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UDC 339.92(4-672EU)

Natalia KULIKOVA, Ph.D.1

EuropEan IntEgratIon and ExpErIEncE 
In catch-up dEvElopmEnt of cEE СountrIEs 

− nEw Eu mEmbErs

lessons for Emerging markets

ABSTRACT
In the late 1980s – early 1990s, CEE countries have embarked on the path
of socio-economic and political transformations in order to join the
European integration process and take advantage of it to accelerate
growth, modernize the economy and, ultimately – to overcome the socio-
economic gap with Western Europe. The paper considers channels of
support given by the European integration to catching up of CEE
countries – the new EU members, and marks their progress in economic
development. In addition, it analyzes the weaknesses in the economies
of NMS that had led to their high vulnerability to external shocks. Finally,
conclusions are drawn about the impact of regional integration, growth
patterns and state policy on economic development in emerging markets.
Key words: transition, integration, convergence, global crises, new EU
members.
JEL Classification: G01, F15, F21, F32, O43, O57.

1. CHANNELS OF EUROPEAN INTEGRATION IMPACT ON ECONOMy 

One can hardly contest the fact that EU membership – whether full or
associated one − creates framework conditions for catching up development of

1 Natalia Kulikova, Ph.D., Head of the Center for East European Studies, The Institute of
Economy, Russian Academy of Sciences, Moscow, Russia.
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economically weak countries. These conditions are formed through three major
channels – institutional adaptation, economic integration and EU financial
support within the framework of regional policy, and prior to the joining –
within the framework of pre-joining assistance programs. However, in each of
these directions, either CEE countries encountered difficulties in taking
European integration advantages or there were realized the risks related thereto.

Institutional adaptation that CEE countries have effected while fulfilling
conditions for joining EU has brought their previously weak democratic,
economic, legal institutions and civil society institutions in compliance with
European standards. Many research papers furnish evidence of the fact that
institutional perfection produces multiplier effect: effective management,
authority of law, political stability and low level of corruption ensure long-term
dividends in economic and social development and thereby implicitly influence
the life quality. However, in case of CEE countries, the borrowed institutions
have been transplanted into “alien” ground and their “acclimatization” was
not always successful. For their efficient functioning, it is necessary to apply
corresponding enforcement mechanisms including those on the part of
European authorities (a striking example is blocking of Bulgaria’s access to
financing within the framework of pre-joining program in 2008, after the
European Commission report on the corruption situation, which measure has
deprived Bulgaria of several billion Euros).

At the same time, some EU standards’ proliferation to NMS has inflicted
damage to their economies. In particular, introduction of some EU technical
standards has caused considerable expenditures, and observation of European
environmental and sanitary control standards causes even higher expenditures.
A part of food industry enterprises, in particular livestock product processing
ones, have been closed altogether because of non-compliance with European
sanitary standards. EU agricultural policy restrains the increase in output of a
number of agricultural products in order to prevent overproduction crisis and
is oriented only at efficient producer support which fact in practice meant
liquidation of many agricultural businesses in NMS. 

Theoretically, economic integration gives momentum to economic growth
and leads to narrowing the gap between the countries involved therein. The
main drivers of the process are considered to be: foreign trade growth, free
capital movement, technologies and management experience exchange. At the
same time, integration implies severe risks for weaker participants thereof. In
case of CEE countries, both advantages and risks of economic integration – in
the sphere of trade as well as in that of investments – have been realized to the
full extent. 

The gained in 1990s opportunity to supply goods to all-European market
without customs duties and non-customs restrictions, simplification of goods
certification and provision of access to the European market of public contracts
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after joining EU, as well as access to marketing networks of foreign-capital
enterprises have stimulated the rapid growth of export and thereby promoted
economic growth acceleration in CEE countries. However, the main
contribution to extension of export supplies was made by multinational
corporation branches whereas only the minority of domestic enterprises, the
strongest ones, have managed to make use of the advantages of the large single
European market. At the same time, complete removal in early 2000s by CEE
countries of barriers hindering import from EU has become a serious challenge
for their economies. The most of producers that had been working for domestic
market were not ready for successful competition with West European
companies. Especially tangible was the loss of agricultural sector enterprises’
positions in the domestic markets. At the same time, the reasons due to which
they could not successfully withstand the increased competition, were not only
of “market” nature, they also consisted in substantially lower European
subsidies to agricultural producers in NMS as compared to the “old” ones. 

Liberalization of investment legislation and bringing it in compliance with
European standards, investment risk minimization due to joining EU
contributed to vigorous inflow to CEE countries of foreign direct investments,
in the first line of West European ones. FDI have played the key role in economy
upswing and modernization: they have helped industry to escape actual
collapse, have extended and qualitatively changed the previously less
developed financial service sector, developed telecommunication systems and
retail networks. However, restriction of national sovereignty over investment
regulations2 and actual absence of governmental regulation of investment flows
have resulted virtually in CEE countries’ economy take-over by foreign capital
in the form of latent colonization. 

Foreign investors used CEE countries’ territory predominantly for
allocation of low- and medium-capacity production facilities, mostly assembly
plants, and established there relatively few high-technology facilities. The bulk
of foreign capital was invested not in joint ventures (investments in which had
been actively supported, for example, in China) but by means of government
asset acquisition by strategic investors and allocation of multinational
corporation branches which fact by no means contributed to the development
of cooperation ties with domestic enterprises and diffusion of technologies,
knowledge, managerial experience imported by investors. Economy was split
into two sectors: a “foreign” one – an efficient, export oriented sector with more
advanced technologies, and “national” one – falling behind in technologies,
output capacity and selling products mainly in the domestic market (such

2 For example, the candidate countries had to abandon specific benefits for foreign and big
investors as being in conflict with EU regulations, as well as to reorganize free economic zones
not according to EU rules; M&A transactions had to be approved by EU antitrust agencies. 
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economy split was especially evident in Hungary). And finally, modernization
of simulation nature based on attraction of FDI has diverted attention from
developing the own research and development sphere. As per Eurostat data,
in 2000-2008 expenditures on R&D in NMS amounted on average to 0.5 to 1.5%
of GDP a year as compared to almost 2% in EU15. Moreover, in Poland and
Slovakia this index has been reducing during the entire post-socialist period.
The percent of people employed in R&D sphere in CEE countries is also
substantially less than in EU15.

Insufficient support of scientific and technical sphere resulted in weakness
of innovation potential that may be seen, among other factors, in the small
number of inventions. Even in Slovenia spending the most significant part of
GDP on R&D, the number of patent applications per 1 million people submitted
to European Patent Office (EPO) in 2008 was 2 times less than on average in
EU. In Estonia, Hungary and Czech Republic this index was 7 times lower than
the average European one, and in the rest countries except for Romania, – 14-
48 times, and in Romania – 118 times lower! Moreover, in most countries there
are almost no high-tech inventions at all with the only exception of Slovenia
and Estonia, but even in their case the number of such inventions per 1 million
people is 2 times less than on average in EU. In the context of growing
innovation competition, such state of affairs actually preserves and in the long-
term perspective may even aggravate technological backwardness and, as a
result, backwardness in factor productivity and economic growth as compared
to the countries actively developing R&D sphere, proliferating new
technologies and receiving intellectual annuity.

Integration into European financial market also has exerted ambivalent
influence on economy. On the one hand, it enabled to provide financial
resources for the much of economic growth, on the other hand, − uncontrollable
credit expansion by West European banks that had bought up almost the entire
banking sector of the region,3 resulted for many NMS in substantial growth of
economy external imbalance and growth instability.

EU regional policy emphasizing financial support of investments in
environmental protection, development of infrastructure, human resources,
knowledge-based economy, small business and handicrafts provided by
European funds to less developed regions and countries of the community, is
able to increase their competitive advantages, it strengthens the resource base
for economic growth, creation of new working places and improvement of life
quality. However, it is questionable, how tangible the European assistance will

3 The share of foreign bank affiliates in banking sector aggregate assets at the end of 2009
amounted in NMS as a whole to about 80%, in the half of these states it exceeded 90% and in
Slovakia, Estonia and Czech Republic it achieved 98-99%.



influence the economic growth rate and elimination of gaps in development
levels of regions in NMS.

First of all, this assistance has become not as generous as it had been in EU
when it consisted of 15 countries. In the years 2004–2006, funds reserved for
ten NMS was significantly less, in both absolute and relative terms, than those
for the poorest “old” EU members. For Spain and Portugal they reached 2%,
for Greece – 3.6% of GDP, whereas the assistance for the NMS (including
agricultural subsidies) was limited by the decision of the Berlin Summit (1999)
to 1% of GDP in 2004 and 1.5% of GDP in 2006. In the case of the Structural
funds aid in the average annual per capita amounted to 68.79 euro for old
members against 59.98 euro for NMS; in the case of the Cohesion Fund – 39,85
and 33.80 euro respectively (Hapiot / Slim, 2003). The scale of European budget
increase in 2007–2013 as compared to the previous budget period does not
match with the scale of growth of the number of countries and regions needing
assistance that has taken place after EU expansion to the East. 

Secondly, obtaining assistance implies fulfillment of a number of tough
conditions provided for by EU. It is connected with performing a complicated
administrative procedure of introduction and approval of investment projects
meeting high European quality standards; indispensable condition of project
approval is its co-financing from national sources; the right to demand the
funds allocated but not utilized within the fixed dates shall be lost. 

Interaction with Structural funds and Cohesion Fund after jojning EU as
well as practice of cooperation with EU within the framework of PHARE, ISPA,
SAPARD programs at pre-accession stage have shown that CEE countries lack
sufficient administrative skills for the work with European funds and, as a
result, – have low possibilities to utilize the allocated funds. These countries
cannot provide the most part of available funds with acceptable investment
projects so that they remain unutilized. For example, in the 1990s the average
index of SAPARD allocated fund utilization by 10 countries beneficiaries was
below 60%, and Hungary which was the last one as per rating has managed to
utilize only one third of its quota.4 In the current budget period the Baltic
countries are leading in utilization of EU funds, and Lithuania is a leader among
them. From 2007 to 2010 this country signed contracts amounting to 3.7 billion
Euros which makes 76% of the sum available.5 At the same time, Romania, for
example, has utilized only about 3% of the allocated funds.6

European Integration and experience in Catch-up Development of CEE Сountries 13

4 “Strukturalni fondy EU. Úspěšnost programu SAPARD v kandidátských zemích“, Články,
2000, 03.05, at www.strukturalni-fondy.сz.

5 По освоению фондов ЕС Латвия выбилась в лидеры. http://www.telegraf.lv/news/po-
osvoeniyu-fondov-es-latviya-vybilasy-v-lidery.

6 Еврокомиссия обеспокоена низким уровнем освоения фондов ЕС в Румынии.
http://www.blackseanews.net/read/20807.



What is more, CEE countries had to pay back a part of the funds received
if having conducted audit and administrative investigations European
Commission found that the money had been used improperly or unlawfully
(that is, in connection with financial abuse and corruption). For example, in
2008 Commission basing on administrative investigation results incriminated
Czech Republic with financial abuse as regards 431 million crones that had been
transferred in 1998–2002 from PHARE funds for small and medium business
development, and required to return a half of this sum. 

Thirdly, in spite of the fact that it is widely acknowledged that EU transfers
are useful for backward countries and regions, experts differ in opinions about
their actual efficiency. In particular, two authoritative reports prepared on the
eve of EU expansion to the East – one of Andre Sapir, professor of the Free
University of Brussels (Sapir, A., 2003), and the other of Daniel Tarschys,
professor of Stockholm University (Tarschys, D., 2003) − acknowledged
European structural policy to be of low efficiency and called to return the largest
part of its functions onto national level.

The European Commission reports on economic and social cohesion state
that progress has been achieved in actual convergence both on national and
regional levels but at the same time, acknowledge that in spite of systematic
increase of structural assistance the differences between the member states are
still rather significant and GDP per capita disparities on the regional level in
most member countries are either reducing insignificantly or increasing.
Neither the Eastern lands of German Federal Republic, nor South Italy, nor the
poorest regions of Portugal and Greece that since early 1990s have been
recipients of massive European funds’ transfers, have displayed any significant
success in catching-up development. Moreover, there are examples when EU
structural assistance while stimulating governmental subsidies to degrading
enterprises or supporting consumption behavior of regional authorities,
contributed to preservation of inefficient economy structure of the backward
regions and prevented them to start an outrunning growth. In particular, after
two decades of intense European injections in infrastructure development of
Alentejo District that accounts for about one third of Portuguese continental
territory, this district still remains one of the least developed parts of the country
(Ф. Тейган душ Сантуш, 2005).

Neither are there any convincing examples of member countries catching-
up development at the expense of EU fund transfers. References to Ireland and
the Mediterranean countries’ achievements are not quite correct. After joining
the Common market in 1973, Ireland for two more decades remained perhaps
the least developed member of the Community. Transformation into a “Celtic
Tiger” and economic convergence took place already after the Irish
Government had performed in the middle of 1990s budget and tax reforms and
effected liberalization of trade and investment regulations. There was a similar
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situation in Greece. As for Portugal, its catching-up development has come to
a stop over 10 years ago. 

In this way, empirical data show that EU regional policy by itself is unable to
solve the task of overcoming social and economic backwardness of under-
developed countries and regions, especially because due to a number of objective
and subjective reasons not all of them are ready to interact efficiently with
European funds. European assistance to NMS also will achieve impressive results
only if the obtaining thereof is correlated with growth-oriented national policy.

2. ECONOMIC DEvELOPMENT ACHIEvEMENTS

In spite of ambivalent consequences of the choice of transformation way and
inclusion in European integration, the overall effect thereof was undoubtedly
positive and NMS have in general successfully passed the stage of transition to
a new social and economic pattern. By the middle of 1990s NMS, as a group,
have brought to a stop the transformational recession that followed the collapse
of administrative planning system, by 2000 they restored the pre-reform GDP
volume, and in the next years, until the beginning of the global crisis, they had
left behind Western Europe in respect of GDP growth rate. As a result, their
lagging in respect of per capita GDP calculated basing on currencies’ purchasing
power parity had reduced, although it still remained rather substantial: in 2008,
that is by the beginning of the crisis, this index of the most developed of the EU
new member states was 1.2 times less than that of EU15, and that of the most
backward Bulgaria and Romania was almost 3 times less (Figure 1).

Figure 1. GDP per capita in PPS (EU15=100)

European Integration and experience in Catch-up Development of CEE Сountries 15

Sourse: Eurostat.
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In most countries, the economy structure has been improved, in industry
resource-intensive production facilities with low technological level were step
by step phased down and production facilities manufacturing more complicated
products with higher added value have been essentially extended. Economic
efficiency has risen because the growth was based mainly on increase in labor
productivity. At the same time, unemployment level in most countries (except
for Slovakia, Hungary and Lithuania) has dropped to the medium level of EU15
or even lower. In some countries, in particular in Bulgaria and Poland,
substantial labor migration to West European countries that took place after the
country had joined EU, has contributed to the reduction of unemployment rate. 

The CEE countries’ success has been achieved in many aspects due to
economic advantages resulting from transformation by means of borrowing
EU institutions and integration in European market. The main advantages
were: the possibility to accelerate economic growth due to wide attraction of
foreign capital and guaranteed external demand for products of export sectors
of economy that have advanced mainly due to West European investments. 

3. THE CHALLENGE OF THE GLOBAL CRISIS

The global financial and economic crisis became a severe challenge for
NMS. It has revealed serious structural defects of their economies and has
struck upon them a heavier blow than on many other markets including
emerging ones. In 2009 the aggregate GDP of ten NMS reduced by more than
4%. Only Polish economy preserved positive dynamics, although a weak one.
In the rest countries, except for Czech Republic, the recession was deeper than
in “old” Europe (Figure 27), economic convergence trend there has changed to
the opposite one and the Baltic countries having lost 14 to 18% of GDP, were
thrown several years back. The army of unemployed in the region has increased
from 3.1 million people in 2008 to 4 million in 2009, unemployment level has
risen especially drastically in Baltic countries where it achieved 14-17% (Figure
3). The population was impoverished due to decline in employment, collapse
in stock markets and real estate markets, and decrease in labor migrants’
remittances.8 In a number of countries the average real wages has dropped: in
Hungary by 2%, in Baltic countries by 6-7%. 

7 Abbreviations in the figures: BUL – Bulgaria; HUN – Hungary; LAT – Latvia; LIT – Lithuania,
POL – Poland; ROM – Romania, SLK – Slovakia ; SLN – Slovenia; CZE – Czech Republic, EST
– Estonia, EU – European Union, EU15 – the EU of 15 countries to the “eastern” enlargement,
EA – Euro area.

8 After joining EU, in Poland, Bulgaria, Romania and Baltic countries there took place substantial
emigration of citizens to West European countries in search of work.



Figure 3. Unemployment, based on LFS
real change in %, annual average

European Integration and experience in Catch-up Development of CEE Сountries 17

Figure 2. Gross domestic product
real change in % against previous year

Source: Eurostat.

Source: Eurostat.

Such developments were unexpected. In autumn 2008, when the global
crisis was already at its height, the international organizations forecasted that
in the CEE countries, except for Hungary, there will be only growth slowdown
but will be no recession (IMF, 2008, pp. 260, 264). However, it turned out that
there were reasons for more severe consequences of the crisis. 



The first of these reasons is their deep integration in the European goods
and investments’ market (in many countries even deeper than that of the old
EU members). During the period of world economy stable growth, it provided
the advantages mentioned above. However, when the crisis that had originated
in the USA struck a blow upon the West European economy, a wave thereof
has reached Central and Eastern Europe having more than close trading,
economic and financial ties with Western Europe.

The second reason is that by the beginning of the crisis, in many NMS there
had been formed economies heavily dependent on export (in 2008, only in
Romania export volume – GDP ratio did not exceed 30% and in Poland – 40%;
in Hungary, Slovakia, Czech Republic, Estonia and Slovenia it accounted for
68 to 82% of GDP), with little diversified production structure (as a rule, with
a bias towards automobile industry), heavy reliance on foreign capital in all
forms and large macroeconomic imbalances. For economies to such extent
tangible to external shocks it was difficult to preserve stability while having
been struck a double blow of the world crisis.

One blow was struck by economic recession in Western Europe that had
destroyed external demand for NMS products. In 2009 the reduction of their
goods export by 18% (Figure 4) resulted in a drastic decline in industry (Figure
5). Especially serious damage was incurred to the established by transnational
companies plants manufacturing autos, auto-parts, transport, electrical and
electronic equipment as well as labor-intensive industries such as textile, sewing
and wood processing industries.

Figure 4. Exports of goods in euro
change in % against previous year
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Source: wiiw Current Analyses and Forecasts, February 2011, No 7.

Another blow was struck from on the part of the world financial crisis.
Global cash demand and general escape from risks resulted for NMS in stock
market meltdown, turn off of credit spigots and drastic drop in FDI inflow that
for many years have been driver of growth (Table 1). In 2009, as per UNCTAD
data, total volume of net FDI inflow in ten NMS reduced by 5.5 times as
compared to 2008, that’s from 117.0 billion to 21.3 billion dollars. Foreign
investors have withdrawn from Slovenia, Slovakia and Hungary more capital
than they had invested. Some foreign production facilities were closed. For
example, Molex Slovakia, auto-part manufacturer has withdrawn from
Slovakia after almost ten-year operation. 

Capital inflow reduction in NMS was not only a part of global trend but also
a result of loss of investors confidence towards the countries that for many years
had financed economic growth by means of foreign loans and have created heavy
debt load onto their economies. The main reason for choosing such growth
pattern was a low, and in some countries even a negative level of national savings
– both governmental and private ones. Even in by no means poor Czech Republic,
Hungary, Poland and Slovakia household saving rate accounted in 2008 for 3 to
10% (as compared to 15-18% in France, Italy, Austria and Germany), and in
Bulgaria, Romania and Baltic countries in the years preceding crisis population
had been spending more than they had been earning (European Commission,
2011, p. 225). Support of investments while lacking savings was possible only at
the expense of economy external economy external balance. For many years, in
all countries of the region, current account deficit had been substantial or high
(Figure 6). In 2008, before the crisis, in the countries of visegrad Group and
Slovenia it accounted for 3 to 7%, in Romania and Baltic countries – from 9 to 13%,
and in Bulgaria almost 25% of GDP! In the course of intense privatization, deficit

European Integration and experience in Catch-up Development of CEE Сountries 19

Figure 5. Industrial production real change in % against previous year



was to a great extent or even excessively covered by FDI inflow. However, later
on private foreign loans started to play a more important role the financing of
these countries, the said loans having increased gross external debt of NMS from
176 billion dollars in 2000 to 848 billion dollars in 2008, which means a 5-time
increase within eight years (ЕBRD, online). In Latvia, Hungary, Estonia, Slovenia
and Bulgaria the debt had exceeded the GDP (Figure 7).

Figure 6. Balance of current account in % of GDP 
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Table 1. Inward foreign direct investment, net inflow in USD millions

2007 2008 2009

World 2099973 1770873 1114189
EU27 923810 536917 361949
EU10 139957 116983 21324

Bulgaria 12388 9795 4467
Czech Republic 10444 6451 2725
Estonia 2725 1726 1680
Hungary 71485 61993 -5575
Latvia 2322 1261 72
Lithuania 2015 1823 348
Poland 23561 14689 11395
Romania 9921 13909 6329
Slovakia 3581 3411 -50
Slovenia 1514 1924 -67

Source: UNCTADstat.

Source: Eurostat.



Source: wiiw Current Analyses and Forecasts, February 2011, No 7.

Bank and corporation loans increased mainly the short-term indebtedness,
and by the beginning of the crisis, many NMS had found themselves in a small
group of the countries with apparent absolute gap between short-term liabilities
and reserves. The situation was aggravated due to the pressure exerted onto NMS
currencies caused by reduction in foreign currency offering in the markets
resulting from decrease in export earnings and capital inflow. In the countries
with fluctuating exchange rates, national currencies started to depreciate
drastically: from July 2008 to February 2009 the Polish Zloty had lost almost a half
of its value to Euro, Hungarian Forint – one third, Czech Koruna and Romanian
Leu – one fifth. Investors started to fear that in Eastern Europe there may take
place a debt crisis similar to that in Asia in 1990s when the countries with fast
growing economies had accumulated credits and were unable to repay them after
national currencies’ crash. Investors were most worried concerning Hungary and
Latvia, but in that situation it was considered that default announcement even by
one country may cause “domino effect”. As a result, not only problematic debtors
had been deprived of foreign financing but the rest of NMS as well.

It should be noted that not only NMS governments that had admitted big
macroeconomic imbalances are guilty in NMS problems but the creditors are
guilty as well, in the first line the affiliates of West European banks that had
generously financed the local credit boom in the years of forming the credit
bubble. In spite of expectations, foreign proprietor dominance in the banking
sector had not become a guarantee of NMS financial systems’ stability. Banks
of those countries were heavily dependent on external sources of short-term
funding (Figure 8) and were enthusiastic about providing credits in foreign
currency – especially in Baltic countries and in Hungary (Figure 9). In 2009, the
volume of bank credits provided to the private sector in Hungary, Bulgaria,
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Figure 7. Gross external debt in % of GDP



Estonia and Lithuania 1.4-1.7 times exceeded the amount of deposits, in Latvia
– 3 times! When parent banks in Western Europe suffered losses on their
American assets, their main concern was to strengthen their own financial basis.
Monetary flows to the branches in NMS were stopped and the region
encountered the liquidity crisis. Simultaneous loss by debtors of a part of their
earnings and national currencies’ devaluation hindered fulfillment of
obligations on credits, there began the accrual of “bad debts”. That situation
made banks to apply more rigid crediting standards, demand for credits had
dropped and the credit expansion that had “heated-up” the economic growth
in the years preceding the crisis had come to an end. 

Figure 8. Loans to private sector in % of total deposits, end of the year
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Source: EBRD (2011)

Figure 9. Forex credits in % of total lending, end of 2010

Source: EBRD (2011).



Having lost a part of earnings and an easy access to credits, companies have
radically cut investment (Figure 10) and the population – consumption
expenditures (Figure 11). In 2009, in most countries gross investment in fixed
capital dropped by 5 to 12%, in Slovenia, Romania and Bulgaria – by 21 to 27%,
and in Baltic countries it crashed down by 34-39%. Especially drastic reduction
in private consumption took place in Baltic countries where it reduced by 17 to
22%, and among other countries – in Romania, Hungary and Bulgaria. In this
way, reduction of capital inflow accompanied by growing problems in the
banking sector had weakened the domestic demand and thereby aggravated
product output drop caused by reduction in demand for export goods. Only
Poland had escaped the drop of domestic demand.

Figure 10. Gross fixed capital formation real change in % against previous year
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Source: Eurostat.

Figure 11. Private consumption real change in % against previous year

Source: European Commission (2011).



In spite of acute problems that appeared in NMS, the crisis had one positive
effect. Companies have drastically cut import of goods for production,
investment and consumption purposes due to which fact foreign trade- and
payment balances in all the countries have been improved (Figure 6). However,
for external balance improvement the region had to pay with the growth of
internal macroeconomic imbalances. Almost everywhere governmental budget
revenues have dropped due to big losses in product output and foreign trade.
At the same time, expenditures of most governments have grown, in particular,
due to the necessity to pay allowances to the increased number of the
unemployed. As a result, everywhere, except for Estonia, governmental budget
deficits have increased abruptly (Figure 12), which fact resulted in the growth of
government debt (Figure 13).

Figure 12. Balance of government budget in % of GDP
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Source: Eurostat.

Figure 13. Gross government debt in % of GDP

Source: Eurostat.



The lack of governmental funds became an obstacle for intensive anti-crisis
policy similar to the policy conducted in many Western European countries, in
the USA, Japan, China and Russia that rescued their banks and enterprises by
means of considerable injections in capital and encouragement of domestic
demand. In NMS the priority was given to governmental budget consolidation.
Only Latvia and Slovenia – the countries preserved a substantial part of the
banking sector in the hands of domestic proprietors – have spent relatively big
funds to support banks (European Commission, 2009a, p. 61; The World Bank,
2009b, p. 15); budget support to the real sector was provided only in Slovenia
and Slovakia, although a scanty one – it amounted to about 2% of GDP in 2009
(Gligorov, v., Havlik, P., Landesmann, M., Pösch,l J., Richter, S. et al., 2010, p. 44). 

We can formulate in a generalized form the reasons of a deep recession in
NMS as follows. Economy was too heavily dependent on West European
market and foreign capital. Recession in Western Europe has deprived these
countries’ economy of its export base; the termination of long-term capital cross-
border movement and overall credit paralysis have become a stumbling rock
for the growth pattern based on wide attraction of FDI and plentiful loans.
Figuratively speaking, when the global crisis began the “overheated” economy
of NMS has taken a cold shower. Thomas Mirow, President of the European
Bank for Reconstruction and Development, has retrospectively stated that for
Central and Eastern Europe even the annual growth rate of 3 to 4% would have
been enough.9 Obviously, in this case there would be no structural defects in
economy that had become an “Achilles’ heel” when the crisis began.

This is a general estimate for the region but in fact it is very non-
homogenous. The richest countries – Slovenia and Czech Republic – have not
more in common with Bulgaria and Romania, than for example, Germany has
with Greece. Therefore the strength and direction of global crisis blows, the
scale and nature of problems caused by it in these countries were different. Let
us set forth only the main observation results.

The drop in demand in the commodities markets has incurred the greatest
damage to the countries with highly open economies and high concentration
of export-oriented production in automobile and electrical industries that have
been most of all influenced by the crisis. These countries are: Slovakia, Hungary,
Czech Republic and Slovenia where the commodities export earnings – GDP
ratio before the crisis was equal to 55 to 70%. Reduction in capital inflow has
created greatest problems for the countries with disrupted macroeconomic
balances. They are – Baltic countries, Hungary, Romania and Bulgaria. 

At large, the countries with export-driven growth have suffered from the
crisis less than those with credit-supported growth. As per cumulative estimate
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9 Миров: кризис в Восточной Европе не закончился. http://www.banki.ru/news/lenta/
?id=1396504.



of all factors, relatively well balanced Poland’s economy less integrated in the
European market turned out to be the most stable one – it has not been gripped
by recession even for a short time. 

Today it is obvious that NMS are over the worst. Thanks to assistance
provided by EU, IMF, World Bank and foreign state governments to the countries
facing the most severe problems, the situation did not come to government
default, the danger of banking systems’ crash has passed, investors having long-
term interests in the region for the most part have not abandoned it. 

In 2010 in all NMS, except for Romania and Latvia, economic growth has
resumed (Figure 2), although its rate was low – from 2.3 to 4% in Czech
Republic, Estonia, Poland and Slovakia, and from 0.2 to 1.3% in Bulgaria,
Hungary, Slovenia and Lithuania. Such dynamics did not allow any country
to stop the growth of unemployment and most of the countries – to return onto
the route of catching-up development. The sole growth driver was export that
began to recover rapidly following economy revival in Western Europe, in the
first line in Germany – the main economic partner of NMS. 

It is unlikely that NMS will restore high pre-crisis growth rates soon (Figure
14). As per forecasts, in 2011 economic growth in Western Europe including
Germany will slow down (IMF, 2011, p. 182; European Commission, 2011, p.
204) which means that export will not be able to ensure growth acceleration in
CEE. Unsolved problems in West European banking sector continue to hamper
crediting. Cross-border flows of long-term capital have not been properly
restored yet. Moreover, financial restrictions will restrain growth in NMS,
especially in the countries that have received international financial assistance
against obligation of budget expenditure cuts.

Figure 14. Gross domestic product, IMF forecast 
real change in % against previous year
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With the end of the crisis, convergence process obviously will resume but
NMS will reduce their backwardness at different rates, in the first line
depending on internal growth potential and economic policy. It is obvious that
some NMS even in case of the best scenario will need efforts of one-two
generations to reach the “premier league” of the rich European countries.

4. CONCLUSION

CEE countries’ experience in social and economic transformation and
catching-up development strategy implementation is important for other
emerging markets. It teaches many useful lessons, the main of which, in our
opinion, are as follows.

• Advantages of transformation pattern based on borrowing of institutions
inherent to the countries with mature market economy and joining a strong
regional integration group create premises for economic progress but do
not guarantee it. Similar institutional environment, economic integration
with the same partners, equal access to regional financial assistance funds
may lead to different results. 

• Catching-up development success predominantly depends not on
advantages of regional integration but on internal potential of a particular
country, institutions’ functioning quality and the conducted economic
policy that must be oriented at the growth based on sane sources.

• Economic strategy aimed at overcoming the situation of falling behind the
leading countries cannot be realized to the full extent if it is based on
reliance on foreign capital, even on a long-term capital. In the context of the
growing innovation competition this state of affairs actually preserves, and
in the long-term perspective may even aggravate technological
backwardness and, as a result, backwardness in factor productivity and
economic growth as compared to the countries actively developing R&D
sphere, proliferating new technologies and receiving intellectual rent.

• It is necessary to live within one’s means, economic growth based on
unrestricted domestic demand “heated-up” by credits cannot be
sustainable, without “boom – recession” cycles. Current account negative
balance may be for some time covered by FDI inflow but if it is of chronic
nature then it means to “live on credit” heavily depending on external
shocks and being subject to either devaluation risks or social deprivation
risks – in case devaluation is not possible (for example, due to joining a
regional currency union).

• An economy with a strong production bias towards one or two industries
and with single-direction oriented export is subject to higher risks;
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diversification of production structure and export supplies’ geography is
indispensable even for small countries, let alone the big ones. Moreover, to
make economy less dependent on external conjuncture, production must
work not only for foreign consumers but for domestic consumers as well.

• Market does not protect businesses from bad economic decisions therefore
it is not correct to consider state interference in economic processes to be
an anachronism. The state should not confine itself to the concern for
macroeconomic financial indices, the important element of economic policy
must be investment and industrial policy.
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Western Balkans: PeriPheral integration

Without staBility?

ABstrACt
starting with a brief analysis of the current frictions within the European
Union, we are going to inquire into the nature of an eventual future
integration of Western Balkan countries into the European Union,
especially if such an integration includes a monetary integration. We will
argue that without a substantial change in economic and monetary
relations between present Euro-countries – namely neo-mercantilist
countries Federal Germany, the Netherlands, and Austria, and the
countries of the inner EU-periphery, especially Greece, Irland, Portugal,
and spain, respectively – disintegration of the Euro zone might be a
consequence of structural imbalances. In addition to this process of
peripherization of the “old” inner periphery, recent enlargement, with a
peripheral integration of CEE countries into the EU, does not seem to have
led to self-sustaining developments in most new EU regions. In the midst
of global economic crisis and unresolved EU structural imbalances, will
EU integration bring stability to the Western Balkans? If Portugal has to
consider opting out from the Euro zone, would opting in be a reasonable
step for Western Balkan countries?
JEL Classification: F15, F34, F36, F43.

INtroDUCtIoN

the current global financial crisis, which spread from the UsA in 2007, has
accentuated the structural imbalances within the European Union. International

1 Vienna University of Economics and Business.



attention has been drawn to the near financial default of Greece, Ireland, and
Portugal (and the non-EU country Iceland with its financial linkages into the
EU). spain has been treated as candidate for a similar situation, with Italy also
in a precarious condition. Pi(i)gs is the terrible acronym that was invented for
this group of EU countries, insinuating it had been (exclusively) their behaviour
that brought the Euro zone to the brink of collapse. Greece leaving the Euro zone
seems to have become a real option (reiermann 2011), leading to emergency
meetings by the EU commission with Euro zone finance ministers (Germany,
France, Italy, spain) and denial of such Greek intentions. (Phillips 2011)

structural imbalances between some of the ”new” EU members and other
EU countries had been described soon after the most recent enlargement round
of 2004. the Baltic countries and hungary have chosen ”development” paths
that relied on financialization (esp. the Baltic countries) and constant capital
influx. Without building a sustaining export base, such a strategy is doomed
to fail especially if international capital dries up which was the case with the
current financial crisis. (Becker 2010) While such problems at the Eastern
periphery of the EU might have caused only minor headaches to EU leaders,
default scenarios at the southern and Northeastern periphery of the EU seem
to be different in terms of quantity, quality (the Euro zone was hit), and
psychological consequences (”old” EU members are threatened). Furthermore
the incapability of the EU to clear imbalances between trade deficit and surplus
(debtor and creditor) countries seems to weaken the EU’s stance in the global
political economy. EU debtor countries need the support of the IMF in order to
tackle their debt problems. Within the IMF, however, power relations are
shifting, with the effect that the EU is challenged by BrIC (Brazil, russia, India,
China) countries to live up to its past standards of austerity policy as
precondition of financial support for debt ridden countries. (Fubini 2011) 

With such ruptures within the EU web of relations, it is no surprise that the
focus of attention shifted away from the region recently dubbed Western Balkans.
the situation in southeastern Europe has, however, hardly improved. When the
financial crisis reached the region in 2008, it brought to the fore the weaknesses
and problems of yet more ”development” models depending on foreign capital
without creating an industrial export base. (Becker/Weissenbacher 2010 and 2011)

In this article we will try to assess an EU accession of Western Balkan
countries by comparing them to the situation of old peripheral EU members
currently threatened by financial default. our comparison focuses on the
question in how far monetary integration deepens or alleviates weaknesses of
the productive structure. such weaknesses are a central element of the present
crisis of southern euro zone member states. rigid exchange rate policies and
an advanced degree of informal euroization have severely limited the policy
options for dealing with the present crisis in south Eastern Europe and a future
accession to the euro zone is still formally part of negotiations on EU
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membership. In the light of the present crisis, there has reemerged the question
in how far the adoption of the euro is an appropriate strategy for peripheral
European countries. We will compare two EU countries (Greece and Portugal)
that have run into difficulties recently with two countries from former
Yugoslavia that are – at different levels – in the process of negotiating a
membership to the EU, Croatia and serbia, among which Croatia is most
advanced in its endeavours. (EU Commission 2011).

thE EUro zoNE AND thE soUth EUroPEAN PErIPhErY

In the formation of the euro zone, divergent economic strategies were at
play. the German government wanted to support the export-led German
strategy. through the formation of the euro zone, competitive devaluations
which might pose obstacles to German exports were to be excluded (Bellofiore
et al. 2010: 141). the south European countries hoped to attain a higher degree
of financial stability and to gain access to cheaper credits. 

In the beginning, the German government aimed at restricting the euro
zone to some core countries and conditioning the membership to the adherence
to strict fiscal and monetary criteria. the French government argued in favour
of a large membership and was more open to keynesian conceptions of
monetary policy. In the end, a compromise between these two conceptions
prevailed: an extended membership linked to the adoption of restrictive fiscal
and monetary policies (Mazier 1997a: 136 ff, Mazier 1997b: 66 ff). the EU
member states created a monetary union that is characterised by an enormous
heterogeneity in its economic structures and by the absence of a corresponding
political union and of significant transfers between rich and poor regions.

In the further course of events, the heterogeneity has been accentuated even
more. the German governments adopted neo-mercantilist policies that
restrained wage growth through the formation of a huge low wage sector and
severe cuts of unemployment support. the German low wage sector has
approximately the same relative size as the Us low wage sector (Lechevalier
2011: 47). the annual growth rate of labour costs per working hour in the
private sector was limited to 1.9% in the period from 2000 to 2009 which was
the lowest in the euro zone and significantly below the euro zone average of
2.9% (Niechoj et al. 2011: 55, graph 2). the restrictive wage policies dampened
German economic growth, but promoted exports. Whereas the German current
account was just balanced in 2000 (hein/truger 2007: 21, tab. 4), it displayed
a surplus of 7.7% of the GDP in 2007 (Ederer 2010: 590). strongly neo-
mercantilist strategies were pursued as well in the Netherlands, Austria and
the scandinavian countries.
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German exports to the European periphery were facilitated by credits of
German banks which contributed in a major way to financing the current
account deficits of the periphery. In March 2010, it was Us$ 521.3 bn out of a
total of Us$ 2.566.0 international bank exposure to Greece, Ireland, Portugal
and spain that accrued to German banks (EuroMemo Group 2010: 8, tab. 1).
thus, German financial institutions built up significant creditor positions 
vis-à-vis the European periphery.

the trade statistics of Germany, give an idea, why current arrangements in
the euro zone are important for the German trading sector. they show that seven
of its ten main trading partners are EU countries, plus UsA, China, and
switzerland. In 2008 (before the global crisis showed its effect on trade), 63.3%
(622.7 billion euro) of German exports went into the EU-27, while 63.6% (512.8
billion euro) of German imports came from EU-27 countries. Among the top ten
trading partners, there were only three (the Netherlands, Belgium, and China)
Germany had a negative trade balance with in pre-crisis years. (Eurostat 2011b:54)

In the southern periphery of Greece, Portugal and spain, growth was to a
significant extent stimulated by credits. thus, the calculation that entry into the
euro zone would lower the real interest rates for the peripheral countries and
that low interest rates would help to sustain growth seemed to become reality.
however, above the average growth was only realised in Greece (and spain),
but not in Portugal. Portuguese GDP growth was below the EU-15 average
after 2002 (romão 2006: 36). the Greek and Portuguese economies suffered
from partial de-industrialisation after accession to the EU (stathakis 2010: 111,
santos/Jacinto 2006). In Greece, the relative decline of industry continued after
accession to the euro zone whereas agriculture made a transition from relative
to absolute decline after 2000. (stathakis 2010: 111). It was rather service sectors
that gained in importance, particularly in Greece. Both economies can be
characterised being low wage economies though wages and labour costs per
working hour grew faster than in Germany after the year 2000. According to
Costa et al. (2008: 157 ff), 14.4% of the employed persons suffered from poverty
or at least vulnerability to poverty in 2004. though poverty was more widely
spread among part-time workers, even a full-time job did not always provide
shelter against poverty. Working conditions have become more precarious over
the last decade. Low wages and low labour productivity went hand in hand
(reis 2009: 11 f.). the weaknesses of the productive structure have become even
more entrenched after entry into the euro zone. they translated into structural
deficits of both the trade balance the current account. the Portuguese deficit of
the current account usually hovered around 9% of the GDP whereas the Greek
current account deficit increased from 6.3% of the GDP in 2001 to 14.7% of GDP
in 2007 (hein/truger 2007: 21, tab. 4, horn et al. 2011: 6, tab. 1). the current
account deficits had to be financed by capital inflows, especially through
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incurring external debt. however, domestic debt levels increased as well as a
result of a financialised growth model. 

Greek total debt increased from about 170% of GDP to about 300% of GDP
between 2000 and 2009 (Lapavitsas et al. 2010: 19, Fig. 14). the share of the public
debt has been considerably higher than in Portugal and spain, but its share in
the total debt declined significantly over the period. Debt growth was driven
particularly by private households and financial corporations (ibid. 20).
Incurring debt facilitated private consumption in the face of a generally low
wage level. Compared with other EU countries, the private household debt was
not exceptional. It has been the public debt that has reached exceptional levels.
however, this has not been a recent phenomenon. Public debt already increased
rapidly at the beginning of the 1980s when the then PAsok government
instituted distributive policies and expanded the welfare state without enlarging
the tax base in a parallel way. tax collection has been poor until today. It was
especially the richer segments of the population that resorted to massive tax
evasion (stathakis 2010: 110, 113). As a result, general government debt already
amounted to 114.0% of GDP in 2000 (Featherstone 2008: 174, tab. 8.4). Its general
level declined slightly until the crisis and reached 95.7% in 2007 (horn et al. 2010:
6, tab. 1). relatively good growth rates and low interest rates had put a brake
on the further growth of the public debt/GDP ratio. the public debt level was
even a bit better in the first crisis year 2008 – 110.3% of GDP (EzB 2011: 79, tab.
5) – than it had been the case eight years before. 

the Portuguese debt structure is different. the public debt load has been
lower than in Greece and has been more or less in line with the EU average. In
the pre-crisis year 2007, it reached 63.6% of the GDP which was less than the
German level (65.0%). the budget deficit was below the 3% barrier which was
established as a benchmark by the stability and Growth Pact (horn et al. 2010:
6, tab. 1). the level of private debt – both of companies and households – was,
however, significantly higher than in Greece. the ratio total debt/GDP almost
doubled to about 470% in the decade before 2009 (Lapavitsas et al. 2010: 18, Fig.
12). the relative burden of external debt was higher in Portugal (239,6% of GDP,
1st semester 2010) than in Greece (188.1% of GDP, 1st semester 2010; Ireland
ist in a different league with the external amounting to 1115.7% of GDP in the
1st semester of 2010; hrvatska Narodna Banka 2011: 13, tab. 3). thus, the very
low GDP growth was to a significant extent debt-driven. the Portuguese debt
problem is predominantly an issue of private debt though this crucial element
has been hardly discussed at all.

Greece and Portugal share the structural vulnerabilities of a weak
productive structure and unsustainable levels of the current account deficit.
the financing of the current account deficit resulted in elevated external debts.
their growth models were characterised by financialisation and structurally
linked to increasing debt. their debtor structure displayed, however, significant

Western Balkans: Peripheral Integration without stability? 35



differences. Public debt has been much more important in Greece than in
Portugal. the growth of the household debt was between 2000 and 2008 clearly
shadowed by the third country that received an EU/IMF package, Ireland. In
Ireland, the increase of the household debt was almost three times faster than
in Portugal (stockhammer 2011: 24, tab. 2). Ireland was an extreme case of a
finance-led growth model.

CrIsIs AND ANtI-CrIsIs PoLICIEs IN GrEECE AND PortUGAL

At the beginning of the crisis, the Greek and Portuguese economies were
not hit as hard as many other EU economies. In Greece and Portugal, GDP
declined by 2.0% and 2.9% respectively in 2009 what was significantly less than
the EU average (Ederer 2010: 874, tab. 1). Exports were not an economic key
sector. thus, a decline of exports did not affect their economies in a very grave
way. Neither Greek nor Portuguese banks suffered significantly from a
contagion effect of the financial crisis in the UsA and Northwestern Europe. In
2009, membership in the euro zone still provided shelter against a brusque
decline of capital inflows. however, public finances were significantly affected
by the crisis. the fact that both countries have been low tax countries increased
their vulnerability to the fiscal effects of the crisis (cf. Švihlíková 2010: 99 f.).

In 2010, the weaknesses of the peripheral economies of southern Europe –
weak industrial sectors, high dependence on imports of goods and capital, a
narrow tax base, high external financing requirements of the budget – came to
bear with their full weight. Greece proved to be particularly vulnerable to a
speculative attack. It was revealed that the figures on the public deficit had been
manipulated and that the real deficit was higher than the statistics had
indicated. Greece relied to a significant extent on external sources to finance
the budget deficit. thus, the downgrading of the credit rating adversely affected
public finances. Interest rates increased rapidly. It became more difficult for
Greek banks to secure international refinancing. other peripheral eurozone
countries started to face similar problems, in particular Portugal and Ireland.
spain was affected as well, though to a lesser extent.

With the increasing Greek difficulties to finance the external debts, a debate
on an EU support package ensued. the German governments initially opposed
such support. In the end, the German government agreed to a support package,
but made it conditional on IMF involvement. this position prevailed against
French hesitations to involve the IMF in the support package for crisis-ridden
eurozone member states (Mazzocchi 2010: 282). the joint EU/IMF programme
for Greece demonstrated that the eurozone membership does not provide an
effective protection against the crisis for the peripheral member states. It revealed
deep rifts inside the eurozone. the governments of the core member states were
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only willing to discuss the problems of the countries with a huge current account
deficit. they were unwilling to concede any debate on the role of the surplus
countries in the development of the centre-periphery debate in the eurozone. In
Germany, a public debate started on the question whether the eurozone would
not be better off without the peripheral member states and whether the latter
are able to withstand the competitive pressures within the eurozone.

the EU/IMF programme (IMF 2010a: 4 ff.) is linked to conditionalities that
are similar to those applied to the non-eurozone EU states in Eastern Europe
(hungary, Latvia, romania) in 2008/2009. It emphasizes severe budget cuts.
the cuts are particularly focused on the public sector wages and on pensions.
social expenditure is to be reduced. the changes are much stronger on the
expenditure than on the revenue side though the main problems exist on the
revenue side (tax evasion, taxing loopholes etc.). the programme explicitly aims
at lowering wages. the focus on budget cuts and wage and pension reductions
are similar to Eastern Europe. the Greek programme goes beyond the East
European programmes in regard to privatisation demands. this is, however,
not due to conceptual differences, but to the fact that, in the East European
states, there is hardly anything left to privatise.

the logic of the programme is similar to the EU/IMF programmes in
Eastern Europe. Continued interest payments to international banks are to be
secured. the structure of the exchange rates in the EU is to be maintained, i.e.
Greece is to continue to be a member of the eurozone. the current account
deficit is to be decreased by a drastic reduction of the domestic demand. this
aim was achieved only to a very limited extent. In spite of a severe recession,
the current account deficit still reached 10.6% of the GDP in 2010 (European
Commission 2011: 8). the inevitable consequence of the austerity policies has
been a severe and prolonged recession. In 2010, Greece was the most rapidly
shrinking economy in the EU. the GDP declined by 4.2% and the decline will
continue in 2011 (Eurostat 2011). the European Commission (2011: 10) claims
that Greek economic growth should be “primarily driven by external trade”
over the medium term. Given the extremely weak manufacturing sector, the
absence of industrial policies and the EU wide bias towards restricting domestic
demand, this is at best wishful thinking.

GDP decline has negative affected tax revenue. As the European
Commission (2011: 9) admits, tax revenues have remained behind the
expectations of the European Commission and the IMF. According to the
programme review of the European Commission (European Commission 2011:
74, tab. C2), the ratio public debt/GDP worsened from 126.8% in 2009 to
142.5% in 2010. In the light of the severe recession, this is not surprising. With
declining levels of economic activity and rising interest rates, a worsening of
the debt problem is inevitable (cf. Wolf 2011: 11). the programme measures are
inconsistent with the proclaimed aim of reducing the debt burden.
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the uncertainty on the further development of Greece has started to have
a negative impact on the economic development and stability. there are
increasing apprehensions on the possibility of a Greek default. these fears seem
to play a role in the decline of private deposits by more than € 31 bn to € 165.5.
bn between January 2010 and April 2011. Although the decline of deposits can
be partially attributed to the steep fall of incomes by about 20% over the last 14
months, this is a very worrying indication of the escalation of the crisis in Greece
(cf. N/A 2011: 9). Greece is approaching the final stages of a financial crisis. A
destabilisation of the Greek banking system would affect countries with a
sizeable presence of Greek banks, like serbia, as well. 

INCrEAsING tENsIoNs IN thE EUrozoNE

the conservative German daily Frankfurter Allgemeine recently concluded
in an editorial: “the message is clear: the hitherto attempts to resolve the
problems have been a failure, the market expects a restructuring.” (steltzner 2011:
1). though the Greek programme has been a failure, the more recent programme
for Portugal follows the same conceptual lines. similarly bad results are to be
expected (Becker 2011). rule based austerity policies are to be institutionalised
in the EU through changes of stability and Growth Pact, the Euro Plus initiative
and a number of related policy initiatives (klatzer/schlager 2011) which are to
complement a permanent support mechanism for eurozone member states that
face a severe crisis. these initiatives will deepen the recessive bias of EU policy
making. A foreseeable trend towards stagnation (and recession) will exacerbate
existing problems of high private and public indebtedness. the underlying
problem of divergent development patterns in core and periphery economies is
not tackled. Enhanced industrial and regional policies that target particularly the
periphery states are not part of the policy packages.

the existing policies exacerbate the tension in the EU. In the EU core
countries, there are increasingly voices that question further support
programmes in the peripheral states (cf. Busse 2011: 2, Frankenberger 2011: 10).
such debates are likely to become acrimonious in the case of defaults of EU
member states which cannot be excluded anymore (cf. Wolf 2011: 11). the lines
of the debate are already visible: In the core states, there is an increasing
unwillingness to support the peripheral states. In the southern states, the
question might emerge whether an exit from the eurozone, a devaluation and
a default are necessary in order to deal with enormous trade deficits and to
shore up threatened productive sectors. these debates within the EU show
similarities to the controversies during the 1980s crisis in Yugoslavia: the crisis
and its severe social consequences eroded the legitimacy of the federation.
there emerged a bitter debate on who paid for whom (Weissenbacher
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2005:86cc.). Policies of the individual republics prevailed over the initiatives of
the federal government. the joint political order gradually eroded
(Weissenbacher 2005: ch. VI.1-3.).

An alternative European policy design that would include more expansive
wage and fiscal policies of the neo-mercantilist economies, a strengthening of
the productive capacities of the peripheral economies and, generally, the
establishment of an institutional design that aims at reducing both the surplus
and the deficits of the current accounts in the EU is conceivable, but, for political
reasons, very unlikely to prevail.

thus, the future of the eurozone is in doubt. the crisis of the eurozone has
wider implications for the European integration project as a whole since
centrifugal tendencies would not be confined to the eurozone only.

In addition, the crisis of the eurozone questions the hitherto enlargement
concept that implied joining the eurozone as an integral part of integration
package. the adoption of the euro has proved to be extremely problematic for
peripheral economies. therefore, the question emerges whether Croatia and serbia
would not face problems that are similar to the southern European countries. 

CroAtIA’s AND sErBIA’s ECoNoMIC INtEGrAtIoN strAtEGY
AND Its VULNErABILItIEs

the EU integration strategies of Croatia and serbia follow a logic that
displays similarities to the south European EU and eurozone members. there
manufacturing sectors are weak and have not yet recovered from the
consequences of war. Growth of the pre-crisis years was based on increasing
indebtedness. It can be characterised as indebted growth. It was obviously the
hope to facilitate the access to cheap external credit by EU integration. the access
to external credits has been made even more important by the advanced degree
of euroization in Croatia and serbia and their enormous current account deficits.

With the exception of slovenia that had successfully managed an early
integration into the EU, the countries of former Yugoslavia are in the process
of political and economic EU integration. sectors that have been attractive to
foreign direct investments (banking, telecommunication, real estate, hotels)
brought considerable or sweeping involvement of EU companies. overall the
inflows have mainly been absorbed by the non-tradeables sectors. Greenfield
investments in the manufacturing sector remained low and did next to nothing
to restructure an anemic industrial sector with an output below the level of 1990
(which had been a crisis year already). Investors “rarely set upexport-oriented
projects, therefore the Western Balkan countries have not yet succeeded in
becoming part of international production networks as have the NMs [New
Member states]”. (hunya 2009:7) Growth was stimulated by imports and was
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financed by international savings flowing to the region (FDI, credits,
remittances). Private debt increased and added to the external debt burden
despite efforts to contain public debt. (Becker/Jäger/Leubolt/Weissenbacher
2010, Becker/Weissenbacher 2010 and 2011, EC 2009, IMF 2007)

Political change in early 21st century serbia was followed by attempts of
macroeconomic normalization. this was backed by emergency financial support
on part of the EU. the inflation rate stabilized at two digit numbers in 2007
(10%), departing from 41% in 2001. (survey 2007:19) Before growth of serbian
GDP (compared to the previous year) plunged to -3.5% in 2009 (the global
financial crisis reached the area in the last quarter of 2008), it averaged by almost
5% between 2001-2008. (statistical office, rep. of serbia 2011a:1) Positive growth
data in the pre-crisis years of the 21st century could not do away, however,
serbia’s structural imbalances. Economic growth was driven by capital import
which again stimulated imports and fed a chronic trade deficit. 

Exports covered imports never more than 58.05% (2006) before the crisis of
2009, and caused a deficit of the current account balance, as large as 19.54% in
2008 (NBs 2009:71; 2010:71; statistical office of the republic of serbia 2009:123,
291) the trade deficit grew from 2,330 million euro in 2001 to 8,686 million euro
in 2008, before imports were curbed due to the global financial crisis (trade
deficit 2009: 5,100, and 2010: 4,768 million euro). (NBs 2011: 68 and 71) the global
financial crisis also showed the weakness of an economic model depending on
constant inflow of foreign direct investments (FDI). Even if an economy can
attract investments into new export-oriented production, such greenfield
investments must be able to stimulate sustaining production, otherwise
repatriation of profits might cause problems in the income balance once break-
even points of investments are reached. FDI can therefore be as much a problem
as a solution for the current account. (cf. Weissenbacher/Becker 2010) But
greenfield investments, however, were negligible in serbia during this period,
FDI were mostly stimulated by privatization projects and by sectors (above all:
financial intermediation) that did nothing to alleviate the trade account. (Popov
2010: 777f., Weissenbacher/Becker 2010:376). In Croatia, FDI displayed similar
characteristics (Družić 2009).

the hopes of FDI bringing in technology to spark industrial dynamics (in
the tradable sector) and thus having an effect on the labour market, were mostly
shattered so far in the region generally, and specifically in Croatia and serbia.
(Becker/Weissenbacher 2010; Landesmann 2010, Arandarenko 2009, Družić
2009) ”Comparative advantages exist mostly with primary and labour and
resource-intensive products.” (Jakopin/Bajec 2009: 517, cf. also survey 2007
and Bukvić/kovačević 2008) Very often, the suggestions for crisis management
and economic change in the region seem to focus on capital market
developments and financial institutions, and the framework for trade policies,
respectively, but fall short of explaining how an indebted country with a not
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yet reversed history of de-industrialization should be able to stimulate
industrial dynamics for a tradeable production. It seems like a truism that
investment in tradable sectors is to the advantage of an economy: ”Empirical
studies have shown that growth tends to be more sustainable in countries with
strongly performing tradables sectors.” (IMF 2007:12) Exporting and importing,
again, is said to induce innovation. (handjiski 2010:3) ”to support conditions
for the successful development of the tradable sector”, is seen as ”crucial issue
for sustainable catching-up processes in Central, Eastern and south-eastern
European economies”. (Landesmann 2010:5)

Both, Croatia and serbia, do not seem to have been able to reverse a de-
industrialization process that had begun with the economic reforms under the
auspices of the IMF in Yugoslavia in the late 1980s. (Weissenbacher 2005: ch.
V. and VI.4.) Before the current crisis, serbia’s industrial production index had
reached only 50.7 of the 1990 (=100) level (1990 being already a crisis year) in
2008, before again plunging to 44.6 in 2009 (statistical office, rep. of serbia,
nd). Croatia’s industrial production index had reached 90 in 2007 (1990=100,
Družić 2009:48f.), before also shrinking from 2008: 110.6 (2005=100) to 100.4 in
2009 (Croatian Bureau of statistics 2010:283, cf. also: Landesmann 2010: 2) the
Croatian industrial production (total volume) has further lost momentum as
compared to the previous year in 2009 (90.8) and 2010 (98.6), and as compared
to the first quarter of 2010 between January and March 2011 (96.4). (Croatian
Bureau of statistics 2011:7) the serbian industrial production has gained little
momentum in 2010, 102.5 as compared to the previous year (100), and more so
in the first quarter of 2011, 106.4 as compared to the first quarter of 2010 (100).
(statistical office, rep. of serbia, 2010 and 2011b) Interestingly the share of
industrial production in gross value added of both countries shrank during the
first decade of the 21st century (in Croatia from 23.4% (2000) to 20.4% (2007), in
serbia even from 26.4% to 23.7%), while the service sector gained ground, in
Croatia from 63.2% in 2000 to 65.8% in 2007, and in serbia from 49.8% to 60.9%,
respectively. (Eurostat 2010:90 cc.).

the markets of developed European economies had already been of
importance for Yugoslav trade. As long as the Eastern European economic
integration model CoMECoN existed, however, trade with the state socialist
countries remained important, especially when global recessions led to
protectionist policies in the countries of the capitalist center: the latter received
50% of Yugoslav exports in 1970 (the peak of the 1970s), 48.7% (1972) and 27.9%
(1975, the low point of the 1970s), while the former received 32.2% in 1970,
35.4% in 1972, and 46.3% in 1975. the gap increased again during the global
recession of the 1980s, being the widest in 1982 (EEC and EFtA: 24.2%, soviet
Union plus Eastern European CoMECoN: 50.5%) only in 1987, exports to
EFtA and EEC would again overtake those into Eastern European CoMECoN
countries. During the years of IMF motivated reforms in the 1980s, especially

Western Balkans: Peripheral Integration without stability? 41



Germany and Italy gained shares in trade with Yugoslavia. (Data for Germany:
1982: 7.03% of Yugoslav exports or 49.89 million Us dollar FoB, and 13.93% of
Yugoslav imports or 128.71 million Us dollar CIF; 1989: 13.74% of Yugoslav
exports or 153.05 million Us dollar FoB, and 19.7% of Yugoslav imports or
243.05 million Us dollar CIF) the trade deficit with Germany was part of the
general and chronic trade deficit of Yugoslavia, especially with EEC and EFtA.
the trade deficit with the EEC as percentage of the total trade deficit reached
87% in 1986, a ”trademark” of frustrated Yugoslav trade ambitions with the
EEC. (Weissenbacher 2005:143; 145; 269cc.) 

relating the countries of former Yugoslavia to this experience, one must
recall that the by far richest and most important export region of Yugoslavia,
slovenia, that had had GDP levels per capita about twice the Yugoslav average
(=100): 203.9 in 1979 and 196.8 in 1989, already successfully managed its
integration into the EU. the second richest region, Croatia, only made up 127.2
in 1979, and 126.3 in 1989, serbia without its provinces – the poorest Yugoslav
region, kosovo (1979: 27.8, 1989: 25.7) and the third richest Yugoslav region
Vojvodina (1979: 114.6, 1989: 119.3) – had about the Yugoslav average of GDP
per capita: 99.2 in 1979, and 103.6 in 1989. (Weissenbacher 2005: 90c.) having
said that, the exports of Croatia, and to a lesser extent serbia, into EU15 resemble
those of Yugoslavia into EU and EFtA. 44.2% of Croatia’s exports went into
EU15 in 2008 (EU27: 60.9%). since 48.5% of Croatia’s imports came from EU15
in 2008 (EU27: 64.1%), EU15 made up 52.14% (or 5.9 billion euro) of Croatia’s
trade deficit (11.2 billion euro). the shares of serbia’s exports that went into
EU15 were high but seem to have decreased in pre-crisis, from 2005 (40.9%) to
2008 (35.6%, EU27:54.2%). since imports from EU15 kept about the level (2008:
35.7%, EU27:53.2%), the trade deficit with EU15 increased to 35.8% (or 2.9 billion
euro) of serbia’s total trade deficit (8.1 billion euro). (WIIW 2010:255, 263)

Let us now look at the pre-crisis data (2008) of Croatia’s and serbia’s trade
with the EU neo-mercantilists as established by Bellofiore et al. (2010:136c.).
there is the group of neo-mercantilist countries with Germany as a center
including the Netherlands, Austria, and the skandanavian countries. 18.42% of
Croatia’s total exports FoB (9.6 billion euro), and 17.87% of serbia’s total exports
FoB (7.4 billion euro) in 2008 went into this group. Italy heads the inner euro
zone periphery but ”symbolizes a weak form of neomercantilism, which in the
past depended upon real currency devaluations, especially towards the
Deutsche Mark” (Bellofiore et al. 2010:137). In 2008, Italy imported more of
Croatia’s exports (19.18%) than the entire core neo-mercantilist group, and
10.29% of serbian exports. Finally there is France, which ”has a pronounced
neomercantilist posture but [...] seldom achieves the goal of running a net
surplus, not least because its the largest net export market for Germany and
increasingly so for Italy” (Bellofiore et al. 2010:137). France received 2.10% of the
Croatian exports, and 3.13% of serbian exports, respectively. All put together,

42 Joachim BECkEr and rudy WEIssENBAChEr



Croatia exported 39.7%, and serbia 31.29% of their total exports to the group of
countries that currently defend the rigid euro zone policy without a clearing
system between surplus and deficit countries. on the import side from this
group of countries, the situation is like this: In 2008, Croatia imported 22.99% of
its total imports CIF (20.8 billion euro) from the core neo-mercantilist countries,
17.08% from Italy, and 3.25% from France, altogether: 43.32%. the numbers for
serbia are: 18.41% of total imports CIF (15.5 billion euro) from the core neo-
mercantilist group, 9.53% from Italy, and 3.23% from France, altogether: 31.17%.
All in all, these numbers come close to those of the trade with the entire EU15
group. serbia does seem to be yet less integrated into the euro zone trade
structure than Croatia but still: both countries already have significant levels of
dependency on trade with the euro zone. (WIIW 2010:278, 282, 296, and 300)
keeping or regaining room to manoeuvre of determining their own currency
policy could be a significant factor for future developments. With an EU
membership perspective close ahead, it’ll be more difficult for Croatia than
serbia to escape euroization in favor of industrial and export policies.

In both countries, pre-crisis growth was stimulated by increasing
indebtedness, partly in foreign exchange (cf. on Croatia: santini 2007: 64 cc). In
serbia, “(d)omestic credit to the private sector almost doubled in five years,
increasing from 21% of GDP in 2003 to 39.7% of GDP in 2008” (Uvalic 2010: 251).
this was an enormous growth rate. Due to the structural deficits of the current
account, external debt grew as well. In Croatia, external debt reached 83.6% of
GDP in 2008 (schreiner et al. 2011: 31, tab. 9). serbia had already reached an
external debt burden of 167% of GDP in 2000 (Uvalic 2010: 157). however, serbia
was able to negotiate several favourable debt write-offs in the subsequent years.
thus, its external debt/GDP ratio reached more manageable 63,6% in 2007 (IMF
2010b: 38, tab. 12). however, its external debt levels displayed significant
increases of public debt in the pre-crisis years (Uvalic 2010: 157). 

It is unlikely that small peripheral countries can – under a paradigm of global
competition – jump from underdeveloped and not competitive industrial
economies to post-industrial service economies. Michael Ehrke (2009:187) had
already pointed out the essence of the problem by comparing the economic
relations between the Western Balkan countries and their trading partners and
creditors as “extremely minimised mirror image of the relations between the
United states and the Asian surplus countries; although admittedly, with two
major differences. First, the illusion of a post-industrial economy emancipated
from the production of trivial industrial goods can show a certain degree of
credibility only in the United states. second, the United states is the pre-eminent
global power, thus despite its external deficit it remains attractive to foreign
financial investments. the Western Balkan countries have neither a post-
industrial economic structure, nor the advantage of being a global hegemon.
they are forced to deal with trivial questions such as the foreign trade deficit.”
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since it is unlikely that future growth will ”be supported by the extent of current
account deficits and the inflow of credits we have witnessed in these economies
before the crisis” (Landesmann 2010:9), the discussion of a (new) development
model seems a pressing issue. Landesmann (2010) writes of a ”’reoriented’
growth model” that appears necessary for post-crisis economic policies.

In order to put the situation of Croatia and serbia into the perspective of
the Greek and Portuguese situation, we first look at a few macroeconomic
indicators. We focus on the pre-crisis years 2000 to 2008, although one must
remember that these years of exceptional growth were years of import
stimulation by capital import. the crisis hit the region in the last quarter of 2008.
It arrived delayed, “sheltered at first from its impact by the doubtful virtues of
their peripheral position and largely autarchic, underdeveloped economies”
(Arandarenko/Golicin 2010:2). real GDP growth of 2009 saw a decline of -3.1%
in serbia, which was – as we have seen – in a league with Portugal, and of 
-5.8% in Croatia. While serbia recovered to low growth of real GDP in 2010
(1.8%), Croatia stayed in the reds with -1.4% and is expected to recover more
slowly. (schreiner et al. 2011: 40).

During the global crisis, both economies have mainly been affected by the
credit channel. the dearth of capital inflows did not permit the financing of the
current account along the lines of the previous years. the high level of foreign
exchange debts – both external and domestic – constrained the policy options.
A group of Croatian economists had already warned in 2001 against the
dangers inherent of permitting the euroization of the Croatian economy (Baletić
et al. 2010: 40 ff). An elevated degree of informal euroization, especially a high
degree of foreign exchange indebtedness, has heavily weighed against currency
devaluation. Any depreciation/devaluation of the currency negatively affects
the foreign exchange debtors and the banks (Becker 2010: 524). this constraint
has been even more severe in Croatia where the external debt amounted to
96.4% of the GDP in the 1st semester of 2010 (hrvatska Narodna Banka 2011:
13, tab. 3). For radošević (2010: 264), this level of external indebtedness raises
the question whether Croatia’s problems are confined to transitory liquidity
problems or the country faces a problem of long-term debt sustainability.
serbia’s external debt started to soar later, and the relative external debt burden
reached 76.0% of the GDP in 2009 (IMF 2010b: 38, tab. 12), and, thus, is a bit
lower than in Croatia. With the relative fresh memory of the last financial crisis,
savers reacted in autumn 2008 in both countries by withdrawing deposits from
the banks (Dvorsky et al. 2010: 82).

the two government adopted similar economic policy programmes in
order to deal with the crisis. In the face of significant withdrawals of deposits,
they sought to reassure savers. they did so with some success (Dvorsky et al.
2010: 82). the National Banks relaxed regulatory requirements for the banks
(Bokan et al. 2010: 4 ff, National Bank of serbia 2010a: 39 f.). Both governments
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adopted strong fiscal austerity policies emphasizing very restrictive wage
policies for public employees and very restrictive policies on social spending.
In serbia, changes to the pension systems proved to be particularly
controversial. the policies aimed at containing domestic demand and, thus,
imports. this should reduce the permanent external financing requirements as
well. there were some minor measures in order to support the business sector,
e.g. small-scale enterprises (cf. IMF 2009: 5 ff., IMF 2010b: 10 ff, hrustić 2009:
113, Drezgić 2010: 214 ff.). however, a difference – of degree, not of principle –
could be observed in regard to the exchange rate policies. While the serbian
government permitted a limited depreciation of the dinar, the Croatian
government adopted a very rigid position. the more rigid position of the
Croatian government can be explained by the higher foreign exchange debt
burden. the high degree of euroization was, however, the major conditioning
factor for exchange rate policies in both countries. It made no difference
whether policies were adopted in the case of an IMF stand-by agreement
(serbia) or without direct IMF involvement (Croatia).

the dearth of capital inflows and the austerity policies produced a
significant fall of industrial production and of the GDP as well as a significant
increase of unemployment which had already been high before the crisis. the
GDP decline was sharper and more prolonged in Croatia than in serbia. this
can be explained by the higher debt burden and the more rigid exchange rate
policies in Croatia (cf. Becker 2010: 526). the recession helped to bring the
current account deficit down. In Croatia, it declined from 9.1% of the GDP in
2008 to 5.5% in 2009 and 1.4% in 2010. this was mainly due to the reduction of
imports (schreiner et al. 2011: 31, tab. 9). A similar trend could be observed in
serbia. the serbian current account deficit decreased from 11.8% to 5.7% of the
GDP from 2008 to 2009 (National Bank of serbia 2010a: 37, tab. 4.1). these
improvements are not due to structural improvements of the productive
structures. the problems of the productive sectors remain unresolved and have
not been tackled as part of the anti-crisis policies. the recession has not
improved the debt situation. on the contrary, there have been deteriorations.
In Croatia, the ratio public debt/GDP increased from 28.9% in 2008 to 35.3% in
2009 and 40.9% in 2010. the increase of the external debt burden was less
pronounced. Nevertheless, Croatia’s external debt rose from 83.6% of GDP to
99.7% of GDP from 2008 to 2010 (schreiner et al. 2011: 31, tab. 9). In serbia,
there could be likewise observed deteriorations of the debt burdens. the ratio
public debt/GDP increased from 33.1% to 36.4% and the ratio external
debt/GDP soared from 63.6% to 76.0% from 2008 to 2009 (IMF 2010b: 38, tab.
12). thus, austerity policies have not alleviated, but aggravated the debt
burdens in both countries. 

there are incipient discussions that the pre-crisis growth models cannot be
continued in the so-called Western Balkan countries. For example, a recent
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policy-oriented report of Ekonomski institute – MAt and Ekonomski fakultet
– FrEN (2010: 177 ff.) argues for a switch towards an export-oriented strategy.
In view of the structural weaknesses of the serbian manufacturing sector and
the continued attachment to the overvalued exchange rate, it is questionable
whether such a strategy can be successfully implemented. It would already be
a success if import dependence was reduced. And even a policy that is oriented
towards a mixture of import substitution and an enhanced export performance
would require both a devaluation of the currency and vigorous industrial
policies. In addition, any growth model in serbia and Croatia will not be able
to rely on significant capital inflows from EU countries since continued financial
turmoil in the eurozone seems to be rather likely. An inevitable adaption of the
accumulation model will require a revision of the economic development and
integration strategy, including its monetary component. the crisis experience
shows that some exchange rate flexibility has been an advantage for (semi-)
peripheral countries in the crisis (Becker 2010: 522, 526). 

CoNCLUsIoNs 

the southern eurozone member states Greece and Portugal on the one
hand, and Croatia and serbia as (prospective) EU candidate countries on the
other hand share a structural weakness of their productive sectors, especially
manufacturing. In the case of Greece and Portugal, EU and, later, eurozone
membership has contributed to the conversation of these structural weaknesses.
As members of the eurozone, the two countries could no longer react to a loss
of price competitiveness by devaluating their currencies. they incurred
unsustainably high trade and current account deficits. these deficits were the
flip side of the coin of the current account surplus of major neo-mercantilist
economies like Germany which had pursued very restrictive wage policies and
consciously promoted the emergence of a low wage sector. the current account
deficits of the southern eurozone members were financed to a high degree by
incurring external debts. the debt nexus was a second crucial link between the
peripheral and core eurozone economies. the external debt reached
exceptionally high levels of about 200% of the GDP (in the 1st semester 2010).
the growth-model was in both countries based on increasing debt.

In Croatia and serbia, an overvalued exchange rate has stunted
manufacturing growth as well and favoured an import-based growth model
that was characterised by high trade and current account deficits. As a
consequence, external indebtedness increased. It has, however, not yet reached
the Greek and Portuguese level. Increasing debts have stimulated the growth
in these two economies as well. thus, the Greek, Portuguese, Croatian and
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serbian pre-crisis growth models shared some structural weaknesses and
vulnerabilities.

the present crisis revealed the vulnerabilities of these growth models and
the eurozone. the peripheral economies which had been characterised by an
indebted growth suffered from the dearth of capital inflows. thus, the growth
model lost its main pillar. the impact was immediately visible in the serbian
and Croatian economy already in autumn 2008 whereas eurozone membership
softened the blow for Greece and Portugal in the beginning. starting in 2010,
the downgrading by Us rating agencies and speculative attacks have put the
southern eurozone states under enormous pressure.

they resorted to EU/IMF programmes to tackle the crisis. these
programmes focused on extremely restrictive fiscal and wage policies as well
as on privatisation programmes. they provoked wide-spread social protests.
While austerity policies have (temporarily) reduced the current account deficits,
the austerity-induced recession has increased the debt burdens and exacerbated
the debt problems. thus, the design of the programmes has proved to be very
problematic. this has not led to a revision of the design. the main tenet of the
public discourse has been confined to a radicalisation of the existing
programme. In Greece, there has emerged a debate on the sustainability of the
Greek debt and on the question whether the IMF/EU programmes are to be
continued. Greek citizens have started to withdraw deposits from banks. this
is usually the last crisis phase before a crash and such a development can only
be reversed with enormous difficulties. A financial meltdown in Greece (or
another peripheral eurozone economy) would openly question the existence
of the present configuration of the eurozone. Faultlines between core and
peripheral eurozone states have already become more pronounced. It is
doubtful whether the eurozone can be restabilised without much more
expansionary fiscal and wage policies in the core states and effective industrial
policies in the peripheral eurozone states. In the light of present economic
policies orientations, such a re-orientation seems to be unlikely.

An exacerbation of the Greek crisis is likely to affect directly southeast
European economies. At the end of 2009, Greek banks held a share of 16.3% of
the serbian banking sector (National Bank of serbia 2010a: 29, tab. 3.3) which is
not a minor participation. Indirect economic effects of a deepening of the
eurozone crisis like a renewed tightening of international credit and declining
export would be likely as well. the economic situation is still fragile in both
Croatia and serbia. Austerity policies have not tackled the structural problems
of the two countries. they temporarily reduced the current account deficit, while
debt burdens have tended to deteriorate. It is doubtful whether the current
account situation can be structurally redressed without a significant devaluation
which would be painful to implement because of the significant euroization.
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It cannot be excluded that the ongoing crisis of the eurozone might question
the prospects of an eventual integration of serbia into the EU. the very
problematic consequences of the eurozone membership for the productive
development of the south European economies might, in any case, make
relevant economic and political actors reconsider the suitability of a eurozone
membership for Western Balkan countries. the crisis questions hitherto
integration strategies.
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ABSTRACT
The present article tries to provide an evolution of relations between
Serbia and European Union so far as possible, into its wider political,
economic and legal context. It attempts to highlight the complexities of
the topics it addresses, but without giving full empirical detail. At this
moment, good co-operation with the European Union for Serbia is above
all, a tool that enables it to overcome the obstacles in establishing a stable
political and economic system. Serbia has made a progress towards
approaching the common market, after the ratification of the Stabilisation
and Association Agreement. In a perspective, candidat status for the
association in the European Union will open a possibility for Serbia to
achieve real economic growth and development. Wishing to stimulate
an open dialogue on the previous status of the Serbia and European
Union, the author tries to identify the forthcoming challenges in
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ThE SFR YUgoSLAvIA AnD ThE EURoPEAn EConoMIC
CoMMUnITIES

As the legal predecessor of the Republic of Serbia, the Socialist Federal
Republic of Yugoslavia (SFRY) had formalised its co-operation with the
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European Union on 2 December 1967 when the Declaration on Relations
between SFRY and the European Economic Community (EEC) was signed. The
Declaration mentioned above established the institutional framework for the
development of future relations between the SFRY and the EEC. In 1970, the
SFRY concluded the non-preferential trade agreement with the EEC gaining the
most-favoured nation status. Since 1 July 1971, the SFRY became a beneficiary
of the general Scheme of Preferences. The former Yugoslavia had signed a new
trade agreement with the EEC in 1973. When it expired, the relations between
the two parties were expanded by concluding the Co-operation Agreement on
2 April 1980.2 The Co-operation Agreement provided many trade concessions
for the SFRY in the form of exemptions from customs, elimination of quantitative
quotas for goods exported to the common market, preferential status in the field
of traffic, industry, foreign investments, energy supply, tourism, scientific and
technological co-operation and social insurance. As provided by the Co-
operation Agreement the EEC was granted the most favoured nation status for
exports of industrial products. There were some limitations concerning the
imports of agricultural and textile products.3 In the coming years the economic,
technical and financial co-operation was supplemented by concluding special
protocols, what, per se, meant that the SFRY achieved a great economic success.4

200 million ECU granted by the first financial protocol, which was
concluded in 1980, was utilised for building of infrastructure, railroad network,
highway, postal network, etc. By concluding the second financial protocol in
1987 for a five-year period from 1985 to 1990, the EEC granted a credit of 550
million ECU for building of industrial infrastructure.5 The conclusion of the

2 The EEC was not in a hurry to legally define the Co-operation Agreement that by its essence
was similar to the Agreement the EEC used to conclude with the Mediterranean countries.
Basically, the Co-operation Agreement with the EEC did not explicitly rely on Article 238 of
the Treaty Establishing the EEC. The reason for that was the delicate political situation for the
SFRY. If the Co-operation Agreement had been interpreted as an Association Agreement its
conclusion would mean that the SFRY had joined one of the block organisations, as the EEC
was regarded as such at that time. In order to avoid negative reactions from the non-Aligned
Movement and in relations with the countries of the Eastern block the SFRY was given a special
status (sui generis), which in practice was not different from other Agreements concluded in
accordance with Article 238 of the Treaty Establishing the EEC. See: „Zakon o ratifikaciji
Sporazuma SFRJ i EEZ”, Službeni list SFRJ, dodatak Međunarodni ugovori, 1983/2. 

3 Blagoje Babić, „Institucionalni problemi u ekonomskoj saradnji Savezne Republike Jugoslavije
s Evropskom unijom”, u: B. Babić i g. Ilić (ur.), Jugoslavija i Evropska unija, Institut za
međunarodnu politiku i privredu, 1999, str. 14. 

4 The Co-operation Agreement was supplemented with the additional protocol in 1987
establishing a new trade regime. See: Službeni list SFRJ, dodatak Međunarodni ugovori, 1988/1;
gordana Kovačević, „Spoljnotrgovinska saradnja Jugoslavije sa EEZ”, Ljubiša Adamović (ed.),
Jugoslavija i EEZ, Beograd, 1988, str. 48-51.

5 „Zakon o ratifikaciji Drugog dodatnog protokola o finansijskoj saradnji”, Službeni list SFRJ,
dodatak Međunarodni ugovori, br. 1988/1. 



second financial protocol was in accordance with 1980 Co-operation Agreement
defining measures for further trade liberalisation. The implementation of the
financial protocol mentioned above was not fully completed since the Yugoslav
part did not utilise all the granted credit funds. Relations between SFRY and
EEC could have been raised to a much higher level by the conclusion of the
third financial protocol in 1990 for a period from 1990 to 1995, which is
amounted to 807 million ECU. however, this protocol did not go into effect
and the granted credit was not utilised.6 The SFRY neither utilised the funds of
35 million ECU granted by the PhARE framework agreement of 17 December
1990. The main reason was the outbreak of the world economic crisis and
weakening of the SFRY’s economic position in relation to the EEC. In order to
keep positive its foreign balance of payments the SFRY pursued a restrictive
trade policy, which brought about decline in production capacities. In the
forthcoming years, this led to a total economic and political collapse and break-
up of the country.7 After the dissolution of the SFRY, the EEC cancelled 1980
Co-operation Agreement.8

ThE FEDERAL REPUBLIC oF YUgoSLAvIA 
AnD ThE EURoPEAn UnIon 

Created by the Constitution of 27 April 1992 the Federal Republic of
Yugoslavia (FRY) was a new subject of international law for the EEC, what was,
inter alia, confirmed by the Declaration of the European Council of 27 June
1992.9 Although the FRY was treated as a new state, its creation and further
functioning was burdened by the decision on imposing sanctions against the
predecessor state (SFRY), which had been adopted by the EEC Council on 8
november 1991. The reason for such acting was probably motivated by the role
that the FRY played in the conflicts in the territory of the former SFRY. As late
as the sanctions were suspended after signing of the Dayton Peace Agreement
for Bosnia and herzegovina, in December 1995 the relations between the FRY
and the recomposed EEC “warmed“(since the conclusion of the Maastricht
Treaty the EEC turned into the European Union).10 The sanctions were again
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6 Bojana Dragović, Ugovori o pridruživanju Evropskoj uniji, Institut za evropske studije, Beograd,
1995, str. 72.

7 valerie Bunce, “The Elusive Peace in the Former Yugoslavia”, Corrnel International Law Journal,
1995, vol. 28, pp. 709. etc.

8 Official Journal of the European Communities L 315, 15. 11.1991, p. 47.
9 Bulletin of the European Cummunities, 1992, n° 6, pp. 22–23.

10 Duško Lopandić, “The EC and the Yugoslav crisis – Some Issues of International Law”,
Jugoslovenska revija za međunarodno pravo, 1994, p. 311.



56 Duško DIMITRIJEvIĆ

imposed against the FRY on 7 September 1998 after the outbreak of conflicts in
Kosovo and Metohija.11

After the end of the conflicts in Kosovo and Metohija in 1999 where nATo
was directly involved the European Union found it necessary to redefine its
relations with the FRY. Relying on the previously defined policy of stabilisation
of South-Eastern Europe (SEE) from 1996, which had been a part of the
development plan on common foreign and security policy the European Union
provided for economic and trade instruments as well the establishment of
technical and financial forms of assistance for reconstruction, development and
recovery of the region. (PhARE and oBnovA programmes). In May 1999 the
EU proposed a new form of co-operation with the West Balkan countries, the
so-called Stabilisation and Association Process, which was aimed at
consolidating the existing EU approach to Bosnia and herzegovina, Croatia,
Serbia, Montenegro, Macedonia and Albania.12

The Stability Pact for South-Eastern Europe was also aimed at helping the
stabilisation of the Western Balkans. It was established on 10 June 1999 in
Cologne. Endeavouring to overcome the political and economic problems it
was through the Stability Pact that the EU opened prospects to the states in the
region aimed at their more rapid accession and approximation to the Euro-
Atlantic structures.

Soon after the establishment of the Stability Pact for SEE, on 22 July 1999
on the initiative of the European Commission the EU Council of Ministers
published the conclusions on the development of the regional policy based on
the Stabilisation and Association Process for the West Balkan countries.13

The Stabilisation Process is a political framework for the promotion of
relations between the West Balkan countries and the EU. The Process assumes
that the establishment of agreement relations between the states mentioned
above and the EU would serve the purpose of promoting trade, customs,
assistance for the improvement of administrative capacities, development of
democracy and civil society and building of the law-based state. By financing
the planned targets stabilisation of the region is achieved, this actually including
its political and economic integration in the EU. Unlike the previous wave of
EU integration, the Stabilisation and Association Process gives priorities to

11 Official Journal of the European Communities L 248/1.
12 Communication to the Council and the EP on the Stabilisation and Association Process for Counties of

South Eastern Europe, Brussels, 26. 05. 1999. CoM (99) 235.
13 “Conclusions on the Development of a comprehensive Policy based on the Commission

Communication on the Stabilisation and Association Process for Countries of South-Eastern
Europe”, 22 July 1999.



differences and flexibility concerning the specific needs and situation in every
individual country.14

The main legal instruments for the implementation of the Stabilisation and
Association Process are stabilisation and association agreements. As the whole
stabilisation and association process, the agreements are adjusted to the
circumstances present in the states with which they are concluded. Association
Agreements are concluded in accordance with Article 310 of the Treaty on the
European Union.15 Unlike the agreements the EU concluded with the Central
and East European countries (Europe Agreements Establishing an Association
between the European Communities and their Member States and Central and
East European countries), the agreements with the West Balkan countries are
more specific since they insist on political stabilisation and regional co-
operation. The speed of association to EU and the process that follows it, this
including the accession to EU, depends on the speed of fulfilling the general
criteria (democratisation, development of the law-based state, development of
market economy, respect of human and minority rights, co-operation with
neighbours, etc.) as well as specifically stipulated conditions, which are applied
only to the Balkan countries (for example, in the Yugoslav case, from the respect
of the Dayton Peace Agreement, Security Council resolutions, obligations
relating to the extradition of the persons indicted for war crimes to The hague
International Criminal Tribunal, etc.).

A day after the Zagreb Summit of heads of States or governments of
European Union Member States and the West Balkans countries that took place
on 24 november 2000 the FRY signed the Framework Agreement for the
Provision of Assistance and Support by the EU. The establishment and activity
of the EU-FRY Consultative Task Force – CTF denoted the beginning of the
period of stabilisation and association of the FRY.16 In the two-year period
(2002-2004) Serbia and Montenegro was enabled to use EU trade preferences
and join the Community Assistance for Reconstruction, Development and
Stabilisation – CARDS programme. The Memorandum of Understanding on
Liberalisation and Facilitation, which was concluded in the second half of 2001,
considerably contributed to further promotion of trade relations in the Western
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14 Tanja Miščević, Pridruživanje Evropskoj uniji, ESPI Institut za ekonomska i socijalna istraživanja,
Beograd, 2005., str. 150. 

15 Before amending the Treaty Establishing the European Economic Communities Article 310 was
contained in Article 239. See: Duško Lopandić, „Karakteristike sporazuma o stabilizaciji i
pridruživanju EU sa zemljama Zapadnog Balkana“, Srpska pravna revija, 2006, br. 3, str. 111-125. 

16 The EU-FRY Consultative Task Force was replaced by “a structured constant dialogue“, which
has since July 2003 enabled the European Commission to follow the reform processes in Serbia
and Montenegro that have been harmonised with the European Partnership and the action
plan for the implementation of priorities from the European Partnership. See: Vodič kroz
Sporazum o stabilizaciji i pridruživanju, ISAC, Beograd, 2008, str. 68.



58 Duško DIMITRIJEvIĆ

Balkans. The basic idea concerning the agreement instrument mentioned above
was to liberalise conditions for the re-establishment of trade and investment
activities in the South-Eastern Europe.17

Significant progress in the stabilisation and association process was made
after the EU summit in Thessaloniki that took place from 19 to 20 June 2003.
The policy of promoting partnership relations with the West Balkans countries
(the so-called European Partnership) was affirmed by adopting the so-called
Agenda for the Western Balkans. As the Thessaloniki summit confirmed, inter
alia, the conditions for new EU memberships in accordance with the
Copenhagen criteria, which concerned development of democracy and the rule
of law, protection of human and minority rights, efficient market economy,
acceptance of membership obligations as well as anticipation of EU acquis
communautaire and building of partnership relations implied building of
action plans for carrying out economic, political and institutional reforms.18

The conditions to be fulfilled for EU membership that had been imposed to the
Central and East European countries were also imposed to the West Balkan
countries. Finally, in order to induce the „European Partnership“ by adopting
the seven-year financial projections (2007-2013) the West Balkan countries were
enabled to use the Instrument of Pre-accession – IPA. 

ThE STATE UnIon oF SERBIA AnD MonTEnEgRo 
AnD ThE EURoPEAn UnIon

Putting into effect the so-called starting premises for the re-arrangement of
relations between Serbia and Montenegro in the Federal Republic of Yugoslavia
in March 2002 brought about the recomposition of the Yugoslav federation,
which was transformed into the State Union of Serbia and Montenegro on 4
February 2003.19 on 14 June 2004, the EU Council of Ministers adopted the
Decision on Principles, Priorities and Conditions contained in the European
Partnership with Serbia and Montenegro including Kosovo in accordance with
the Security Council Resolution no. 1244 of 10 June 1999.20 The Partnership

17 A series of bilateral agreements on free trade between the South-East European states followed
the Memorandum of Understanding with the EU. In november 2006, a unique Free Trade
Agreement in the South-Eastern Europe (CEFTA) was signed in Bucharest. Serbia and
Montenegro, Bh, Albania, Moldova and the United nations Interim Administration in Kosovo
(UnMIK) joined it. 

18 Internet: http://www.seio.sr.gov.yu/code/navigate.asp?Id=95, 10/01/2007.
19 „Ustavna Povelja Državne zajednice Srbija i Crna gora”, Službeni list SCG, 2003/1. 
20 The instrument mentioned above had defined EU-Serbia relations until the Stabilization and

Association Agreement was signed. The financial assistance to our state was stipulated by
achieving progress and fulfilling the general criteria for EU membership. As for the publication



defined short- (12-24 months) and medium-term (3-4 years) priorities in the
preparations for EU integration.

After the European Commission had promoted a double track for
conclusion of the unique Stabilisation and Association Agreement with the
transformed Yugoslav Union (State Union of Serbia and Montenegro) in
october 2004, the Parliament approved the Action Plan for harmonisation of
Mutual Economic Systems of Serbia and Montenegro.21 The aim of the Action
Plan mentioned above was to harmonise legal norms in the fields of trade and
customs systems of Serbia and Montenegro that would enable accelerated
conclusion of a unique Stabilisation and Association Agreement with the EU.
Also, the EU Commission started working out a Feasibility Study that would
serve as a basis for evaluation of fulfilment of conditions for entering the
negotiations on conclusion of the Stabilisation and Association Agreement. The
elaboration of the Feasibility Study for Serbia was a significant step forward
towards European integrations.22 In January 2005, Serbia had made a decision
on forming a team for negotiations with the EU on conclusion of the
Stabilisation and Association Agreement.23 In April 2005, the EU promulgated
the Report on Willingness of the State Union of Serbia and Montenegro to
negotiate on Conclusion of the Agreement. on 17 June 2005, the State Union
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of this document, on 22 April 2004 the government of the Republic of Serbia adopted the
Communication on European Partnership and the need to adopt the Action Plan for Achieving
Priorities from the European Partnership. See: „odluka Saveta od 30. januara 2006. godine o
principima, prioritetima i uslovima sadržanim u Evropskom partnerstvu sa Srbijom i Crnom
gorom uključujući Kosovo, prema Rezoluciji 1244 Saveta bezbednosti Ujedinjenih nacija od
10. juna 1999. godine i prestanku važenja odluke 2004/520/EC, (2006/56/EZ)”, Internet:
http://www.seio.sr.gov.yu/code/navigate. asp?Id=130, 11/ 12/ 2007/

21 Internet: http://www.mier.sr.gov.yu/code/navigate.asp?Id=71 , 03/05/2005.
22 By issuing the Communication on willingness of Serbia and Montenegro to start negotiations

on conclusion of the Stabilisation and Association Agreement with EU the European
Commission confirmed that progress had been made in the State Union of Serbia and
Montenegro and its members. The Communication points out the necessity for the Union to
continue its co-operation with the International Criminal Tribunal and implementation of the
previosly planned priorities of the partneship with EU. Inter alia, the necessity of developing
government bodies was emphasised and the aim was to strengthen the structures that would
be capable of accepting the obligations related to EU integration of Serbia and Montenegro. 

23 A bit later Serbia appointed six working groups for the preparation of negotiating positions
for negotiations on conclusion of the Stabilisation and Association Agreement, These working
groups corresponded to the subject of co-operation the Agreement covered (from the
preamble, through regulation of co-operation in the fields of trade, agriculture, movement of
capital, services, negotiating financial protocol, harmonisation of ruels, etc.) From September
to october 2005 member states of the State Union adopted the so-called bases for negotiations
on conclusion of the Stabilisation and Association Agreement. See: Institucionalni kapaciteti SCG
za evropsku integraciju, u: Jelica Minić, Ivan Knežević (ured), Evropski pokret u Srbiji, Beograd,
2006, str. 95.
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adopted the strategic act on national strategy for integration of Serbia and
Montenegro to the EU by 2012.24

The first official round of negotiations with the EU had taken place on 7
november 2005. The topic was general principles, political dialogue, regional
co-operation, co-operation on financial issues, etc. In the later stage, parallel
negotiations were conducted between the negotiating teams from Serbia and
Montenegro and the EU. In spite of the justified expectations that the outcome
of the negotiations would be positive, this did not happen because the State
Union had not co-operated fully with the International Criminal Tribunal.
Therefore, the European Commission suspended the negotiating process. The
European Commission’s decision was also supported by the EU Council of
Ministers. The situation became more complicated when Montenegro seceded
from the State Union on 3 June 2006.25 Since Serbia was the legal successor of
subjectivity of the State Union of Serbia and Montenegro on the basis of the
international legal continuity, the suspension of the negotiations on conclusion
of the Stabilisation and Association Agreement continued for this former
member state.26

RESUMPTIon oF nEgoTIATIonS 
BETWEEn SERBIA AnD ThE EU

After an 11-month break, the negotiations resumed on 13 June 2007 as
progress had been made in Serbia’s co-operation with the International
Criminal Tribunal. The negotiations included technical issues and they took
place in July and September 2007. on 6 november 2007, the European
Commission adopted a positive report on the progress made in the
implementation of reforms in Serbia.27 This led to initialling the Stabilisation
and Association Agreement on the part of Serbia on 7 november 2007 in
Brussels. As in February 2008 the EU Council had adopted the Decision on
Principles, Priorities and Conditions Contained in the European Partnership
with the Republic of Serbia including Kosovo in accordance with the Resolution

24 “national Strategy of the Republic of. Serbia for the Accession of Serbia and Montenegro to
the EU“. See: Internet: http://www.seio.sr.gov.yu/code/navigate.asp?Id=94, 11/11/2007.
The Strategy should serves as a basis for the elaboration of the „national Plan for the Adoption
of acquis communautaire“ after signing of the Stabilisation and Association Agreement. 

25 Tanja Miščević, „odnosi Srbije i EU—da li je moglo brže?“, u: Mihajlo Crnobrnja (ur.), Evropska
unija prvih 50 godina, FEFA, Beograd, str. 94.

26 After the secession from the State Union of Serbia and Montenegro, Montenegro had resumed
its negotiations with the EU in September 2006. In March 2007, it initialled the Stabilisation
and Association Agreement. 

27 Internet: http://www.seio.gov.rs/code/navigate.asp?Id=48, 28/11/2008. 



no. 1244 of the United nations Security Council, Serbia signed the Stabilisation
and Association Agreement on 29 April 2008. Relations between Serbia and the
EU established by the Agreement defined mutual rights and obligations until
the moment Serbia joins the EU and confirms the possibility of Serbia’s
accession to the EU, depending on the social development and progress in
reforms. In concreto, the Stabilisation and Association Agreement defines in
detail the conditions for free movement of goods, labour and capital, creation
of a free trade zone as well as co-operation in a number of fields with the EU,
from harmonisation of Serbia’s legislation with EU law to the establishment of
political dialogue and financial co-operation.28 After a long debate, the
Assembly of the Republic of Serbia ratified the Stabilisation and Association
Agreement (together with the interim trade agreement) on 9 September 2008.
From 1 February 2009, Serbia has been unilaterally implementing the interim
trade agreement. With this interim trade agreement, a free trade area between
Serbia and the EU is created for a period of six years. The deadline for
liberalisation of Serbia’s trade is determined by the capacity of the Serbian
industry and agriculture to adjust to free trade and also by Serbia’s wished to
complete the implementation of reforms as soon as possible and accede to the
EU. Serbia is obliged to gradually eliminate customs on imports of good
originating from the EU in the transitional period. on the other hand, by this
Agreement, the EU affirms free access of goods from Serbia to the EU market.
With the Stabilisation and Association Agreement, the EU and Serbia confirmed
that they will cooperate in many fields such as social policy, education and
training, culture, information and communications, transport, energy,
environment, research and technological development, which will help Serbia
gain access to programs of technological and scientific development that exist
within the European Union and which are necessary for the sake of the overall
development of the country and in order to stop the “brain drain” and the
departure of young people. By affirming the Agreement Serbia has gained the
status of potential candidate for EU membership (the so-called evolutionary
clause).29 Serbia officially applied for EU membership on 22 December 2009.
on 14 June 2010 the Council of Ministers of the European Union adopted the
decision on initiating the ratification of the Stabilization and Association
Agreement between the EU and Serbia.30 After that, the Council of Foreign
Ministers of the EU adopted the decision to forward Serbia’s application for
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28 Internet: http://www.seio.gov.rs/code/navigate.asp?Id=408, 28/11/2008.
29 Duško Lopandić, Refoma Evropske unije, Zapadni Balkan i Srbija, Internet: http://www.ien.

bg.ac.yu/knjige/reforma_eu_zapadnibalkan_srbija.pdf, 28/12/2008.
30 The decision was adopted after the hague Tribunal Chief Prosecutor Serge Brammertz

informed the Ministers of the EU that he was satisfied with Serbia’s cooperation with the
International Tribunal for war crimes in former Yugoslavia. See Internet: http://www.
seio.gov.rs/info-service/questions-and-answers.259.html, 22/09/2011.
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membership to the European Commission for consideration. In January 2011
the European Parliament ratified in Strasbourg the Stabilization and
Association Agreement between the EU and Serbia.31

31 At the end of the 2011, the European Commission presented its annual Enlargement Package
in which it recommended that Serbia be given the status of candidate for membership in the
EU. The European Commission recommended to open negotiations with Serbia when serbian
side achieved progress in relations with Kosovo. A last, Serbia received a full candidate status
on 1 March 2012.
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1. InTRoDUCTIon

Many argue that deepening and enlarging integration are processes that
are sometimes difficult to combine. Enlarging integration makes deepening
more difficult; as the number of members increase, there is a greater risk of
disagreement. Since the level of economic development in some new EU
member states and candidate countries is much lower than in the “old” EU
member states it reveals and makes more understandable the issues of the
deepening and enlarging the EU. 

In order to minimize possible problems for both; the regional integration
and a potential member country, some convergence criteria for the accession
of the potential member countries are usually set. When admitting new
member states, besides the criteria of economic development, they must also
satisfy the fundamental principles of freedom, democracy, respecting human
rights and the rule of law. In case of the E(M)U (European Economic (and
Monetary) Union) convergence criteria consist of Madrid, Copenhagen and
Maastricht criteria. Therefore, new EU and candidate countries require
significant transfers from older member states in order to bring their level of
economic development up to a satisfactory level.

An additional issue that appears after the enlargement is running the
regional integration with more members. With regard to this issue, the EU deals
very well because it is well institutionalized regional integration, and also have
efficient monitoring mechanism. Adequate monitoring mechanism is often very
important for successful functioning of the regional integration. 

There are different static and dynamic effects of regional integrating which,
in fact, represent economic motives for regional economic integrating. However,
effects which occur can be both, positive and negative. In 2004, ten countries
entered the EU expecting positive effects of accession to this regional integration.
Accession to the EU represented the basis for their national growth and
development strategies. This paper analyses these countries seven years after
joining the EU in order to see whether expected positive effects occurred,
whether they achieved convergence, and in which magnitude. Conducted
analysis will help to understand better potential effects of regional integration
for potential new EU countries and to have more realistic expectations about it. 

The paper is divided into four parts. After the first part (introduction),
second part of the paper deals with the E(M)U enlargement issues, and third
part is focused on the main goal of the paper – the analysis of the results and
consequences of seven years EU membership for new member countries. The
last part of the paper (fourth) brings conclusion of the afore mentioned
theoretical and empirical analysis. 
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2. E(M)U EnLARGEMEnT ISSUES

There are many economic implications of the EU enlargement. Besides the
economic implications, there are other implications: cultural, political and
linguistic; but we will only address the economic implications. There is a
tendency to look at macroeconomic stability as a common identification feature
of the EU. Undoubtedly, macroeconomic stability is desirable and necessary,
but nominal convergence is also necessary, albeit insufficient as a requirement
for EU membership.

new EU member states were able to use the advantages of economic
integration in the EU single market, which assumes free movement of goods
and capital, and, within a period of approximately seven years (this year
expiring), labor. This was considered to open many doors for new member states
(in trade, investments and employment) but also bring great challenges –
increased competition pressure and stricter regulation. As competition increases,
the industries that are not internationally competitive or enjoy a relatively high
level of protection from import are at risk. new members had to adhere to the
rules and regulations for environmental protection, quality standards and safety
norms, which will require costly adjustments in some industries. on the other
hand, it was believed that new member states would benefit from accelerated
economic and institutional reforms, increased economic and political stability
and, finally, from joining the EMU. Since new member states were relatively
poor, had high unemployment rates and some had large agricultural sectors,
benefits from redistributing funds from the EU through Structural Funds and
the Common Agricultural Policy (CAP) were expected.2

Essentially, the effects of union enlargement on old member states are
significant in terms of institutional capacity-building and fiscal implications,
while the effect of monetary integration in new member states on managing
the monetary policy in the Union is insignificant. For example, even if the
inflationary rate in new member states were three percentage points above the
average inflationary rate in the old EMU member states, there would be a shift
in the EMU’s aggregate inflationary rate of only 0.2 percentage points.3

Besides Croatia, the candidates for future EU expansion include the Balkan
region, Turkey, the Former USSR and Russia. Russia and Turkey becoming
future EU members will involve stressing the importance of nominal
convergence as a criterion for expansion. There are at least three expansion
criteria: geographical, cultural and economic, necessary when considering

2 Ibid.
3 Gern, K., Hammermann, F., Schweickert, R. and De Souza, L. V. (2004) European Monetary

Integration after EU Enlargement. institut für Weltwirtschaft Kiel. Discussion Paper.
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prospective EU expansions.4 If we only consider EU enlargement with regard
to Russia, it would imply that Siberia would remain a “no man’s land”. Where
Turkey is concerned, the capital city, Istanbul, belongs to Europe but most of
the remaining territory is Asian. It is impossible to plan for limited expansion
only comprising European territory when these countries extend
geographically outside Europe’s borders. These countries do not pertain to
Europe culturally either.

Since the union of the 27 countries is heterogeneous, the likelihood of
asymmetric shocks is high. Given the rather low flexibility of the EU labor
market, the single monetary policy will hardly suit all member states.  If
membership of the monetary union offers a significant level of macroeconomic
stabilization to new members, the benefits from adhering to the monetary union
are considerable. The risk of macroeconomic instability is higher for small and
open economies with international capital mobility, so the benefit of joining the
monetary union is even more relevant to them.  

Countries wishing to join the EMU as soon as possible must join the ERM2
(Exchange Rate Mechanism 2) as quickly as possible. They can choose between
early or late EMU adherence. Since participating in the ERM2 requires a high
level of macroeconomic convergence, consolidation of state deficits and
structural reforms must be accelerated. Early entry into the ERM2 is even more
acceptable if a country does not aim to join the EMU immediately after the end
of the two-year period, as the ERM2 ensures macroeconomic discipline.
However, a country also risks its macroeconomic stability, as the free
movement of capital (countries must abandon capital controls before entering
the EU) might upset the maintained targeted exchange rate within the ERM2
and thus delay EMU membership. In order to minimize this risk, most
countries prefer to stay as briefly as possible in the ERM2, which is viewed as
the waiting room for joining the monetary union. 

When entering the ERM2, the parity of the national currency to the Euro
must be established by way of multilateral negotiations; therefore, acquiring
the consensus of all member states. With a wide fluctuation band of ±15%,
countries are left with a relatively ample choice of exchange rate systems. Three
options are excluded:

1. fully flexible exchange rate with no common established parity,
2. pegging the exchange rate to currencies other than the euro,
3. constant but controlled devaluations. 

4 García-Brazales, A. R., Arnal, J. T. and Crespo, Ó. V. (2003) is “nominal convergence” a sufficient
condition for “successful” Eu enlargement? [online]. Available at: http://www.sigov.si/zmar/
conference/2003/papers/Rodriguez.pdf [5 June 2006].



De Souza and Ledrut5 attempted to define the new member states’
optimum exchange rate policy for integration into the common European
currency area. They used the Mundell-Fleming model and reproduced and
simulated different possibilities of exchange rate regimes. The results showed
that a higher level of aggregate welfare would have been achieved by the states
in the model if the floating exchange rate had been applied. It would also have
better absorbed temporary shocks arising from the fixed exchange rate regime.  

Knowing the advantages and disadvantages of E(M)U enlargement from
the point of view of the new member states and from the point of view of the
existing member states is relevant for understanding the political and economic
problems of monetary integration in Europe.6 The first problem is the potential
impact of new member states on the ECB (European Central Bank) decision-
making process. The second issue is the possible role of the ERM2 when
introducing new member states to the Union.

From the point of view of current EMU member states, new member states
must fulfill the Maastricht criteria. However, the criteria are not sufficient to
become the convergence criteria. It is important to underline that the
institutional convergence is required for proper fixed exchange rate functioning
and the convergence of the capital market is needed to prevent the existing
EMU member states from declining on the global capital market. 

From an economic perspective, sound competition functioning on the
goods and capital markets is much more significant for the currency union than
fiscal and monetary convergence. The reason is that monetary union member
states renounce the possibility of responding to external shocks by way of
independent monetary and exchange rate policies.7

The most serious problem of EMU enlargement is the lack of convergence,
which causes significant risks during the transition towards joining the
monetary union. The prospect of entering the ERM2 immediately after joining
the EU does not help with its broad limits and low support. This means that all
acceding countries must aim for both exchange and inflationary rates. If
shortening the waiting period where the exchange rate policy is assessed is no
longer excluded, an alternative might be to increase ERM2 support and allow
acceding countries to enter as fast as possible, even before joining the EU.8
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5 De Souza, V. and Ledrut, E. (2002) Alternative Paths Towards EMU: Lessons from an Expanded
Mundell-Fleming Model for the Accession Countries. Kiel institute for World Economics. Working
Paper 1132.

6 Schweickert, R. (2001) one Currency for all the Europes? Relative Advantage and Political
Economy Problems of EMU enlargement?. Kiel institute of World Economics. Kiel studies 312.

7 Ibid.
8 Ibid.
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Generally, where less well-developed countries are concerned, it is difficult
to ignore the potential negative effects from trade liberalization and economic
integration. The concerns regarding the consequences of trade liberalization
are reflected in the concern around growing trade deficits. not all countries
benefit from trade liberalization or economic integration; some countries may
experience negative effects. Transitional countries may require a lot more than
trade liberalization to meet the economic growth objectives and to subsequently
convergence to western standards. Additionally, in order to maintain
competitiveness with EU countries, policies that encourage industrial and
economic competitiveness will require larger capital injections than what
countries are currently receiving due to their openness to foreign investment. 

The most significant question is if EU membership leads to faster
convergence and higher rates of productivity. The answer is not only relevant
within the EU but also in candidate countries. A higher level of convergence
and productivity would mean considerably less adjustment would be needed
and fiscal costs would be lower.

Yigit and Kutan9 extended the stochastic neoclassical model by
implementing an “integration parameter” to analyze the effects of joining the
EU. Initially they assumed that integration resulted in better returns because
there was increased capital efficiency and this accelerated the convergence
process. In order to answer the abovementioned question, the authors10 focused
on new EU member states and analyzed their performance before and after
becoming member states. An increased homogeneity between these countries
was seen after joining the EU, highlighting the impact of strong integration on
common standards. They proved the existence of real convergence to EU
standards and developing productivity. Increased growth and development
also impacted the optimum policy in these countries. The Balassa-Samuelson
effect must also be considered. According to this effect, greater labor
productivity results in greater structural inflation, leading to real appreciation
of the currency. It is therefore necessary for the monetary policy to be in line
with the effects of real convergence. At the same time, the increased income
per capita increases the domestic demand, which puts pressure on domestic
prices and leads to real appreciation. 

Boreiko11 analyzed new EU member states’ readiness to join the E(M)U,
adopt the euro and fulfill the optimum currency area theory criteria. The cluster
analysis was applied to identify a group that was closer to fulfilling the

9 Yigit, T. M. and Kutan, A. M. (2004) European Integration, Productivity Growth and Real
Convergence. ZEi,. Working Paper B08.

10 Ibid.
11 Boreiko, D. (2002) EMU and Accession Countries: Fuzzy Cluster Analysis of Membership.

central Bank of chile. Working Paper no. 189.



convergence criteria. The result was that Slovenia and Latvia were very much
ahead of the other countries in terms of fulfilling the Maastricht criteria,
whereas the candidate countries (at that time) - Romania and Bulgaria – fell
behind in the areas of nominal and real convergence. 

3. ConVERGEnCE oF THE nEW E(M)U MEMBERS 
AnD THE E(M)U ACCESSIon EFFECTS

The new E(M)U member countries entered E(M)U expecting to experience
positive static, but more importantly positive dynamic effects. For most
governments in central European countries, growing and matching the pace
of the developed countries and EU membership are more or less synonymous.
It was generally considered that the latest enlargement would be hugely
beneficial to the new member states. However, when nine new EU members
(out of the 10 that joined in 2004) held referendums in the spring and summer
of 2003, it was clear that citizens were not keen to join the EU. All referendums
eventually ended by approving membership but the positive effect, the
approval, came as a result of poor turnout. EU accession was only supported
by more than half the population with the right to vote in two countries
(Lithuania and Slovenia). In Poland, the Czech Republic, Estonia, Latvia and
Malta, 50% or less of the population with the right to vote supported
membership. After much analysis, the conclusion was drawn that relatively
flexible human capital was in favor of EU membership; especially the highly
educated with high incomes, the young and the urban population. Conversely,
the elderly, the poorly educated, the “blue collars”, the unemployed and the
rural population mostly opposed accession or did not vote at all (those who
might potentially use EU budgetary funds).12

Since it is generally acknowledged that high level of the new member’s
convergence will minimize possible negative effects of the regional economic
integrating for them, as well as for the existing members, further text will
analyze the level of convergence of the twelve new EU member states. All
countries entered the EU in 2004, except Bulgaria and Romania, which entered
in 2007. Croatia is likely to become the 28th member country, so we also
included Croatia into the analysis. First, we are going to deal with the level of
real convergence measured by the level of GDP per capita (table 1) and
perspectives of achieving it in the future by analyzing estimated future real
growth rates (figure 1). Because of different positive effects of the EU
membership that are expected, we could assume that new EU members will
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12 Doyle, o. and Fidrmuc, J. (2004) Who Is in Favor of Enlargement? Determinants of Support
for EU Membership in the Candidate Countries’ Referenda. ZEi. Working Paper B04.



grow faster in the analyzed period (1993-2010) than Croatia which lagged
behind and is yet to experience such a boost. Looking at table 1, it can easily be
seen that Bulgaria and Romania at the moment of the EU accession, as well as
today, lag behind 2004 accession countries. Comparing these two countries with
Croatia, it can be seen that both of them lag behind Croatia also. Although this
is only one indicator, and much more of indicators have to be included in the
analysis in order to draw strong conclusions, the question is which criteria are
necessary for the EU entrance, and is it only about economic indicators and
economic decisions? Are Romania and Bulgaria so much more reformed and
regulated countries than Croatia nowadays? But still, this discussion does not
represent the goal of this paper. We are interested in the effects of the EU
accession on the new member countries. Increasing trend in obtaining EU27
GDP per capita in the analyzed period can be seen, but we cannot explicitly
argue that these countries experienced it merely because of the EU accession. 

Table 1. GDP per capita in Purchasing Power Standards (PPS) (EU-27 = 100)
in EU new member countries and Croatia 1997-2009

70 Ljubo JURčIć, Vlatka BILAS and Sanja FRAnC

1997 2003 2004 2005 2006 2007 2008 2009

Bulgaria 26 34 35 37 38 40 44 44

Czech Republic 73 73 75 76 77 80 80 82

Estonia 42 54 57 62 66 69 68 64

Cyprus 86 89 90 91 91 93 97 98

Latvia 35 43 46 49 52 56 56 52

Lithuania 39 49 50 53 55 59 61 55

Hungary 53 63 63 63 63 62 64 65

Malta 80 78 77 78 76 76 79 81

Poland 47 49 51 51 52 54 56 61

Romania 29 31 34 35 38 42 47 46

Slovenia 78 83 86 87 88 88 91 88

Slovakia 51 55 57 60 63 68 72 73

Croatia 51 55 56 57 58 61 63 64

source: Eurostat, available at http://epp.eurostat.ec.europa.eu/portal/page/portal/
eurostat/home/ [21.05.2011]

In the period 2011-2012 average GDP growth rate is estimated to be 1,4%.
Figure 1 shows estimations of the GDP growth rates of the new EU members



and Croatia for the same period. All countries are expected to grow faster than
the EU27 average which decreases gap between new and old EU members, but
still it will take a lot of time for new members to catch up with the old ones.

Figure 1. Estimation of the average real GDP growth rate 
in EU new member countries and Croatia 2011-2012 per year (%)
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source: Eurostat, available at http://epp.eurostat.ec.europa.eu/portal/page/portal
/eurostat/home/ [21.05.2011], authors calculation.

Economic and monetary union (EMU) consists of 17 European Union (EU)
member states that have adopted the euro as their common currency: Austria,
Belgium, Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, Malta, the netherlands, Portugal, Slovakia, Slovenia, and Spain.
of the 10 EU member states outside the Eurozone, seven states are obliged to
join, once they fulfill criteria and three countries (Sweden, Denmark and United
Kingdom) have option out provision. This means that in fact five new member
countries entered EMU: Cyprus, Estonia, Malta, Slovakia and Slovenia. And
the rest of seven newer member countries have still to fulfill the well known
Maastricht criteria for the EMU accession. 

Applicant countries should have joined the exchange-rate mechanism
(ERM 2) under the European Monetary System (EMS) for two consecutive years
and should not have devalued its currency during the period. The four main
Maastricht criteria are:13

13The Maastricht criteria, available at http://www.eurotreaties.com/maastrichtec.pdf [21.05.2011].



1. no more than 1.5 percentage points higher inflation rate than the average
of the three best performing (lowest inflation) member states of the EU.

2. The ratio of the annual government deficit to GDP must not exceed 3%
at the end of the preceding fiscal year. 

3. The ratio of gross government debt to GDP must not exceed 60% at the
end of the preceding fiscal year.  

4. The nominal long-term interest rate must not be more than 2 percentage
points higher than in the three lowest inflation member states.

Tables 2-5 show Maastricht criteria fulfillment of the new E(M)U countries
for the period 2003-2010 and it can be concluded that new E(M)U member
countries do not fulfill these criteria completely as required. 

Table 2. Annual average inflation rate 2003-2010 in new EU member
countries (%, HICP) 2003-2010

72 Ljubo JURčIć, Vlatka BILAS and Sanja FRAnC

2003 2004 2005 2006 2007 2008 2009 2010

EU27 2 2 2,2 2,2 2,3 3,7 1 2,1

EMU17 2,1 2,2 2,2 2,2 2,1 3,3 0,3 1,6

Bulgaria 2,3 6,1 6 7,4 7,6 12 2,5 3

Czech
Republic

-0,1 2,6 1,6 2,1 3 6,3 0,6 1,2

Estonia 1,4 3 4,1 4,4 6,7 10,6 0,2 2,7

Cyprus 4 1,9 2 2,2 2,2 4,4 0,2 2,6

Latvia 2,9 6,2 6,9 6,6 10,1 15,3 3,3 -1,2

Lithuania -1,1 1,2 2,7 3,8 5,8 11,1 4,2 1,2

Hungary 4,7 6,8 3,5 4 7,9 6 4 4,7

Malta 1,9 2,7 2,5 2,6 0,7 4,7 1,8 2

Poland 0,7 3,6 2,2 1,3 2,6 4,2 4 2,7

Portugal 3,3 2,5 2,1 3 2,4 2,7 -0,9 1,4

Romania 15,3 11,9 9,1 6,6 4,9 7,9 5,6 6,1

Slovenia 5,7 3,7 2,5 2,5 3,8 5,5 0,9 2,1

Slovakia 8,4 7,5 2,8 4,3 1,9 3,9 0,9 0,7

source: Eurostat, available at http://epp.eurostat.ec.europa.eu/portal/page/portal/
eurostat/home/ [21.05.2011].



source: Eurostat, available at http://epp.eurostat.ec.europa.eu/portal/page/portal/
eurostat/home/ [21.05.2011]

Table 4. General government debt (% of GDP) 2003-2010

The new EU Members After Seven Years of Membership 73

Table 3. General government deficit (-) and surplus (+) (% of GDP) 
in new EU member countries 2003-2010
2003 2004 2005 2006 2007 2008 2009 2010

EMU17 -3,1 -2,9 -2,5 -1,4 -0,7 -2 -6,3 -6

EU27 -3,1 -2,9 -2,5 -1,5 -0,9 -2,4 -6,8 -6,4

Bulgaria -0,4 1,8 1 1,9 1,1 1,7 -4,7 -3,2

Czech Republic -6,6 -3 -3,6 -2,6 -0,7 -2,7 -5,9 -4,7

Estonia 1,7 1,6 1,6 2,4 2,5 -2,8 -1,7 0,1

Cyprus -6,5 -4,1 -2,4 -1,2 3,4 0,9 -6 -5,3

Latvia -1,6 -1 -0,4 -0,5 -0,3 -4,2 -9,7 -7,7

Lithuania -1,3 -1,5 -0,5 -0,4 -1 -3,3 -9,5 -7,1

Hungary -7,2 -6,4 -7,9 -9,3 -5 -3,7 -4,5 -4,2

Malta -9,9 -4,7 -2,9 -2,8 -2,4 -4,5 -3,7 -3,6

Poland -6,2 -5,4 -4,1 -3,6 -1,9 -3,7 -7,3 -7,9

Portugal -3 -3,4 -5,9 -4,1 -3,1 -3,5 -10,1 -9,1

Romania -1,5 -1,2 -1,2 -2,2 -2,6 -5,7 -8,5 -6,4

Slovenia -2,7 -2,3 -1,5 -1,4 -0,1 -1,8 -6 -5,6

Slovakia -2,8 -2,4 -2,8 -3,2 -1,8 -2,1 -8 -7,9

2003 2004 2005 2006 2007 2008 2009 2010

EU27 61,8 62,2 62,8 61,5 59 62,3 74,4 80

EMU16 69,1 69,5 70,1 68,5 66,3 70 79,4 85,3

Bulgaria 44,4 37 27,5 21,6 17,2 13,7 14,6 16,2

Czech Republic 29,8 30,1 29,7 29,4 29 30 35,3 38,5

Estonia 5,6 5 4,6 4,4 3,7 4,6 7,2 6,6

Cyprus 68,9 70,2 69,1 64,6 58,3 48,3 58 60,8

Latvia 14,6 14,9 12,4 10,7 9 19,7 36,7 44,7

Lithuania 21,1 19,4 18,4 18 16,9 15,6 29,5 38,2

Hungary 58,3 59,1 61,8 65,7 66,1 72,3 78,4 80,2

Malta 69,3 72,4 69,6 64,2 62 61,5 67,6 68

Poland 47,1 45,7 47,1 47,7 45 47,1 50,9 55



source: Eurostat, available at http://epp.eurostat.ec.europa.eu/portal/page/portal/
eurostat/home/ [21.05.2011]

Table 5. Long term interest rates in new EU member countries 2003-2010
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2003 2004 2005 2006 2007 2008 2009 2010

Romania 21,5 18,7 15,8 12,4 12,6 13,4 23,6 30,8

Slovenia 27,3 27,4 26,7 26,4 23,1 21,9 35,2 38

Slovakia 42,4 41,5 34,2 30,5 29,6 27,8 35,4 41

2003 2004 2005 2006 2007 2008 2009 2010

EMU17 4,14 4,12 3,42 3,84

Bulgaria 6,42 5,25 3,8 4,01 4,42 5,81 6,75 5,19

Czech Republic

Estonia

Cyprus 4,7 6,08 5,16 4,12 4,51

Latvia 4,85 3,53 4,16 5,63 6,71 15,5 6,85

Lithuania 5,22 4,43 3,73 4 4,58

Hungary 6,83 8,19 6,6 7,12 6,74 8,24 9,11 7,28

Malta 4,98 4,68 4,57 4,32 4,73

Poland 5,78 6,92 5,23 5,26 5,5 6,09 6,13 5,8

Romania

Slovenia 2,49 3,81 3,9 4,54 4,67 4,37 3,83

Slovakia 4,99 5,02 3,52 4,42 4,49 4,72

source: Eurostat, available at http://epp.eurostat.ec.europa.eu/portal/page/portal/
eurostat/home/ [21.05.2011]

When analyzing selected indicators for the E(M)U like harmonized index
of consumer price (HICP) percentage change, GDP per capita, GDP growth
rates, unemployment rates, general government deficits/surpluses, general
government debts and expenditures, etc., it can be easily seen that indeed, the
E(M)U represents rather heterogeneous regional integration. Differences
between minimum and maximum values of these indicators are considerable
and newer member states are lagging behind the older ones in terms of GDP
per capita (figure 2) and they have high unemployment rates (figure 3).



source: ECB Statistics Pocket Book, March 2011.

Figure 3. Unemployment rates (%, 2009) in the EU27
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Figure 2. GDP per capita in 000 EUR (2010) in the EU27

source: ECB Statistics Pocket Book, March 2011.
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The questions arise: since these obvious differences among the EU
members, is it appropriate to conduct mutual policies which are not able to take
into consideration these differences? Would it be more appropriate to leave
certain space to less developed countries in order to adjust policies to their
special needs? We answer these questions affirmatively. Surely, uniformed
policies will not be able to foster economic growth and development in each
member country equally due to different conditions among them. Less
developed member countries need to achieve higher and sustainable growth
rates in order to achieve high and sustainable convergence. Without real,
structural, and finally, nominal convergence, costs of forming monetary and
economic union increase. 

Cohesion countries – Greece (1981), Ireland (1973), Portugal and Spain (1986)
– converged much faster to European averages when they were not a part of the
EU. After they became members, notwithstanding Ireland’s exceptional
development, their economic growth rates either dropped below or remained
slightly above the EU average. In the first EU member states – Germany, France,
Italy, Denmark, Belgium, the netherlands and Great Britain – there was
convergence in the period 1820–1998.14 This was partly due to economic
openness between EU member states and there was convergence before signing
the Treaty of Rome in 1957. However, creating the customs union (based on the
Treaty of Rome) did not bring about full trade liberalization until 1967.

Ellison’s15 research distinguished the two major periods when southern,
eastern and western Europe diverged the most: 1820–1928 and 1960–1998. In the
first period, GDP per capita dropped from 69.1% to 48.8% of the western
European average. In the period 1928–1960, this gap remained relatively stable.
In the second period, the gap increased dramatically with a drop in the GDP per
capita of central and eastern European countries to 28.6% of the western average. 

Furthermore, the study carried out by Crespo-Cuaresma, Dimitz and
Ritzberger-Grünwald16 showed that the EU-15 membership had positive and
asymmetric effects on long-term member state growth rates. 

Studies on growth perspectives and convergence in central and eastern
European countries are optimistic with regard to the advantages of EU
economic integration. namely, countries view EU membership as a key factor
for political and economic stability and prosperity. If trade liberalization

14 Ellison, D. L. (2001) cEEc Prospects for convergence: a Theoretical and Historical Overview [online].
Available at: http://fesportal.fes.de/pls/portal30/docs/FoLDER/PoLITIKAnALYZE/
CoHELLISon.PDF [3 June 2007].

15 Ibid.
16 Crespo-Cuaresma, J., Dimitz, M. A. and Ritzberger-Grünwald, D. (2002) Growth, Convergence

and EU membership. Oesterrreichische nationalbank, Working Paper 62.



includes greater capacities for economic competitiveness and growth, then EU
membership is supposed to generate the highest possible return on the political
decision to join integration; however, the likelihood of all countries benefiting
equally from economic integration remains an issue.17

Research showed that the convergence for undeveloped EU-15 countries
was higher before joining the EU so the next step would be to question whether
the best strategy for central and eastern European countries would in fact be
integration and joining the EU as rapidly as possible.18

4. ConCLUSIon

This paper discussed the effects of the E(M)U membership for 2004 and
2007 accession countries. All of these countries put the E(M)U accession as the
highest strategic economic goal and managed to achieve it. Looking at the
E(M)U as a problem solver in the short period of time is not consistent with the
regional economic integration theory. Dynamic effects occur in a longer period
of time, unlike the static effects. Is seven years enough long period to draw a
strong conclusion about E(M)U membership? Still, only five from twelve
acceding countries entered the EMU. Should we consequently wait to see effects
of adopting euro in all member countries? 

on the other hand, global financial crisis which started in 2007/2008
definetly influenced the situation in all E(M)U countries and period prior crisis
is too short. We can conclude that certain efforts and advancements are made,
especially with the resources from the EU funds, but still maybe not expected,
or better said, promised ones. Rather heterogeneous 27 countries wish to
achieve common economic goals using common or highly synchronized
policies. Within the E(M)U mutual policies are conducted on the basis of some
aggregate measures or variables and the largest weights have more developed
and big countries. Because of the existing economic heterogeneity among
member countries, it is difficult to accomplish that mutual policies suit each
member country in achieving its own goals. In order to speed up the process
of catching up, we argue that new member countries need more tailored, not
uniformed policies to have faster and wanted results. 
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17 Ellison, D. L. (2001) cEEc Prospects for convergence: a Theoretical and Historical Overview [online].
Available at: http://fesportal.fes.de/pls/portal30/docs/FoLDER/PoLITIKAnALYZE/
CoHELLISon.PDF [3 June 2007].

18 Ibid.
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MOdERN ROLE OF THE EU PARLIAMENT 
IN THE INSTITUTIONAL SYSTEM OF THE UNION 

ABSTRACT
The latest changes contained in the Lisbon Treaty continue the tradition
of increasing of both, the competence and the institutional position and
power of the Parliament, in relation to other institutions. This Treaty
extends the competence of the Parliament that in the legislative process
becomes the main legislator together with the Council, the dominant
participant in the decision making regarding the European budget, and
the importance of this institution as a political controller is increased in
the work of EU institutions. The introduced changes strongly improve
the position of the Parliament in the EU institutional system, and thereby
all shortcomings of the previous Treaties, which can be defined as a
“democratic deficit”, were tried to be removed. 
Key words: Parliament, democratic deficit, and power.
JEL Classification: F15, K33, K40.

InTRoDUCTIon 

The European Parliament is the institution of the European Union, the
members of which are elected by EU citizens in direct elections, and as such it
represents the most legitimate body of the Union. on the other hand, this
institution has a very unusual development path. It is the only institution

1 The Faculty of Economics, University of Montenegro.



whose competence, importance and strength were growing constantly
through the Treaties. 

By increased competence of the Parliament in legislative, budgetary and
political function, the decision-making process is brought closer to the peoples
of Europe. This is the response to the main objection to the work of institutions,
i.e. that the views of citizens, who apply the rules directly, are not taken into
account. For this purpose, the participation of national parliaments is increased
in the legislative procedures in Luxembourg. Before making decisions, it should
be discussed whether the proposed legislation respects the needs of national
and regional levels. In this procedure, it is provided that institutions must
“hear” the voice of national parliaments and explain the reasons for their
opinion. Democratization of decision-making process implies the involvement
of other participants in this process, such as Committee of the Regions. This
mechanism should enable the full involvement of regional and local level in
decision-making process. The European Parliament is a genuine and unique
integrator of all these interests and opinions. 

The Lisbon Treaty tried to make the best balance between power and
strength of the Member States and supranational body such as the European
Parliament. But still there remains the question of whether these numerous
procedures and innovations give real power and significance to the Parliament?
Are these formal or essential changes?

This article attempts to examine the place and role of Parliament in the
institutional system of the Treaty of Lisbon as well as to indicate the possible
development of this institution in the future.

1. THE IMPoRTAnCE oF THE EURoPEAn PARLIAMEnT 
In THE PRoCESS oF DEMoCRATIZATIon oF THE UnIon 

The main objective of the Lisbon Treaty is to increase democracy and
transparency of the work of institutions and efficiency in decision making. The
most important innovations of the Lisbon Treaty include: a significant increase
of the competence of Parliament, introduction of the functions of the President
of the European Council and High Representative of the Union for Foreign
Affairs, defining of a qualified majority in the Council, the European Central
Bank becomes an official institution, etc. ... Institutional positioning of the
European Parliament takes the most important place in the new Treaty. Power
and strength of the Parliament and the Council are equaled; and the Parliament
and results of the European elections become a “framework” for the election
of the President of the Commission and the Commissioners.

Recent changes in the scope of competence of the Parliament talk about a
strong increase of the power and the role of this institution, and attempt of the
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Union to remove the basic lack of the institutional system, known as a
“democratic deficit” by strengthening of this institution (Crombez, 2003). The
legislative competence, being for a long time in the hands of member states
through their activity in the Council of Ministers, finally is equally divided
between the Council and Parliament as the supranational body. By the Lisbon
Treaty the legislative function of Parliament has been strengthened because co-
decision procedure becomes the dominant form of legislative adoption
procedure. The procedure of co-decision was introduced by the Maastricht
Treaty, and was applied only as one of four modes of decision making. Member
States have resisted the pressure for a long time, through a slow and partial
implementation of co-decision procedures because they wanted to preserve the
power of the Council of Ministers, where they can make direct impact on
shaping of legislation. Co-decision has become the dominant form of decision-
making in the new Treaty, which increased the institutional status of the
Parliament. (Jaćimović, 2010)

Budgetary competence is finally given to the Parliament in full capacity,
where the Parliament and the Council together make decisions on the entire
budget. The Parliament receives the power to define the scope and structure of
the total budget. Lisbon Treaty has abolished the division of the “mandatory”
and “optional” expenses, where the Parliament decided on less important part
of the budget, that is the optional expenses.

The Parliament gets large authority through the strong political control over
the bodies of the EU. This is primarily reflected in the appointment of the
President and the Collegium of the European Commission. The European
Council proposes one candidate for the President of the Commission, taking
into account the elections for the European Parliament. The European
Parliament elects the proposed candidate for Commission President by a
majority of the total number of its members. The Commission Collegium, as a
collective body, shall be subject to a vote of confidence in the European
Parliament (European Commission, 2009). By increasing of the democratic
legitimacy of the President of the Commission, the connection between citizens
and the Commission is increased and thus other institutions, which makes
influence on increase of democratization of the institutions.

The Parliament gets the ability to initiate amendments to the Treaty. Taking
into account all inserted amendments the Parliament has more active impact
on the lives of EU citizens, while the activities of the Parliament must be
performed in accordance with the Charter of Fundamental Rights, which is an
integral part of the Treaty. In addition to these competences, which are
connected to the role of the Parliament in the everyday life of citizens of the
Union, under the Lisbon Treaty, the Parliament will be included in a number
of international treaties concluded by the Union.
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2. THE RoLE oF nATIonAL PARLIAMEnTS 
In THE LEGISLATIVE PRoCESS

By increasing of the competence of the European Parliament, the Lisbon
Treaty has increased participation of the citizens of the Union in deciding on
all important matters. However, this Treaty went further, offering the
possibility to the national parliaments to give their opinion on legislative
proposal, which is discussed by the EU institutions as well. Thereby the
national parliaments are recognized as the part of the democratic tissue of the
European Union, and they become the “controllers” over the principle of
subsidiarity.2

Strong strengthening of the role of the Parliaments in the Lisbon Treaty led
to another name for this Treaty that is the “Treaty of the Parliaments”. The
Treaty has introduced a provision on “early warning mechanism”3 which
allows each national parliament to draw attention to the threat to the principle
of subsidiarity, or its violation by the European institutions. (Vehar, 2009) 

According to the new Treaty, draft legislative acts4 shall be forwarded to
the national parliaments and other relevant bodies at the same time. Adoption
of the legislative act itself must be considered through the principles of
subsidiarity and proportionality, in order to provide this act to be closer to the
citizens of the Union. With this regard, national parliaments may submit to the
President of the European Parliament, Council and Commission the reasoned
opinion on whether a draft legislative act complies with the principle of
subsidiarity, within eight weeks. This opinion will be made in official languages   
of the EU.

Each of these institutions must consider the opinion submitted by the
national parliament or any of its Houses, and all legislative acts must have a
statement of its assessment of compliance with these principles. If one third of
national parliaments does not support draft legislation, such a legislative act
must be returned for revision.

After revision, the Commission may support, amend or withdraw the draft
law. For any decision the Commission must give reasons why it has been done.
If the Commission decides to keep the draft law, the Commission must give
reasonable opinion containing its belief that it is not in contradiction with these

2 This principle shall provide decision making in close relation with citizens and whether
activities at the level of the Union are justified in the light of the possibilities available at national,
regional and local level.

3 national parliaments may vote on some matter in “early stage”, before the proposal is
considered in the European Parliament and the Council of Ministers.

4 national parliaments may vote on some matter in “early stage”, before the proposal is
considered in the European Parliament and the Council of Ministers.



principles. This opinion, together with the opinion of national parliaments, will
be submitted for consideration to the European Parliament and the Council.
(http://www.europarl.europa.eu/parliament/expert) 

If more than a half of national parliaments do not support the proposed
European legislation, legislators may propose the withdrawal of the proposal.
In first reading, the legislator (the European Parliament and the Council) will
consider whether the proposal is compatible with the principles of law,
considering the opinion of the Commission and national parliaments. If a
majority of 55 percent of the members of the Council or a majority of the
members of the European Parliament decides that this draft law is not
compatible with the principles of subsidiarity and proportionality, it will be
rejected and will not be considered further. 

As the role of national parliaments in European matters is still growing,
good and constant cooperation with the European Parliament is required. To
this end, the Treaty has offered a formalization of the growing inter-
parliamentary cooperation through the Inter-Parliamentary Dialogue (Join-
Parliamentary Meetings) and through more often and detailed contacts
between the Committees of the European Parliament and national partners,
which aims to improve the exchange of information and good practice between
national and European Parliament. 

To help people to be actively involved in decision-making and legislation
in the EU, the Lisbon Treaty defines and introduces citizens’ initiative right.
European citizens are entitled to demand from the European Commission to
propose a “draft law” if they collect at least one million signatures in a
significant number of Member States. The Treaty goes further and recognizes
the importance of dialogue between citizens, civil society and EU institutions
(especially the Commission).  

3. THE GRoWTH oF THE RoLE oF THE CoMMITTEE oF REGIonS 
In THE InSTITUTIonAL SYSTEM

“Treaty of the Parliaments” does not only imply the direct involvement of
national parliaments in control of the legislative process and the principle of
subsidiarity. This Treaty goes a step forward, enabling cooperation among all
levels, including local and regional “management” level. For the first time, the
Treaty explicitly refers to the increasing importance of local and regional level
in the exercising of the principle of subsidiarity. This is in response to a growing
objection of citizens of the European Union on the work of institutions, which
according to their perception are closed, and their work is far from the people;
and adopted regulations do not start from the point of needs and interests of
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ordinary citizens, but they are defined by institutionalized bureaucrats from
Brussels. (http://ec.europa.eu/news/eu_explained/090608_en.htm/)

In creating of new EU legislation, it has become clear that the impact that
proposed legislation has on local and regional level must be taken into account.
The advisory body - the Committee of the Regions hereby becomes significantly
involved in the legislative process. The new Treaty resolved the fate of this
body, and the Committee of the Regions gets the power to supervise the
proposals through all stages of the legislative process. In this way regional and
local representatives get more political and legal authority. Consultations with
the Committee are mandatory in the process of legislative procedure, not only
for the European Commission and the Council of Ministers, but also for the
European Parliament.

Committee of the Regions has become an active actor at all levels in the
process of creation of EU law through the preparation, amending and
monitoring of legislation and has an impact on regional and local authorities.
The area of consultations is expanded to some new policies such as energy,
climate change, in addition to the so-called general interest policies. So, the
consultations are required in the case of: economic, social and territorial
cohesion, Trans-European networks, transport, communications and energy,
health, education and youth, culture, employment, social policy, environment,
professional development and climate change.

The role of the Committee in the legislative process is new, but in order to
be taken seriously by the institutions, the Committee of the Regions got its
“legal teeth” by the Lisbon Treaty. In order to protect its work, the Committee
is entitled to right to initiate legal proceedings before the Court of Justice or to
annul the legislation if it does not respect regional and local competences. For
such action, the Committee needs majority when it comes to the plenary
sessions, or decision is taken by the Bureau in exceptional cases.

The Committee has an active cooperation with the Commission in the
process of drafting new legislation. The relation between the Committee of the
Regions and the European Commission intensifies considerably through the
Lisbon Treaty, by involvement of the Committee in the Commission’s work
from beginning to the end of the legislative process. The Committee has the
role of mediator between regional and local authorities and the Commission.
on the basis of the proposal given by the Commission, the Committee gives its
opinion and makes influence on the proposal in formal way in accordance with
the principle of subsidiarity. (http://www.cor.europa.eu/)

The European Parliament and the Committee of the Regions contribute
significantly to the democratic legitimacy of the European Union, because
members of both bodies are representatives elected by European citizens. Lisbon
Treaty leads to closer ties between these two institutions, where the EU
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Parliament is obliged to consult the Committee regarding any proposals from
any policy, which until now was only the case with the Council and the
Commission. The Committee may change its position due to the changes adopted
by the EU institutions, but it can monitor the discussions in Parliament and advise
rapporteures and thus immediately react to the current political changes.

Through the early warning mechanism Commission must submit draft
legislation to the national parliaments in order to commence the legislative
process. Within the period of 8 weeks of this mechanism, the Committee
cooperates with national parliaments and establishes the territorial impact of
new legislation. 

4. Co-DECISIon PRoCESS: BALAnCE oF PoWER 
oF THE PARLIAMEnT AnD MEMBER STATES

As the importance and role of the European Parliament and European
Union citizens’ ability to influence decision-making and shaping of the
processes in the EU are increasing, there is a trend of lower response of citizens
in elections for the European Parliament. The last elections held in June 2009,
which have defined the composition of the Parliament under the new Lisbon
Treaty, indicated a record low voter turnout of only 42.5%.  

The permanent decline in voter turnout in European elections is caused by
the very nature of the EU and its institutions, where voters are not sure about
changes produced by voting. (Karp, 2003). Actually, citizens do not vote for the
government or some regulation, but they vote for the institution, where the
specificity of any political party is limited by the need to find the compromises
with other political parties and other institutions. This is a serious problem and
in addition to formal growth of its competences and importance in institutional
system, the Parliament will be able to highly pay attention to development and
strengthening of trust of citizens towards this institution and increasing of
democratization in the EU.

Increase of credibility of this institution is influenced by the introduction of
co-decision procedure, as the dominant form for the adoption of legislation in
the EU. The essence of this procedure is based on the principle of parity and it
means that no institution – either the Parliament or the Council - can pass a draft
law without approval, or consent of another one. This process of co-decision
gives the same importance and weight to the Council and the Parliament, and
thus the voice of citizens who participated in the European elections. 

Co-decision procedure was first introduced in the procedure by the
Maastricht Treaty, and number of issues decided upon by the co-decision
process was increasing with each new change in the Treaty. Under the
amendments to the Treaty of Amsterdam and the Treaty of nice, the whole
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procedure was further expanded and made more efficient. The Treaty of
Amsterdam has simplified the procedure, making it faster and more
transparent, and has expanded the policy areas in which it applies. Under the
Treaty of nice co-decision procedure should be used in the area of any   policy
where the Council accepts the proposals on the basis of qualified majority (not
unanimously). Under the Lisbon Treaty this process becomes a basic legislative
procedure in the EU.

Co-decision involves reading the legislation twice, where the Council and
European Parliament can make amendments to the given the proposal. Each
legislative proposal originates from the Commission, which should forward it
to the Parliament and the Council. Both institutions consider and discuss the
proposal, independently of one another, and each is free to adopt its
amendments, if it considers it necessary. (Prokopijević, 2009) 

In order to provide a proposal to become the law, the Council and
Parliament must approve the amendments of both sides and agree on a final
text. If both sides agree on amendments after the first reading, the proposal
becomes the law. If they do not agree, then they pass to the second reading stage.

The process of giving, adopting or rejection of the amendment can become
very complicated, which makes room for enforcement of co-decision procedure.
The essence of this procedure is that no part of the legislation can be adopted
without approval of the Parliament, which strongly increases the power and
strength of the Parliament. 

Co-decision process begins when the Council does not accept the
amendments presented by the Parliament in the second reading. Then the two
institutions meet each other within the Conciliation Committee, whose job is
to find a solution and agreement in the negotiation process. http://www.
europa.eu./codecision/index_en.htm

Conciliation Committee involves tripartite meetings, known as trialogues
– composed of the Representatives of the Council, Commission and European
Parliament. negotiations are taking place under the time pressure, during
maximum of eight weeks (6 +2), which represents an additional pressure on
all sides to come to appropriate solution.

The result of the Conciliation Committee may be: a) unsuccessful
completion of  “conciliation” and the proposed act does not go into the further
procedure, b) the Parliament and the Council have not succeeded to come to
common position within a period of 6 +2 weeks and c) successful completion
of “conciliation“. (Peterson, 2005)

When the Committee comes to consent, the agreed text will be submitted to
the Parliament and the Council for third reading, in order they can finally adopt
it as a legal text. Even if the Conciliation Committee adopts the agreed text, the
Parliament may still reject the proposed law by majority vote of its members. 
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If, however, adoption of agreed text does not occur, i.e. there is no
agreement, the proposed law will be returned to the Council which may
withdraw or return it to the adoption (with or without amendments of the
Parliament). It needs a qualified majority or consensus for this, depending on
the nature of the proposal. The law shall come into force unless the Parliament
prevents it by a simple majority of the MPs. Both, the Parliament and the
Council may reject proposal during the second reading or upon adoption by
the Conciliation Committee. Likewise, the Commission may at any time
withdraw its proposal. 

Through the co-decision procedure, the Parliament may reverse the result
in a significant way, that is, it can stop the legislation, so that this procedure
creates a new environment, where the views of the Parliament are seriously
considered.

Co-decision procedure increases the institutional status of the Parliament,
where the parliament becomes a powerful lawmaker, respected by the public,
as someone who shares responsibility for changing the shape of laws and
policies that affect all EU citizens. According to this supranational scenario, the
Member States adopt the co-decision procedure as the dominant form of
legislative procedure, and thereby increase the legitimacy of the EU.

Co-decision procedure is complicated procedure, which involves three key
institutions within the “Conciliation Committee,” where different interests are
reflected. The power of institutions in this process and the outcome of this
procedure depend on information the institutions had. According to some
authors, co-decision process is still in favor of Member States. (Koning, 2010)

The process of proposing of legislation originates from the Commission,
and it makes impact that the Commission and Member States have the same
level of information. The Commission proposes legislation, where the Member
States indicated their preferences in the consultation process. Representatives
of the Commission participate at all levels of the Council: from the working
groups, CoREPER and ministerial level, so that the Commission and Member
States are very familiar with the given proposal. If the Council intends to
significantly change the proposal through amendments, the Commission, in
extreme cases can withdraw the proposal.

on the other hand, the question arises whether the same level of
information is available to the Parliament, as the third active participant
through the co-decision procedure? When the Commission shares the
Parliament’s position, it is a good reason that the Parliament receives all
necessary information available to the Commission. In this case, the Council
and the Parliament have equivalent power through the co-decision procedure
and Conciliation Committee meetings. 
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However, when member states and the Commission are on one side and
Parliament is on the other, the strategic advantage is on the side of the Member
States. Then, neither Commission, nor Member States have benefit from sharing
information with the Parliament, and the Parliament is forced to make decisions
with a lack of information. This increases the possibility that the Commission
and Member States make dominant influence on co-decision process.

The main reason for the existence of information asymmetry between co-
decision stakeholders is that Parliament does not participate in the work of the
Council, which takes place at different levels (which is the case with the
Commission). In this distribution of power, Member States may provide
reduction of influence of the Parliament in the co-decision process.

This indicates that the co-decision procedure itself does not give the
automatic power to the Parliament as a legislator. The Parliament’s role is much
more successful if it shares the position of the Commission or some big member
state, while it can be marginalized if the Commission and Council have the
same position (interests). This means that in the co-decision process member
states still have an important role and they represent the key actors in the
Conciliation Committee. So, it can be concluded that the European Parliament
is still weak and inferior to the Council, although its powers have been
increased significantly. (Hage, 2007)

5. THE CHARACTER oF THE RELATIonSHIP 
BETWEEn THE PRESIDEnT oF THE EURoPEAn CoUnCIL 

AnD THE PARLIAMEnT

The Lisbon Treaty has not only changed the role and importance of the
European Parliament, but has already led to changes in the functioning of major
institution in the EU – the European Council. A new, stable function of the
President of the European Council has been introduced, the idea stemmed
mainly from the large member states.5 The system of rotating presidency, which
has existed up to the Lisbon Treaty, supported the principle of equality of
Member States. The rotation gave the possibility to the people from Member
States to be well presented and in a different way at the European level,
alternately in a certain period (6 months). The Presidency has enabled Member
States to put new issues on the agenda (and to exclude the others) and to
supervise reaching of agreements which suit their “special” interests. Therefore,
Member States kept the rotating presidency (up to Lisbon) because they were
unwilling to accept the leadership of the EU to switch to some supranational
institution or an elected presidency. (Kollman, 2003).

5 Spain, Great Britain, France and at the end from Germany.
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As the breadth and depth of European cooperation expanded, the
significance of the presidency has become more important, so that the rotating
presidency became the subject of frequent complaints during the time. If every
Member State uses its presidency to get its turn to realize the interests in the
European “valley”, the effect of this practice will be such that the European
initiatives will be further focused on what is effective and beneficial to all. This
led to the introduction of a stable function of the President of the European
Council. (Jaćimović, 2010)

Under the new Treaty, President of the European Council will replace the
rotating presidency at the level of the European Council. The European Council
elects its President by a qualified majority, for a term of 2 and a half years,
renewable once. In the case of obstacles or mismanagement, the European
Council can end the term of office of the President in accordance with the
procedure. The Treaty defines the following responsibilities of the President:
a) he chairs and manages the work of the European Council b) ensures the
preparation and continuity of the work of the European Council in cooperation
with the President of the Commission, and on the basis of the work of the for
General Affairs Council; c) endavours to facilitate cohesion and consensus
within the European Council; d) presents a reports the European Parliament
after each of the meetings of the European Council. 

The President, at his level and in that capacity, ensures the external
representation of the Union on issues concerning its common foreign and
security policy, without prejudice to the powers of the High Representative of
the Union for Foreign Affairs and Security Policy.

When selecting the persons who will perform the functions of the President
of the European Council, President of the Commission and High
Representative, it should take into account and respect the demographic and
geographic diversity of the Union and its Member States. This represents an
effort that all nations to be presented equally by this function. (Tallberg, 2008)

The Treaty also defines the competencies of the President, but the precise
description of what he does, indicates that its position is tested. President of
the European Council under its jurisdiction should be the position with limited
political ambitions. However, taking into account the power of the tasks
assigned to him, where he has the ability to influence the agenda of the Council,
as well as to shape and direct the decisions that need to be made, it is realistic
to expect that influence of the President will increase over time, and the length
of his mandate will help him to gain experience and accumulate considerable
political power.6 (Crum 2009) The political power of the President can
eventually grow to the point, which will create the need for its public

6 This is a considerable contrast comparing to the rotating presidency.



accountability. This directly connects the President of the European Council
and the “new” role of the European Parliament, as the political controller of
the EU institutions.

The existing connection the European Council and Parliament was ritual,
which meant reporting to the European Parliament after each of the meetings
of the European Council. 

As the office of the President of the Council becomes an original office
within the EU, with a term of office of two and a half years, it seems likely that
this will affect the changing of relationship between these two institutions in
the future. Their relationship will definitely be more complex and more
common, which will lead to a continuous connection between him and the
European Parliament. The type of relationship, the possibility for public
accountability of the President of the European Council before the Parliament
will largely depend on the method of using the powers of the President, as well
as the skill and power of Parliament. Will the Parliament be strong enough to
become a place of political responsibility of the most influential opposition to
the Union-President of the European Council?

What becomes clear is that if the President of the European Council wants
to extend his authority beyond internal issues of the European Council itself, it
is likely that he will have to “face” the European Parliament. The office of the
Permanent President of the European Council provides new opportunities to
the European Parliament to keep an eye on this powerful office, and thus to
cajole the European Council to be responsible and accountable, which will
significantly increase the real power of this institution in the future. 

ConCLUSIon 

The European Parliament is a specific institution in the European Union
which, since its inception, struggled to increase its competence and to obtain
reasonable power in relation to other institutions. on the other hand, this is an
institution that has the largest democratic capacities in the Union. The Lisbon
Treaty formally gave to the Parliament increased responsibilities and a
significant power, but operationalization of such strength and power is
certainly a challenge that will follow this institution in the future. 

Brussels indicates that the co-decision procedure, as the only form of
decision-making, finally positioned the European Parliament in the right way
in the Union, giving it the same power as the Council has. Critics point out that
the co-decision procedure does not give the automatic power to the Parliament.
The amount of power controlled by the Parliament in this process, largely
depends on whether it shares the same position with the Member States or not,
in this process.

Modern role of the EU Parliament in the institutional system of the Union 91



Due to the method of work itself, in the process of proposing of draft
legislation, Commission and the structures of the Council are in contact
constantly, which makes them close associates in co-decision. However, a
proposal of legislation is sent to the Parliament, so that Parliament is not
familiar with current debates and opinions of the Commission and Council.
When the Member States and the Commission are on one side and the
Parliament is on the other, the strategic advantage is on the side of the Member
States. The Parliament receives a little more power when Commission has the
opposite attitude in relation to the Member States, so the Commission is
interested to share its information and ideas with the Parliament. only in this
situation, the Parliament tests its real strength of power on equal footing with
the Council and Member States.

Also, the political authority of the Parliament may be the subject of criticism.
Political control over the institutions of the Union is limited to the election of
the President and members of the Commission, but the Parliament has no
influence on the work of the European Commission. on the other hand, in the
domain of political control the changed mode of functioning of the European
Council, as the most influential political body in the Union, must be taken into
account. By Lisbon Treaty longtime informal role of the Council becomes
institutionally recognized, strengthened by the new position of the President
of the European Council and High Representative. This new and powerful
position within the institutions, essentially has no significant political role
(under the Treaties), but it can be built over time. 

The growth of the political importance of the President of the Council will
lead to growing challenges to the Parliament in the future. Previous relationship
between these two institutions was more ritual than real and contemporary
changes in the European Council had no influence on changing of relations
between the Parliament and the European Council. The nature of this
relationship will depend on political ambitions of the president, as well as the
ability of Parliament to become an institution for political control of the
President and the High Representative.

In this case, the Parliament may “face” the President of the Council, seeking
to justify its actions, thereby expanding the powers over of the President, using
its status as the only elected institution in the EU. The introduction of the new
function of the President of the European Council gives new opportunities to
the European Parliament to increase its competence in the work of the
European Council. Maybe, the right positioning of the real power of the
Parliament in the future, is needed to be found in its relationship with the
President of the European Council.
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INTRODUCTORy REMARKS 

The last general revision of the Treaties of the European Union, namely the
Treaty of Lisbon, entered into force on 1 December 2009 after the long and
disputed process of the ratification, and one of the consequences has been
undeniable “institutional reform fatigue”.2 All seemed to agree that the epoch
of large treaty revisions was over, and the text of the Treaties would be left
untouched for a long time.3 But very soon after Lisbon Treaty, nowadays the
Treaty amendment was considered being necessary in response to sovereign
debt crisis first emerged in Greece, later spread to Ireland and Portugal and
generally affected the entire euro area. The first proposals for treaty
amendments was mooted by the German chancellor Merkel in March 2010, but
it had been greeted with much skepticism by the other EU governments, who
were rather frightened by the prospect of engaging in a new Treaty revision
process only a few months after the Lisbon Treaty had finally came into force.
However, in the autumn of 2010 the German government managed to convince
the French government, as emerged from a joint Franco-German declaration
made in Deauville on 18 October 2010, in which the two countries considered
that an amendment of the treaties is needed.

The proposal for the revision of the Treaty on the Functioning of the
European Union (TfEU) was submitted to the European Council formally by
the Belgian Government on 16 December 2010. The European Council adopted
on 25 March 2011 a decision aiming at the amending the TfEU by the addition
of a just one new paragraph to Article 136 of that Treaty, which provided that
the member states whose currency is the euro may establish a “stability
mechanism to be activated if indispensable to safeguard the stability of the euro
area as a whole”, and that the granting of any required financial assistance
under the mechanism will be made subject to strict conditionality.4

At the European level further steps are not required, but the amendment
will enter into force only if approved by the 27 member states of the EU
according to their own constitutional requirements and procedures. The
European Council indicates that it shall enter into force on 1 January 2013,

2 Treaty of Lisbon Amending the Treaty on European Union and the Treaty Establishing the
European Community, official Journal of european communities, OJ C 306, 13 December 2007;
(hereinafter Lisbon Treaty).

3 Bruno de Witte, “The European Treaty Amendment for the Creation of a Financial Stability
Mechanism”, european Policy analysis, Swedish Institute for European Policy Studies, Issue
2011, p. 2.

4 European Council Decision of 25 March 2011 amending Article 136 of the Treaty on the
Functioning of the European Union with regard to a stability mechanism for Member States whose
currency is the euro, official Journal of the european Union, OJ L 91/1, 6 April 2011, Article 1.
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provided that all the national approval procedures have successfully been
accomplished by that time.5 This Treaty amendment constitutes the first use
made of one of the two simplified Treaty revision procedures created by the
Lisbon Treaty.

The simplified Treaty amendment which enables establishment of the
permanent European stability mechanism was adopted as part of a
comprehensive package of measures including in particular the “Euro Plus
Pact” on stronger economic policy coordination agreed by the euro area heads
of government in Spring 2011.6 The Pact originated at the intergovernmental
level and against the complex background of the measures taken since the
spring of 2010: bilateral, intergovernmental and communitarian. Before these
measures, all EU member states signed bilateral loan arrangements with
Greece, coordinated by the Commission (May 2009).

Among the intergovernmental and communitarian measures, the Council
adopted the Regulation establishing a European financial stability mechanism
(EFSM), and the eurozone member states adopted the intergovernmental
agreement for establishing of a European financial stability facility (EFSF) as a
kind of ad hoc financial fund providing financial assistances.

This package has raised a number of unprecedented issues of legal
interpretation. It was adopted at a very controversial legal basis, and there were
potential “constitutional” problems with them.7 It was not entirely certain
whether the measures taken by the EU countries comply with the TfEU rule
that prohibits EU states from giving financial support to each other — the so-
called “no-bailout rule”. Besides, it was disputed that a mechanism of lending
money is not caught by the Treaty prohibition on giving (direct) financial
support, and there are some remaining doubts.

It is supposed that the legal uncertainties would be resolved by the
amendment of the TfEU by the addition of a new paragraph to Article 136 of
that TfEU which allows the establishment of a permanent financial crisis
mechanism. This paper deals with the legal reasons for and consequences of
the decision on the simplified Treaty amendment in context of the emerging
eurozone regime for financial stability.

5 ibidem, arts. 2 and 3.
6 Conclusions of the European Council 24/25 March 2011, Brussels, 20 April 2011, EUCO

10/1/11, 20/05/2011, pp. 13-20; Internet: http://www.consilium.europa.eu/uedocs/cms_
data/docs/pressdata/en/ec/120296.pdf. Also see: “Council economic governance reaches
agreement on measures to strengthen economic governance”, Council of the European Union,
Brussels, 15 March 2011, 7691/11, Presse 63; Internet: http://www.consilium.europa.eu/
uedocs/cms_data/docs/pressdata/en/ecofin/119888.pdf, 20/03/2011.

7 Bruno de Witte, “The European Treaty Amendment for the Creation of a Financial Stability
Mechanism”, op. cit., p. 5.
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The first part of the paper explains the relevant TfEU provisions regulating
the multilateral surveillance in the European Economic and Monetary Union
(EMU), “no-bail-out” rule and a contradiction vs. the provisions on the
solidarity and assistance in the eurozone, and the other related provisions
specific to member states whose currency is the euro. The second part of the
paper reviews in detail the emerging financial stability package in response
European sovereign debt crisis, from the European financial stabilization
mechanism (EFSM) and European financial stabilization facility (EFSF) in May
and June 2010, to the European Stability Mechanism (ESM) and simplified
treaty amendment procedure launched in March 2011. The third part of the
paper draws some conclusions on the emerging regime of simplified Treaty
revision in context of the new financial stability package.

TREATy LEGAL BASE

The legal basis in the TfEU for the EMU and a subsequent legal regime,
consisting of several groups of the provisions specific to member states whose
currency is the euro: on the convergence criteria and multilateral surveillance
in the EMU including the excessive deficits procedure; and on solidarity and
assistance among the EU member states and on the ban of “bailing-out” in
the EU.

Maastricht convergence criteria and multilateral surveillance

The completion of the EMU as a formal objective was provided by Treaty
of Maastricht (1992), which also sets a number of economic convergence criteria
concerning public finances, inflation, interest and exchange rates ― so called
Maastricht convergence criteria. The main criteria related to government finance
are: a) the annual government deficit (the ratio of the annual government deficit
to gross domestic product GDP must not exceed 3%); b) government debt (the
ratio of gross government debt to GDP must not exceed 60%).8

8 See Article 109j of the Treaty establishing the European Community, Treaty on European Union
– Maastricht Treaty (1992); Protocol on the convergence criteria referred to in Article 109j of the
Treaty establishing the European Community; Declaration on Article 109 of the Treaty
establishing the European Community, http://eur-lex.europa.eu/en/treaties/dat/11992M/
htm/11992M.html#0085000007 The other criteria are: inflation rates (no more than 1.5 percentage
points higher than the average of the three best performing member states of the EU); exchange
rate (applicant countries should have joined the exchange-rate mechanism – ERM II under the
European Monetary System for two consecutive years and should not have devalued its
currency during the period; long-term interest rates (the nominal long-term interest rate must
not be more than 2 percentage points higher than in the three lowest inflation member states).



The Treaty provisions which are specific to member states whose currency
is the euro provided that, in order to ensure the proper functioning of economic
and monetary union, the Council shall adopt measures specific to those
member states: (a) to strengthen the coordination and surveillance of their
budgetary discipline; (b) to set out economic policy guidelines for them, while
ensuring that they are compatible with those adopted for the whole of the
Union and are kept under surveillance. 

This is the referred Article 136 of the TfEU, which is in the current process
of the revision by adding the new paragraph on the permanent eurozone
stability fund. For those measures, only members of the Council representing
member states whose currency is the euro shall take part in the vote (by way
of a qualified majority).9

The related Treaty provisions also provided the measures of the multilateral
surveillance.10 Those provisions determine the surveillance of the eurozone
member state’s compliance with the referred financial stability criteria, and a
general distribution of competences between the European Council, the
Council, the Commission and the member states.

The tools for that surveillance are mostly monitoring, recommendations and
warning ― that means, ultimately, so called “naming and shaming” tactics.11 In
particular, the TfEU provided the provisions on the “excessive deficits procedure”,
for which the European Parliament and the Council adopted the detailed rules.
In deciding on the launching the procedure the Council shall act without taking
into account the vote of the member of the Council representing the Member
State concerned. The President of the Council and the Commission shall report
to the European Parliament on the results of multilateral surveillance.12

On the basis of the Maastricht convergence criteria and the provisions on
the multilateral surveillance in EMU the Stability and Growth Pact (SGP) is grown
as an agreement among the 17 Member states of the EU that take part in the
eurozone, as a reform which is in the core of the current financial stability efforts.
The SGP, adopted in 1997, is an essential part of the macroeconomic framework
and financial discipline in the EMU. However, the convergence criteria were
not met by the most eurozone countries, and were not automatically and
routinely applied. Before all others, the largest countries showed the greatest
resistance to sanctions and “naming and shaming” procedure.

EU: Process of Simplified Treaty Amendment and Financial Stability Mechanism 99

9 A qualified majority is defined in accordance with Article 238(3)(a). See Article 136(2) of the TfEU.
10 The Articles 122-126 of the TfEU. The group of provisions starts with the Article 119 of the

TfEU (ex Article 4 of the TEC) proclaiming some general economic principle (of the internal
market economy with free competition). 

11 See arts. 119-121 of the TfEU.
12 Article 121 of the TfEU. For details on excessive deficits procedure: Article 126 of the TfEU (ex

Article 104 TEC).
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“No-bail-out clause” vs. solidarity provisions

Article 122 of the TfEU (ex Article 100 TEC) provided that the Council, on
a proposal from the Commission, may decide, in a spirit of solidarity between
Member States, upon the measures appropriate to the economic situation, in
particular if severe difficulties arise in the supply of certain products, notably
in the area of energy. And where a member state is in difficulties or seriously
threatened with severe difficulties caused by natural disasters or exceptional
occurrences beyond its control, the Council, on a proposal from the
Commission, may grant, under certain conditions, financial assistance to the
Member State concerned.13

Beyond referred circumstances of the natural disasters or exceptional
occurrences “beyond the control”, the several further Treaty provisions consider
the ban of the financial “bail-out”. The Article 123 of the TfEU (ex Article 101
TEC) provided that overdraft facilities or any other type of credit facility with
the European Central Bank or with the central banks of the Member States
(“national central banks”) in favour of Union institutions, bodies, offices or
agencies, central governments, regional, local or other public authorities, other
bodies governed by public law, or public undertakings of Member States ― shall
be prohibited, as shall the purchase directly from them by the European Central
Bank or national central banks of debt instruments. There is one exception ―
this prohibition shall not be applied to publicly owned credit institutions which,
in the context of the supply of reserves by central banks, shall be given the same
treatment by national central banks and the European Central Bank as private
credit institutions. Moreover, the further provision (Article 124, ex Article 102
TEC) provided that any measure not based on prudential considerations,
establishing privileged access by Union institutions, bodies, offices or agencies,
central governments, regional, local or other public authorities, other bodies
governed by public law, or public undertakings of member states to financial
institutions ― shall be prohibited. Finally, the Union as well as member state
shall not be liable for or assume the commitments of central governments,
regional, local or other public authorities, other bodies governed by public law,
or public undertakings of any member state.14

The relation between the “no-bail-out clause” and the solidarity provisions
is not an uncontroversial one. An emergence of natural disasters mainly is not
contested, but the formulation “exceptional occurrences beyond the control” is

13 The President of the Council shall inform the European Parliament of the decision taken.
Article 122(2) of the TfEU.

14 The Council, on a proposal from the Commission and after consulting the European
Parliament, may, as required, specify definitions for the application of the prohibitions referred
to in arts. 123 and 124 and in this Article. Article 125(2) of the TfEU (ex Article 103 TEC).



rather much subject to interpretation. That problem was evident on the occasion
of emergence of the recent financial stability crisis mechanism, regarding which
there are two potential “constitutional” problems.15 On the one hand, it is not
entirely certain whether the related measures taken by the EU countries comply
with the TfEU rule that prohibits EU states from giving financial support to
each other — “no-bail-out rule”. It is argued that a mechanism of lending
money is not caught by the Treaty prohibition on giving (direct) financial
support, but there are some remaining doubts. On the other hand, it is not
entirely certain that the financial assistance mechanism was placed within the
scope of the assistance provided in the TfEU.

In particular, it is not an uncontested question whether the endangered EU
member states facing “exceptional occurrences beyond their control”, required
by the TfEU as a condition for the assistance, since their governments (Greece,
etc.) have contributed to creation of the sovereign debt crises which they were
facing. This latter controversy seemed to be the most worrying, at least from the
perspective of the German government, since constitutional complaints had been
lodged before the German Constitutional Court arguing that the financial
arrangement with Greece and other countries and establishment of the financial
stabilisation mechanism was made by an ultra vires action of the European Union
which should be declared contrary to the German Constitution.16

Because of the legal uncertainties, the European Council launched the
simplified Treaty revision by the adding of a new paragraph to Article 136 of
that Treaty, which explicitly allows the establishment of a permanent European
assistance fund (i.e. the European Stabilization Mechanism). At the European
level further steps are not required, but the amendment will enter into force
only if approved by the all member states of the EU “according to their own
constitutional requirements and procedures”. That is the reason why some
analysts comment that “simplified revision procedures” is perhaps an “unduly
optimistic way” for presenting alternatives to the ordinary procedure.17

FINANCIAL STABILITy PACKAGE

Since March 2010 to the end of the 2010 the EU member states agreed on a
range of multilateral, intergovernmental and communitarian decisions and
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15 Bruno de Witte, “The European Treaty Amendment for the Creation of a Financial Stability
Mechanism”, op. cit., p. 6. 

16 See: Federal Constitutional Court Press office, Press release no. 30/2010 of 8 May 2010, Order
of 7 May 2010 – 2 BvR 987/10 – Internet: http://www.bverfg.de/pressemitteilungen/bvg10-
030en.html.

17 Bruno de Witte, “The European Treaty Amendment for the Creation of a Financial Stability
Mechanism”, op. cit., p. 3.
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agreements regarding the financial crisis. They include decisions on the financial
stabilization mechanism (EFSM) and the financial stabilization facility (EFSF),
some kind of ad hoc funds for financial assistance. Till the end of the 2011 they
initiated yet another, now permanent fund to be established in 2013 (European
Stability Mechanism, ESM) when the procedure of the simplified treaty revision
was being completed. The ESM is just one part of the comprehensive package
of measures including in particular the “Euro Plus Pact” adopted in spring 2011.
Before these measures were adopted at intergovernmental and communitarian
levels, all member states of the EU concluded with Greece a series of bilateral
agreements at the very outset of the crisis.

A sovereign debt crisis itself is considered as a consequence, among other
things, of the noncompliance with the financial discipline criteria provided by
the Maastricht treaty, which were further confirmed throughout one older
eurozone “pact”, namely the Stability and Growth Pact.

Stability and Growth Pact – 1997

The Stability and Growth Pact (SGP) was adopted in 1997 as an agreement
among the 17 Member states of the EU that take part in the eurozone. It was an
essential part of the macroeconomic framework of the EMU and its aim was to
avoid the occurrence of an excessive budgetary deficit in the euro zone after
the start of the third stage of economic and monetary union (EMU) on 1 January
1999. Primarily based on the Maastricht convergence criteria and the Treaty
provisions on the multilateral surveillance, the SGP included the two nominal
criteria for debt and deficit (the 3% of GDP reference value for the deficit ratio,
and the 60% of GDP reference value for the debt ratio) and the medium-term
budgetary objectives.18

The Maastricht criteria and the SGP de facto reflected German economic
model and its long maintained tradition of a low-inflation policy, which have
been an important part of the German strong economy’s performance since the
1950s.19 But the pact was applied inconsistently and proved not to be
enforceable against the larger countries, Germany and France, the biggest

18 The Stability Pact consisted initially of the Resolution of the european council of 17 June 1997 on
the Stability and Growth Pact, the council Regulation (EC) No 1466/97 of 7 July 1997 on the
strengthening of the surveillance of budgetary positions and the surveillance and coordination
of economic policies, and the council Regulation (EC) No 1467/97 on speeding up and clarifying
the implementation of the excessive deficit procedure and the Resolution of 17 June 1997 on
the Stability and Growth Pact. The SGP fully entered into force on 1 January 1999.

19 The German government had hoped to ensure the continuation of that policy through the
SGP which would limit the ability of governments to exert inflationary pressures on the
European economy. The SGP was initially proposed by German finance minister Theo Waigel
in the mid 1990s.



promoters of it when it was created. Under the pact definition of the “excessive
deficits”, these countries have run it for some years, when on 2005 the Council
of Ministers failed to apply sanctions against them. The main reason of that is
the influence of the larger countries and large number of votes on the Council
of Ministers which must approve sanctions. Under the pressure of France and
Germany, in March 2005 the EU Council relaxed the rules of the SGP.20 Despite
the large countries have not been penalized, punitive proceedings being started
in case of dealing with Portugal (2002) and Greece (2005), though fines were
never applied in these cases either.21 Generally, the convergence criteria were
not automatically and routinely applied, and the larger countries showed
greater resistance to sanctions.

May 2010 sovereign debt crisis

The Greek debt crisis exploded in 2009 when the country has reached what
many consider to be unsustainable levels of government debt and deficit.22

Greece was evidently unable to sustain the limit of the Maastricht criteria; the
crisis threatened to spread to other states in the eurozone with similar
performances; and since early 2010 the whole eurozone has been threatened
with a major debt crisis. As a consequence of the difficult situation of Greece
and the resulting volatility in the financial markets, the heads of state and
government of the euro countries declared in March 2010 their fundamental
willingness to support Greece with their own bilateral loans, in addition to
financing by the International Monetary Fund (IMF).23 On 2 May 2010, the
states of the euro group decided to make available, in connection with a three-
year IMF programme with estimated total financing requirements of 110 billion
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20 The two main criteria (of 3% for budget deficit and 60% for public debt) were maintained, but
the decision to declare a country in excessive deficit can now rely on certain parameters: the
level of debt, the behavior of the cyclically adjusted budget, the duration of the slow growth
period and the possibility that the deficit is related to productivity-enhancing procedures. On
the application of the convergence criteria and the SGP: Philipp Bagus, The Tragedy of The euro,
Ludwig von Mises Institute, 2010, pp. 14 ff. http://mises.org/books/bagus_tragedy_of_
euro.pdf.

21 On 20 March 2005 the Council adopted a report entitled “Improving the implementation of
the Stability and Growth Pact”. The report was endorsed by the European Council in its
conclusions of 22 March 2005, which stated that the report updates and complements the
Stability and Growth Pact, of which it is now an integral part. On 27 June 2005 the Pact was
complemented by two additional Regulations amending the Regulations 1466/97 and 1467/97.

22 The Greek 2009 budget deficit stood at 15.4% of GDP; the public debt to GDP ratio has reached
to 12.7 percent. Goldman Sachs was accused of helping Greece to mask its government debt.

23 Greece was intended to be supported only if support should actually prove necessary. The
states participating in the aid package were to decide about the payments then. On 23 April
2010, Greece applied for financial aid of the states of the euro group and the IMF.
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euros, up to 80 billion euros as financial aid to Greece in the shape of
coordinated bilateral loans.24 Without any instrument provided by the Treaty,
it was necessary to establish a mechanism for bilateral loans coordinated by the
Commission.25 The European Union was not formally involved in the
agreement, except that the Commission was charged by the euro countries to
coordinate the lending operation. The EU Commission subsequently
negotiated, with the participation of the European Central Bank (ECB), the
details and conditions of an aid package with the IMF and Greece.26

At the national level, for example German one, this resulted in the German
Bundestag adoption on (7 May) a law on the giving of guarantees to maintain
the Greece ability to pay, which was authorised by the Federal Government. On
the same day, the complaints lodged a constitutional complaint together with
an application to issue a temporary injunction; they essentially apply for the
Germany to be prohibited from giving financial aid to Greece, but the German
Federal Constitutional Court decided not to issue a temporary injunction
because “the general public would be under the threat of more serious
disadvantage if the temporary injunction were issued and the assumption of the
guarantees later proved permissible under constitutional law”.27

Besides bilateral agreements with Greece, since May 2010 to the end 2010
member states of the EU have developed a range of multilateral ―
communitarian and intergovernmental decisions and agreements regarding
further development of the financial crisis, including the establishment of some
kind of ad hoc funds for an financial assistance to endangered countries of the
eurozone, and to the end of the year it was considered instituting the procedure
of simplified treaty revision in order to set up new permanent financial fund.

European Financial Stabilization Mechanism (EFSM) and European
Financial Stabilization Facility (EFSF) – May/June 2010

At the same time with the agreements on bilateral loans with Greece, euro
area heads of states and governments suggested, first of all, the proposal for a
“European stabilization mechanism to preserve financial stability in Europe” (7
May 2010).28 A few days latter, at the Council session of 9 May, the ministers of

24 Up to 30 billion euros of the aid have been provided in the first year.
25 Comments by Herman van Rompuy, President of the European Council, on Greece and

solidarity in the Euro area, PCE 83/10, European Council The President, 5 May 2010, Internet:
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/114223.pdf.

26 The euro group’s financial aid is intended to be provided in the context of a strict conditionality.
27 See: Federal Constitutional Court Press office, Press release no. 30/2010 of 8 May 2010, op. cit.
28 Statement of the Heads of state or Government of the Euro Area, 7 May 2010, Internet: http://

ec.europa.eu/commission_2010-2014/president/news/speeches-statements/pdf/114295.pdf.



the euro area countries, wearing their intergovernmental hats, adopted a Decision
in which they committed themselves to support a separate and additional loan
and credit mechanism ― european Financial Stabilization Mechanism (EFSM)
which could be used in future situations similar to that of Greece.29 There is a
long standing practice of government representatives “switching hats” during
a Council meeting and adopting decisions qua states (rather than qua Council
members), but this phenomenon is quite unusual in a context of enhanced
cooperation such as this one, namely limited to the euro area countries.30

The initial European stabilization mechanism was based on Article 122 of
the TfEU (exceptional circumstances beyond member states’ control) and an
intergovernmental agreement of the euro area member states, with a volume of
up to 60 billion euro foreseen and activation subjected to strong conditionality.
In addition, euro area member states have expressed readiness to complement
resources through a “Special Purpose vehicle” (SPv) guaranteed on a pro rata
basis by participating member states in a coordinated manner and that will
expire after three years, respecting their national constitutional requirements,
and up to a volume of 440 billion euro. Altogether, the financial assistance for
eurozone states had a proposed total volume of up to 500 billion euros.31

At the same time, the Council adopted Regulation establishing a European
Financial Stabilization Mechanism (EFSM). The Regulation was also based on
articles 122 of the TfEU, and it provides the conditions and procedures under
which Union financial assistance may be granted to a member state which
experiencing, or which was seriously threatened by a severe economic or
financial disturbance caused by “exceptional occurrences beyond its control”.32
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29 The decision has the following denomination: “Decision of the Representatives of the
Governments of the Euro Area Member States Meeting within the Council of the European
Union”. See Internet: http://register.consilium.europa.eu/pdf/en/10/st09/st09614.en10.pdf.
See also: Council of the European Union, Extraordinary Council meeting, Economic and
Financial Affairs, Brussels, Press Release 9596/10 (Presse 108), 9/10 May 2010, Internet:
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ecofin/114324.pdf.

30 Bruno de Witte, “The European Treaty Amendment for the Creation of a Financial Stability
Mechanism”, op. cit., p. 6.

31 The other suggested measures were related to financial-market regulation and supervision in
derivates markets, role of the rating agencies, and strengthening economic governance in
general. Besides these proposals, the European Central Bank decided to buy bonds on the
secondary market through its Securities Purchase Programme, first used for Greece, though
extended in 2011 to Portugal, Ireland, Italy and Spain. See: Decision of the European Central
Bank of 14 May 2010 establishing a securities markets programme (ecB/2010/5)
(2010/281/EU), official Journal of the european Union, L 124, 20.5.2010, pp. 8–9. See also:
COM(2010) 367/2, enhancing economic policy coordination for stability, growth and jobs – Tools for
stronger eU economic governance, European Commission, Brussels, 30.6.2010. Internet:
http://ec.europa.eu/economy_finance/articles/euro/documents/com_2010_367_en.pdf

32 Council Regulation 407/2010 of 11 May 2010 establishing a European financial stabilization
mechanism, official Journal of the european Union, OJ 2010, L 118.
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The Regulation provided that, given their particular financial implications, the
decisions to grant Union financial assistance require the exercise of
implementing powers, which should be conferred on the Council.33

Shortly after the Regulation, on 6 June 2010 member states of the eurozone
adopted “EFSF Framework Agreement” for the establishment of the european
Financial Stability Facility (EFSF) in the place of the previously planed fund
named “Special Purpose vehicle”. The EFSF was conceived for providing
temporary financial assistance to euro area member states in difficulty and, in
terms of its lending and guarantee capacity with a total amount of 440 billion
euro far outstrips the EFSM (only 60 billion euro). The Agreement was signed
between the 16 eurozone member states and the EFSF as, in legal terms, a
private company established in Luxembourg but jointly controlled by the euro
area states.34 The operation of the EFSF was limited by the founders to a period
of three years, and afterwards the EFSF would be close down on June 30th
2013.35 If there is a financial operation then the EFSF would exist until its last
obligation has been fully repaid. The EFSF became fully operational after the
EFSF has received 13 commitment confirmations from euro area Member
States, which represent 94.9% of the total guarantee commitments (minimum
necessary 90%). Therefore, according to the Framework Agreement, the
obligation of euro area Member States to issue guarantees entered into force
in August 2010.36 Issues would be backed by guarantees given by euro area
Member States (of up to € 440 billion on a pro rata basis), in accordance with
their share in the paid-up capital of the European Central Bank (ECB).37 The
EFSF would provide loans by issuing bonds or other debt instruments
guaranteed by euro area Member States, but the EFSF do not its own funding:
the funding will be done by the German Debt Management Office

33 ibidem, preamble, par. 6.
34 eFSF Framework agreement between Kingdom of Belgium, Federal Republic of Germany,

Ireland, Kingdom of Spain, French Republic, Italian Republic, Republic of Cyprus, Grand
Duchy of Luxembourg, Republic of Malta, Kingdom of the Netherlands, Republic of Austria,
Portuguese Republic, Republic of Slovenia, Slovak Republic, Republic of Finland, Hellenic
Republic - and European Financial Stability Facility, PARIS-1-1075295-v16, Execution version,
7 June 2010; Internet: http://www.bundesfinanzministerium.de/nn_1270/DE/Wirtschaft__
und__verwaltung/Europa/20100609-Schutzschirm-Euro-Anlage-1-eng,templateId=raw,
property=publicationFile.pdf, 25/06/2010.

35 Whereas the EFSM had no fixed sunset clause, although its operation must be reviewed every
six months so as to respect the exceptional character of the measure.

36 “EFSF becomes fully operational”, Luxembourg, 04 August 2010. The European Financial
Stability Facility (EFSF) web site, http://www.efsf.europa.eu/mediacentre/news/2010/2010-
002-efsf-becomes-fully-operational.htm.

37 See table in Annex 2 of the Framework Agreement. The largest ECB capital subscription key
percent belongs to Germany (18.9373%).



(Bundesrepublik Deutschland – Finanzagentur GmbH), although the EFSF is the
issuer. The funding strategy is still under discussion.38

The main economic dilemma related to those funds is their volume, i.e. the
question does they have enough resources to became a credible deterrent
against a recurrence of the recent turbulence in the euro area sovereign debt
markets.39 Besides, that the referred funds have gone through several names
(EFSM, SPv, EFSF) reflected their uncertain purposes. Also, there are several
legal uncertainties related to these arrangements, which could be put before
courts. For example, the potential complaints have not yet been announced
before the German Constitutional Court, but there are some speculations about
them. The constitutional complaints already had a various repercussions:
Germany insisted on Treaty changes to make the legal base for a permanent
anti-crisis mechanism legally waterproof.40 In the autumn of 2010 the German
government managed to convince the French government, as emerged from
a joint Franco-German declaration made in Deauville on 18 October 2010, in
which the two countries considered that an amendment of the treaties is
needed. Formally, the proposal for revising Article 136 of the TfEU was
submitted to the European Council by the Belgian Government on 16
December 2010.

European stability mechanism (ESM) 
and simplified treaty amendment ― 2011

The fund with an effective lending capacity of 500 billion euro ― european
Stability Mechanism (ESM) ― will replace the EFSM and the EFSF which remain
in force until June 2013. The general agreement on the need for Member States
to establish a permanent crisis mechanism to safeguard the financial “stability
of the euro area as a whole” was found at the European Council meeting of 28-
29 October 2010. The European Council agreed that, as this mechanism is
designed to safeguard the financial stability of “the euro area as whole”, Article
122 of the TfEU (Union financial assistance to the Member State in case of
“natural disasters or exceptional occurrences beyond its control”) will no longer
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38 Initially, the EFSF has received the best possible credit rating off all major rating agencies
(Standard & Poor’s “AAA”; Moody’s “Aaa”; Fitch Ratings “AAA”). See more: “The European
Financial Stability Facility (EFSF) – FAQ”, The European Financial Stability Facility (EFSF) web
site, http://www.efsf.europa.eu/attachments/faq_en.pdf.

39 See: Daniel Gros and Alessandro Giovannini, “The EFSF as a European Monetary Fund: Does
it have enough resources?”, centre for european Policy Studies, 2011, Internet: www.ceps.eu/
ceps/download/5944.

40 Nicolaus Heinen, “Constitutional complaints: German rejection of rescue packages unlikely”,
Deutsche Bank Research, March 17, 2011, Internet: http://www.dbresearch.de/PROD/DBR
_INTERNET_EN-PROD/PROD0000000000271154.PDF.



be needed for such purposes.41 The President of the European Council was
invited to undertake consultations on a limited treaty change required to that
effect, not modifying article 125 TFEU (“no bail-out clause”).42 This resulted
from the discussions among the EU governments, and meant that the Treaty
amendment rather than deleting the “no-bail out clause” would take the form
of a lex specialis regime put alongside that clause. This paved the way for the use
of the simplified revision procedure, first introduced by Lisbon Treaty for
immediate revisions which do not increase the competences of the Union.

Following the previous political agreement, a draft text of the amending
decision was prepared for adoption by the next European Council meeting on
16-17 December 2010.43 This draft decision then formed the basis for the
consultation of the European Parliament, the Commission and the European
Central Bank. The European Parliament proposed some changes which aimed
at inscribing a complementary role for the European Union institutions, in
particular by stating that the principles and rules for the conditionality of
financial assistance under the mechanism should be determined by an EU
regulation adopted under co-decision. This, however, would have implied that
the Treaty amendment would have conferred new competences on the
European Union and, hence, the simplified revision procedure would no longer
have been available.44

The next March 2011 European Council meeting decided not to modify a
word of the draft decision which it had adopted in December 2010 and not to
mention the EU institutions at all.45 Instead, the European Council adopted
“further particulars” relating to the future ESM which provides for a close
involvement of the Commission in the ESM’s eventual operation.46 The
Commission would be called to act once again (as in the current Greek and
EFSF regimes) as an “agent” of an intergovernmental cooperation system. The
ESM will be established by a treaty among the euro-area member states as an
intergovernmental organization under public international law and located in
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41 Conclusions of the European Council of 28–29 October 2010, EUCO 25/10, Brussels, 30
November 2010, p. 1; Internet: http://www.consilium.europa.eu/uedocs/cms_data/docs/
pressdata/en/ec/117496.pdf.

42 ibidem, p. 2.
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Luxemburg. It seems that “once again, international law is being used as a tool
for the development of the European integration process”, and the implication
of this is that the future operation of the ESM will not be subject to the normal
constraints of the EU legal order, as regards for example decision-making
procedures, subsidiarity control and judicial review.47

The European Council decision aiming at the amending the TfEU by the
addition of a just one new paragraph to Article 136 of that Treaty (provisions
specific to member states whose currency is the euro) which consisting of two
short sentences runs as follows: “3. The Member States whose currency is the
euro may establish a stability mechanism to be activated if indispensable to
safeguard the stability of the euro area as a whole. The granting of any required
financial assistance under the mechanism will be made subject to strict
conditionality.”48 Further steps at the European level are not required, but the
amendment will enter into force only if approved by the 27 member states of
the EU, even though the stability mechanism itself will be operated by the euro
area states only. This “approval” must be given according to member states
own constitutional requirements and procedures. This will be the first use of
the simplified Treaty revision procedures created by the Lisbon Treaty, the
perspective of which will be analyzed in the next part of the paper.

The establishment of the ESM and the required Treaty revision were
conceived as parts of a comprehensive package of measures agreed at the
March 2011 European Council by the euro area heads of government joined by
six non-euro member states (Denmark, Latvia, Lithuania, Poland, Romania,
Bulgaria), including in particular the “Euro Plus Pact” on stronger economic
policy coordination.49 Therefore, the “Euro Plus Pact”, although approved
during a European Council meeting, is not a decision of the European Council
but an instrument of enhanced cooperation grouping the euro area countries
and some, not all, other member states of the EU for which it stay opened (out
are: the UK, Sweden, Hungary, Check Republic).

EMERGING REGIME OF SIMPLIFIED TREATy REvISION

The procedure of simplified treaty revision itself was introduced by the
Lisbon Treaty. One of the central innovations of the Treaty of Lisbon concerns
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the introduction of alternatives to the ordinary revision procedure in form of
two new modes of amendment. In principle, the Treaty now provides three
types of procedure according to which the Treaties may be amended: the
ordinary revision procedure (Article 48.2 to 48.5 of the TEU), the simplified
revision procedure (Article 48.6 of the TEU), and what is known as the bridging
procedure or passerelle (Article 48.7 of the TEU).50

Amendments in the ordinary revision procedure, which may serve either to
increase or to reduce the European Union’s competences, shall as before be
agreed by a conference of representatives of the governments of the Member
States, possibly after involving a Convention composed of representatives of
the national parliaments, of the heads of state or government of the member
states, of the European Parliament and of the Commission. The amendments
shall enter into force after being ratified by all the Member States in accordance
with their respective constitutional requirements.

Amendments according to the simplified revision procedure require a
unanimous decision by the European Council, which enters into force after
being approved by the Member States in accordance with their respective
constitutional requirements.51 Thus, a further deepening of integration will be
possible without calling an intergovernmental Conference and a Convention,
but simply by means of a unanimous decision of the European Council adopted
with the consent of the European Parliament and after national ratifications.
The broad scope of amendments of primary law which may be amended with
the simplified revision procedure is restricted to Part Three of the TfEU related
to the internal policies and action of the EU (including the Single Market and
the EMU, a total of 172 Articles). The only restriction is the prohibition of
extending competences already conferred on the European Union in these
fields of policies.

Amendments in the general bridging procedure (or so called passerelle) are also
based on a unanimous decision of the European Council, which however, can
only be adopted after obtaining the consent of the European Parliament and
also requires that no national Parliament makes known its opposition to the
proposal within six months. The difference with the ordinary revision
mechanism is that national parliaments, instead of being required to give their
positive approval to proposed amendments, will have the option of expressing
their negative opinion by vetoing a proposed amendment. Unlike the ordinary
and the simplified revision procedures, the general bridging procedure

50 For detailed analysis of the revision procedures see the decision of the German
Bundesverfassunggerich in the “Lisbon Case”: Bundesverfassunggerich, BverfG 2 BvE/08 vom
30.6.2009, Absatz-Nr. (1–421), paras 51-53, 306-329, http://www.bverfg.de/entscheidungen/
es20090630_2bve000208.html

51 Article 48.6(2) sentence 3 of the TEU.



concerns selective amendments, which refer to voting in the Council or the
legislative procedure. Where the TfEU provides for the Council to act by
unanimity in a given area or case, the European Council may adopt a decision
authorising the Council to act by a qualified majority in that area or in that
case.52 Furthermore, the European Council may adopt a decision allowing for
the adoption of legislative acts within the scope of application of the TfEU in
accordance with the ordinary legislative procedure instead of the special
legislative procedure.53

The legal base of the proposed Treaty revision procedure regarding the
establishment of the european Stability Mechanism (ESM) is referred paragraph
48.6 of the TEU on simplified Treaty amendment. The differentiation in the
Treaty amendment procedure between an “ordinary” rigid treaty revision
procedure, and two separate “simplified” revision procedures is based on the
difference between “fundamental” and “less fundamental” parts of the Treaties,
where national ratification procedures are required only for the basic treaty
provisions usually.

Upon a closer examination of the prescribed the simplified treaty revision
procedure (Art. 48.6 of the TEU), it soon appears that this is not really a
simplified procedure at all. As in the paragraph on bridging procedure (Art.
48.7 of the TEU), there will be no need for a Convention or a Conference; the
amendment will rather be adopted directly by the European Council acting by
unanimity of its members. But that decision will be subject to “approval” by
each member state under its own constitutional requirements, and that is the
crucial difference (with paragraph of the Article 48.7 of the TEU). One may
expect these constitutional requirements to involve, in most if not all member
states, a consultation of the national parliament and probably also a positive
vote of approval by the parliament, but nothing prevents the states from also
calling a referendum on the proposed treaty change.54 In that case, whether the
simplified procedure is really any simpler than the ordinary revision
procedure? Optimistic expectations that considerable rigidity of the simplified
procedures may be overcome in the case of the adding the new paragraph to
Article 136 TfEU, are based on the circumstance that countries such as the
United Kingdom, Denmark and Sweden will not be part of the ESM and,
therefore, they have no particular reason to object to this Treaty amendment.55

However, main doubts remain regarding the positions of the United Kingdom.
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Probably most contentious and more general question is that it might not
always be clear whether a proposed amendment will increase the Union’s
competences. The implications of the authorisation to amend provisions of Part
Three of the TfEU can only be determined to a limited extent; as regards
substance, they are hardly predictable.56 So there might be some contestation
in the future on the question whether the use of the simplified procedure is
appropriate.

At least as far as Germany is concerned, the Constitutional Court narrowly
interpreted Lisbon’s clauses for simplified modification procedures, including
the bridging or flexibility clauses. The Court has put an early end to that
flexibility by insisting on full bicameral ratification (two thirds of Bundestag and
of the Bundesrat) for each decision regarding the use of the passerelle type
procedures and other flexibility clauses. The Court rejects the idea of future
treaty amendment by tacit consent that would undermine the prerogatives of
the national legislature and, essentially, German sovereign statehood.57 The
Court declared that abbreviated procedure in Germany always require a law,
as a lex specialis.58

The question on a distribution of competences is closely connected with
democratic legitimisation of the European Union bodies and institutions.
Actions of the EU are only democratically legitimised as long as they remain
within the framework of the competences which the member states have
transferred and conferred to the Union. Democratic legitimation requires “an
actual uninterrupted link to the people of a member state”. Activities which
are not covered by the tasks that have been transferred are not thus “co-
legitimated”; in this sense, the competences given to the Union by the member
states convey and limit the (objective) context of legitimation in which each
body which exercises sovereign power must stand.59

The general principle permitting the member states to transfer individual
competences onto the European Union, and protecting them against a

56 BverfG 2 BvE/08 from 30 June 2009, op. cit., par. 311.
57 The Germany is not the only example. Prior consultation of the national parliaments is also

foreseen in the United Kingdom under the EU (Amendment) Act of 2008. Besides, The French
Constitutional Council demanded that the French Constitution be amended so as to
accommodate those provisions of the Treaty of Lisbon that (potentially) confer new powers
on the EU, including the various passerelles; but this was with a view to a single ratification of
the clauses in question, not for the authorization of their application in each individual case in
the future. See more: Philipp Kiiver, “German Participation in EU Decision-Making after the
Lisbon Case: A Comparative view on Domestic Parliamentary Clearance Procedures”, German
Law Journal, vol. 10, 2009, pp. 1287–96.

58 See: BverfG 2 BvE/08 from 30 June 2009, op. cit., paras 312, 306-328.
59 Leitsätze zum Beschluss des Zweiten Senats vom 6. Juli 2010 – 2 BvR 2661/06, Absatz-Nr. (1

–116), par. 96. Internet, http://www.bverfg.de/entscheidungen/rs20100706_2bvr266106.html.



European competence to decide on its own competence (Kompetenz –
Kompetenz) is the principle of conferral, which provides the strongest support for
the critical evaluation of EU law on the institutional level.60 In that process, it
must be always kept in mind that the specific dangers to the safeguarding of
the competences, and hence the democratic legitimation in the case of the
European Union, emerge less from grievous — and as such recognisable —
assumptions of competences in individual cases than from gradual
developments in the course of which minor transgressions of competences,
which per se might be slight, accumulate to have significant consequences. In
many cases, it will only be possible to properly evaluate the suitability of an
individual act to bring about structural shifts in the structure of competences
in retrospect. This risk presumably inherent in all federal systems of “political
self-amplification” of the higher level exists to a particular degree in the case of
the European Union, given that the distribution of competences here – unlike
in federal states – is not objective, but takes place at a final level.61

CONCLUDING REMARKS

When the last general revision of the Treaties of the European Union ―
Treaty of Lisbon, entered into force, it seemed there was undeniable
“institutional reform fatigue”. But nowadays the Treaty amendment was
considered being necessary, as one of the tools in responding to European
sovereign debt crisis. The simplified Treaty amendment has been launched for
an establishment of the permanent European stability mechanism as a part of
a comprehensive package of measures on stronger economic policy
coordination in the euro area. 

Previously, since May 2010 to March 2011 the EU member states have
adopted various legal instruments of public international law, European Union
law and private law. That complex regime of anti-crisis measures ― the range
of bilateral, intergovernmental and communitarian decisions and agreements,
raised a number of issues of legal interpretation. It was adopted at a very
controversial legal basis, and there were potential “constitutional” problems.
It was not entirely certain whether the measures taken by the EU countries
comply with the TfEU rule that prohibits EU states from giving financial
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support to each other — the so-called “no-bailout rule”. Besides, it was disputed
that a mechanism of lending money is not caught by the Treaty prohibition on
giving (direct) financial support, and there are some remaining doubts.

Because of the legal uncertainties, the European Council launched the
simplified Treaty revision by the adding of a new paragraph to Article 136 of
that Treaty, which explicitly allows the establishment of a permanent European
assistance fund (ESM). If this amendment is adopted, the Treaty amendment
rather than deleting the “no-bail out clause” would take the form of a lex
specialis regime put alongside that clause. The amendment will enter into force
only if approved by the 27 member states of the EU according to their own
constitutional requirements and procedures. Whether it will enter into force
remains an open question. 

The fund will continue to exist in parallel with the provisions on “no-bail
out”, and it will have the legal treaty base, but it will be established as an
intergovernmental organization under public international law. The funding
strategy is still under discussion, as well as a detailed institutional arrangement
and competences of EU institutions within it. This raises the question of the
specific dangers to the safeguarding of the member states competences, and
hence the democratic legitimation of the arrangement. Minor transgressions of
competences, which per se might be slight, when accumulated may have
significant consequences. 

The main economic dilemma related to those fund is their volume, i.e. the
question does it have enough resources to became a credible deterrent against
a recurrence of the recent turbulence in the euro area sovereign debt markets. 
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ABSTRACT
Today all countries in the World are faced with deep social, political and
economic transformations and development problems. One among
causes of current problems – among others causes – are larger and larger
differences among reach and poor countries, and among different
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Intention of this article is to underline importance of institutions and their
role in development of market based economies of countries in transition.
Starting point is that stability and development are not rivals, but they
are mutually interconnected, and a relatively successful macroeconomic
strategy and development plant must include both goals. 
This article clearly indicates that for overcoming of the transition crisis a
new approach to development in industry, technology, investments and
knowledge is necessary, which could enable national economy based on
better using of own resources to be more competitive on the world
market, increase export, and finally membership in EU. 
Key words: transition, crisis, institutions, stability, development.
JEL Classification: JEL Classification: P21, P35.

INTRODUCTION

The transition process in former socialist countries of Central and Eastern
Europe began without theoretical foundation, without a clear vision, without
an established development strategy, without clearly stated development goals
and other similar and necessay documents. So many “great economists”
emphasized that the main objective of transition is privatization. Mass
privatization of the company has statrted without specified implementation
conditions and that there was almost no conditions required for its
implementation. An attempt was made to make dicontinuity with the
institutions of the previous system, but a new were not constituted according
to the “escape into to capitalism” (Galbraith). This created a vacuum in which
the global proclamations were: liberalization, decentralization and privatization.

Market system could not be developed without development of the market
institutions (capital, labor, financial markets, developed banking system, stable
legal system, etc.). The democracy could not emerge by itself. In such a way
there was a wish to create something based on nothing, which is impossible to
do. International financial institutions like IMF, WB and WTO, contributed to
this process imposing their development model that has not been applied in
any developed country before. However, the countries that have developed
their own concept of development and applied gradual development instead
of “shock therapy” like former socialist countries in Europe and Asia – such as
Slovenia, China, Vietnam, India and so on- scored and achieved remarkable
economic and other results. After all, China has the economic power becoming
the second country in the world.

Therefore, although the transition in former socialist countries of Europe
has been last over two decades, this process cannot be considered as completed.
Also, it cannot be forecasted the final outcome, nor a new model of society
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toward all transition countries are tending. In addition, beside some certain
common characteristics, there are specific ways and methods of transition
toward a new society which are not only the consequence of historical, cultural,
economic and political specificities of individual countries in transition, but also
a vague vision of a new society toward these countries tend.

Transition in the post real-socialistic countries which lasted until 1994/1995
year, was focused on solving of the acute economic and social problems
inherited from the socialist period, primarily macro-economic stabilization,
liberalization and beginning of the process of structural change. The second
phase, which is being marked by their efforts to build institutions of open
market economy and integration into European financial and political
structures, primarily membership in the EU that now dictates the transition
processes in the countries concerned. Most of these countries sought admission
to the EU as part of activities of the EU extension toward the East, after adoption
of the ‘Agenda 2000’, after many of new countries became the members, and
some others are in the process of joining the EU.

The transition countries, including our country, have to resolve three basic
economic tasks in the transition process: (a) to address successfully the issues
of the macroeconomic stabilization, (b) to solve the problems of structural
transformation and (c) to create conditions for successful economic and social
development. Our country needs to solve the problems of reconstruction of the
economy which has experienced enormous destructions during the NATO
campaign – the bombing and sanctions in the area. Addressing issues of
macroeconomic stabilization should contribute to establishing the economic
balance and pulling out the economy of some countries in transition from deep
social and economic crisis. Depending on the depth of the crisis and the degree
of economic disturbances, this problem can be solved by one-time and multiple-
time measures of economic policy in the short and long term. 

In contrast, solving problems of structural transformation, i.e., creating a
rational and efficient economic structure, is a very long-term economic
phenomenon that requires decades. Resolving of this problem should enable
the countries in transition effective and rational economy functioning and
should including of their economies into the international division of labor
based on equal and competitive basis. The process of structural change during
transition process cannot be stochastic and by inertia, but on the contrary, it
must be socially directed, which means that must constitute an integral part of
a strategy of long-term economic development of any country in transition,
including our country. As for the creation of favorable conditions and starting
a successful social and economic sustainable development, at least has been
done into the transition countries of South-eastern Europe.
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PROBLEMS OF BUILDING OF MARKET ECONOMY INSTITUTIONS 
IN TRANSITION COUNTRIES OF SOUTH-EAST EUROPE

Attempts to reach macroeconomic stabilization price liberalization and the
fight against inflation, through fiscal consolidation and tighter control of money
issue, by applying the model of “shock therapy”, as it is recommended by the
IMF and World Bank, have not given proper effect, and in fact it led to a major
crisis of 2008. Namely, a large number of intellectuals in the transition countries,
as well as true scholars of Western countries since the beginning were warning
that the East must not “break through the knee” and that the liberal concept of
development is unacceptable at the beginning of the 21st century, and that the
requirements for general privatization are neo-bolshevism or “blitzkrieg”, and
evolutionary way of development must be applied instead, taking into account
the specificities of each country. Their attitudes and opinions were presented
at several international conferences of economists (1992 Milan, 1994 Moscow,
2000, Tokyo, etc.).

Unfortunately, new political structures and some economic experts believed
that the solution “escapes into capitalism” as soon as possible – Galbraith
through shock therapy is right solution. The basic motto was that a chasm has
to be jumped over in one jump, but they forgot that it is a possible outcome
that chasm not to be overcome, but jumper to fall into the chasm. Thus, these
countries experienced a great shock, but the therapy failed.

The most illustrative criticism of the process of transition is given by Joseph
Stieglitz, when he analyzed Russian and Chinese reforms, knowing that
Chinese reforms delivered far better results of Russian. Stieglitz assumes that
the countries in transition muddled means and goals. “They understand
privatization as an indicator of success rather than as a means to achieve far
more significant goal. Even the creation of a market economy should be
understood as a means to achieve some broader goals. It’s not only to establish
a market economy, but to improve living standards and sustainable impact
based, balanced and democratic development”. Related to the privatization he
further points out: “I want to say that those who advocated” shock therapy “,
with an emphasis on privatization, has failed because they did not understand
modern capitalism, they also suffered from undue influence of academic
oversimplified models of a market economy. However, such failures should
not be viewed charitable.” Further Stieglitz adds: “It’s easy just to split the state
property, particular to own friends and partners”.3

Instead of a campaign for privatization in the transition process it was much
more useful to focus attention on entrepreneurship, because only the

3 Dr J. Stigliz, Kuda idu reforme? Deset godina tranzicije, časopis Smisao, Beograd, br. 8-9/1999, str.
138, 139 i 140.



knowledge, inventiveness and other things like these can pull out economy
from the crisis in the beginning of 21st century. Therefore it would be more
reasonable that restructuring of production, organization and financial
restructuring of the economy has been done and healthy companies as market
entities capable for market competition are created, instead they are privatized
in dubious shape. Therefore, instead of the Privatization Agency it was better
to establish an agency for development. A similar procedure is conducted in
developing countries of the West. They first experienced an enterprises
restructuring and recovery, and after that they were privatized. It’s well known
French attitude: “A girl should first be equipped and then get married.” Regard
to this Stieglitz noted: “Entrepreneurship and bankruptcy, opening and closing
of a business, must be understood as two sides of the same coin of economic
changes. The advice that it is necessary only to strengthen the laws on
bankruptcy or just tighten the budget constraints is not good in cases where
there is no developed culture of opening new businesses. If we accept
Schumpeter definition – creative destruction – then we must bear in mind both
words: even the market economy with a long tradition of the great depressions,
when many companies meet the requirements for going into bankruptcy, does
not come out in such a way that all these companies go into the bankruptcy.
An vigorous program for opening and maintenance jobs through the
promotion of entrepreneurship and Keynesian stimuli, must go hand in hand
and they have to precede the restructuring that is caused by companies going
into bankrupcy.”4

Therefore, “those who have studied the order and pace of reform believed
that without appropriate reform strategy there is not much likelihood of success
and failure of reform may indeed be a question mark of its sustainability. The
bottom line is success, not speed. Indeed, the failure can be dangerous if the
reform is not perceived as viable; the investors will have no incentives to enter
into long-term commitments that are necessary for growth. Successful
transition strategy had to be in accordance with the time, including the political
sustainability”, says Stiglitz.5

On the other hand, countries in transition had to start from the achieved
level of economic, historical, ethnic and cultural development and based on
that drawn up new avenues of development into the 21st Century, because
only in this way can come close and reach level of development of well
developed countries and could work with them on equal level. On this basis it
is possible to fit modern trends in the economy and society. It was better
strategy to start mstart from reached market experience and knowledge of
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business in these countries, and continue to further develop them, and to create
market institutions, instead to destroy everything and start from the “blank
piece of paper.” China, Vietnam, India and other countries are applying the
evolutionary way and achieve remarkable results. In connection with this
Stieglitz says: “The reluctance to move from where you are is a historical fallacy,
because the lessons of the past on this issue seem so clear and because they are
so undeniably by human nature confirmed. I am always repeating: the people
must be part of planning, existing institutions must be included in the plan,
education of the population itself is more important than specific projects or
physical changes.”6

Why the reformers did not want to go from there where they are? Perhaps
the simplest explanation is that the post-Soviet reformers anything that could
arose organically from the Soviet and Russian attempts to reform perceived as
something that bears the mark of communism. They wanted an unequivocal
break using “windows chances” to skip and jump over the chasm and jump in
“advanced model”, as is described in Western textbooks.

For many decades before the actual collapse of communism in 1989/1990,
the reformers have worked in Eastern Europe and USSR on de-powering and
decentralization of state. Different models of decentralized socialism were
promoted from Yugoslavia in early fifties, and then it was followed by
abandonment of statism, and decentralization in the Soviet Union. Some
measure of independence and “self-responsibility” were applied in state owned
enterprises. New forms of ownership such as cooperatives and collective
ownership by the working collective were legalized. Law on leasing created
the legal base for the gradual evolution of state ownership; working collectives
could to rent enterprises from the state and to manage them as less or more
private entities in accordance with market logic. The state did not impose these
forms of property to managers and workers. They have been results of
experimenting and collective efforts of the state to seize greater control over
their lives. By the beginning of 1992 about 10,000 companies in Russia in this
way became collective property. Reformers that have been clear that real
transformation requires the participation of all welcome this momentum of
reforms and support as the path toward complete privatization. However,
Western-oriented reformers have opted for the opposite course. In Russia, the
movement for renting of companies has been cut at the root in favor of voucher
privatization. In all countries of the former USSR in official communications
has been emphasized that voucher privatization was necessary in order to
speed up the privatization process, opposite to informal and private recognition
that the movement for renting of companies had to be stopped and something
should be available for voucher privatization.

6 Ibid, pp. 154.



Companies in collective ownership, such as companies owned by the cities
or municipalities or rural community in China, or self-managed companies in
Yugoslavia were far from “perfect” estimated by western standards. In a
number of books the advantages and disadvantages of the Yugoslav model
were listed in detail, and necessary reforms that would improve its efficiency
were proposed. Priory, one would think that the probability to improve the
shape of decentralized property that experienced certain disadvantages are at
least as good as the chances to find new models of privatization. However,
instead of working on how to improve these forms of ownership, to prevent
abuses and use this spontaneous energy, the reformers in all countries like one
focused themself to prevent and stop at the very beginning these “wrong” and
“imperfect” movement that went from the bottom to up and to favor voucher
privatization that were pushed from above, and were based on school models
of auctions of joint stock companies. Why? Partly because they were afraid that
the naive and easily influenced workers will allow to local leaders and political
parties bosses to loot the resources and weaken or destroy the companies. It
happened partly because they felt that the reforms under the new political
regime were far more dramatic than “controlled evolution” that have allowed
the old structures. Some of them there is no doubt approached the reform
process with mentality of the central planners. How is possible efficiently to
“control the process of spontaneous privatization”.7 The fact is that countries
that more respected economic laws, adapting themself to their own conditions,
achieved greater efficiency and rationality.8

As noted earlier, economic thinking in the West this concept of transition
from the start has been subject of very sharp criticism. The most radical in
criticism have been the Nobel Prize winners D. North, J. Stieglitz, G. Kolodko,
J. Galbraith, P. Drucker, et al. Thus, for example, Nobel Prize winner D. North
pointed out that the “neo-classical theory directs attention to the functioning
of efficient markets of production factors and goods, and only a small number
of Western economists understand importance of the necessary and certain
institutional pre-conditions for the development of other markets, but others
are seen as a given.”9

One of the biggest critics of the Washington Consensus is a professor of
Warsaw University and Yale University, and Fellow of the World Bank – G.
Kolodko. He criticizes “neobolshevic” and the liberal concept of the destruction
of all that existed in the previous system; because it assumes that it is impossible
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7 J. Stieglic, pp. 156 and 157. 
8 Petrović, P. 2006, Privatizacija: iskustva Srbije i zemalja u tranziciji, Čigoja, Beograd, str. 9.
9 Nort D, The Contrbution of the New Institutional Economics to an Understanding of the Tranzition

Problem, Helsinki, United Nations University, World Institute for Development Economics
Rescarch, March 1999.
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create something from nothing. Then, he emphasizes a lot of damage that are in
transition created due to the institutional vacuum “nor plan-neither the market”.
Looking the example of Russia, although a similar situation is in other countries,
he said: “Seven Russian tycoons – leaders of the seven industrial, financial and
media empires function as a shadow government by combining its enormous
economic power with spread power of political influence. The price is paid by
all society. It also shows that there is a connection between lack of appropriate
institutional arrangements on the one hand, and the expansion of inequality and
population growth, on the other.”10 In his criticism of neo-liberal concept in
which the government liberalizes and privatize everything, and that everything
the government only drawback, Kolodko said: “Instead what we should draw
back is neoliberalism as an economic theory, and especially economic policy.”11

For the Washington Consensus Koldoko says that mixes the goals and
means, to which and Joseph Stieglitz warns. Therefore, he believes that
policymakers must take into account the three main rates: interest, exchange
rate and tax rate, but above all must respect the fourth rate – a set of voters, the
people. The goal of economic policy is fiscal prudence, a stable exchange rate,
low taxation and deregulation. These are funds that should ensure the ultimate
goal – sustainable development and human well-being, says Koldoko.

Comparative analysis of the Washington (from 1990 year) and Post-
Washington consensus (1997) has been analyzed by the vice-president and chief
economist of the World Bank – Joseph Stieglitz. He points out that the
Washington Consensus has supported the use of a small number of instruments
(including macroeconomic stability, trade liberalization and privatization) that
resulted in a relatively narrow goal – economic growth.

However, Post-Washington consensus forecasts the use of multiple
instruments and has much broader goals. It predicts an increase of living
standards, including improved health and education, not just the increase in
gross domestic product. It requires the provision of sustainable development,
including conservation of natural resources and maintaining a healthy
environment. It is assumed that it just includes development of a better life for
all social classes, not just those at the top and requires democracy, where
citizens will participate in various forms participate in decisions bringing about
things that affect their lives.12

10 Kolodko G., Economic Neoliberalism Became Almost Irrelevant, Vol 9, no. 3 June 1998, World Bank,
Washington, pp. 4–5.

11 Kolodko, p. 6.
12 J. Stiglic, Beyond the Washington Consensuz, Tranzition, Vol. 9, No. 3, june 1998. World Bank,

Washington, pp. 4 and 5.



Strategy “to escape to capitalism” and neo-liberal conceptions of
development have led to the great devastation of countries in transition: negative
growth rates of gross domestic product, the decline in living standards, high
unemployment, inflation, indebtedness, decline in foreign trade and similar.

Weak performance in most countries in transition have led to the major
social tensions, and these tensions have led to the major social deviations which
are referred as “wild capitalism,” “primary accumulation”, “neo-bolshevism”,
“mafia”, etc. The debts of countries in transition have increased since 1990 year
from 80 to about 500 billion dollars. These countries have been gradually
converted into the countries that supplies only processing of the raw material.

The West is investing its capital in these countries carried out, in fact,
“buying the market” because the investors usually confined domestic capacity,
transforming the buildings into warehouses for the commodity imported from
the West. There were no new facility or technology was introduced, and such
a way thereby the process of disinvestment and deindustrialization of the
economy especially in transition countries has been completed. These countries
are increasingly becoming a source of raw material, a source of cheap and
educated workforce, the market for goods from the West, a territory for dirty
technologies, housing of nuclear wastes and other wastes. In these countries
there a major social stratification has happened, a small group of people become
reach and majority of people become poor. (it is so called “nomenclatural
privatization”).

Due to poor privatization carried out, some analysis in the field of
international economics and finance (Raymond Baker, The New Development
Politics, The foundation of growth and the U.S. Empire – The Supreme
corruption and the Bank set up a dummy company, 2003) came to the estimate
that the enormous amounts of “dirty money, as a result of corruption, flowed
from under-developed countries and countries in transition (post-communist
countries), to the treasuries of Western countries“. In the past 20 years, the
laundering of criminal funds were increasing, while simultaneously the rate of
profit growth in the formal economic activities has been reduced.13 This has
led to the disappointment of most of the population in the transitional process
and the great hope has turned out into a big disappointment. We believe that
the main cause of this is lack of preparedness, lack of social consensus and
wrong (liberal) theoretical concept for the future development.

Development of South Eastern Europe remains difficult. The process of
stagnation that began in the 80’s, and the outbreak of the conflict and breaking
out the former Yugoslavia and the Soviet Union, and additionally overloaded
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13 See: N. Praća, Značaj stranog kapitala za razvoj zemalja u tranziciji, Etnostil, Beograd, 2009, str.
200–201.
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the remaining part of the transition economies of Europe. The destruction of
property, transport and communication infrastructure and industrial capacities
caused the destruction of the inestimable damage and loss of Soviet and
Yugoslav market has given negative results in the field of investment and trade.

Reconstruction of destroyed and rehabilitation of damaged facilities and
infrastructure required considerable financial means in a long time. Effects of
transition stagflation, according to analysts, in most countries lasted until 2004
year. Some transition countries needed more than a decade to reach the level
of development they had at the beginning of transition in 1990, and some of
them did not reach that level until this day (Serbia, Bosnia, Macedonia, etc.).

Political instability affected the growth of investment risk in the entire
region, making difficult to access international financial markets and influenced
rising of cost of borrowing for the countries of Southeast Europe, where fresh
funds are needed. Weak inflow of foreign direct investment that is important
for restructuring economies in the region has further weakened.

Economic and political transformation of South Eastern Europe has run
slower than in the countries of Central Europe, where the recession lasted less
time and ensued the recovery. Gross domestic product (GDP) in most countries
of Central Europe during 1998 reached a level of 1989 year. In contrast, the level
of GDP in SEE countries is still below 80 percent compared with the 1989 level.

Transitional economies especially in the Balkan countries, very slowly
approaching the living standards in developed western countries. They not
only lag behind the developed European countries, but significantly behind the
EU group 10 – countries that have jointed the EU during 2004 according to the
size of economic gap, but also because the transition processes in most of these
countries are slow.

Slow economic growth rates in comparison with Central European
countries is even more amplified due to unfavorable external conditions and
the global economic crisis. In these circumstances, the debt service of the SEE
countries is getting difficult. Some estimates indicate that it will take a relatively
long time SEE countries will reach the current level of income of Central
European countries, if there would not happen a change of current trends.
According to economists Kornai “all successful economic and institutional
transformation is accompanied by social stresses, both at individual level and
level of social groups”.14

It was believed that the macroeconomic stabilization even here can be
achieved through rapid liberalization and monetary restrictions. That should
lead to sustainable economic growth accompanied by foreign capital inflow. It
was assumed that the market mechanism will automatically lead to a

14 J. Kornai, 2006, The great transformation of Central Eastern Reform, pp. 207–237.



restructuring of the economy. It did not happen, primarily due to the relative
isolation of Western European markets, unfavorable initial conditions and
inherited and lack of appropriate institutional framework.

Long-term negative effects on the economies of South East Europe indicate
the need for a comprehensive recovery strategy, which must offer a new
approach to the development and which should lead to the stabilization of the
entire region and its integration into the European economy. This approach
requires restructuring of the economy and institutional development, which
requires a much higher level of foreign aid, especially for the Western Balkans.
A comprehensive program of recovery must take into account the fact that
Serbia is faced with economic problems. The population of Serbia is facing new
economic realities and poverty. 

The EU initiated the Stability Pact for South Eastern Europe,15 which
establishes the framework of cooperation among countries in the region, but
with a focus on a political dimension, but the economic dimension staying
undefined. According to the document of the UN /ECE, the plan of financial
assistance to the South Eastern Europe must be tailored taking into account
specifics of the each country, with clearly defined and conditioned time,
regionally coordinated and followed with considerable investment in order to
develop this area. An important issue is the type of plan funds. In fact, most
financial aid for countries in transition since 1989 was in the form of loans, often
under market interest rates. Countries in the region (Bulgaria, Croatia, Bosnia
and Serbia) are already categoized as highly indebted countries.

It is highly questionable whether in such circumstances, growth of external
debt is the best way to help them. Although experts of UN / ECE expressed
their opinion that instead of lending, the better way should be creationg of a
specific grant program for structural and institutional reforms, that was not
enough. In times of crisis, someone must provide substantial financial
assistance, to ensure economic stability and institutional reforms.16 Otherwise,
the economic backwardness of South East Europe will create the environment
that will not contribute stability, security and development in the region.

Some indicators in the field of regulatory reform and human capital in SEE
countries (Table 1) show that, compared to other areas, investment in human
capital are not sufficient.
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15 Pakt o Stabilnosti, osnovan u junu 1999. godine u Kelnu, na inicijativu EU je politička
deklaracija i dogovor o međunarodnoj saradnji na razvoju i dugoročnoj strategiji za stabilnost
i rast Jugoistočne Evrope.

16 Ako je Maršalov plan iz 1948. g. doveo je do ekonomske i političke stabilnost Zapadne Evrope,
onda bi Evropska unija morala da pokaže slično razumevanje za Jugoistočnu Evropu. 



Source: Progress in Policy Reforms to improve the Investment Climate in South East Europe,
OECD 2006, RZR, 2007.

Corruption is one of the biggest constraints for the business and negatively
affects capital flows, investment rate and economic growth.

Table 2. OECD Indicators in the field of anti-corruption 
and compliance with business conditions 
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Table 1. OECD Indicators in the field of regulatory reform and human capital

Regulatorne reforme Humani kapital 

Politika i
strategija

regulatornih
reformi 

Regulatorna
nadzorna

tela

Analize
uticaja

regulativa 

Državne/
privatne

konsultacije

Trenizi
obrazov.

radne snage

Transparent.
obrazovanja

razvoj
veština

Albanija 3 2.5 1.5 2 2.5 2.25

BiH 1.75 2 1.5 2 1.75 1.5

Bugarska 4 3.5 3 3.5 3 3.5

Hrvatska 3 2.5 2 2.5 3.5 3.5

Makedonija 2 2.5 1,5 2 3.25 3

Moldavija 3 3.5 3 2.5 2.5 2.5

Crna Gora 3 3.5 2.5 3 3 3.5

Rumunija 4 3.5 3 4 4 3

Srbija 4 4 3.5 3 2.75 3

Antikorupcija i poštovanje uslova poslovanja

Akcioni plan 
i strategija

antikorupcije

Zakonski okvir i
usvajanje međunarodnih

konvencija 

Promocija aktivnosti
vlade i njene

administracije
Transparentnost

Albanija 1.5 3.5 1,75 2,25

BiH 1.5 3.25 3 2,25

Bugarska 4 3.75 3 4

Hrvatska 2 4 4,25 2,75

Makedonija 3 3 3,5 3

Moldavija 3.5 3 3.25 3,75

Crna Gora 3 2.5 3.5 2.5

Rumunija 4 4.5 4 4

Srbija 2 3 2.5 2.25

Source: Progress in Policy Reforms to improve the Investment Climate in South East Europe,
OECD 2006; RZR, 2007.



A significant question that arises is: will the economic growth be sustainable
in the future? Some analysis shows that, in South East Europe, due to continued
low base, the economic growth will be above 5%, but only if the macroeconomic
stability is maintained and risk factors reduced (current account deficit, public
spending). 

This includes structural changes. Analysis of international financial
institutions indicates that the transition countries of Southeast Europe continued
successfully and that they generally are on a sustainable path of growth and
development. In fact a slightly better position have Bulgaria and Romania, but
other SEE countries are institutionally and structurally adjusting. However, the
transitional dilemma relates toward the social sustainability of achievements.
Individual social support to the transition processes, especially in countries
outside the EU, weaks, and it is the difficult to maintain reform process.

DEVELOPMENT AND INSTITUTIONAL FRAMEWORK 
– CURRENT SITUATION IN SERBIA

Economic and social crisis imposed a review of the development model
which was applied in the past two decades. Given the fact that the role of
institutions, a key determinant of long-term success of the economy and “the
state and economy are closely linked to understanding the success of any
economy”,17 has to be kept in mind during the process of reform.

In short, competition, development and institutional aspect must be
satisfied in terms of successful business and success in the field of European
integration. In the coming period, operational economic policy has to ensure
faster economic growth, create jobs and increase the standard of living.

Period of twenty years of experience points out that was the transition
period of uneven economic growth. Since 2001 the government adopted more
than twenty different strategic documents of the that support the development. 

Serbia’s position towards the European Commission’s structural indicators
(Table 3) shows that the further development of market economy institutions
and creation of favorable business conditions is necessary.
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17 See: Douglass C. North, (2003), Institucije, institucionalne promjene i ekonomska uspješnost,
MASMEDIA, Zagreb, str. 147–153.



Source: RZR, 2007.

The global financial and economic crisis has demonstrated the
shortcomings of the development model of the transition in Serbia and other
Western Balkan countries, which was based on foreign investment.

The global economic crisis is transferred to the Republic of Serbia’s
economy in the second half of 2008, when a slowdown in GDP growth is
registered, and during the 2009th years a negative growth rate of 3% is achieved
and decline in employment and foreign investment is recorded. Transition and
economic policy led to the deindustrialization, without development of export-
capable alternative in the sector and resulted in high dependence of domestic
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Table 3. Position of Serbia towards the European Commission’s 
structural indicators

Lisabonski strukturni indikatori Srbija EU-27
Indeks nivoa 
EU – 27 =100

Opšti ekonomski uslovi

BDP po kupovnoj moći, 2006. hilj PPS 7.9 23,4 33,8

Produktivnost po zaposlenom 
BDP PPS, 2006 54,3

Zaposlenost

Stopa zaposlenosti, 2006,% 
Muškarci 
Žene

32,6 
47,1 
19,6

43,5 
52,7 
34,9

74,9  
89,4 
56,2

Inovacije i istraživanje

Troškovi istraživanja i razvoja, 
učešće u BDP, 2006, % 0,5 1,8 26,1

Ekonomske reforme

Komparativni nivo indeks cena, 2006. 42,4

Socijalna kohezija

Dugoročna stopa nezaposlenosti, 2006, % 
Muškarci 
Žene 

16,8 
13,7 
20,8

3,6 
3,3 
4,0

466,7 
415,2 
520,0

Zaštita životne sredine

Obim teretnog saobraćaja u odnosu 
na BDP(1995=100), 2006, indeks 98,9 106,7 92,7



macroeconomic stability of import of capital and consequently of the borrowing
countries. Professor dr. Mlađen Kovacevic pointed out: “Our foreign debt is
2.7 times higher than annual value of export from Serbia, and oversize our debt
threshold for 2.2 times”.18 In addition, unfavorable quantitative ratio of external
debt compared with value of exports of goods and services and compared with
GDP, increased risk as a result of unproductive use of loans.19 The crisis has
revealed the necessity to change the previous growth model, rather than
consumer need toward a pro-investment growth model,20 more precisely –
Development focused on investment and export growth, the development of
the sector exchangeable goods and finding ways to increase public investment.

Since the inflow of foreign capital in the future is not certain, our country
needs to rely more on local resources and their rational use in order to achieve
additional investment. One of the constraints to faster economic growth is the
low level of private investment and entrepreneurship. Reform processes
undertaken in the period 2001–2010. The positive steps have been made in
economic and social development, but they still remain a number of
developmental and structural problems. The activities of structural reforms and
building of institutions in a market economy are preconditions that the reform
processes would develop well.

The experts opinions suggest that the establishment of a new growth model
in Serbian economy is necessary. However, the fact is that we are late which
will affect the cost of its implementation. Also, the “backlog of Serbia in the
realization of institutional reforms should not necessarily affect the success of
the new model, but requires coordinated planning and its rapid realization”.21

Restructuring and development of export-oriented economy and
strengthening its competitiveness requires reindustrialization and agricultural
development, encouraging innovation, research and development, new
technological solutions, as well as other measures in accordance with the
concept of industrial policy and the Agenda of the European Union “Europe
2020”. So, we need government action to strengthen the real sector of economy,
improvement of the economic system and improving business conditions, as
reliance on the market is not enough.
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18 „Politika”, 06.09.2010., str. 4. 
19 Dragana Gnjatović i Ana Jovancai (2009), Stepen spoljne zaduženosti Srbije, u: Ekonomsko-

finansijski odnosi Srbije sa inostranstvom – Nužnost nove strategije, Zbornik, NDE sa AEN i
Ekonomski fakultet u Beogradu, Kragujevac, str. 129.

20 See: Grupa autora (koordinator J. Bajec) (2010), Postkrizni model ekonomskog rasta i razvoja Srbije
2011–2020, Beograd: USAID, Ekonomski fakultet – FREN i Ekonomski institut – MAT.

21 Cerović, B., Nojković, A., Modeli rasta u tranziciji – Zbog čega je i od kada Srbiji potreban novi model
rasta?, u: Nova strategija razvoja privrede Srbije – Izazovi ekonomske politike u 2011. godini,
Zbornik radova, NDE i Ekonomski fakultet u Beogradu, 2011, str. 92.



It is therefore necessary to assure, for better functioning of the competent
authorities, consistent law enforcement, financial sector supervision and
strengthening the core functions of state institutions. Well-known scholars in
the world say: “the government was always the one who is required to establish
standards, establishes and enforces standards, keep books and all the “gray
economy” eventually subjugate the rule of law” (De Soto, Hernando, 2000).

The above listed would help to establish a stable and efficient market
system and strengthen the institutions of a market economy. Responsible
economic policy involves the development of competitive advantages of the
overall economy, not just the comparative advantages of certain export-oriented
activities.

PERSPECTIVES OF INSTITUTIONAL MARKET ECONOMY 
IN TRANSITION COUNTRIES OF SOUTHEAST EUROPE

Experts of UN / ECE estimate related to reconstruction and development
of South East Europe that the transition processes may represent important
steps towards full integration of transition countries into the international
economy and other international institutional structure, but for most countries
in transition is critical to achieve EU membership. They underline this intention
in any occasion expecting to get a proper understanding by the EU bodies and
member states. Most transition countries consider that their inclusion in the EU
market create solid conditions for their economic progress and sustainable
economic growth at rates that would reduce the gap between them and the
economically developed Western countries.

They also believe that their admission to the EU will strengthen their new
democratic institutions and increase general security in the region.
Psychologically, EU membership is seen as confirmation of their return to
Europe and “drawing a clear line after the post-war period when they were
subject to foreign hegemony.” The European Union has also clearly declared
its interest in expanding to the East seeking to increase security and political
stability in Europe, but also to realize the economic benefits of free trade and
free capital flows in the enlarged market.

However, the actual situation regarding the admission of new members
into the EU is not yet clear. In 1989 EU proclaimed a “reassessment of Europe”
and creating “new Europe”, not only on economic but on political and security
bases. Proceeding from this, some countries in transition, especially those that
have signed contracts with EU immediately proclaimed their goal to join the
EU as quickly as possible, which the countries of Central and Eastern Europe
succeeded, but not the countries of the Western Balkans.
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According to research done by the UN Statistical Commission and ECE,
domestic product (GDP) per capita of some developed countries in transition
compared with the GDP per capita of Austria if it is taken to be 100 in 1995 year,
was the highest in Slovenia by 51.3%. After Slovenia follow Czech Republic –
45.5%, Slovakia with 35.3%, Hungary with 31.6%, Poland with 26,2%, Estonia
with 19, 3%, Bulgaria with 22,1% and Romania with 20,7%. The level of per capita
economic of the least-developed EU member states – Greece, Portugal and Spain
– compared with GDP in Austria in the same year, was 55.7%, 61% and 68%
respectively. Based on this, it is easy to conclude that the most economically
developed transition countries by their level of economic development lag behind
the least economically developed member states present.

The existing gap in economic development is not ease to overcome and it
will, therefore, be necessary for decades under the condition that the countries
in transition in the future achieve annual economic growth rates well above the
EU average, which is not easy to implement. However, the level of economic
development is not the most important requirement for EU membership for
the individual countries in transition.

Their adjustment to the “convergence criteria” set forth for the existing EU
members is important, i.e. approaching to the annual inflation rate of inflation
to the moving process of three EU countries with lowest inflation in a given
year plus 1.5 percentage; approaching to current level of governmental deficit
of 3% of GDP and the threshold level of general government debt of 60% of
their GDP. The fulfillment of these conditions is very difficult for many current
EU members, and for most countries in transition, at minimum in the near
future, these goals are practically out of reach of their reality.

Post-communist countries are leaving the command economy and
authoritarian society by transition to market economy and democratic society.
Base on that and even some Nobel laureates in economics suggest that the
prospect of future development is “a combination of mild and market regulation
and moderate state interventionism”. The efficiency of development will depend
on finding the optimal combinations of these factors adequately to the achieved
stage of economic and social development, as well as of finding suitable methods
for solving the accumulated problems of modern economy and society. 

As a society, developed countries have already started moving toward the
post-capitalism, they are quickly becoming a new class society with a new
resource center at its core, “that refers the knowledge”.22 This new, future society
is marked by different terms: post-industrial society, tehnotrono society, super
industrial society, software based society, managerial society, digital society,
information society, and the like.23 The emergence of a new society is conditioned
by the transformation of modern capitalist society and a historical inevitability.

22 Piter Draker, Post-kapitalističko društvo, Beograd, 1995, str. 10.
23 See: dr Bogdan Ilić, Informatičko društvo i nova ekonomija, SD Publik, Beograd, 2003.



Therefore post-socialist countries in transition should see their historic
opportunity for to be part of modern historical trends in contemporary economic
and social development in pursuit of building the new society, but not in return
to historically outdated forms of organization of the economy and society.

Certain expert considerations show that in addition to lack of foreign
investment inflow, the problem is the unfavorable investment structure too24,
and that the largest part of the investments is invested in the service sector, but
only smaller part into the industry and agriculture. The consequences for the
Serbian economy are identified in the slow growth of the private sector,
inadequate structural changes and lack of economic recovery and therefore
slow closing up with the level of development of other countries. Despite high
rates of GDP growth from 2001 to 2008, Serbia has until the end of 2008 reached
only 72% of the level of GDP in 1989 (Figure 1), and after the outbreak of the
economic crisis, it is evidenced the increase of unemployment and appearing
of unfavorable conditions on the labor market.

Figure 1: Serbia’s GDP and other countries of Southeast Europe, 1989–2008
(1989 = 100) 
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Source: Uvalic, M., The problems of previous models of development of Serbia, op.cit.,
Based on data EBRD, 2010.

24 Uvalić, M., Problemi dosadašnjeg modela razvoja Srbije, u: Nova strategija razvoja privrede Srbije
– Izazovi ekonomske politike u 2011. godini, Zbornik radova, NDE i Ekonomski fakultet u
Beogradu, 2011, str. 65-67.



Before the global financial crisis Western Balkan countries had a higher
economic growth than most developed countries. However, they still have
significantly lower gross domestic product per capita than the EU countries.
According to data for 2009 year, the best is Croatia which had a 65% of average
EU that is the level of Hungary, and is above the level of some counties
members of the EU, like Romania, Bulgaria, Poland and the Baltic countries.
Montenegro has 41%, Serbia 37%, Macedonia 36%, Bosnia and Herzegovina
31% and Albania 27%.

Unemployment in the EU in February stood at 9.5% on average, and
inflation was 2.8%. The worst related to unemployment in the region is Bosnia
and Herzegovina with a rate of 42.7% working-age citizens, and Macedonia in
the last year was faced with 32.1% rate of the unemployed. In Albania, the
unemployment rate was 13.7%, in Montenegro, 12.1%. The worst related the
inflation rate in 2010 year was Serbia, where the consumer prices growth
reached 10.3%, while in Montenegro is recorded the inflation rate of 0.5%, 1%
in Croatia, in Macedonia 1.6%, in B&H 2.1% and in Albania 3.6%.

In the analysis of the European Commission is stated that “the re-rise of the
inflation in the Western Balkans was due to price increases of food and raw
materials, especially crude oil” on the world market. There is, among the other
things stated that “in Serbia and Albania it led to the decision that the central
banks in March this year increase the interest rates.”

The European Commission has found in its recent assessment that the
economic recovery in the Western Balkans in the last year has been uneven,
because in Serbia the growth of gross domestic product (GDP) reached “a
modest 1.8%”, in Croatia there was a decline in GDP of 1.2%, and “in Albania
the crisis has been overcome without a recession, and reached a GDP growth
of 4.1% in 2010”. Serbia is in the middle in terms of unemployment, but it’s the
worst in terms of inflation.

The European Commission document states that the economic growth and
GDP in the region occurred due to rising exports, which led to a reduction in
trade deficit. In Montenegro according to the EU Commission, the GDP during
2010 increased by 1.1%, in Bosnia-Herzegovina by 0.9%, in Macedonia by 0.7%.
The EC estimates that the Western Balkans in the next year could recover
additionally, although only for Croatia and Macedonia they specifically
forecasts that they will reach a GDP growth of 1.5% and 2.2% respectively. “The
status of public finances in Croatia and Serbia is worsened, although all
countries have embarked on further budget consolidation.” Unemployment,
as it is stated, is the problem of the whole region, so in Serbia and Croatia has
been a significant rise in unemployment. In Serbia, the rate of unemployment
reached the rate of 20%, and in Croatia reached the rate of 11.8% of the working
age population. Related to foreign investment, it is stated that the expectations
were too high. Serbia has attracted significant investment in the period since
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2003 year, compared to the nineties. The total value of net investment in Serbia
by 2008 is very modest compared with investments that have had some other
countries in the region (e.g. Bulgaria, Romania).

Total foreign direct investment to Serbia since 1995 by 2009 reached 20.58
billion $US, which is equivalent to 49,3 percent of gross domestic product
(GDP), while Serbian investments in the same period were 3.93 billion $US, or
9.4 percent of GDP. By comparison, Croatia in 2009 attracted 2.61 billion dollars
in FDI, which is a significant decrease compared to 2008 when foreign
investment amounted 6.14 billion $US. At the same time, Croatia’s investments
are decreased from 1.41 billion to 1,27 billion 2009th g. During 2009 Romania
had 6.33 billion dollars of FDI, which is more than two times less compared to
last year, when foreign investments were 13.91 billion dollars. FDI in Southeast
Europe felt in last year to 7.565 billion dollars from 12.690 billion in 2008, in the
same time in the World felt down to 1.11 billion dollars from 1.77 billion in
2008, and 2.10 billion the year before the crisis. Generally the inflow of foreign
direct investment (FDI) during 2009 worldwide felt by 39 percent compared
with the previous year and was held above the minimum of a trillion (thousand
billion) dollars.25

Referring to the significant determinants that are given which affect the
investment (business environment), and including the global economic crisis,
significant foreign investment cannot be expected soon.

As part of the joint support the global financial institutions have earmarked
1.5 billion euros to Serbia as the assistance to overcome the crisis.26 The
European Bank for Reconstruction and Development has approved to Serbia
far more money than to any other Western Balkan country – 447 million euros.
The European Bank for Reconstruction and Development (EBRD),27 the
European Investment Bank (EIB) and the World Bank as part of an action plan
for the support of banking systems and lending economy in Central and
Eastern Europe offered available fund of 33 billion euros.

It is essential to have better understanding of the European Commission
for the joint proposal of the Western Balkans for more effective assistance to
countries that are in the process to the EU. The proposal includes a gradual
increase in resources, simplification of rules, and the greater role of national

25 According to the UNCTAD report published in „Politika“, Tanjug, on January 20, 2010.
26 Source: http: //www.naslovi.net/rd/2394683; RTS, 11. mart 2011, EMG, 11. mart 2011.
27 EBRD is, according to its 20 years jubilee published the statement, expressed a pleasure with

the results reached in business making in the region of Central and East Europe and West
Balkan wishing overcoming of future challenges. EBRD from the start in 1991 played key role
in economy transformation of this region which begins se on the Baltic and finish in Mongolia,
delivering more than 60 billion of € of support for the modernization of economies and for the
development of private sectors in these countries.



institutions in project preparation and timely adoption of implementing rules
for funds to establish a guarantee fund for the Western Balkans.28

In April 2011 the Western Balkan countries agree on a proposal to amend
the pre-accession assistance, including the most significant proposals – a
linear increase in aid and possibility of guarantees from the EU’s to borrow,
provided by the promises that the budgets be created responsible. This
proposal should be considered by the European Commission29 and in almost
the same time, the European Commission shall expose the proposal to the EU
member countries. 

Taking into account the uncertainty regarding the inflow of foreign
investment, Serbia has to rely more on its own forces in order to achieve
additional investment for faster economic restructuring and strengthening its
competitiveness. 

The fact is that some scientific analysis pointed out the certain problems
and inconsistencies in the already established concept of transitional reforms.
Namely, a critical analysis was not a critique of the model of market economy
in general or the necessity of reforms in post-socialist economies. It was an
review of interpretation of the market model, and in particular its
implementation in countries with different historical legacy, institutional
capacity and level of development, including human and social capital that is
necessary for reform performing, and focused its attention on the endogenous
nature of the reform process, particularly in relation to institutions building
and their joint impact on economic growth in transition economies. It was
turned out, however, that many of analysis lack a precise distinction between
the process speed and the attained level of the process. For example, the scope
of the privatization effects positively the growth but not the speed of
privatization that can effects negatively in some cases. This means that rapid
reforms are not always accompanied by the appropriate institutional support.
In this case, the effect of reforms is missing, and the high costs are created. In
addition, it is turned out that the standard growth models can not capture some
specific phenomena related to the performance of economies in transition. Also,
there were indications that during the transition the model of growth is
changing and that there is no one universal model that could be recommend
to each economy.30 The global economic crisis has opened new questions about
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28 Web sight of EurAktiv, 11.04.2011, Source: http://www.naslovi.net/rd/2395985.
29 The meeting of National IPA coordinators of the countries of West Balkan and Turkey and

representatives of EK that was organized 2011 in Sarajevo with agenda: “New financial
prospects for the period beyond 2013“.

30 Cerović, B., Nojković, A., op. cit., pp. 78-91.
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the growth of economies in transition since the transition project is not
anticipated, and therefore, no potential reaction of economies in transition.

Previous, by the transition encouraged model has shown its weakness in
the form of large current balance deficits and excessive, primarily private
companies indebting, with fast but an improper change in the structure,
focused to domestic market with back up on the import demand and foreign
savings. These characteristics do not differ very much of the similar effects in
other economies in transition.31 Therefore, in these countries are discussing
about new model of growth that will increasingly be relied on export, the
development of industries that produce exchangeable products and on increase
domestic savings and investment. Analyses done suggest that liberal model of
“spontaneous” growth fueled by changes in the system itself is not optimal for
the economy in transition and that the policy of growth and development in
transition economies cannot rely only on the spontaneous effects of the market
model adjustment system, but need an active policy-making and its adjustment
depending on the inherited conditions in each country and level of
transformation of its system.

The world-known scholars and analysts interested in development, among
other things, were dealing with the problem of the development of the
institutional framework resulting in a weakening economic stagnation and
economy weakening, as well as those institutional frameworks that result in
successful economies.32

So, rule of law, good laws, protection of property and contracts, preventing
the informal (“gray”) economy, fighting against corruption and against all
forms of crime, will significantly contribute to the building of institutions of
market economy countries of Southeast Europe and the acceleration of
sustainable development.

However, the transition as well as the privatization, especially the issue of
quality in terms of speed, remains not enough clear in the most SEE countries,
and in the same time the basic question in political and economic debate.
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THE EU COUNCIL CONCLUSIONS ON THE WESTERN BALKANS

In accordance with the renewed enlargement consensus, approved by
the European Council on 14 and 15 December 2006, as well as the conclusions
from 8 December 2009, the Council has welcomed the European
Commission’s standpoints from 9 November 2010 published in
“Enlargement Strategy and Main Challenges 2010-2011” and observed the
conclusions and recommendations from the said document. The EU
enlargement process is seen as a powerful incentive to the European Union
candidate and potential candidate countries’ political and economic reforms.
It is also a means of strengthening peace, democracy and stability in Europe. 

In 2009, the Council took notice of the fact that the (potential) candidate
countries were to a certain extent affected by the global economic recession.
The Council confirmed that the EU would continue to assist these countries,
so as to reduce the impact of the economic crisis and prepare their effective
recovery.4 The basis for the EU activities at all enlargement phases continues
to be the consistent implementation of the renewed enlargement consensus,
which is based on the enforcement of the accepted obligations, firm and just
conditioning, better communication and the EU’s ability to integrate its
prospective members. However, each candidate country’s accession is
conditioned by its own progress towards fulfilment of the undertaken
commitments. The rule of law, judiciary reforms and fight against organized
crime and corruption, in the first place, as well as strengthening the
administrative capacities, remain key challenges within the enlargement
countries. The Council also emphasised the necessity for improvements
when it comes to the inclusion of minority and vulnerable groups, as well as
freedom of expression and the media.5

The stability, peace and progress in the region are unequivocally
dependent on the constructive regional cooperation and resolving of all open
bilateral issues, which would consequently imply reconciliation and further
maintenance of good neighbourly relations. The High Level Meeting on the
Western Balkans in Sarajevo on 2 June 2010 confirmed the candidate
countries and member states’ mutual understanding of the Western Balkans
perspective within the European Union. The establishment of the visa-free

4 “Council conclusions on enlargement/stabilization and association process”, 2984th General
Affairs Council meeting, Brussels, 7 and 8 December 2009, p. 1, Internet, http://
www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/EN/genaff/111830.pdf,
15.04.2011

5 See: “Council conclusions on enlargement/stabilization and association process”, 3060th

General Affairs Council meeting, Brussels, 14 December 2010, pp. 1-2, Internet, http://
www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/EN/genaff/118487.pdf,
15.04.2011



regime for the citizens of Albania and Bosnia and Herzegovina from 15
December 2010 demonstrated how the implementation of certain reforms
provides concrete results for the citizens.6 That is why, in order to accelerate
the accession process, all applicant countries should strive to deal with the
previously mentioned issues at the early stages of the EU accession process. 

KEY CHALLENGES IN THE WESTERN BALKANS REGION 

Providing they want to achieve the EU candidate status, the countries of
the Western Balkans are required to make progress in the implementation
of political and economic reforms and to meet necessary standards and
criteria. Also, a continuous progress in the fulfilment of obligations under
the Association and Stabilization Process is considered one of the key
elements for the EU membership application.7 In order to fulfil all the
necessary conditions and requirements, the Western Balkan countries need
to resolve certain issues that are for the large part hampering their EU
accession. Key concerns that currently affect the EU enlargement process are
overcoming the economic crisis, social inclusion, strengthening the rule of
law and public administration, freedom of expression and of the media, as
well as reconciliation, regional cooperation and bilateral issues.8

To a certain extent, global recession has affected the economies of the
Western Balkan countries. Beginning with the second half of 2008, economic
activities in the region have significantly been reduced due to a drop in the
demand for the export goods from the region, reduced volume of direct
foreign investments and lower interstate loans. Strong response to the
domestic macroeconomic crisis was limited due to the considerable constrains
in monetary and fiscal policy measures. Previous invariable fiscal policy,
credits and mortgages denominated in foreign currency and external debts
contributed to the mentioned constrains. In line with the EU support, the Pre-
accession Assistance has been created for banking sector, infrastructure
projects, and development of small and middle enterprises, job openings and
rural areas. A grant of €200 million from the Instrument for Pre-accession
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6 Ibid., p. 5.
7 See: “Council Conclusions on the Western Balkans”, 2915th External Relations Council

meeting, Brussels, 8 and 9 December 2008, p. 1, Internet, http://www.eu2008.fr/
webdav/site/PFUE/shared/import/1208_CAGRE/Council_conclusions_on_Western_Bal
kans_EN.pdf, 28.04.2011.

8 “Enlargement Strategy and Main Challenges 2010-2011”, Communication from the Commission
to the European Parliament and the Council, Brussels, 09.11.2010, pp. 5-11, Internet
http://ec.europa.eu/enlargement/pdf/key_documents/2010/package/strategy_paper_20
10_en.pdf. 28.04.2011.
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Assistance (IPA) has been allocated to the region hoping to attract investments
of a minimum of €1 billion. Through the IPA, the European Commission
provided direct budget support for Serbia, so as to lessen the effects of the
economic and financial crisis. The Commission also proposed the Council to
approve a €200 million loan as macro-financial aid to Serbia.9

2010 saw certain signs of recovery in the Western Balkans. The countries
have conducted budget rebalancing and introduced fiscal tightening
measures. This however failed to prevent fiscal deficits from expanding.
Consequently, Serbia, Kosovo10 and Bosnia and Herzegovina received IMF
support.11 In order to attract domestic and foreign investments, the
enlargement countries’ governments need to improve the business
environment. This includes: improvement in public administration’s
efficiency, independence of judiciary, removal of the informal barriers of
trade, as well as maintenance of functional regional market within the Central
European Free Trade Agreement (CEFTA) and continued acquis alignment.
Notwithstanding, the Commission recommends liberalisation of trade in
agricultural products and services and opening of pubic procurement
markets as a means of increasing region’s growth potential. Establishing
sound and sustainable public finances is considered a key issue in preparing
for the EU- membership.12

Throughout 2010/11, the EU has reiterated its concern for the position of
vulnerable groups, including minorities, people with disabilities and
disadvantage groups, who have especially been affected by the economic
crisis. Unemployment, in particular, youth unemployment is on the rise;
poverty is widespread in the region. Roma are in a particularly difficult
situation, as they are often segregated and discriminated against in an access
to health care, employment, education, social services and housing. As a
consequence of previous wars, many still live in camps as Internally
Displaced Persons. Also, considerable number of Roma people lack civil
registration and personal documents. Therefore, in line with the Europe 2020
strategy and the Decade of Roma Inclusion, the Commission invites the
enlargement countries to take full advantage of the opportunities these
strategies provide. Croatia’s policy framework under a Joint Inclusion
Memorandum is a positive move in this field.13

9 “Enlargement Strategy and Main Challenges 2009-2010”, Communication from the Commission
to the European Parliament and the Council, Brussels, 14.10.2009, p. 4, Internet, http://ec.europa.
eu/enlargement/pdf/key_documents/2009/strategy_paper_2009_en.pdf, 10.05.2011.

10 Under United Nations Security Council Resolution 1244/99.
11 “Enlargement Strategy and Main Challenges 2010-2011”, p. 5.
12 Ibid., p. 6.
13 Ibid., p. 7.



The issues related to the rule of law still pose main challenges in the
Western Balkans region. Fight against organised crime and corruption as
well as strengthening the rule of law in judiciary and public administration
remain high priority elements in the EU accession process. The resolving of
these issues is not only a precondition for the EU membership, but is also a
move towards improving both the citizens’ living conditions and the
business environment. In 2009, the Commission noted that it would be
necessary to devote more attention to the public procurements, privatisation,
judiciary, financing of political parties and public access into the work of the
government and public administration. Proper drafting of laws and their
effective implementation were considered necessary in the areas of public
procurements, intellectual property rights, financial control, audit and fight
against fraud. With the EU assistance, some improvements have been made
in the establishment of effective legislation, but achievement of tangible
results is preconditioned on the rigorous law implementation. Out of the
total IPA assistance in 2009, approximately €80 million have been allocated
to the strengthening of judiciary and enforcement of laws.14

Apart from the financial assistance, in 2010, the EU support to the
Western Balkans included peer assessment and the work of various expert
missions from the Member States in the fields of border management, law
enforcement and migration. Regional cooperation among police forces and
judiciary has lately been intensified, as well as with the European Police
Office (Europol), the European Union’s Judicial Cooperation Unit (Eurojust)
and the European Agency for the Management of Operational Cooperation
at the External Borders (Frontex). Bilateral agreements on police cooperation
have been made between Serbia and Albania regarding mutual legal
assistance and strengthening of sentencing. In an attempt to tackle organised
crime and corruption, Serbia and Croatia signed an agreement on extradition
of their own nationals to each other for criminal proceedings and prison
sentences’ reinforcement. The Regional Cooperation Council (RCC) would
continue to closely observe and support the progress in the cooperation
between police, judiciary and prosecution. The signing of an agreement that
would enable extradition of one’s own nationals in cases of war crimes, as
well, would especially be welcomed by the Commission. The EU
enlargement process cannot be concluded until the applicant countries have
established professional and independent civil services which are further
essential for the maintenance of the rule of law and good governance.15

In most enlargement countries, freedom of expression and the media
freedoms remain issues of great concern. Threats and physical attacks on
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15 “Enlargement Strategy and Main Challenges 2010-2011”, p. 8.
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journalists have been reported in several Western Balkan countries.
Defamation is either considered a criminal offence or is settled by charging
of high fines. The independence of media, especially of public broadcasters
is brought into question. Political influence on editorial policies is still
overwhelming. The enlargement countries are therefore urged to deal with
this matter urgently and harmonize their legal frameworks with the EU
standards. The self-regulatory bodies, which would assist the increase in
professionalism, should be established.16

Over the last years, a considerable progress has been made with regards
to regional cooperation and reconciliation in the Western Balkans. However,
there are still many unresolved issues, mostly originating from the periods of
conflicts in the region. The question of reconciliation remains crucial in Kosovo
and Bosnia and Herzegovina. The EU will continue to advocate the necessity
of cooperation for the stability and peace in the region and on the continent,
and is prepared to further facilitate a dialogue between Belgrade and Pristina.
The European Commission has additionally stressed the importance of the
implementation of the Ohrid agreement in the former Yugoslav Republic of
Macedonia (FYROM), the protection of minorities and refugee return and
cooperation with the International Criminal Tribunal for the former
Yugoslavia (ICTY) as crucial for reconciliation in the region. The proper
handling of war crime cases in domestic courts and full cooperation with ICTY
are major EU accession requirements especially in case of Serbia and Croatia.17

The EU enlargement process has often been held back by many open
bilateral issues, especially the border management problems. In the spirit of
good neighbourliness, Slovenia and Croatia, signed a Border Arbitration
Agreement as a step towards the final settlement. Kosovo and FYROM
finalized the demarcation of their border. However, many important issues
remain open, so as the name issue between FYROM and Greece. The EU
expects the enlargement countries to solve all the disagreements and disputes
in line with the UN Charter, whereas the arbitration of International Court
of Justice may be included if necessary.18

Although the regional cooperation has improved in the last decade, its
level is still unsatisfactory. The disagreements over Kosovo have largely
influenced regional cooperation. More effective regional trade, initiatives and
structures are required for the progress and economic development of the
Western Balkans. Here, the role of the free trade zone, established through
CEFTA, presents a key aspect. Furthermore, cross-border cooperation can

16 Ibid., pp. 8-9.
17 Ibid., p. 9.
18 Ibid., p. 11.



contribute to the region’s recovery and establishment of good neighbourly
relations. Cross-border cooperation programmes foster contacts among
people(s), as they include locally interested parties into common activities
and assist in the development of cross-border investments. The EU cross-
border assistance is on the rise, and has amounted to €50 million annually in
the period 2007-2011, as compared to 2004-2006 when it was €20 million a
year.19 Regional cooperation is mostly monitored through the RCC, which
adopted a large-scale result-oriented strategy and work programme for 2011-
2013. Its implementation is awaiting. 

The potential of the role civil society could play in the process of economic,
political and social reforms in the Western Balkan countries is not fully exploited
and is to an extent undermined. One of the reasons lies in the fact that the civil
society organisations still not only lack funding but also practice and experience
of adapting to the existing conditions. The EU has supported a large number of
these organisations in the region, especially those whose activities are in the
areas of inter-ethnic relations, protection of minority rights, reduction of
poverty, environmental protection and social development.20 Finally, the
cooperation and reform in the areas of judiciary, security and fight against
organised crime and corruption, the police reforms, more effective border
management are preconditions for the EU membership. The Commission will
continue to support regional projects, in particularly when it comes to regional
cooperation of prosecutors, cross-border cooperation between police and
customs forces and the activities in the areas of migrations and asylum.21

THE STATE OF THE WESTERN BALKANS ENLARGEMENT PROGRESS –
THE EU PARLIAMENT AND COMMISSION RECOMMEDATIONS

On 26 November 2009, the European Parliament reached a Resolution
on the Commission’s 2009 enlargement strategy paper concerning the
Western Balkan countries, Island and Turkey. The EU Commission’s
“Enlargement Strategy and Main Challenges 2009-2010” was published the
same year as the Resolution. The Resolution emphasised mutual enlargement
advantages for the EU and the applicant countries. Based on the previous
enlargement experiences, the contribution of the new Member States towards
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19 See: “Western Balkans: Enhancing the European perspective”, Communication from the
Commission to the European Parliament and the Council, Brussels, 5.3.2008, p. 11. Internet,
http://ec.europa.eu/enlargement/pdf/balkans_communication/western_balkans_comm
unication_050308_en.pdf, 13.05.2011.

20 Ibid., pp. 11-13.
21 Ibid., pp. 12-13.
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stability, progress and prosperity of Europe is unequivocal. The countries of
the Western Balkans demonstrated progress in their accession process, but
the Parliament highlighted additional conditions that needed to be met.
Certain EU (potential) candidate countries continued having unresolved
issues with their neighbours, which implies that regional cooperation and
good neighbourly relations remain key factors for the EU integration.
Strengthening the rule of law, which is the basic principle of democratic
societies, necessary for economic and social development, remains one of the
major EU accession preconditions. Some Western Balkan countries face
challenges in fight against organised crime and corruption, cooperation with
ICTY and providing freedom of expression.22

The European Parliament’s conclusions on the remaining changes and
reforms in the Western Balkans were somewhat reiterated in the
Commission’s strategy paper “Enlargement Strategy and Main Challenges
2010-2011” from November 2010. The Strategy implied that a substantial,
however, uneven, progress has been made in the region, and offered
recommendations that could accelerate the EU enlargement process. Croatia
has made the most significant progress towards EU membership, and its
achievements confirmed, once again, that the Stabilisation and Association
Process is the most effective policy to lead the Western Balkans towards the
EU. All other countries in the region have made some progress towards EU
membership, however, depending on their readiness to conduct reforms,
meet the benchmarks and enforce acquis.23

The Hungarian Presidency of the EU Council strives to conclude the
negotiations with Croatia by June 2011. The accession process has reached its
final stage, and out of 35 negotiating chapters, five are remaining. Two most
complex of them are: competition policy as well as judiciary and fundamental
rights. Acquis alignment needs to be achieved especially regarding shipyards.
When it comes to judiciary and fundamental rights, jurisdiction’s expertise
and independence, return of refugees, accelerating of war crimes prosecution
and fight against corruption need to be improved. The Croatian government
is fully committed to meeting the remaining criteria by mid-May, so that the
negotiations could be closed in the first half of 2011.24

22 See: “European Parliament resolution of 26 November 2009 on the Commission’s 2009
enlargement strategy paper concerning the Western Balkan countries, Iceland and Turkey”,
Texts Adopted at the sitting of Thursday 26 November 2009, Final Edition, Strasbourg, 26.11.2009,
pp. 2-3, Internet, http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//
NONSGML+TA+P7-TA-2009-0097+0+DOC+PDF+V0//EN, 15.05.2011.

23 “Enlargement Strategy and Main Challenges 2010-2011”, p. 15.
24 “The Presidency and Croatia seek to close negotiations in June”, Hungarian Presidency of

the Council of the European Union, 29.04.2011, Internet, http://www.eu2011.hu/news/
presidency-and-croatia-seek-close-negotiations-june, 15.05.2011.



In 2009, the Commission recommended opening of the accession process
with the former Yugoslav Republic of Macedonia (FYROM) due to the fact
that the country continued making progress in satisfying EU criteria.
However, the progress has been inconsistent, and the Council has not yet
taken any position regarding the Commission’s recommendations. FYROM
has made some progress in parliamentary, judiciary, police and public
administration reforms, as well as regarding the protection of minorities.
Despite these changes, further progress is needed in judiciary and public
administration, fight against corruption, political dialogue, freedom of
expression and business environment.25 The EU reiterated the necessity of
resolving the name issue with Greece. Although talks have been held under
the UN auspices, they gave no concrete results. Good neighbourly relations
remain essential for the EU membership, and FYROM should involve more
efforts in resolving the name issue and other bilateral issues with its
neighbours.26

Serbia applied for the EU membership in December 2009 and in October
2010, the Council invited Commission to submit its opinion on the
application. In February 2010, the Interim Agreement was enforced and in
June 2010 the Member States submitted the Association and Stabilisation
Agreement to their parliaments for ratification.27 Serbia has further taken
important steps in the process of reconciliation in the region, especially with
Croatia and Bosnia and Herzegovina. The country continued its cooperation
with the ICTY, but the extradition of ICTY fugitives remains unfulfilled. The
full cooperation with the Tribunal is necessary and remains a precondition
for the EU membership. This was reiterated by the Council on 25.10.2010.28

Similarly, although the signing of the police protocol between Serbian
authorities and the European Union Rule of Law Mission in Kosovo – EULEX
KOSOVO has been welcomed, the cooperation needs to be strengthened in
the north of Kosovo. Serbia is requested to demonstrate a more constructive
attitude towards Kosovo’s participation in regional trade and cooperation.
It is also urged to acknowledge Kosovo’s customs stamps which were twice
certified by UNMIK in line with UNSCR 1244. Serbia has achieved some
positive results in fight against organised crime. However, more efforts are
needed regarding judiciary and public administration reforms. Serbia
demonstrated capacities to fulfil the SAA requirements, and has continued
implementing Interim Agreement.29
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26 Ibid., p. 16.
27 Ibid., p. 17.
28 Ibid.
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Bosnia and Herzegovina has made partial progress in conducting major
reforms. The October 2010 elections were mostly in line with European
Standards. Nevertheless, regardless of the European Court of Human Rights
decision, the disparities between Bosnia and Herzegovina’s Constitution and
the European Convention on Human Rights have not been eliminated. The
right on equal treatment without discrimination is the essential element of
Interim Agreement. The authorities are therefore urged to improve the
efficacy and functioning of institutions and to demonstrate that the country
would have the capacity to adopt, implement and enforce acquis. Bosnia and
Herzegovina must in the first place meet the conditions set for the closure of
the Office of the High Representative (OHR). In order to facilitate this
process, the EU must reinforce its assistance.30

The local elections in Kosovo in 2009 were orderly and with participation
of all communities, but with a low turnout in northern Kosovo. The process
of decentralisation has advanced and the cooperation with EULEX increased.
However, the government is facing many challenges regarding the rule of
law, functioning of public administration and judiciary, fight against
organised crime, corruption and money laundering. Reconciliation, dialogue
between communities and protection of minorities, especially the Kosovo
Serbs, need to be ensured.31 The Commission began the Stabilisation and
Association Process dialogue with Kosovo in January 2010. Kosovo also takes
part in IPA cross-border cooperation programmes with FYROM, Albania
and as of 2011 with Montenegro. Regarding possible trade agreement with
the EU, numerous shortcomings have been noticed in the areas concerning
intellectual property, competition rules, technical product regulations and
public procurement. The Commission will intensify its assistance regarding
not only meeting the necessary requirements for a possible trade agreement,
but also regarding regional cooperation and other key issues in Kosovo.32

Montenegro continues to fulfil the criteria set out by the 1993 Copenhagen
European Council and the SAA. However, further efforts are needed in
ensuring stability of institutions that are to guarantee the rule of law, human
rights and protection of minorities. Also, in order to become a functioning
market economy, Montenegro needs to tackle the existing shortcomings in
financial sector and the functioning of the labour markets. Due to the fact that
Montenegro generally has a good track-record regarding the enforcement of
obligations under SAA, it is assumed that the country would have the capacity
to adopt and enforce acquis. The Commission calls for attention when it comes

30 Ibid., p. 16.
31 Ibid., p. 17.
32 Ibid., p. 18.



to the acquis alignment in the field of environment, which, in order to be
sustainable, requires increased investments. Other issues that need to be
addressed are in the areas of agriculture and rural development, food safety,
fisheries, statistics, veterinary and phyto-sanitary policy, judiciary and
fundamental rights.33 Generally, the Commission recommends the opening
of accession negotiations with Montenegro, once the necessary degree of
conformity with the membership criteria has been achieved. Some of the key
priorities include depoliticizing of judiciary and public administration,
implementation of anti-corruption policies, enforcement of fight against
organised crime, strengthening the cooperation with civil society,
implementation of anti-discrimination policy and granting the legal status for
displaced person, especially Roma, Ashkali and Egyptians. The Commission
will further support the reforms in Montenegro through the instruments of
IPA and will report in 2011 on the country’s progress which would be decisive
in the opening of EU accession dialog.34

Similar to the conclusions on Montenegro, the Commission’s progress
report on Albania has stressed the importance of strengthening the rule of
law, human rights and protection of minorities, all in line with the
Stabilisation and Association Agreement and the 1993 Copenhagen
European Council. The country should be able to adopt and enforce acquis
in most of the fields, providing that the alignment with the membership
criteria continues, as well as that the efforts are made to ensure the
implementation of legislation. Free movement of goods, intellectual property
law, food safety, transport safety, employment and social policy, regional
cooperation are just some of areas which Albania needs to address and in
which it needs to conduct necessary reforms. One of the key requirements
that the country should strive to meet is enabling a proper functioning of the
Parliament. Pending laws should be adopted and an Ombudsman
appointed; electoral framework amended, whereas the elections should be
conducted in line with the international and European standards. Also, the
anti-corruption strategy should be adopted and the judiciary and public
institution de-politicized and made more professional. The state of human
rights, especially for women, children and Roma, and the treatment of
detainees require considerable improvements.35 The authorities in Albania
are urged to continue with the active implementation of reforms and
especially regarding the key requirements that are preconditions for the
opening of the accession negotiations. The reforms will not only bring
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Albania closer to the European Union, but will also improve citizens’
economic and social conditions. 

In its 2009 Resolution, the Parliament called on the Commission and the
Council to develop a functional and uniform model for new EU delegations
in the area of enlargement. This should maintain the unity of the EU activities
after the European External Action Service (EEAS) has been established, and
especially in cases when the enlargement policy would fall outside the EEAS
competence.36

CONCLUSION

The countries of the Western Balkans are going through the process of
the EU integration, which requires comprehensive reforms of their political,
economic and social systems in line with the EU criteria. Considerable results
have been achieved; however, much more effort is needed on the way
towards the EU integration. The region is slowly recovering from the
negative effects of the global economic crisis. The economic problems call for
the reforms of economic systems which should consequently enable stable
and continuous economic development. In this way, the prospects for the
poverty and unemployment reduction, which are some of the key issues in
the region, would be created. In most Western Balkan countries, fragile legal
framework and insufficiently organised political systems create basis of all
political problems. The reforms, which would be based on the
implementation and enforcement of stable legal frameworks as well as a
clearer definition of public agencies’ jurisdictions, are necessary in this area.
The establishment of professional and de-politicized judiciary and public
administration are necessary elements for the establishment of the rule of
law and could also, to an extent, contribute to the fight against corruption. 

The cooperation among the Western Balkan countries would, apart from
the exchange of experiences, enable faster and more effective implementation
of the necessary reforms, and would restore good neighbourly relations. In
this sense, the utilizing of the experiences of the Visegrad group could prove
especially useful for the countries in the Western Balkans region.
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1. InTroDUCTIon

It is often said that the Balkan is known as a region of great civilization’s
boarders. In political vocabulary of new geo-political texts this region of
divisions is also called the south East of Europe. This name indicates the desire
that the term “Balkans” does not disturb the processes that are supposed to
lead to its inclusion in contemporary integration processes. This region was
always extremely important for many. At the end of the 20 century and the
beginning of 21 century the south East of Europe goes trough changes that
were supposed to establish fundament for entrance to the family of countries
with European values as an ultimate goal or processes and the region is
conducting them trough multilateral integrations. The process of globalization
introduced to the world enormous structural changes. Processes under frame
of international relations were demanding different definition of relation
towards the question of state national sovereignty in more and more integrated
International Community.2 states have ramaind as basic wearer of sovereignty,
but in almost all parts of the world multilateral approach to economic, security
and political life extorted transformation of a part of sovereignty to
integrations. Globalization and regionalization become the main world trends.
The economical development of the Balkan countries in the last ten years brings
with itself a whole chain of contradictories and differently directed processes.
specific problem are the countries of the Western Balkan that are in transition
and that are most numerous, with their political and economical problems they
significantly affect the status and processes of European integrations. 

After all, access to European integration will largely depend on the forms
of cooperation of the Western Balkan centuries. That question was on the
agenda of the summit in Thessaloniki on May 21st 20033 where the leaders
of serbia, Montenegro, Macedonia, Bosnia, Croatia and Albania requested
from the European Union that in no way they should be forgotten or omitted
from the process of further enlargement. having in mind that the EU wants
to expand further to the east and southeast to form a unique and united rival
entity to the U.s., Japan, China and Islamic countries, its continued expansion
depends on the Western Balkans. The aim of forming the term Western
Balkan is therefore a unique region that has eradicated the balkanization so
that that term would not be an obstacle to Europe during unstoppable
globalization assault. 

The Western Balkans should be globalized, meaning that nations and
states should be treated as a regional political entity without borders, with

2 Miloš Šolaja, Balkan in trans atlantic crack, Banja Luka 2006. page 7.
3 At the summit was made joint declarations and adopted the Thessaloniki Agenda for the

Western Balkans: moving towards European integration.



limited sovereignty, denationalization, so that the Western Balkans will be
in the future part of European integration. The global economic crisis has
definitely affected the speed of entry, i.e. association of the countries of
Western Balkan to the integration processes. Western Balkan shows delay in
achieving stabilization and transition. With the entrance of romania and
Bulgaria into the European Union, and the more and more certain entry of
Croatia and Turkey, Western Balkans will remain an enclave with app. 18
million inhabitants. In various academic circles and discussions that include
officials of EU, Croatia is no more treated as a part of Western Balkan,
because it is a candidate country, so as countries of Western Balkans now
remain Bosnia, serbia, Macedonia, Montenegro and Albania.

2. sIGnIFICAnCE oF ThE GLoBAL CrIsIs 
on DIFFErEnT ProGrEss oF WEsTErn BALKAn CoUnTrIEs

ToWArD ThE EUroPEAn InTEGrATIon 

In the year 2010 the Western Balkan countries made different progress to
EU integration, with the furthest advance of Croatia, which entered the final
phase of negotiations for EU membership. Important progress achieved
Montenegro that reached candidate status, and serbia entered a new phase of
achieving the conditions for candidate status. In the process of association of
Bosnia and herzegovina, Albania and Macedonia there were no major
changes, but an important signal from Brussels to Bosnia and herzegovina
and Albania was the abolition of visas for citizens of those countries who travel
to EU member states. This visa liberalization extended to the entire Western
Balkans, except Kosovo. The process of integration of serbia in the year 2010
received a new impetus from the Brussels’ decision to ratify stabilization and
Association Agreement (sAA) with serbia and with request for an opinion
from the European Commission to give opinion concerning the candidacy of.
serbia. on December 22nd 2009 serbia applied for EU membership. EU Council
of Ministers on June 14th 2010 decided to ratify sAA with serbia and since then
agreement is ratified by 11 member states and serbia.

The European Parliament is supposed ratify the sAA in January 2011 as
well as the resolution on serbia’s progress in European integration. EU
Council of Ministers on 25th october of that year asked the European
Commission to give its opinion on the candidacy of serbia. Then it was
emphasized that, in addition to much needed reforms, cooperation with the
ICTy will remain a prerequisite for further progress of serbia in European
integration. 

on november 24th a questionnaire was given to serbia and on the base
of this questionnaire the European commission is supposed to estimate the
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readiness of serbia to get the status of candidate for EU membership.
Commission could announce its opinion on serbia in november 2011 when
it is planned to release the annual report on serbian progress in the process
of EU integrations. 

The Commission will than forward these opinions to the Council of
Ministers that will than, on the base of that opinion, decide whether to grant
serbia`s candidate status for membership. According the European
Commission, Kosovo achieved “political progress,” but there is great concern
regarding the rule of law. The report indicates that the ability of Kosovo’s
public administration remains weak, and that the judiciary is ineffective. The
European Commission believes that they soon should open a dialogue on visa
liberalization with Kosovo. At the same time, the Commission helps Kosovo
to create conditions for a possible Agreement on Trade with the EU. The
Commission will propose and to consider opportunities for the participation
of Kosovo in some EU programs, such as “Europe for the Citizens and
Culture”. on December 17th the Leaders of EU approved Montenegro`s status
of candidate for EU membership. Montenegro submitted application for
membership in the EU and the European Commission expressed positive
opinion on the candidacy of Montenegro in november 2010. 

Depending on how did they advance in their reforms and in meeting the
criteria for integration, the Western Balkan countries have the status of
potential candidate countries (serbia, Bosnia and Albania) and candidate
(Croatia, Montenegro and Macedonia). obtaining status does not
automatically mean the start of membership negotiations. Membership
negotiations are conducted on a total of 35 chapters that are relating to the
adoption of the legal legacy in various fields.

Croatia managed to close eleven of these chapters in the year 2010 and
thus to reach a total of 28 closed chapters of 33 that were opened in the
beginning of negotiations. It is expected that Croatia will complete the whole
technical part of negotiations before June 2911 and it is estimated that if this
is done Croatia could join the EU in the first half of the year 2013. To conclude
negotiations Croatia has to fulfill the remaining criteria in the areas of justice
and fundamental rights including the combat against corruption, and
thereby eliminate the need for the introduction of the verification mechanism
after accession. The European Commission will review progress that will be
done in these chapters in the first quarter of the year 2011. 

There are no major progresses in the integration processes of Bosnia and
herzegovina, Macedonia and Albania. The European Commission in its
report for the year 2010 estimated that there were small progresses, limited
progresses and in some segments even without progresses in reform
processes. In the report it is also indicated that B&h has a very little progress
in fulfilling conditions for closure of the office of high representative (ohr).
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It is recorded that there is a low rate of consensus of domestic authorities on
major national government reform priorities, such as harmonization of the
Constitution with the European Convention on human rights and creation
of common economic environment. Limited progress is also achieved in the
area of reform of Justice system and the complexity comes from the fact that
there are four separate judicial systems (at the state level, at the level of
republic srpska, at the level of Federation of B&h and the level of Brcko
District). B&h signed the stabilization and Association Agreement in June
2008, but the process of ratification of this agreement is not jet accomplished
in the member countries of EU. 

As early as october 2009 the Commission recommended initiation of
negotiation on Macedonia`s membership, and Macedonia has a candidate
status since 2005. In its report for the year 2010 the Commission repeated that
recommendation, but this requests requires a unanimous decision of EU
member states. In another report of European Commission on Macedonia`s
progress published in november 2010 it is estimated that Macedonia
sufficiently continues to fulfill political criteria. Albania applied for
membership in April 2009 and in november of that year the Un security
Council requested an opinion from European Commission on Albania`s
candidacy. Albania submitted answers to European Commission Questioner
on April 15th 2010, but in november 2010 the recommendation for assignment
of candidate status from the European Commission did not occur for Albania.
Albania submitted application form for membership in April 2009. 

3. EConoMIC InDICATors For ThE WEsTErn BALKAn sTATEs 
For ThE PErIoD 2005-2010 AnD TEnDEnCIEs 

oF GDP PEr CAPITA UP To 2015

The Western Balkan states have had bigger growth rates of mutual,
regional trade exchange than in relation with growth of exchange with the
rest of the world in the period before global crisis. This influenced the growth
of interactive relative foreign trade importance. The crisis affected mutual
exchange of the Balkan states much harder than exchange with the rest of
the world and the post crisis export recovery is based on demands from the
rest of the world under stagnation or slight increase of import. 

The following tables present mutual goods exchange for all Western
Balkan states (as well as their overall level of import and export, the GDP of
these states in 2010 and tendencies up to 2015). In foreign trade, as in many
other economic performances, there are many similarities between the
Western Balkan states. This applies, before all, for the following: very small
rate of goods export and large foreign trade deficit (that are covered and
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financed by money remittance, loans, foreign loans and donations). The
global economic crisis significantly impeded the ability of these states to
finance the disequilibrium in the trade balance. 

The value of export of Western Balkan countries is therefore relatively
small, while the value of import is significantly higher (although the import
is also low compared with the import in more developed countries in
transition), and as a consequence these countries have large trade deficit. Due
to the reduced inflow of foreign currency for financing the deficit decreased
from 33.4 billion Euros in 2008 to 23.8 billion Euros in 2009. In the year 2010
there was further small decrease in trade deficit, with significantly higher
growth rate of export than growth rate of import. 

The share of the observed seven countries of the Western Balkan territory
is approximately 0.16% in total global export during period 2005–2010. When
the import of goods is analyzed in the observed seven countries one may
conclude that their share in global import is also low, but significantly higher
than export and it is usually around 0.3% in the period 2005–2010. For the
year 2010 the estimated value is calculated on the base of estimated growth
of global goods trade: 23% in Us $ currency (based on trend in the first nine
months in 2010). 

The following two tables indicate relatively insufficient value of export
and to lesser extent insufficient value of import of the Western Balkan states.
Cumulative growth of exports was 57% and imports 26% in the second half
of the first decade of the 21st century (discrete average growth rate was 9.5%
and 4.7% of aggregate imports).

Table 1. Total exports of the Western Balkans in millions of Euros
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2005 2006 2007 2008 2009 2010

Montenegro 369.000 441.000 455.000 416.000 276.982 330.300

Croatia 7.044.027 8.260.448 9.017.165 9.599.212 7.510.067 8.902.000

serbia +
dispatched 
to Kosovo

3.750.958 5.307.893 6.660.427 7.637.751 6.172.201 7.632.200

Macedonia 1.639.058 1.911.058 2.448.487 2.714.435 1.929.923 2.426.000

Albania 528.536 630.963 786.208 920.878 780.074 1.252.000

B&h 48.939 110.774 165.112 198.463 165.328 279.339

Kosovo 15.298.379 19.390.777 22.561.386 24.899.338 19.651.967 24.450.839

sum: 15.298.379 19.390.777 22.561.386 24.899.338 19.651.967 24.450.839

source: www.trademap.org.



source: www.trademap.org.

By far the biggest exporter of goods in the region of Western Balkan is
Croatia, although the relative significance of this country decreases in favor of
countries that have enormous enlargement of export in the specific period,
serbia before all, and if observed trough absolute figures (the real export is
almost double). The most modest exchange is realized by Kosovo and
Montenegro, but Kosovo records dynamic growth partly due to the fact that
there is a transition from foreign exchange that was previously in the grey zone
to official statistic. In any case it is likely that the export of Kosovo will be the
most powerful in the region in the future period having in mind the low base
compared with number of inhabitants of the province. The good`s exchange
deficit is a rule in the exchange among these countries. none of these seven
countries of the Western Balkan in the six observed years did not accomplish
good’s exchange surplus in exchange with foreign countries. The biggest total
deficit in the six observed years is in Croatia: 51.5 billions of Euros, in serbia
35.9 billions of Euros, B&h 22.7 billions of Euros, Albania 13.1 billions of Euros,
Kosovo 8.9 billions of Euros, Macedonia 8.5 billions of Euros, Montenegro 8.2
billions of Euros which is extremely high amount for a country of that size).
The goods exchange per capita indicates that Croatia is in the most favorable
position while the export in Macedonia, B&h and serbia is two times smaller,
and this is presented on Table 3. Kosovo is on the last place behind Albania
and Montenegro. Croatia is also on the first place when the import per capita
is in question, but here Montenegro is, also in a quite good position. Kosovo,
again has the smallest import per capita, while serbia is a little under average
value. The most developed countries in transition have more than 6000 Euros
export – import value per capita in the observed years that indicates far more
integrated relations in international division of labor. neighboring Bulgaria in
the last couple of years has two times larger goods exchange per capita than
serbia, while the difference in the favor of romania is not that large. 
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Table 2. Total imports of the Western Balkans in millions of Euros
2005 2006 2007 2008 2009 2010

Montenegro 1.043.000 1.457.000 2.073.000 2.530.000 1.654.044 1.654.600

Croatia 14.903.270 17.116.782 18.843.392 20.883.720 15.203.053 15.127.000

serbia 8.400.014 10.485.662 13.535.431 16.478.100 11.504.700 12.621.900

Macedonia 2.591.960 2.995.261 3.813.679 4.681.581 3.472.000 4.333.000

Albania 2.099.221 2.433.810 3.064.661 3.568.517 3.261.286 3.616.700

B&h 5.663.910 6.017.448 7.091.082 8.284.037 6.290.796 6.965.000

Kosovo 1.180.022 1.305.879 1.576.186 1.928.236 1.935.541 1.970.300

sum: 35.881.397 41.811.842 49.997.431 58.354.191 43.465.515 46.288.500



Table 3. Exports and imports of Western Balkan countries 
per capita in euros
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Imports 2009 Imports 2010 Exports 2009 Exports 2010

Montenegro 447 533 2.668 2.669

Croatia 1.707 2.023 3.455 3.438

serbia + dispatched 
to Kosovo 834 1.031 1.555 1.706

Macedonia 941 1.183 1.764 2.114

Albania 257 417 1.076 1.206

Bih 854 1.037 1.906 1.990

Kosovo 75 140 880 985

sum: 854 1.061 1.890 2.002

source: www.trademap.org.

The states of Western Balkans with the largest economical potentials are
Croatia and serbia, but IMF notes that serbia will have more rapid GDP
growth than Croatia. Table 4 presents GDP per capita for countries of
Western Balkans and evaluations of their tendencies up to year 2015. The
crisis streaked all countries, but the recovery (measured with GDP per capita
in current dollars) is already significant in the year 2011. Although in, for
example, serbia there is a recorded growth of GDP of 1.5% in 2010, because
of the real depreciation of the dinar, GDP per capita was still reduced in that
same year. By far the largest level of GDP per capita is, expectedly in Croatia.
serbia is in the middle, while on the bottom are Kosovo and Albania. 

Table 4. GDP per capita in current dollars

2010 2011 2012 2013 2014 2015

Albania 3.616 3.730 3.932 4.165 4.437 4.764

Bih 4.158 4.275 4.584 4.929 5.263 5.623

Croatia 13.528 13.872 14.572 15.381 16.238 17.146

Kosovo 2.604 2.776 2.925 3.058 3.151 3.268

Macedonia 4.635 4.868 5.204 5.532 5.885 6.242

Montenegro 6.117 6.197 6.530 6.883 7.163 7.443

sum: 5.263 5.574 6.421 7.007 7.655 8.257

source: IMF World Economic outlook database october 2010.



4. InFLUEnCE oF GLoBAL EConoMIC CrIsEs 
on ThE FLoWs AnD PErsPECTIvE oF ForEIGn InvEsTMEnTs 
AnD ThEIr IMPACT on DEvELoPMEnT oF ThE FrEE MArKET 

on ThE WEsTErn BALKAn 

Positive effects of international investments that started in 2004 to 2007
reached a historic maximum, when the flows of foreign direct investment
reached a volume of 1.8 billion U.s. dollars.4 This was followed by a decline
of more than 20% in the year 2008. The main two causes of this drastic decline
in investment were: reduced access to financial resources, national and
international and significantly reduced profit outlook in the destination
countries affected by the recession. To this can be added to the direct impact
of the crisis, and declining propensity for taking risks. The largest decline in
investment is reflected in the developed countries, which have always been
the most important destination for foreign direct investment.

In direct relation with the character of the global crisis, the biggest decline
was felt in the following sectors: financial services, automotive industry,
construction, row materials, semi-finished products, which all has led to
some changes in financial resources on the primary sector and non-financial
services. These short-term negative effects of global crisis are not necessarily
negative influencing middle term perspectives; they could even lead to more
healthy investments that are more linked to real sector of the industry.
Inevitable structure and adjustment of economies all around the world can
open new opportunities for international investors. In addition, not all
countries were affected by the global crisis in the same manner and with the
same intensity. China, russia, India and Brazil continue to maintain a
relatively high level of growth compared with developed countries. Trends
in foreign direct investment in these countries in the period 2007-2011 are
constantly increasing. Among the top ten investors, 8 are the oECD
countries, followed by China, russia and Brazil, with a percentage of 12.9%
of total world investment in which the U.s. is by far the top spot with 26.7%
of total investments in the world and this is about 250 billion Us $.5
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4 UnCTAD (2009) Assessing the impact of the current financial and economic crisis
on global FDI flows.

5 www.economist.com, Foreign direct investment, downloaded February 2nd 2011.



source: www.economist.com, Foreign direct investment.

In the south East Europe only in this decade more than 100 billion Us
dollars entered as direct foreign investments. only 13% of this amount was
for serbia and comparing with rumania, Bulgaria and Croatia we are behind
not only in accordance with total investment but also in accordance with
amount per capita. Any kind of comparing with Czech republic, hungary
or slovakia is even more unfavorable. 

As far as serbia is concerned as a result of global economic crises the
consequence is fall of foreign investments and decrease of interests of foreign
investors for investments in serbia in the year 2010. Total gross income of
foreign capital reached 907.4 millions of Euros while on the structure of
withdraw of investments of foreign companies there were 55.1 million of
Euros and the investment of domestic capital abroad was the rest of 43.2
millions of Euros. 

negative effects of global economic crisis and decrease of flow of global
investments are more obvious when a comparing is made with the results
of the first half of last year. 
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Chart 1. Participation of sDI –oECD countries China, russia, Brazil



The biggest foreign investment till the end of June of this year was
investment of capital from russian Federation in serbian oil Industry. The
contract regarding sale of the serbian oil Industry was signed in December
2008 in Moscow and the russian Gazprom neft took over the management
of the serbian oil Industry in the beginning of February of this year, after
payment of 400 million of Euros for acquisition of 51% of shares of the
serbian oil Industry.6

Table 5. Foreign direct investment in serbia, Jan-november in 2010.
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January-November 2010.

9 inflow outflow

Country 10

based on
residents’

investment
s abroad

non-residents
from

investments
in Serbia

based on
residents’

investments
abroad

non-
residents

from
investments

in Serbia

net

1 netherlands 265 221,053 6,241 17,304 197,772

2 Austria 92 154,999 585 20,282 134,225

3 slovenia 1,612 84,007 2,329 10,891 72,398

4 sAD 727 54,046 509 1,444 52,820

5 United
Kingdom 776 55,086 2,374 2,255 51,233

6 switzerland 726 55,873 1,201 5,371 50,027

7 Croatia 1,096 46,367 941 3,932 42,590

8 Italy 459 37,234 116 2,281 35,296

9 Cyprus 809 46,456 8,039 14,036 25,189

10 Germany 297 28,000 981 3,750 23,566

6 nBs, Foreign direct investments in the year 2010, download 2nd February 2011
www.nbs.com, download 2nd February 2011.

source: www.nbs.com.

Among other significant projects that brought foreign investments there
are few tender transactions in the privatization process, such as sale of
yugoslav river sipping Company and novokabel to companies EDDs and
East Point. 



4. ConCLUsIon

The future of the Western Balkans is, undoubtedly, under the framework
of European integration. The effectiveness of the role of the European Union
as leverage internal in changes in the Western Balkans depends on the
credibility of the EU and a clear perspective of integration, all of which again
depends on the setting of clear standards and conditions for admission to
membership. on the one hand the EU must be consequential, because if it is
too flexible loses credibility. In a variety of policies that need to be
implemented on the Western Balkans, the relationship between the
conditions imposed by the EU and the benefits that these countries receive
is often irrelevant. For some groups of countries they are developing different
sets of instruments. These instruments are packed for each country
separately, but politics that is conducted for each group is unique. however,
according to each country’s EU policy is adjusted as needed. In this sense,
the EU shows enormous institutional innovation and great flexibility. This
does not mean that its policy is ideal, that it any time it is in charge of this
process in an ideal manner. An example is the corruption scandal related to
EU assistance for Bosnia, which led to a complete change in the composition
of the European Commission. yet the EU shows enormous patience, good
will and willingness to adapt. 

only after reaching a certain level of transition the framework of
European integration could be defined and thus may enable policy reform
in an effective mode. Take the example of Albania, which does not have that
kind of problems that have serbia, Montenegro, Macedonia and Bosnia, but
still is not at the level of transition that makes country capable to fulfill all
the conditions of eligibility for an accelerated process of EU integration. EU
is not therefore pure economic entity. It represents a special case of so-called
jurisdictional integrations of massive scale, on all levels. 

For the first time we have a case of creating a specific empire that is
created on a voluntary base, by mutual agreement and annexation of
sovereign countries to super national creation.
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ABsTrACT
The global downturn is amplifying its negative effects on the local
economic crisis. The real sector is much more exposed to the crisis and
its negative impact than the financial sector, which is dominated by
foreign ownership. In the conditions of foreign capital squeeze and
foreign debt repayment, the pressure is increased on the depreciation of
the local currency followed by uncertain value of the nominal fix rate.
Due to these underlying principles, the policy respond have the focus
from the financial sector to the real sector. In the paper is explained that
the sudden stop of the foreign capital inflow, due to the world financial
crisis, has caused a sharp monetary contraction and consequently a drop
in output in serbia. The main problem of serbia as the environment are
the discrepancies between the real sector and the financial sector. The
macroeconomic balance is directly related to the rate of implementing
the industrial structural reforms and the level of the economic
competitiveness. The increasing illiquidity, which is the major cause of
decreasing demand and consequently manufacturing, is possible to be
overcome by offering additional resources to the industry and the
population.
Key words: Global downturn, fiscal and monetary policy, bank
rehabilitation, structural changes, competitiveness.
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1. InTroDUCTIon

Certainly the world economic crisis was caused by the decline of the financial
sector liquidity. however, the liquidity crisis in the financial sector became soon
manifest by the combination of the crisis of the real sector’s solvency and
productivity due to slowdowns caused by breaks in financing and/or increased
costs of financing. Consequently, the crisis soon developed into the crisis of the
production decrease, causing the crisis of the companies and the whole national
economies competitiveness. serbia is still in the processes of transition. The
economic aspect of such processes becomes manifest in four aspects: privatization,
macroeconomic stabilization, institutional reforms and reindustrialization.

In 2009 the economy of serbia is characterized by: a low level of economic
activities, the capital market inactivity, the depreciation of the dinar (in spite of
high costs of maintaining the balance rate), a very slow privatization of small
and medium firms and a reduced liquidity of the economy and of the state. The
problems of late transition are deepened due to the global economic crisis in
combination with the domestic stagflation. The global downturn contributes
to strengthening the local economic crisis being present in serbia for two
decades already in the form of transitional stagflation. In the conditions of a
high dependency from credits, their decrease contributes to recession. Due to
reduced investments and drop in demand, as the consequence of the global
downturn, the economy becomes less stable and highly vulnerable. The direct
result of the global financial crisis to serbia (and to the countries in the
environment) is already visible through a decreased supply of foreign capital
and credits and less favorable conditions for those banks borrowing abroad.
since being highly capitalized, the banking sector of serbia can play the key
role in amortizing the crisis negative effects. on the other hand, some economic
sectors have been illiquid even before the crisis, and became additionally
impaired by the global downturn.. Consequently, a number of measures should
be undertaken in the aim of neutralizing the negative effects. 

2. ThE CAUsEs oF ThE CrIsIs In sErBIA 
AnD ThE CoUnTrIEs In ThE EnvIronMEnT

serbia and the countries in the environment started their reforms already in
1989.2 In the first stage of the reforms, being destabilizing by definition, the
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2 The process of transition is a complex and multidimensional phenomenon including not only
the economic and geopolitical aspects, but also other major aspects (historical, anthropological
and cultural ones). Probably the main reason of serbia’s lagging behind in transition is in the
geopolitical cataclysm provoked by the disintegration of yugoslavia and serbia lacking the
possibility to be included more efficiently into the process of integration to EU.
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performances decrease, risk grows and the economic expectations become
smaller. The performances decrease for several reasons (transitional stagflation):

1. inflation grows due to increasing prices in the sectors of irreplaceable
products as the result of emulation on the basis of increased salaries in the
sectors of replaceable products.;

2. the currency appreciation resulting from a sudden inflow of foreign
currencies due to privatization and green field investments;

3. the social policy of increasing salaries grows over the growth of labor
productivity.
The transitional stagflation lasted until the conditions for intensifying the

process of reindustrialization were set through the institutional reforms and
macroeconomic stabilization.

After comparing the data (economic indicators) of the economies of serbia
and the countries in the environment it is possible to identify the moment when
transition is terminated and recovery starts. The basic indicator of terminating
transition is the achievment of the pretransitional level of GnP (the level from
1989). Also, additional indicators of terminating transition may be the
macroeconomic stability (prices stability, i.e. single figure inflation) and positive
growth rates. After almost 20 years from the transition starting (in spite of high
growth rates during the last four years) serbia remains on 0.73 GnP from 1989
and a two figure inflation. In the conditions of insufficient economic activities
and a relative macroeconomic stability, the contribution of higher growth rates
of GnP is not appropriate due to the domination of investments in the sector
of services and spending foreign currencies to maintain the currency rate
instead to upgrade the real sector. 

The late transition process had a crucial impact on the performances of
serbia’s economy. The basic indicators pointing to the situation in the economy
and to the transitional deficit are: the economic activities level, inflation level,
international exchange, unemployment and the personal incomes level, external
liquidity, monetary indicators and indebtedness. According to the index of
competitiveness, the economy in serbia holds position 85 of the rank order.

survey no. 1. Index of global competitiveness according 
to the World economic forum

Czech republic 33 hungary 62
slovenia 42 Montenegro 65
slovakia 46 romania 68
Lithuania 54 Bulgaria 76
Croatia 61 serbia 85

source: Porter, M., schwab, K., 2008. The Global Competitiveness report 2008-2009,
Palgrave-McMillan, new york.



source: Ministry of Finances, rs 2009.
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Table no. 1. Key economic indicators of serbia 2004-08

Economic activity

2004 2005 2006 2007 2008

GnP mird. EUrs 19.13 20.41 23.61 29.12 33.86

GnP pc EUrs 2563 2742 3185 3945 4597

GnP real growth in % 8.2 6.0 5.6 7.1 6.0

Inflation

retail prices (end of period),% 13.7 17.7 6.6 10.1 6.8

Costs of living, period average in % 11.4 16.2 11.7 7.0 13.5

Foreign trade exchange

Commodity export, mird.EUrs 2.83 3.61 5.10 6.43 7.77

Commodity import, mird. EUrs 8.62 8.43 10.46 13.51 15.75

Commodity exchange deficit mird. EUrs -5.79 -4.83 -5.36 -7.07 -7.98

Export / GnP 0.15 0.18 0.22 0.22 0.23

Import / GnP 0.45 0.41 0.44 0.46 0.47

Employment and incomes

Unemployment level % 19.5 21.8 21.6 18.8 -

net income (period average) rsD 14108 17443 21707 27759 32171

Foreign trade transaction liquidity

Current transactions deficit, mird. EUrs -2.61 -2.05 -3.35 -5.23 -6.19

Current transactions deficit % GnP -13.6 -10.05 -14.18 -17.95 -18.27

Foreign direct investnments, mird. EUrs 0.78 1.26 3.40 1.60 1.93

Foerign direct investments, p.c. 104 167 459 217 261

Monetary indicators

Foreign exchange reserves nBs, 
mird. EUrs 3.78 5.52 9.59 10.90 9.12

value of EUr related to rsD 78.88 85.50 79.00 79.24 88.60

Population savings in mird. EUrs 1.46 2.27 3.41 5.03 4.89

External debt indicators

External debt, mird. EUrs 10.35 13.06 14.88 17.79 21.61

External debt / GnP, % 0.54 0.64 0.63 0.61 0.64

Public debt / GnP 53.3 50.2 36.2 29.4 25.7



Besides, the credit rating of BB-stable to the agencies Fitch and s&P is on the
credit provision limit and below the major competitors.

survey no. 2. Credit rating to Fitch and s&P

172 Aleksandar ŽIvKovIĆ

Country S&P Fitch (FCLT)

Czech republic A A+
slovakia A A+
Poland A- A-
hungary BBB+ BBB+
Bulgaria BBB+ BBB
Croatia BBB BBB-
romania BBB- BBB
serbia BB- BB-

The lagging of transition in serbia is characteristic for some negative aspects:
1. investment short-sightedness – the brokers and renters mentality dominates

over the mentality of industry and enterpreneurship;3

– the participation of green field investments is particularly unfavorable.
2. high level of public expenditure – the size of the public sector and the

expansion of the state administration;
3. an unsustainable transition model “strong currency in weak economy”; 

– the power of the domestic currency depending on the strength of the
national economy;

– the defense of the exchange rate by revenues from privatization is not in
accordance to the axiom about the money supply being influenced by
money flows and not by capital flows.

The real, the imposed and the fictive limitations of the economy of serbia
have the following basic characteristics:

• The total domestic consumption exceeding production and generating
inflation;

• high deficit of foreign trade and current balance;
• Fall of export demand and higher supply of import;
• Lower inflow of direct foreign investments;

3 Even when investing the investments are placed into soft investment targets, like securities and
immovable assets.



• Less available foreign credits to the firms;
• relatively limited (and decreasing level) of foreign currencies reserves, and
• high level of interest rates.
In other words, the real limitations are:
a) insufficient efficiency, productivity and competitiveness of the domestic

economy generating unsustainable external deficits, and
b) low trust in the state on the world financial markets to be in the position

to borrow, in a credible way and in competitive conditions, up to
standard limits (for example, as presented in Mastriht criteria).

Those limitations may be removed in the medium and long-term, but can
hardly be changed in short-term. simultaneously, those fundamental
limitations are the basis of some imposed ones. Accordingly, a low confidence
and limited credit rating of serbia leads to a sharp fiscal limitation, subsequently
eliminating the possibility of using the fiscal stimulus, rightfully expected from
the economies with a better credit rating. Consequently, the imposed
limitations are: a low fiscal deficit, a restrictive fiscal and monetary policy and
an exceptionally low target value of the public foreign debt (33% BDP).

After the crisis became manifest, in the financial sector three kinds of
measures have been undertaken:

– the guarantee of deposit (late limitation of deposit to 50.000 EUrs resulting
in the thesaurization of a large part of savings);

– a continued defense of the exchange rate by using the nBs foreign currency
reserves (the maintenance of this measure is doubtful in the conditions of
decreasing capital from investments, privatization and remittances);

– growth of the financial system liquidity (by lowering the level of obligatory
reserves and conditional using resources to induce demand).
The foreign direct investments (sD), i.e. their level and the sector structure

in particular contribute to a special image of the countries in southeast Europe
(JIE).There is an evident inconsistent and uneven distribution of foreign direct
investments to sectors. Except in romania (52%) and some specificities in
Bosnia and herzegovina between 19% and 28%of the total capital invested
refers to the sector of production.4 The other fields where a considerable
generating of foreign direct investments took place are: banking and finances
(except Moldavia), trade (Bosnia and herzegovina, Bulgaria and romania),
transport and telecommunications (Bulgaria, Croatia, Macedonia, Moldavia
and romania) as well as the sector of services in Bulgaria, Bosnia and
herzegovina, Moldavia and largely in Croatia).

overcoming Financial Crisis 173

4 EBrD. Transition report 2008: Growth in transition. http:/transitionreport.co.uk/Tro/b/
transition-report/volume2008/issuel.
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3. ThE BAnKInG sECTor In sErBIA

The exposition to stresses of transition in the banking sector of serbia is
relatively small due to a high participation (almost 80%) of foreign ownership in
this sector. There are just few important domestic banks without foreign capital
and with stable positions. however, the banking sector in serbia is indirectly
exposed to risk by liquidity through the head offices and their policy of crediting
branch offices (affiliations). The domination of credits with a foreign currency
clause and a wide use of their reprogramming and conversion contribute to
increased risk. But still the banking sector in serbia is not overheated as in the
developed market economies and in those having completed their transition. For
example, the relation between credits and deposits in serbia is 1:1, being
considerably more favorable than in some other economies where the exposition
to risk was much stronger at the start of the economic crisis. A relatively more
favorable situation is also the result of a lower indebtedness level of the state and
the population, as well as from the scope of repaying annuities due to collection.

The high capitalization of banks in serbia is a factor of the crisis
amortization.5 The average coefficient of the capital adequacy in serbia’s
banking at the end of 2008 amounted to approximately 25%, while for example
in Croatia it amounted to 15.4%, in Bulgaria 8.2% and in hungary 9.1%.

Table no. 1. The banks capitalization level
December 31, 2008

5 In theory such a high capitalization is directly damaging the return on capital, being the basic
motive of the owners always wanting to get the highest possible return with least capital, and
earning not just on their own resources but on those of others as well.

Indices of capital 
adequacy

Number of banks
Participation in the total

balance amount

- up to 20% 10 50.6%

- 20-30% 11 28.9%

- 30-50% 9 19.0%

- over 50% 5 1.5%

source: The banks business operations control. report for the fourth quarter in 2008.
nBs.

The problem may be the solvency of private debtors and their ability to
promptly service their liabilities, thus maintaining the banking sector’s
liquidity. For example, the increase of credit to private persons amounted to
almost 40% in 2008. Also, a great problem is in the inability of the economy to
maintain and/ or increase export.



After comparing the level of serbia’s banking sector exposure to risk to the
other economies in transition regarding the relation credit/deposit and the
participation of foreign credits in total crediting, its relatively favorable position
is evident. The major part of credits (over 70%) are those coming from abroad,
but due to the global downturn and the defense of the foreign banks liquidity
those credits may be expected to decrease.

on the other side, the banking sector liquidity is influenced by two more trends: 
– outflow of the domestic savings due to distrust in the system;
– outflow of the capital invested in short-term into the securities of nBs (repo

papers).
In the aim of overcoming such a situation the operations on the open market

should be increased and the interest rates level should be lowered.
since distrust and insecurity are the major dimensions of this crisis, the game

rules should be made public and the ambiguities referring to the measures
undertaken should be avoided as much as possible. The savings deposits
insurance is of particular importance, since the depositors are not investors; they
invest resources expecting a fix interest rate and no risk. The savings deposits are
the foundation stone of the banking system’s credit potential, so the insured value
of the deposit should be high enough as not to provoke the depositors panic
reactions in case of crisis. The dispersion of the market participation is one of the
most positive factors favoring the banking structure of serbia, pointing to a high
level of competition that should eliminate a part of future problems for the
economy and the population (possibly to stem from the monetary restrictions
and limiting the credit potential in charge of the banks profit).

The high dispersion is favorable also for decreasing specific risk, since in
case some banks face more serious problems, the dispersion will contribute to
their overcoming.

Table no. 2. Top five banks in serbia and Croatia (in million EUrs)
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Banks in Serbia Banks in Croatia

Bank Assets Market share Bank Assets Market share
Banka Intesa Bg 2988 13.4% Zagrebacka 11798 23.19%
raiffeisen 2138 9.5% Privredna Zagreb 8666 17.04%
Komercijalna Bg 2063 9.2% Erate Zg 8244 12.24%
hypo AA Bg 1588 7.1% reiffeisen Aus 5590 10.90%
Eurobank EFG Bg 1338 6.0% soc.Ge. split 3535 6.95%
Top 5 total 10144 45.2% Top 5 total 35813 70%

Top 10 share 69% Top 10 share 90%

source: sites of the Central banks of serbia and Croatia.
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4. PossIBLE DIrECTIons oF ThE CrIsIs ovErCoMInG

The global economic and financial crisis is present and its termination is
impossible to be predicted with certainty. The financial crisis was transferred
quickly to the real sector due to decreasing the credit support to investments
and consumption. The credit multiplication in the developed market economies
is up to four times larger than the credit potential. In order to overcome the
global turndown negative effects, the following measures are proposed:

1. Increasing solvency and decreasing the risk of banking;
– primarily with banks, since they are the financial anchor of each economy;
– rehabilitation (recapitalization) of banks is carried out through various

arrangements of the central bank (interbank crediting – issuing the state
guarantees for interbank credits, conversion of illiquid assets into treasury
bills or priority shares);

– rehabilitation is not carried out in a linear manner but according to the
level of the bank’s importance to the national economy;

2. Extension of terms of credit repayment (payment of liabilities);
– achieved by granting guarantees for credits as well as guarantees for

paying out deposits;6

3. Dilution of illiquid balance positions;
– change of the level of obligatory reserves of the central bank and using

the discharged resources for crediting the economy;
4. Elimination of the toxic financial assets;

– transactions with toxic assets but based on the estimation using the
methods respecting all possible risks instead of those of fair market value;

5. support to the real sector;7

– the increase of aggregate demand requires financial infusions in the real
sector and reducing taxes in the sector of population;

– the increased demand is influenced also by investments in infrastructure
and energy from renewed sources as well as in development priorities;

– support may be provided by writedown of credits and reducing taxes;
6. Limiting the incomes of managers and directors;

6 some countries announced their guarantee regarding the settlement of the whole deposit
(Germany, slovenia, or limiting the settlement of the deposit at a given amount (serbia)

7 one of the most efficient measures of assistance to the real sector is the reduction of interest
rates (for example, the prime rate in the UsA amounts to 3.25%, in Great Britain 1.0% and in
EU 2.0%.



7. Primarily, incomes are limited to the financial intermediaries, but also to
the firms beneficiaries of the state assistance;

8. The global use of the mentioned measures;
– due to the market’s global character, the mentioned measures have sense

only if being harmonized.
The crisis overcoming requires an appropriate sequence and a precise

dosing of measures. The turning point’s essence is in the rehabilitation of the
financial sector and stimulation of the domestic demand through reducing
taxes and increasing public expenditure. In spite of being based of credits
expansion, the monetary policy during the crisis should be selective in order
to prevent deficient financing. Also, the maintenance of the fiscal system’s
credibility is essential, as well as efficient measures of the social policy
providing minimum social stability.

In the field of attracting direct foreign investments measures are necessary
for reducing taxes (tax exemption on profit for a longer time period, reducing
taxes on investments, possibility of transferring losses and accelerated
depreciation .and financial stimulus for the employed.

In the real sector the following measures may be undertaken: nationalization
of large systems or recapitalization by the state, i.e. an active role of the state in
joint ventures. During the next three years, the realization of structural reforms
should result in a higher level of the economy’s capability to satisfy the
conditions built in the process of stabilization and joining, as a frame of the
European way serbia will pursue until its joining the European Union.

however, in the new situation much stronger measures of the economic
policy are necessary in order to provide a more lasting macroeconomic and
financial policy, as a fundamental precondition of the future economic growth
revival. starting from such a situation, the program of the serbian government
is based on the following four pillars:8

– strengthening the fiscal policy;
– continuing a considerate monetary policy;
– advancing the system of reaction to future crises and disturbances, and
– speeding (and completion of) the structural reforms.
on the other side, the competition in attracting direct foreign investments is

more intensive than ever (the major part of capital has already been allocated in
the countries in Eastern and Central Europe). having all this in mind, the high-
quality and balanced policy and an adequate institutional frame (overcoming the
limitations faced by small and fragmented markets) present the next questions
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in the aim of convincing the potential investors. on the basis of the analysis of
the direct foreign investments inflow during the last six years, it may be noticed
that Austria, Greece, norway, Germany and the netherlands are those
continously investing in serbia, their investments present 56.86% of the total
inflow of direct foreign investments and amount from 1.1 to 2.5 billion EUrs.9

The priority of the serbian government in the next medium-term period
must be the state- owned firms restructuring and privatization, as well as the
liberalization of infrastructural activities in which those firms are carrying out
their business operations. having in mind that those firms dispose of 30%
engaged resources and employ 16% of the total number of those employed in
the economy of serbia, the mistakes possible to occur could have long-term and
nationwide consequences.10 Consequently, the plans of actions and clear
strategies should be defined the soonest possible in order to present this task
as the country’s largest competitive advantage in the period of the economic
crisis, and to reach, together with the foreign investors, a more competitive
public sector, a higher level of liberalization and better quality of services.

5. CoUnTrIEs In ThE EnvIronMEnT – AnsWEr To ThE CrIsIs

When compared to the standard package of measures as the reaction to the
global world financial and economic crisis, the program of the countries in the
environment (and serbia) is characteristic primarily by its considerably
restrictive fiscal and somewhat less restrictive monetary policy. During the last
twelve months the following common characteristics of the standard package
of measures took their definite shape:

1. The pragmatic content of the intervention package:
– all intervention packages contain a pragmatic combination of the

monetary and fiscal policy but also the measures of adding the regulatory
and broader institutional arrangements for the financial markets and
instruments in the aim of restoring the investors confidence;

2. Advancing coordination
– a strong coordination on the national and global level, but without

cooperation the participants to opt systematically for a worse solution (the
coordination of the legislative, executive and monetary power);

9 The Chamber of Commerce of serbia: Direct foreign investments in the republic of serbia
export/import, Belgrade, october, 2008, http:/pkskomora.net7Portals/0/strane_20direktbe
_investicije_20u_20r.20 srbiji.pdf.

10 republic of serbia Ministry of finances: Memorandum on the budget and the economic and
fiscal policy for 2009, with the projections for 2010 and 2011, Belgrade, December, 2008
http://www.mfin.sr.gov.yu.



3. Providing a necessary level of liquidity
– due to a panic withdrawal of the banks and investors a necessary level of

liquidity should be provided by using adequate instruments;11

4. supporting the financial sector restructuring and reversing expectations
– taking on the risky assets through the capitalization of banks and

providing an adequate system of guarantees (including the savings
deposits insurance);

5. Maintaining and supporting the economic growth;
6. The necessity of a parallel and coordinated and effective fiscal stimulus (on

the global level the global fiscal stimulus amounts to approximately 2% of
the world GnP with the mentioned level of output decrease);
– it should be directed to a target and undertaken by those countries

disposing with a sufficient fiscal space for borrowing;
7. reducing the influence of the crisis to the most sensitive parts of the

population
– beside the already existing social programs, the expected increase of fiscal

expenditure could be directed to a stronger social protection and priority
infrastructure being crucially important for an economic growth
sustainable in long-term and socially inclusive, including investments into
knowledge and pure technology;

8. removing the essential institutional sources of crisis;
– intensifying the financial institutions control in longer term, advancing

considerably the accounting standards for establishing the solvency of
some financial instruments and supplementing the regulations of the
financial markets.

6. PossIBILITIEs oF ThE InFLoW oF DIrECT ForEIGn InvEsTMEnTs

A number of factors influence the choice of the location for direct foreign
investments, but the market size is the major factor influencing decision making
regarding those investments. however, if we consider the relation of the per capita
gross domestic product and the inflow of direct foreign investments of serbia and
the countries in the environment, the results are not consistent. For example,
slovenia which had the highest per capita domestic product (22.932 UsD in 2007)
had an inflow of direct foreign investments amounting to 1.426 million dollars,
while Croatia with a twice lower per capita domestic product (11.576UsD), had
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an inflow amounting 4.925 million dollars.12 regarding the relation of the
population number and direct foreign investments, we may notice that that the
countries having s similar number of inhabitants (slovenia, Croatia, Macedonia,
Bosnia and herzegovina) have very different cumulative scopes of those
investments, pointing to an obvious mutual dependency between direct foreign
investments and the level of the economy openness. The openness (defined by
the sum of export and import through the total trade) could be either substituted
or complemented by direct foreign investments.13 A high level of competitiveness,
followed by price advantages could support the strategies of direct foreign
investments directed towards markets being broader that the country itself.14 The
complete description of such an investment behavior points to the concentration
of production at the most efficient locations and targeting the entire region.

Also, the basic resource for all the countries in the environment is the qualified
workforce, considered as possessing a relatively high level of education and
training, and a strong scientific basis.15 Thereby we should have in mind that the
expenses of the workforce are not the factors attracting direct foreign investments,
but the quality and the reputation of the highly skilled experts as well as the
accessibility of the unskilled workforce due to a high level of unemployment.

Interceding in the aim of attracting direct foreign investments in the conditions
of the economic crisis, and difficulties in providing capital for investment and
stronger sensibility to risks of investing is related to providing the institutional
and macroeconomic stability, but also to the financial and non-financial stimuli
available to foreign investors. Consequently, distinct signals should be provided
telling that the financial sector is stable, being the result of the policy to direct
foreign investments and not of ad hoc arrangements with strategic investors.

ConCLUsIon

Certainly, overcoming the economic crisis (i.e. reduced production and the
world trade, and a drastically reduced liquidity on the world financial markets)

12 UnCTAD, 2008, World Investment report: Transnational Corporations and the Infrastructure
Challenge; Country fact shet: Croatia www.unctad.org/sections7dite: dir/docs/wir08 fs hr
on.pdf 

13 This variable describes the country’s competitive position regarding the internationalization
of trade and investments

14 serbia is the only country not being member of ZnD, while using the benefits of free trade
with russia, enabling its companies to have access, exempted from duty, to a market of 150
million inhabitants.

15 World Economic Forum, 2008. The Global Competitiveness report 2008-2009, http:/www.ger.
weforum.org/(20.12.2008).



will be a long-lasting process, requiring to set in time a number of the economic
policy measures. Primarily, the financial system should be reformed. Adequate
activities of the Central Bank should be undertaken in the aim of restoring the
confidence in the business banks, but also the recapitalization of the business
banks. simultaneously, an adaptation of the macroeconomic policies should be
carried out in the aim of stimulating demand through reducing taxes and
financing public consumption. on the other side, in the conditions of a
considerably reduced foreign capital and current repayments of the external
debt, the pressure on the depreciation of the dinar will increase, followed with
great uncertainty regarding the balanced rate of exchange. In order to overcome
the crisis in serbia the following measures should be undertaken, among others:

1. regulating the public debt – paying the state’s liabilities to the private sector;
2. a clear option to the monetary model and the exchange rate policy;
3. priority to investing in the non-importing and exporting branches

(energetics, agriculture, infrastructure with telecommunications);
4. solving the problems of the effective and ethical corporate management in

the public sector;
5. clear separation of the personal incomes and pensions policy from the

policy of assisting the most destituted parts of the population. 
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1. InTroDUCTIon

It passed more than ten years since the European Council in Feira in June
2000 confirmed its dedication towards full integration of Western Balkan
countries into the political and economic flows of the EU. In December 2002
the Copenhagen European Council confirmed the intention of the EU to give a
potential candidate status to Western Balkans. When the Brussels European
Council in March 2003 announced statement that preoperational of the Western
Balkan countries for the integration into the EU became one of its main
priorities, financial support in pre-accession period became inseparable part of
the enlargement process. 

The process of joining the EU for Western Balkan countries develops
through new contractual relations: stabilization and association agreements.
stabilization and accession process for potential candidate countries besides
the drafting of pre-accession agreements implies also: 

1. The development of economic and trade cooperation with the Balkan region
2. Aid for development of the institutions, civil society, democratization and

education
3. Cooperation and help in the field of justice
4. Development of political dialogue and
5. The development of the existing economic and financial aid i.e. financial

support.
stabilization and association process also includes permanent analyses of

country’s compliance with the Copenhagen Criteria.3 This process is based on
strict conditions in order to bring potential candidate countries closer to the
EU with the regard for the specific needs of each country. The process of pre-
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at the University of niš – Faculty of Economics, and supported by the Ministry of science and
Technological Development of the republic of serbia.

3 The Copenhagen Criteria determine the conditions that are expected to be respected by the
candidate countries: the political criteria, economic criteria as well as the adoption and
application of European legislation; those accession criteria are laid down at the European
Council Meeting in Copenhagen in 1993 and added to at the European Council meeting in
Madrid in 1995. They are as follows:
1. political criteria: stability of the institutions safeguarding democracy, the rule of low, human
rights and respect for and protection of the minorities
2. economic criteria: existence of the viable market economy, the ability to respond to the
pressure of competition and market forces within the EU
3. the ability to assume the obligations of a Member state stemming from the law and policies
of the EU (or the acquis) which include subscribing to the Union’s political. Economic and
monetary aims
4. The creation of the conditions for integration by adopting The EU administrative procedures.



enlargement activities for candidate and potential candidate economies is also
supported by bilateral and financial instruments specially designed to ease the
accession. There are several instruments and programs related to previous and
future EU enlargement:

1. PhArE program (Poland and hungary Assistance for restructuring their
Economies)

2. CArDs program (Community Assistance for reconstruction, Development
and stabilization)

3. IsPA (Instrument for structural Policies for Pre-Accession)
4. sAPArD (special Accession Program for Agriculture and rural

Development) 
5. IPA (Instrument for Pre-Accession Assistance), etc.

some of the instruments for financial assistance like IsPA, PhArE and
sAPArD are created to assist only to candidate countries of Central and
Eastern Europe in preparations for joining the EU. Unlike that, CArDs
program (Community Assistance for reconstruction, Development and
stabilization) that was created in 2000 was the EU’s main instrument for
stabilization and Association process (sAP) of Western Balkan countries. The
CArDs program was founded to help the Western Balkan during the 2000–
2006 periods. After 2006 it was replaced by IPA. IPA is relatively new pre-
accession financial instrument created in 2007 to replace programs like PhArE
and CArDs. Through IPA the EU offered funds not just to candidate countries
(Croatia, Macedonia, Montenegro, Turkey, and Iceland) but also to potential
candidate countries (Albania, BIh, serbia) that signed stabilization and
Association Agreement. 

Financial assistance under the instrument of Pre-accession Assistance (IPA)
is designed to help both candidate and potential candidate countries to meet
enlargement criteria and foster their economic growth and development. For
fostering the enlargement process in 2007-2013 periods the EU planned euro11,
6 billion under the IPA.  

Financial integration that will help the enlargement countries to prepare
for future membership also includes:

1. support from the international financial institutions
2. Mobilization of private investors
3. Public–private partnerships that are important in bringing together private

bank’s loans and grants from public budget
5. Foreign direct investments
6. Portfolio investments, etc.
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For Western Balkan countries the Western Balkan Investment Framework
(WBIF) as well as the European Fund for south-East Europe is also of great
importance. The first one that was set up in December 2009 is a key EU tool for
supporting the investments in infrastructure sector in Western Balkan
countries. The mechanism of support is that about euro 137 million of grants
under the IPA serve as leverage for significant loans of the international
financial institutions of about euro 6, 6 billion. 

The main areas of WBIF support are water projects, stimulation of energy
efficiency, development of sME, investment in core transport network as well
as boosting of economic growth in Western Balkan countries during and after
the latest global financial crisis. 

All Western Balkan countries are involved in WBIF and regional
cooperation are expected to be forced by Western Balkan countries involvement
in major investments of regional importance such as, for example, the south-
East Europe core regional transport network.

2. ThE EU-WEsTErn BALKAn PrE-CrIsIs rELATIonshIP

since the beginning of the enlargement process it was obvious that
successful accession of emerging Europe needs solid support from the member
states. The key resource for pre –accession and accession successful
implementation was information. namely, experience from the fifth
enlargement has shown that a gap in communication is almost always filled
by misleading information. The only way to close the gap is freely available,
just-in-time and accurate information. Beside the information, financial
resources and assistance in development of market economy as well as
adoption of all laws that are crucial for successful implementation are also of a
great importance. 

During the late 90-es two types of financial integration between the EU and
the rest of the developed world and transition countries have became
particularly important in financial sector:

1. Financial integration as an important factor of long-term economic growth
and

2. An expansion of private sector credit in emerging Europe that has led to
high level of private sector indebtedness
Credit boom in emerging Europe also encouraged indebtedness in foreign

currency that made the upcoming crisis more severe for enlargement countries.
In the years prior to a crisis the EBrD was also significantly involved in

building and restructuring the real and financial sector of the emerging
Europe by:
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1. Investing more than euro 98 million in 49 banks in 22 countries all over
transitional region

2. Lending to banks (especially in 2007) 
3. Promoting sustainable energy projects especially in the CIs countries
4. Improving the ability of local banks to work with medium-sized and larger

enterprises.
During the transition period a process of financial market creation and

deepening has been executed simultaneously.
Deepening of the financial market by introducing new financial instruments

is being offered by developed economies to almost all transition countries.
Mortgage lending that become an important factor of growth in banks in most
of the Western Balkan countries allowed the EBrD to sign only in 2007 several
mortgage projects worth euro 47 million in some of the merging European
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Table 1. EU relations with individual Western Balkan countries till 2007

Country

Stabilization
and association

agreement

Stabilization
and association

agreement EU determined short-term
priority areas for reform

Negotiations
opened

Negotiation
concluded

Albania January 2003 Jun 2006

Implementation of Interim
agreement covering trade-related
issues, political, judicial and
economic reform; fight against
corruption and organized crime

BIH
november 
2005 ongoing

Full cooperation with ICTy;
completion of negotiations ,
constitutional evolution
including action on armed 
forces and policed restructuring

Montenegro october 2005 ongoing

Continue cooperation with the
ICTy, judicial reform; the fight
against organized crime and
corruption; upgrade its
administrative capacity

Serbia october 2005 suspended
Engagement with ICTy,
constructive approach to issue 
of Kosovo

source: ECB statistical data Warehouse at www.ECB.int and Eurostat, European
Commission database at http://epp.eurostat.ec.europa.eu.



countries including serbia. These projects were the support for the banks in
emerging markets for using their mortgage portfolio to issue mortgage baked
securities. By issuing securities banks are capable to raise additional funds for
mortgage landing. At the same time, transition countries obtained new class of
financial instruments on their capital markets.

since 2005 when the EU promise membership at Thessalonica summit4 to
Western Balkan countries, global and EU economic prospects changed.
Although the promises for accession even then were conditional, political
support for further enlargement in post-crisis period appears to be less
forthcoming than it was three years ago. Previous waves of enlargement were
the result of joint strength of so called “push” and “pull” factors: “push” factor
was the readiness of the EU to extend its borders, trading potential and the
scope of the common market and security. on the other hand, “pull” factor was
represented by strong wish of non-member countries to become a member of
the EU and benefit from the market of nearly half a billion people.

however, in years prior to a crisis (2006 and 2007) the balance between
those two groups of factors was changed. The European Parliament adopted a
report in February 2006 that was far lesser favorable for the Balkans accession
than in previous period.

Despite of that, just as it was the case with all previous enlargements,
offering the prospect of enlargement for the Balkan countries is a self-interest
act for the EU. Western Balkan offers new and enthusiastic market for goods
and services. Geopolitical reason (i.e. the need for promotion the regional
stability in the area that will become the Europe’s south-eastern frontier) is also
something that can not be undermined. Also, western banks that had become
a part of Western Balkans’ financial system in years prior to a crisis (and have
stayed a part of it till now) have made a substantial profit from interest rate
margins between home and host countries. 

All those reasons, together with a wish to repeat the success of previous
integration of former communist countries into a market economy will force
the EU to boost the process of further enlargement it the near future. 
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Table 2. selected Indicators: Candidate and Potential Candidate Countries
European Commission, ECFIn D-1

year 2006 2007 2008 2009 2010 20115 20126

Country Gross domestic product (in real terms, % change)

Croatia 4,9 5,1 2,2 -6,0 -1,2 1,5 2,1
FyrM 4,0 6,1 5,0 -0,9 0,7 2,2 2,5
Montenegro 8,6 10,7 6,9 -5,7 1,1 n/a n/a
Albania 5,4 5,9 7,7 3,3 4,1 n/a n/a
BIh 6,0 6,2 5,7 3,0 0,9 n/a n/a
serbia 5,2 6,9 5,5 -3,1 1,8 n/a n/a

year 2006 2007 2008 2009 2010 2011 2012

Country Unemployment (LFS, in % of working force)

Croatia n/a 9,6 8,4 9,1 11,8 12,3 11,2
FyrM 36,0 34,9 33,8 32,2 32,1 31,1 30,0
Montenegro 14,7 11,9 10,7 11,4 12,1 n/a n/a
Albania 13,9 13,4 12,8 13,0 13,7 n/a n/a
BIh 44,2 42,9 40,6 42,7 42,7 n/a n/a
serbia 20,9 18,1 13,6 16,1 20,0 n/a n/a

year 2006 2007 2008 2009 2010 2011 2012

Country Current Account Balance (% of GDP)

Croatia -6,9 -7,5 -9,2 -5,5 -1,5 -3,7 -4,7
FyrM -0,4 -7,1 -12,8 -6,7 -2,5 -4,1 -5,3
Montenegro -24,7 -37,8 -50,7 -30,1 -25,6 n/a n/a
Albania -6,6 -10,6 -15,4 -15,5 -11,9 n/a n/a
BIh -8,0 -10,7 -14,2 -6,2 -5,3 n/a n/a
serbia -11,7 -16,1 -20,6 -7,4 -7,3 n/a n/a

year 2006 2007 2008 2009 2010 2011 2012

Country Inflation (Consumer Price Index, Annual % change)

Croatia 3,2 2,9 6,1 2,4 1,0 1,8 2,0
FyrM 3,2 2,3 8,3 -0,8 1,6 2,3 2,5
Montenegro 3,0 4,3 7,4 3,4 0,5 n/a n/a
Albania 2,4 2,9 3,4 2,3 3,6 n/a n/a
BIh 6,1 1,5 7,4 -0,4 2,1 n/a n/a
serbia n/a 11,0 8,6 6,6 10,3 n/a n/a

5 ECFIn forecast, autumn 2010.
6 ECFIn forecast, autumn 2010.



3. FInAnCIAL InTEGrATIon

3.1. FDI in Western Balkan region

FDI are also a form of financial integration between Western Balkans, the
EU and the rest of the world. It is well-known that FDI are one of the main
preconditions for future economic growth of small, open economies that have
no sufficient resources of domestic savings. Fore accession countries, the aim
to become the EU members implies additional costs of catching up. Therefore
transfer of knowledge and technology that comes through FDI is as important
as FDI financial resources.

Most of the FDI in Western Balkan countries was connected with transition
process. The interest of foreign investors was focused on buying potential
profitable enterprises (often in financial sector as it was the case in serbia). The
productivity reason was of a less importance. This less favorable structure of
FDI in Western Balkan countries (in comparison with the structure of FDI in
new member states prior to accession), might be indicator why the path
towards the fully-flagged EU membership for this group of countries is more
difficult.

The investors in Western Balkan countries are more or less the same as in
the entire emerging Europe region: Austria, Germany, slovenia, Italy and
France to a less extent. Besides the investors from EU countries, intra-regional
investments among Western Balkans were also important.7

The economic structure of FDI in Western Balkans shows that main sectors
of interests for foreign investors in Western Balkan region were financial
intermediation followed by telecommunication and trade. In attracting foreign
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year 2006 2007 2008 2009 2010 2011 2012

Country General Government Balance (% of GDP)

Croatia -3,0 -2,5 -1,4 -4,1 -5,7 f -6,1 -5,6

FyrM -0,6 0,6 -1,0 -2,7 -2,5 -2,6 -2,3

Montenegro 2,7 6,7 -0,4 -4,4 -3,0 n/a n/a

Albania -3,3 -3,5 -5,5 -7,1 -3,0 n/a n/a

BIh 2,9 1,2 -2,2 -4,4 -3,8e n/a n/a

serbia -1,6 -2,0 -2,6 -4,5 -4,5e n/a n/a

7 During 2004-2007 period around 23,8% of FDI in BIh come from serbia and 12,5% from Croatia
(source: BIh Ministry for foreign trade and economy).
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investors towards Western Balkan region manufacturing sector was worse
performer than service sector.8

After the fifth enlargement when the large-scale privatization process in
the new member states was completed, foreign investors turn their interest
towards Western Balkan countries. In this group of economies, as in new
member states before, the positive relationship between the privatization and
the scope of FDI inflows was found. The inability of manufacturing sector in
Western Balkan countries to attract greater portion of FDI inflows has resulted
in relatively weak competitiveness of Western Balkan region in creation of new
products and exports towards new markets.

one of the catalysts for attracting FDI is IPA. To attract the investors into
Western Balkan region European Bank developed Euro 25 million worth
finance program that was in line with IPA for small enterprises and private
households for rural and housing loans in south-East Europe. The latest global
financial crisis had negative impact on FDI inflows towards the Western Balkan
region. Moreover, as FDI implies long-term presence of investor, the crisis has
had the similar effect on foreign investors as on domestic enterprises. In
practice, this is not always the case because during the crisis foreign investors
have better access to additional financial resources from their home countries.

3.2. The role of  IPA

since 2007 all the EU assistance to potential candidate and candidate
countries is performed under the IPA. IPA is a mechanism created by the EU
to efficiently deliver financial assistance to Western Balkans and Turkey. As we
mentioned earlier in the article, IPA come into effect at the beginning of 2007
providing about euro 11, 5 billion for Western Balkan region during 2007-2013
period. According to a plan for 2007-2012 the financial assets from IPA are
allocated towards each country within the group.

IPA is financial pre-accession instrument that provides potential candidate
and candidate countries financial help in their political and economic reforms.
It has many different forms such as:

1. Aid in implementing and managing different programs
2. Investments, procurement contracts or subsidies
3. Financing presence of experts from the member states to help accession

countries in reshaping their administrative systems
4. Budget support in exceptional cases.

8 For example, during 2003-2009 period around 57% of FDI in FyrM was directed towards
services (and within it mainly towards financial intermediation, telecommunications and trade)
while only 25% was directed towards manufacturing.



The areas of assistance under the IPA for Western Balkan countries are:
1. The rule of law
2. human rights
3. Gender equality
4. Public administration
5. straightening of democratic institutions
6. Economic reforms
7. regional cross-border cooperation
8. The development of civil society, etc.

The European Commission made the first phase strategic plane for financial
assistance under the IPA that was finished in June 2007 for the 2007-2009 period.
specific needs of the countries involved were taken into consideration
according to their local and national priorities. A multy-country program was
also put into operation by supporting joint projects in the area of:

– regional cooperation
– infrastructure
– justice
– home affairs
– international market and trade
– market economy-civil society
– education
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Table 3. EU financial assistance under the IPA in 2007-2012 in euro million

Country 2007 2008 2009 2010 2011 2012 2007-2012

Croatia 141,2 146,0 151,2 154,2 157,2 160,4 910,2

FyRM 58,5 70,2 81,8 92,3 98,7 105,8 507,3

Turkey 497,2 538,7 566,4 653,7 781,9 899,5 3937,4

Albania 61,0 70,7 81,2 93,2 95,0 96,9 498,0

BIH 62,1 74,8 8,1 106,0 108,1 110,2 550,3

Montenegro 31,4 32,6 33,3 34,0 34,7 35,4 201,4

Serbia 189,7 190,9 194,8 198,7 202,7 206,8 1183,6

Multy-country support 109,0 135,7 160,0 157,7 160,8 164,2 887,4

Total 12118,4 1444,3 1463,9 1357,1 1707,8 1849,2 9240,7

source: ECB statistical data Warehouse at www.ECB.int and Eurostat, European
Commission database at http://epp.eurostat.ec.europa.eu.



– research, etc.
The strategic plan for 2007-2013 is revisited and updated yearly by the

European Commission. As we mention above, the IPA replaces the five previous
EU instruments for pre-accession: PhArE, IsPA, sAPArD, the Turkey program
and CArDs. The main general role of the IPA is to help candidate and potential
candidate countries in full implementation of the EU legislation (so called
“Community acquis”) before the time to become members of the EU comes. The
aim of IPA is also to financially support the adoption of the ownership through
the implementation of pre-accession projects in order to prepare Western Balkan
countries to adopt management methods concerning funds.

Most of the IPA financial funds are allocated according to the needs of the
beneficiary countries that are defined upon the Accession/European
partnership that the EU has established with each of the Western Balkan
countries. The resources are also allocated according to annual reports that each
candidate and potential candidate country is obliged to send. 

IPA consists of five components:
1) General – capacity building
2) Cross – border cooperation
3) regional development 
4) rural development and
5) human resources development
First two are available for all re-accession countries. The last three

components are available only to candidate countries. That is why is important
to obtain status of candidate country. But the pre-condition for the use of IPA
funds for last three purposes is well–developed administrative capacities and
structures. In case of serbia it urges the need for further fundamental reforms
in the area of public administrations and procedures.

The funds from IPA are allocated according to three-year multi-annual
indicative plan documents that are prepared for each country as well as for
multi-country program.

serbia and the European Commission signed a financial agreement on the
IPA program for 2008 in April 2007. The projects that will help serbia on its
path towards the EU are focused on:

– building up of the state’s institutions and public administration
– fighting corruption
– balanced regional development 
– support to internally displaced persons and refuges and 
– reduction of the pollution and improvement of safety of traffic on the

Danube.
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For 2007, around euro 165 million was allocated towards serbia split
amongst the 37 projects. one of the main projects was project of regional and
social development that was financed with euro 21 million. serbia is also,
through IPA funds, involved in cross-border programs together with Bulgaria,
romania, hungary and Western Balkan countries. For serbia is also important
that developing of serbia’s agriculture is one of the EU’s priorities. one of the
projects concerning serbian agriculture sector is in the process of
implementation through help of the spanish experts to serbian wine growers.
There is also help to serbian officials in order to make rules for wine producers
and consumers more simple and more EU like.

As for multi-country support and programs under the IPA, it is important
to emphasize that those programs support the promotion of regional
cooperation between potential candidate and candidate countries. some of the
projects that are supported by euro 880 million sum allocated through the IPA
multi-beneficiary framework are:

– the implementation of IFI in order to help economic and social development
in Western Balkan countries

– reforms of academic institutions and support of the exchange of student
and academic staff through the Tempus and Erasmus programs

– administrative and judicial reform and fight against corruption
– establishment of a regional strategy for reduction of disaster risk in Western

Balkan, etc.
The EU strongly supports multi-beneficiary programs because of their

importance for good neighborly relations which are prerequisite for EU
membership.

Those programs are also promoters of economic growth and stability across
the region. The involvement in multi-country support programs is also a kind
of cooperation from which serbia can and must highly financially and
economically benefit.

4. FInAnCIAL InTEGrATIon ThroUGh InTErnATIonAL 
(oFFICIAL) FInAnCInG

At the onset of the crisis several European countries that were hit severe
asked for the help from the EU as well from the IMF, World Bank and other
international financial institutions. The programs for international help to cope
with the crisis were nationally shaped according to specific circumstances,
especially the level of fiscal deficit and nature of the exchange rate regime. The
EU as well as World Bank helped emerging markets to cope with the crisis by
extended the support to non-member countries offering support for fiscal
adjustment, sME and foreign banks.
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special parallel programs the EU signed with EU member states. The reason
was sovereign debt crises that several developed EU countries such as Iceland,
Ireland, Greece as well as Portugal and spain have started to experience
recently. Governments from the affected countries asked for the help from the
EMU and European Central Bank.

The World Bank, the EBrD and the European Investment Bank also offered
their support to the affected developed and emerging countries. This is one of
the proofs that not just the crisis but also recovery process became global.
Financially globalized and highly financially integrated countries were not able
to overcome financial imbalances mainly caused by the economic turmoil
without help of international financial institutions and foreign banks.

Thanks to the international cooperation and vienna Initiative serious banking
and currency crisis in emerging European and Western Balkan countries was
avoided. Instead of walking away from emerging Europe markets, Western
banks stayed well capitalized and financially engaged in sEE and the CEE region
even profited from the positive spread between the lending and interest rates in
home and the host countries (that is one of the main reasons why they stayed).

4.1 The role of  the IMF during the crisis

Global financial crisis that hit Western Balkan countries at the second half
of 2008 reshaped the roll of the IMF in international financial system. Prior to a
crisis the IMF had modest roll in additional liquidity supply. When the crisis
started the IMF, especially in the case of EU members, acted quickly helping
with the loans for countries affected by the turmoil.

Table 4. Financial packages for selected Western Balkans 
and emerging European countries

(as of August 2010, billions of U.s. dollars)

194 nataša GoLUBovIĆ and Tatjana sTEFAnovIĆ

Country IMF EU World Bank Other Total

Moldova 0,6 0,3 0,3 0,1 1,3
BIH 1,6 0,1 0,2 0,1 2,0
Serbia 4,0 0,2 0,4 0,0 4,6
Belarus 3,5 0,3 0,2 1,0 5,0
Latvia 2,4 4,4 0,6 3,3 10,6
Hungary 15,7 8,4 1,3 0,0 25,4
Romania 17,1 6,6 1,3 1,3 26,3
Ukraine 25,7 1,3 3,4 2,1 32,5
Total 70,6 21,6 7,6 7,8 107,6

source: ECB statistical data Warehouse at www.ECB.int and Eurostat, European
Commission database at http://epp.eurostat.ec.europa.eu



After the April 2009 G 20 summit in London the IMF extended its financial
loans from around $ 250 billion to $ 750 billion. The loans were nationally
shaped and higher in amount then in pre-crisis period. 

some of the emerging European and Western Balkan countries took
advantage of taking generously offered loans to safeguard against the economic
turmoil. In the fourth quarter of 2008 hungary, Ukraine, Latvia and Belarus
that were particularly vulnerable entered into an IMF supported programs. As
economic conditions worsened several emerging countries sought assistance
from the IMF in the second quarter of 2009. In January 2009 serbia signed an
agreement with the IMF to take 0,5 billion euro worth loan. The agreement was
extended in May 2009 to euro 4,0 billion. The main objective for taking the loan
was fiscal consolidation (limiting of the 2009 general government deficit to 1¾%
of GDP with further prospective fiscal consolidation in 2010). The reduction of
fiscal deficit in case of serbia comprises

– strict income policies concerning public sector wages and pensions growth
– cut of non-priority recurrent spending

in order to create fiscal space for additional infrastructure investment.
Another key objective was pointed towards strengthening the inflation-
targeting framework under the managed floating exchange rate regime.

After the agreement signature in January 2010 part of the serbian
fundamentals deteriorated: the authorities have raised fiscal deficit targets for
2009-2010 and serbia asked for additional support from the EU and other
international financial institutions.9

Bosnia and herzegovina was another Western Balkan country that asked
for the IMF help after the beginning of the latest financial crisis. In July 2009 a
loan of $ 1,6 billion was approved. The key objective was safeguarding of actual
BIh foreign exchange rate regime (i.e. currency board) as well as the
implementation of formerly agreed fiscal, income and financial sector policies.

Poland, romania and Moldova also received substantial amount of IMF
loans. Amongst emerging markets Poland got important $ 20,6 billion help in
May 2009 through Flexible Credit Line (FCL) – a special financial instrument
created for the IMF members with strong economic fundamentals. The
arrangement helped Poland to stabilize its financial conditions and make a space
for accommodative macroeconomic policy. The IMF loans before the collapse of
currencies therefore helped in reducing borrowing costs for emerging economies
(that started to rise after the bankruptcy of Lehman Brothers in the Us).
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9 serbia’s economy become overheated during 2009 and exchange rate came under pressure
although serbian central bank had intervened at foreign exchange market. When the crisis
spilled over to serbia, housholds started to withdraw their deposites from the banks that rised
the instability in the economy. vienana iniciative fought the later while the IMF loans helped
in coping with the former problem.



4.2. The role of  western European banks in Western Balkan countries

Western European banks have played a major role in providing capital
flows to emerging Europe countries. What is important is that those banks also
helped in stabilizing the region during the latest 2007-2009 global financial
crisis. At the beginning of the crisis the governments of Western European
countries explicitly and implicitly clamed that they will not allow foreign
banking institutions under their jurisdiction to fail. This caused all foreign banks
in Western Balkan countries stayed in the host countries that further highly
contributed to stabilization of European emerging markets economies.

Another very important factor that made foreign banks stayed in some of the
emerging European countries was so called “vienna initiative” i.e. the European
Bank Coordination Initiative through which foreign banks confirmed that they will
continue with their exposure especially to the countries under the IMF supporting
programs (romania, serbia, BIh, hungary and Latvia). When in late 2008 the
global financial crisis spread towards emerging European countries, banks in CEE
and sEE faced with uncertainty. namely, most of the emerging countries had large
share of foreign private debt in their national debt portfolio. Faced with the possible
repatriation of the investment the IMF, EBrD and the EU organized an informal
forum in January 2009 called the European Bank Coordination Initiative. The
purpose of this meting was to help CEE and sEE countries within an IMF and
IMF/EU supported programs. The initiative happened to be really effective
because foreign banks in CEE and sEE regions agreed to maintain their exposure
at the level before the crisis and stay well capitalized.

In that way balance of payment problem in emerging European countries
concerning particularly private sector debt was temporarily resolved. Thanks
to this Initiative a systemic crisis in the region was avoided. This is another
proof that dialogue together with predictable economic environment can help
in economic stabilization even in avoiding deeper systemic crisis. 

The crisis in Western Balkan countries was the result of the external factors
i.e. the recession in Western Europe. Those factors caused so called sudden stop
in capital flows towards majority of emerging Europe. But the extent to which
Western Balkan countries have been affected by the global financial crisis was
mainly determined by the existing domestic imbalances and vulnerabilities.
The specific country characteristics had the main roll in shaping the scale of
GDP declines.10 Generally speaking, the lesser capital inflows-driven credit and
domestic demand booms were, the less severe recession was occurred.  
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10 For example, within the emerging Europe group Ukraine had very large GDP decline in 2009
while Albania, Belarus and Poland experienced only short and shallow recession (according
to IMF 2010 report).



one of the main lessons from the latest global financial crisis for emerging
Europe is that credit-driven GDP growth is not sustainable in the long run. The
extent to which Western Balkan countries experienced credit growth was of a
great importance for higher output volatility (strong growth in those economies
was followed by deeper than average recession in a years during the crisis). 

Emerging markets with high international influence (such as China and
India) succeeded in creating strong and stable economic fundamentals by
executing export-led growth model. Although China is very specific (because
of its history, religion, high working force potential and political system)
Western Balkan countries could also benefited from export-led growth model.
regional cooperation might also help. For further financial recovery prudential
measures in credit growth control area are also necessary. The success of
prudential measures implementation will partially depend on the level of
cooperation between financial (i.e. banking) authorities in home and host
country. This is especially important for countries with fixed exchange rate
regime in which credit booms sometimes can not be stopped by use of
conventional monetary policy instruments.11
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Country Date Place
Number of

participating
foreign banks

Market share
of foreign

banks

Nationality 
of banks

Romania March 2009 vienna 9 88% Austria, France,
Greece, Italy

Serbia March 2009 vienna 10 75% Austria, France,
Greece, Italy

Hungary May 2009 Brussels 6 70%
Austria,
Belgium,

Germany, Italy

BIH June 2009 vienna 6 95%
Austria,

Germany, Italy,
slovenia

Latvia
september

2009 stockholm 4 56%
sweden,

Denmark,
Finland

Table 5. The vienna Initiative countries

source: ECB statistical data Warehouse at www.ECB.int and Eurostat, European
Commission database at http://epp.eurostat.ec.europa.eu.

11 Countries with fixed exchange rate regimes experienced the strongest credit growth during
2003-2008 period: Baltic’s, Bulgaria, Montenegro and Ukraine had annual credit growth at
about 10% of its GDP. Albania, Poland and Turkey that had floating exchange rate regime had
the lowest credit –to-GDP ratio at the end of 2008 (credit growth in pre-crisis period was also
lower than average in those countries).
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Fiscal policy in Western Balkan countries should play more active role with
having in mind medium-to-long-term consequences of present government
acts and measures. This means that during favorable global economic
conditions followed by strong capital inflows potential bigger revenue growth
should be used for fiscal buffers building not for increased spending. This is
especially truth when we have in mind that during the latest global financial
crisis countries with the most rapid credit growth experienced larger than
average fiscal deficits and external debt.

Also, change in the growth model asks for a permanent monitoring and
analyses of key growth factors: competitiveness in the international real and
financial market, drivers of growth and level of asset prices.  

5. ovErALL ProGrEss AnD PErsPECTIvEs 
In ThE EnLArGEMEnT CoUnTrIEs 

The process of the EU enlargement has entered new stage after the adoption
of Lisbon Treaty.12 As for Western Balkan region, EU–Western Balkans
ministerial meeting that was held in sarajevo on June 2nd 2010 confirmed the
EU commitment to help the region on its path towards the EU membership.

The Western Balkans made some progress over the 2010 both in performing
reforms and in meeting criteria and conditions for joining the EU. Progress of
each country depends mainly on political and economic reforms undertaken
in years prior to 2010.

negotiations with Croatia are at the final stage. serbia has applied for the
EU membership waiting for the positive replay during 2011. The Commission
gave its opinion about Albania and Montenegro. outside the Western Balkan
region, Turkey moved closer towards EU standards and Iceland began
accession negotiation in July 2010. 

however, in some of the enlargement countries the pace of the reforms
has slowed down. For all Western Balkan countries further progress in
improving

– governance
– rule of law
– economic reform and

12 Lisbon Treaty was signed by the EU member states on 13 December 2007 and entered in force
on 1 December 2009. It is an international agreement that amends the Treaty on EU (also known
as Maastricht Treaty) and Treaty establishing the EU (also known as Treaty of rome). The aim
of the Lisbon Treaty is to complete the process started by the Treaty of Amsterdam in 1997
and by the Treaty of nice (2001).



– capacity to adopt acquis13

– will be of great importance for joining the EU.
The enlargement process has the aim to bring the enlargement countries

up to European standards in all areas covered by the EU treaties. one of the
main objectives recently was dealing with the economic crisis and governance
and reduces unemployment rates across the region. Also, success in
enlargement process requires undivided potential commitment in candidate
and potential candidate countries. 

The latest global financial turmoil has affected all enlargement countries.
But, the impact of the crisis on each country depended on its economic structure
and hereditary imbalances. Albania and FyrM seemed to be least affected
(partially because they are less export-dependent). on the other hand economies
that were more integrated into the global market were heavily affected
(Montenegro – due to its dependence on external finances, serbia, Croatia and,
outside the Western Balkan region, Turkey). BIh had pro-cyclical fiscal policy
after the crisis hit (with relatively big amount of subsidies from the budget). 

year 2010 was characterized by modest recovery in Western Balkan region:
though the unemployment rates are still high and domestic demand is still weak
(partially because of tight credit conditions). In most of the Western Balkan
countries the government had undertaken fiscal tightening measures because
public finances were under pressure. Although public debt in Western Balkan
region is bellow the present level in some of the developed EU members, credit
growth model made the enlargement countries vulnerable when the global
financial crisis started. As budget rebalancing in some of the enlargement
countries was not sufficient in preventing fiscal deficit widening, they asked for
the IMF support through financial arrangements (the case of BIh and serbia). 

The EU and international financial institutions helped Western Balkan
countries to minimize negative effects of the crisis. IPA funds were distributed
to help the region in supporting investments in infrastructure and boost
competitiveness. Through IPA some budget and macro-financial assistance
were made.

5.1. Economic outlook

After-the crisis period is characterized by moderate positive GDP growth
in 2010 in all Western Balkan countries except Croatia (which was the most
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13 Acquis: according to en.wikipedia.org “Community acquis sometimes called the EU acquis
consists of accumulated legislation, legal acts and court decisions which constitute the body
of European Union law. The term is French: acquis meaning “that which has been acquired”
and communautaire meaning “of the community”.
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severe hit by the latest economic turmoil). Among Western Balkan countries in
2010 serbia had the highest (but still moderate) GDP growth rate.

The unemployment rate in 2009 and 2010 stayed pretty high with 42,7% in
BIh, and 32,1% in FyrM in 2010. serbia also had high unemployment rate in
2010 (20%). Throughout the Western Balkans, on external position side, net
export in 2010 was the main positive force of growth. The current account
deficit in Western Balkan region in 2010 was 5,6% in Montenegro and 1,5% in
Croatia. Albania also recorded large current account deficit in 2010 of 11,9% of
GDP. Among the candidate countries, Iceland also recorded higher export in
2010 compared with 2009, while in Turkey the trend was opposite:  the import
growth in 2010 was high due to higher investments and higher domestic
consumption widening trade deficit from 2,3% in 2009 to 6,6% of GDP in 2010.

The inflation in Western Balkan countries rose in 2010 in comparison with
2009 mainly because of the higher food and commodity (especially oil) prices.
serbia was the worse performer with the inflation rate of 10,3% being well
above the records for the rest of the Western Balkan region. higher consumer
price index caused the Central bank policy response especially in serbia and
Albania in form of an interest rate increases in March 2011. serbian monetary
authorities have raised key policy rate in April 2011 (12,5%). 

Concerning Western Balkan financial sector, non-performing loans in 2010
significantly rose, though all banks in the region stayed well capitalized (with
capital adequacy ratio of about 154%). non-performing loans were especially
high at the end of 2010 in Croatia (the estimations are that it was approximately
18% though the number in table is not available). Credit growth in 2010 was
relatively modest in Western Balkan region (about 10%) in comparison with
Turkey when it amounted 30% in the same year.

Albania, Western Balkan country with the highest GDP growth in the
region in 2010, also recorded moderate credit growth of 8,6% of GDP. Iceland,
which is also candidate country, on the contrary, recorded negative credit
growth in 2010 for third consecutive year (the reason is actual banking crisis). 

Public finances in 2009 in potential candidate and candidate countries were
most severe hit by the latest global financial crisis. on 2010 it improved
moderately in almost all Western Balkan countries except Croatia and serbia.14

The highest improvement was recorded in Albania where general government
balance (i.e. deficit) was significantly (58%) reduced in 2010 in comparison with
2009.15 Further fiscal consolidation is needed in almost all Western Balkan
countries.

14 In Croatia GDP growth in 2010 was negative (-1,2%), general government balance in 2009 was
4,1% of GDP while in 2010 it amounted 5,7% of GDP. In serbia general government balance
was -4,5% in 2009.

15 It was -7,1% of GDP in 2009 and 3,9% in 2010.



5.2. Serbia: overall progress in enlargement

on 15 April 2011 the two-year stand-by Arrangement with the IMF worth
euro 3 billion came to an end. since May 2009 seven program reviews have
been concluded with the recommendation for a disbursement of funds
following the satisfactory fulfillment of performance criteria. In total roughly
half of the program’s amount has been released.

Up by 1,8% in real terms the country’s output rebounded in 2010 more than
expected (15% according to the IMF national forecasts). GDP contracted by 1,1%
quarter to quarter for the first time since the start of the recovery in mid 2009.

By the end of 2010 the banking sector activity picked up slightly in serbia.
The share of total credit in serbian GDP remained stable at the level of around
86%. non-performing loans continue to account for 12% of total loans. since
the beginning of 2011 the banking sector actively has been decelerating. In
February, banking asset growth was the slowest over the past two years.
Accounting for 87% of total banking sector assets, loans were up by some 13%
year on year mostly due to a surge in lending to the government sector. At the
same time deposits was 10% higher in annual terms. 

In 2010 budgetary outcome in serbia was better than expected. The
improved revenue performance in the second half of the year helped to contain
the general government deficit at 4,5% of GDP i.e. 0,3 notches lower than
anticipated in the supplementary budget adopted in november 2010. In 2011
the deficit is planed to be reduced to 4,1% of serbian GDP (according to budget
bill projections). 

To finance the gap, serbian government in 2011 continued with selling
dinar treasury bills. serbian national bank has also announced euro 0,5 billion
Eurobond issue. At the end of February 2011 public debt in serbia stayed at
around 40% of GDP. 

In 2010 the current account deficit in serbian economy narrowed to about
7% of GDP as the merchandise trade deficit was some 7% lower than the year
before. Export activity boomed supported also by steady dinar depreciation.

At the beginning of 2011 the current account deficit gap widened
substantially owing mostly to a higher trade deficit. Throughout 2010 financial
and capital flows remained modest with FDI markedly lower in comparison
with 2009. In 2011 net financial inflows were some 11% lower than a year ago
as FDI amounted to only about a third of the amount a year before and could
not be offset by higher portfolio and other investment inflows.

Foreign currency inflows have been largely insufficient to cover the current
account deficit. During 2010 total external debt had risen by almost euro 1,3
billion to around euro 23,8 billion i.e. close to 80% of  serbian GDP. At the
beginning of 2011, debt retracted to just below 23 billion euro. 
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In early 2011 the inflation continued to accelerate (up by 12,6% year-on-
year in February 2011) as a result of the base effect as well as the food price
spikes and higher utility prices. Following the government approval of a 15,
5% electricity price increase (the first in 2011 after a 10% rise in March 2010)
inflation is expected to peak in April 2011 but to slow down thereafter and meet
the year-end target range of 3% to 6%.

In pursuit of price stability as its key policy objective, the national Bank of
serbia continued to hike the reference interest rate in the first quarter of 2011
and raised it further to 12,5% in early April 2011. on the other hand, national
bank of serbia has limited its interventions on the interbank market as the dinar
has been strengthening gradually since the end of 2010 (over the first three
months in 2011 the rsD/EUr exchange rate appreciated by almost 2%). In
early 2011, M2 contracted compared to end 2010 against the decelerating
deposits and slowing lending to the non-government sector. 

5.3. Perspectives

All Western Balkan countries have to make stronger efforts towards
fulfillment of Copenhagen and Maastricht criteria. sustainable economic
growth and convergence towards EU standards require prudent fiscal policy
as well as further structural reforms. Enlargement countries are expected to use
more efficiently domestic sources of growth in order to reduce unemployment
and boost productivity and competitiveness. Western Balkans also need higher
volume of FDI as well as domestic investments in greenfield projects and export
sectors. Increase in investments volume needs the improvement of business
environment. This is a task ahead for the governments in Western Balkans that
are expected by the EU in order to increase:

– the efficiency of public administration
– the independence of the judiciary 
– the rule of law

as well as to remove informal barriers. 
For attraction of FDI as well as of portfolio investments the acquisition and

implementation of acquis and regional cooperation within CEFT-a (Central
European Free Trade Agreement) are also of a great importance.

In order to help Western Balkan countries to join the EU it is expected in
years to come from the EU Commission to continue with the use of pre-
accession instruments and to monitor fiscal and economic improvements in
candidate and potential candidate countries. substantial  IPA is aimed towards
improvement of public finance management, increase of the quality of public
statistic and strengthening of banking sector supervision in Western Balkan
countries. 
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When serbia is in question, regarding economic criteria, according to the
EU Commission, a progress towards establishing a well-functioning market
economy is still limited. In order to meet the EU criteria concerning market
economy serbia needs to restructure its economy.

The adoption of agreement with the IMF was one of the key factors in
establishing macroeconomic stability. During the latest financial crisis serbian
current account deficit has become bigger. Foreign exchange reserves remained
solid despite of Central bank’s interventions on serbian foreign exchange market 

At the beginning of 2011 higher than targeted rate of inflation made serbian
monetary policy more restrictive. The banking sector stayed well capitalized
and liquid and fiscal consolidation became medium-term goal.

But, according to the EU, the biggest structure imbalances in serbia
remained unsolved. The official unemployment rate that reached 19,2% in 2010
is one of the biggest in the region. Privatization of state-owned companies is
also delayed. Foreign investors are not satisfied by serbian legal predictability
as well as with effectiveness of enforcement of property rights. The informal
sector of the economy remains considerably bigger than requested and
competition area still have important shortcomings.

Moderate progress has been made in meeting the EU standards on free
movement of goods as well as in the area of free movement of capital (non-
residents can directly invest their capital with certain restrictions). In the area
of competition although competition low was adopted, knowledge about this
area is still weak in serbian judiciary. An effort towards establishing fully
independent public procurement system is still modest. In the area of education
an overall strategy is developed. serbian negotiation with WTo is progressing
well as bilateral negotiations with most WTo partners are almost completed.
Public internal financial control and external audit are still at the beginning. 

6. ConCLUsIon

The process of joining the EU for Western Balkan countries started in 2003
when the EU declared that the future of the Balkan is within the European
Union. Although at the beginning enlargement time table was closely linked
to the pace of the reforms in candidate and potential candidate countries, after
Dutch and French referendum on the Constitutional Treaty in 2009 the
accession of new member states became dependent only on factors out of the
control of the candidate economies.

In order to help accession process and make it as effective as possible the
EU adopted a country strategies as well as financial resources for candidate
and potential candidate countries. For Western Balkan countries the process of
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enlargement develops through new contractual relations: stabilization and
accession agreements. The process is also supported by bilateral and financial
instruments specially designed to ease the accession.

There are several instruments and programs related to the EU previous and
future enlargement: PhArE, CArDs, IsPA, sAPhArD and IPA. some of the
instruments for financial assistance are created to assist only to candidate
countries, some exclusively for Western Balkans (CArDs program) while IPA,
which was introduced at the beginning of 2007, is aimed to both candidate and
potential candidate countries. 

During the late 90-es two types of financial integration between the EU and
transition countries have become particularly important in financial sector:

1. Financial integration as an important factor of long-term economic growth
and

2. An expansion of private sector credit.
The presence of the EU member states in financial sector of Western Balkan

countries comprises various forms: FDI and portfolio investments, presence of
foreign owned banks, different financial agreements and bilateral and regional
financial contracts, etc.

The IMF, World Bank and EBrD have also given considerably important
financial support before and during the latest financial crisis.

An expansion of private sector credit in emerging Europe generally and in
the majority of Western Balkans particularly led to high level of private sector
indebtedness. Generous capital inflows regionally directed from the EU
members towards potential candidate countries caused consumption-led
growth model. Foreign direct investments as well as privatization of public
enterprises together with foreign banks as a part of Western Balkan financial
sector have led to a higher level of government and private enterprises
expenditures. When, at the end of 2008, crisis hit the Western Balkan region,
capital inflows surged. Thanks to the western banks commitment (vienna
initiative) to stay present in emerging Europe and thanks to the IMF supporting
programs, the deeper crisis in emerging Europe is avoided. Even more, all
potential candidate and candidate countries was deeply aware of Maastricht
criteria. The attempt of Western Balkans to fulfill those criteria keeps them away
from higher public deficit.  on the other hand, some of developed EU countries
(Greece, Ireland, Iceland, spain, Portugal, Great Britain and Italy) have recently
stepped into sovereign debt and/or banking crisis with high level of public
deficit and overall indebtedness.

The future of the Western Balkans is closely related to the EU. Among
Western Balkan region Croatia made substantial progress. The rest of the
Balkans is struggling to adopt all necessary laws and procedures as well as to
stabilize their real and financial sector according to the EU criteria. Further
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enlargement will depend not only on each countries’ progress in economic and
political reforms  but also on the ability of the EU itself to stabilize joined
countries and establish well-performing fiscal government for the EU as a whole. 

Financial globalization as an irreversible process let us believe that all
Western Balkan countries will become a part of the EU family sooner or later.
But, if Balkan region want to benefit from being formal part of developed
world, economic and political progress and responsibility have to become its
reality. If the latest financial crisis something thought us it was the fact that
economic and financial responsibility has to be both global and national issue.
otherwise, national or regional financial irresponsibility can cause even grater
global financial turmoil in the future. 
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ABsTrACT
The economic crisis is a sudden disturbance of the economic equilibrium,
of the economic activities, and represents the transition from the increasing
to the decreasing phase of the businesses cycle, characterised by stocks in
trade increase, a decreasing production, decreasing prices, unemployment,
decreasing stock exchange quotations. During the first decades after the
world war two, the changes in businesses cycle and crises emphasized, by
more and more exceptions from the previous mechanisms and schemes,
by less deep oscillations, by decreased production, etc. 
Generally, economic crises reflect a deregulation state of the economy,
having different ways of manifestation. since the beginning of the 19th

century until nowadays, there have been several cyclical overproduction
crisis, different as expansion, duration and intensity. 
The present crisis resembles to its predecessor, among other things, by
the state interventionism, through money infusions, and through
nationalisations. 
romania has become a European Union member at January, the 1st, 2007.
The accession road has been a long one, full of challenges, issues, but also
satisfactions. regarding the present economic crisis the authors analyze
the romanian economy since 2008 to a year after its accession into the
EU. As in the year 2009, the economic growth for both the Euro area and
for romania is negative (-4.1% and -7.1% respectively), while the
unemployment rate is sharply growing, to 9.7% and 6.9% respectively.
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The conclusion of the paper is about anti-crisis measures and their effects
on the romanian economy.
JEL Classification: F15, G15, G28, o52.

WhAT Is An EConoMIC CrIsIs? CAUsEs AnD MEAsUrEs 

some economists argue that financial crises are caused by recessions instead
of the other way around, and that even when a financial crisis is caused by an
initial shock that sets off a recession, other factors may be more important in
prolonging the recession. In particular, Milton Friedman and Anna schwartz
argued that the initial economic decline associated with the crash of 1929 and
the bank panics of the 1930s would not have turned into a prolonged
depression if it had not been reinforced by monetary policy mistakes on the
part of the Federal reserve, a position supported by Ben Bernanke.2

recurrent major depressions in the world economy at the pace of 20 and 50
years (often referred to as the business cycle) have been the subject of studies
since Jean Charles Léonard de sismondi (1773–1842) provided the first theory of
crisis in a critique of classical political economy’s assumption of equilibrium
between supply and demand. Developing an economic crisis theory became the
central recurring concept throughout Karl Marx’s mature work. In a capitalist
system, successfully-operating businesses return less money to their workers (in
the form of wages) than the value of the goods produced by those workers (i.e.
the amount of money the products are sold for). This profit first goes towards
covering the initial investment in the business. In the long-run, however, when
one considers the combined economic activity of all successfully-operating
business, it is clear that less money (in the form of wages) is being returned to
the mass of the population (the workers) than is available to them to buy all of
these goods being produced. Furthermore, the expansion of businesses in the
process of competing for markets leads to an abundance of goods and a general
fall in their prices, further exacerbating the tendency for the rate of profit to fall.

Empirical and econometric research continue especially in the world
systems theory and in the debate about nikolai Kondratiev and the so-called
50-years Kondratiev waves. Major figures of world systems theory, like Andre
Gunder Frank and Immanuel Wallerstein, consistently warned about the crash
that the world economy is now facing. World systems scholars and Kondratiev
cycle researchers always implied that Washington Consensus oriented
economists never understood the dangers and perils, which leading industrial
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nations will be facing and are now facing at the end of the long economic cycle
which began after the oil crisis of 1973.

hyman Minsky has proposed a post-Keynesian explanation that is most
applicable to a closed economy. he theorized that financial fragility is a typical
feature of any capitalist economy. high fragility leads to a higher risk of a
financial crisis. To facilitate his analysis, Minsky defines three approaches to
financing firms may choose, according to their tolerance of risk. They are hedge
finance, speculative finance, and Ponzi finance. Financial fragility levels move
together with the business cycle. After a recession, firms have lost much
financing and choose only hedge, the safest. As the economy grows and
expected profits rise, firms tend to believe that they can allow themselves to
take on speculative financing. In this case, they know that profits will not cover
all the interest all the time. Firms, however, believe that profits will rise and the
loans will eventually be repaid without much trouble. More loans lead to more
investment, and the economy grows further. Then lenders also start believing
that they will get back all the money they lend. Therefore, they are ready to
lend to firms without full guarantees of success.

The term financial crisis is applied broadly to a variety of situations in which
some financial institutions or assets suddenly lose a large part of their value. In
the 19th and early 20th centuries, many financial crises were associated with
banking panics, and many recessions coincided with these panics. other
situations that are often called financial crises include stock market crashes and
the bursting of other financial bubbles, currency crises, and sovereign defaults.3

Financial crises directly result in a loss of paper wealth; they do not directly
result in changes in the real economy unless a recession or depression follows.4

reinhart and rogoff trace inflation (to reduce debt) to Dionysius of syracuse,
of the 4th century BCE, and begin their “eight centuries” in 1258; debasement
of currency also occurred under the roman empire and Byzantine empire.
Among the earliest crises reinhart and rogoff study is the 1340 default of
England, due to setbacks in its war with France (the hundred years’ War; see
details). Further early sovereign defaults include seven defaults by imperial
spain, four under Philip II, three under his successors.other global and national
financial mania since the 17th century include: Bursting of tulip mania in the
netherlands – while tulip mania is popularly reported as an example of a
financial crisis, and was a speculative bubble, modern scholarship holds that
its broader economic impact was limited to negligible, and that it did not
precipitate a financial crisis (1637); bursting of South Sea bubble (Great britain)

3 Charles P. Kindleberger and robert Aliber (2005), Manias, Panics, and Crashes: a history of
Financial Crises, 5th ed. Wiley, p. 321.

4 Fratianni, M. and Marchionne, F. (2009) The role of banks in the Subprime Financial Crisis available
on http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1383473.



and Mississippi bubble (France) – earliest of modern financial crises; in both cases
the company assumed the national debt of the country (80–85% in Great Britain,
100% in France), and thereupon the bubble burst (1720).

The Panic of 1796–1797 was a series of downturns in Atlantic credit markets
that led to broader commercial downturns in both Britain and the United states.
In the U.s., problems first emerged when the Bubble of land speculation burst
in 1796. The crisis deepened into a broader depression when the Bank of
England suspended specie payments on February 25, 1797. The Bank’s directors
feared insolvency when English account holders, who were nervous about a
possible French invasion, began withdrawing their deposits. In combination
with the unfolding collapse of the U.s. real estate market, the Bank of England’s
action had developing disflationary repercussions in the financial and
commercial markets of the coastal United states and the Caribbean through the
turn of the century.

By 1800, the crisis had resulted in the collapse of many prominent merchant
firms in Boston, new york, Philadelphia, and Baltimore, and the imprisonment
of many American debtors. The latter included the famed financier of the
revolution robert Morris and his partner James Greenleaf who were investors
in a large tract of land in the Adirondacks of upstate new york. James Wilson
was forced to spend the rest of his life literally fleeing from creditors until he
died at a friend’s home in Edenton, north Carolina. George Meade, the
grandfather of the American Civil War general George Gordon Meade was
ruined by investments in Western land deals and died in bankruptcy due to
the panic. The scandals associated with these and other incidents resulted in
the U.s. Congress passing the Bankruptcy Act of 1800. The Bankruptcy Act of
1800 would later be repealed after its three-year duration expired in 1803.5 The
Panic of 1907, also known as the 1907 Bankers’ Panic, was a financial crisis that
occurred in the United states when its stock market fell close to 50 percent from
its peak the previous year. The 1907 panic was marked by numerous runs on
banks and trust companies, with many state and local banks and businesses
going bankruptcy across the nation.

The Great Depress was the largest and most important economic
depression in modern history. It originated in the United states with the the
Wall street crash on oct. 29, 1929, known as Black Tuesday, and had
devastating effects on many countries around the globe.

The savings and loan crisis of the 1980s and 1990s was the failure of 747
savings and loan associations (s&Ls) in the United states. The ultimate cost of
the crisis is estimated to have totaled around 160.1 billion dollars. The
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slowdown in the finance industry and the real estate market may have been a
contributing cause of the 1990–1991 economic recession. 

The Japanese asset price bubble was an economic bubble in Japan from 1986
to 1990, in which real estate and stock prices greatly inflated. The bubble’s
collapse lasted for more than a decade with stock prices bottoming in 2003. The
time after the bubble’s collapse is known as the “lost decade or end of the
century” in Japan. The collapse of the U.s. housing bubble, which peaked in
2006, caused the values of securities tied to U.s. real estate pricing to plummet,
damaging financial institutions globally. Questions regarding bank solvency,
declines in credit availability and damaged investor confidence had an impact
on global stock markets, where securities suffered large losses during 2008 and
early 2009.6 Economies worldwide slowed during this period, as credit
tightened and international trade declined. Critics argued that credit rating
agencies and investors failed to accurately price the risk involved with
mortgage-related financial products, and that governments did not adjust their
regulatory practices to address 21st-century financial markets. Governments
and central banks responded with unprecedented fiscal stimulus, monetary
policy expansion and institutional bailouts.

ThE CrIsIs In roMAnIA AnD In ThE EU

romania, like almost all the EU countries, has been (and still is) in
recession.7 Despite the promises of romanian officials, who, in the autumn of
2008, were insuring the population that the crisis would avoid our country, the
year 2009 and 2010 have been particularly tough, with negative economic
growth rates of -7.1% and -1.3% respectively. only for 2011 the forecasts are
more optimistic, indicating a slight recovery of the economy: +1.5%.

The EU as a whole was also affected. The very low economic growth rate
in 2008 (only +0.5%) had announced the future problems: negative economic
growth rate in 2009 (-4.2%), followed by a slow recovery in 2010 (+1.8%). For
2011, the forecast indicates the same economic growth rate as in the previous
year: +1.8% (graphic 1).

6 Craig Burnside, Martin Eichenbaum, and sergio rebelo (2008), ‘Currency crisis models’, New
Palgrave Dictionary of economics, 2nd ed., pp. 568-573.

7 Among the EU countries, only Poland has registered positive economic growth rates, in 2008,
2009 and 2010.
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The unemployment rate is another important indicator of a national
economy. During crisis, this indicator shows the difficult situation of the labour
market. romania was no exception, with an increasing unemployment rate:
5.8% in 2008, 6.9% in 2009 and 7.4% in 2010. Fortunately, for 2011 the forecasts
are optimistic: 5.4%. The European Union, as a whole, is in a more difficult
situation, with unemployment rates close to 10%, in 2010 and 2011 (graphic 2).

ThE AnTI-CrIsIs MEAsUrEs In ThE EU

For the EU as a whole, there haven’t been any anti-crisis measures. The
European Commission cannot adopt anti-crisis measures for 27 countries. Each
country is adopting its own measures.

however, the EU has adopted a strategy in order to try to give the member
states a guideline for future: it is the Europe 2020 strategy.

This is a strategy for the 2011-2020 decade. European economy should
become a smart, sustainable and an inclusive one. 

The European Commission has launched in March 2010 the Europe 2020
strategy to go out of the crisis and prepare EU economy for the next decade.
The Commission identifies three key drivers for growth (figure 1), to be
implemented through concrete actions at EU and national levels: 

– smart growth (fostering knowledge, innovation, education and digital society), 
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Graphic 1. The economic growth rates, in romania and the EU, 
in 2008, 2009, 2010 and 2011 (forecast)



– sustainable growth (making our production more resource efficient while
boosting our competitiveness) 

– Inclusive growth (raising participation in the labor market, the acquisition
of skills and the fight against poverty). 

Figure 1. The Triangle of the Europe 2020 strategy
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Graphic 2. The evolution of the unemployment rate, in romania and the EU,
in 2008, 2009, 2010 and 2011 (forecast)

source: http://epp.eurostat.ec.europa.eu/
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But achieving the targets set by this strategy will be particularly hard. here
are some reasons:

– In order to have a smart growth, important investments have to be done in
education, research activities and innovation. But in this areas, the
European Union shares the competencies with the member states
(according to the Lisbon Treaty), and it will be particularly hard (if not
impossible) for the EU to impose to each member state to allocate 3% of its
GDP for education, research and innovation;

– The research activity in the European Union is finances through the Frame
Programs (the 7th Frame Programs covers the period 2007-2013); but these
Frame Programs just complete the national research programs, providing
support for national research laboratories; besides, the budget of the EU is
a modest one, representing only 1.047% of its GDP; consequently, the
financial resources the EU can allocate to the research and innovation
activities are modest;

– The countries members of the EU have very different performances
regarding the education, the research and the innovation. If sweden and
Finland allocate more than 3% of their GDP for education, research and
innovation, there are 10 member states that allocate less than 1% of their
GDP for these activities (Bulgaria, Greece, Cyprus, Latvia, Lithuania,
hungary, Malta, Poland, romania and slovakia). This diversity will affect
the efficiency of national policies of the member states.

– Finally, while the EU is oriented towards the knowledge-based economy,
many member states (especially the last entrants, romania and Bulgaria)
are guiding themselves based on the Copenhagen economic criterion:
having a functioning market economy and the capacity to cope with
competitive pressure and market forces within the Union.
As we can see, there are many divergences and differences between the

national anti-crisis measures, and the community anti-crisis measures.
Moreover, EU membership is not a universal panacea, guaranteeing a
protection against the crisis. The national measures are the ones that count, and
could help, and not the EU membership.

ThE AnTI-CrIsIs MEAsUrEs In roMAnIA

The years 2008 and 2009 have been electoral years in romania, this thing
explaining why anti-crisis measures have been taken only in 2010. While 2008
and 2009, in spite of the crisis, have been characterized by a waste of public
money, the year 2010 has brought the other side of the picture: the most severe
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austerity measures in the entire European Union. Among those measures, the
most important are:

– The introduction, 2009, of the minimum flat tax, that caused the closure of
some 127000 firms;

– The reduction of the number of employees in the public sector;
– The diminishing of public investments;
– The freeze of credit grant activity; 
– The reduction by 25% of all the wages in the public sector;
– The reduction of different other allowances by 15%.

In the same time, in order to be capable of paying the pensions and the
wages in the public sector, romania benefited from a loan of 20 billion Euros
from the International Monetary Fund, the World Bank and the European
Commission. 

The austerity measures allowed the country to lower its public deficit to
6.58% in 2010 (in 2009, this deficit was of 7.3%). In the same time, the exports
registered important increases, starting with the 4th semester of 2010 (graphic 3). 

Graphic 3. The evolution of romania’s exports, 
January 2010 – January 2011 (millions Euros)
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source: www.insse.ro.

The encouraging evolutions of the exports, of macroeconomic indicators
and of the unemployment rate explain the positive economic growth rate
forecasted for this year.



ConCLUsIons

The global crisis can produce major disequilibria, affecting countries all over
the world, Europe included. some of its effects are predictable, but others are
not. nobody knows for sure the duration of a crisis.

Concerning the European Union, as it has been presented in this paper, the
measures taken at this level served only as guidance for the member states. The
real anti-crisis measures have been taken at national level. 

The macroeconomic data indicate, both for romania, and the European
Union as a whole, a slow recovery. In other words, the European and the
romanian economies are on the ascending slope of the business cycle. It is not
sure how fast the economies will recover. There are fears concerning a W shape
crisis, in other words, a new recession could be expected, after a period of slow
recovery.
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ABsTrACT
During the previous ten years in the republic of Croatia, economic policy
has been based on the expansion of the aggregate demand which is
largely debt financed. such economic policy has resulted in high twin
deficits – both current account deficit and budget deficit – and, in the end,
high external and internal debt. In addition, this policy has caused
problems in the real sector which, additionaly augmented by the global
financial crisis, has turned into an economic crisis.
This paper investigates how the banking sector, especially the central
bank – the Croatian national Bank, has reacted to this complicated
situation. At the total financial sector level, monetary policy was efficient.
The spillover of the global financial crisis to the financial sector has
stopped. however, the problems remain in the real sector. Even if the
economic crisis finishes, it will continously be a threat until its cause –
twin deficits – have been eliminated. The long run solution to this
situation is not possible without structural economic changes that will
comprise export stimulation, that is, the strengthening of the export-
oriented sector. It is illusory to expect that the central bank can do it alone,
without cooperation with other decision makers in economic policy,
particularly the Government.
Key words: economic crisis, banking sector, twin deficits, current account
deficit, budget deficit.
JEL Classification: G21, G28, o52.
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1. InTroDUCTIon

The real GDP rate in 2008 fell by almost 3 percentage points in relation to the
previous year and amounted to 2.2%. In 2009 and 2010, the real GDP rate totalled
-6.0% and -1.2%, respectively. on the basis of these data and a high unemployment
rate in the aforementioned years, it is possible to conclude that the year 2008 was
an introduction to the economic crisis in the republic of Croatia.

however, the economic crisis in the republic of Croatia is not a
consequence of the global financial crisis which also began in 2008. In fact, the
republic of Croatia has been facing twin deficits in the last ten years. The
consequence of the twin deficits was the crowding out effect and eventually
contraction of aggregate demand. The fall of the aggregate demand resulted in
a fall of the industrial production volume index, which was a clear sign of an
economic crisis in the republic of Croatia. At the same time, the global financial
crisis made the economic crisis in the republic of Croatia worse in a way that
it brought to a decrease in exports of goods and services and to sinking of
CroBEX, the official Zagreb stock Exchange share index.

The monetary authorities have successfully prevented spillover of the crisis
on the financial sector, but the problems in the real sector have remained. of
course, these problems can only be solved by cooperation of all the decision
makers in economic policy.

In this paper, the analysis of the economic crisis and reactions of the monetary
authorities to this crisis refer to the period2 2008-2010. In particular situations, longer
periods are analysed as well in order to clearly emphasize the macroeconomic
trends and to show the causes of the economic crisis in the republic of Croatia. The
causes and consequences of the economic crises are explained in the second section.
The third section includes the reactions of the monetary authorities in these difficult
circumstances. The results of this reaction are presented in the fourth section. The
paper ends with a synthesis of the research results. 

2. EConoMIC CrIsIs In ThE rEPUBLIC oF CroATIA 
– CAUsEs AnD ConsEQUEnCEs

Generally speaking, an economic crisis is an indicator of the fall of the
wealth of a nation. Due to this fact, it might be suitable to start the analysis of
the economic crisis by examining several macroeconomic indicators which
directly show the wealth of the nation. The 2006-2010 growth rates in the
republic of Croatia with respect to such indicators are shown in Table 1.
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2 The 2008 reflected the first signs of the economic crisis in the republic of Croatia and the year
2010 year was the last available year in the moment of writing this paper.



Table 1. Basic macroeconomic indicators 
in the republic of Croatia 2006-2010 (in percent)
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Description
year

2006 2007 2008 2009 2010
real GDP 4.9 5.1 2.2 -6.0 -1.2
Inflation 3.2 2.9 6.1 2.4 1.1
Unemployment (ILo) 11.2 9.6 8.4 9.1 11.8
Employment (ILo) 43.6 44.2 44.5 43.3 41.1

source: CnB: bulletin, no. 170, Croatian national Bank, Zagreb, 2011.

Table 1 reveals that the slowdown of the real GDP rate began in 2008 and
the fall of this rate began in 2009. 

The inflation in 2008 amounted to 6.1%, which is mainly the result of the
input price rise (energy-generating products) and perception of the population.
In 2009 and 2010, the inflation decreased mostly due to interventions of the
monetary authorities.

In 2010, the unemployment rate grew in relation to the previous year. The
same situation occurred in 2010.

At first sight, since the Croatian economic crises and the global one overlap,
one may draw the conclusion that the basic cause of the economic crisis in the
republic of Croatia is the global financial crisis. however, a more detailed
macroeconomic analysis shows that this is not correct. In the last ten years, the
republic of Croatia has been affected by twin deficits, which is shown in Table 2.

Table 2. Twin deficits (in percent of GDP)

year Current account balance General government overall fiscal balance

2001 -3.2 -5.9

2002 -7.4 -4.3

2003 -6.2 -5.4

2004 -4.3 -4.2

2005 -5.5 -3.5

2006 -6.9 -3.4

2007 -7.5 -3.0

2008 -9.1 -2.1

2009 -5.5 -4.5

2010 -1.4 -5.3

source: CnB: bulletin, no. 170, Croatian national Bank, Zagreb, 2011.



Table 2 presents the current account balance and general government
overall fiscal balance. Both balances are in deficit. 

The current account deficit rose in average until the beginning of the
economic crisis, more precisely until 2009. In 2009, it fell by -5.5% and in 2010
by -1.4%. The reason for this is the fall of GDP and imports in the observed years. 

Unlike the current account deficit, the budget deficit went down in average
until the economic crisis and then it started to rise. 

These two deficits are the main causes of the economic crisis in the republic
of Croatia.

of course, due to continuous current account deficit, the gross external debt
rose, as well. During the last ten years, the ratio of the gross external debt and
GDP has almost doubled – from 52.9% in 2001 to 99.7% in 2010 which is clearly
disclosed in Table 3. The same table shows the total ratio of public debt3 and
GDP. But, it is important to note changes in the structure of this ratio. since
2005, the external debt to the GDP ratio were continuously falling, except in
2009 and 2010. This fall is substituted with a rise in the domestic debt to the
GDP ratio. In other words, the government stopped financing its debt in
international markets and begun to finance it in the domestic market.

Table 3. External debt and public debt 2001-2010 (in percent of GDP)
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year Gross external
debt

Public debt
Total External Domestic

2001 52.9 35.2 n.a. n.a.
2002 53.7 34.8 19.3 15.5
2003 65.7 35.4 20.0 15.6
2004 69.5 37.6 20.3 17.3
2005 71.5 38.2 17.0 21.0
2006 73.7 35.4 14.3 20.9
2007 75.9 32.9 12.5 20.4
2008 83.6 29.2 8.8 20.2
2009 97.7 35.1 11.2 24.0
2010 99.7 41.2 13.1 28.2

source: CnB: bulletin, no. 170, Croatian national Bank, Zagreb, 2011, and Ministry of
Finance: Statistical review, no. 184, republic of Croatia – Ministry of Finance, Zagreb,
2011, p. 27.

The movement of the gross external and public debt expressed in the
percentage of GDP is better shown in Figure 1.

3 Public debt is the debt of the general government.



Figure 1 shows that the external component of public debt fell on average,
except in 2009 and 2010, while the domestic component of public debt rose on
average. As it has already been pointed out, this caused the crowding out effect.
Crowding out the private sector from commercial bank loans is presented in
Tables 4 and 5.

Table 4. Distribution of bank loans in Kuna – growth rates (in percent)
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Figure 1: External debt and public debt 2001-2010

Description 2006 2007 2008 2009 2010

LoAns In KUnA

1. Loans to central government and funds - -2.14 -0.70 2.90 31.67

1.1. Loans to central government - -22.47 -0.91 -0.18 26.81

1.2. Loans to central government funds - 15.72 -0.57 4.71 34.39

2. Loans to local governments - 8.55 -4.31 0.48 20.76

3. Loans to enterprises - 14.44 11.39 -1.84 6.98

4. Loans to households - 18.14 12.09 -2.88 3.77

o/w: housing loans - 22.45 15.67 1.23 9.51

5. Loans to other banking institutions - -29.85 -83.11 555.79 23.95

6. Loans to non-banking financial
institutions - 10.91 -21.76 -7.07 199.42

A. Total (1+2+3+4+5+6) - 15.55 10.89 -2.18 6.84

source: Author’s calculations based on data from: CnB: bulletin, no. 170, Croatian
national Bank, Zagreb, 2011, p. 26.



Table 4 focuses on distribution of bank loans in kuna, i.e. growth rates of
distributed loans. In 2009, the total distributed loans fell by 2.18% while loans
to central government and funds rose by 2.9%. In this situation, the main losers
were households which were granted less loans (2.88%) than in the previous
year. A similar case happened in 2010. The total distributed loans rose by 6.84%
in comparison to the previous year, but loans distributed to central government
and funds rose by as much as 31.67%. Loans to households rose by only 3.77%.

A similar scenario is shown in Table 5, but what stands out here are
distributed loans in a foreign currency and the crowding out effect which
affected both households and enterprises.

Table 5. Distribution of bank loans in foreign currency 
– growth rates (in percent)
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Description 2006 2007 2008 2009 2010

LoAns In F/C

1. Loans to central government 
and funds - -3.33 176.43 55.41 10.37

1.1. Loans to central government - -1.79 131.62 52.56 0.93

1.2. Loans to central government funds - -16.22 617.08 64.48 38.19

2. Loans to local governments - -22.72 -36.98 -45.42 -84.94

3. Loans to enterprises - -9.81 17.55 23.64 21.16

4. Loans to households - -13.15 4.38 -6.68 6.00

5. Loans to other banking institutions - 8.66 -98.32 2388.21 -98.21

6. Loans to non-banking financial
institutions - 85.29 -78.52 87.81 26.67

B. Total (1+2+3+4+5+6) - -6.43 53.53 38.21 15.42

source: Author’s calculations based on data from: CnB: bulletin, no. 170, Croatian
national Bank, Zagreb, 2011, p. 26.

In 2008, the rise of the total distributed loans in a foreign currency amounted
to 53.53% while loans given to central government and funds went up by
176.43% in comparison with the previous year. Therefore, loans to enterprises
and households rose by only 17.55% and 4.38%, respectively. The year 2009 can
be analyzed in a similar way, with the fact that loans to households fell by 6.68%
being the only major difference.
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The consequences of the crowding out effect are contraction of aggregate
demand and, as a result of this contraction, the fall in the industrial production
index. The movement of this index is shown in Figure4 2. 

Figure 2: Industrial production volume index 
– seasonally adjusted and trend 2008-2010

4 The figure is made on the basis of data published in: CBs: industrial production volume index,
total and according to MiGs 2009, December 2010, first results, First release, no. 2.1.1/12., Croatian
Bureau of statistics, Zagreb, 2011 and CBs: industrial production volume index, total and according
to MiGs 2009, January 2010, first results, First release, no. 2.1.1/1., Croatian Bureau of statistics,
Zagreb, 2011.

It is important to note in Figure 2 that the industrial production index
started to decrease after the first quarter of 2008. This is the real beginning of
the economic crisis in the republic of Croatia. 

The effects of the bad economic situation in the republic of Croatia got
worse by the global financial crisis. The global economic crisis affected the
Croatian economy in two ways: i) a fall in exports of goods and services,
which was the additional cause of the fall of the industrial production
volume index, and ii) sinking of CroBEX, the official Zagreb stock Exchange
share index.

The growth rates of all the components of the GDP are shown in Table 6.



source: CBs: Quarterly gross domestic product estimate Q1 2000 – Q4 2010 First release,
no. 12.1.1/4., Croatian Bureau of statistics, Zagreb, 2011.

According to the data shown in Figure 7, the 2008 growth rate of exports of
goods and services began to decrease and in 2009 it was negative. In 2009, the
only indicator that went up was government consumption. This is a clear sign
of the crowding out effect as well.

In 2010, all of the growth rates of the components of the GDP were negative
except exports of goods and services. 

The slowdown of the growth rate of exports of goods and services in 2008
and its sinking below zero in 2009 prove that the financial and economic crises
in some countries of the world did not cause, but only augmented the economic
crisis in Croatia.

The fall of CroBEX, the official Zagreb stock Exchange share index, as the
second consequence of the global financial crises and overall economic situation
in the country is evident in Figure5 3. 

From the beginning of 2008 to the end 2010, this index fell by 59.76%.6

3. rEACTIons oF ThE BAnKInG sECTor

In the line with its objective, the Croatian national Bank stayed, throughout
the observation period, concentrated on the fight against inflationary pressures
and on maintaining the stability of the domestic currency exchange rate.
however, due to the global financial crisis, the Croatian national Bank eased
monetary policy instruments in order to provide for kuna and foreign currency
liquidity. The most important monetary policy instruments used from 2008 to
2010 are shown in Table 7.
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Table 6. real gross domestic product – growth rates (in percent)

year

Final Consumption
Expenditure Gross fixed

capital
formation

Changes in
inventories

Exports 
of goods

and
services

Imports of
goods and

services

Gross
domestic
producthouseholds Government

2006 - - - - - - -

2007 6.3 5.6 7.1 -0.5 3.7 6.2 5.1

2008 0.8 1.9 8.2 -4.0 2.2 3.3 2.2

2009 -8.5 0.2 -11.8 -29.7 -17.3 -20.4 -6.0

2010 -0.9 -0.8 -11.3 -18.1 6.0 -1.3 -1.2

5 The figure is made on the basis of data available on: http://zse.hr/default.aspx?id=179.
6 on 2 January 2008, CroBEX amounted to 5,245.58 and on 31 December 2010 to 2,110.93.



Table 7. The most important monetary policy instruments changed 
from 2008 to 2010

226 Dražen KoŠKI

Figure 3: CroBEX – Zagreb stock exchange share index 2008-2010

Instrument
year

2008 2009 2010 net effect 
2008-2010  

FX interventions − 174.4 m EUr − 895.2 m
EUr −19.5 m EUr −1.1 bn EUr

reserve requirements + 3.0 bn hrK + 1.1 bn hrK + 1.4 bn hrK + 5.5 bn hrK  

Marginal reserve
requirements + 532.0 m EUr not exist not exist + 532.0 m EUr

special reserve
requirements not changed + 9.5 m hrK not exist + 9.5 m hrK

Compulsory 
CnB bills + 1.54 bn hrK + 569.6 m

hrK not exist + 2.1 bn hrK

reverse repo auctions + 1.7 bn hrK + 1.9 bn hrK not used + 3.6 bn hrK

Minimum required
F/C claims + 760.0 m EUr + 2.1 bn EUr not changed + 2.9 bn EUr

note: + means the rise of liquidity in the related currency
source: Author’s calculations based on data from: CnB: annual report, various issues,
Croatian national Bank, Zagreb.



Table 7 discloses that from 2008 to 2010, the total liquidity in the system
raised approximately7 6.0 billion euro. 

The aforementioned instruments are explained more thoroughly in the
following sections.

3.1. Foreign exchange interventions

In the first three quarters of 2008, the Croatian national Bank was stopping
appreciation pressures and, in the last quarter, because of the global financial
crises and reduced foreign capital inflows, it combated depreciation pressures
on the domestic currency. The net effect of foreign exchange transactions with
commercial banks totalled 11.5 million euro. Also, in terms of net foreign
exchange transactions with the central government, the central bank purchased
185.9 million euro.8

In the beginning of 2009, the central bank first mitigated depreciation
pressures and then later in the year appreciation pressures. Therefore, it
purchased net 895.2 million euro, out of which 570.4 million euro was purchased
from the central government and 324.8 million euro from commercial banks.9

similarly to its interventions in 2008 and 2009, the central bank mitigated
fluctuation of the exchange rate in 2010 as well, so it purchased net 13.6 million euro
from commercial banks and net 5.9 million euro from the central government.10

3.2. Reserve requirements

The main instrument of monetary policy in 2008 referred to reserve
requirements. Throughout most of the year, the reserve requirement rate
amounted to 17%, and after 10 December, it decreased by 14%. This was aimed
at reduction of instability in the money market and at assurance of central
government borrowings in the domestic market.11 The aforementioned
decrease of the reserve requirement rate resulted in a rise of liquidity in the
monetary system amounting to 3.0 billion kuna.12
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7 see footnote 26.
8 Adapted from: CnB: annual report 2008, Croatian national Bank, 2009, Zagreb, p. 34.
9 Adapted from: CnB: annual report 2009, Croatian national Bank, 2010, Zagreb, p. 25.

10 Adapted from: CnB: annual report 2010, Croatian national Bank, 2011, Zagreb, p. 21.
11 Adapted from: CnB: annual report 2008, Croatian national Bank, 2009, Zagreb, p. 70.
12 The effect of the decrease in the reserve requirement rate is calculated as the difference between

the reserve requirements at the end of an observed year and at the end of the preceding year.
In spite of its disadvantages, this approximation is used because there are no precise data on
the effects of this decrease in all of the observed years. The data are taken from: CnB: bulletin,
no. 170, Croatian national Bank, Zagreb, 2011, p. 34
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Due to changes in the structure of reserve requirements,13 liquidity
increased by 1.1 billion kuna in 2009.

In 2010, the reserve requirement rate was reduced14 by 13%, which resulted
in increasing liquidity by 1.4 billion kuna.

3.3. Marginal reserve requirements

In october 2008, , household foreign currency deposits started to fall due
to the global financial crisis. By joint action of the central bank and the Ministry
of Finance, this fall was successfully stopped already in november.

In order to provide for the foreign currency liquidity of commercial banks,
the Croatian national Bank abolished marginal reserve requirements – the
instrument used to reduce the increase in bank’s external debt15 – and thus
released foreign currency funds in the amount of 532 million euro.

The Ministry of Finance raised the amount of insured deposits from 100,000
kuna to 400,000 kuna. In this way, the confidence of depositors in the banking
system restored, so from mid october, household savings started to rise.

3.4. Special reserve requirements

special reserve requirements was calculated on the bank’s liabilities based
on issued debt securities. Throughout 2008, this instrument was not changed
and at the beginning of 2009, it was abolished because of the crisis on financial
markets and the increased needs of banks for kuna and foreign currency
liquidity. In this way, the amount of 9.5 million kuna was released.16

3.5. Compulsory Croatian National Bank bills

The Croatian national Bank regulated the credit activity of commercial banks
by subscription of compulsory bills on annual placement growth exceeding 12%.
In this way, it operated anti-inflationary and mitigated the credit expansion effect
on the growth of the current account deficit. Compulsory CnB bills were
subscribed at the rate of 0.25% and matured in 360 days. At the beginning of 2008,
2007 compulsory CnB bills amounting to 2 billion kuna were repurchased while
during 2008, new bills were subscribed in the value of 460.6 million kuna.17

13 For details, see: CnB: annual report 2009, Croatian national Bank, 2010, Zagreb, p. 52.
14 Adapted from: CnB: annual report 2010, Croatian national Bank, 2011, Zagreb, p. 47.
15 Adapted from: CnB: annual report 2008, Croatian national Bank, 2009, Zagreb, p. 71.
16 Adapted from: CnB: annual report 2009, Croatian national Bank, 2010, Zagreb, pp. 52-53.
17 Adapted from: CnB: annual report 2008, Croatian national Bank, 2009, Zagreb, p. 35 and 73.



Until March 2009, it had subscribed additional bills in the value of 109
million kuna, so in this month the maximum amount of subscribed bills reached
569.6 million kuna.18 At the end of 2009, this instrument was revoked because
the annual credit growth on the level of the banking system was below 12%.

3.6. Reverse repo auctions

The main instrument of creating short-run liquidity in 2008 was reverse repo
auctions. Domestic banks could participate in the auctions whereas acceptable
collateral referred to kuna denominated treasury bills of the Ministry of Finance.
Throughout 2008, the average daily balance of funds placed at reverse repo
auctions amounted to 1.7 billion kuna, which was 1.4 billion kuna less then in
the preceding year. Although in line with its anti-inflationary activity, in
november 2008, the Croatian national Bank increased the reverse repo rate to
7.75% while in December the auctions are held at a fixed rate19 of 6%. 

In 2009, the auctions are held at a fixed rate of 6%, as well. The average daily
balance of funds created at reverse repo auctions amounted to 1.9 billion
kuna.20

This instrument was not applied in 2010 due to high kuna liquidity in the
system.21

3.7. Minimum required foreign currency claims

Minimum required foreign currency claims belong to instruments of
maintaining the foreign currency liquidity of banks. The minimum required
amount of foreign currency claims in relation to foreign currency liabilities was
decreased22 from 32% to 28.5% in May 2008. The decrease gave space to a
syndicated bank loan amounting to 760 million euro granted to the central
government.23

At the end of January 2009, the minimum required foreign currency claims
rate was further cut to 25% to enable government budget financing under the
difficult conditions of the global financial crisis. By this decision of the monetary
authorities, the foreign currency claims totalling 2.1 billion euro were freed. In
February 2009, the rate was additionally decreased to 20% to preserve the
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18 Adapted from: CnB: annual report 2009, Croatian national Bank, 2010, Zagreb, p. 53.
19 Adapted from: CnB: annual report 2008, Croatian national Bank, 2009, Zagreb, p. 34, 40 and 67.
20 Adapted from: CnB: annual report 2009, Croatian national Bank, 2010, Zagreb, p. 50.
21 Adapted from: CnB: annual report 2010, Croatian national Bank, 2011, Zagreb, p. 21.
22 Adapted from: CnB: annual report 2008, Croatian national Bank, 2009, Zagreb, pp. 73-74.
23 Adapted from: CnB: annual report 2008, Croatian national Bank, 2009, Zagreb, p. 40.



230 Dražen KoŠKI

exchange rate stability and ease depreciation pressures in the foreign exchange
market.24

Throughout 2010, the calculation of this instrument was not changed.

4. rEsULTs oF rEACTIons oF ThE BAnKInG sECTor

Finally, the results of the reactions of the Croatian national Bank and
banking sector reflect in general in the following:

1. sustained external liquidity without help from the IMF – external debt
payments were approximately25 9.4, 13.2 and 14.2 billion euro in 2008, 2009
and 2010, respectively

2. sustained and increased international reserves26 – from 9.1 billion euro in
2008 to 10.6 billion euro in 2010

3. sustained price stability – as shown in Table 1 – inflation rate 6.1%, 2.4%,
1.1% in 2008, 2009 and 2010 respectively

4. sustained exchange rate stability – the range of movements of the exchange
rate (from minimum to maximum)27 amounted to 5.3%

5. prevented credit crunch on domestic financial markets 
however, high unemployment and twin deficits are still present. As it has

mentioned above, it is illusory to expect that the central bank will solve these
problems alone, without cooperation with other decision makers in economic
policy, particularly with the Government. For the time being, the
macroeconomic trends are not optimistic.

5. synThEsIs oF rEsEArCh rEsULTs

The economic crisis in the republic of Croatia was not caused by the global
financial crisis but by twin deficits – current account deficit and budget deficit
– which have both existed in the last ten years. Twin deficits emerged as a result
of the expansion of aggregate demand which is mostly debt financed. Finally,
these caused the crowding out effect and, consequently, contraction of

24 Adapted from: CnB: annual report 2009, Croatian national Bank, 2010, Zagreb, p. 53.
25 Data taken from: CnB: annual report 2007, Croatian national Bank, 2008, Zagreb, p. 205, CnB:

annual report 2008, Croatian national Bank, 2009, Zagreb, p. 219, CnB: annual report 2009,
Croatian national Bank, 2010, Zagreb, p. 195.

26 Data taken from: CnB: bulletin, no. 170, Croatian national Bank, Zagreb, 2011, p. 49.
27 The minimum amounted to 7.106744 and the maximum to 7.485777 kuna for euro. Data taken

from: http://www.rba.hr/my/bank/rates/rates_range.jsp?language=hr.



aggregate demand, the first sign of which was a fall in the industrial production
volume index in the first quarter of 2008. 

Certainly, the global financial crisis worsened the total economic situation
in the country through the decrease of exports of goods and services and the
fall of CroBEX – the official Zagreb stock Exchange share index. 

The monetary authorities used different monetary policy instruments and
eventually stopped the spillover of the crisis on the financial sector. In this sense,
the monetary policy was efficient. 

however, the crisis has kept on striking the real sector. In 2009 and 2010,
the growth rates of GDP were negative and the unemployment rate rose. It is
illusory to expect that the monetary authorities can solve the problems of the
real sector themselves. For this, cooperation between all the decision makers in
economic policy has no alternative. This cooperation needs to be focused on
elimination of the causes of the economic crises – twin deficits. however, the
trends of the external and domestic debt growth show that even if such a
cooperation exists, it gives very poor results.
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ABSTrACT
This paper describes impact of global financial crisis on the TONDACH
Company. Tondach AG operated in Czech republic, Slovakia, Hungary,
romania, Slovenia, Croatia, Serbia, Bosnia and Herzegovina, Macedonia.
Main hypothesis: in Tondach case, financial crisis had strongly impact
on the company level than on the state level. 
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INTrODUCTION

We know that the agreement is about the influence of TNC on traditional
economic aggregates such as GDP, investment, employees. There was agreement
about relation state vs TNC. This consensus reflected the free-market approach to
development. It knows as Washington Consensus and New (Santiago) Consensus.
(Todaro&Smith, 2006; Krugman&Obstfeld, 2006; Todaro&Smith, 2009;
Osmankovic&Hoso, 2010) This paper describes impact of global financial crisis
on the Tondach Company in Czech republic, Slovakia, Hungary, romania,
Slovenia, Croatia, Serbia, Bosnia and Herzegovina, FYr Macedonia. Main
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hypothesis: in Tondach case, financial crisis had strongly impact on the company
level than on the state level. Method is analyse and comparative analyse. First, we
analsed ivestition, revenue, employes Compny from 2004 to 2008 or before the
ciris. Second,  we analysed revenue of Company 2008 and 2009. Third, we
analysed gross domestic product for countries in period 2004-2008, before the crisi
and 2008-2009. Forth, we compared decreased revenue of Company with
decreased domestic of countries. We take panel data from Tondach Company and
from http://databank.worldbank.org. (Anon, 2010a; Anon, 2010b) Timeframe is
2004-2009. This paper is one step in research multinational firms and state in crisis
on the Tondach case and nine countries: Czech republic, Slovakia, Hungary,
romania, Slovenia, Croatia, Serbia, Bosnia and Herzegovina, FYr Macedonia

BEFOrE FINANCIAL CrISIS

TNC played critical role in the transition, in the privatisation, in the
economic reforms, in development Balkan and other east Europe countries. It
is reflected the free-market approach role state and TNC to development by
the IMF, World Bank, and other main development agencies. (Todaro&Smith,
2006; Todaro&Smith, 2009) TNC brings savings, investment, government
revenue, human capital skills in state in transition. 

TNC play an important part in investment. (Krugman&Obstfeld, 2006)
Tonadch Company invested more than 200 millions EUr in Czech republic,
Hungary, Slovakia, romania, Slovenia, Croatia, Serbia, FYr Macedonia and Bosnia
and Herzegovina. (Hošo, 2010; Osmankovic&Hošo, 2010a; Osmankovic&Hoso,
2010b)

Table 1: Investition of Tondach Company 2004-2008 (000 EUr)
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2004 2005 2006 2007 2008
CZECH rEP. 2.574 2.787 2.002 5.417 25.564
HUNGArY 2.997 1.547 1.788 19.311 38.387
SLOVAKIA 522 11.501 1.696 2.360 3.168
rOMANIA 2.251 2.417 2.564 3.667 1.023
SLOVENIA 3.395 1.879 1.685 2.060 1.412
CrOATIA 1.898 489 16.424 5.921 2.693

SErBIA 6.029 8.670 6.592 2.725 2.479
MACEDNIA 4.701 176 201 345 395

BIH 37 21 31 105 32
TOTAL 24.404 29.487 32.983 41.911 75.153

resource: Tondach Company (JH)



Tondach in 2008 invested more than three times (2004). Company invested
more than 51 % in Hungary and 34 % in Czech republic.

Graf 1: Investition 2004-2008 (000 EUr)
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resource: Tondach Company (JH)

TNC opens new job opportunity. Tondach Company had 2709 employees
in nine countries 2008. (Hošo, 2010; Osmankovic&Hošo, 2010a; Osmankovic
&Hoso, 2010b) 

Table 2: Employees 2004-2008
2004 2005 2006 2007 2008

CZECH rEP. 706 707 656 643 671
HUNGArY 544 540 540 564 535
SLOVAKIA 38 98 98 104 124
rOMANIA 285 272 251 229 238
SLOVENIA 89 96 95 96 100
CrOATIA 220 225 275 284 284

SErBIA 736 660 637 599 595
MACEDNIA 143 143 151 152 152

BIH 10 10 10 10 10
TOTAL 2.771 2.751 2.713 2.681 2.709

resource: Tondach Company (JH)

Company had the most employees in Czech republic (25 %), Serbia (22 %)
and Hungary (20 %).



resource: Tondach Company (JH)

revenue of Tondach Company increased from 172 millions EUr in 2004 to
252 millions EUr in 2008 or 47 %. This is based on the governmental tax
revenues and locally taxes. (Todaro&Smith, 2009; Osmankovic&Hošo, 2010a;
Osmankovic&Hoso, 2010b)

Table 3: revenue 2004-2008 (000 EUr)
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Graf 2: Employees 2004-2008

EUr 2004 2005 2006 2007 2008
CZECH rEP. 48.626 48.983 59.459 72.787 68.209
HUNGArY 49.213 40.961 42.738 41.147 45.453
SLOVAKIA 6.928 7.986 11.225 16.431 19.273
rOMANIA 2.540 4.216 5.819 7.196 9.642
SLOVENIA 12.539 13.355 16.125 17.448 24.067
CrOATIA 21.836 21.748 25.502 27.427 32.256

SErBIA 21.348 19.539 20.408 28.735 33.786
MACEDNIA 3.433 5.984 6.744 7.807 9.060

BIH 5.958 8.574 8.130 7.807 9.820
TOTAL 172.421 171.346 196.150 226.785 251.566

resource: Tondach Company (JH)

Office in Czech republic made 27 % of total revenue Tondach in this nine
countries, office in Hungary 19 % etc. (Osmankovic&Hošo, 2010a; Osmankovic
&Hoso, 2010b)



resource: Tondach Company (JH)

Next table shows investment, employees, revenue of Tondach in nine
analysed countries from 2004 to 2008. (Hošo, 2010; Osmankovic&Hošo, 2010a;
Osmankovic&Hoso, 2010b)

Table 4: Invesment, emploees, revenue 2004-2008 Tondach
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Graf 3: revenue 2004-2008

Tondach in nine countries 2004 2005 2006 2007 2008

Investment 000 EUr 24.404 29.487 32.983 41.911 75.133

Emploees 2771 2751 2713 2681 2709

revenue 000 EUr 172.421 171.346 196.150 226.785 251.566

resource: Tondach Company (JH)

Investment and revenue of Tondach Company in analysed period had
positive trend and push local and national development in nine countries.



Graf 4: Investments and revenue and employees 2004-2008 Tondach
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resource: Tondach Company (JH)

In same time (from 2004 to 2008) this nine countries had increase gross
domestic product

Table 5: GDP (current USD, mill) 2004-2008

2004 2005 2006 2007 2008

CZECH rEP. 109.525 124.549 142.611 174.215 216.084

HUNGArY 102.076 110.195 113.006 138.787 154.668

SLOVAKIA 56.032 61.286 69.057 84.242 98.464

rOMANIA 75.489 98.913 122.642 169.282 200.071

SLOVENIA 33.724 35.752 38.952 47.315 54.395

CrOATIA 41.004 44.821 49.855 59.319 69.632

SErBIA 23.711 25.234 29.221 39.385 48.857

MACEDNIA 5.368 5.815 6.375 7.921 9.518

BIH 10.023 10.764 12.254 15.227 18.512

TOTAL 456.952 517.329 583.973 735.693 870.201

resource: http://databank.worldbank.org/ddp/html-
jsp/viewNewreport.jsp?IS_rEPOrT_IN_rEFrESH_MODE=true&NEW_rEPOrT_STYLE=2
80&NEW_rEPOrT_FOOTNOTES=BOTH&NEW_rEPOrT_SCALE=1000000&NEW_rEPOr
T_PrECISION=0&NEW_rEPOrT_HIErArCHY=NONE&NEW_rEPOrT_EMPTYFOrMA

T=..&newreport=yes&SErIES_SCALING_FLAG=&IS_MAP_CUSTOMIZED=true&SHOW_r
EPOrT_FEATUrES=&rOLLOVEr_OPTION=false&rolloverInterval=0&rolloverDirection=N

ONE&HIDE_COLUMN=&COMMA_SEP=true&rESET_ALL=&DELETE_rOW=



CrISIS

But in 2009, all countries had decreasing of domestic products.

Table 6: GDP 2008-2009 (millions EUr)
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2008 2009
CZECH rEP. 216.084 190.274
HUNGArY 154.668 128.964
SLOVAKIA 98.464 87.642
rOMANIA 200.071 161.110
SLOVENIA 54.395 48.477
CrOATIA 69.632 63.034

SErBIA 48.857 42.984
MACEDNIA 9.518 9.221

BIH 18.512 17.042
TOTAL 870.201 748.748

resource: http://databank.worldbank.org/ddp/html-
jsp/viewNewreport.jsp?IS_rEPOrT_IN_rEFrESH_MODE=true&NEW_rEPOrT_STYLE=2
80&NEW_rEPOrT_FOOTNOTES=BOTH&NEW_rEPOrT_SCALE=1000000&NEW_rEPOr
T_PrECISION=0&NEW_rEPOrT_HIErArCHY=NONE&NEW_rEPOrT_EMPTYFOrMA

T=..&newreport=yes&SErIES_SCALING_FLAG=&IS_MAP_CUSTOMIZED=true&SHOW_r
EPOrT_FEATUrES=&rOLLOVEr_OPTION=false&rolloverInterval=0&rolloverDirection=N

ONE&HIDE_COLUMN=&COMMA_SEP=true&rESET_ALL=&DELETE_rOW=

In 2009, all offices Tondach Company had decreasing revenue.

Table 7: revenue 2008-2009 (000 EUr)
2008 2009

CZECH rEP. 68.209 50.586
HUNGArY 45.453 35.900
SLOVAKIA 19.273 9.790
rOMANIA 9.642 4.896
SLOVENIA 24.067 13.054
CrOATIA 32.256 21.213

SErBIA 33.786 16.318
MACEDNIA 9.060 4.895

BIH 9.820 6.527
TOTAL 251.566 163.179

resource: Tondach Company (JH)



On the company level, Tondach 2009 had revenue 35 % less than 2008

Graf 5: revenue 2008-2009 (000 EUr)
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resource: Tondach Company (JH)

Office in Czech republic and Hungary made 53 % of revenue of Company.

Graf 6: Structure of revenue 2009

resource: Tondach Company (JH)

Offices in Bosnia and Herzegovina, Macedonia, Serbia, Slovenia, Slovakia
and romania made 34 % revenue of company in 2009.



CONCLUDE

In the end, when we compared decreasing of domestic product on the state
level and decreasing of revenue on the company level we could concluded that
finances crisis had bigger impact  on the company level.

Graf 7: GDP current USD 2008-2009 all countries
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Nine state domestic products is less about 14 % than 2008 on the state level.

Graf 8: revenue of Tondach 2008-2009



Table 8 and Graf 9 show digressing national gross domestic products and
company revenue.

Graf 9: Changing state product and company revenue 2009-2008.
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Country GDP Tonfach revenue Tondach - Country
CZECH rEP. 88 75 - 13
HUNGArY 83 80 -3
SLOVAKIA 90 53 -37
rOMANIA 81 51 -30
SLOVENIA 89 54 -35
CrOATIA 90 66 -24

SErBIA 88 47 -41
MACEDNIA 95 54 -41

BIH 92 67 -25
TOTAL 86 65 -21

revenue is less 35 % than 2008 on the company level.

Table 8: Changing 2009/2008

Last Graf shows results of comparative analysis of impact financial crisis
on the company and state level in case Tondach Company and state: Czech
republic, Slovakia, Hungary, romania, Slovenia, Croatia, Serbia, Bosnia and
Herzegovina, FYr Macedonia. 



Crisis the most strong impact on the revenue company offices in Macedonia
and Serbia in compare national prodact. This is one step in research
multinational firms and state in crisis on the Tondach case and these nine
countries: Czech republic, Slovakia, Hungary, romania, Slovenia, Croatia,
Serbia, Bosnia and Herzegovina, FYr Macedonia. Who and why is more
resistent state or company in crisis situation? It is question for next paper.
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Goran Nikolić1

Economic and political importancE 
of frEE tradE arEa in thE WEstErn Balkans 

ABSTRACT
The Western Balkan countries, including Moldova, apply Central European
Free Trade agreement (CEFTA). CEFTA creates conditions for harmonized
exchange of goods within the region and indirectly brings great benefits,
which are primarily related to the possibility of easier entry into neighboring
markets, as well as the potential increase in foreign investment. The biggest
problem is more than one hundred kinds of non-tariff barriers. 
CEFTA was in some way, small “playground” for joining the EU, where
all WB countries should prepare themselves for the commitments
required from EU membership. The article also accentuated the political
importance of the CEFTA and the fact that it is largely an EU project
aimed at improving cooperation among these countries and the
pacification of the region. Special attention will be addressed and the
political problems in the implementation of this  agreement between
Serbia and UNMIK-Kosovo.
key words: WB, CEFTA, Serbia, EU, politics, economy.
JEL Classification: F13, F15, R00.

CEFTA agreement, established 2006, has replaced a network of as much as
32 free trade arrangements in the Southeast Europe region, which had been
applied since 2001. CEFTA has positively influenced intensification of mutual
trade. CEFTA provides conditions for harmonized commercial trade within the
region and indirectly brings significant benefits which are primarily related to

1 Goran Nikolić, research assosiate, Institite for European Studies, Belgrade.
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the possibility of easier entrance in neighbouring markets which were difficulty
available and increased participation in other markets within this Agreement.
The advantage of CEFTA, as a market not too small for Europe, is also the fact
it makes each of the countries of the region a more attractive destination for
foreign capital, which significantly increases investors’ interest. 

FOREIGN TRADE PERFORMANCES OF CEFTA 
OR WEST BALKAN COUNTRIES

Before the global crisis 2007-09, countries of West Balkans had higher growth
rates of mutual merchandise trade in comparison with the growth of trade with
the rest of the world, which influenced the growth of mutual relative foreign
trade significance. Mutual trade was hit much stronger than trade with the rest
of the world by the Crisis, while post-crisis recovery of export is based on
demand from the rest of the world, with stagnation or mild growth of import. 

In foreign trade, and in many other economic performances, there are a lot of
similarities among the countries of West Balkans. Those are primarily: very low
merchandise export – absolute and relative (in relation with GDP, import, per
capita...); high foreign trade deficit (which are financed by money orders, loans,
external loans and donations). World economic crisis made it much more difficult
for these states to finance the imbalance of trade balance significantly more
difficult. Namely, export value of the West Balkan countries is relatively low, while
import value is much higher (although import is also at low level in comparison
with more advanced countries in transition), so these countries have high trade
deficit. Deficit was, due to decreased inflow of foreign currency for financing from
33.4 billion euros in 2008 to only 23.8 billion euros in 2009. In 20101, further slight
decrease of trade deficit continued, but with much higher growth rate of export
in comparison with import growth (sum of foreign trade deficit is 21 billion euros).

Share of seven observed countries and territories of West Balkans mostly
amounts to about 0.16% of global export in the 2005-2010 period. As for the
merchandise import of seven observed countries, their share in global import
is also low but significantly higher and it most commonly amounts to
somewhat over 0.3% in years from 2005 to 2010.2

Relatively modest value of merchandise export is visible and, to a lesser
extent, import of the West Balkan countries. Cumulative growth of
merchandise export amounted to 57%, and of import 26%, i the second half of
the first decade in the 21st century (average discreet growth rate of export
amounted to 9.5%, while it amounted to 4.7% for collective import).

2 http://www.wto.org/english/news_e/news10_e/stts_01dec10_e.htm



By far the biggest exporter of merchandise in the region of West Balkans is
Croatia, although its relative importance is decreasing, in favour of the countries
which have significantly improved their export in the given period, first of all
Serbia, observed through absolute figures (commercial export nearly doubled).3

Merchandise export per capita shows that Croatia has the best position,
while Macedonia, BIH and Serbia have half the export pc. Kosovo hold the last
position, behind Albania and Montenegro. Croatia holds the pole position in
case of import per capita as well, but in this instance Montenegro is very well
ranked. Kosovo also has the lowest import pc, while Serbia stands somewhat
below average. Namely, more advanced countries in transition most commonly
have merchandise export and import per capita of over 6000 euros in the
observed years, and that speaks in favour of their far greater integration in
international division of labour. In last few years, neighbouring Bulgaria had
double the merchandise export per capita than that of Serbia, while the
difference in favour of Romania is less distinctive.4
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3 Surely, if one takes the trade or export of services into account, the advantage of Croatia is by
far greater given that the prospects indicate that the export of services by the said country
increased by as much as 8.4 billion euros in 2010 (imports amounted to 2.7 billion euros), while
the relative significance has fairly improved in case of Montenegro (export of services 0.7 billion
euros, import 0.3 billion euros in 2010). Bosnia and Herzegovina had exported services of
approximately 1.9 billion and import of almost 0.9 billion euros in 2010). Serbia, as well as the
remaining countries of West Balkan, had a relatively modest trade in services; export of
approximately 2.7 and import amounting to 2.7 billion euros in 2010. 

4 Bulgaria and Romania have a greater amount of lohn  actuvutuesm and Romania a greater
production of components for automotive industry.



Table 1 show the importance of foreign trade in the region of ZB for each
of the 7 observed countries. Additionally, data is provided on total trade of WB
countries with other countries of West Balkans. BIH is the most important
country for mutual economic flows and it generates high trade deficits with
Croatia and Serbia, which highest surpluses in mutual trade of 7 observed
countries. Nevertheless, it is interesting that Macedonia, due to its high surplus
with Kosovo, also achieves surplus. Albania, BIH, Montenegro and Kosovo
have a trade deficit in their trade with CEFTA. All countries have high trade
deficits with the rest of the world and as a sum.

If observed collectively or on average, export to other countries of WB
consists mainly of approximately 26%-30% of total export, while relative
significance of collective or average import from other WB countries is much
more modest (cca 15%). Average discreet growth rate of collective export
amounted to 9.4% (cumulatively 56%), and of collective import WB 5.9%
(cumulatively 33%) from 2005-2010, which is somewhat faster than the growth
of total merchandise import of the same countries. If observed in absolute
figures, Serbia has the highest export and has outran Croatia already in 2006,
BIH holds the third position, and it is followed by Macedonia, Albania,
Montenegro and Kosovo. As for the merchandise export from WB countries,
the list is somewhat different. Kosovo and BIH are without match, and Serbia
and Croatia have roughly half of their import. Macedonia, Montenegro and
Albania are the next on the list. In further analysis, trade flows in the region for
each of the observed countries.

Table 1. External trade of West Balkan countries to other WB countries
In millions of euros
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merchandise exports merchandise imports

2005 2008 2009 2010 2005 2008 2009 2010

Croatia 1,406,917 2,263,659 1,604,746 1,652,888 616,850p 1,045,443 778,450 822,820p

Serbia 1,133,605 2,675,024 2,090,075 2,360,700f 587,140 1,228,675 924,460 1,085,100

B&H 713,229,0 1,262,929 1,010,051 1,213,717 1,579,711p 2,392,410 1,683,200 1,824,480p

Macedonia 508,030 963,390 717,270 750,120 300,310p 537,730 445,950 447,150p

Montenegro 158,510 147,430 127,950 126,500 368,310p 883,080 648,700 671,900p

Albania 53,5910 185,020 109,040 174,470 79,292p 317,900 218,480 242,200p

Kosovo 29,308 61,527 53,433 67,095 1,180,022p 1,928,236 1,935,541 1,970,325p

Total 4,003,197 7,558,975 5,712,562 6,345,488 4,711,631 8,333,469 6,634,778 7,063,975

% of trade 26,2 30,4 29,1 26,0 13,1 14,3 15,3 15,4

Oficial statistics; www.trademap.org.



In 2009, countries with surplus in mutual trade had decreased surplus, and
those with deficit have decreased their deficit. In 2009, recovery of export of
West Balkan countries was directed to the rest of the world, while recovery of
import was modest and has been growing at the same rates in trade with the
world and with West Balkans. Improvement of trade balance in mutual trade
was noted in: Kosovo, Montenegro and BIH. Thus, we are witnessing a slow
recovery of mutual trade; recovery of total trade is highly dependent on import
of Italy, Germany and Slovenia.

Serbia was exceptionally high external current account deficit 2008.
It would be more than halved during the crisis (to 7-8% of GDP), and it is
estimated that in 2011 amount to about 8% GDP. Like Serbia, countries of the
region are reduced high balance of payments deficits.

Table 2. Balance payments current account deficits, WB, in % of GDP
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2016

Albania  –5,0  –4,0 –6,1  –5,6  –10,4  –15,2  –14,0  –10,1  –11,2  –9,8  –5,0  
B&H –19,4  –16,4  –17,2  –8,0  –10,7  –14,5  –6,9  –6,0  –6,0  –5,7  –4,6  
Croatia –6,3  –4,4  –5,5  –7,0  –7,6  –9,2  –5,5  –1,9  –3,6  –3,6  –5,7  
Kosovo –8,1  –8,3  –7,4  –6,7  –8,3  –15,2  –16,8  –17,3  –23,1  –25,6  –16,7  
Macedonia  –3,8  –7,6  –2,6  –0,8  –6,5  –13,9  –6,4  –2,8  –4,2  –4,8  –4,5  
Monenegro  –6,7  –7,2  –8,5  –24,1  –39,5  –50,6  –30,3  –25,6  –24,5  –22,1  –8,9  
Serbia  –7,2  –12,1  –8,7  –10,2  –16,0  –21,1  –6,9  –7,1  –7,4 –6,6  –5,1  

Source: WEO; april 2011. IMF.

MERCHANDISE TRADE OF SERBIA WITH WEST BALKAN COUNTRIES

Notwithstanding the thesis that sub regional arrangements may have a
complementary role in the process of pan European bonding (CEFTA, Free
Trade Agreements with Russia, Turkey, Belarus, joining the World Trade
Organization in near future), things could be observed differently from Serbian
perspective. The market of CEFTA, that is, of the WB countries is of major
significance for economy of Serbia, primarily due to the fact that Serbia has a
continuous surplus at it, whose continuance of growth is expected in 2011,
judging by the present monthly export and import trends (in 2010, surplus shall
exceed 1.3 B euros, having been somewhat below one billion of euros in 2007).
Secondly, which is even more important, EU share in total export and import
is between 53% and 57%; while share of the West Balkans countries in Serbia’s
export is about one third and in its import approximately 8%. If we compare
data on the number of EU citizens (500 million) and West Balkan without Serbia



(16 million), with data on relative importance for export expansion, we get data
on intensity of merchandise trade. Anyhow, it was empirically proven that a
strong tie exists between the countries’ mutual borders and several times
increased trade in comparison with the trade among the non-bordering
countries. In case of Serbia, additional factors exist, such as common language,
mentality habits and propensities.

By far the most economic partner of Serbia in the EU, and then in CEFTA,
to which more than nine tenths of Serbian export and approximately three
thirds of domestic import is related (considering the fact that CEFTA countries,
excluding Moldavia, shall probably join the EU in next 10 or 15 years, it is
obvious that importance of the trade with EU shall increase additionally). 

After the decrease of Serbian GDP, industry, export, import since the last
three-month period of 2008, growth of main macroeconomic indicators was
restarted and then speeded up in 2010, with continuance of the trend to be
expected in 2011 (GDP growth rate shall probably be doubled). Finally, since
the fourth three-month period of 2009, Serbia has finally started to achieve
positive inter annual growth rates, which gained speed in 2010 i 2011. As for the
import, three-month growth started in the second three-month period of 2010.

For Serbia, the WB region has significance as an export market more than
four times greater then as an import market. Serbia has a trade deficit with
Croatia (coverage of import by export increased from somewhat more than two
fifths in 2007 up to two thirds in 2010), while it has high surpluses with other
observed countries. While in trading with the countries of West Balkans, or
CEFTA (Moldova can be practically excluded from the analysis due to its
marginal share in Serbian trade) it has surplus, in trading with the rest of the
world, Serbia has several times higher trade deficit.

What can be easily seen in the previous and the following table is a
significant growth of total Serbian trade, as well as of total trade with the
countries of West Balkans and with other observed countries until late 2008.
Afterwards, along with the global crisis, a strong slowdown of trade flows
occurs, but recovery can be observed starting from the last trimester of 2009 in
the export area, and the growth of import can be observed in the middle of
2010. In the pre-crisis period, Serbia’s growth of export to the WB region was
faster than export to other countries; then a stronger decrease of export occurred
in 2009, and the recovery in 2010 was slower than the growth of export to the
rest of the world. One could make a contrary conclusion as for import
dynamics. While import from WB in 2007 had a much higher growth than
import from the rest of the world, its growth was much slower in 2008, and it
started decreasing in August of the same year. In the second half on 2009,
decrease of import from WB was significantly lower than the total decrease,
and in 2010 and early 2011, a certain growth of absolute value of import from
WB occurred.
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It is analytically useful to separate the dynamics of total trade from the trade
with observed countries in the first decade of the 21st century. By analysing data
from the previous table, and data from the period 2000-05, it can be seen that Serbia
had lower trade growth rates with Balkan countries then in case of total trade. If
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Table 3. Merchandise export and import from Serbia to CEFTA countries  
2005-10, in thousands of euros

serbian export to WB countries

2005 2008 2009 2010 2011p
Total 3,598,701 7,428,800 5,961,300 7,393,400 9,677,960
Total+Kosovo 3,750,958 7,637,751 6,172,201 7,632,200 9,977,000
Croatia 157,320 295,310 199,300 231,600 363,000
B&H 597,440 909,880 724,800 822,100 849,000
Macedonia 209,500 334,000 306,400 359,800 419,000
Montenegro / 874,840 598,600 609,200 676,000
Kosovo 152,260 208,950 210,900 238,800p 300,000
Albania 17,094 52,038 50,074 99,200 99,200
Total WB 1,133,605 2,675,024 2,090,075 2,360,700 2,657,000
WB, % of total trade 30,2% 35,0% 33,9% 30,9% 27,1%

serbian import from WB countries

2005 2008 2009 2010 2011p

Total 8,400,014 16,478,100 11,504,700 12,621,900 15,285,000

Total+Kosovo 8,408,172 16,487,993 11,508,204 12,627,300 1,5293,000

Croatia 207,300 376,340 304,900 323,100 363,000

B&H 234,350 438,030 318,800 421,400 525,000

Macedonia 134,840 257,820 164,600 205,800 267,000

Montenegro / 137,470 128,400 123,500 97,000

Kosovo 8,158 9,893 3,504 5,400p 8,000

Albania 2,499 9,118 4,251 5,900 9,000

Total WB 587,14 1,228,675 924,460 1,085,100 1,270,000

WB, % of total trade 7,0% 7,5% 8,0% 8,6% 8,3%

http://webrzs.stat.gov.rs/axd/dokumenti/saopstenja; www.trademap.org
Note: estimate for 2011 was made based on the trend in first 4 months of 2011.
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we correct the value of Serbia’s trade for the estimated share of Montenegro5 and
Kosovo in 2000, and if we add shipping to and delivery from Kosovo in 2010 to
the total export and import of Serbia, we shall get relatively high average annual
growth rates of domestic export and import in that period. Merchandise export
has been growing at the average rate of 15.7% and import at the rate of 13.2%;
cumulatively, growth amounted 4.3 times for export and 3.5 times for import
(Serbian export to CEFTA has been growing at the average rate of 13%; Serbian
import from CEFTA has been growing at the average rate of 10.5%). Relatively
high share of merchandise trade with BIH and Macedonia in 2000 primarily
contributed to this, at the time when we had a practically free trade with these
countries, and when the country was practically isolated from the most countries.

Similar trend continued in the 2005-10 period, and once again, the main
reason was relatively high saturation of the regional markets, that is, their
competitive supply (this, for example, is not related to the trade potential of
Serbia with Croatia and Albania, which, due to underdeveloped political
relations, is still suited for stronger growth). Merchandise export growth rate of
Serbia in 2005-2010 period amounted to 12.1% (slowdown in the second half of
the decade), and 7.9% in case of import (cumulatively 77%, and 41%). At the
same time, trade growth with the countries of West Balkans was slower (average
growth rate of export 2005-10: 7.5%; of import: 7.1%; cumulatively 44% and 41%).
Observation of Serbian trade per countries of CEFTA makes a similar
impression; growth is mostly lower than the average trade growth. I.e. growth
of export to BIH 2005-10 amounts to 32%, import 42%, to Croatia 38% and 54%,
to Macedonia 59% and 27%. 

POLITICAL ASPECT OF CEFTA 

In a way, CEFTA is a small playroom for joining the EU, in which all
countries of WB should prepare themselves for obligations implied by EU
membership. Joint market of similar countries may serve as a test range for
readiness to join the open trade game which is governing the European market. 

CEFTA agreement enables its signatories to prepare in order to join the EU.
Namely, only since 2007 until late 2010, EU invested more than a billion euros
in improvement of regional cooperation in Balkan. Cooperation of countries in
the region considerably improved, but the region still did not, nor shall it
improve in 2011; in all likelihood, it shall not achieve the growth rates which it

5 Since trade with Kosovo was of a very low intensity after the end of the war, the first data about
it are entered in analysis starting from 2005. 
If discovered, it can be included for the previous period; it can be assumed that in 2000-2004 period
the trade with Kosovo was on average somewhat above 100 million euros, with tendency to grow. 



had before crisis in 2012 as well, so it is necessary to assure investors that there
is a rule of law at the market. In any case, EU shall continue to politically and
financially support CEFTA agreement, and the reforms which are important
for WB countries in order to join EU.

Economic cooperation of the countries of West Balkans is surely a strategic
interest of Serbia, and therefore advocacy by our country’s political leaders, but
also by academic circles (particularly economists) and businessmen in its favour
is fully expected. Economic cooperation is followed by renewal of cultural ties,
which is rather successful, namely due to practically common language and
similar cultural matrix, which is a legacy of Ex Yugoslavia (although it had been
present even before its foundation). 

It should be concluded that in the West Balkans, intensification of economic
ties is done only to serve carrying-out of national policy. Therefore, significant
presence of Serbian products in Montenegro and Bosnia and Herzegovina,
primarily in Republic of Srpska, should not be surprising, nor should the very
distinct foreign trade surplus with these countries. In Bosnia and Herzegovina,
that is, Republic of Srpska, Serbia has significant presence in the area of foreign
direct investments as well, although it is few bigger investments. 

Economic leader in the region of West Balkans is certainly Croatia.
Nevertheless, Croatia shall soon join the EU (2013 seems to be the most probable
year), so Serbia, as a central CEFTA country (although, strictly geographically
speaking, it is B&H) is to become the new leader. Namely, Croatia as the most
competitive processing industry (where the most of commercial export trade
originates from), but Serbia is slowly catching-up (which can be seen in the
decrease of Serbia’s deficit in the trade with Croatia, which should turn into a
surplus in next several years, especially when Serbia joins the European customs
union and when Serbia adopts asymmetrical tariff ratio in favour of our
Country). In any case, there is no doubt that Croatia and Serbia are the two
countries with greatest economic potential and political significance.

For Serbia as well as the other WB countries, the potential of economic
cooperation with neighbouring countries is of significance, but great limitations
also exist. This primarily refers to unfavourable structure of Serbian export and
a low number of large exporters. While it is possible to solve the second problem
by means of a good export strategy, stimulating measures and attraction of large
export companies’ investments, the first problem is difficultly solvable in short-
term. The greatest share in Serbia’s export to WB belongs to products in early
processing phase. The added value of foreign trade of such products is low.6
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6 i.e., if one uses wood as raw material, you process it and export building material, the value of
that wood is doubled. Nevertheless, if you export final products, value of the wood is increased
as much as seven times. If an exporter is also a big importer of raw materials, which is common
in Serbia, his effect on the final balance of foreign trade can be very low.
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Change of structure of export products is a time-demanding process, faced by
all countries in transition. Those which succeeded are today able to boast of high
growth of competitiveness, export and whole economy (Czech Republic and
Hungary each have merchandise export approximately ten times higher than
Serbia). Nevertheless, Serbia still has not found an adequate solution for this
problem. Interesting thing, if you observe the structure of export of Serbian
economy in the period before and after the World War One, is that you shall see
that it is dominated by cereals, meat, basic metals and wood; not very different
from reading a statistical report about the structure of export in 2010.

One should consider the political significance of the free trade zone in
Southeast Europe, and the fact that it is mostly an EU project, whose goal is to
improve cooperation among the said countries and pacification of the region.
Thus, receipt of financial assistance and the speed of approaching the EU, and
the World Trade Organization as well shall mostly depend on the economical
cooperation of Serbia with its neighbouring countries.

POLITICAL BARRIERS IN CEFTA IMPLEMENTATION 

During the previous years, numerous problems in implementation of
CEFTA agreement have appeared. Until the beginning of 2010, Serbia kept the
monopoly on the import of oil derivatives (except euro diesel), and Croatia
tried to protect domestic tobacco industry by means of discriminatory policies.
BIH breached boundaries of the agreement by limiting import of dairy and
other food products from Serbia and Croatia

There are more than one hundred different types of non-customs barriers
(complicated border-crossing procedures; extensive administrative work and
mutual non-compliance of customs activities and inspection departments;
insufficient number of internationally recognized accreditation and
certification bodies, as well as authorized laboratories and institutions; non-
recognition of quality assurance certificates;7 complicated visa regime;
corruption and smuggling. It is necessary to improve the infrastructure of
quality up to a level at which Serbian certificates, and certificates for products
of other WB countries, would be recognized in all countries of the EU and
CEFTA. In this area, a certain progress has been achieved in 2009 and 2010 by
passing certain laws which regulate it.8 There is a lack of institutionalized

7 Agreements were still not made regardin mutual acceptance of these documents among
countries in the Region, so this kind of control is performed by each country for itself.

8 It is necessary to issue a line of sublegal acts, which suitable EU directives of the “new” and the
“old” approach are to be included in, as well as to sign appropriate agreements with individual
countries.



accreditation bodies, which is the reason why consistent implementation of
CEFTA agreement is not possible.

In any case, it is necessary for Serbia to reach the level of full European and
international recognition of the quality and accreditation infrastructure, as the
principal and the only approved mechanism. Only then shall sufficient
conditions exist to obtain certificates for domestic market which would be valid
in the inner EU market and are designed for the CEFTA region market.
Notwithstanding the difficulties (at start), excluding 2009, the year of crisis,
scale of trade in the region is continuously increasing.

Until late 2010, CEFTA members invested approximately 0.7 billion euros
in Serbia, and Serbia invested in these members more than 1.1 billion euros.
Serbia has more significant FDI in BIH (over 0.9 billion euros, net), while FDI
of Montenegro in Serbia are almost 0.3 billion euros. In Montenegro, Serbia
has invested more than 280 million euros, and Montenegrin investments in
Serbia practically do not exist. Serbian investments in Macedonia amount to
30 million euros, and Macedonian investments in Serbia only about 0.6 million
euros. Until now, Serbian companies invested only approximately 3 million
euros in Albania.

With the amount of 0.5 billion euros, Croatia is, among CEFTA members,
the biggest investor in Serbia (Croatian FDI in Serbia represent more than 19%
of total Croatian FDI, positioning Serbia on the second place in Croatian
foreign investments, and Croatia holds the 6th place as the foreign investor in
Serbia). On the contrary, Serbian investments in Croatia amount only to 45
millions of euros. “Swisslion-Takovo” is the only Serbian company which
succeeded to buy a Croatian company (in 2008, the factory “Eurofood market”
from Sisak was bought for 20 million euros). The companies “Galeb grupa”
and “Delta” did not succeed in their attempts, regardless of the most
favourable bids at the tender. Apart from that, Serbian companies come across
numerous obstacles in their attempts to market their merchandise at the
Croatian market. Opinion of the only investor from Serbia at the market of our
western neighbour, and of some other domestic businessmen is that without
the support of politics, domicile states cannot become free of the political
barrier of entrance to the Croatian market. Recent appeal (November 2010) of
Josipovic is a grain of optimism. Even the EC 2009 Report emphasized the
progress of Serbia and its openness for Croatian investments, with a remark
that Serbian investments in Croatia are very limited. The Problem the Serbian
companies face is that it is very difficult for them to obtain licenses for transit
through Croatia. Having said that, EU entrance from Croatia is very important
for Serbian companies, simply because they expect removal of all
administrative barriers. 

Nevertheless, Serbia’s deficit in trade with Croatia decreased after 2007 and
such trend is expected to continue and that it shall change to Serbia’s surplus
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in few years. In future, initiatives of companies for joint entrance to third
markets would be of highest significance.

FOREIGN TRADE IN THE WB REGION: POSSIBLE qUANTITATIVE 
AND qUALITATIVE CHANGES

Considering the relatively low level of Serbia’s foreign trade with some of the
surrounding countries and the expected continuance of growth of total domestic
foreign trade (which was striking in 2010; 24% in euros), it is realistic that in 2011
and in the years to follow, growth trend shall continue with the countries in the
region . This will be, among other things, conditioned by an increased inflow of
foreign capital (that is, by arrival of transnational companies, most of which have
plans for expansion of export in the surrounding areas near). Considering the
projections from MAT and FREN studies, which indicate that export should have
two-figure growth rates in the second decade of the 21st century, while growth
of exports to CEFTA market should be approximately two percentage points
lower on average, it is realistic to assume that there will be a light decrease of
trade participation of WB region countries. This is not unexpected, since a certain
saturation of markets exists, particularly those at which Serbia achieves the
highest export rate. Import growth rate of WB countries could also be a somewhat
lower than the growth rate of sum of imports in the following decade.

In 2011 one could expect a growth rate of total merchandise export in euros
amounting to 27% (it is optimistic projection of MAT). Mild decelerating of
export trend in march and april is not good. IMF projection for 2011. and 2012.
are optimistic (growth of world trade volumen of 7,4% and 6,9%; import
growth of developed countries, of special significance for Serbia, is projected
on 5,8% (2011) and 5,5% (2012).  

One should not expect CEFTA to provide a strong stimulus for economies
of West Balkans, especially not in comparison to connecting with the EU which
is of crucial importance for all these states, but in the mid-term and in the long-
term the benefits (lower prices, economy of scale, commercial supply of higher
quality, savings due to short spatial distance) shall be higher than costs.
Countries in the region have technologically obsolete industries, they are
mutual competitors for exports to the EU and they practically do not have much
to offer to each other. Companies with supply of moderate quality shall get the
most benefits from non-customs space, by being able to reach new consumers
more easily, while the companies which survived due to difficult appearance
of surrounding competitors at the domestic market shall be the main losers.
Anyhow, unification due to EU competition has little sense, considering that
all WB countries are to join the EU in relatively near future, as well as their
mutual competition in exports to the EU market.  



Main goals of recently promoted,9 export-oriented growth of Serbia until
2020 (2008 was taken as the base year) are: to achieve average annual growth
rate of merchandise and service export for 13.5%, reaching the share of 65% in
the export of merchandise and services in GDP (which implies growth of export
of merchandise and services from 8.5 billion euros in 2009 to 34.2 billion euros
at constant exchange rate in 2020); to increase the share of tradable sectors in
GDP by means of export growth; to reduce the foreign trade deficit from 15.5%
in 2009 to 12% in 2020; to increase the share of tradable merchandise in the
structure of export, with higher share of newly added value. To reach the share
of 65% of exports of merchandise and services in GDP, from the present
percentage lower than 30%, a thorough change in macroeconomic policy is
necessary. An important prerequisite for such change is evasion of strong and
real appreciation of dinar.  Main principles for achievement of the export-
oriented economy goals are: continuance of EU integrations and intensification
of economic cooperation within the CEFTA region. 

Since Serbia has very diversified supply of products in small quantities,
transport costs have a limiting effect on exports to distant markets. In trade
with CEFTA countries – Serbia achieves surplus (due to good position at the
market of B&H, Montenegro, Macedonia and UNMIK-Kosovo), while the level
of coverage of imports by exports decreases as geographical distance from
Serbia increases.

Until 2020, one should not expect more significant changes of export
destinations. Truly, share of EU and CIS ought to increase, and to decrease in
CEFTA countries. Growth of export share in EU shall be a result of
intraindustrial trade growth, and in CIS it shall be a result of utilisation of
favourable trade approach to markets of the countries. Decrease of share of
CEFTA countries, with expected high growth of export value, shall be a result
of relative saturation of markets by the existing level of trade. The absolute
growth of export value shall be a result of intensification of merchandise trade
between countries where it is below potential level (Serbia-Croatia, Federation
of Bosnia and Herzegovina – Serbia, Republic of Srpska – Croatia... ), and as a
result of renewal of cooperation at the production level.

During the second decade of the 21st century, due to joint exposure to
external risks, Serbia should, with WB countries, develop as close economic
cooperation as possible, renewing old and forming new production-processing
ties. Arrival of, for example, German, Slovenian or Italian manufacturers in
Serbia, in order to retain their market positions in the EU by means of price
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9 “Post-crisis model of economic growth and development of Serbia 2011-2020”. A group of
authors gathered around the “MAT” magazine, Institute of Economic Sciences, Belgrade;
“quarterly monitor“; FREN, Faculty of Economics, Belgrade.
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competitiveness, and to win third markets, is an example of positive events in
the direction of normalization of economic relations and creation of new foreign
trade potentials. Development of economic cooperation with UNMIK-Kosovo
is necessary in order for companies from Serbia to retain market positions
which they are already holding at this territory. Bad political relations
influenced Macedonia and Germany to become bigger exporters than Serbia,
and Serbian share in total import of UNMIK-Kosovo to decrease from 22% in
2002 to half of its amount in 2010.

Estimates contained in the “Post-crisis model of economic growth and
development of Serbia 2010–2020’’ study indicate possible growth rates of
export to countries which presently form the CEFTA agreement, in the next
decade. Namely, at an annual merchandise export growth rate of 10.6% in the
2008–2020 period, merchandise export to CEFTA would grow somewhat
slower, 8.6% (to the EU 11.1%, somewhat faster), decreasing the CEFTA share
from one third in 2008 to 27% in the year 2020.10
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1. INtrODUCtION: DEVELOPMENt OF CEFtA

the founding countries of the first version of CEFtA agreement were
Hungary, Poland and ex Czechoslovakia, so called Visegrad group. Its’ history
dates from 1935 when John from Luxembourg, contemporary king of Bohemia,
Hungarian king Charles and Polish king Kazimir III met in Visegrad with the
mutual aim of strengthening cooperation among three kingdoms. Visegrad’s
declaration from 1991 about economic, political and socio-cultural cooperation
represented just a continuation of historical cooperation among these neighboring
countries. With the division of Czechoslovakia in 1993, Czech republic and
Slovakia became third and fourth member countries of the Visegrad group. One
of the main goals of this group was intensifying trade among member countries.
With this purpose, in December 1992, CEFtA agreement was signed and entered
into force in 1993. Preconditions for entering CEFtA were:2

• World trade Organization membership
• Approvals from all other member states
• Acceptation of the European agreements.3

there are four basic principles of action in CEFtA:4

1. progressive elimination of trade barriers on industrial and agricultural
products,

2. tariff reduction on sensitive products like agricultural products and
derivatives,

3. unlike bilateral agreements within the EU and the EFtA, CEFtA is based
on the principles of symmetry and equality of common benefits,

4. CEFtA determines common concessions which should be in line with the
bilateral European agreements.
Free trade agreement is signed with the goal of moving away from

communistic regime and strengthening cooperation and trade exchange among
member countries. Although the starting idea about cooperation included only
three (after the division Czechoslovakia, four) Visegrad member countries, soon
this free trade area became an example for regional cooperation in Central
Europe as well as in South-East European countries. With the goal of fostering

2 Dunay, P. (1997) regional cooperation in East-Central Europe: Input without Outcome?
Külpolitika, No. 2, pp. 10-41.

3 European agreements represent legal frame which regulates relationship between the EU and
Central European countries. In the context of the EU accession, these agreements represent the
frame for the implementation of the accession process.

4 Mile, I., the Central European Free trade Agreement (CEFtA): A step towards EU membership
or genuine cooperation? Available at: http://www.apfpress.com/book2/pdf_files/12.pdf
[20.07.2010].
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intraregional trade, economic growth, investments and employment, these
countries were gradually included in the CEFtA. New and revised agreement
was signed in Bucharest in 2006.

First enlargement of  CEFtA happened in 1996 with the accession of
Slovenia. A year after, romania acceded and in 1998 Bulgaria as well. Croatia
joined CEFtA in 2003, Macedonia in 2006, Bosnia and Herzegovina, Serbia,
Kosovo, Montenegro, Albania and Moldavia acceded in 2007. 

CEFtA is considered to be a transitional organization that will prepare
member countries for the EU membership. Membership in CEFtA terminates
after accession to the EU. thereby, after joining the EU, Visegrad countries,
Slovenia, romania and Bulgaria were no longer the members of the CEFtA.
today, CEFtA consists of eight countries: Albania, Bosnia and Herzegovina,
Montenegro, Croatia, Moldavia, Macedonia, Serbia and Kosovo.

the EU had an important role during the establishment and functioning of
the CEFtA giving it direct support in the form of signing special free trade
agreements, and indirectly, by representing institutional model for the
integration.5

this paper addresses the main issues of the new CEFtA development and
is divided into six parts. After the introduction (first part), second part deals
with the establishment of CEFtA 2006. then, trade flows, as well as the level
of liberalization of capital and labor among countries are analyzed (third part).
the paper deals also with institutionalization and monitoring in CEFtA (fourth
part). Main problems are defined, as well as accomplishments and effects of
CEFtA (fifth part). Based on afore mentioned analysis some conclusions about
perspectives and challenges of the future development of this regional
economic integration are brought (sixth part).

2. CEFtA 2006 EStABLISHMENt

It is possible to differ two periods in the process of the CEFtA development.
First period starts with the agreement signing in 1992 and lasts till the EU
enlargement in 2004 when CEFtA begins its second period of revitalization,
enlargement and modernization. 

CEFtA 2006 is a regional trade agreement which replaced 32 bilateral free
trade agreements within the Western Balkans.6

5 Biuković, LJ. (2008) the new face of CEFtA and its dispute resolution mechanisms. Review of
Central and East European Law, Vol. 33 (2008), pp. 257-294.

6 Kikerkova, I. (2009) CEFtA-2006 effects upon the Macedonian foreign trade exchange. Available
at: http://oliver.efri.hr/~euconf/2009/docs/Session7/7%20Kikerkova.pdf [14.05.2011].
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Basic information about CEFtA member countries can be seen in table 1.
Serbia is the member country with biggest population, Croatia is the member
country with the highest GDP and GDP per capita. Lowest GDP per capita was
recorded in Kosovo.

table 1. Basic information about CEFtA

Population
(000)

Population
growth rate (%)

gdP 
(mil. usd)

gdP growth
rate ( %)

gdP per
capita (usd)

2010 2005-2010 2009 2009 2009

Albania 3.185 0,37 12.135 2,80 3.937

Bosnia and
herzegovina

3.753 -0,11 17.043 4,27 4.519

Croatia 4.410 -0,15 63.033 -5,81 14.273

montenegro 626 - 4.086 -7,04 6.980

Kosovo 3.604 -1 - - 1.498

moldavia 3.549 - - - 4.938

serbia 9.856 0,07 46.982 -2,25 4.267

macedonia 2.044 -0,16 9.523 -0,75 5.773

CEFTA 3.155 0,37 25.467 -1,46 3.937

Source: UNCtAD. Available at: http://stats.unctad.org/Handbook/reportFolders/
reportFolders.aspx?srF_ActivePath=P,1289&srF_Expanded=,P,1289 [25.04.2011];
UNMIK, Privremene institucije samoupravljanja. Available at: http://enrin.grida.no/
htmls/kosovo/SoE/popullat.htm [20.07.2010]. *the newest data for Serbia,
Montenegro and Kosovo are not available.

As mentioned before, the initial idea of CEFtA establishment occurred as
a result of the internal and external initiatives for the establishment of free trade
area among member countries, their preparations for the EU accession and
improving living standard across this region.7

New CEFtA agreement included the modification of the accession
conditions and countries which were not WtO members were allowed to enter

7 Mile, I., the Central European Free trade Agreement (CEFtA): A step towards EU membership
or genuine cooperation? Available at: http://www.apfpress.com/book2/pdf_files/12.pdf
[20.07.2010].
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the agreement. the second significant change included the elimination of all
existing bilateral agreements. In other words, bilateral trade system was
replaced with multilateral trade system. New agreement included also
modifications related to the scope of rules and privileges. New regulations on
the free movement of goods, protection of intellectual property rights and
regulations of the services and competition, FDI attraction, improvement
production technology and efficiency were defined.

It can be concluded that the new CEFtA is much more ambitious from the
initial one because it includes more regulation and provisions concerning trade
in goods, services, investment, public procurement, competition and
intellectual property rights which all lead to deeper integration. Common
feature of both, the old and the new agreement, is providing support to member
countries in order to access the EU as soon as possible.

Positive effects of establishing the new CEFtA include market expansion
which should result in decreasing prices and increasing competition on home
markets. It should foster higher efficiency of home companies and increase
employment rates. these changes would have positive effects in attracting FDI
to CEFtA region.

On the other hand, there are thoughts that establishment of the new CEFtA
will not result in increasing intraregional trade. the main argument is that the
idea of intraregional trade liberalization already existed since the establishment
of the initial CEFtA and that multilateral frame inherently will not bring
benefits.8 It is necessary to develop additional instruments and foster common
projects which will enable regional development.

3. LIBErALIZAtION PrOCESSES WItHIN tHE CEFtA

One of the most efficient ways of accomplishing qualitative trade exchange
is forming a free trade area.9 the main aim of the CEFtA establishment was
trade liberalization in industrial and agricultural products. the most important
trade partner of the CEFtA member countries is the EU. Generally speaking,
trade represents the core of the European integrations and single market
establishment.10 to be more exact, free trade areas establishment is an important
element of the European enlargement and foreign relationship policy.

8 Krizmanić, M. (2007) the new CEFtA with special reference to its influence on accession to
the European Union and on the republic of Croatia. Croatian yearbook of European law &
policy, Vol. 3 (2007); p. 559-579.

9 Ibid.
10 Boromisa, A.M. (2005), Što proširenje Europske unije znači za Hrvatsku. Available at: http://

www.fes.hr/E-books/pdf/Pridruzivanje%20hrvatske%20EU_3_svezak/03_0.pdf [20.07.2010].
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Furthermore, determining rules of origin is the key factor for the successful
functioning of a free trade area because they prevent non member countries
from using trade preferences. Within CEFtA, rules of origin were revised and
in 1996 the Additional Protocol No. 4 was adopted in order to adjust CEFtA
rules with the ones used in the EU and the EFtA.

Intraregional trade was very low before establishing CEFtA, and after its
establishment it started to grow slowly. there was a lot of criticism on the
account of CEFtA functioning, but one of the most often mentioned one was
the lack of incentive measures and unfavorable conditions for the increase of
intraregional trade, as well as the lack of adjustment to the specific CEFtA
characteristics but instead focusing just on accomplishing the same trade
conditions like in the EU or in the EFtA. Despite of the trade diversion effect
that occurred in the beginning of 1990s, trade liberalization contributed
significantly to tariff and other trade barriers reduction within CEFtA. Initially,
tariffs were reduced for 40% on industrial goods, and later were fully
eliminated on these goods and reduced also for agricultural goods.11

Main characteristics of CEFtA trade flows are the following:12

• Exchange of low value added products
• Unsatisfying quality and supply volume of the banking services and lack

of export financing
• resources

Cooperation is very weak, as well as intraregional direct investments. Such
situation to a certain extent improves the multinational companies’ entrance which
contributes to dynamic revival of trade and entrepreneurship integration.13

It is in the interest of companies from Southeast Europe to develop trade
exchange with the EU countries in a way to offer them products/services in
there is a existing demand but smaller number of competitors. Problem of
Southeast European countries is lack of competitive products which are offered
at competitive prices, lack of quality and knowledge. Because of lack of the
competition rules and healthy and transparent environment like the rule of law,
until CEFtA countries reach adequate level of convergence, regional
integration membership will not bring them benefits of achieving economic
development.

11 Biuković, Lj. (2008) the new face of CEFtA and its dispute resolution mechanisms. Review of
Central and East European Law, Vol. 33 (2008), pp. 257-294.

12 Mile, I., the Central European Free trade Agreement (CEFtA): A step towards EU
membership or genuine cooperation? Available at: http://www.apfpress.com/book2/pdf_
files/12.pdf [20.07.2010].

13 réti, t. (1997) the development of CEFtA trade: chances and barriers, Külgazdaság, No. 4, pp.
23-43.
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Although is considered that CEFtA contributed to higher intraregional
trade, there are little empirical evidences about positive impact of the CEFtA
on the preparation of member countries for the EU accession and competition
within the EU market.14 Existing political will for further development of the
region, and the will of external partners (including the EU) for the development
of good cooperation relationships with CEFtA shall make CEFtA membership
attractive and useful for both the present and future member countries.

In order to examine CEFtA intraregional trade flows, Croatian trade with
CEFtA countries was analyzed. table 2 shows the structure of Croatian trade
with CEFtA countries in 2009. Croatia exported food and live animals and
manufactured goods classified chiefly by material (around 36,6% of total Croatian
export in CEFtA countries), and 41,5% of total import was represented by the
import of manufactured goods classified chiefly by material. there are no high
value added products traded among CEFtA a country which is reasonable
considering that CEFtA countries are not highly developed countries. 

Mainly, Croatian trade with CEFtA countries relies on Croatian trade with
Bosnia and Herzegovina. In 2009, this country was the most important Croatian
exporting market (965.892 mil EUr), and Croatia imported from Bosnia and
Herzegovina 406.502 mil EUr in value of imports. In fact, it means that more
than 60% of total Croatian export into CEFtA countries referred to Bosnia and
Herzegovina and more than 52% of Croatian imports from CEFtA countries. 

table 2. the structure of Croatian trade with CEFtA countries 2009

14 Ibid.

Export import

000 Eur % 000 Eur %

CEFTA total 1.601.885 21,3 778.393 0,1

Food and live animals 295.993 18,5 111.374 14,3

Beverages and tobacco 118.996 7,4 27.597 3,5

Crude materials, except fuels 55.280 3,5 35.583 4,6

mineral fuels and lubricants 279.816 17,5 40.086 5,1

Animal and vegetable oils and fats 11.129 0,7 21.979 2,8

Chemical products 192.166 12,0 44.005 5,7

manufactured goods classified chiefly by material 289.698 18,1 323.108 41,5

machinery and transport equipment 242.801 15,2 88.446 11,4

miscellaneous manufactured articles 116.006 7,2 86.761 11,1
Source: Croatian Bureau of Statistics (2010) Statistical Yearbook of the republic of
Croatia 2010, authors’ calculation. 
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Although the period from the CEFtA 2006 establishment is too short in
order to seriously analyze the effects of intraregional trade liberalization,
especially due to current financial crisis which influenced trade flows
significantly, nevertheless figure 1 shows Croatian trade with CEFtA countries
in period 2006-2009. the growth of trade is visible until the last analyzed year,
2009. the drop of trade in 2009 can be attributed to the already mentioned
financial crisis which negatively influenced overall trade. trade with CEFtA
countries decreased similarly to overall Croatian trade flows. Although, in the
period 2006-2008, overall Croatian trade increased, the increase was higher with
CEFtA countries, but not significantly higher that we could undoubtedly argue
that establishing CEFtA 2006 agreement influenced the increase in Croatian
trade with the rest of the CEFtA members.

Figure 1. Croatian trade with CEFtA countries 2006-2009 (000 HrK)

Source: Croatian Bureau of Statistics, Statistical Yearbook of the republic of Croatia
2010, 2009, 2008, 2007.

By signing new, revised agreement in 2006, free cross border movement of
goods, services and people was arranged. the free movement of capital would
alleviate the entrance of foreign investors and potentially increase FDI inflows.
this form of foreign capital inflow impacts positively economic growth, change
in the economic structure, balance of payment and macroeconomic stability in
receiving country.15

15 Žugić, J. (2007) the face and back of foreign direct investments in Montenegro. Montenegrian
Journal of Economics, No. 5, pp. 135-143.
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However, since CEFtA countries are faced with high indebtednesses, FDI
inflow could represent additional burden to their balance of payments. Often,
FDI cannot improve the situation in the balance of payments in the first year of
inflow since foreign investors use foreign (familiar) suppliers and foreign
partners, import necessary inputs, knowledge and other resources increasing
the imports. In long term, FDI can result in multiple positive effects. If FDI some
into exported oriented sectors and if it is about Greenfield investments, FDI can
increase production, exports and consequently employment, competitiveness
and standard of living in a recipient country. 

Furthermore, in today’s business conditions it is necessary to lean on foreign
investment which will contribute to production restructuring and attract them
into international competitive production.16 Numerous empirical studies proved
the connection between foreign capital inflow, economic growth and export. this
is why it is extremely important to adjust export oriented strategy and strategy
for the attraction of FDI, especially in countries where FDI represent important
sources of foreign capital, technology, knowledge and skills transfer. In order to
establish favorable environment and attract foreign investors CEFtA countries
have to solve the following problems: lack of the rule of law, inefficient legal
systems, administrative barriers, corruption, political and economic instability. 

When analyzing FDI flows in CEFtA, it can be noted that Croatia has
received the largest inflows in last decade (table 3). After Croatia, large inflows
were recorded in Serbia and Montenegro (before their separation) and Bosnia
and Herzegovina. Considering FDI outflows, Croatia also precedes.

4. INStItUtIONS AND MONItOrING WItHIN CEFtA

One of the most often mentioned disadvantages of CEFtA is weak
institutionalization. Slovakia was one of the first proponents of establishing
monitoring organs, but the biggest advancement was establishment of the
Secretariat in which member countries alternate chairmanship.

Monitoring of CEFtA implementation is conducted by the organ known
as Joint Committee. this body represents at the same time negotiating and
counseling forum and it is the only body which has formal power of decision
making. Joint Committee meets once a year and decisions are brought by
consensus. Committee consists of representatives from each member country.
Committee chairmanship changes each year. Implementation of the agreement
and Joint Committee functioning are supported by Working groups in charge
of environment protection, infrastructure building, telecommunication
networks and employment policy. 

16 Ibid.
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the other monitoring body, CEFtA Secretariat is located in Brussels and
was established in 2008. the main task of this body is to provide technical and
administrative support to the Joint Committee, Working groups or any other
body pointed by the Joint Committee.

5. PrOBLEMS AND PErSPECtIVES OF tHE FUtUrE CEFtA
DEVELOPMENt 

At the beginning of the CEFtA functioning, problems mainly occurred
because of required membership preconditions and limited goals of the
integration. CEFtA accession was approved only to WtO members or
countries which had agreements on free trade with CEFtA members. Although
the initial goal of CEFtA was trade liberalization among first four members,
soon more ambitious plans were developed which implied inclusion of more

table 3. FDI flows in CEFtA members 2000-2008 (mil USD)

2000 2006 2007 2008

Albania
inflows 144 324 658 956

outflows 0 11 15 92

Bosnia and herzegovina 
inflows 146 718 2.115 1.009

outflows 0 4 24 0

Croatia 
inflows 1.110 3.457 4.982 4.383

outflows 5 263 246 170

montenegro
inflows - - - 939

outflows - - - 108

moldavia
inflows 128 251 493 713

outflows 0 -1 12 33

serbia
inflows - - - 2.994

outflows - the- - 277

serbia and montenegro*
inflows 52 4.968 4.337 -

outflows 2 118 1.096 -

macedonia
inflows 215 424 699 598

outflows -1 0 -1 -14

Source: UNCtAD. Available at: http://stats.unctad.org/Handbook/reportFolders/
reportFolders.aspx?srF_ActivePath=P,1289&srF_Expanded=,P,1289 [20.07.2010].
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countries and liberalization of the movement of labor and capital. While
liberalization of labor movement was achieved, the liberalization capital
movement is not yet fully accomplished. Basic CEFtA program puts emphasis
on the EU accession, but it does not focus on individual goals and plans for
each member country.

Although there are numerous reasons for mutual cooperation among
CEFtA member countries, unstable political past, wars and conflicts which
have occurred on the CEFtA area represent the main barrier in the
development of partnership and cooperation. Hostile relationship between
Croatia and Serbia at the beginning of the 1990s, conflicts between Serbia and
Kosovo and between Serbia and Montenegro, political instability in Bosnia and
Herzegovina and Macedonia are reasons for the lack of political will for further
development of cooperation within the region.

If CEFtA countries do not overcome above mentioned barriers and clearly
define competition rules, make healthy and competitive environment and
establish the rule of law, CEFtA membership or any other integration will not
help them in achieving economic growth and development. Accelerating the
process of reforms, especially structural reforms of the social, health and
pension systems, harmonization of the legal systems, implementation of
brought decisions and laws, establishing efficient institutional frame represent
great challenges for CEFtA countries.

Solving the private property issues and intellectual property rights also
represents the problem for these countries.17 Digital cadastres which are
introduced in most of the countries enabled easier track of land and real estate
ownerships. Although new agreement from 2006 brought rules about
intellectual property rights, this area is still sensitive and implementation and
obeying to the new rules still follows. 

Investment in education and human capital are specially emphasized in
new CEFtA. the problem lies in the misbalance of the supply and demand for
qualifications and workers skills. All member countries should put additional
effort in establishing cooperation between industry and scientific institutions
in order to improve research and development activities and foster innovations.

A significant problem in CEFtA countries is the lack of capital needed for
the economic development, especially entrepreneurship which is considered
to be the motor of the economic growth. Entrepreneurs and other business
subjects need to be ensured with different sources and possibilities of financing
under acceptable terms.

17 OECD (2010) Investment reform index 2010. Available at: http://www.oecd.org/dataoecd/
45/57/44863843.pdf [20.07.2010].
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Insufficiently developed traffic and telecommunication infrastructure
makes trade more expensive and extends the time period of conducting mutual
exchange. It is also defined as one of the barriers to CEFtA countries further
development.

On the other hand, one of the most important accomplishments of the
CEFtA is considered to be successful liberalization of trade which resulted in
increased volume of the intraregional trade. Within CEFtA tariffs are reduced
or eliminated on industrial and agricultural products. CEFtA includes new
rules totally adjusted to the WtO rules and enables stronger cooperation and
more intensive trade. Export subventions are forbidden and rules of origin
regulated.

CEFtA contributed to the political dialog in the region, it led to more
meetings and negotiations about cooperation. CEFtA also represents
“transitional” integration which prepares member countries for the EU
accession and alleviates dialogue between the EU and candidate countries.
taking part in CEFtA, member countries have possibilities for increasing trade
and exports since they have free access to the regional market. Bringing new
rules results in better business conditions and further strengthening of
economic relationships and political stability in the region.

Although there is still space for improving financial systems, certain
progress was accomplished in terms of access to the information, for example
about loan conditions, etc. International statement standards were accepted
and establishing of credit offices and warrant registers was facilitated. 

Lately, member countries made a significant progress in the development
of tax systems and monitoring of the public revenues and expenditures.18 the
progress was made also in the building of legal systems and infrastructure,
especially in telecommunications, but there is still need for further
improvement. 

Cooperation among member countries still needs to be oriented on
fostering regional activities and initiatives of strengthening regional identity.
the progress has been made in the area of trade liberalization and in the future,
free movement of goods, services, people and capital should be advanced. that
is way the following should be fostered: transparency of total trade
liberalization frame, more transparent and simple cross border and
administrative procedures, information access and knowledge about tariff and
nontariff barriers.19

18 Ibid.
19 OECD (2009) Non-tariff barriers in CEFtA: proposed recommendations for the consideration

of the CEFtA parties. Available at: www.oecd.org/dataoecd/25/30/43892885.pdf [20.
07.2010].
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Existing unsolved political issues have to be mentioned again because they
can represent barriers to the future development if new solutions will not be
brought.20 transitioning to the market economy, opening of the markets and
conducting many reforms made CEFtA countries attractive to foreign
investors. the aim is to continue with the attraction of the FDI and ensure
stabile economic, political and social environment. 

It is necessary to continue to promote cooperation of the CEFtA with
international organizations and integrations. Dispute settlement mechanism
should be advanced and legal frame in order to enable member countries ease
and efficient functioning. 

6. CONCLUSION

there are opponents and proponents of the new CEFtA. this paper
presented and discussed the most important facts about CEFtA, key issues and
perspectives of the future development. the lack of institutional capacity and
monitoring can be one of the future drawbacks of this integration. CEFtA today
consists of developing countries with Croatia being the most economically
developed partner (measuring the level of GDP per capita). Having in mind
both groups of the regional economic integrating effects, static and dynamic,
the question is whether CEFtA can bring benefits and positively influence
economic growth and development of its members? Looking at CEFtA merely
as a step forward to the EU, like a phase of preparation is not enough. Some
member countries are not willing to seriously obligate to CEFtA rules. One of
the reasons for this are conflicts in the near past among member countries, the
other is the necessity of severe reforms which make the processes of successful
CEFtA functioning and the EU accession difficult and exhausting. Also, some
member countries do not consider CEFtA to be an important factor in
achieving economic development and prosperity.

So far, a lot of effort in making CEFtA an attractive and prosperous
agreement can be recognized. Considering static effects, we have seen that
CEFtA establishment influenced positively intraregional trade. Dynamic
effects are difficult to assess due to the fact that the period from establishment
is too short to be able to draw strong conclusions. Much of the literature about
dynamic effects debates about equal distribution of benefits among member
countries of the regional integration and also about the importance of having
at least one highly developed partner. CEFtA members belong to the group of
developing, emerging countries, with (like already mentioned) Croatia at the

20 report on the functioning and implementation of CEFtA (2008). Available at: www.chairman
ship.mfa.md/img/cefta/report-on-the-cefta-chairmanship.pdf [20.07.2010].
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front. Analyzing the structure of imports and exports between Croatia and the
rest of the CEFtA members, it is clear that there are all low value added
products and that these countries have a lot of work in front of them in order
to economically develop and obtain certain level of competitiveness and to
prepare for the challenges on the regional and global market. More competitive
partners are considered to influence positively the economic development of
the less developed ones.

Furthermore, if looking on CEFtA as simply the gateway to the EU, then
the distribution of benefits and not having highly developed partner is not so
important. CEFtA members should exploit this membership in terms of
liberalizing processes of trade and of the movement of production factors and
potential positive effects that can occur. Also, solely economic analysis of the
role and importance of the CEFtA is not enough. Sometimes, political motives
for regional integrating are stronger than the economic ones. If CEFtA can
contribute to the peace and dialog within the region, then its establishment is
justified. Conflicts within this region already caused a lot of damage and slowed
down its development and prosperity, so peaceful atmosphere and no conflicts
make an important and necessary, or condition sine qua non, platform for future
economic growth and in that way will prepare CEFtA members to the EU
accession.
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ABSTRACT

Economic and political divisions of the Balkans could be treated as one
of the most important reasons for the poor performance of the affected
economies. Damage caused by the artificial divisions of the economic
space that functioned as a whole since ancient times makes all of the
Balkan countries economically weak, highly import dependant, non-
productive, incapable for production of competitive goods and incapable
to attain solid exporting positions on foreign markets.

During the last two decades the region has experienced one of its
strongest political and economic crises. Still, there is a lack of capacity
and available means for facing up the challenges and overcoming the
consequences thereof. CEFTA-2006 was considered to be a step forward
towards a possible reintegration of the region, with emphases on regional
trade liberalization and facilitation. The creation of a free trade area
within the Western Balkan countries was not only supposed to facilitate
the trade of goods, but also the trade of services and intellectual property.
It should also provide protection of investors’ rights.

The economic crises two years ago showed all of the weaknesses of the
member-states, as they instinctively tried to protect their economies and
all of them made some retreats from what they had already accepted by
signing CEFTA-2006. The possibility of new economic shocks in the
world economy, as well as the political fragility of the region, makes all
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of the member-states keep the stand-by attitude towards further trade
liberalization and deeper regional integration.

Key words: CEFTA-2006, Western Balkans’, free trade area, trade
liberalization, trade facilitation, trade exchange of goods.

JEL Classification: F13, F14, F15.

INTRODUCTION

The period of transition happened to be one of the most painful periods in
the history of the Western Balkan countries. The reshaping of border lines
followed up by severe war conflicts created additional economic damage to
those already created by the destabilization of the systems due to the
privatization and transition process. Most of the economic and trade
partnerships had to face an abrupt termination as a result of the severe changes
in the environment and political destabilization that made the entrepreneurial
undertakings and most of the business deals highly risky within the region.
The lack of convertibles and the imposition of various barriers to trade, created
a huge decrement of the trade exchange of goods among the traditional Balkan
partners. Their weak international position also led to a severe fall of the trade
exchange of goods with trading partners that did not belong to the Balkan
region. Under such circumstances the GDP of almost all Western Balkan
countries experienced a severe fall down, and the region is still below the level
of its economic development in 1989.

Different countries in the region tried to manage the crises in different ways.
Macedonia tried to help its companies by establishment of stronger trade links
through 32 bilateral free trade agreements Bilateral free trade agreements were
signed at the beginning with all of the former Yugoslav republics, which was
followed up by the agreements signed with Albania, Bulgaria, Romania and
Turkey, and much later with the Ukraine , EFTA and EU-member states.
Though, the economic recovery went on with a very slow pace, and by 2001
the trade exchange of goods with Western Balkan countries reached only 23%
of the total Macedonian foreign trade exchange of goods (having on mind that
before the split off the Yugoslav state 75% of Macedonian trade exchange was
done with the Yugoslav republics).2

In 2001 Macedonia was the first country from the region that signed the
Stabilization and Association Agreement with the EU. Right afterwards, the
Macedonian trade exchange of goods experienced a strong trade diversion

2 Kikerkova, I, “Foreign trade exchange of the Republic of Macedonia under bilateral free trade
agreements“ in regional economic Cooperation in South eastern europe, III International
Conference, ASECU, D.A.Tsenov Academy of Economics, Bankya, Bulgaria, May, 2006, p. 116.
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effect towards trade partners from the EU. This combined with the really weak
capacity of the economy, created a sharp fall in the trade exchange with its
closest neighbors. The Western Balkan region created only 8% of the total
Macedonian trade exchange at the end of 2006.3 As Croatia and Albania
followed up with signing of their own Stabilization and Association
Agreements, they both experienced a trade diversion effect towards their EU
partners. At the same time, they experienced a decrement of their total trade
exchange of goods with partners from the Balkan region. By the end of 2006,
the trade liberalization with the EU resulted in trade diversion of over half of
the total exports and imports of the Western Balkans economies. Nevertheless,
all of the countries and the region itself suffered from a poor economic
performance and did not register a significant economic progress and
development, with exception of Albania.

The Western Balkan economies showed a complete incapacity to clearly
define their economic interest and priorities in order to find a way to overcome
their political differences and try to reintegrate their economies. At the end of
2006 the European Union literally pushed them to sign a multilateral free trade
agreement in order to be able to apply upon the exports from the region the so
called diagonal cumulation of origin. As some of the countries had political doubts
that the signing of such an agreement could force them to participate in the
creation of a new state similar to ex-Yugoslavia, it was decided that the newly
established regional integration should be called CEFTA-2006. The new CEFTA
consists of Albania, Bosnia and Herzegovina, Croatia, Macedonia, Moldova,
Monte Negro, Serbia, and under the well known UN resolution, within the
framework of Serbia, Kosovo.4 The free trade area according to this agreement
had to be fully established by the end of 2010. 

1. FOLLOWING TRADE-ExCHANGE OF GOODS WITHIN CEFTA-2006
THROUGH THE MACEDONIAN ExPERIENCE

CEFTA-2006 is a free trade area which is supposed to eliminate all
qualitative and quantitative barriers to trade of agricultural and non-
agricultural goods, to enable mutual recognition of sanitary and
phytosanitary certificates under the TBT agreement, to establish free trade

3 Kikerkova, I., “CEFTA-2006 as basis for economic reintegration of Western Balkan countries”
in regional Cooperation and economic Integration. Challenges and opportunities, Third International
Conference, Ss. Cyril and Methodius University, Faculty of Economics-Skopje, October, 2009,
Skopje, p.158

4 Draft of the of and accession to the Central european Free Trade agreement, Bucharest, 6th of April,
2006, p. 1.
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of services and provide protection of intellectual rights, as well as foreign
investors’ rights.5

During the last five years it was evident that the political doubts on the
establishment of CEFTA-2006 were unreal. The creation of the free trade area had
a positive economic effect upon the total trade exchange in the region. The leading
trading positions belonged to Croatia and Serbia, as expected. Still, the full insight
in the effects of the creation of the Balkan free trade area is facing a lot of obstacles.
Among them special attention should be payed to the problem of unification of
statistical reporting of the member-states. Only Croatia and Kosovo accepted a
statistical methodology on regular reporting on their trade exchange with
CEFTA-2006 member-states. The rest of the member-states have not accepted to
create a special data base on the trade exchange of goods within CEFTA-2006.
For example, Macedonia is reporting on the trade exchange of “Western Balkan
countries”, Bosnia and Herzegovina on “European countries in development”,
while Serbia has the category MERKOSUR, although it does not have any trade
with this region. However, Serbia does not report on CEFTA-2006 trade exchange
of goods at all. Also, only Macedonia is reporting its trade exchange in American
dollars, while all of the other member-states are reporting in euros.6 There is also
a significant discrepancy in the so called mirror statistical evidence of export and
import flows of the member-states which causes doubts that differences in the
reported data are not a result only of differences in the statistical methodology,
but there might be also other hidden issues. However, the greatest obstacle for
adequate analyzes of the trade exchange of goods within CEFTA-2006 is the fact
that the trade statistics within the region is not fully publicly available.7

Following the statistical evidence of the official sources in the Republic of
Macedonia the creation of the free trade area had an immediate positive impact
on the total trade exchange of goods of the member-states which was evident
until the beginning of the economic crises in 2008. The total Macedonian export
to CEFTA-2006 member-states almost doubled in the period from 2006-2008.
Similar tendencies were also registered on the import side, though the effect
upon the Macedonian trade balance was positive, as Macedonia recorded a
surplus in the trade within the region in all of the years after the creation of the
free trade area. The trade surplus reached a pick at the end of 2008 with a total
amount of 647.27 million American dollars, as shown in table 1.

5 Draft of the of and accession to the Central european Free Trade agreement, Bucharest, 6th of April,
2006, p. 2.

6 Hadnziski, B., Lucas, R., Martin, P., & Gunerin, S. S. enhancing regional Trade Integration in
Southeast europe, World Bank Working Paper No.185, the World Bank, Washington D.C.,
January, 2010, pp. 18-20.

7 Hadnziski, B., Lucas, R., Martin, P., & Gunerin, S. S. enhancing regional Trade Integration in
Southeast europe, World Bank Working Paper No. 185, the World Bank, Washington D.C.,
January, 2010, p. 18.
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Table 1: Macedonian trade exchange of goods within CEFTA-2006 
for the period 2006-2010 (in million American dollars)

Year total export total import
total trade exchange

with CeFta-2006

2006* 787.51 400.19 1,187.70

2007 991.72 613.70 1,605.42

2008 1,408.95 761.68 2,170.63

2009 1,000.42 600.36 1,600.78

2010 1,018.32 628.11 1,646.43

Source: According to the Ministry of Economy of the Republic of Macedonia and the
USAID (2008), report on Foreign Trade of Macedonia 2008, Ministry of Economy of the
Republic of Macedonia and the USAID, Skopje, 2008, p. 67 and www.mchamber.mk

* Note: Data for 2006 are given for comparison purposes. The implementation of the
Agreement between Macedonia, on the one hand, and Albania, Kosovo, Moldova and
Monte Negro, on the other, began on the 26th of July 2007; with Croatia on the 22nd of
August 2007; with Serbia on the 24th of September, 2007 and with Bosnia and
Herzegovina on the 22nd November 2007. Data consider the whole year period of time
(Statistical Office of the Republic of Macedonia, 2008).

As a result of the negative effects of the economic crises in 2008 upon the
world trade and upon the world prices, in 2009 CEFTA-2006 recorded a
significant decrement of trade exchange of goods. The most important traders
in the region – Croatia and Serbia - were severely hit by the crises and they both
tried to protect their balance of payment positions by imposing various
restrictions and additional barriers to trade and imports of goods. These
additional barriers were imposed also to trade partners from CEFTA-2006. The
rest of the member-states having significantly smaller economic capacity did
not have such a strong negative impact upon the total decrement of CEFTA-
2006 trade exchange of goods.

In the case of Macedonia, the crises restricted the participation of CEFTA-
2006 trade exchange of goods to only 20% of the total Macedonian trade
exchange by the end of 2009. Trade partners from CEFTA-2006 created 37.2%
of total Macedonian exports and only 11.9% of total Macedonian imports. Even
under these inconvenient circumstances Macedonia realized a trade surplus of
about 400 million American dollars. However, Macedonian trade surplus with
CEFTA-2006 in 2009 decreased by 38.6% in comparison with the surplus
realized in 2008.8

8 www.statistics.gov.mk.
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Source: The Ministry of Economy of the Republic of Macedonia and the USAID: Report
on Foreign Trade of Macedonia 2008, the Ministry of Economy of the Republic of
Macedonia and the USAID, Skopje, 2008, pp. 68-78 and www.statistics.gov.mk

* Note: As the free trade agreements with Bosnia and Herzegovina (B&H) and with
Albania were enforced in 2002, data on 2001 are given only for comparison purposes.

** Note: Until 2008 data on trade exchange of goods of Macedonia  with Serbia also
comprised the trade exchange with Kosovo. The total Macedonian exports to Kosovo
in 2009 amounted 314.54 million American dollars, and the total import from Kosovo
amounted 9.65 million American dollars. In 2010 the realized export to Kosovo reached
437.77 million American dollars, and the import from Kosovo amounted 22.05 million
American dollars.

Data in table 2 show that in 2010 the situation slightly improved and there
was some recovering of trade flows of goods among member-states. However,
in comparison with 2009 total Macedonian trade within CEFTA-2006 increased
by only 2.8% and reached the amount of 1.64 billion American dollars, of which
1.018 billion American dollars were registered at the export, while 0.628 billion
American dollars were registered at the import side. Most of the increment of
the Macedonian trade within the region was due to the increment of the trade
with Kosovo (of 41.8%) and with Monte Negro (of 8.4%). At the end of 2010
Macedonian export to CEFTA-2006 member-states created 31% of the total
Macedonian export.9

Table 2: Trade exchange of goods of the Republic of Macedonia 
and CEFTA-2006 member- sates in million American dollars)*

god. serbia Croatia B&h albania Moldavia Montenegro

e i e i e i e i e i e i

2001   266,94 189,41 58,49 46,49 6,04* 8,46* 9,77* 0,56* - - - -

2002 245,21 189,41 59,08 55,36 19,20 14,30 13,86 1,13 - - - -

2003 273,80 215,73 66,10 63,67 20,83 11,75 15,34 3,93 - - - -

2004 347,60 243,72 80,16 65,78 33,22 16,31 23,59 6,35 0,04* 0,32* - -

2005 459,54 264,20 81,05 75,23 50,46 23,58 27,52 9,07 0,06 0,27 - -

2006 557,85 282,85 124,23 78,96 64,70 26,53 40,56 11,72 0,17 0,13 - -

2007 639,42 448,40 163,87 109,74 88,02 34,52 72,69 19,52 0,04 0,18 27,69 1,34

2008 934,72 532,02 228,96 137,71 104,84 52,60 106,77 35,66 0,03 3,36 38,57 1,21

2009 337,59 397,05 152,72 118,34 86,64 46,53 83,95 24,10 0,09 2,93 24,88 1,18

2010 271.82 418.39 123.62 113.28 84.94 49.12 72.38 22.89 0.35 0.92 27.43 1.43

9 www.statistics.gov.mk
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During the passed nine months of 2011 Macedonia realized 28% of its foreign
trade exchange within the region. Thereby, the country recorded increment of
exports to all CEFTA-2006 member states, with exception of Moldova. It is
estimated that Macedonian exports to CEFTA-2006 countries increased by 27%
for the firs nine months of 2011 in regard with its exports in 2010.10

2. THE TRADE PATTERN OF MACEDONIAN TRADE 
ExCHANGE WITHIN CEFTA-2006

Like all of the CEFTA-2006 member-states, Macedonia inherited a backward
and traditional economic structure. During the past two decades of transition it
did not manage to restructure the economy. Therefore, the Macedonian
economy is heavily dependent on import of raw materials and energy, as well
as of sophisticated manufactured products. At the same time its basic export
items are semi-processed industrial goods and components provided by the
metal processing industries, refined oil, textiles and agricultural products,
mainly fresh and unprocessed. All these export items belong to the so called
“sensitive group” and face a lot of problems in regard of market access to the
western developed economies. Of course, there is also the problem of
inconvenient terms of trade for such products on the well developed markets.

The Macedonian economy faces a continuous decrement of competitiveness
of its ready-to sell products due to the weak productivity and outdated
technology engaged in its processing industry. The weak capacity of the
country is obvious, as it can not provide larger export to one region without
diminishing its export to another region. The most important trade partners
for the Macedonian economy come from two regions: the EU and CEFTA-2006.
By signing the Stabilization and Association Agreement with the EU in 2001,
Macedonian exporters got a very strong incentive to reorient their exports to
this region in order to benefit from the obtained preferential regime for
products with Macedonian origin. However, they did not have the capacity to
boost their total production, as well as their total exports. Therefore, they partly
deteriorated their exports from their traditional partners within the Balkan
region towards the EU and soon EU-countries started to create more than a half
of the total Macedonian export of goods.

However, at the end of 2006 when CEFTA-2006 was created, Macedonian
exports experienced another shift, this time from partners from the EU towards
partners from CEFTA-2006. As it was mentioned in the previous chapter, the
trade flows towards EU and CEFTA-2006 trade partners fluctuate from year to
year regarding the economic situation in both of the regions.

10 www.mchamber.mk.



Reintegrating Western Balkans – CEFTA-2006 and the Macedonian experience 281

For Macedonian exporters CEFTA-2006 is especially important for the
export of agricultural goods. More than half of total Macedonian export of
agricultural goods is exported in CEFTA-2006, of which almost 1/3 consists of
fresh vegetables, and the rest are conditory products and cigarettes.11 Over 60%
of the exported agricultural products go to Serbia (and within it in Kosovo),
less to 15% go to Croatia and about 11% to Bosnia and Herzegovina.12

On the other hand Macedonia also depends on imports of agricultural
products, especially wheat and vegetable and animal oils. The import of
agricultural goods from CEFTA-2006 creates around 30% of total Macedonian
imports and the greatest Macedonian trade partners in the region are Serbia
which provides more than 2/3, and Croatia with 17.8% of the total amount of
this kind of imports.13 Nevertheless, Macedonia still realizes trade surplus in
the trade in agricultural goods within the region, which for the passed 9 months
of 2011 amounts about 36 million American dollars.14

The most important non-agricultural export items for Macedonian
exporters within CEFTA-2006 are: mineral fuels and iron and steel which create
more than 1/4 each of total Macedonian exports to the region, followed by
much smaller participation of iron and steel products, pharmaceuticals and
some electrical machinery and equipment.

At the same time Macedonian imports from the region are mostly steel and
iron; mineral fuels; electrical machines and equipment; plastics and paper and
paper board. The most important trade partners from the region both for
exporting and importing of non-agricultural products are Serbia and Croatia.15

It should be pointed out that since Kosovo started to report on regular terms
on CEFTA-2006 trade exchange of goods it is evident that most of the
Macedonian exports of agricultural and non-agricultural goods exported to
Serbia, actually are destinated to the Kosovo’s market. Though, major part of
imports from the region still originate from Serbia.16

11 www.mchamber.mk.
12 Kikerkova, I., “CEFTA-2006 as basis for economic reintegration of Western Balkan countries“ in

regional Cooperation and economic Integration – Challenges and opportunities, Third International
Conference at the Faculty of Economics, Ss. Cyril and Methodius University from Skopje, Skopje,
2009 p. 164.

13 Ibid, p. 165.
14 www.mchamber.mk.
15 Kikerkova, I., “CEFTA-2006 as basis for economic reintegration of Western Balkan countries“ in

regional Cooperation and economic Integration – Challenges and opportunities, Third International
Conference at the Faculty of Economics, Ss. Cyril and Methodius University from Skopje, Skopje,
2009, p. 165.

16 www.statistics.gov.mk.
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The structure of exchanged goods in the Macedonian case clearly points
out that the trade pattern is still inter-industrial and is mostly unlikely to change
looking from a short-term perspective.

However, data on trade exchange from other members of CEFTA-2006
confirm the inter-industrial pattern, as well. This pattern is not typical only for
the trade exchange within the region, but which might be of a greater
importance, also with EU-trade partners. In other words, CEFTA-2006 countries
mostly import highly finalized industrial goods and export mostly semi-
processed products and components and to some extent agricultural products
with trade partners from the EU, as well as from their own region. The main
reason that defines the basic trade pattern of all the countries in the region as
inter-industrial is the economic incapacity to process their own raw materials
as there is a lack of adequate capacities, equipment and knowledge, and at the
same time, they are not able to provide raw materials and components for their
own industries which are able to provide an output with a higher level of
finalization. Therefore, they are all oriented to export one type of raw-materials
and semi-processed goods and at the same time to import another type of raw-
materials or sophisticated industrial goods.

3. CHALLENGES FACED BY CEFTA-2006 MEMBER-STATES

All of the member-states of CEFTA-2006 have already recognized the
necessity of using the created free trade area to its utmost as a key factor for
their economic growth, as well as for enhancing the EU accession process.
However, the fragile economic and political situation of the Western Balkan
countries and the complicated economic and political situation in the world do
seriously affect the opportunities that the free trade area could provide for its
members and for the region as a whole. Each announcement of a possible
economic crises in the world, and the current events within the EU, seriously
affect the economic situation within CEFTA-2006 and push its member-states
to look for additional measures to protect their week economic positions even
within their own regional environment. The created free trade area will suffer
very soon from a loss of one of its most important members – Croatia, as it is
going to join the EU by the end of 2013, thus terminating its membership within
CEFTA-2006. This would have a strong negative impact upon the established
trade exchange of goods of Bosnia and Herzegovina and Serbia, for which
Croatia happens to be the major regional trade partner. It would also have some
negative impact upon the export of meet and processed meet products from
Macedonia.17

17 www.mchamber.mk.
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The presence of non-trade barriers especially affect trade within CEFTA-
2006. Although the use of non-trade barriers is not allowed within this free
trade area, their termination has still not taken place. Member-states still
disregard the provisions of the Agreement on national recognition of technical,
sanitary and phytosanitary certificates. It is true that for a certain period of time
they have not imposed additional TBT or NTBs. However, exporters in the
region have already got used to the existing ones and trade according to the
imposed restrictions, although it is opposite to the provisions of the CEFTA-
2006 Agreement. In order to overcome this challenge, last June the CEFTA Sub-
committee on NTBs and TBT launched the first NTBs reduction monitoring
cycle on the basis of Multilateral Monitoring Framework proposed by OECD,
and its results are due by the end of this year. This monitoring also would
follow up the mutual recognition of national laboratories for control of quality
of the products, until their full harmonization. These challenges are also
emphasized as a priority for the Albanian Chairmanship of CEFTA in 2012,
together with customs and rules of origin, liberalization of trade in services,
investment, sate aid and capacity building in trade development.18

A special issue for CEFTA-2006 members is the diagonal cumulation of
origin, which could not be fully implemented due to the fact that not all
member states have obtained a Stabilization and Association Agreement. Since
1st of November 2011 the implementation of diagonal cumulation is possible
for Albania, Macedonia and Serbia with EFTA countries. Also, all of the
CEFTA-2006 countries have to actively participate in the revision of the Pan-
Euro-Med rules of origin and to coordinate their national positions in favor of
the best regional interest within this process. In order to make diagonal
cumulation effective, as well as to provide further trade facilitation member-
states have agreed to work on further enhancement of customs to customs,
customs to government and customs to business cooperation.19

Since the begining of this year, an agreement on unification of transit
procedures within CEFTA-2006 has been signed. Serbia even proposed (and
Monte Negro and Bosnia and Herzegovina supported the proposal) that
movement of persons should be allowed only with a valid identification card,
instead of a passport. However, the free movement of persons for some of the
member-states is not possible as they have to apply for a visa. Such is the case
between Macedonia and Moldova, and representatives from both countries
met at the end of March 2011 in order to discuss possible liberalization of the
visa regime.20

18 CeFTa Newsletter october 2011, E-Newsletter/03, CEFTA Secretariat, Brussels, 31st October,
2011, p. 1.

19 www.mchamber.mk.
20 www.mchamber.mk.
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Special attention draws the creation of the Interchamber CEFTA-Working
Group on Insurance. The working group was created at the beginning of
March 2011 in Belgrade in order to provide gradual liberalization of the trade
regulative and abolishment of administrative barriers. It should analyze the
existing regulative, problems and barriers to providers of insurance services
within CEFTA-2006. It is also opening the question of the establishment of co-
insurance services among member states. The creation of the Interchamber
CEFTA-Working Group is considered to be a significant signal on the
enhanced activity of member states in the sphere of services. The meeting of
the CEFTA Working Group on Insurance at the beginning of November 2011
resulted with a mutual support of the idea of the necessity on further
liberalization in this kind of services, improvement of the national legislation
that regulates it and possibilities of termination of existing restrictions in the
sphere of re-insurance. It was also concluded that the region should put
additional effort on organizing seminars and trainings in order to provide
dissemination on latest information in this field and to provide faster growth
and development of the insurance market with compliance with EU rules and
regulations.21

CEFTA member-states agreed to provide necessary information on
customs, document and all relevant procedures on movement of goods and
movment of passengers across borders by establishing a mutual trade portal a
year ago. The CEFTA Trade Portal provides all relevant information not only
on different export and import procedures of CEFTA-2006, but also provides
an on-line availability of all forms and documents needed for completion of the
customs procedure. The main aim of the portal is to save time, to speed up
movement of goods and passengers across borders and to cut down
unnecessary costs on export and import within the region. Untill 2012 it would
be finantially supported by a GIZ project, and afterwards should become self-
sustainable.22

CONCLUDING REMARKS

The rapidly changing picture of the contemporary world has already made
it clear that individual economic and political entities have a very limited
potential, not sufficient for a long-term survival. However, things are quite
opposite for compact regions that consist of economies with strong mutual
interest and vision for further economic growth and development.

21 www.mchamber.mk.
22 CeFTa Newsletter october 2011, E-Newsletter/03, CEFTA Secretariat, Brussels, 31st October,

2011, p. 1.
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Unfortunately, the Western Balkan countries have not proven either to be
capable to clearly define their position in the deriving new world order, nor
have the capacity to understand that the time of “great” states on the Balkans
is already an outdated world concept. Trapped in their individual historical
misfortunes and myths, they are not able to see the real situation they are in
and to define priorities that are going to protect the interests and the well being
of all our peoples and future generations.

CEFTA-2006 is a concept that has not been given enough attention and
consideration from all of the influential elites in the region. Perhaps the region
has been given one more chance to reconsider its total economic potential, to
redefine its priorities and to provide a regional trade logistics infrastructure up
to the contemporary business needs. Soon all of the Western Balkan countries
will have to face the fact that trade liberalization is not sufficient. Some attempts
for improvement of regional cooperation, such as better customs cooperation,
establishment of paperless customs procedures, unification of transit
procedures, exchange of information among tax authorities in order to prevent
tax evasion and establishment of a CEFTA-2006 portal have been in progress.23

Although deeper regional integration and much more intensive cooperation
are necessary, there is expected a new change of the trading flows within the
region with the accession of Croatia into the EU due to be realized in 2013. The
rest of CEFTA – 2006 member-states have to redefine their priorities and to
achieve a mutual strategy for protection of their most important interests, as a
basis for successful fulfillment of their European Economic Integration.
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NEW CEFTA

The Central European Free Trade Agreement (CEFTA) was initially formed
between Central European states, i.e. the countries of the so-called viszegrad
Group: Poland, Hungary, and Czechoslovakia (later the Czech Republic and
Slovakia). It was signed on December 21, 1992 in Kraków, Poland, and went
into effect in July 1994.3 In the second round, the Agreement was joined by
Slovenia in 1996, Romania in 1997, Bulgaria in 1998, Croatia in 2003, and
Macedonia in 2006.4

All the state-signatories of the original Agreement, except for Croatia and
Macedonia, have since joined the European Union and, thereby, left CEFTA.
The Central European Free Trade Agreement was a trade agreement between
countries in Central and now is between countries in South-Eastern Europe. The
new agreement, also called CEFTA 2006, was initiated on November 9, 2006, in
Brussels and signed on December 19, 2006, at the Southeast European prime
ministers’ meeting in Bucharest. CEFTA 2006 has replaced bilateral agreements
between the countries in the region. At the present members of CEFTA are
Republic of Albania, Bosnia and Herzegovina, Republic of Croatia, Republic of
Macedonia, Republic of Moldova, Montenegro, Republic of Serbia and the
United Nations Interim Administration Mission in Kosovo (UNMIK/Kosovo).

The agreement was ratified on March 31, 2007, and went into force on July
26, 2007. For Republic of Serbia, CEFTA 2006 Agreement entered into force on
24. October 2007. CEFTA agreement presently defines a single free trade zone
in Southereastern Europe and provides harmonization of tariff and other
administrative regulations with the standards of the World Trade Organization,
removal of trade barriers in the region, and introduces arbitration for dispute
resolution and the rule of diagonal cumulation. At the moment CEFTA is the
most important regional trade agreement in the West Balkan region. The
Agreement stipulates provisions on liberalization of trade in industrial and
agricultural products. Expectations are that the creating the single regional
market will promote process of integration of each member country into the
European Union. Since this alliance is only a transitional step toward the EU,
its short-term character limits it in the political sense.

The good results, in terms of lowered tariffs and trade growth, which came
out of the bilateral agreements, were a step forward; however, this was mostly
a result of the fact that the comparison base was extremely low. CEFTA 2006 is
a step further and represents a modernization of trade rules in the region (the
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3 For further information, see: CEFTA Agreement: http://www.worldtradelaw.net/fta/
agreements/cefta.pdf, 22/11/2007.

4 For further information, see internet page: http://www.ukom.gov.si/cefta2003/eng/cefta/,
22/11/2007.



inclusion of provisions on trade in services, public procurements and
intellectual property protection), as well as their unification. After all free trade
in the region, by way of a single agreement, is mentioned as one of the
conditions in the draft Stabilization and Association Agreement between Serbia
and the EU.

One of the more important issues is the so-called diagonal cumulation of
origin. In practice, this originally meant that all CEFTA countries could export
their products to the EU market duty-free. However, under “own products”
were classified only products in which the share of domestic added value was
more than 50%. Thus, a product that had 40% Chinese, 45% Serbian, and 15%
Macedonian added value was an essential expatriate, i.e. without a defined
origin, which means that it did not have preferential treatment vis-à-vis the EU.
From now on, however, with the advent of the CEFTA agreement, the
cumulation of Serbian and Macedonian added value would be allowed. This
is very important, especially for textile manufacturers, where, for example, the
cotton is imported from Egypt, the fabric produced in Serbia, and the shirt sewn
in Bosnia.5

AGRICULTURE IN SERBIA

The Republic of Serbia is a lower middle-income country with rich natural
and mineral resources, high quality agriculture, and a strategic trading location.
It has three major land areas: the northern fertile plains of vojvodina and the
floodplains of the Danube, Sava, and Drina Rivers; the limestone ranges and
basins of the east; and the mountains and hills in the central and southern parts
of the country. Land and climate conditions are highly conducive to the
development of agricultural. The plains of vojvodina, Pomoravlje, Posavina,
Tamnava, Krusevac and Leskovac offer favourable conditions for mechanized
field crop farming and vegetable production. Rolling hills and foothills support
fruit and wine production and livestock breeding. The hills and mountains of
Zlatibor, Rudnik, Stara Planina, Kopaonik and Sar are attractive for developing
sheep and cattle production and forestry.

About half the Serbian population lives in rural areas, where poverty
predominates despite the country’s recent economic growth. Unfortunately the
population engaged in agricultural production is rapidly aging. In late 2000,
the Serbian government launched an ambitious reform program to improve
the business environment, increase transparency, and create a vibrant private
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sector, with the objective of achieving EU accession by 2013 (World Bank 2007a).
The efforts toward accession have already begun to change Serbia’s agriculture
and forestry sectors.

Serbia has a large agricultural sector, based mainly on high quality arable
land, abundant labor, and a favorable continental climate. The typical growing
season for two-thirds of agricultural land is more than 200 days. Over the
period 1995-2005, the area of cultivation remained fairly steady (a 1 percent
decrease; the greatest change is in the extent of vineyards, which decreased
by 14 percent). In recent years, agricultural production appears to be
increasing; 2004 and 2005 had significantly higher outputs than in previous
years. Sown areas remained relatively static, so these increases have been
primarily due to improved productivity and favorable weather conditions
(especially in 2004).  

Agricultural production accounted for approximately 14 percent of gross
domestic product (GDP) in 2006. Key environmental problems in agriculture
are soil erosion due to overgrazing and unsustainable agricultural practices;
water pollution from agricultural sources; increasing soil acidification from
air pollution; and salinity. Erosion is a major problem, affecting up to 80
percent of agricultural land in the country. In the vojvodina region, 85 percent
of agricultural soils are affected by wind erosion and salinity. vojvodina is
also affected by uncontrolled application of mineral fertilizers (6.5 percent of
soils are affected by excessive fertilization), thus contributing to increased
nutrient levels in the Danube and eutrophication of the Black Sea. Irrigation is
limited (and some areas are out of use), but drainage systems are highly
developed in the flood plain areas.

Agricultural land covers approximately 66 percent of the total land area.
Arable lands cover 65 percent of agricultural land (3.6 million ha; 2005 data),
permanent grasslands account for 28 percent of agricultural land, and orchards
and vineyards account for 5 and 1 percent,  respectively. The most intensive
agriculture is practiced in the plains of vojvodina (about 65 percent of the
country’s arable land), which is characterized by stretches of flat plains and
highly fertile “black soils”. The region mainly produces field crops, notably
wheat, maize, sugar beet, other industrial crops, and livestock, including most
of Serbia’s pig production. In Central Serbia, farms are smaller and farming
systems are more diverse than in vojvodina. Arable land is limited, but  soil
fertility and climatic  conditions favor fairly intensive production of high-value
fruits, notably berries and vegetables. Dairy cattle dominate livestock
production.

The transition towards European Union (EU) accession has begun, and
harmonization of agriculture and forestry legislation with the EU acquis is
taking place, but implementation is lagging. Environmental protection is not
yet fully incorporated into national agricultural development policies. Rural
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development support programs, such as agro-environmental grant schemes,
are in place, but awareness among farmers is lacking. Public awareness and
capacity building are crucial to educate farmers, forest owners, and forest
enterprises  about the new EU-funded rural development support programs.
The lack of regulations to implement fully the national rural development grant
scheme renders anti-erosion agro-environmental measures ineffective. There
is also no program targeting salinization within the water directorate.6

Serbia is a signatory to the Stockholm Convention on Persistent Organic
Pollutants (POPs Convention) since 02/05/2002, and has ratified it on
31/07/2009. The Convention was adopted on 22 May 2001 at the Conference
of Plenipotentiaries on the Stockholm Convention on Persistent Organic
Pollutants, Stockholm, 22-23 May 2001. This Convention protect human health
and the enviroment from persistant organic pollutants. Ministry of
Environment and Spatial Planning of the Republic of Serbia has issued in
January 2010 very detailed National Implementation Plan for the Stockholm
Convention. Serbia is one of the states which received a donation in order to
adopt Stockholm convention and to implement its measures. Now Serbia
stands along with neighboring countries, who are also the signatories of
Stockholm convention, and becomes a part of a global front for a healthier life.

Livestock numbers have decreased by more than 30 percent since the
beginning of the 1990s, mainly due to decreased demand, because meat is more
expensive than crops. A shortage of animal feed and adequate veterinary
services may also have contributed to the decline. Almost all livestock numbers
fell during the last 15 years, and production has fallen even more steeply, due
to the difficulty of providing adequate feed and veterinary care. Notably, the
greatest share of the agrarian budget (67 percent) has been directed in recent
years towards animal husbandry.   

Serbian agriculture declined in the early 1990s due to financial downturns
leading to decreased investment in agriculture and concomitant reductions in
crop yields and export shares. Although production has increased recently, the
country’s agricultural sector generally suffers from production inefficiencies
These inefficiencies stem from high production costs and average yields below
Western European levels, due to reduced nutrient content, outdated field and
processing equipment, and flooding and poor drainage in large areas of
intensely cultivated lands, on the one hand, and low precipitation in parts of
Central Serbia, on the other (World Bank 2007b).
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6 The World Bank, integrating environment into agriculture and Forestry Progress and Prospects in
eastern europe and central asia, volume ii, SerBia, country review, November 2007, Internet:
www.worldbank.org/eca/environmentintegration, p.1.



FOREIGN TRADE OF REPUBLIC OF SERBIA

One of the main characteristics of Serbian economy is a constant deficit of
balance of trade. Since the political transition of 2000, sanctions were lifted, and
country has become involved again in many international institutions.
Country is a potential candidate for EU membership. In 2008, Serbia signed the
Stabilization and Association Agreement (SAA) and an Interim Agreement on
trade-related measures with the EU. The Interim Agreement entered into force
on 1 February 2010. On 14 June 2010, the European Council agreed to launch
the ratification process for the SAA. On 22 December 2009, Serbia handed over
the country’s application for EU membership. Serbia is also negotiating to join
the WTO. Serbia started political and economic transition. Some progress has
been made in the field of structural reforms and adjustments of the economy,
but apparently more efforts are necessary in order to improve the situation,
since the import is still much higher than the export. 

Table 1: Serbia’s foreign trade (in millions US dollars)
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Year Export Import Deficit

1997. 2531 4503 1972

1998. 2723 4475 1752

1999. 1369 2881 1512

2000. 1558 3330 1772

2001. 1721 4261 2540

2002. 2075 5614 3539

2003. 2755 7473 4718

2004. 3523 10 753 7230

2005. 4482 10 461 5979

2006. 6428 13 172 6744

2007. 8825 18 554 9729

2008. 10973 22 875 11902

2009. 8344 16 056 7712

Source: Jasmina Crnomarkovic, external trade of republic of Serbia in 1988-2009, Serbian
statistics agency, Belgrade, 2010, p. 3.

Primary products still dominate Serbian foreign trade – among the import,
the most important ones are crude and refined oil, natural gas etc and among
the export, agricultural products and metals. There is also a strong difference
between Serbia’s trade partners – the most important of which are the EU, the



Russian Federation and CEFTA countries – there is a high level of trade deficit
with the EU and Russia, while on the other hand, Serbia’s trade with CEFTA
member states strongly differ from the above-mentioned trend – with them,
Serbia has had surplus in trade. Furthermore, the main products of import in
trade with Russia are in the field of energy (oil and natural gas) while from the
EU countries, Serbia mostly imports machine equipment, vehicles and a wide
range of commodity products. 

Given that Serbia has a much diversified range of products in small
quantities, transportation costs act limiting the export to distant markets. In trade
with CEFTA countries - Serbia surplus (thanks to good market position in Bosnia-
Herzegovina, Montenegro, Macedonia and UNMIK Kosovo), while the coverage
of imports by exports decreases with geographical distance from Serbia.

Table 2: Serbia’s foreign trade with members of CEFTA 
(in millions US dollars)
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Year Export Import Balance

2004. 1233.3 1028.7 204.6

2005. 1447.7 1207.1 240.6

2006. 2287.7 1950.6 337.1

2007. 2845.7 1514.3 1331.4

2008. 3636.7 1818.9 1817.8

2009. 2634.0 1262.7 1271.3

Source: Jasmina Crnomarkovic, external trade of republic of Serbia in 1988-2009, Serbian
statistics agency, Belgrade, 2010, p. 15.

Serbia produces various agricultural products, mostly grains, fruits and
vegetables. Those products constitute significant part of its GDP and export.
Serbia is number two producer of raspberries (second to Russia ) and plums
(second to China ) in the world, it is also significant producer of maize (ranked
32nd in the world ) and wheat (ranked 35th in the world ). The production of
sugar beet  and sunflower seeds meets domestic demand for sugar and
vegetable oil and permits export of some 180,000 tons of sugar to EU. Given its
vast potential, the future for Serbian products could be better, as customers
keep increasing orders for Serbian truffles, raspberries, apples, corn and other
high quality produce. Currently, the industry exports juices, concentrates,
purees, jams, and frozen and dried fruit. In this area Serbia should make food
processing industry more competitive on the international markets. A number
of markets are familiar with those Serbian produce, namely Switzerland,
France, Spain, Belgium, Germany, UK, Japan, Russia, and Belarus.



Source: Serbian statistics agency data base www.stat.gov.rs.

Primary products are still main export goods of Serbian economy. It is the
one area in which Serbia has actual trade surplus. Among them, agricultural
products comprise a large proportion, which makes them even more important
for Serbian economy. 

Private farms comprise 80 percent of Serbia’s agricultural holdings.
According to the 2002 Census, approximately 778,900 private farms average 3.6
ha of land (2.5 ha arable). More than 75 percent of farms are smaller than 5 ha,
and fewer than 5 percent have more than 10 ha. Because of their small size, most
of these farms produce for household consumption and market only a small
portion of their output; most farms depend on outside sources for supplementary
income. Family farms consist of small plots and are based on subsistence
production, being turned over to commercial use to a much smaller degree than
European farms. In vojvodina, a higher concentration of larger farms, including
cooperatives and an emerging class of private farms, mainly cultivate export
commodities such as cereals and industrial crops. Cereals dominate crop
production, accounting for 45 percent of arable land, or 60 percent of total
cultivable land. The most important cereals are wheat and maize.7

Ownership rights are poorly defined and recorded in Serbia. Although land
tenure in Serbia is overwhelmingly private, the lack of clear ownership rights
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Serbian foreign trade with members of CEFTA (in millions US dollars)

7 The World Bank, Integrating Environment into Agriculture and Forestry Progress and Prospects
in Eastern Europe and Central Asia, volume II, SERBIA, Country Review, November 2007,
Internet: www.worldbank.org/eca/environmentintegration.



for a significant portion of the land hinders proper operation of the land market.
In June 2005, the “Law on registration and record keeping of confiscated
property” (also called “law on denationalization”) was passed to regulate the
process of property registration and recordkeeping. However, today most
confiscated property remains in state or social ownership.

Table 3: Serbia’s trade with agricultural products (in millions US dollars)
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Year Export Import Balance
2004. 800 855 -55
2005. 920.8 772 148.8
2006. 1.265 905 360
2007. 1.686 1.112 574
2008. 1.957 1.466 491
2009. 1.945 1.308 637

Source: Serbian statistics agency data base www.stat.gov.rs.

For example, in 2001 and 2004, a high growth rate was accomplished thanks
to strong growth in agriculture. Growth of gross value-added in agriculture in
2001 amounted to 19%, and in 2004, even 20%. Those were the years when GDP
growth was greatest. Gross value-added fell in agriculture by 3.4% in 2002, and
by 7.2% in 2003. (Nevertheless, decelerating GDP growth in those years was
not solely the consequence of falling gross value-added in agriculture, but also
in processing industries.) Agricultural production by nature experiences large
oscillations and cannot be a guarantee of sustained development.8

There are more than a hundred different types of non-tariff barriers among
the CEFTA member countries. Some of them are: insufficient number of
internationally recognized accreditation and certification bodies, and
authorized laboratories and institutions, non-recognition of quality certificates;
complicated procedures at border crossings, extensive paperwork and
inconsistency of customs and inspection services, complicated visa regime;
corruption and smuggling. We need to improve the quality of infrastructure
to the level when the Serbian and certificates for products of other Western
Balkans countries would be recognized in all EU and CEFTA. During the 2009
and 2010 Serbia made some progress on the adoption of certain laws in this
area. There is a lack of institutionalized accreditation bodies, which can not be
consistently carried out the CEFTA agreement.9

8 Competitiveness of the Serbian Economy 2006, Jefferson Institute 2006, p. 64.
9 Goran Nikolić i vladimir Todorović, CEFTA 2007-2010 iskustva, potencijal i perspektiva, Centar

za novu politiku, Beograd, 2011, p. 4.



Serbia’s trade of agricultural products is mostly concerning in the
neighboring countries in the Western Balkans, member of CEFTA, due to
geographical vicinity which lowers transportation costs, but also lower
protection rate of agricultural market (due to CEFTA) and better comparative
advantages of Serbia in primary agricultural production. Serbia has a scope for
increasing trade with Croatia and Albania, while trade with Bosnia and
Herzegovina, Macedonia and Montenegro, are already well above potential.

Table 4: Serbia’s trade of agricultural products with CEFTA 
(in millions US dollars)
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Year Export Import Balance

2004. 315.8 94.5 221.3

2005. 349.5 105.1 244.4

2006. 593.5 173.3 420.2

2007. 844.7 224.9 619.8

2008. 1 022.5 307.6 714.9

2009. 894.7 287.5 607.2

Source: Serbian statistics agency data base www.stat.gov.rs.

The largest proportion of Serbia’s export (both in value and quantity)
comprises cereals (predominantly corn and wheat) and high valued fruits, such
as raspberries, blueberries, strawberries and cherries. On the other hand, the
largest proportion of import consists of fresh fruits (mostly Mediterranean area
fruits which are not suitable for gardening in continental climate area, such as
oranges, lemons and bananas) and vegetables which are imported usually
during winter and spring, due to small number of greenhouses in Serbia. It is
also evident that Serbian export of cereals and fruits firstly goes to markets of
CEFTA countries, and only after saturating them, Serbian products commence
their way forward to markets of other countries. Reasons for that are not only
those above-mentioned ones, but also the fact of very small cultural and
language distance between CEFTA countries.

Demand form Serbian fruit is growing steadily with exports shoving an
upward trend not just in quantity but also in the number of countries which
are becoming importers. The vast majority of Serbian exports go to the
European union.

Serbian export of cereals has shown strong fluctuation in total quantity. For
the period 2004 until 2009, average quantity of exported cereals was 168 432
tons, but the actual number differed between 57 516t in 2006, to 206 778t in 2009.
This trend shows that crops are still under greater influence of weather



conditions than modern agricultural production measures – it seems that
precipitation is more detrimental to over-all production than wide usage of
irrigation systems. At the same time, the average annual export to CEFTA
countries was 85 222 t, which is very close to achieved quantities of 2005. and
2009. (84 127 and 87 902), much bigger for 2006. and 2008. (55 214 and 62 576)
but smaller than the values of 2004. and 2007. (121 488 and 99 936). The actual
share of CEFTA countries in over-all Serbian export of cereals strongly
fluctuated – from 98% in 2008, to only 26.7% in 2007, while the average share
was 66.76%. The bigger the total amount of export was – the smaller percentage
of CEFTA countries share was recorded. This due to small elasticity of demand
for cereals and cereal products in CEFTA countries, so one might argue that
the over-all demand for them is close to be constant, but this demand is also
influenced by other factors, such as the amount of domestic crops.

Serbian total export of fruits showed similar tendency in terms of quantity
– average export for 2004-2009. period was 38 343 t, with biggest value for 2007.
(58 961 t) and smallest for 2005. (20 845 t). The average percentage of CEFTA
share was 30.82% with annual average of 11 404 tones. 

Serbia has a very suitable climate for production of continental fruits and
vegetables of high quality, and is extremely rich in minerals that enhance the taste,
but such an advantage might be detected only if products are supplied fresh.
Shortening delays at this border would support Serbia’s export of fresh produce
as opposed to frozen produce, which dominated exports for the last decade.
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Serbia’s export of wheat (in tons)

Source: Serbian statistics agency www.stat.gov.rs.
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Serbia’s export of fruits (in tons)

Source: Serbian statistics agency www.stat.gov.rs

The world market for fresh fruits and vegetables is very demanding, very
well organized with tough competition, but with high profits. The Common
European Union market of fresh fruits and vegetables was established by
European Union Council Directive 22000/96 of October 28, 1996, regulating
standards in respect to 35 products that are typically consumed fresh. Also, in
conformity with Directive 2251/92 of July 29, 1992, the European Union
established quality control rules regarding imports of fresh fruits and
vegetables. Breaking into such a market represents a complex endeavor,
requiring much commitment, investment and initiative.10

Serbia’s economy was severely hit by global financial crisis in 2009.
According to the 2010 EU Progress Report on Serbia, its GDP shrank by 3% in
real terms as a consequence of the global economic crisis. All countries which
today compose CEFTA are hit by global economic crisis. The estimates
presented in one study indicate possible growth rate of Serbia’s exports to

10 Fresh Fruits and vegetables: Competitivness of Serbian Economy 2006, Jefferson Institute
2006, p. 4.



countries that today make up the CEFTA agreement in the next decade.
Specifically, the annual growth rate of merchandise exports of 10.6% from 2008
to 2020, exports to the CEFTA grew 8.6% slower (somewhat faster in the EU
11.1%), and the share of CEFTA would reduce from the third in 2008 on the
27% in 2020.11

CONCLUSION

In accordance with the neighborhood policy, Serbia has participated in
several negotiations and signed a few multilateral co-operation initiatives in
the Western Balkans. One of the latest is the Central European Free Trade
Agreement. CEFTA is expected to exert a strong impact on the mutual trade of
the countries in the region, to enable the establishment of a better co-operation
among the states in the region and their common road to the European Union
integration. Also the Agreement stipulates accumulation of products origin,
meaning that products exported from Serbia are considered of Serbian origin
if integrated materials are originating from any other CEFTA country, provided
that such products have undergone sufficient processing.

According to the recommendations of the EU, countries seeking
membership in the Union are encouraged to create free trade zones on their
territories. All the CEFTA member-states had previously signed Stabilization
and Association Agreements with the EU; thus, CEFTA actually has the role of
preparing countries for full-fledged membership in the Union. What is
especially important is that the majority of CEFTA’s foreign trade is conducted
with EU countries.

In the export structure of Serbia there is still the dominance of agricultural
products, clothing, metals and several more intermediary groups of products.
The unusually high proportion of the primary sector, which was typically more
than one-fifth of gross value-added, indicates the importance of agriculture in
total economic activity. Agriculture is an essential activity contributing to the
production of GDP in Serbia. Agriculture is one of the branches of the Serbian
economy, which shows a comparative advantage. Unfortunately agriculture
by nature is extensive and insufficiently productive. For better performance in
foreign markets agriculture should undergo restructuring and modernization.
In Serbia crops are still under large influence of weather conditions rather than
modern agricultural production measures. Weather conditions are still a key
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11 Studija „Postkrizni model privrednog rasta i razvoja Srbije 2011-2020”, Internet: http://www.
fren.org.rs/attachments/074_003%20Restrukturiranje%20i%20Izvozna%20Orijentacija%20Pri
vrede.pdf.



factor of volume of production in agriculture, than the modern means of
production like irrigation systems.

In the whole Serbian economy, but first of all in agriculture, must be
adopted world standards in quality and packaging. Also the level of certified
organic production must be increased because the future is in organic food.
Consumption of healthy food and food marked as organic reports growth
ranging from 10-15% per year. The problem in achieving a higher level of
productivity which is a condition of competition is the fragmentation of
holdings in Serbia. OECD analysis suggests that for achieving the necessary
economies of scale the average size of about 15 ha. Because of all that has been
mentioned before, agricultural sector needs comprehensive reform in adopting
modern way of doing business.

From 2011, further liberalization of trade in agricultural and food products
in the region should enter into force. Non-tariff barriers, particularly those
relating to technical barriers and phytosanitary measures, should be abolished
from 2011. It is expected to soon adopt measures to some of the barriers,
primarily mutual non-recognition of quality certificates (sanitary,
phytosanitary, veterinary) agricultural products, removed. Agreements in
principle have been achieved on coordinated use of funds from IPA pre-
accession programs, in particular components III, Iv and v, which provide
opportunities for dynamic economic growth and cooperation.
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1. INTRoDUCTIoN

Balanced development is one of the main objectives of the European Union
since its foundation in 1957. Today, with the most recent enlargements, the EU
regional development policy is increasingly gaining importance and becoming
more indispensable in meeting the basic objectives of the Union, that is, the
realization and promotion of economic, social and territorial cohesion and
solidarity among member states. 

The problem of regional imbalances in Serbia is very strong and among the
highest in Europe. Concept of regional development in our country over the
past decades hasn’t been considered with sufficient importance, and this aspect
of development is not regarded as an integral part of the overall socio-economic
development. The wars and the transition in the nineties only made worse an
already difficult situation in certain areas, and led to even more significant
regional disparities.

Cross-border cooperation is an important and well-known instrument
which to a large extent can affect the reduction of regional disparities within
each country.

Euroregions emerged as one of the results of cross-border program,
identified as an appropriate exercise prior to EU accession and a good
mechanism for development of border areas.

For candidate and potential candidate countries for EU membership in
2007. has been created a special instrument for Pre-Accession Assistance - IPA
which among other things, aims at facilitating and encouraging international
cooperation between candidate and potential candidate countries, as well as
between these countries and the European Union countries by implementation
of joint projects.

For Serbia this is of great importance, enabling inter alia economic
cooperation and development, building common infrastructure, education,
tourism and environmental protection.

2. REGIoNAL DISPARITIES IN SERBIA

Differences in the development of regions, districts and municipalities in
Serbia are among the largest in Europe and amount 1:3 at the district level and
1:7 at the municipal level, with the continuous deepening of disparities between
the developed north and the traditionally underdeveloped south of  Serbia. The
transition process has only contributed to an even greater emphasis on the
existing regional disparities and lead to the emergence of new groups of
municipalities with development problems, so called devastated areas resulting

302 Pero PETRovIć and Andrijana MIRkovIć



from the economic collapse of industrial cities, the former holders of the overall
development of wider area.

Devastated territory of Serbia today has 20 municipalities of “transitional
poverty”, which from former key position in the creation of gross domestic
product and employment, and hence living standard in Serbia in the period
before 1990., came in a very bad economic position.

Unemployment in many municipalities in Serbia is leading to deterioration
of the already unfavorable economic situation of the population and causing
their migration to large urban centers. In this way, depopulation becomes the
primary limiting factor in their auto propulsive development. Rural areas, the
poorest parts of the Republic, today present the classic example of areas with
pronounced depopulating trends. Typical rural-urban migrations leave these
areas without the presence of the active working population and therefore with
no possibility to improve the existing situation.

Besides the problem of depopulation of the underdeveloped areas,
excessive settlement of the developed centers creates also a problem in these
areas, and deepens the differences in development among regions and
municipalities, which further inhibits the entire development of the country.

So now in Serbia, we have a city Belgrade and AP vojvodina (especially
South-Backa District), which according to all indicators of development are well
above other regions, so the inflow of population to them is highest, while the
situation in other parts of Serbia (especially in Eastern and Southern Serbia) is
continuously deteriorating due to depopulation.

table 1 shows the basic spatial and economic-financial indicators of NUTS 2 and
NUTS 3 regions in Serbia.

Table 1: The basic spatial and economic-financial indicators of NUTS 2
and NUTS 3 regions in Serbia
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NUTS 2

NUTS 3

Area km2 Population
2008.

Employees
2008.

Number of
companies

2009.
Profit 2009.

broj RS=100 broj RS=100 broj RS=100 broj RS=100 broj RS=100

REPUBLIC
OF SRBIJA 88.361 100 7350.

222 100 1.999.
476 100 89.117 100 278.062.

131 100

AP KOSOVO
I METOHIJA 10.887 12,32

BELGRADE 3.227 3,65 1621.
396 22,06 628.

363 31,43 36.958 41,47 149.664.
407 53,82

AP
VOJVODINA 21.506 24,34 1979.

389 26,93 533.
342 26,67 23.603 26,49 72.134.

744 25,94 
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NUTS 2

NUTS 3

Area km2 Population
2008.

Employees
2008.

Number of
companies

2009.
Profit 2009.

broj RS=100 broj RS=100 broj RS=100 broj RS=100 broj RS=100

Bačka 8.218 9,30 997.
023 13,56 317.517 15,88 15.234 17,09 50.651.

080 18,21  

Banat 9.829 11,12 653.
969 8,90 150.

786 7,54 5.456 6,12 13.966.
450 5,02  

Srem 3.485 3,94 328.
397 4,47 65.

039 3,25 2.913 3,27 7.517.
214 2,70  

ŠUMADIJA 
I ZAPADNA

SRBIJA 
26.483 29,97 2065.

984 28,11 474.
869 23,75 17.425 19,55 38.512.

723 13,85 

ŠUMADIJA 14.603 16,53 1270.
811 17,30 301.483 15,08 11.032 12,38 23.954.

246 8,61 

Moravički,
Šumadijski i
Pomoravski 

8.017 9,07 725.
845 9,87 181.

267 9,06 6.580 7,38 15.732.
936 5,66  

Raški i
Rasinski 6.586 7,45 544.

966 7,41 120.216 6,01 4.452 4,99 8.221.
310 2,96  

ZAPADNA
SRBIJA 11.880 13,44 795.

173 10,82 173.
386 8,67 6.393 7,17 14.558.

477 5,24 

Mačvanski i
kolubarski 5.738 6,49 495.

813 6,74 106.
270 5,31 4.136 4,64 8.710.

510 3,13  

Zlatiborski 6.142 6,95 299.
360 4,07 67.116 3,36 2.257 2,53 5.847.

967 2,10

JUŽNA I
ISTOČNA

SRBIJA 
26.255 29,71 1683.

453 22,90 362.
900 18,15 11.131 12,49 17.750.

257 6,38

ISTOČNA
SRBIJA 12.248 13,86 656.

940 8,94 143.
625 7,18 4.117 4,62 4.586.

083 1,65 

Borski i
Zaječarski 7.133 8,07 260.

592 3,54 57.828 2,89 1.381 1,55 855.
752 0,31  

Podunavski 
i Braničevski 5.115 5,79 396.

348 5,39 85.797 4,29 2.736 3,07 3.730.
331 1,34  

JUŽNA
SRBIJA 14.007 15,85 1026.

513 13,96 219.
275 10,97 7.014 7,87 13.164.

174 4,73

Jablanički 
i Pčinjski 6.290 7,12 458.

134 6,23 79.773 3,99 2.613 2,93 3.201.
262 1,15

Nišavski,
Toplički 
i Pirotski

7.717 8,73 568.379 7,73 139.
502 6,98 4.401 4,94 9.962.

912 3,58

According to Jakopin, E., S. Devetakovć, regionalizacija u Srbiji, 2009. str. 97. i 98. i RZS,
opštine u Srbiji 2009., APr, Saopštenje o rezultatima poslovanja privrede u republici Srbiji
ostvarenim u 2009. godini, jul 2010., i rZr, republički atlas Srbije.



The greatest variation among the NUtS 2 regions are according to the area
ranging from 3,227 km2 for Belgrade, to 21,506 km2 for AP vojvodina (if you
look at the level of seven regions), or up to 26,483 km2 for region Šumadija and
Zapadna Srbija (looking at the level of five regions) .

What can be noted is that with the exception of Belgrade, which already
stands out according to all parameters of development, new solution brought
other regions to approximately the same size. In the previous model of
regionalization of the seven regions larger surface distinguishes region of
vojvodina, and a variant in which its decomposition into two parts would be
performed wouldn’t be so unrealistic, especially if we take into account the
disparity of the province in terms of development of its eastern and western parts.

Looking at the NUtS 3 sub-regions, the coefficient of variation of 0.3 tells
us that in this way are obtained sub-regions of approximately the same sizes,
and the greatest deviations make the smallest Belgrade and Srem sub-region
with 3,227 km2 and 3,485 km2.

The new solution significantly reduced the differences in the population. In
addition to greater inequality in the population at the solution of the seven
NUtS 2 regions, the problem is that the population in Istočna Srbija (Eastern
Serbia) is already well below, and in Zapadna Srbija (Western Serbia) on the
border defined for the NUTS 2.3 Joining the Central and Western Serbia into
one, and Southern and Eastern Serbia in the other region, in spite of certain
shortcomings on the other side, in each case solved exactly this problem, and
significantly reduced the coefficient of variation NUTS 2. So now the population
of the statistical regions ranges from 1,621,396 which live in Belgrade, to
2,080,735 there are in Šumadija and Zapadna Serbia.

Among the NUtS 3 sub-regions new regionalization made the differences
in the number of people much more pronounced than among the macro-region.

As for the economic-financial indicators, it is obvious that economic power is
concentrated in the town of Belgrade and Bačka sub-region, especially in the
district of Južna-bačka, where together with Belgrade is located as much as 53%
of the companies, 42% of employees, and about 67% of the profit in Serbia,
which on the other hand occupy only 8% of the territory which is inhabited by
30% of the total population of Serbia (table 2).

From table 1 we can see that the city of Belgrade shows the largest positive
deviations from the other regions. Its share in total employment is 31%, has
share of enterprises of 41% and profit of 53%, while the number of inhabitants
living in it makes just about a quarter of the total population in Serbia.
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3 According to the NUTS classification the population for NUTS 2 is between 800,000 and
3,000,000, and  in 2008. year in Istočna Srbija were living 656,940, and in Zapadna Srbija 795,173
inhabitants.



Besides Belgrade, the only region that boasts significant proportion of the
country’s economic performance is the AP vojvodina. Its participation,
although quite modest in comparison to the capital, is moving into a much
larger range than is the case for other NUTS 2 regions. Thus, this region
accounts for between 26 and 27% in the number of employees, number of
enterprises, and net profit of the Republic.

The situation in Šumadija and Zapadna Serbia is worse, because there operates
20% of companies participating in the creation of 14% gain in the country.

The least favorable economic position is the position of region Južna i
Istočna Serbia in which works 18% of employees in Serbia and operates only
12% of companies who receive a share of only 6% of the country’s profit.

Table 2: Comparison of Belgrade and South Backa District with the rest 
of Serbia according to the spatial and economic indicators of development

306 Pero PETRovIć and Andrijana MIRkovIć

profit employees number of
companies population area

Serbia without Belgrade
and South Backa district 32.6 57.8 47.2 69.7 91.8

Belgrade and South
Backa district 67.4 42.2 52.8 30.3 8.2

According to data of RZS, opštine u Srbiji 2009., APR, Saopštenje o rezultatima poslovanja
privrede u republici Srbiji ostvarenim u 2009. godini, jul 2010., i RZR, Republički atlas Srbije.

Picture 1: Comparison of Belgrade and South Backa District with the rest of
Serbia according to the Table 2.



3. EU REGIoNAL PoLICY AND CRoSS-BoRDER CooPERATIoN

Although the balanced development of the European Union was one of the
main goals since its formation, the importance of regional policy over the years
has been continuously increasing.

In the period after the establishment in the 1958. the great need for regional
policy in the European Economic Community did not exist given that its six
founding states were relatively homogenous and without significant regional
differences. The only exception was the poorer southern Italy with
underdevelopment in relation to other members of the Community.4

Although the Preamble to the Treaty of Rome emphasized the pursuit of
balanced development of economy in member states, and even a reduction in
regional disproportionality in the Community, serious attempts to solve these
problems did not exist. Also, the absence of a special chapter on regional policy
in the Treaty on European Union, and the lack of coverage of instruments to
achieve the above objectives of the Treaty lead to the conclusion that despite
the recognition of existing differences founders of the European Economic
Community did not aim at the planned elimination of these differences at the
Community level, and the problem of regional imbalances is left to the
governments of individual member countries and the market.

In its first year were created the first two Structural Funds: European Social
Fund – ESF, and European Agricultural Guidance and Guarantees Fund -
EAGGF.

With the accession of Great Britain, Ireland and Denmark into the
Community in the 1973. the situation is changing and there is a need for the
creation of a common regional policy. Accordingly, in 1975. was established
the European Regional Development Fund – ERDF. 

The new expansions in 1981. and 1986. resulted in significant improvements
in the implementation of Community’s regional policy. Due to the nature of
expansion, or entry of less developed countries then the previous member states
(Greece in 1981. and Spain and Portugal in 1986.), it was necessary to put more
emphasis on ways to overcome regional differences. At the initiative of Greece,
in 1985. were initiated Integrated Mediterranean Programmes in order to
financially assist the development of tourism, agriculture and small and
medium enterprises throughout Greece, Mediterranean regions of France and
southern Italy. It was then decided that instead of individual projects for  the
first time are being financed medium-term development projects. 
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4 This imbalance in the southern part of Italy is also recognized in the Protocol on Mezzogiorno
annexed to the Treaty of Rome.
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In 1986. the adoption of the Joint European Act and its articles 130 a-e,
entitled “Economic and social cohesion” tends to create a single common
market, and in this way, regional development was no longer under the
authority of individual member countries but  have put this issue to the level
of the whole Union.

The plan by European Commission President Jacques Delors, adopted the
1988. leads to the most important advances in the field of regional policy of this
period. The main goal of this program was to ease the pressures of restructuring
which particularly affects the economically weaker regions, especially in terms
of creating the single market.5

Thanks to the first Delor’s package since 1989. to 1993. occured the reforms
which led to doubling of the structural funds, reaching 25% of the budget of
the European Union in 1992. Also, in addition to increasing the available funds,
there has been  been redefining of goals and standards that the regions are
supposed to fulfill in order to be eligible to receive means from these funds, the
Cohesion Fund is created to support the least developed member countries
with GDP per capita below 90% of the EU average to address problems in the
field of environment and transport infrastructure and financial instrument for
fisheries management, and also comes to the establishment of the Committee
of the region, while giving more competencies to other existing institutions of
the European Union.

The period since 2000. till 2006. characterize the preparations for the biggest
expansion of the EU with Agenda 2000, in which in 2004. ten new countries
joined the Union.6

The information that with this extension EU population was increased by
20% and its GDP by only 5% indicates that the regional differences in this way
became even more pronounced. Therefore, the new Member States were
automatically able to use means from structural funds and Cohesion Fund.

In the current phase of the common regional policy of the European Union
covering the period since 2007.7 to 2013. the regional policy is becoming one of
the central policies of the Union. In this period, the amount of funds intended
for implementation of economic and social cohesion among the members is the
highest yet, and makes more than a third of the total of EU budget.

EU funds are the most commonly used instruments for the implementation
of regional policy objectives. However, the objectives of regional policy are
implemented through the so-called Community Initiatives, powered by the

5 Republički zavod za razvoj, (2009), regionalni razvoj Srbije 2009.,  pp. 81
6 Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia, Slovenia, Malta and

Cyprus
7 Bulgaria and Romania are joining the EU.



European Commission. In the past twenty years, through the implementation
of several different initiatives - the most important being the INTERREG8

Community Initiative (launched in the 1990.) – cross-border cooperation has
become a priority for the EU. on the one hand, the Community initiatives and
programs have increased the possibilities for the establishment of such forms
of cooperation and the formation of various forms of cross-border regions as
an integral part of the administrative framework in most border areas in
Europe. on the other hand, the programs supported by the Community have
contributed to the institutional cooperation of underdeveloped regions.9

INTERREG Initiative aimed at achieving balanced and sustainable
development of border regions within the Community, particularly by
encouraging cross-border, transnational and interregional cooperation. 

Under this initiative, three types of results were planned:10

1) programming and implementation of joint programs and individual projects;
2) improving information flow across borders; 
3) establishment of common institutional and administrative structures to

support and encourage cooperation. 
of course, in addition to INTERREG within the Community were launched

and other initiatives related to the field of cross-border and territorial
cooperation, such as REGEN Initiative in 1989.,11 ECoS-ouverture program that
the Commission launched in the 1991. in response to political, economic and
social changes in Central and Eastern Europe, the program RECITE12 (“Regions
and Cities for Europe”) in the same year, with the extension in the form of
initiatives RECITE II, and the TERRA program in 1996. by which between 1997.
and 2000. within the 15 projects have been financed 13 member states.13

In the current programming period of 2007. till 2013. all previous initiatives
(INTERREG, EQUAL and URBAN) are melted down in the European Regional
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8 INTERREG I 1990-1994., INTERREG II 1994-1999, INTERREG III  2000-2006.
9 Lazarević, G., knežević, I., Božić, R. (2011), Prekogranična saradnja, Evropski pokret Srbija,

Beograd, pp. 53.
10 Ibidem, pp 60.
11 This initiative was launched to provide help in filling gaps in transnational European transport

and energy networks through projects by the Commission later assessed as inter-regional.
12 Goal is to encourage the linking of urban centers and the establishment of a network of local

and regional authorities within the Community.
13 Each project forms a network of a small number of local authorities and partnerships in the

European Union who share specific geographical and/or structural features which have been
classified in one of the 5 following thematic areas: coastal areas, river basins, areas suffering
from erosion or desertification, rural areas to which access is difficult  and areas with
endangered natural and cultural assets.



310 Pero PETRovIć and Andrijana MIRkovIć

Development Fund (ERDF), and their priorities were incorporated into the
objective 3 of regional policy - European territorial cooperation, demonstrating
the importance of cross-border cooperation for EU.

In the current financial period, it is planned to finance 75 cross-border
cooperation programs (including 23 at the external borders), then 13 transnational
programs (two of which are intended for the Western Balkans – Transnational
Cooperation Programme for South East Europe and the Mediterranean
Programme) and an interregional program (INTERREG Iv C), or three
networking and exchange of experiences programs (II93 URBACT, ESPoN and
INTERACT II), who placed themselves in front of the realization of three new
regional policy objectives of the European Union, defined by the provisions in
the document on the European Regional Development Fund in 2006.

During the current period 2007-2013, ERDF, ESF and Cohesion Fund
contribute to achieving the following three objectives:

1) Convergence (ERDF, ESF, Cohesion Fund)
2) Regional Competitiveness and Employment (ERDF, ESF), and
3) European Territorial Cooperation (ERDF).14

objective 1 – Convergence, includes assistance to the most vulnerable regions
(NUTS 2) in the European Union. To qualify for objective 1 status, these regions
must have a GDP per capita below 75% EU average. With the largest expansion
of Union in 2004. (accession of ten new countries mainly from Eastern and
Central Europe), and the accession of Bulgaria and Romania, in 2007., the
average EU GDP per capita has declined, so many regions of the EU-15
countries who had been receiving assistance under this criteria for this
assistance do not qualify, and the lead have taken a new members. However,
within this objective are still regions where the GDP per capita is slightly above
the limit, because of the statistical effect of EU enlargement (phasing out).

Also, for additional financial assistance under this goal are also eligible
certain areas in Sweden and Finland, due to very low population density.

So, today in the EU-27,objective 1 covers 84 regions in 17 Member States,
where 154 million people are living (GDP per capita below 75% of EU average),
and another 16 regions with 16.4 million inhabitants (with a GDP slightly above
the EU average).

Specifically, these are almost all regions in the newer Member States:
Bulgaria, Romania, Estonia, Latvia, Lithuania, Malta, Poland and Slovenia, then
most of southern Italy, the former East Germany, most of Greece and Portugal,
a significant part of Spain and several regions in Uk.15

14 EC. (2008),  eU regional policy 2007-2013: Working for the regions, pp. 8.
15 Further, it is the following regions:



In addition to these regions, there are those who are still in a transitional
phase of support, so called phasing-out.16

Part of the regional policy budget funds that is designed to fund the
objective 1 is 81.5% and amounted to 282.8 billion euros, while in this
framework 199.3 billion is provided for the poorest regions, 13.9 billion for the
regions that gradually cease to receive this help, and 69.9 billion for the
Cohesion Fund to be allocated to the 15 Member States.17

objective 2 - regional competitiveness and employment, includes regions that
do not qualify for funding under objective 1, because it is estimated that these
regions need help to a lesser extent.

Special place in the objective 2 occupy regions that were until recently
receiving assistance under objective 1, and which exceed 75% of the average
GDP of EU-15, so called phasing-in regions.18
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– Czech Republic: Středni Čechy, Jihozápad, Severozápad, Severovýchod, Jihovýchod, Střední
Morava, Moravskoslezsko;

– Germany: Brandenburg-Nordost, Mecklenburg-vorpommern, Chemnitz, Dresden, Dessau,
Magdeburg, Thüringen;

– Greece: Anatoliki Makedonia, Thraki, Thessalia, Ipeiros, Ionia Nisia, Dytiki Ellada,
Peloponnisos, voreio Aigaio, kriti;

– Spain: Galicia, Castilla-La Mancha, Extremadura, Andalucia;
– France: Guadeloupe, Martinique, Guyane, Réunion ;
– Italy: Campania, Puglia, Calabria, Sicilia;
– Hungary: közép-Dunántúl, Nyugat-Dunántúl, Dél-Dunátúl, Észak-Magyarország, Észak-

Alföld, Dél-Alföld;
– Portugal: Norte, Centro, Alentejo, Região Autónoma dos Açores;
– Slovakia: Západné Slovensko, Stredné Slovensko, východné Slovensko;
– Uk: Cornwall and Isles of Scilly, West Wales and the valleys.

Source: EC. (2007), Cohesion policy 2007-13: Commentaries and official texts, pp. 14.
16 – Belgium: Province du Hainaut;

– Germany: Brandenburg-Südwest, Lüneburg, Leipzig, Halle;
– Greece: kentriki Makedonia, Dytiki Makedonia, Attiki;
– Spain: Principado de Asturias, Región de Murcia, Ciudad Autónoma de Ceuta, Ciudad

Autónoma de Melilla;
– Italy: Basilicata;
– Austria: Burgenland;
– Portugal: Alagreve;
– Uk: Highlands and Islands.

Source: EC. (2007), Cohesion policy 2007-13: Commentaries and official texts, pp. 14.
17 EC. (2008), eU regional policy 2007-2013: Working for the regions, pp. 8.
18 – Ireland: Border, Midland and Western;

– Greece: Sterea Ellada, Notio Aigaio;



312 Pero PETRovIć and Andrijana MIRkovIć

To qualify for funding under this objective, the area must meet the statutory
procedure.

For example, industrial areas can make that in the case that  their
unemployment is higher than the EU average, that the industrial sector includes
higher average percentage of tasks of the Union average, and that employment
in the industry must be in decline.

Rural areas, which are generally poorly developed,  must have a population
density below 100 inhabitants per km², or if the rate of employment in
agriculture is double the average. Also, as with the industrial regions, the
unemployment rate needs to be above average.

Urban areas are eligible if the unemployment rate is above the EU average,
crime rates are high, education levels low, and there is a high level of poverty
in the area.

objective 2 includes a total of 168 regions in 19 Member States with a
population of 314 million. Within this there is a number regions with a special
treatment in the form of allocating greater financial resources due to their
former belonging to the objective 1.

The amount intended to help regions with objective 2 status in the period
2007-2013 is 54.9 billion euros, representing about 16% of the total amount of
funds. Within this, 11.4 billion represent help to the regions with the of former
objective 1 status.

Areas covered by this objective make up a large part of northern England,
parts of Spain, a large part of central France and central Italy, parts of Austria,
southern Finland and a significant part of Cyprus.

objective 3 - european territorial Cooperation.
To meet this goal 8.7 billion euros has been allocated, representing about

2.5% of total expenditure in the period since 2007. to 2013. These funds are
available to all regions of the European Union, except those that qualify for
funding under objective 1, and are divided as follows: 6.44 billion euros for
cross-border cooperation, 1.83 billion for transnational cooperation, and 445
million for interregional cooperation and networks.

– Spain: Castilla y León, Comunidad valenciana, Canarias;
– Italy: Sardegna;
– Cyprus: the entire territory;
– Hungary: közép-Magyarország;
– Portugal: Região Autónoma da Madeira;
– Finland: Itä-Suomi;
– Uk: Merseyside, South Yorkshire.

Source: EC. (2007), Cohesion policy 2007-13: Commentaries and official  texts, pp. 18.



The original objective in the framework of regional policy and the European
Regional Development Fund was support to cross-border cooperation and
mapping of undeveloped sites in the border areas, isolated in the national
economies. In the current financial perspective, the Fund’s assets are focused
on job creation, infrastructure development and activities aimed at
strengthening small and medium enterprises. European territorial cooperation,
as part of a regional policy of the European Union, as a goal is primarily
associated with one of the goals of the Strategy “Europe 2020”, aimed at
“inclusive growth”. This objective applies to EU citizens living in border regions
with the status of NUTS III and their number is around 200 million, or
approximately 40 percent of the EU population.19

4. EURoREGIoNS AS A FoRM oF CRoSS-BoRDER CooPERATIoN

Euroregions emerged as one of the results of cross-border program,
identified as an appropriate exercise prior to EU accession and a good
mechanism for development of border areas.

Euroregions can be defined as a formal form of cross-border cooperation
and in a broader sense they represent territories networked with mutual
relations of different character, regardless of the traditional state borders and
in order to support the official regional policy.

Picture 2: Forms of cross-border cooperation
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19 Lazarević, G., knežević, I., Božić, R. (2011), Prekogranična saradnja, Evropski pokret Srbija,
Beograd, pp. 89.

Source: Lazarević, G., knežević, I., Božić, R. (2011), Prekogranična saradnja, Evropski
pokret Srbija, Beograd, pp. 40.
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Euroregions represent an advanced level of cross-border cooperation, in
which cross-border partners establish a joint cross-border institutions with legal
personality and autonomy and without it, and they are tasked to implement
the agreed cross-border projects/programs under the supervision of its
members.20

The border regions throughout Europe have special socio-economic
characteristics, which are further accentuated by the cross-border dimension,
in different areas such as transportation, labor, services, trade, migration, crime,
environment, tourism, etc.. All of these processes and solution of  potential
problems in these sectors in cross-border areas require close cooperation among
neighboring countries. However, unlike the policy in these areas within a state,
where the regional cooperation takes place within the unique legal, institutional
and financial framework, the CBC is facing the challenge of managing the
various political and administrative systems that have a specific legal basis and
usually, characterized by varying degrees of vertical differentiation in terms of
administrative structure, resources and competencies.21

The main goal of creating Euroregions is to promote common interests and
improve the living standards of the population on both sides of the peripheral
regions which through this kind of cooperation initially neutralize its
unfavorable geographical development position.

Through the Euroregions with joint activities border local and regional
authorities can among other things:

• align their planning documents (strategic plans for local economic
development);

• improve the economic and cultural ties between the areas involved;
• coordinate efforts to build cross-border transport infrastructure;
• work together on programs of environmental protection and spatial

planning;
• undertake joint activities so that the area of   the Euroregion would be

attractive to potential investors;
• establish links between educational, scientific and research institutions.

20 Joachim, Blatter, explaining Cross Border Cooperation: A Border - Focused and Border external
Aproach, Journal of Borderlands Studies, vol. XII, Nos. 1&2, Spring and Fall, 1997. according to
Lazarević, G., knežević, I., Božić, R. (2011), Prekogranična saradnja, Evropski pokret Srbija,
Beograd, pp. 40.

21 Perkmann, Markus, Policy entrepreneurship and Multi-Level Governance: A Comparative Study of
european Cross-Border regions. environment and Planning: Government and Policy, vol. 25, No. 6,
str. 861-879, 2007. Available at SSRN: http://ssrn.com/abstract=1133126, according to
Lazarević, G., knežević, I., Božić, R. (2011), Prekogranična saradnja, Evropski pokret Srbija,
Beograd, pp. 41.



5. CRoSS-BoRDER CooPERATIoN AND EURoREGIoNS IN SERBIA

For candidate and potential candidate countries for EU membership in
2007. is created a special instrument for Pre-Accession Assistance - IPA which
among other things, aims at facilitating and encouraging international
cooperation between candidate and potential candidate countries, as well as
between these countries and the European Union countries by implementation
of joint projects.22

Through assistance to projects, this component of the IPA aims to promote
sustainable socio-economic development, environmental protection, fight
against organized crime, improving border controls and to promote local
cooperation between people in cross-border regions. 

To Serbia as a potential candidate for accession to the European Union are in
the period 2007-2013. available pre-accession program funds in area of support
of transition and institution building and cross-border cooperation in the amount
of 1.4 billion euros. Cross-border cooperation programs between Serbia on one
hand, and Bosnia and Herzegovina, Croatia, Montenegro, Hungary, Bulgaria
and Romania on the other hand, include a number of areas of support, primarily
related to economic cooperation and development, building common
infrastructure, education, tourism and environmental protection.

Serbian territory covered by this programs includes the following districts: 
• Srem, Rasina, Zlatibor and kolubara district – cooperation with regions in

BiH; 
• Severnobacki, Zapadnobacki, Juznobacki and Srem district, and a

maximum of 20% of available funds for Macva district - cooperation with
regions in Croatia; 

• Raska and Zlatibor district - cooperation with regions in Montenegro; 
• Severnobacki, Zapadnobacki, Juznobacki, Severnobanatski, and

Srednjebanatski district, and a maximum of 20% of available funds for the
southern Banat and Srem - cooperation with the regions in Hungary; 

• Bor, Zajecar, Nis, Pirot, Jablanica and Pcinja district - cooperation with
regions in Bulgaria, and 

• Severnobanatski, Srednjebanatski, Juznobanatski, Branicevo and Bor
district - cooperation with regions in Romania. 
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22 IPA has five components which facilitate most effective realization of objectives of some new
member states, and these are: support to the transition process and institution building, support
to the establishment of cross-border cooperation, support for regional development policies,
support to the development of human resources and support for rural development, where to
the potential candidates are available only the first two components.



Source: Sektor za programiranje i upravljanje fondovima EU i razvojnom pomoći –
odeljenje za programe prekogranične saradnje, Ministarstvo finansija Republike Srbije.
according  to Lazarević, G., knežević, I., Božić, R. (2011), Prekogranična saradnja,
Evropski pokret Srbija, Beograd, pp. 113.

The establishment of Euroregions in Serbia starts in the 1997. with the
creation of Euroregion Danube-kris-Mures-Tisa (DkMT), and few more
Euroregions were established after 2000. involving municipalities in border
regions of Serbia and neighboring countries. The primary goal of creating
Euroregions was common resolution of the most important problems
encountered by some regions, as well as the use of numerous opportunities for
cooperation in economic, cultural, educational level, and cooperation in the
fight against crime, illegal trafficking and others. The links created within the
existing Euroregions between the various local authorities involved were
excellent basis for cross-border initiatives and joint projects.
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Picture 3: Cross-border programs that include Serbia in the period 2007-2013
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Euroregion Danube-kriš-Moriš-tisa (DkMt), which consists of vojvodina
and the four counties in Hungary and Romania, is formed on 21 November of
1997., when the Protocol on cooperation was signed in Szeged. Members of this
region are counties Bacs-kiskun, Békés and Csongrád (Hungary), the counties
of Arad, Hunedoara, Caras-Severin and Timis (Romania) and the Autonomous
Province of vojvodina (Serbia).

Since the establishment in the 1997th the main idea was that within the
framework of the Euroregion local authorities develop cooperation in the
economic, educational, scientific and sports fields, supporting the inclusion of
regions in European integration processes.

Euroregion has no legal status and it is the only Euroregion which has a
strategic development plan and that deals with issues of priority development
projects when applying for EU funds.

of all Euroregions involving border regions of Serbia, this Euroregion is
the most active in promoting cross-border cooperation.

The second Euro region is called the evrobalkan (formerly Niš-Skoplje-Sofia),
which was founded in october of 2002., on the initiative of the Council of
Europe, by 66 towns and municipalities (30 municipalities in Serbia,23 20 from
Bulgaria and 16 from Macedonia), including the two capitals, Sofia and Skopje.
Assemblies of all 30 municipalities in southeastern Serbia voted their accession
to the Euroregion, whose sphere of cooperation are economic development,
protection of the environment, culture, education, media, infrastructure and
information systems.

In 2001. Euroregion Danube 21 was established by the 8 municipalities in
Serbia,24 5 municipalities from Romania25 and Bulgaria’s 9.26 The goal of
creating this Euroregion is consolidation of efforts in solving the major
problems facing this part of Southeast Europe, in which the members of this
association may have more options and opportunities for assistance from the
EU and other international institutions.

Its purpose is to transform the area into the active zone of cooperation, free
movement of persons, goods, services and information, as well as to promote
economic development and to solve common problems of the three border

23 Aleksinac, Babušnica, Blace, Bojnik, Bosilegrad, Bujanovac vlasotince, vranje, Gadžin Han,
Dimitrovgrad, Doljevac, Jagodina, kruševac, kuršumlija, knjaževac, Lebane, Leskovac,
Majdanpek, Medveđa, Merošina, Niš, Pirot, Prokuplje, Ražanj, Sokobanja, Surdulica, Svrljig,
Trgovište, Crna Trava, Žitorađa.

24 Zaječar, knjaževac, Negotin, Sokobanja, Boljevac, kladovo i Majdanpek.
25 kalafat, Pojane, Mare, Desa, ćiprćeni i ćetate.
26 vidin, Belogradčik, Lom, Ruzici, Cupreme, Dimovo, Makres, kula i Novo Selo.



regions. In october 2001. Euroregion Danube 21 became a full member of the
Association of European border regions.

Euroregion Morava-Pčinja-Struma was established in year 2003. by Bulgaria,
Serbia and FYR Macedonia to improve cross-border cooperation in the fields
of communication, exchange of information and networking, economic
cooperation, transport and infrastructure, tourism, culture, transfer of
knowledge, protection of the environment. Euroregion Morava-Pčinja –Struma
is also a full member of the Association of European border regions.

Euroregion Drina-Sava-Majevica founded in May of 2003. in the district of
Brcko by 9 cities and municipalities in Bosnia and Herzegovina and Serbia, as
well as areas along the lines of gravitating Sava and Drina rivers and mountains
Majevica.

In order to coordinate and promote cross-border cooperation Euroregion
DSM focuses its activities in particular on the following areas: legislation, traffic
and transport, culture and sports, health, energy, tourism, agriculture,
technology transfer, education and training. DSM Euroregion Headquarters  is
located in Bijeljina.

The aim of founding  this Euroregion is to improve cross-border
cooperation in economy, agriculture, border and cross-border traffic.

Nišava Euroregion was established by the Citizens’ Association “Ponišavlje”
from Pirot and Citizens’ Association “Nišava” in Sofia. The general Agreement
on the establishment of the Euro-region Nišava was signed in June 2005.

Municipalities members of the Euro-region Nišava are (10 municipalities):
Pirot, Dimitrovgrad, Babušnica and Bela Palanka from Serbia and from
Bulgaria: Sofia, kostin brod, Božurište, Slivnica, Dragoman and Godeč.

Stara Planina Euroregion was established in 2006. by 11 municipalities in
the region of Western Stara Planina in Bulgaria and Serbia. So far forming of
this Euroregion contributed to the development of tourism in border areas of
Serbia and Bulgaria. one of his most important result is the institutionalization
of cooperation through the establishment of the Bulgarian-Serbian NGo
“Balkan civilian coalition”, which, among other things, advocates for the
opening of new border crossings.

The Euroregion includes network of entities on both sides of the border,
with members of both associations bein the presidents of the 11 municipalities
of the region: Dimitrovgrad, knjazevac, Pirot and Zaječar from Serbia, and the
Belogradchik, Berkovitsa, Chiprovtsi, Čuprene, Georgi Damjanov, and doing
Godeč from Bulgaria, but also non-governmental organizations aimed at
development this region. Euroregion represents the unification of the existing
organizations on both the border territory.
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Have been established and joint expert group on tourism, agriculture,
culture and sports, infrastructure and environment. The expert group is of one
representative from each municipality. Stara Planina Euroregion was registered
in Bulgaria and a member of the Association of cross-border region (AEBR).

6. CoNCLUSIoN

The scope of regional imbalances in Serbia shows that solving this problem
needs even greater attention in the future. Greater investment are needed in
various activities aimed at balancing regional development in Serbia and
improving the position of the less developed regions.

As shown, by far the best the position occupy centrally located Belgrade and
South Backa District in which the majority of power is being concentrated (53%
of the companies, 42% of employees, and about 67% of the profit of Serbia).

Precisely because of such expressed center-periphery issue cross-border
cooperation and the formation of Euroregions represent a good way to improve
the existing situation.

However, despite the great enthusiasm during the establishment, Euroregions
in Serbia have not met initial expectations. The most active Euroregion is DkMT
which is at the same time the first founded, while some other Euroregions exist
only on paper without any concrete actions on the ground.

The main issues to be addressed in order to improve cross-border
cooperation are the removal of institutional barriers, provision of expert
assistance in the preparation and implementation of projects and training local
staff in order to increase the number of projects financed by the European
Union, provision of financial resources necessary for the part financed from its
own budget and other actions that would support cross-border activities of the
Euro-region.
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AbSTRACT
Deterioration in the fiscal positions, accompanied with turbulences in
global financial markets, led to sharp increase in sovereign bond spreads
of most emerging European countries in past few years. This paper aims
to assess the main underlying factors of Croatian government bond spread
variations, i.e. the impact of local macroeconomic conditions and the
global market environment on the bond spread. Indicators of fiscal,
external and overall market conditions are employed in VAR analysis. We
found that shocks to the fiscal and current account balance are the main
drivers of the variation in Croatian government bond spread, although
the impact of global market volatility should not be undermined. 
keywords: government bonds spread, fiscal and external vulnerabilities,
global volatility, VAR.
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1. InTRoDUCTIon

bond spreads reflect the risk premium an investor demands for holding a
specific bond compared to another (Ebner, 2009). The purpose of the premium
is to compensate bondholders for the risks to which they are exposed when
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holding debt securities: default risk, market risk and liquidity risk. Default risk
is the possibility that the debtor will not fulfill its obligations in full and on time
(Ferrucci, 2003). Liquidity risk is presents investors inability to trade a given
security or asset quickly enough to prevent a loss. Market risk is the possibility
that change in market participant’s sentiment would negatively influence bond
prices. Changes in bond spreads thus reflect changes in the underlying macro
fundamentals, external vulnerabilities, changes in global investors’ sentiment
and liquidity conditions, leading investors to reassess their expected losses in
the event of country’s default.

Deterioration in the fiscal positions, accompanied with turbulences in global
financial markets, led to sharp increase in sovereign bond spreads of most
emerging European countries in past few years. Such development failed to
circumvent Croatian government bond spreads which exploded in the last
quarter of 2008, due to Croatian relatively unfavorable fiscal and external
position and growth outlook. 

The main aim of this paper is to assess main underlying factors of Croatian
government bond spread variations. To be more precise, intention of the paper
is to analyze the impact of local macroeconomic conditions and the global
market environment on the spread, using selected indicators of fiscal, external
and overall market conditions. The paper contributes to the existing literature
in several ways. Firstly, as opposed to the great body of literature that uses
panel regression technique, this paper employs time series methodology in
order to address country-specific risks more appropriately. Moreover, the paper
fulfils the gap in the literature that deals with Croatian bond market. Finally,
determining which component plays the larger role should provide valuable
guidelines to policymakers and investors. If the main component of the risk
premium is default risk, the actions to improve the fiscal soundness and
solvency of the issuer are likely to be successful. on the other hand, if the main
driver is market liquidity, measures to improve market functioning would be
more appropriate. 

The rest of the paper is organized as follows. After reviewing some of the
literature on determinants of government bond yield spreads in section 2, in
section 3 data and methodology employed are presented. Last two sections, 4
and 5, offer discussion of results of the paper and concluding remarks.

2. LITERATURE REVIEW

Analysis of government bond yield spreads may be traced to work of
Edwards (1984) who related country’s fair value spread with the probability that
it will default on its external obligations. Since such probability depends on a
set of macroeconomic fundamentals and external shocks, researchers have been
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trying to explain sovereign spreads by a large number of macroeconomic and
global market variables that influence investors’ assessment of a country’s risk.

Studies that focus on euro area government bond markets, mostly try to
distinguish the role of credit default and the liquidity risks in explaining
movements in spreads. Such an approach is followed by Aßmann and boysen-
Hogrefe (2009) who apply a time-varying coefficient model to assess the
spreads of government bonds on 10 countries of the Euro area in relation to
Germany. The default risk is considered by inclusion of forecasts of the debt to
GDP ratio, the budget balance relative to GDP as well as the current account
relative to GDP. The liquidity aspect is approximated by the outstanding
amount of domestic debt securities of the public sector. Results of analysis
imply the debt to GDP ratio to be the single most powerful explaining variable
while in period between 2003 and 2007 the budget balance and the liquidity
variable were insignificant. on the other hand, with the start of the stress at the
financial market liquidity gained importance and the liquidity proxy and the
budget balance projections got jointly more explaining power than the debt to
GDP ratio. 

While analyzing determinants of government bond yield spreads in the
euro area, barrios et al (2009) focus on developments during the global financial
crisis that started in 2007. Results of their research show that the impact of
domestic factors on bond yield spreads increase significantly during the crisis
due to international investors who started to discriminate more between
countries. They point out that the combination of high risk aversion and large
current account deficits tend to magnify the incidence of deteriorated public
finances on government bond yield spreads. 

baldacci and Kumar (2010) examine the impact of fiscal deficits and public
debt on long-term interest rates in period between 1980 and 2008, taking into
account a wide range of country-specific factors, for a panel of 31 advanced and
emerging market economies. They find that higher deficits and public debt lead
to a significant increase in long-term interest rates, with the precise magnitude
dependent on initial fiscal, institutional and other structural conditions, as well
as spillovers from global financial markets. Taking into account these factors
suggests that large fiscal deficits and public debts are likely to put substantial
upward pressures on sovereign bond yields in many advanced economies over
the medium term.

bellass et al. (2010) examine the short and long-run effects of macroeconomic
and financial market factors on emerging market sovereign bond spreads. Their
results indicate that in the long run, fundamentals are significant determinants
of emerging market sovereign bond spreads, while in the short run, financial
volatility is a more important determinant of spreads than fundamentals
indicators.
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Ferrucci (2003) investigates the empirical determinants of emerging market
sovereign bond spreads in around 40 emerging market countries during the
period 1992-2002, using a ragged-edge panel of JP Morgan EMbI and EMbI
Global secondary market spreads and a set of common macro-prudential
indicators. According to the results of the study country’s fundamentals and
external liquidity conditions are important determinants of market spreads for
the EMEs. Although author concludes that markets do take into account macro
fundamentals when pricing sovereign risk, he emphasizes the important role
of non-fundamental factors i.e. global conditions and market imperfections, in
particular potential spillover effects.

Recently, researchers have started to develop more pronounced interest in
sovereign bond spreads of Central and Eastern European countries. Having in
mind the main aim of this paper, rest of the literature review is focused on such
studies. In that vein, Ebner (2009) examines the spread between 10 year Euro
denominated Central and Eastern European government bonds and their
German counterpart. In order to determine the underlying determinants,
author runs regressions for each country separately. Results point out
international risk, captured in this case by the market volatility, as the single
most important explanatory factor. on the other hand, macroeconomic factors
are often not significant and their explanatory power is very limited for the
period analyzed. The latter finding is explained by the fact that CEE countries
follow a stable economic policy that is predictable and characterized by the aim
to satisfy EU and EMU requirements.

nickel et al. (2009) investigate the impact of fiscal variables on bond yield
spreads relative to US Treasury bonds in the Czech Republic, Hungary, Poland,
Russia and Turkey from May 1998 to December 2007. Authors compare results
from panel regressions with those from country estimates, and conduct
analogous regressions for a control group of Latin American countries. While
the panel estimations point to a strongly significant impact of the fiscal deficit
ratio on bond yield spreads for the group of countries as a whole, the country
regressions show that the importance of fiscal variables varies across countries.
Significant impact of the deficit ratio on the bond yield spread is found only in
case of Hungary and Russia. 

Alexopoulou et al. (2009) asses the role of fundamentals in driving long-
term sovereign bond spreads of the new EU countries. The results of a dynamic
panel error correction model show that levels of external debt, fiscal and current
account balances, exchange and inflation rates, their degree of trade openness
as well as short-term interest rate spreads play an important role in the new
EU countries’ access to long-term finance. Since the group as a whole shows
considerable amount of heterogeneity in the short-run, authors distinguish two
sub-groups of new member countries. bulgaria, Latvia, Hungary and Romania
form the first sub-group which is characterized by increasing spreads. The main
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drivers of spreads of first sub-group include fiscal variables (the interest
payments on government debt ratio), external variables (external debt,
exchange rates, trade openness) as well as the short-term interest rate
differential relative to the euro area three-month EURIboR rate. Spreads of
countries in this group are also negatively related to the common factor (euro
area equity volatility). Spreads of the other sub-group of countries (Czech
Republic, Lithuania, Poland and Slovakia) are mainly driven by the current
account balance, inflation rates and, as in the case of the high spread sub-group,
by short-term interest rate differentials relative to the euro area and euro area
equity volatility. 

Dumicic and Ridzak (2010) test to what extent the recent turbulence
affecting sovereign bond spreads in bulgaria, Croatia, the Czech Republic,
Hungary, Lithuania, Poland, Romania and the Slovak Republic could be
attributed to changes in market sentiment and what was the role played by
domestic fundamentals, and especially external imbalances. Results confirm
that spreads dynamics can mostly be explained by risk appetite,
macroeconomic fundamentals vulnerability and the EU accession process.
However, authors point out increasing significance of external imbalances as
the crisis broke out.

3. DATA AnD METHoDoLoGy 

The data set consists of macroeconomic variable usually employed to
investigate government debt pricing dynamics. The data are collected on
quarterly basis for the sample period 2000:1 – 2010:4 from Croatian national
bank’s and Ministry of Finance databases. As an indicator of bond yield spread
we use the JP Morgan Euro EMbI Global index for Croatia. We divide
explanatory variables according to their possibility to explain country’s fiscal
(government debt to GDP ratio), external (external debt to GDP ratio, current
account balance to GDP, foreign reserves to GDP ratio) and overall economic
conditions (inflation rate). We also take into account global financial market
sentiment that may affect government bond spread. 

With respect to fiscal sustainability, we used general government
consolidated gross debt as a percentage of GDP. Higher public indebtedness
increases the sovereign default probability which is reflected in higher spreads
on government bonds. 

The group of variables characterizing the countries’ external solvency
includes gross external debt to GDP ratio, current account balance to GDP and
foreign reserves to GDP ratio. Higher external indebtedness, both public and
private, increases default risk, putting upward pressure on spreads. Moreover,
current account balance reflects country’s ability to repay external debt and
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potential vulnerability to capital flow reversals. The higher the current account
deficit, the wider are the spreads in order to account the rise in default risk on
public debt. Foreign reserves to GDP is a stock measure of a country’s capacity
to service the external debt and are expected to negatively influence the spread
since higher reserves reflects a stronger ability to service debt or absorb a
negative shock (baldacci et al., 2008).  

As a proxy for overall economic conditions and macroeconomic soundness
we employ the inflation rate. It is expected to influence positively the sovereign
default risk. on the one hand, an increase in the inflation rate might provoke
restrictive monetary policy, raising interest rate, i.e. the cost of capital, resulting
in spread widening. on the other hand, in the emerging economies inflation is
often perceived as a leading indicator of balance of payment crises thus also
increasing risk of sovereign default (Alexopoulou et al., 2009).

Global financial market sentiment is represented by the Chicago board
options Exchange Volatility Index (VIX). VIX index is a measure of the implied
volatility of S&P 500 index options and is often referred to as the fear index
since it represents the market’s expectation of stock market volatility over the
next 30 day period.   

In this study we use a reduced-form vector autoregressive model (VAR) to
estimate the joint influence of the macro variables in the government debt
pricing process. Within the VAR(p) model, current value of a variable depends
on its own lagged values, previous values of all other variables and a serially
uncorrelated error term:
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(1)

or more simply

(2)

where                      , implying that variances of errors are constant but
different in various equations (errors are homoscedastic within equation but
heteroscedastic and correlated across equations). 

Therefore, VAR models offer a very rich structure able to capture more
features of the data. All variables in VAR are endogenous. Given that there are



no contemporaneous terms on the right-hand side of the equation, it is possible
to estimate each equation separately using oLS regression. 

Among main weaknesses of VAR approach in macroeconomic modeling
is its atheoretical nature while the large number of parameters makes the
estimated models difficult to interpret. Moreover, some lagged variables may
have coefficients which change sign across the lags, which together with
interconnectivity of the equation, could render it difficult to see what effect a
given change in a variable would have upon the future values of the variables
in the system (brooks, 2008). In order to partially alleviate this problem, three
sets of statistics are usually constructed for an estimated VAR model: block
significance and causality test, impulse responses and variance decomposition.   

Granger causality test (Granger, 1988) reveals the existence of correlation
between the value of one variable in time t and value of another variable at
time t-1, i.e. examines whether one variable precedes another one, having
informational explanatory power. Granger causality exists if time lagged values
of yt and xt are able to explain yt: 
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(3)

In this equation xt does not Granger cause yt if and only if. 

The test is bi-directional, so Granger causality is at the same time examined
in the reversed direction, i.e. in regression xt for the lagged values of yt i xt:

(4)

In this equation yt does not Granger cause xt if and only if.

(5)

Variables xt and yt are considered to be independent if null hypothesis of
noncausality in Granger sense can not be rejected in both directions. null
hypothesis of noncausality can be tested using Wald or F test. Testing Granger
causality in incorrectly specified model might lead to spurious regression.
Granger causality test as previously described can be conducted only in case
of stationary time series. In case of nonstationary series, integrated of order I(1),



Granger causality test should be reparametrized, i.e. augmented for the error
correction term as follows (Engle and Granger, 1987).

Impulse responses present the responsiveness of the dependent variables
in the VAR to shocks to each of the variables. For each variable from each
equation separately, a unit shock is applied to the error, and the effects upon
the VAR system over time are noted. Provided that the system is stable, the
shock should gradually die away. Variance decompositions show the
proportion of the movements in the dependent variables due to their own
shocks, versus shocks to the other variables. Using the Cholesky decomposition
of the reduced-form residuals derived from the VAR estimation, several paths
of the shocks are generated. 

The appropriate lag lengths are determined by the multivariate
generalization of Akaike’s information criterion (AIC). Within the VAR system,
the significance of all the lags of each of the individual variables is examined
jointly with an F-test. In order to carry out joint significance test on the lags of
the variables, all variables included in the VAR are required to be stationary.
Therefore, we test each series for the presence of unit roots using augmented
Dickey-Fuller procedure (ADF).

4. RESULTS

The results of the empirical analysis are reported in tables 1 and 2. before
proceeding to further analysis unit root tests in levels and first differences for
all employed variables were performed. Results of ADF tests confirm that all
time series exhibit nonstationarity in levels and are stationary in first
differences. The exception was data for external debt to GDP, which were
stationary in second differences.3

The results of Granger causality tests relevant to this paper are summarized
in Table 1. Reported equation presents regression of selected explanatory
variables to Croatian government bond spread. According to the results, all
variables jointly Granger cause Croatian government bond spread at the 1%
level of significance. When observed separately, only government debt to GDP
Granger causes government bond spread at the 1% level of significance. At the
level of significance of 5%, current account balance to GDP and inflation
Granger cause government bond spread, while at the 10% level external debt
to GDP and foreign reserves to GDP Granger cause government bond spread.
Finally, no Granger causality has been found between global market sentiment
represented by VIX index and sovereign spread.
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Source: Author’s calculation.

Cholesky decomposition of the reduced-form shocks is utilized to analyze
the possible impact of shock to one of the variables on the other variables. It is
assumed that the ordering of the equations is as follows: government bond
spread, government debt to GDP, VIX index, current account balance to GDP,
inflation, external debt to GDP and foreign reserves to GDP. However, any
Cholesky decomposition (i.e. any ordering of the variables in the VAR) will
produce the same reduced form covariance matrix, which explains why the
ordering of triangular factorization determined by the ordering of the variables
is not relevant for impulse response results. Figure 1 shows the impulse
responses for government bond spread associated with separate unit shocks to
selected explanatory variables. Impulse responses are examined for six periods
in advance. Innovations to government debt have no impact on spread in first
2 quarters. After 8 months the sign of the change is positive, meaning that
increase in government debt widens the spread. The same effect comes from
the increase of global volatility and current account deficit. Shock in
macroeconomic fundamentals approximated by inflation rate leads to slight
but continuous positive sovereign spread response. Responses of Croatian
government bond spread to increasing external indebtedness and foreign
reserves can be neglected.  
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Table 1. Results of VAR Granger causality test

Dependent variable: DEMbI

Excluded Chi-sq df Prob.

ΔGovDebt 19.11826 4 0.0007

ΔVIX 5.773812 4 0.2167

ΔCA 11.53940 4 0.0211

ΔCPI 11.05736 4 0.0259

ΔExtDebt 8.450079 4 0.0764

ΔForRes 9.247036 4 0.0552

All 72.37255 24 0.0000



Source: Author’s calculation.

In Table 2 results of variance decompositions are presented. one might
observe that shocks to the government debt and current account balance to
GDP and VIX index together account for nearly 60% of the variation in
government bond spread. 

Table 2. Results of variance decomposition 
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Figure 1. Impulse responses and standard error bands 
for innovations in explanatory variables 

Period ΔEMbI ΔGovDebt ΔVIX ΔCA ΔCPI ΔExtDebt ΔForRes

1 100.0000 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000

2 80.02120 0.110354 4.323916 9.907188 4.759835 0.863016 0.014488

3 37.62059 5.243030 15.15359 34.98372 4.337452 1.958120 0.703493

4 37.05942 5.534067 14.64094 35.28405 4.549927 2.216153 0.715447

5 28.27333 28.77263 11.92840 21.68956 7.478982 1.402431 0.454665

6 28.71990 27.61729 11.66969 21.42373 7.674064 2.443805 0.451520

Source: Author’s calculation.



5. ConCLUSIon

bond yields spreads increased significantly during the recent financial
crisis. This paper assesses the main underlying factors of Croatian government
bond spread variations, analyzing the impact of local macroeconomic
conditions and the global market environment. We found that shocks to the
fiscal and current account balance are the main drivers of the variation in
Croatian government bond spread. Moreover, the impact of global market
volatility should not be undermined. Interestingly, external debt to GDP ratio
did not show as important driver of government bond spread. The presented
results have valuable policy implications. Since the large current account
deficits, aggravated by high risk aversion on global financial markets, tend to
amplify the influence of deteriorated fiscal positions on sovereign spreads,
policy makers should insist on prudence in fiscal management. Postponing the
battle with fiscal weaknesses might lead to further increase of risk premium
and eventually even to losing access to market financing. 

REFEREnCES

Alexopoulou, I., bunda, I., Ferrando, A. (2009) Determinants of government bond
spreads in new EU countries, ECb Working Paper Series, no. 1101, october

Aßmann, C., boysen-Hogrefe, J. (2009) Determinants of government bond spreads in
the euro area in good times as in bad, Kiel Institute for the World Economy, WP 1548.

baldacci, E., Gupta, S., Mati, A. (2008) Is it (Still) Mostly Fiscal? Determinants of
Sovereign Spreads in Emerging Markets, IMF Working Paper, WP/08/258.

baldacci, E., Kumar, M.S. (2010) Fiscal Deficits, Public Debt, and Sovereign bond yields,
IMF Working Paper, WP/10/184, August 2010.

barrios, S., Iversen, P., Lewandowska, M.,  Setzer, R. (2009) Determinants of intra-euro
area Government bond spreads during the financial crisis, European Economy, Economic
Papers, br. 388, brussels, november 2009.

bellas, D., Papaioannou, M.G., Petrova, I. (2010) Determinants of Emerging Market
Sovereign bond Spread: Fundamentals vs Financial Stress, IMF Working Paper,
WP/10/281. 

brooks, C. (2008) Introductory Econometric for Finance. new york: Cambridge
University Press

Dumičić, M. i Ridzak, T. (2010) Determinants of Sovereign Risk Premiums for European
Emerging Markets (From Saints to Sinners), unpublished

Ebner, A. (2009) An empirical analysis on the determinants of CEE government bond
spreads, Emerging Markets review, 10, pp. 97–121.

Fiscal, external and global determinants of Croatian government bond spreads 331



Edwards, S. (1984) LDC foreign borrowing and default risk: an empirical investigation,
1976–1980, american Economic review, 74 (4), pp. 726–734.

Engle, R.F., Granger, C.W.J. (1987) Cointegration and Error-Correction: Representation,
Estimation, and Testing, Econometrica, 55 (2), pp. 251-276.

Ferrucci, G. (2003) Empirical determinants of emerging market economies’ sovereign
bond spreads, bank of England Working Paper no. 205.

Granger, C. W. J., (1988) Some recent developments in a concept of causality, Journal of
Econometrics, 39, pp. 199-211.

nickel, C., Rother, P.C. and Rulke, J.C. (2009) Fiscal variables and bond spreads
evidence from eastern European countries and Turkey, ECb Working Paper Series, no.
1093, September.

332 Tajana bARbIć and Iva ČonDIć JURKIć



UDC 338.45:005.591.6(497)

Ljiljana Kontić, Ph.D.1

INNOVATION ACTIVITIES IN THE WESTERN
BALKANS: A COmpARATIVE ANALySIS 

Of RELEVANT STudIES

ABStrACt
the main objective of this study is to analyze results of different researches
which focus on innovation activities and capacities in the Western Balkan
countries. According to my knowledge, the following national surveys
have been conducted in Western Balkans: the World Bank Enterprise
Survey, European Innovation Scoreboard and Innovation Infrastructures
in the Western Balkan countries. Although these studies used different
methodology and innovation indicators the overall result is the same:
Innovation activities of firms in Serbia are weak. In order to further
investigate innovation activities in Serbian industry the empirical study
has been conducted in the most successful firms. the results revealed that
industry sector as well as size of firm determinate intensity of innovation.
the results indicate that dominant obstacles were lack of shared
knowledge and lack of finance in selected firms. there is a need for
proactive innovation policy in Serbia and other Western Balkan countries.
Keywords: innovation, knowledge, human capital, Western Balkans,
industry.
JEL Classification: O31, r11.

INtrODUCtION

One of three main areas in the Lisbon Strategy is knowledge and innovation
for growth. the need for organizations to innovate and to gain the benefits of
innovation comes from increasing competition and customer demands.
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Innovations involve new working methods, new ideas, new products, new
processes, new form of organization, and new management. the most common
criterion in any definition of innovation is newness (Kontic, 2008).

the vast majority of innovation studies has been conducted in developed
countries especially after launching first Community Innovation Survey (CIS)
in the European Union. Later studies included Western Balkan countries. the
long-term growth of Western Balkan economies will to a great extent depend
on innovation capacities. this suggests two key questions: First, what measure
could be adopted in order to assess innovation capacities in different Western
Balkan countries? Second, which factors determinate innovation activities in
Western Balkan firms?

the main aim of this study is to analyze results of different researches which
focus on innovation activities and capacities in the Western Balkan countries.
the object of analysis are three national studies (the World Bank Enterprise
Survey, European Innovation Scoreboard and Innovation Infrastructures in the
Western Balkan countries). In order to get insight into the Serbian industry
empirical study has been conducted in 76 Serbian firms. Based on the CIS
methodology, the author modified questionnaire and proposed that size and
industry sector primarily determines innovation activities in Serbian industry.

the paper structured as follows. First, the main categories about innovation
process is presented. the paper then exposed the results of the national studies
followed by the results of author study. Finally, the contributions and some
possible directions for further research are presented.

1. tHEOrEtICAL BACKGrOUND

the systems of innovation (SI) approach are widely used in academic
contexts and also as a framework for innovation policy-making. Organizations
and institutions are the main components of SI.

the concept of innovation is used to describe the learning process through
which the firm generates a flow of new technological knowledge, competencies
and capabilities based on inputs that are also knowledge-intensive. this
dynamic process has the following characteristics:

(1) the innovation process has essentially continuous nature.
(2) the innovation process is path dependent. 
(3) the innovation process is partially irreversible and this strong resistance

to the abandonment of a technological trajectory. 
(4) the innovation process is affected by different types of uncertainty such

as technological, environmental etc.
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the term innovation management encapsulates the management of the
whole process of innovation from the idea generation stage through product
or process development/adaptation to the market. this involves both strategic
and operational issues.

Organizations and the dominant coalition must be supportive of innovation
as a way of life, by their example, their words, and their actions. In addition,
they must keep close to its customers, so that it can work out what they want
in the future, before customers know themselves. 

there must be an internal procedure for keeping all innovation projects
under continuous reconsideration, so that the work is done simultaneously on
all fronts, but remains cohesive and compatible.

regarding organizational culture, innovative culture usually involves
considerable freedom of action, substantial resources for educating all ranks in
the firm about new technologies, and the use of small teams of employees who
possess many skills between them. to sustain an innovative culture, it is
important that employees who innovate successfully should be seen to have
been rewarded by the other employees.

the approach of innovation value chain exposes the mechanisms through
which these factors influence innovation performance, providing a potential
structure for the evaluation of future policy initiatives. through the innovation
value chain, managers are able to identify the drivers of innovation behaviour itself,
emphasizing the role of r&D as both a direct and indirect influence on innovation
success, but also the role of other important sources of knowledge for innovation.
Key here is the role of in-house r&D, which has both direct benefits and helps to
maximize the innovation benefits of other forms of knowledge sourcing.

Strategic leadership and innovation strategy is crucial for achieving and
maintaining strategic competitiveness in the 21st century.

When the innovation concept has been specified, a crucial issue becomes
to identify all the important factors influencing the development, diffusion and
use of these innovations. the results of one research revealed that variables at
national level, sectoral determinants and micro determinants determinate
development of systems of innovation in Central and Eastern Europe
(radosevic, 2000). Various national surveys have been conducted in Western
Balkans countries regarding innovation and technology.

2. rESULtS OF NAtIONAL SUrVEYS

this section explains methods and main results of three national surveys:
the World Bank Enterprise Survey, Innovation Infrastructures in the Western
Balkan countries and European Innovation Scoreboard.
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2.1. The World Bank Enterprise Survey

the Enterprise Surveys contain information about the business environment
in analyzing countries and productivity of selected industry firms. the qualitative
and quantitative data collected through face to face interviews with firm
managers and owners. In this paper, the Country Profiles of Western Balkans
have been used (the World Bank Enterprise Survey, 2009a, 2009b, 2009c, 2009d,
2007a, 2007b). the information about each country have been divided into the
following sections: infrastructure, trade, finance, regulations, taxes and business
licensing, corruption, crime and informality, finance, innovation and labour force. 

Innovation and labour force indicators focus of comparative analysis.
Aforementioned indicators are classified into three sets of ratios (see table 1).
the first two indicators measure quality of product (firm investing in
Internationally recognized Quality Certification) and transparency of financial
statements. the second set of indicators provides information about the use of
information and communication technology in business transactions, especially
posses of own web site and email communications with business partners. the
third set of indicators includes three ratios: percentage of temporary workers,
percentage of permanent workers and the percentage of female workers.

It is evident from table 1. that majority of indicators are similar in most
Western Balkan countries. Available information is divided in two time series
– 2007 Croatia and Albania, and 2009 – Serbia, Bosnia and Herzegovina,
Macedonia FYr (Former Yougoslav republic) and Montenegro. In 2009, firms
from Montenegro had lower results than the other three countries expect in
engagement of female workers. According to innovation indicators in 2007,
Croatian firms had higher performance than firms from Albania. 

Due to sampling method used in the World Bank Enterprise Survey i.e.
random sample of firms as well as limited usefulness of ratio analysis, this
comparative analysis has rudimentary character. 

2.2. Innovation infrastructures in the Western Balkan Countries

In this section the main results of the report produced by Information Office
of the Steering Platform on research for the Western Balkan Countries (2008)
will be presented. the main object of the report was to assess innovation
infrastructure by examination of selected topics such as key Government
players and key innovation infrastructures. Overview of the key Government
actors illustrated in table 2.

As we can see from table 2 in most of the Western Balkan countries two
relevant ministries have played a key role in supporting innovation activities.
Government legislation is different which produces various levels of
infrastructure development in Western Balkan countries. 
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Current level of innovation infrastructure has been assessed by the number of
clusters, technology/innovation centers, technology and science parks, business-
start-up centers/ technology incubators, and others, related organizations.

At the beginning of 2008 there were 16 clusters operating in the different
industry sectors in Serbia. At the same time there were four technology and
science and innovation centers (e.g. technology transfer Center at the University
of Novi Sad, Innovation Center of Mechanical Faculty Belgrade and Novi Sad
Innovation Center). together with four scientific and technology centers as well
as 13 business incubators make a solid innovation infrastructure in Serbia.

Concerning the development of sophisticated business support systems in
Montenegro the result is that there is no clusters, technology parks, and science
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Indicator
Serbia
(2009)

Bosnia and
Herzegovina

(2009)

fyR of
macedonia

(2009)

montenegro
(2009)

Croatia
(2007)

Albania
(2007)

% of Firms With
Internationally
recognized Quality
Certification

21.8 30.1 21.5 13.0 16.5 24.6

% of Firms with
Annual Financial
Statement reviewed
by External Auditor

53.9 49.8 61.9 47.5 38.2 26.3

% of Firms Using
their Own Website 64.6 55.9 39.5 29.7 55.0 37.2

% of Firms 
Using Email 
to Communicate 
with Clients/
Suppliers

89.4 80.7 76.8 62.1 90.5 61.8

Average Number 
of temporary
Workers

5.6 3.9 4.4 4.2 4.1 2.0

Average Number 
of Permanent, 
Full time Workers

50.2 49.0 34.2 19.1 40.8 N/A

% of Full time
Female Workers 33.9 32.4 32.5 51.3 35.7 37.5

table 1. Innovation and Workforce in Western Balkans

Source: the World Bank Enterprise Survey, 2009a, 2009b, 2009c, 2009d, 2007a,
2007b http://www.enterprisesurveys.org



or business parks at observing period. In Albania only several clusters operated
without other scientific and technological centers. 

In Bosnia and Herzegovina as well as FYr of Macedonia there are no science
and technology parks, but other key elements of innovation infrastructure
existed. In FYr of Macedonia five clusters operate, 6 innovation centers, and ten
business incubators. In Bosnia and Herzegovina three clusters, 2 innovation
centers, together with 13 business incubators operate at the same period.

Croatia had solid innovation infrastructure consisted of ten clusters, 5
innovation centers, 3 technology parks, and ten business incubators.

regarding overall key innovation infrastructure characteristics we can
distinguish three groups of countries- Serbia and Croatia have strong position
compared to other Western Balkans, followed by Bosnia and Herzegovina and
FYr of Macedonia. Montenegro and Albania had no business support systems
in the 2008.

the results of one research into national innovation systems have revealed
that the difference in innovative capacities between countries are correlated to
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table 2. Government support of innovation activities in Western Balkans

Serbia montenegro
fyR of

macedonia
Bosnia and

Herzegovina
Croatia Albania

Ministry 
of Economy

and regional
Development

Ministry 
of Economy

Development

Ministry 
of Economy

Ministry of
Foreign trade and

Economic
relations

Ministry 
of Economy,
Labour and

Entrepreneurship

Ministry of
Economy,
trade and

Energy

Ministry 
of Science

Ministry 
of Education
and Science

Ministry 
of Education
and Science

Federal Ministry
for the

Development of
Entrepreneurship

and
Craftsmanship

Ministry 
of Science,
Education 
and Sports

Ministry 
of Labour
and Social

Affairs

rS (republic of
Srpska) Ministry

of Economy,
Energy and

Development
Ministry 

of Education 
and Science    

Department of
Economy of the
Government of
Brčko District    

Source: Information Office of the Steering Platform on research for the Western Balkan
Countries (2008).



the development of institutional networks (Barlett and Uvalic, 2008, s. 12). A
comparative analysis has shown that there are many problems in Western
Balkan countries. Croatia is making substantial progress in the innovation
policy in order to adopt high skill and high technology path to development.
Other Western Balkan countries need to follow this example.

results of one research suggested “Moving on from enterprise policy to
innovation policy will help to advance both economic and political agendas for
the Western Balkan countries and also mark another phase in the transition
from state socialism towards the free market” (roper 2010, s. 16).

2.3. European Innovation Scoreboard

the two main instruments to obtain data about innovation activities in
European firms are the CIS and the European Innovation Scoreboard (EIS). Both
are interlinked: the EIS mostly uses the data collected by Eurostat in the CIS.

Since 2001, EIS has been published annually to assess national innovation
activities in EU member states. Methodology consisted of seven dimensions
grouped into three main blocks namely, enablers, firm activities and outputs
(European Innovation Scoreboard EIS, 2009, s. 7). 

the main drivers of innovation – enablers were: human resources and
finance and support. Indicators in the domain of human resources were
followed five: S&E and SSH graduates per 1000 populations aged 20-29 (first
stage of tertiary education), S&E and SSH doctorate graduates per 1000
populations aged 25-34 (second stage of tertiary education), a population with
tertiary education per 100 populations aged 25-64, participation in lifelong
learning per 100 populations aged 25-64, youth education attainment level.
Indicators of finance and support were: Public r&D expenditures (% of GDP),
venture capital (% of GDP), private credit (relative to GDP) and broadband
access by firms (% of firms).

Firm activities have been consisted of firm investment (3 indicators), linkages
and entrepreneurship (4 indicators), throughputs (4 indicators).

outputs were innovators (3 indicators) and economic effects (6 indicators).
According to the report, Serbia is in the group of Catching-up countries,

with innovation performance well below the EU27 average (EIS, 2009).
relative strengths, compared to the country’s average performance, were in
economic effects and relative weaknesses were in linkages and
entrepreneurship, throughputs and innovators. Other Western Balkan country
embodied in the report is Croatia. Innovation activities in Croatian firms have
been well below the EU27 average with relative strengths in innovators and
economic effects. relative weaknesses were in firm investments and
throughputs.
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Source: iUS 2010.
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table 3. National innovation performances

Indicator (indicator values relative to the EU27 (EU27=100)) Serbia Croatia
fyR 

macedonia

1.1. HUMAN rESOUrCES

1.1.1 New doctorate graduates 36 57 21

1.1.2 Population aged 30-34 completed tertiary education 59 63 44

1.1.3 Youth aged 20-24 upper secondary level education 108 121 104

1.2. OPEN, EXCELLENt, AttrACtIVE rESEArCH SYStEMS

1.2.1 International scientific co-publications N/A N/A N/A

1.2.2 top 10% most cited scientific publications worldwide N/A 31 N/A

1.2.3 Non-EU doctorate students 44 13 17

1.3. FINANCE AND SUPPOrt

1.3.1 Public r&D expenditures 51 67 19

1.3.2 Venture capital N/A N/A N/A

2.1. FIrM INVEStMENtS

2.1.1 Business r&D expenditures 8 27 3

2.1.2 Non-r&D innovation expenditures 113 122 127

2.2. LINKAGES & ENtrEPrENEUrSHIP

2.2.1 SMEs (small and medium enterprises) innovates in-house 92 84 37

2.2.2 Innovative SMEs is collaborating with others 31 106 86

2.2.3 Public-private scientific co-publications 12 49 N/A

2.3. INtELLECtUAL ASSEtS

2.3.1 PCt patent applications N/A 22 3

2.3.2 PCt patent applications in societal challenges N/A 5 N/A

2.3.3 Community trade marks 9 10 1

2.3.4 Community designs 0 5 1

3.1. INNOVAtOrS

3.1.1 SMEs introduces a product or process innovations 54 92 115

3.1.2 SMEs introduces a marketing or organizational innovations 46 83 79

3.2. ECONOMIC EFFECtS

3.2.1 Employment in Knowledge-Intensive Activities N/A 72 N/A

3.2.2 Medium and High-tech manufacturing exports 58 88 64

3.2.3 Knowledge-Intensive Services exports 69 32 58

3.2.4 Sales of new to market and new to firm innovations 75 109 75

3.2.5 License and patent revenues from abroad 46 29 29



From the EIS 2009 onwards the methodology has been revised and 25
indicators measure national research and innovation systems in the Innovation
Union Scoreboard (IUS) 2010. this research has been conducted in three
Western Balkan countries (Serbia, Croatia, FYr Macedonia). the results
presented in table 3.

Serbia remains in the modest innovators group with performances below
of EU27 average. Although higher growth compared to 2009 is observed for
observed for public-private co-publications, community trademarks and license
and patent revenues from abroad, a severe decline is evidenced in business
r&D expenditure, community designs and sales of new products. relative
weaknesses remain the same with growth in human resource performances,
development of open, excellent and attractive research systems as well as
outputs.

Croatia belongs to the moderate innovators with relative strengths in
human resources, innovators and outputs. relative weaknesses were in open,
excellent and attractive research systems and intellectual assets.

the Former Yugoslav republic of Macedonia is one of the modest
innovators with a below EU27 average performance. relative strengths were
in innovators, but relative weaknesses embodied open, excellent and attractive
research systems, finance and support and intellectual assets.

Serbia and FYr Macedonia belong to the same group of modest innovators.
Innovation performance of Serbia is higher than Macedonian, except in
innovators category. It is worth to mention that both countries have to
significantly improve their innovation performance as well as national
innovation systems. Croatia position is better than Serbia and FYr of
Macedonia, but they need to improve the research system and intellectual assets
as well. 

3. INSIGHt tO SErBIAN INDUStrY

the main aim of my research conducted in 2008 was to identify patterns of
innovative activities in most successful industrial firms in Serbia. the research
sample consisted of 76 firms selected based on high financial performances in
the Serbian economy (operation revenues, capital, and profits), number of
employees and industry sector. 

According to the number of employees, research sample was consisted of
34 small firms (less than 50 employees), 22 large firms (more than 250
employees), and 20 mediums-sized firms (50-250 employees). 

Sample procedure embodied firms from following industry sectors:
manufacture of food products and beverages, manufacture of chemicals and
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chemical products, manufacture of electrical machinery and apparatus,
manufacture of metal products, manufacture of wearing apparel, manufacture
of rubber and plastic products, manufacture of furniture, manufacture of office
machinery and computers, non-metal mineral products, manufacture of
medical, precision and optical instruments, manufacture of tobacco products,
electricity, gas and mining and quarrying.

Prior to the survey, in order to provide more complete information for the
study, the prototype of the questionnaire was developed based on Oslo Manual
(2005). through simple data analyses, feedback and discussions with the seven
r&D managers the final version of the questionnaire was developed.
respondents were top managers and r&D managers in selected firms. First,
we personally contacted respondents then we send the questionnaires by email.

the summary of findings is presented in following four sections: influence
of firm size, industry variety, collaboration partners, and innovation barriers.

3.1. Influence of  size

regardless the size, 47.37% of firms introduced innovations in a two year
period. Firm size is a very important factor in explaining innovative activities,
where especially larger firms have the highest likelihood of innovating (75% of
selected large firms). 

With regard to innovation, 50 firms (corresponding to 65.79% of all 76 firms)
own a r&D unit. In this research we did not specify activities in r&D unit, but
data that 34.21% of observed firms have not organizational preconditions for
r&D limited strategic choice.

In the post – crisis period we can expect a dual reaction in observed firms.
regardless the fact that we analyzed the most successful firms, they have
significant financial resources to invest in product and process innovations and
some of them will use them straight in order to generate revenues. Some of the
firms will reduce r&D expenditures. 

3.2. Industry variety

the results of this study confirm industry variation in the pattern of
innovation activities. All firms in electricity, gas sector have been implemented
innovation. It is important to highlight that we analyzed only two large firms
in electricity, gas sector. Intensive innovation activities were evidence in a sector
of manufacture of chemicals and chemical products (90.00% of observed firms)
as well as manufacture of rubber and plastic products (83.83% of observed
firms). None innovation has been implemented in mining and quarrying or
manufacture of furniture. the lower level of innovation activity was observed
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in the manufacture of food products and beverages sector (29.41%) and in sector
of manufacture of wearing apparel (16.67%).

Most of observed firms in the typical high-tech industries, especially
chemicals and electrics, have intensive innovation activities compare to
traditionally low-tech sectors, like wearing apparel and manufacture of
furniture. this result is in line with most other studies, which found strong
industry effects on innovation strategy (Cassiman and Veugelers, 2004;
Andrijasevic Matovac, 2005).

3.3. Collaboration partners

the results revealed that industrial firms in Serbia introducing innovations
cooperate more often with customers, suppliers and competitors (see figure 1).
Less common ways are cooperation with scientific research institutes as well as
universities. this is contrary to relevant literature and empirical researches in
EU countries (Swann, 2009). Networks with relevant partners are presented in
figure 1.

this opposite result is not surprising for an author, because one study about
intellectual capital in large and medium industrial enterprises in Serbia showed
similar results (Kontic and Cabrilo, 2009). In the observed enterprises lack of
collaboration with universities and research institutes, partly results in
insufficient product and process innovation.
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3.4. Innovation barriers

In the third section of the questionnaire, respondents were asked to rank
following internal innovation barriers such as: lack of finance, lack of human
capital, lack of information, and lack of sharing knowledge.

the results indicate that dominant obstacles were lack of shared knowledge
and lack of finance. 

the vast majority of respondents thought that employees were not willing
to share or were afraid to expose their ideas, which indicates a lack of trust in
the organizational culture and prevents development of employee competence.
this obstacle is closely related to lack of human capital. top managers should
conduct activities aimed to transfer key competences through sharing
knowledge (mentor work) or codification of key competences (notification,
knowledge bases etc.). 

Lack of finance embodies relative low financial assets in small and medium-
sized firms comparing to large firms and available sources of financing
innovation activities. the result shows that small and medium-sized firms
mostly used loans approved by commercial banks. Only few of them used loans
approved by Government funds, which has lower interest rate and a grace
period. this relates to lack of information about financing innovation. 

Besides human capital and innovation-prone macroeconomic environment,
innovation requires adequate finance (Bickenbach et al, 2009, s. 145). It is
necessary that in post-crisis period managers obtain financial resources for
innovation activities.

Conclusions

the concept of innovation is used to describe the learning process through
which the firm generates a flow of new technological knowledge, competencies
and capabilities based on inputs that are also knowledge-intensive.

the long-term growth of Western Balkan economies will to a great extent
depend on innovation capacities. Various national surveys have been
conducted in Western Balkans countries regarding innovation and technology.

Based on the results of these national studies, it is evident growing
recognition of the importance of innovation by the relevant ministries in
Western Balkan countries. Innovation barriers are limited access to finance and
relative small capital market, unfinished privatization process, and
environment uncertainty. Foreign direct investment is seen as the main driver
of technological and organizational change in firms. 
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the accession to the EU will lead to intense learning about how to enhance
innovation capacities. In order to do this, Governments in Western Balkan
countries will face to following key challenges:

1. Promotion innovation culture,
2. Place innovation at the core of legal and regulatory reforms,
3. Increase the number of small and medium innovative firms,
4. Strengthen diffusion of knowledge in the economy,
5. Establish proactive innovation policy.

Although these studies used different methodology and innovation
indicators the overall result is the same: Innovation activities of firms in Serbia
are weak. Highlights from empirical study in Serbian industry:

• Key influencing factors of innovation activities in selected firms in Serbia
were: size and industry sector.

• Main partners were customers, suppliers and competitors.
• Main obstacles were lacking of shared knowledge and the lack of finance.
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of human capital are compared with those of the “ovend“ capital while
the aspects of market behaviour of individuals, households and firms
concering the acquiring of productive skills are discussed. the process
acquiring productive skills has all the characteristics of investments
including the problems of financing, measurement of inputs and
outputs, and of rational choice among available possibilities. the role
of human capital in economic development is explained and the
influence of disposable human capital on international trade and
movements of productive factors considered.
Key words: human resources, economic growth, economic
development, integration processes, international trade.
JEL Classification: F15, J24, O15.

1. APPROACH tO tHE PROBLEm

Under the present conditions, the impact of human resources on
economic growth and development is becoming crucially important.
therefore, the objective of this paper is to consider the use of the human
capital concept in economy in general and then its impact on economic
growth and development of Serbia. Besides, the article regards this concept
that is being used in labour economics and economic growth theories,
comparing the characteristics of human capital with the ones of the “owned”
capital. By all this, it is necessary to show the aspects of market behaviour of
individuals, households and companies in acquiring of productive and
service skills in everyday work. Acquiring of all these skills by individuals
has all the characteristics of investment. Further, this has to do with financing,
costs (expenditure) measurement and performances, or actually with the
rational choice between the available possibilities. therefore, it is necessary
to consider the role of investments on human capital, which, reversibly,
influence growth and development of some countries, including Serbia, in
specific. then, it is pointed to the influence of available human capital on
international economic relations, or actually on international trade and trends
of production factors on the increasingly globalised and turbulent market.

According to the traditional economic theory, capital is the main driving
force of economic development. By all this, one should keep in mind that it
is defined in different ways. In the simplest terms, it can be defined as an
accumulated physical and financial property that is used in goods production
and in provision of services and information. Human capital is one of the
factors of economic growth and development. this implies the investment
in education and health of people for the purpose of increasing their
production abilities. It also includes the investment in technology as a
codified (recorded) human knowledge on production. All these production
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factors increase the overall production effects, but it necessary to invest in
them as is the similar case with physical means of production.

Certainly, the purpose of this paper is not to systematically present the
past knowledge of human capital based on the available economic literature.
However, in one of its parts the author will analyse, among other things,
some dilemmas and the “unfinished business“ in incorporating this concept
in theories of labour economics and theories of growth and development
economics, but also in educational and development policies of a
contemporary state Serbia should be, too. then, it is necessary to compare
the characteristics of human capital with those of the “owned“ capital.4

Under the contemporary conditions, the theory and practice are increasingly
dealing with microeconomics of human capital or the market behaviour of
individuals, households and companies, which are all acquiring production
skills. “Incorporation“ of knowledges and skills in a man in order to increase
his production capabilities has the characteristics of investments that include
the problems of financing, production performance and generally a rational
choice between the available opportunities. It is important to see the role of
investment in human capital for growth and development of an economy as
the Serbian is, which is still being treated as a developing one.5 Besides, it is
necessary to perceive the influence of the available human capital on
international economic relations, international trade and production factors
trends. then, one should emphasise the great significance of
entrepreneurship, which connects human and physical capital with the
contemporary technology. taking into consideration their performances the
external and internal entrepreneurships can be treated as a special part of
human capital. By all this, the natural capabilities and experience are their
main part that can be increased by education.

2. COnCEPt OF HUmAn CAPItAL In ECOnOmIC SCIEnCE 
AnD PRACtICE

the concept of human capital is not yet comprehensively accepted as a
in the economic science and economic practice in particular. the term
“capital“ is reluctantly used since it obviously involves some ownership

4 the differences result from the institutional assumption that the owner can use and sell that
property within the legal frameworks, what is not the case with human capital. 

5 Serbia is a specific country by the characteristic of its economic crisis which had the following
three stages: the stage of megainflation that was caused by the geopolitical shock, the stage
of transition stagflation and the stage of transition shock. transition stagflation and transition
shock obviously show that it is necessary to establish a new sector for the sake of prosperity
and survival of economy. 
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relations, what also includes the man as a thinking individual.6 However,
one should keep in mind that human capital is by many elements different
from the “owned“ one. It includes means of production and can by
transferred by market transactions. As the argument against the use of the
term “human capital“ in economic science it is said that this expression is
not used in everyday economic language.7 Instead of human capital the term
“man value“ was used for a long time. It also denoted some taxation systems
as well as compensations for the reduced work capability or death of an
individual. today, this term is accepted and regularly used, but more in
economic literature than in economic practice. 

the main form for formation of human capital is education, but it is also
a subject of other scientific disciplines, this particularly including pedagogy,
psychology and sociology. In terms of the human capital concept, economic
aspects include investment in production performances that are mostly
measured in monetary units and they result from the market human
behaviour. However, this obviously includes only one of all possible
approaches in the educational process in the human society. Certainly, not
only that education increases production performances but it offers the man
the opportunities to develop himself and achieve greater social satisfaction.
Implicitly saying the man’s production skills produce results only if he
willingly co-operates in their use.

In economic practice pointing to the motivation aspects of formation and
use of human capital, however, seems to be the most important. By all this,
one should keep in mind that the study itself or actually the permanent
education requires efforts that will be made only if there are specific
motivation reasons. this also applies to the already created human capital
in economic and numerous non-economic activities that exert a great impact
on the economy operation, its growth and development.8 Economic
development includes not only the growth of national production scope, but
also all necessary systemic changes in economy as well as structural ones. 

On the other hand, the institutional factors that influence the market
behaviour of both companies and employees are the labour legislation and
trade unions, state-funded education, and then the integral pension and health
care systems. All these factors exert an impact on the net earnings,

6 Actually, it reminds many people of slavery and other forms of dependence where a man
and his commitments can be bought and sold, what is unaccetable to the contemporary,
civilised world.

7 Alfred marshll, 1956, Principles of Economics, macmillan, London.
8 the concept of economic growth is narrower than economic development, since economic

growth is basically a component of development.



employment, on the relationship between savings and consumption, what
actually implies the size of investments to human capital. In various countries,
the intensity of acting of institutional factors is different, and therefore its
influence of the behaviour of participants on the market is different.

3. IntERDEPEnDEnCE OF HUmAn AnD OwnED CAPItAL

the establishment of a size of investment in human capital causes the
same dilemmas that appear in establishing the owned capital. By all this,
there is a principal question whether investments expenses should be taken
or it should be the discounted sum of value that will made by use of capital.
Actually, the capital that does not yield profit is not a value regardless of how
big investments have been made in its formation. Anyway, investment in
human capital is more difficult to estimate by expenses (invested funds) in
any form.9 therefore, in establishing the size of investments in human capital
it more acceptable to take the present value of performances than it is the
case with physical capital.

On the other hand, under the present conditions economic development
includes the following:

a) growth of material production and national income together with
structural changes and changes in the operation of the specific economy
with general upward development trend;

b) a unity of developments and development, or actually the most general
form of developments and development of economy;

c) any developments of economy implies numerous changes that are
equally qualitative and quantitative;

d) the caused changes are made under the impact of scientific and technical
progress and changes of the social and economic surroundings.
In choosing the occupation and education “net“ aspect of earnings plays

a significant role. Sometimes it becomes prominent especially with those who
do not ask too much efforts or offer better work conditions, while the
studying efforts will be most often neglected. the analysis of the production
function of formation and after that use of human capital is rather complex
for many reasons. It is because education results in creation of both consumer
and production capital. the former is used to expand the choice of
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9 this includes tuition fees, supplies and books expenses, living costs during the period of training.
this should be added the lost earnings that older students or course attendendants could have
made if they had got employed earlier. these expenses are covered by various subjects, but
there are no accounting or statistical records about them as is the case with physical capital. 
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consumption during one’s lifetime. Although the effects of investment into
human capital can be counted too, it is assumed that it has a full sense with
the production human capital. However, if the size of human capital is
counted by taking expenses (and not discounted future performances) there
is problem to precisely separate the consumer and production human capital.

In production use of human capital implementing factors are significant
and these are especially the available physical capital and technology. All
three factors are interrelated: new means of production that are more
expensive involve modern technology, requiring a certain level of knowledge
and skills of employees. many experts assess that the decisions on
investments in human capital that are made by individuals or their families
are more difficult than it is the case with the investments in physical means
of production. thus, the choice of occupation is an investment for a long term
where the demand for some work profile can be changed due to an abrupt
technological progress. However, in time and based on the costs principle
the calculated value of human capital is growing to the utmost point after
which the amortisation is bigger than new investments.10 In developed
economies, differences in market behaviour of people will depend on their
net property and human capital value in terms of a total of discounted
earnings to the end of one’s work lifetime. By all this, it should be kept in
mind that along with savings almost most usually one’s ownership property
is growing as one is getting older, while human capital is diminishing. One
should not neglect the fact that in developed economies new jobs are created
almost only in human capital intensive branches.

4. mICROECOnOmIC ASPECtS OF InVEStmEnt 
In HUmAn CAPItAL

In the microeconomic approach to economic developments, it is assumed
that participants in the market act rationally in accordance with the target
function. By all this, they are facing the limitations in the form of prices they
cannot influence upon as well as some production capacities in the form of
a production function, this also including institutional conditions. the main
participants in the market that are related to human capital are actually
individuals, households and companies. On the other hand, the state also
participates in funding and investment in human capital, but in
microeconomics it is not considered a participant in the market because it
applies the economic criteria to a limited extent.

10 In youg age people study and work more than in old one, or actually the more a man
becomes older the bigger is the subjective „value of leisure“.



It is assumed that the clear function of a company is to make a net gain or
profit. the differences in time when the net profit is made are expressed by a
market interest rate that is imposed to a specific company, as well as other
resource prices. then it is assumed that the capital market operates perfectly,
this meaning that loans will always be approved, which will be repaid from
some future incomes. However, as for individuals the targets of economic
acting are becoming more complex.11 Economic literature almost usually
neglects the fact that beside preferences regarding higher pays and
consumption people have also preferences with a kind of jobs they do.
Sociology is more open to this problem – it attempts to perceive and resolve
the problems with the hierarchy of professions, what actually means to evaluate
some better than others. Different professions necessarily make different
physical and mental efforts, submitting themselves to unpleasant work
conditions. therefore, measuring by the unit of time money pay is not the only
criterion for successfulness of work performed by the chosen profession. 

It can be assumed that a part of the available production time of people
is the one where production human capital is created and where it is used.
the quantity of human capital that is created by the unit of time depends
on the ability of an individual, but also on the phase of the living cycle in
which this capital is invested.12 Good results that are achieved in the
previous phase of investment in human capital increase the effects of
investment in the next phases of the life cycle. By all this, it is implied that
the adjustment of wishes and ambitions in choosing a specific sort of human
capital is very significant, and it is not only the quantity or duration of
education. thus, it is the choice of professions that requires certain affinities,
but also the abilities in the educational process and in using the acquired
knowledge in the work process. 

In Serbia, one can have an additional insight into the formation and use
of human capital by taking a survey of acquiring practical skills by studying
during the work lifetime. thus, the quantity of formed capital is measured
by time spent at work, or by years of work experience. However, taking into
consideration the division of the acquired working skills to general that can
be used anywhere and special ones, which can be used only in a particular
company there are differences between the interests of workers and interests
of companies. the former tend to acquire as much as possible general skills
while companies will tend to offer only those special skills. However, it is
not always possible to apply in practice. Since they know the effects of work
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11 It is assumed with good reason that it the pay per unit of time – the bigger it is the higher
level of consumption is. 

12 there is a strictly defined sequence of phases where some kinds of human capital can be
created – from the pre-schol training to completion of university studies. 



354 Pero PEtROVIĆ, Dobrica VESIĆ and Jelena PEtROVIĆ

of some of their employees in their policy of work education companies will
pay them better when they think, from the aspect of their interests, that the
educational process is completed. In this way, they can partly reduce the
damage that occurs if their employee finds a job in some other company after
he has acquired his general skill in the previous one. However, it is yet
considered that the employee covers his general practical education himself
since he is paid less in the first years of his work. 

5. HUmAn CAPItAL AnD ECOnOmIC GROwtH

Physical capital that is expressed in money unit on the basis of actual
investment has an exceptionally important role in explaining economic
growth, and especially growth and development of transition countries. the
second factor that explains economic growth is living work that is measured
by the number of employees or if the annual growth is measure by the
employee-year unit.13 However, as the empirical research shows almost by
the rule a surplus of performances cannot be ascribed either to capital or to
labour. that surplus has different names and is most often regarded as the
result of technological progress and sometimes as the measure of lack of
knowledge of the way and sorts of integral acting of all production factors.
One of the possible explanations lies in the assumption that the labour as a
production factor is inappropriately specified. On the other hand, if the
quantity of labour is expressed by taking into account the invested human
capital it is obvious that in explaining the contribution to economic growth
the role of labour would be greater than physical capital. 

However, neglecting the function of human capital becomes prominent
also in the way of forming the annual budgets of specific countries. In the
social budget expenses for education are, by the rule, regarded as
expenditures and not as investments. therefore, funding of these
expenditures is not regarded as savings as is the case in the simplest budgets
where it is assumed that investments should be equal to the savings. that
certainly also makes effects on the conception of state functions in education,
including the taxation system. Some countries apply various scientific
methods and models that are used in research to count the size of human
capital. Since different procedures are applied, different results are obtained.
It is understandable that it is difficult to count the size of human capital by
adding expenditures of households, companies and the state for education

13 the common contribution of both factor can be measured by applying the Cobb-Douglas
function, so to present the annual growth of production performances as the result of annual
growth of captal and labour.



and training bearing in mind that it is not easy to separate those investments
from the expenditures for other purposes (if investment in human capital also
includes health care of employees it is even more difficult to separate the
consumption part from the investment one). therefore, more often is applied
the procedure of defining the relationship between the increase in investment
in human capital (which is, for example, measured by years spent in
education) with the increase of the sum of discounted lifetime work incomes. 

two mechanisms of human acting exert an impact on growth. the first
is production of one’s own technological innovations (as is the case with the
most developed countries) and the second is the imports of foreign most
modern technology. However, if a country leads the way in creating new
technologies the others will more rapidly keep up with it if they possess
sufficient human capital. On the other hand, there is a dilemma whether
human capital is important only when a new technology is adopted or when
it is later used. All factors of growth are mutually complementary and
interdependent therefore one should keep in mind that a lack of one of them
can decelerate growth.14 In underdeveloped countries big investments in
physical capital produce results only if they are rich in natural resources (oil,
gas, ores) while human capital, technology and entrepreneurship is coming
from developed countries. Entrepreneurship has also considerably
contributed to attaining a more accelerated economic growth. 

6. A nEw APPROACH tO GROwtH AnD DEVELOPmEnt

A new approach to growth and development of the Serbian economy
should be based on a more effective and efficient use of human resources.
In spite of a number of positive shifts in growth and development, Serbia’s
economy is still burdened with numerous negative indicators.15 In the
period that will be characterised by rapid and abrupt changes not only in
economic sphere, dynamic technological changes will be incorporated and
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14 thus, the investments in physical and human capital were big in the former Soviet Union,
but due to the lack of of entrepreneurship and possibilities to use the western technology
economic growth was very slow. 

15 For example, a comparatively high inflation rate (9.5 per cent), deficit of foreign trade
balance (8.5 per of GDP), low leve of investments in capital assets (19.4 per cent), volume of
final consumption that exceeds the GDP volume (by 5.9 per cent in 2006), the unfinished
restructuring and company privatisation (only about 60 per cent of socially-owned
enterprises has been priviatised, 96 big companies has been in the process of restructuring),
low level of capacity use in the processing industry (averagely about 30 per cent),
technological lagging behind the industrialised countries of Europe (as assessed by 5-6
technological years), rise in unemployment (991,807 persons), poverty index of 10.5 per cent
(the poverty limit is 20 per cent) and other negative indicators.



they will bring about radical transformations in the economy and society.
that future time will be permeated with rapid changes in the economy,
which will be based on the following:

a) growing significance of information resources;
b) mutual linking of new technologies;
c) the process of internationalisation of production, labour division and

growing inter-dependence of producers within the global frameworks;
d) the economic growth concept that would be primarily measured by the

achieved results in raising the quality of life. 
Economic growth is quantitatively expressed in various ways and most

often it is done by indicators of growth rate of GDP, national income, GDP
per capita, national income per capita, etc.

A new strategy of Serbia’s economic growth and development is
inevitable since the devastating economic crisis in the last twenty years has
made it lose its relative position making difficult its new geopolitical
positioning. that new positioning requires the achievement of economic
growth and development. It is considered that the basic factor of growth is
economy competitiveness while its driving force is and efficient financial
system. the new strategy of Serbia’s economic competitiveness should rest
on the following four pillars:

– macroeconomic management;
– microeconomic management;
– legislation and institutions of the system, and
– value system and business ethics.

In this process, no institution can replace the role a new government
would play. the main task of the future government should be to work out
this job, establish the institutions and mechanisms and assign them with a
task to carry out certain activities.

By using human capital in an appropriate way together with the use of
physical capital as an investment basis, it is possible to forecast some greater
shifts in Serbia’s economy in the forthcoming mid-term period. many Serbian
economic experts forecast the following parameters:

– economic growth of 5-7 per cent annually;
– rise in the competition ranking of countries by 30-40 places
– inflation to be less than 5 per cent annually;
– reduced foreign trade and current balance of payments deficits;
– the share of investments in GDP by more than 25 per cent;
– the share of exports in GDP by more than 40 per cent;
– reduction of the real unemployment rate to about 11 per cent;
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– rise of living standard, social care for elderly and disabled persons, etc.
All research studies that deal with the impact of human capital on growth

and development show that under the present conditions human capital almost
and by the rule bigger than physical capital. this is particularly true keeping in
mind that its rise in the time concerned, for example annually, is bigger than
the rise of physical capital.16 Anyway, great attention is usually devoted to the
inter-dependence of human and physical capital, this including technology and
entrepreneurship, in generating economic growth. On the other hand, inducing
of technology development when human capital is insufficient or ill-disposed
can bring about great inequality in incomes what reduces social cohesion and
can cause political instability. Fore example, the economic developments in
Serbia are much different from the declared objectives and tasks that are
formally incorporated in “the national Development Strategy from 2006 to
2012“. As provided for, till 2012 10 billion Euros of investments would be
ensured annually. this should be achieved by the model of three thirds: one
third from the domestic sources – from the profits gained by the economy, from
the state and household budgets; the second third from the foreign direct and
portfolio investments; and the third one from the credits to be approved by
international financial institutions and by taking loans on the capital market. In
this way in the following three years investments in what is usually called fixed
capital (capital assets) would be raised to 25 per cent of GDP.17

taking as a basis the national economy it could be explored to what extent
the key factors (technology, available physical capital and the level of physical
development of the country) are inter-related and particularly to what extent
they are related to the investments in human capital and what combinations
produce the best overall results for economic growth of the country. 

7. HUmAn CAPItAL AnD FOREIGn tRADE

In the contemporary circumstances, international trade has retained its old
model of functioning. this means that the country that is rich in some products
or some production factor exports the products that require its intensive use.
On the other hand, such a country imports the products that require an
intensive use of the factors it is deficient of. It implies that this directly includes
production factors, too. Of course, the countries that are rich in capital tend to

16 this explains the rapid recovery of the countries that suffered from vast destruction during
the wars, since if the contemporary technology was available human capit could promplty
make up the losses in physical capital.

17 By this scenario, in three years Serbia would receive totally 18.6 billion Euros in foreign
capital or 6.2 billion annually – a bit more through direct and portfolio investments and a
bit less than three billion Euros in loans.
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export in the countries that are rich in labour force, while labour force will
migrate in the opposite direction. the inter-dependence of capital and foreign
trade includes the Leontief paradox.18 It shows that the USA has exported the
products that contained a lower level of capital per worker that those that have
been imported. the explanations of this phenomenon have been different, and
among others, that the theoretical approach is based on incorrect assumptions.
they have, however, insufficiently taken into account the possibility that
human capital has been disregarded, which is (together with the advanced
technology) incorporated in the American export products. On the other hand,
processed natural resources (oil, ores) have been dominant in imports and they
are produced by the capital-intensive processing industry. However, in the
prevailing practice the labour factor is expressed by unit of time regardless of
human capital that is incorporated into the contents. 

thus, a large comparative advantage of industrialised countries lies in the
industry branches that involve high contents of knowledge and information.
On the other hand, those countries have imported products with high
contents of human skills. Of course, labour productivity has grown faster in
export than in import branches. Due to the high contents of industrial
products in international trade, labour productivity has also grown faster in
import branches than in economy in average, but the growth rates have been
lower than those in export branches. Yet, the contents of research and
development has exerted greater impact on comparative advantages of
exports of industrialised countries than it the size of unit labour costs.
However, today it is obvious that changes follow the direction of technological
intensivity, this also including higher contents of human capital. 

thus, taking into consideration human capital, it is evident that
industrialised countries export the factor-intensive products. However, as
for production factor trends, the migration of highly skilled labour has been
intensified to industrialised countries. this makes one conclude that human
capital is cheaper but also less valued in less developed countries. the people
from those countries are more motivated to study and work than those in
developed countries since the former ones willingly accept a lesser net pay
for the same jobs than their colleagues in the latter countries. 

8. InStEAD OF A COnCLUSIOn

In considering growth and development, one should assume that there
are enormous regional and social inequalities in the world and that the
majority of the mankind lives in privation, want and poverty. the

18 Learner Edward, 1980, “the Leontief Paradox“, Reconsidered, Journal of Political Economy,
88 (3), pp. 495-503.



contemporary development of new technologies should enable further rapid
and dynamic development of industrialised countries but it should also give
hope that poverty will be reduced and that a more rational division of labour
will be established in the new millennium. At the present level of knowledge
of the science, there are three levels of organisation of any economy as a big
economic system, and they are as follows:

a) general economic balance;
b) system stability
c) system optimal level.

Apart from the new vision of Serbia’s development, it is possible to more
rapidly achieve its economic growth and development also raising the level
of competitiveness and attaining a higher level of efficiency of the integral
financial system. For example, the world Bank estimates that a share of a
new sector in forming GDP should be at least 40 per cent in order to annul
the negative effects of transition.

mostly, economic growth implies an increase in production in Serbia’s
overall economy in terms of its total GDP in correlation to the overall
population. the same factors of economic growth also apply to Serbia and
they are the following:

– accumulation (of capital), what includes all investments in the country,
equipment and human resources

– population growth, and related to this, growth of available labour force
– technical progress or human knowledge and ability of its active use.

As regards growth and development of the Serbian economy in the
present circumstances its starting position is not bad since it has the following
characteristics: macroeconomic stability has been achieved, price and foreign
trade liberalisation has been implemented, the banking system and public
finances have been reformed, VAt has been introduced, the taxation system
has been harmonised with the international standards, the fiscal deficit has
been eliminated, legal security of companies has increased, GDP growth has
been achieved, growth of foreign exchanges reserves and savings of
population has been attained, etc. However, the missing link is an appropriate
use of human capital in achieving the economic growth and development of
Serbia. this is the factor that is used insufficiently and therefore its synergy
effects have not yet been fully expressed. It is considered that that the impact
of human resources on resolving the development and structural problems
of Serbia’s economy could be decisive in the forthcoming period. the greatest
potential in the development of Serbian economy should human resources,
this meaning that the quality of education and permanent training of skilled
labour should be reaffirmed. On the other hand, the education and studying

the impact of human resources on economic growth and regional integration 359



themselves requires from an individual to make some efforts – he will come
through them only if he expects a sufficient compensation in the form of
higher net earnings in the future. In choosing profession, what also influences
the quantity and a sort of the needed human capital the main criterion could
be the total earnings an individual can make. Besides, the increased migration
of skilled labour is becoming more intense as a result of compounding of the
globalisation process. It is considered that after the initial “investment
expenditures“ migrations are useful for individuals as for the immigration
and emigration countries, this including the whole world economy. 
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INTRoDUCTIoN

Tourism as a complex socio-economic phenomenon is a necessity of the
modern world. The purpose of tourism is hidden in the biological nature of
man as movement is one of man’s biological needs. The need for tourism-travel
or tourist need is one of the secondary human needs that arise after the
satisfaction of basic needs. The need for tourist travel occurs along with a desire
for entertainment, but also as a way to experience new experiences and meet
new landscapes, people, their culture, customs and way of life. The concept of
tourism is strongly marked epoch in which we live. Travel trips have a cultural,
educational, health, recreation and a comprehensive, social significance. These
effects are related to the movement of subjects and the places and areas where
there is a need for mobility. 

In advanced social systems, information becomes a measure of
development of democratic relations and institutions. Having the right
information now means to own everything. Awareness of everyday
communication is the basis and essence of marketing communications. The
man also becomes a factor and the media, and a carrier or information user.
And trips are a very powerful media. Therefore, in parallel with the
development of mass media tourist movement increases. In this regard, the
need for tourist travel gets the character of necessity. 

The main specificity of tourist travel as a means of awareness is reflected in
the active role of subjects. When maximum engaged, subjects in the tourist
travel are able to directly influence the selection of information, at the same
time confirming their authenticity. Tourists may represent an important factor,
as a direct and indirect transfer of information between parent residence as
emissive centers and tourist destinations. In this way, participants travel trips
are becoming a living medium that actively participate in the transfer of
information between different regions, areas and countries. The transfer of
impressions from tourist travel, shall be an immediate transfer of data and
information itself becomes more important in terms of originality and
authenticity. Thus the perceived importance of tourism as a major factor of
cohesion and integration. 

THE CoNCEPT oF ToURISM

The concept of tourism comes from the French word ‘tour’, which in
translation means a tour, traveling for fun and enjoyment, while tourists word
refers to a person who travels for pleasure (Vujaklija, 1970). From the root of
the Latin word tornus, which includes a circular walk derived terms are used
in connection with tourism and tourismology as a science of tourism. There are
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many definitions of tourism involved, and explaining the concept of socio-
economic character of this economic activity. The terms tourist and tourism
were first used officially in 1937 by League of Nations. As defined by the
League of Nations in 1937: “The tourist is any person on their journey out of
place of residence who stays away at least 24 hours.” With the above definition
are the four groups of persons considered to be tourists. They are those who
travel for leisure, then people who go to meetings in connection with the
missions of any kind, people on business trips and sea cruises, even if their stay
was less than 24 hours. This definition was adopted after the war and the
International organization of official tourist organizations in the meetings in
Dublin in 1950 London and in 1957, with one amendment, that the students
and youth in boarding houses and in school involved in overseas tourists. The
definition of Swiss authors by Hunziker and Krapf from 1942 was adopted by
the International Association of Scientific and Tourism Experts (AIEST) in 1954,
and it says: “Tourism is a set of relationships and phenomena arising from the
travel and stay of visitors at a place, if the place is not a permanent residence
and if such a place is not linked to economic activity”. The Conference of the
United Nations in Rome in 1963 was dedicated to international travel, tourism,
introduces the term “visitor”. It means: “All persons who visit the country or
place, except for those seeking permanent or temporary employment.” By
definition of Medlik and Burkart in 1981: “The tourist is a person who travels,
stays a while in a place that is different from the one where he dwells, undertake
activities that are different from the usual, but is not looking for a job or wants
to stay at the new place. “World Tourism organization (WTo) in 1986 defined
the international visitors as “Any person who travels to a country other than
his residence, and is not paid for their activities and remains in the country for
one year or shorter period.” ognjen Bakic in 1999 defined tourism as
“movement in space outside the place of residence in order to introduce new
things, people and their lives during a temporary stay in another place.”

Tourism is the act of traveling, which is implemented with the aim of
recreation, leisure and entertainment, as well as the provision of various
services on the basis of achieving that goal. A more comprehensive definition
would be that the tourism is a service industry, which consists of a number of
tangible and intangible elements. The tangible elements include transport
systems - air, rail, road, water and more recently, cosmic, hospitality services -
accommodation, food and beverages, tours, souvenirs, and related services
such as banking, insurance and safety and security. Intagible elements include:
rest and relaxation, culture, adventure, new and different experiences.

Tourism is the fastest growing and one of the most profitable industries in
the world, with countless opportunities for economic and regional
development. To become a tourist one must travel from his place of permanent
residence to another place and stay there temporarily. Temporary place of
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residence is a tourist destination. This place has the resources for which the
tourists come, and the reason why the participant chose tourist destination.
Tourism includes a set of business, labor and government agencies that perform
the movement of goods and services and keep funding for transportation,
programs and resources for vacations. Tourism sector (economy) can be
defined as a set of economic and trade activities that produce goods and
services intended for foreign and domestic tourists. Thus, the tourism industry
include: transportation of passengers, travel agents, tour operators, services
and lodging, leisure and entertainment, the producers of souvenirs, art
products, governmental regulation and supervision of the tourism industry.
The basis of tourism as an economic activity consists of: transportation, catering,
retail, travel (travel) agency, trades and public utilities. Tourism does not exist
as an autonomous, independent economic activity but it makes these activities. 

The main characteristics of tourism are: diversity (heterogeneity),
unproductive character of work, seasonal operations, high demand elasticity
and inelasticity of supply. From the different definitions can be seen that
tourism is not an unambiguous phenomenon, but the relationships of social
and economic network. Tourism is marked on one side as a trip, and on the
other as a temporary residence in a tourist place, a place of temporary residence
to a tourist destination and tourist destination that has the resources (natural
and anthropogenic) for which the visitor has selected a destination just as a
place of temporary residence.

Tourism is a specific form of migration. It involves a large number of people
today in all continents, in all the seasons and at different geographical areas.
Modern society and tourism are two closely and in different ways related
categories, that have their history, present and future. Tourism development
is a mirror of society, its material and cultural well-being, neighborly, interstate
and international relations, the emergence and processing. Economic and
cultural richness, habits and desires to travel, are the needs of millions of people.
Part of that needs to be dismissed tourist trips, and egg phenomenon has a
universal character of the significance. Masses appeal as a major integration of
power and a high degree of multiplication, in tourism touches many elements
of life, social and economic reality. In many countries, and directly or indirectly
shall be treated in law, economy, investments, cultural and sporting events,
general and military propaganda, education, social and health insurance,
regional development projects and actions to protect and improve the
environment, and bilateral and multilateral cooperation of institution, states
and people. As a contemporary phenomenon in various tourism areas, regions
and countries, it is understood in different ways. As a rule, wherever it appears
and successfully developes, leads to a number of new positive occurrence and
process the most significant increase of living, economic and cultural living
standard of the tourist places, regions and countries. It is certain that all the
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developed tourism causes negative effects, and certain in nature and society,
but the fact that almost all countries of the world theses its development,
indicates that the positive effects of tourism are ahead of negative.3 Particularly
significant role in stimulating tourism in terms of strengthening good
neighborly relations and development, political stability of the regional
integration and harmonization processing.

ToURISM-CoHESIVE FACToR oF INTEGRATIoN PRoCESSES 
IN THE WESTERN BALKANS

The disintegration of Yugoslavia and the formation of new, internationally
recognized states, caused the artificial division, of the unique natural relief and
compact unit that had the same or similar manmade heritage. Geoarea
observed, due to their morphological characteristics, caused the same degree
of socio-political and economic development throughout history. This is
particularly evident in multi-ethnic, religious structures and other demographic
characteristics. In addition to local differences and specificities, it is stated
clearly in the regions especially in border areas, which are segregated into an
attractive tourist regions.4

Besides the development of economic relations, tourism development is an
important base for a possible renewal, the construction and expansion of ties
broken in the disintegration of Yugoslavia. It is known that during the ̀ 70s and`
80s of last century a large number of Serbian tourists spent their holidays on
the Adriatic coast. For example, only in 1980, about 131 000 domestic and 188
000 foreign guests have visited Dubrovnik and achieved 511 000, or 1.165
million overnight stays. Rehabilitation of the relationship between former
Yugoslav countries would greatly increase the chances of a new integration of
Western Balkan countries. And the reverse is possible to increase tourist traffic
in Belgrade, which last year recorded a significant increase in the number of
tourists from the former Yugoslav republics. 

The following table shows the number of tourist arrivals by country of
origin who visited Belgrade in 2000, 2005, 2008 and 2009. These are tourists
from the former Yugoslav republics: Croatia, Macedonia, Montenegro, Slovenia
and Bosnia and Herzegovina. 

3 Stankovic, S. (2008): Tourism Geography, Institute for Textbooks, Belgrade, str. 7. 
4 Bjeljac, Ž. Strbac, D., Curcic, N. (2006): Tourism in the border area of Serbia to Bosnia and

Herzegovina, Proceedings of the Geographical Institute of Science, Beograd, str. 163-182.



Source: Institute of Informatics and Statistics of Belgrade, Statistical Yearbook 2009.

Based on the data presented in the table we can see that in 2000 the largest
number of tourists who visited Belgrade in the former Yugoslav republics was
from Bosnia and Herzegovina and noted the arrival of 14 432, followed by
tourists from Macedonia, with more than 8 thousand arrivals, and from
Slovenia, over 2 thousand and the last place Croatia under a thousand. 

After five years the number of tourist arrivals has greatly increased, so in
2005 were found in the first place tourists from Slovenia, with over 40 thousand
arrivals. In second place are tourists from Bosnia and Herzegovina, with more
than 20 thousand arrivals, followed by tourists from Croatia and Macedonia,
both with over 17 thousand arrivals. 

In 2008 in the first place were visitors from Montenegro, who have recorded
67,624 arrivals, followed by Slovenians, whose number dropped to 28 637, then
followed by tourists from Bosnia and Herzegovina, with over 26 thousand visits
by tourists from Croatia, with over 20 thousand arrivals and the last place
tourists from Macedonia, whose number dropped to just over 15 thousand.

Finally, in 2009 there was the highest number of tourist arrivals, over 40
thousand in Montenegro, while second place tourists from Slovenia, with over 36
thousand arrivals. Behind them are tourists from Bosnia and Herzegovina, with
25,893 arrivals, as well as tourists from Croatia, with just over 24 thousand visits,
and in the last place in 2009 were tourists from Macedonia, because they recorded
something over 16 thousand tourist arrivals from that country. Based on the data
presented it can be seen a significant increase in tourist traffic in terms of tourist
arrivals from the former Yugoslav republic in Belgrade. It can be concluded that
the tourist traffic in the past decade experienced a great transformation, which
further implies that these tourists are certainly a fair number of relationships and
thus confirm the role of tourism as a factor of cohesion.

The following table shows the number of overnight stays made by tourists
who visited Belgrade, sorted by country of origin, in 2000, 2005, 2008 and 2009.
These are tourists from the former Yugoslav republics: Croatia, Macedonia,
Montenegro, Slovenia and Bosnia and Herzegovina.
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overnight stays by country of origin

Year Croatia Macedonia Montenegro Slovenia
Bosnia and

Hercegovina

2000 923 8033 - 2363 14432

2005 17237 17209 - 41130 23977

2008 21752 15581 67624 28637 26417

2009 24302 16126 40753 36865 25893



Source: Institute of Informatics and Statistics of Belgrade, Statistical Yearbook 2009.

Based on the above data it can be seen that tourists from Bosnia and
Herzegovina in 2000 made the biggest nights in Belgrade, even 21 488 night.
That same year, tourists from the former Yugoslav republic of Macedonia found
themselves in second place, with nearly 13 thousand nights, while tourists from
Slovenia and Croatia made just over four and three thousand nights.

In 2005 with 68,914 overnight stays in Belgrade saw tourists from Slovenia,
which is really an enormous increase in the period of five years. In second place
were found tourists from Bosnia and Herzegovina, who in a period of five years
are nearly doubled the number of overnight stays in 2005 amounted to over 40
thousand. The large increase when it comes to the number of overnight stays
and tourists from Croatia, who during a period of three years increased almost
ten times, more than three to over thirty thousand nights, as well as tourists
from Macedonia, who have made the same year over 24 thousand nights.

In 2008 primarily to the realized number of nights tourists found themselves
in Montenegro with the incredible figure of 93 326 overnight stays, while the
second appeared tourists from Slovenia, who are in these five years by the slight
decline, with over 68 thousand below 50 thousand tourist nights. Then follow
tourists from Bosnia and Herzegovina, with over 44 thousand nights, as well
as tourists from Croatia and Macedonia who have made 38 116 or 24 314
overnight stays.

Finally, in 2009 in the first place they find tourists from Slovenia with the
convincing 64 630 overnight stays, which appeared after the reduction in the
number of overnight stays of tourists from Montenegro (below 60 thousand)
than in the previous three years. Bosnians, with over 45 thousand of overnight
stays of tourists were able to follow a positive growth in recent years, and the
Croats (over 40 thousand realized tourist nights) and tourists from Macedonia,
which, although in last place by actual number of tourist nights can see what
percent increase during the last decade.

The following table shows the number of foreign tourists who visited Serbia
in Belgrade, through travel agencies, sorted by country of origin. It presents the
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overnight stays by country of origin

Year Croatia Macedonia Montenegro Slovenia
Bosnia and

Hercegovina

2000 3836 12956 - 4518 21488

2005 31479 27275 - 68914 41605

2008 38116 24314 93326 49532 44732

2009 42886 25529 59847 64630 45324



data on tourist arrivals from Bosnia and Herzegovina, Montenegro, Macedonia
and Slovenia in 2008 and 2009 and number of nights that they made during the
observed years.

Foreign Tourists in Serbia through Belgrade Travel Agencies 
by country of origin
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Country
Tourist 
Arrivals

Tourist 
Arrivals

Overnight 
Stays

Overnight 
Stays

Year 2008 2009 2008 2009

Bosnia and Hercegovina 980 286 3000 2762

Montenegro 474 132 1924 577

Macedonia 147 105 708 608

Slovenia 2248 3929 6071 976

Source: Institute of Informatics and Statistics of Belgrade, Statistical Yearbook 2009.

Based on the data from the table we can see that in 2008 saw the largest
number of foreign tourists from Slovenia who, through travel agencies visited
Belgrade and Serbia, and made the 2248 arrivals, while the very next 2009 this
number increased to 3924 tourist arrivals from Slovenia. In terms of data on the
number of nights, it can be seen that Slovenes through Belgrade tourist agencies
in 2008 recorded 6071 overnight, and in 2009 recorded 9860 overnights stays.
So it’s only for a period of one year the number of tourist arrivals, as well as
the number of tourist nights increased by almost double.

When it comes to foreign tourists from the former Yugoslav Republic of
Macedonia, they were in 2008 through Belgrade travel agencies recorded by
far the smallest number of arrivals to 147, while in the next 2009 that number
dropped to 105 arrivals. In addition, it was recorded a decrease when it comes
to the number of overnight stays and to the 708 in 2008 to 608 in 2009.

Foreign tourists from Montenegro recorded in 2008 474 tourist arrivals
through the Belgrade tourist agencies, to the very next in 2009 this number
decreased to 132 arrivals. By contrast, tourists from Montenegro in 2008 1924
was achieved 1924 overnights, and next in 2009 The only 577 overnights.

Finally, in 2008, foreign tourists from Bosnia and Herzegovina recorded 980
visits to Belgrade through travel agencies, that over the next 2009 this number
was reduced to 286 tourist arrivals. Tourists from Montenegro in 2008, made
exactly 3000 nights, in a forthcoming 2009 made 2762 nights, which recorded
decrease in revenue. 

Based on the presented data, it is safe to say that the most numerous foreign
tourists from the former Yugoslav republic of Slovenia are when it comes to



visits to Belgrade and Serbia via Belgrade tourist agencies. Slovenes are an
increasingly important category of demand within the tourism market in
Belgrade. Consequently, more and more of Belgrade tourist agencies create
innovative custom travel arrangements for the Slovenian tourist market, which
in its program with emphasis on the inevitable tour of the sights but
increasingly exploring the night life and carried out in Belgrade, as well as
visiting various tourist events.

The following table presents the arrivals and realized foreign tourists in
Serbia by country of origin. These are the latest data from the first half of 2011
from January until May, referring to the tourists from the following countries:
Montenegro, Bosnia and Herzegovina, Slovenia, Italy, Germany, Croatia and
Macedonia.

Arrivals and overnight stays of foreign tourists in Serbia 
by country of origin
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Country Tourist Arrivals Overnight Stay

Montenegro 22799 47905

Bosnia and Hercegovina 25094 63979

Slovenia 30298 51085

Italy 12241 27355

Germany 15650 32553

Croatia 21221 38677

Macedonia 13204 24616

Source: Statistical office of the Republic of Serbia / January-May 2011

In the table below presents the data from the first half of 2011, on the basis
of waiting can be noted that this year so far recorded the highest number of
foreign tourists from Slovenia, as many as 30 298, behind which were, in second
place according to the number of tourist arrivals, tourists from the former
Yugoslav republic of Bosnia and Herzegovina with over 25 thousand arrivals.
Followed by tourists from Montenegro and Croatia, with the approximate 22
799 and 21 221 recorded arrivals. Significantly fewer tourist arrivals recorded
by tourists from Germany, with more than 15.5 thousand arrivals, as well as
tourists from Macedonia, with 13 204 tourist arrivals, while foreign visitors
from Italy recorded the arrival of 12 241 tourists. 

When it comes to actual data on the nights of January and May of this month
in 2011, in the first place, even with 63 979 overnight stays were found visitors



from Bosnia and Herzegovina. Right behind them, with 51 085 overnight stays
of tourists, there were traditionally, visitors from Slovenia. And in third place
by actual number of nights visitors found themselves from Montenegro, with
47 905 overnight stays. Visitors from Croatia had 38 677 nights, 32 553 from
Germany and from Italy 27 355 overnight stays. Finally, tourists from Macedonia
have made 24 616 overnight stays in the first half of this year.

The data presented in connection with the tourist traffic that is generated
from year to year in Serbia, and Belgrade as its capital, which absorbs most of
the tourist traffic and at the same time the most important tourist destination
when it comes to business, congress, manifestation, health, pleasure , excursion,
urban, cultural, educational, and other forms of tourism, stand in the
foreground at a large fluctuation of tourists in it. Besides New Year’s trip to
Belgrade, Serbia is also becoming increasingly popular holiday destination,
entertainment and fun, especially when it comes to Exit in Novi Sad, the
Trumpet Festival in Guca, Mowing the Rajac, the Grape Harvest in Topola,
Sremski Karlovci, Vrsac and numerous other tourist events. Especially from
the point of visiting tourists from the former Yugoslav republics (Slovenia,
Croatia, Bosnia and Herzegovina, Macedonia and Montenegro), comes to the
fore the increasing flow of people in order to realize any tourist trips in
individual or in group form. 

on the other hand, the Adriatic coast in Croatia is slowly returning former
interest in its beauty and attracts visitors from Belgrade and Serbia in general,
which again, after many years of inactivity are returning to summer vacation
in Dubrovnik, opatija, Makarska, Brac, Hvar, Vis and other more or less more
famous coastal tourist destinations in Croatia. Slovenia, as the only alpine
country in the former Yugoslavia, sets winter sports and recreation to the
forefront, but in recent years for tourists from Serbia are more interesting a
number of spas and spa centers, promotion of healthy lifestyle and special
weekends that are convenient offer for domestic tourists. Montenegro is still a
traditional seaside holiday destination and a favorite choice for a vacation when
it comes to tourists from Serbia, while the more important of them lately but
also the more ‘Macedonian’, a beautiful museum city, Lake ohrid in
Macedonia. And Bosnia and Herzegovina remains a choice for visitors from
Serbia looking for adventure and excitement, and rafting is more popular as
only one of many choices that are possible in Bosnia and Herzegovina.

In this way, by activating the tourism potential of the surrounding countries
and their promotion, in addition to tourism development, increases tourist
traffic to initiate the renewal of old broken connections and establish
relationships and dialogue in a democratic society, which receives substantial
tourism cohesive role in the integration processes in the Western Balkans. 
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CoNCLUSIoN

Movement or travel of people with temporary stay in the chosen tourist
destination that is outside the permanent stay of the tourists is the main
component, that is the essence of the concept of tourism. Therefore, tourism as
a dynamic process of interaction and unifies the region. Investment in tourism
development in the Western Balkans has multiple effects, with positive
consequences in terms of regional relations and economic stability. 

Massive exchange of tourists create the renewal of the relationship between
people from different regions. It greatly contributes to stabilizing the situation
in the territory of Western Balkans. To increase tourist traffic in the Western
Balkans there is a need for cooperation between the holders of tourism
development. That means between travel agencies and hotels mostly as private
sector at one hand, and tourism organizations at local, regional and country
level, tourist associations and sociaties, at the other hand. 

Cooperation is particularly necessary in the public sector at the various
tourism organizations in the region. Investing in the promotion between
different regions in the Western Balkans contribute to strengthening
cooperation and expansion of mutual relations in the tourism market over the
Balkans. Linking regional tourist organizations, associations and societies to
initiate the creation of integrated regional tourism of the Western Balkans, thus
opening new possibilities for entering the European and world tourist market. 

Tourism development and mass tourism movement bring expansion of
cooperation between the holders of tourism development, investing in
promotion of tourism and establishing of stabilization, so, we get a safe base
for building the future of economic and regional development in the Western
Balkans. The definitive stabilization and integration of Western Balkans will be
achieved by receiving the Western Balkans countries into the EU.
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This paper focuses on the importance of the financial support availability
for sustainable rural tourism development. The financial support is
recognised as one of the critical and key factors for successful rural
tourism business. On the other side, IPA fund can be solution when other
financial sources are limited or don’t exist. Investigating this hypothesis,
the article describes the IPA programme strategy, its objectives and grant
schemes which could be considered for development of rural tourism in
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InTrODUCTIOn

The concept of rural tourism represents the form of tourism that could have
great economic, social and environmental contribution to rural areas and its
sustainability. The key benefits include the process of revitalisation of local
economy and improvement of the quality of life in rural areas, especially in those
underdeveloped (Hall, Mitchell and robert, 2005). Also, opportunities for new
social contacts, additional income, and diversification of local economy are some
of the main contributions to rural communities (nylander and Hall, 2005). 

1 Faculty of Tourism and Hotel Management, University of Montenegro, e-mail: imoric@t-
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However, the development of rural tourism may be limited by several
factors. The lack of financial support is recognised as one of the critical and key
factors for (un)successful rural tourism business. Therefore, those involved in
the process of tourism development and organisation have to deal with this
challenge. The solutions could be various, with certain advantages and
disadvantages. One of the possibilities may be IPA fund, especially when other
financial sources are limited or don’t exist. Investigating this hypothesis, the
article describes the IPA programme strategy related to Montenegro, its
objectives and grant schemes which could be considered for development of
rural tourism in Montenegro. 

The first part of the paper describes the concept of rural tourism. The second
part provides the summary of IPA programme objectives, priorities as well as
description of those measures that are especially important for the development
of tourism and rural tourism. The third part focuses on the importance of IPA
fund for rural tourism development, and gives examples of projects related to
rural tourism that already have been approved by IPA programme of the cross-
border cooperation between Croatia and Montenegro.

1. THE COnCEPT OF rUrAL TOUrIsM

According to UnWTO, the term rural tourism is normally used when rural
culture is a key element of the product. The distinguishing feature of tourism
product in rural tourism is the wish to give visitors a personalised contact, a
taste of the physical and human environment of the countryside and as far as
possible, allow them to participate in the activities, traditions and lifestyles of
local people (Cabrini, 2004). 

It is not easy to define rural tourism, but authors (Institut za turizam, 2006;
butler et al. 1998; Caalders, 2003 ) agree that the definition has to be complex in
order to encompass all its features. Adventure tourism, gastronomic tourism,
climbing, riding, health tourism, are some of examples of activities related to
the concept of rural tourism. One of the most known sub sector of rural tourism
is agritourism, which centres more around farm based attractions and activities.
Macnulty (2004: 13) states that the concept of rural tourism ‘embraces a number
of constituent elements, at the heart of which lie the rural tourism community’.
rural tourism is dependent on the countryside which an area has to offer, its
heritage and culture, rural activities and rural life. These elements could be
understood as crucial elements of rural tourism product. 

The key benefits of rural tourism development could be the creation of jobs
and economic development in rural areas. Its role in diversification of tourist
offer and prolongation of tourist season is also well known. For these reasons
rural tourism is often seen as a linchpin in many rural development strategies. 
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On the other hand, rural tourism is often described as a relatively fragile
business due to the small scale and dispersed nature of the sector, and as a
consequence of this, capital availability, inward investment, new firm creation,
and employment generation may be severely limited (nylander and Hall,
2005). Also, rural tourism business needs different skills and knowledge to be
successful. Many of these may not be easy to develop or attain in one person.
One of the reasons for such situation is explained by the absence of explicit
rural tourism policy at national level and the lack of financial support. The
availability of stable financial support may be solved through efficient use of
IPA fund. For that reason, this paper focuses on the importance of IPA fund
for development of specialized types of tourism, such as rural tourism, and to
develop joint strategies and programmes for tourism development, protection
and promotion of historical and cultural heritage.

2. DEsCrIPTIOn OF IPA CrOss-bOrDEr PrOgrAMMEs rELATED 
TO MOnTEnEgrO

The following description of IPA programmes related to Montenegro
provides a summary of objectives, priorities as well as description of those
measures that are especially important for the development of tourism and
rural tourism. 

2.1. Description of  IPA cross-border programme between 
the pre-accession countries of  Croatia and Montenegro

The cross-border area between Croatia and Montenegro has quite the similar
development preconditions characterized with enormous potential for tourism
development and rich natural and cultural heritage. To maximise the level of
cross-border cooperation and impact, within the Programme special attention
will be given to projects that will (IPA CbC Croatia-Montenegro, 2007: 24):

• Improve the collaboration and pooling of experience between local and
regional stakeholders in order to increase cross-border co-operation;

• Intensify and consolidate cross border dialogue and establish institutional
relationships between local administrations and other relevant local or
regional stakeholders.

• Equip local and regional authorities’ actors with information and skills to
develop, implement and manage cross-border projects.
The above objective will be achieved by means of two priorities that will

be implemented by 5 separate measures (2007:25):
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• Priority I: Creation of favourable environmental and socio-economic
conditions in the programming area by improvement of the co-operation
in the jointly selected sectors and good neighbourly relations in the eligible
areas

• Priority II: Technical assistance
Priority I is relevant for development of rural tourism, and needs detailed

description of its objectives and measures. The fact is that one of the main
opportunities for the area is connected with development of integrated tourism
products including both coastal and mountain tourism offer. In addition,
availability of IPA funds for both countries will enable local and regional level
government to raise funds for economic and social development and IPA funds
for cross-border programs will specifically enable regions to invest in actions
recognized as joint priorities.

This priority will be implemented through three measures, one of which
will be specifically focused on bringing together people, local communities and
civic organizations via people-to people actions, in order to establish a solid
base for economic and social development of the Programming area. The three
measures are (2007: 30):

• Joint actions for environment, nature and cultural heritage protection,
• Joint tourism and cultural space,
• small cross-border community development projects.

Measure II which support joint tourism and culture space, needs to be
considered with high attention, because it is the main economic measure of this
Program since tourism and tourism related services are main impetus for
economic development of the area. As already mentioned these services have
highest share in regional gDP. Tourism related services also employ the highest
number of people in the force, therefore it is essential to broaden the spectra of
services, prolong tourist season, offer higher quality of services based on
authentic local products, tradition and culture.

Types of actions eligible under this measure are (2007: 34):
• Education schemes for sMEs and work force in tourism, particularly

language training, hospitality training, researches;
• Promotion of the attractiveness of the region through tourist events
• support to development of new tourism products (development of thematic

routes, joint promotional events and materials, site exploitation etc)
• Establishment of cross border clusters in tourism
• Quality improvement schemes
• Quality Certification of local products and services
• support to joint certification of local products
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• Joint marketing initiatives
• Archaeological research in bordering areas
• Detection and documentation of common cultural heritage, scientific cave

exploration
• Promotion of border region cultural heritage
• Promotion of the Programming area as an integral tourist destination
• IUCn zoning and mapping of natural locations
• IT for regional centres
• Development of UnWTO indicators using UnWTO book of indicators, etc.

In general, the eligible projects will be those which promote the integration
of the tourism market and encourage cross-border, develop contacts at regional
and local level in order to improve quality of services, encourage
entrepreneurship in tourism, support links between relevant
institutions/organizations form both side of the border, have partners from
both side of the border, encourage equal participation by women and
marginalized groups and are environmentally sustainable (2007: 34-35)

2.2. Description of  IPA cross-border programme between the pre-
accession countries of  Bosnia and Herzegovina and
Montenegro

The priorities and measures defined in this cross-border programme are
structured in such manner so as to respect and provide for the implementation
of the specific objectives. In particular, one priority has been identified for the
cross-border cooperation interventions. Priority II is focused on technical
assistance, ensuring the effective management and implementation of the
programme. The activities foreseen under this programme have been designed
on the basis of the sWOT (strengths, Weaknesses, Opportunities and Threats)
and taking into account the limited financial allocations. (IPA CbC bosnia and
Herzegovina-Montenegro, 2009)

Priority I has an objective to support the creation of a common socio-
economic environment for people, communities and economies of the eligible
area. Taking into consideration the scale of the interventions and the defined
specific objectives, the Priority I will be implemented through three different
measures. Each of them is specifically targeted on the particular area of
intervention identified above: (2009: 30-33)

• Measure I: Cross-border economic development initiatives with an
emphasis on tourism and rural development.

• Measure II: Environmental development initiatives mainly for protection,
promotion and management of natural resources
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• Measure III: social cohesion and cultural exchange through institutional
and people-to-people interventions
Measure I which supports cross-border economic development initiatives

with an emphasis on tourism and rural development has to be considered
carefully. Most of the interventions enhancing economic cooperation will be
related to the tourism, agricultural, and environmental sector and will be aimed
at exploiting local cross-border opportunities. In addition, the overall
interventions will have effect also on the increase of the employment potentials
in the private sector and the mobility of labour force. 

The following is a tentative list of the interventions that could be eligible
under this measure (2009: 31):

• Creating business networks and know-how transfer mechanisms mainly
in the tourism and agricultural sector;

• Development of new tourist products/services with clear cross-border
identity;

• Development of business information strategies, services and supporting
activities (such as data bases, internet sites) addressed to the entrepreneurs
active in the eligible area;

• Development of consultancy services in business start up, business
planning, technology transfer, patents, certifications, legal affairs, finances
and marketing strategies (e.g. new products, labelling and quality);

• Development of appropriate and sustainable forms of tourism and
environment-friendly agriculture;

• Identification and development of alternative economic activities
(ecological production, traditional crafts);

• Establishment and maintenance of mutual traineeship programmes
through training sessions, conferences and seminars and development of
joint curricula and training standards;

• Improvement of regional labour skills and vocational qualification services
relevant to the economic development of the border region;

• Development of small scale infrastructure for modernising and outfitting
marketplaces, premises and facilities for setting up small businesses;

• networking of sMEs and establishment of cross-border clusters;
• Development of small scale infrastructure improving the accessibility to

the area;
• Improvement of public utilities supporting the tourism sector;
• Transfer of know-how and integration of institutional/capacity building

mainly on social and economic issues;
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• Development of joint strategies, cross-border transport plans, studies and
concepts serving as the basis for large investments.
The measure will be implemented through grant schemes.

2.3. Description of  IPA cross-border programme between 
the pre-accession countries of  Serbia and Montenegro

The overall aim of the programme, with the core elements of the strategy
derived from the sWOT analysis, have together led to the formulation of the
following specific objectives, focusing on what needs to be achieved (IPA CbC
serbia-Montenegro, 2007: 26):

1. strengthening the incentives for sME development in the border areas;
2. Development of tourism as a key sector of the border economy;
3. Promoting cross-border trade cooperation and accessibility to markets;
4. (re-)Establishing cross border links between business and trade support

organisations to promote joint cooperative initiatives;
5. Maintaining the high quality of the border area environment as an economic

resource by cooperating in joint protection and exploitation initiatives;
6. strengthening cross-border ‘people-to-people’ interaction to reinforce ethnic,

educational and cultural and sporting links and to share in joint areas of
common interest.
The activities foreseen under this programme have been designed on the

basis of the sWOT (strengths, Weaknesses, Opportunities and Threats) and
taking into account the limited financial allocations. The sWOT analysis
indicates that the programme assistance should be concentrated on the
following Priorities (2007: 27).

• Priority I: socio – economic cohesion through joint actions to improve
physical, business, social and institutional infrastructure and capacity.

• Priority II: Technical Assistance.
The Priority I is purposely stated in general wording to permit beneficiaries

to propose a wide ranging list of actions to achieve the overall objective. As the
first cross-border programme between the two countries, it is recognised that
the higher level objectives should not impose too many constraints at the lower
level. This priority supports actions to meet all the specific Objectives, and
provides a logical context for the measures (2007: 27-29):

• Measure I: Improving the productivity and competitiveness of the areas’
economic, rural, cultural and environmental resources.

• Measure II: Cross-border initiatives targeting the exchange of people and
ideas to enhance the professional and civic society cooperation.
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Measure I is specifically worded to promote joint efforts to achieve more
effective use of the eligible area’s resources. The analysis of the eligible area
revealed the need to stimulate economic activity in the border areas through
more productive use of the resources. Although at national level, each country
has its own priorities, and is pursuing different policies to achieve this objective,
there exist a number of cooperation opportunities between neighbouring
communities that will complement national actions.

The success of small businesses is seen to be a key objective in both
countries’ job creation initiatives. Cross-border cooperation between business
support groups to work towards achieving a more advantageous business
climate, and in developing a tourism support network to stimulate the growth
of this sector, would have significant cross-border impact, and benefit both
communities. (2007: 28)

Important objective is also the cooperation in matching educational
programmes relevant for the needs of industry, agriculture and the business
environment of the area (e.g. tourism development) which can be achieved by
cross-border institutions focussing on innovative joint curricula and
programmes, and sharing experience and expertise.

2.4. Description of  IPA cross-border programme between 
the pre-accession countries of  Albania and Montenegro

The overall strategic objective of this program, proportional to the disposed
financial allocations, is to promote cooperation between people, communities
and institutions on the bordering areas, aiming sustainable development,
stability and prosperity in the mutual interest of citizens of the two countries.

The specific objectives of the programmes include promotion of economic
development of the programming area through the economic valorisation of its
tourist and cultural potentials, support joint initiatives and actions aimed at
protecting, promoting and managing sensitive ecosystems and sustainable
environmental development, encourage citizens cooperation and partnership
building across the border, strengthen capacities of national and joint structures
to manage cross-border programme etc. (IPA CbC Albania-Montenegro, 2007:6)

Taking into account both strengths and weaknesses of the eligible areas the
strategic framework of the programme is structured into two major priority
interventions which are further detailed into measures (2007: 7-11):

• Priority I: Promotion of regional cohesion and competitiveness through an
approach that integrates economic, environmental and social development

• Priority II: Technical assistance for an effective program management and
information flow
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The first priority will promote joint cross border initiatives and actions aiming
to improve regional economy in a socially and environmentally sustainable way,
while the second priority will ensure effective management and implementation
of the whole programme through technical assistance support.

Priority I of the program will contribute to quality of life and living standards
by providing opportunities for wider economic partnerships and exchanges of
common interest across the border. Actions to be implemented are expected to
effect improvement of quality of services, generate jobs, entrepreneurial
opportunities, business-support facilities and environmental situation. 

Interventions will support economic development with focus on tourism
(but not exclusively), as tourism is considered to have a great potential for the
region as a whole. In addition, cultural and other social exchanges will be
supported. Part of the programme is designed to support environmental
protection measures, awareness and respect of environmental aspects focusing
in particular at shkodra/skadar Lake. The people-to-people partnership and
cooperation is a core element of the programme. (2007: 7)

This priority will include three specific measures (2007: 8-10):
• Measure 1 Economic development with an emphasis on tourism promotion
• Measure 2 Environment protection and promotion
• Measure 3 Enhancing social cohesions through people-to-people actions

The measure I has focus mainly on actions supporting the promotion of
this bordering area as a tourist destination. The program will encourage
initiatives of modernizing tourism services by development of joint business
advisory services, stimulating regular interaction between businesses located
across the cross-border region via: business-to-business networks; joint
marketing & promotion on domestic & EU markets; enhancement of
innovativeness by cooperation with educational organisations for innovation
and vocational training services; selected investments in business infrastructure,
promote area’s image to potential investors and visitors etc. (2007:8)

Above mentioned actions will aim to help promoting local economic
activities and create favourable conditions for enhancing quality of services,
competitiveness and attractiveness in tourism and cultural exchanges.

3. IPA FUnD AnD POssIbILITIEs FOr rUrAL TOUrIsM
DEvELOPMEnT In MOnTEnEgrO

rural tourism in Montenegro is in its first stage of development. The actual
situation is characterized by a few well organized rural tourism offers, mostly
placed in central and northern part of Montenegro. Their number and capacities
are not sufficient for the growing tourist demand, especially concerning the
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tourist who have come in Montenegro for swimming and activities related to
sea and sun, and during their holiday go on excursion to rural areas. On the other
side, the number of tourist with special interests is growing but the tourist offer
for them is considerably developed only in segments such as wine tourism (Wine
trail), food tourism (olive trails, cheese trail, honey trail etc.), biking (bed&bike),
adventure and outdoor activities. As explained before, the lack of explicit rural
tourism policy and absence of stable financial support is the critical factor for the
future development. Also, traditional strategic orientation towards mass tourism
and a wrong perception of a low importance of the rural sector are seen as a
reasons for poor results in today rural tourism sector in Montenegro.

As mentioned in the first part of the paper, the rural tourism theory and
practice state that the lack of financial support can cause serious obstacle to
rural tourism development. The elements of rural tourism product such as
development of relevant knowledge and skills, organization of promotion and
distribution channels, need quite large investments compared to modest
financial possibilities of rural areas and its inhabitants. However, other financial
sources may be considered, for example, bank credits or credits of
government’s financial organization, which can help in some cases, but fact is
that profitability of rural tourism business is not so high and it takes longer
period of time to achieve higher level of development and profitability. short
grace periods and requirement of guarantee, can be problematic for those
involved in development of rural tourism offer. 

On the other side, description of priorities and measures offered by IPA
programme for the projects related to tourism and rural tourism, indicates that
there is a new challenge for those involved in rural tourism development in
Montenegro. The advantage of IPA programme is that the amount of grant
schemes is quite large, and goes up to 300 000 euro. second, IPA programme
stimulates the cross-border cooperation which is of strategic importance for
relatively small country such as Montenegro. Development of regional projects
in rural tourism in the region of West balkan, especially among the counties of
Ex Yugoslavia, has great potential for success and the main reasons are the
absence of language barriers and similar socioeconomic and political conditions
that these counties had shared in the past. 

The IPA fund represents the great challenge for development of rural
tourism in Montenegro. The critical factor which can be identified in this
process is the lack of human and financial capacities to organize the project and
to use the offered grants. Fortunately, the results from the first Call for
Proposals of IPA programme between Croatia and Montenegro show that
situation in practice is quite encouraging. The selected projects financed by
Croatia-Montenegro IPA fund are listed below (UrL: www.cbccro-mne.org,
25.03.2011.):
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1. “Joint Promotion and Increased Level of safety of nautical Tourism in
Dubrovnik-neretva County and Montenegrin Coast”,

2. “business Cooperation and skills Improvement for the Development of
Outdoor Tourism”,

3. “Traditional olive industry as a part of cross border tourism offer”,
4. “Dubrovnik and Kotor – Cities and books“
5. “nature for the future”.

The analysis of the projects shows that two of them are directly connected to
rural tourism offer. The project “business Cooperation and skills Improvement
for the Development of Outdoor Tourism” is orientated to the type of tourism
that includes camping, walking, biking etc. The fact is that these activities can be
placed in rural areas. Definition of rural tourism also identifies outdoor activities
as important element of rural tourism product. The other project, “Traditional
olive industry as a part of cross border tourism offer” is completely connected to
rural areas and development of rural tourism. The action location of this project
is the south part of Montenegro and Dubrovnik-neretva County. 

COnCLUsIOns

One of the major challenges for rural tourism development in Montenegro
is the availability of convenient financial sources. The question of stable financial
support could be efficiently solved through the IPA programme. The other, but
not less important issue is the cross-border cooperation which is the condition
for applications. IPA programme stimulates the regional cooperation, and that
means development of tourism product with greater variety of attractions and
greater possibilities for tourist satisfaction. This is the matter of considerable
importance for national economy and questions of rural development and
revitalisation. Therefore, the effective and efficient use of IPA fund for the
purpose of rural tourism development has to be the strategic objective for those
involved in planning and organisation of tourism industry in Montenegro. 
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ABSTRACT
This paper treats key role of regional cooperation on the Western Balkan
with focus on Bosnia and Herzegovina. This paper describe Euro region,
cross border cooperation, cross-border programme, European macro
regions and other programmes in context IPA. There are next euro
regions in Bosnia and Herzegovina: Dunav-Drava-Sava (1998), Drina-
Sava-Majevica (2003), Adriatic euro region (2006), Dinaric euroregion
(2009. There are possibilities for establishing new euro region (Una-
Plitivice, left and right coast of river Drina, Dalmacija-Herzegovina vs
Herzegovina-Dalamacija, etc) Bosnia and Herzegovina is member of
Dunav European macro regions. Bosnia and Herzegovina could be
member of new Adriatic European macro region. This paper describes
analysis and researches this cooperation. Main hypothesis: there is
hyperinflation of regional structure. 
Key words: cooperation, CBC, regional, macro region, euro region,
Western Balkan.
JEL: R00.

INTRODUCTION

In this paper we analysed different forms of regional integration Bosnia and
Herzegovina, Croatia, Montenegro and Serbia. Main hypothesis is there is
hyperinflation of regional structure. Focus on the Bosnia and Herzegovina.

1 School of Economics and Business, Sarajevo, E-mail: jasmina. osmankovic@efsa.unsa.ba.
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Timeframe is 1995-2010. Method are statistical analysis and comparative analysis.
Firs, we describe economic situation in this countries. We use panel data (gross
domestic products, gross domestic products per capita, population and
population ages 65 and above (% of total) for time 1995-2010. We data take from
Databank of World Bank.2 Second, we give list of different forms of regional
cooperation Bosnia and Herzegovina and Croatia, Montenegro and Serbia. 

In this papers, regional integration as a means of reducing frictions between
antagonistic neighbours, and regional integration as tools of local and economic
growth and development, and regional integration as stimulating investment, as
stimulating trade, as stimulating competition (Schiff&Winters, 2003; Todaro&
Smith, 2009; Krugman&Obstfeld, 2006; Hošo, 2010; Osmanković & Hošo, 2010).

POST-WAR COUNTRIES GROWTH AND DEVELOPMENT

Economic growth lies at the heart of economic development. Graf 1 shows
change of gross domestic product Bosnia and Herzegovina, Croatia,
Montenegro and Serbia in post-war time or from 1995 to 2010.

Graf 1: GDP BH, Croatia, Montenegro and Serbia 1995-2009 mill. current USD

2 http://databank.worldbank.org/ddp/html-jsp/viewNewReport.jsp?IS_REPORT_IN_
REFRESH_MODE=true&NEW_REPORT_STYLE=280&NEW_REPORT_FOOTNOTES=

Resorce: http://databank.worldbank.org/ddp/html-jsp/viewNewReport.jsp?IS_REPORT_
IN_REFRESH_MODE=true&NEW_REPORT_STYLE=280&NEW_REPORT_FOOTNOTES=BO
TH&NEW_REPORT_SCALE=1&NEW_REPORT_PRECISION=0&NEW_REPORT_HIERARC
HY=NONE&NEW_REPORT_EMPTYFORMAT=..&newReport=yes&SERIES_SCALING_FLA
G=&IS_MAP_CUSTOMIZED=true&SHOW_REPORT_FEATURES=&ROLLOVER_OPTION=f
alse&rolloverInterval=0&rolloverDirection=NONE&HIDE_COLUMN=&COMMA_SEP=true&
RESET_ALL=&DELETE_ROW



Graf 2 shows change economic development, measured by gross domestic
product per capita, for same countries in post-war period.

Graf 2: GDP per capita BH, Croatia, Montenegro and Serbia 
1995-2009 current USD
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BOTH&NEW_REPORT_SCALE=1&NEW_REPORT_PRECISION=0&NEW_REPORT_HIERA
RCHY=NONE&NEW_REPORT_EMPTYFORMAT=..&newReport=yes&SERIES_SCALING_F
LAG=&IS_MAP_CUSTOMIZED=true&SHOW_REPORT_FEATURES=&ROLLOVER_OPTIO
N=false&rolloverInterval=0&rolloverDirection=NONE&HIDE_COLUMN=&COMMA_SEP=t
rue&RESET_ALL=&DELETE_ROW.

Resorce: http://databank.worldbank.org/ddp/html-jsp/viewNewReport.jsp?IS_REPORT_
IN_REFRESH_MODE=true&NEW_REPORT_STYLE=280&NEW_REPORT_FOOTNOTES=BO
TH&NEW_REPORT_SCALE=1&NEW_REPORT_PRECISION=0&NEW_REPORT_HIERARC
HY=NONE&NEW_REPORT_EMPTYFORMAT=..&newReport=yes&SERIES_SCALING_FLA
G=&IS_MAP_CUSTOMIZED=true&SHOW_REPORT_FEATURES=&ROLLOVER_OPTION=f
alse&rolloverInterval=0&rolloverDirection=NONE&HIDE_COLUMN=&COMMA_SEP=true&
RESET_ALL=&DELETE_ROW

Economic growth, measured by gross domestic product, and economic
development, measured by gross domestic product per capita, till 2008 had
positive trends in all countries. (see annex 1 and annex 2) But, data for 2009
lower than for 2008 in all analysed countries.



Resorce: http://databank.worldbank.org/ddp/html-jsp/viewNewReport.jsp?IS_REPORT_IN_
REFRESH_MODE=true&NEW_REPORT_STYLE=280&NEW_REPORT_FOOTNOTES=BOTH
&NEW_REPORT_SCALE=1&NEW_REPORT_PRECISION=0&NEW_REPORT_HIERARCHY=
NONE&NEW_REPORT_EMPTYFORMAT=..&newReport=yes&SERIES_SCALING_FLAG=&I
S_MAP_CUSTOMIZED=true&SHOW_REPORT_FEATURES=&ROLLOVER_OPTION=false&r
olloverInterval=0&rolloverDirection=NONE&HIDE_COLUMN=&COMMA_SEP=true&RESET
_ALL=&DELETE_ROW
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Graf 3: Changing of GDP and GDP pc 2008-2009.

Graf 4: Population BH, Croatia, Montenegro and Serbia 1995-2009



Graf 4 shows change population for analysed  countries in post-war period,
and Graf 5 shows change population ages 65 and above. 

Graf 5: Population ages 65 and obave (% of total population) BH, 
Croatia, Montenegro and Serbia 1995-2009

Bosnia and Herzegovina in regional cooperation on Western Balkans 389

Resorce: http://databank.worldbank.org/ddp/html-jsp/viewNewReport.jsp?IS_REPORT_IN_
REFRESH_MODE=true&NEW_REPORT_STYLE=280&NEW_REPORT_FOOTNOTES=BOTH
&NEW_REPORT_SCALE=1&NEW_REPORT_PRECISION=0&NEW_REPORT_HIERARCHY=
NONE&NEW_REPORT_EMPTYFORMAT=..&newReport=yes&SERIES_SCALING_FLAG=&I
S_MAP_CUSTOMIZED=true&SHOW_REPORT_FEATURES=&ROLLOVER_OPTION=false&r
olloverInterval=0&rolloverDirection=NONE&HIDE_COLUMN=&COMMA_SEP=true&RESET
_ALL=&DELETE_ROW

Numbers of population in all countries are decreasing and age. (see: anex
3 and anex 4)

Experiences shows that regional cooperation is fundamental options for
this situation (reduce economic growth, reduce economic development,
depopulation, and aging population). Why? Regional cooperation is way of
fostering competition, have positive implications reducing frictions between
antagonistic neighbours, and have positive implication according accesses for
European funds for regional cooperation. (Schiff&Winters, 2003; Todaro&
Smith, 2009; Krugman&Obstfeld, 2006; Osmanković&Pejanović, 2009)



REGIONAL COOPERATION

Bosnia and Herzegovina participate in four euroregions, Dunav-Drava-
Sava, and Drina-Sava-Majevica, and Adriatic euroregions, and Dinaric
euroregions. (Osmanković&Pejanović, 2006) Bosnian neighbours participates
in this euroregion too. Bosnia and Hercegovina participate in two euro
macroregions: Dunav and Adriatic-Ionic macroregions. 

Map 1: Bosnia and Herzegovina with different forms 
of regional cooperation
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Resources: Osmanković, 2011.

According IPA, Bosnia and Herzegovina is part of three space for cross
border cooperation: Bosnia and Herezogvina and Croatia, Bosnia and
Herzegovina and Montenegro and Bosnia and Herzegovina and Serbia. In
same time, Serbia participate in programme of cross border cooperation
Hungary and Serbia, Romania and Serbia, Bulgaria and Srebia, Serbia and
Montenegro, Croatia and Serbia. Montenegro and Croatia participate in
programs cross border cooperation too. 



Resource: Osmanković, 2011.

There is, except bilateral cooperation, multilateral cooperation in context
IPA program. For example: Adriatic programme, South East Europe and
Mediterranean programme. Bosnia and Herzegovina, Serbia, Croatia and
Montenegro are in this three programmes.

Map 3: Space of cross border cooperation Bosnia and Herzegovina 
and their neighboured according IPA
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Map 2: Euroregions and Bosnia and Herzegovina



Resources: Mulaomerović&Osmanković, 2011.

Euroregion Dunav-Drava-Sava established at 1998 and focused on the local
and regional economic development. Euroregion Drina-Sava-Majevica
established at 2003 and start with radio and cultural cooperation. Adriatic
euroregion established ar 2006 and this is the largest and the most development
euroregin in this part of Europe. Dinaric euroregion is the youngest euroregion
with focus on specific environment. (Osmanković&Pejanović, 2006)

There are communication and kind of cooperation municipalities from right
and left coast Drina river (Drvengrad and in the future Kamengrad), cantons
in Herzegovina and Dalamtia, national parks Una and Plitivica.

There are cooperation on Balkan in trade (CEFTA), investment,
infrastructure (energetic, traffic, environment, ICT), democratization, social
development (parlament cooperation, human capital, cooperation of civil
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society), security, defence and trust (cooperation ministries of defence, centre
for security studies, forum for help SEE, centre for controlling arms, USA-
Adriatic charter, regional anticorruption initiative, regional initiative for
migration, asylum and refuges, association of police, Police forum, network of
police women, regional centre for fight from cross border crime, etc) (Lopandić
&Kronja, 2010; Minić&Kronja, 2007; Kronja, 2009)

There are funds for support and regional cooperation on Western Balkan
(PHARE from 1989, OBNOVA fro 1996, CARDS, IPA from 2007. IPA supports
cross border cooperation, regional development, rural development, human
capital and so on.

There are possibilities for cooperation in programme Culture, MEDIA,
Internet plus, IDABC, Carina, Fiscals, Competitions and innovation, Progress,
FP7, Business and innovation, employment and social development, TEMPUS,
Erasumus Mundus, other programmes for education, RCC (Council for
regional cooperation), etc. (Lopandić&Kronja, 2010; Minić&Kronja, 2007;
Kronja, 2009)

There are five agencies for regional cooperation in Bosnia and Herzegovina
established by European Commission at 2004 (Sarajevo, Tuzla, Zenica, Mostar
and Banjaluka). Agencies from Banjaluka change seat to Bihać. (Osmanković
&Pejanović, 2006)

There are six region in Republic Serbska, and ten cantons in Federation of
Bosnia and Herzegovina. 

There are regions in these countries for police, for health, for VAT, for
customs and so on.

There are question what is with statistical region (NUTS 1, NUTS 2, NUTS
3), what is with administrative regions, what is with divided communities and
cities end with other regional forms.

CONCLUDE

Experiences shows that regional cooperation is fundamental options for
this situation (reduce economic growth, reduce economic development,
depopulation, and aging population). Regional cooperation is way of fostering
competition, have positive implications reducing frictions between antagonistic
neighbours, and have positive implication according accesses for European
funds for regional cooperation.

There is hyperinflation different forms regional cooperation on the state
level and on the cross border cooperation. It is bases on the compare economic
growth and economic development this countries with number different forms
of regional cooperation. 
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But, regional cooperation in state and cross border regional cooperation
needs institutional capacity, human capacity, and political support, consensus
about main value, knowledge, and visibility.
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ABSTrACT
In the text, the author attempts to identify the basic causes of the failure
or only partial success of Western Balkans civil society, i.e. non-
governmental organizations as their key organizational form, in the
process of reconciliation and renewal of cooperation between recently
warring ex-Yugoslav nations. She starts from an etimological finding that
the word reconciliation in Serbian (pomirenje) is actually derived from the
word peace (mir), as a linguistic label of an inter-group relation that is
contrary to the one named war. Therefore, the stabilization and ensurance
of peace, mainly established by means of an external intervention (the
same one which in fact created a strong presumption for its violation), is
a wished-for and intended outcome of the reconciliation process among
ethnic groups that populate the Western Balkans region. However, the
historical experience, reminds the author, teaches us that it is only a just
and fair peace that is stable and long-lasting. In the ex-Yugoslav “case”,
taking into account all its causes and occasions, such justice implies a clear
and consistent definition of state-territorial borders among peoples, all

1 University of Belgrade, Institute for Philosophy and Social Theory.
2 Ovaj rad je realizovan u okviru projekta broj 43007, koji finansira Ministarstvo za prosvetu i nauku

Republike Srbije u okviru programa Integrisanih i interdisciplinarnih istraživanja za period 2011-
2014. godine.



of whom (except Serbian), through referendums, fragmented the state
union in which they had lived together for almost eight decades. Namely,
the inter-ethnic conflicts in the region of former Yugoslavia did not
commence for the purpose of the commission of crimes, which might be
wrongly concluded through the absolutization of this, undoubtedly the
most tragic of all, its criminal dimension, which is something that the
Serbian non-governmental sector particularly insists on – the true motive
of the wars, according to the author of this text, was the conviction of
some of their internal participants of the injustice of the already existing,
“republican” borders of the new states that kept emerging on the ruins
of the SFrY, a conviction which, considering the political technology of
the secessionist fait accompli of other participants in the years-long
fragmentation and disintegration of the second Yugoslavia, was
inevitably conducive to war as a method of correcting the injustice that
had been perceived. With the tendentious, reductionist and largely
falsifying interpretation of the ex-Yugoslav case that arose on those bases
(instead of the declared humanitarian and pacifist treatment of the same),
as a self-imposed mission for which they had too few expert qualifications
and too many crypto-political and profitable motives, the “third sector”
of the Western Balkans, mainly its Serbian part, through the majority of
their activities, contributed more to the moral confusion and social
destabilization of the region and to further group-psychological
distancing of peoples inhabiting it, than to their reconciliation understood
in the aforesaid terms, as a basis of productive cooperation and safe
progress in the region where they live. The more clearly it reflects the
unpleasant fact of their actions and the sooner it agrees to the redefinition
of their hitherto mostly misconceived mission, or to its reduction within
the declared and socially expected framework, the sooner will the local
non-governmental sector in Serbia, according to the author, start to
increase their relatively low social credibility and become a respectable
factor of a solution to the tragic and decades-long interethnic “enigma”
of the Western Balkans region.
Key words: Western Balkans, civil society, disintegration of Yugoslavia,
interethnic reconciliation.
jEL Classification: K33, Z00.

The breakup of the second state union of south Slavic nations was certainly
one of the most traumatic collective experiences of people inhabiting this region
during the 20th century. A series of years-long and brutal interethnic wars killing
the European “America in miniature” has left some group-psychological barriers
which even the most persistent optimists among investigators of the recent tragic
Western Balkans past did not believe to be removed soon and easily. Despite
the fact that numerous social activists (cultural, artistic, scientific, sports, civil,
etc.) have been engaged in that important social mission in the past fifteen years,
its effects could be assessed as considerably lower than those that were quite
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modestly projected. In this paper, I intend to identify the basic causes of the
failure, or more precisely, incomplete success of the activities of one of the more
agile missionaries of reconciliation and renewal of cooperation between recently
warring ex-Yugoslav nations – Western Balkans’ civil society, i.e. non-
governmental organizations as their key organizational form. I would then like
to briefly comment on the current effects of this failure on the stability of the
region, and finally, in conclusion, to point to possible directions of redefining
the previous civil society’s approach to this considerable task which societies
and countries created from the ruins of the socialist Yugoslavia are facing. 

Heading for the indicated goal of this short research, I am starting from an
etymological insight that the gerund reconciliation has been derived in Serbian
(pomirenje) from the word peace (mir) as a linguistic designation of an intergroup
relation contrary to the one named war. Thus, stabilization and ensuring peace,
mainly established by means of an external intervention (the same one which
in fact created a strong presumption for its violation) is, or at least should be,
the desired outcome of the reconciliation process among ethnic groups
populating the regions which even today, two decades after the breakup of a
state union that had politically integrated them for almost eighty years, is
somewhere labelled as Yugosphere. The historical experience – that acquired by
means of collective endurance in the regions at issue additionally– teaches us,
however, that only a just peace is a stable and permanent one. One, although
not the only or most important one, but definitely a significant element of justice
of the desired peace in the regions of former Yugoslavia,3 is a valid, i.e. objective
and on facts based interpretation of the causes and reasons for the brutal
devastation of that peace, which has resulted in numerous consequences, now
known to all. Namely, the inter-ethnic conflicts in the region of former
Yugoslavia did not commence for the purpose of the commission of crimes,
which might be wrongly concluded through the absolutization of this,

3 In the ex-Yugoslav “case”, bearing in mind its causes and occasions, such justice would
primarily imply a state- territorial demarcation of peoples based on a clear and consistently
implemented principle, all of those peoples, except the Serbs, having disintegrated at respective
referendums the state union in which they had lived together for almost eight decades. The
psychological dimension of reconciliation among nations and the peace stemming therefrom –
mutual forgiveness and forgiveness to crime perpetrators, the restoration of the lost trust as a
necessary basis for any future cooperation and progress of the region could, I presume, act as
a complement and not as a substitute for the former dimension, or rather a necessary presumption
of it. This is because wars do not end in order for the conflicting sides to reconcile with each
other, although that happens mostly – sooner or later – after the war ends, but in order for them
to secure the realized victory or, if defeated, spare themselves from total destruction. The
reconciliation process understood in that narrow, socio-psychological sense is prolonged
additionally in cases such as the ex-Yugoslav one, in which the realized war victories do not
result from moral impeccability of the winner’s political aspirations, nor does the experienced
defeat stem from immorality of the loser’s political aspirations.
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undoubtedly the most tragic of all, its criminal dimension, which is something
that the Serbian non-governmental sector particularly insists on – the true
motive of the wars was the conviction of some of their internal participants of
the injustice of the already existing, “republican” borders of the new states that
kept emerging on the ruins of the SFrY, a conviction which, considering the
political technology of the secessionist fait accompli of other participants in the
years-long fragmentation and disintegration of the second Yugoslavia, was
inevitably conducive to war as a method of correcting the injustice that had
been perceived. By taking a reactive (instead of preventive), inconsistent
(instead of principled), militant (instead of peaceful) approach to the crisis, the
international community, or rather its most influential state members at that
particular political and historical moment, actively and decisively contributed
to the escalation of interethnic tension up to the point in which no alternative
to war seemed convincing or effective enough to the Western Balkans peoples.
Thus, through a synergy of internal and external agents, in all its phases (the
Croatian, the Bosnian-Herzegovinian and the Kosovo-Metohija one), the crisis
inevitably became increasingly more devastating, sliding towards solutions
that were more destructive than any other solution would have been - the
solutions of war, with an entire range of its tragic repercussions. 

With their mostly tendentious, too often reductionist and sometimes
explicitly falsified interpretation of the ex-Yugoslav case that sprang on those
bases (instead of the declared humanitarian and pacificatory treatment of the
same),4 as a self-imposed mission for which they had too few expert
qualifications and too many crypto-political and profitable motives, the “third
sector” of the Western Balkans, mainly its Serbian part, has, in the past ten
years, contributed more to the moral confusion and social destabilization of the
region, as well as to further group-psychological distancing of peoples
inhabiting it, than to their reconciliation conceived in the aforesaid sense, as a
prerequisite for productive cooperation and safe progress in the region
devastated by years-long wars.5 Moreover, the battle for an interpretation of the

4 The activity of those sectors of the local civil society that remained attached to such an approach
to the ex-Yugoslav case has undeservingly stayed in the long and dark shadow of the
prevailingly interpretative activity of other, too much publicized, sectors of the society to which
I am referring in this paper. More on that activity in my monograph History in the distorted
mirror: Non-governmental organizations in Serbia and the politics of interpretation of the recent south
Slavic past, in Serbian: istorija u krivom ogledalu: nevladine organizacije u Srbiji i politika interpretiranja
skorije južnoslovenske prošlosti, Beograd: Institut za političke studije, 2009.

5 One of the reasons for that is certainly contained in the fact that, albeit not lacking in highly
educated individuals in their ranks, especially in the field of humanities, when it came to the
very demanding task of the interpretation of the most complex political crisis that has shattered
the European continent since the Second World War, it was mostly, in terms of education,
lower-rank members of theirs, mainly formed in the ruling Communist party bureaucratic
structures of the second Yugoslavia, that the non-governmental organizations I am referring
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ex-Yugoslav case that the sector imposed in regional social environments, turned
out to be by no means less fierce than the armed battle that preceded it – as
such, it acquired the status of its continuation with other, unarmed means,
whereby one was to attain what had remained unrealized by armed means – a
full national, state and moral defeat of one side – the Serbian one – in the wars
for the ex-Yugoslav territorial heritage.

In that continuation of Western Balkans wars from the end of the past
century, this time with other, verbal means, what eventually occupied a
privileged position, was manipulation with the most inhuman and most
traumatic dimension of those wars – the criminal one – or, more precisely,
manipulation with the crimes of only one – the already mentioned – among
the numerous conflicting ethnic groups. The chief elements of such an
interpretative strategy were, as it is already known, the hypertrophying of the
number of non-Serb victims of Western Balkans armed conflicts from the end
of the last century6 and the decontextualization of the circumstances under which
those crimes were committed, i.e. their extraction from the long chain of the
mutually provoking crimes of all the sides in the wars in which the socialist
Yugoslavia was gradually dying, including the non-Serb ones. Through a
persistent application of that strategy, instead of the status of, more or less,
“equal” participants in numerous crimes by which the recent Western Balkans
wars used to write the new pages of the already too comprehensive collection
of the twentieth century European wartime criminal enterprises, the non-Serb
participants in the wartime fragmentation of the SFrY were persistently
secured a “privileged” position of an absolute victim, ready to expect permanent
apologies from the other side and never seek forgiveness. Thus the unfounded
(if authentic at all and not skilfully simulated) fear of the relativization of crimes
committed against them, which, according to this part of the local “third
sector”, would take place if those crimes were to be put in a wider criminal
context of the more recent wartime past in the Western Balkans, produced the
reality of the absolutization of those crimes as a basis offered for the championed
reconciliation of recently warring nations. Conceived on those bases, such
reconciliation turned out to be possible only on the condition of the Serb side

to engaged there. On this occasion we will leave out a question that is essential to research –
how it was possible that such an inversion of their social mission – from the nominal and
declarative protection and promotion of human rights and freedoms, the spreading of the
culture of peace and non-violence, the affirmation of ideas of multiculturalism and tolerance
to a de facto imperatively imposed interpretation of events from the recent past of the region –
has become socially tolerable and even championed by the state politics?

6 So, according to the findings of the president of the Helsinki Committee for Human Rights in Serbia,
Sonja Biserko, the number of victims of the massacre in Srebrenica exceeds 10,000 people. Cf.
Remembering Srebrenica in: Srebrenica: Memory for the Future, Sarajevo: Heinrich Bell Foundation,
regional office in Sarajevo, 2005., p. 10.
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agreeing to the position assigned to it in advance – that of an absolute executioner,
which, taking into account their real share in the last regional wars’ criminal
balance, they could by no means accept.7 Moreover, being persistently exposed
to such requirements, they were gradually distanced from the possibility of a
timely and valid reflexion and their indisputable and not at all negligible part
of responsibility for the catastrophic ending of the ex-Yugoslav state-
integrational enterprise. And the international criminal law’s institution created
with the declarative intent of precisely determining and adequately sanctioning
the part that all sides, including the Serbian one, played in the blood soaked
end to the over seven decades’ long state union of the Western Balkans peoples
– the international Criminal Tribunal for the Former Yugoslavia (‘’The Hague
Tribunal’’), through its previous activities, generously assisted by the Serbian
“third sector’’,8 that side in the wars in the former Yugoslavia in the 1990s,

7 The resistance of the Serb ethnos to such self-reflection on their own position and the role of
their political and intellectual elites in the tragic denouement of the 20th century in the
Western Balkans, which view was envisaged for them in advance, did not stem from the fact
that it implied confronting a very poignant and serious truth, but from the fact that “it
demanded confronting with partial truth”. Cf. radmila Nakarada: The disintegration of
Yugoslavia: the Problems of interpretation, Confrontation and Transition, in Serbian: Raspad
jugoslavije: problemi tumačenja, suočavanja i tranzicije, Beograd: Službeni glasnik, 2009, p. 150.,
italic M.r. For that very reason, the interpretation of the more recent south Slavic past based
on such truth “had to be imposed on the Serb people”, alleges the chair of the Helsinki
Committee for Human Rights in Serbia, Sonja Biserko (2006, bold M.r.). The aforesaid
interpretation was to be persistently repeated among non-Serb peoples and to their public,
in the same or even a more radical form than the one that had already been offered to them
through their mass media. For that purpose, the most active among the non-governmental
organizations at issue, above all the Helsinki Committee for Human Rights in Serbia, has for
years been engaged in an intensive publishing activity, the results of which span tens of
thousands of pages of texts in various genres; they have also been organizing numerous
seminars, youth schools as “a form of education on immediate past”, round tables, panel
discussions, press conferences, presentations of their editions, individual presentations before
the domestic and, much more, international audience, etc.

8 In this sense, just the activities of the Belgrade Humanitarian Law Center could be the subject of
a separate and sizeable study. The compiling and sending to the Hague Tribunal of several
thousand pages of collected material, which served as the basis for raising indictments against
a large number of solely Serb participants in the wars in the territory of the former Yugoslavia;
writing texts of ‘’admission’’ of guilt of some of the most senior Serb officials imprisoned in
Sheveningen, resulting from an agreement with the Tribunal and aimed at confirming the ‘’third
sector’’ interpretation of causes of the recent regional wars; the personnel ‘’cleaning’’ of Belgrade
courts, i.e. their acquiescence to planned rigged trials, which needed to ‘’prove’’ what couldn’t
be proved before the international Court of justice in the Hague – Serbia’s involvement in some
of the biggest crimes committed in these wars; preparing false witnesses of the prosecution of
the Hague Tribunal in many proceedings against indicted ethnic Serbs and the intimidation of
those that were to appear as defense witnesses,... None of these activities of Serbian civil society,
individually or collectively, could, without a large dose of research cynicism, be qualified as
contributing to facing the past and reconciliation of the Western Balkans peoples that battled
in the recent wars. 



additionally distanced from the readiness for self-reflection on their own
contribution to their criminal ‘’legacy’’. 

Meanwhile, a new geopolitical architecture of the Western Balkans has been
built, strongly supported by such an interpretation of the more recent regional
past, which interpretation served to legitimize and politically normalize in the
local and global public the outlines of such an architecture, emerging mostly
to the detriment of Serbian state-territorial interests. Namely, a nation self-
represented in such a way could hardly be perceived, either regionally or
globally, otherwise than as scarcely deserving of any state at all, in other words
compelled to feel content because, faced with the deserved international
political retaliation, it has succeeded to preserve any part of its territory. Thus
the renowned slogan – Strong society, weak state – under which the civil society’s
movement emerged and was functionally profiled as such – assumed a bizarre
reformulation in the Serbian regions in the late 20th and early 21st century: a
nation morally stigmatized, a state territorially minimized. 

In this sense, activists of the local ‘’third sector’’, by their own admission,
were to the Euro-Atlantic, i.e. its geopolitical aspirations in this part of the
world, its self-proclaimed ‘’partners for dialogue on the causes of the
disintegration of the former Yugoslavia’’.9 For the ‘’explanation of the Yugoslav
case (the way they had suggested, M.r.) is in the interest of Europe’’.10 That this
is in the considerable interest of regional actors of the recent south Slavic past,
is confirmed by a long list of awards and recognitions, received in the last ten
years by the most prominent Serbian civil society’s activists. Their dedicated
interpretation service to overseas political interests did not go unobserved and
unrecognized, confirmed by the long list of awards arrived from the same
address to them. And the bias supported by external factors easily becomes the
instrument of domination ‘’for, in the name of the guilt of ‘bad guys’, legitimate
national interests can be disputed, internal discord can become more
pronounced and the creation of a broad social consensus necessary for social
transformation can be aggravated’’.11 recognized as such, it was deservedly
met with a lack of understanding, resistance, an even unhidden scorn of the
local population, for whose political benefit its supporters have been attempting
to legitimize their activities for a decade and a half. And the just, ergo stable
peace, projected on such a civil society’s basis and in their perception to the
local public, is most certainly transferred long-term from the sphere of the
psychologically possible and politically feasible to the zone of a social utopia.
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9 Cf. Perovic, Latinka, To the Second Edition, Second Serbia – 10 years later, Belgrade: Helsinki
Committee for Human rights in Serbia, 2002., p. 11.

10 Cf. Perović, Latinka, ibid, p. 11.
11 Cf. Nakarada, radmila, ibid, p. 168.
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Moreover, engendered by means of the effects of such civil society’s actions,
the feeling of a vast national humiliation and enormous political damage which
is spreading among ethnic Serbs, could be established rather as a certain basis
for their revengeful tendencies in the near or more distant future, than as a
sustainable basis of national reconciliation, i.e. stability and prosperity of the
region wanting to shed the stigma of a provincial ‘’tavern’’ in which the ‘’lights
go out’’ too often, and the ‘’guests’’ reach for traditional means of settling
mutual ‘’debts’’. 

If we assume as correct the observations of some authors12 that civil society
is not just a collection of autonomous individuals, but an ennobled society, with
a high degree of civility and responsibility, and that civility entails that ‘’all
participants in civil society perform their tasks with dignity, with awareness of
the consequences of their behavior’’,13 it seems to be difficult to determine that
the Western Balkans ‘’third sector’’, above all its Serbian part in the past two
decades, has been guided in their work with such civil society’s criteria, which
were established in the countries of exemplary democracies. There was too little
dignity in such activism and too little civility and awareness of the
consequences of their conduct in the delicate circumstances and demanding
areas of the post-conflict south-east Europe. As such, this activism not only did
not significantly contribute to the alleviation of the psychological consequences
of the long conflict in the region, as a prerequisite for its faster political
integration in the civilization to which it had always belonged, geographically,
but, to a large extent, it devalued and called into question the meaning of civil
society’s activities as such, with all their socially valuable, democratizing,
libertarian and emancipating potentials.14 For most people in Serbia, the term
civil society, i.e. NGOs as the main form of its organization and activities, has,
since the beginning of the 1990s, been synonymous with political pestilence
and with working for other countries’ interests, which, according to the
majority of the local public, should be strictly sanctioned, and not socially
tolerated or supported and affirmed by the state. 

The clearer they reflect the depressing effects of their activities so far and
the sooner they agree to a redefinition of their mission, which has been mostly

12 Cf. Avramov Smilja, alternative Model of the international Community – Civil Society and the Non-
Governmental Sector, in Serbian: alternativni model svetske zajednice:civilno društvo i nevladin sektor,
Beograd: Nova Evropa, p. 83.

13 Cf. Shils, Edward, “The Virtue of Civility”, in: Steven Grosby (ed.) Selected Essays on Liberalism,
Tradition and Civil Society, Indianapolis, 1997., p. 49, italic M.r.

14 This was supported by the fact that the recent work of NGOs in Serbia was ‘’regulated’’ by the
Law (“on the formation of citizens’ associations, social organizations and political organizations
founded in the territory of the SFr of Yugoslavia“) passed in 1990, which, as such, couldn’t
legally deal with the complexity of the mainly self-imposed mission of this form of civil
society’s organizing in its Milosevic and post-Milosevic phase. 



misconceived to date, i.e. to its reduction within the boundaries of what is
declared and socially accepted,15 the sooner, it is our conclusion, the local NGO
‘’sector’’ will begin to increase its negligible social credibility and become a
respected factor for resolving the decade-long political ‘’enigma’’ of the Western
Balkans region. reaffirmation of the idea and practice of civil society’s activities
in a form that is sound and truly beneficial for local political communities, could
represent a ‘’collateral’’ and by no means negligible effect of this act of self-
reflection and self-correction. 
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and useful manner for the region. 
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The issue of primacy divides roman Catholic (rCC) and Serbian
Orthodox Church (SOC) in theological field. Painful historical heritage
from Second World War is also the great obstacle. Yugoslav atheistic state
supported development of inter-church relations in acceptable
proportion that would increase national relations in Yugoslav federation.
It’s fear related to possible “common front” against ideological system.
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INTrODUCTION

Historical mission of the SOC implies the testimony and application of
original evangelic principles in given circumstances and time. Such approach
has general social, political, individual and psychological character,
encompassed in the concept of Svetosavlje as a philosophy of life.2 One of the
most significant determinants of Svetosavlje is national, which represents, above
all, the framework and instrument for preservation of the church, cultural and
political identity and self-importance of Serbian nation. From today’s
perspective, it could be defined as qualitative factor of the universal concept of
pluralism. It is of utmost significance to emphasize that national in this context
is based, above all, on spiritual and ecclesial. The roman Catholic theologists
testify that Saint Sava was church and political missionary and peacemaker.3

On the other hand, the roman Catholic Church (rCC) is characterized by
unificational and subjectivistic conception (dogma on papal infallibility or
inerrancy) and more prominent hierarchical and organizational structure, whose
factors are the other Christian churches.4 Its ecclesiology is of critically
universalistic character, thus it logically tends to be applied at universal level.
For the rCC, the Balkans is terra missionis and antemurale christianitatis, which
in the historical context crucially influence the quality of its relations with the
SOC. The Vatican generally acts towards the “outside” world guided by church
strategy of “dialogue in concentric circles” (with Christians, other religions and
atheists), by using “potentials” of given political situations. 

With the above outlined theological issue, the most sensitive points in
relation between the SOC and the rCC today are the events from the Second
World War, in which one part of the roman Catholic clergy in “the
Independent State of Croatia” (ISC) participated in crimes towards clergy and
believers of the SOC, but also towards roma, jews and Croats unloyal to pro-
fascist regime, undoubtedly with the knowledge and approval of the Vatican.5

Painful events and heritage place in front of the two Christian churches the
request for overcoming the problem through acknowledgment, repentance and
forgiveness, with necessary demarcation of roles and responsibilities on the
basis of universal “truth and justice”. Then we could speak of the true inter-
church dialogue with major results in a broader interdisciplinary sense. 
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2 Јустин Поповић, Православна црква и екуменизам, Светосавље као философија живота.
Београд, Манастир Ћелије код Ваљева, Наследници Оца Јустина, 2001, p. 32.

3 The titular Bishop of Bosnia Ivan Tonko Mrnavić (XVII century), Aleksandar Donković, Friar
Andrija Kačić-Milošić, Ivo Pilar, PhD and josip Smoldak (XX century), etc. 

4 dogmatska konstitucija o Crkvi Lumen Gentium, Dokumenti Drugog vatikanskog koncila,
Kršćanska sadašnjost, Zagreb, 1970, pp. 91–205.

5 Marco Aurelio rivelli, L’arcivescovo del genocidio, Kaos Edizioni, Milano, 1999, p. 35.
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THE YUGOSLAV STATE, rCC AND SOC

The Church “management” and “melting pot” of the socialist (communist)
Yugoslav state generally implied control and instrumentalization of religious
for political purposes. In its relations with its religious communities, the state
was guided by atheistic and secular premises, trying to exploit their
peacemaking potential, in order to solve the national issue and gain credibility
for its ideological position.6 By using repressive methods (pressures, blackmails
and intimidations), and with the generally conciliatory attitude of the SOC,
immediately after the World War II the Yugoslav state established
“cooperative” relationship with the SOC. In this regard, the rCC initially
advocated the extremely conflict position, by criticizing the state ideology and
its atheism. Generally, both churches had a marginal and secondary position
and role in Yugoslav society. The Yugoslav state supported the establishment
of inter-church cooperation, afraid from the possibility of creation of “joint
church front” that would threaten its ideological system.

With the Protocol on Regulation of Relations between Yugoslavia and Vatican in
1966, and with the establishment of diplomatic relations in 1975 on personal
initiative of the Pope Paul VI, the relations between Yugoslavia and the rCC
was increasingly gaining the form of cooperation and gradual achievement of
the Vatican interests.7 Tito wanted the support from the Vatican in promotion
of the state at international level, while rome has sought a strategic expansion
of religious and social influence of the rCC in Yugoslavia.8 The Yugoslav state
was aware of that, with the tacit approval. From the strategic point of view, it
is obvious that political interests had a secondary significance in relation to the
church interests. In addition, in relation to the events in “ISC”, the Yugoslav
state acted in a “managerial” way and irresponsible, de facto supporting the
attempt of the rCC to relativize the historical events and put them ad acta, in
the name of achieving the common vision of the future. 

VATICAN AND SOC

In the development of relations with the SOC, the Vatican undertook the
multidimensional initiative and activities. As for war crimes, French Cardinal

6 Информација о односу Католичке цркве и државе у СР Хрватској, Савезна комисија за верска
питања, поверљиво, Архив Југославије, Фонд 144, 24. јануар 1967, ф. 102, ком. 655, бр. 48.

7 Депеша ДСИП и Амбасади у Риму, Италијанска реферада, Савезна комисија за верска питања,
поверљиво, Архив Југославије, Фонд 144, 14. октобар 1965, ф. 87, бр. 333.

8 Забелешка о разговору Ивана Лазића и поречко–пуљског бискупа др Драгутина Нежића,
Републичка комисија за верска питања Хрватске, поверљиво, Архив Југославије, фонд
144, 25. мај 1965, бр. 08–112/1.



Eugenio Tisserand and Bishop of Banja Luka Alfred Pihler have personally
admitted the involvement and responsibility of the rCC.9 However, the rCC
has not officially distanced itself and condemned the actions of one part of its
members, which represents a great obstacle for the SOC. From the rCC’s
perspective, a very important “mediating” role in the development of relations
with the SOC belongs to the Greek Catholic Church (“Catholic Church“ of Eastern
rite or the “Uniatic” Church).10 It is important to know that the GCC
acknowledges the primacy of the Pope and the ecclesiastical jurisdiction of the rCC.
The SOC, primarily from the theological and historical reasons, such its position
and role sees as an obstacle for improving the relations with the rCC. 

In the period after the Second Vatican Council (1962-65), the two churches,
however, shared a common consensus about the missionary activities in the
global secular and atheist regional circumstances, with a readiness for dialogue
and cooperation. In that sense, the Vatican supports the idea of supranationality
and gradual global integration of churches through joint social activities (with
the aim of evangelization), while the SOC to larger extent was and still is
theologically and “nationally” directed, insisting on church criteria of dialogue
and cooperation. 

During consideration of the issue related to the establishment of the dialogue
with the rCC in the early 1960s, the Serbian church had in mind the position of
the Patriarchate of Constantinople as “the first in honour” in the structure of the
Orthodox Church. That is why it firstly initiated the dialogue with the
Patriarchate of Constantinople, in order to achieve the principal consensus on
the principles of dialogue with the rCC. The SOC was of the opinion that
dialogue must be based on respect for fundamental principles of the Orthodox
Church.11 After that, it has also established the direct dialogue with the rCC,
whose emissary the Bishop johan Bilebrands visited Belgrade five times between
1963 and 1969. During these meetings, all essential issues were addressed related
to relations between the two churches - the papal primacy, postulates and
outcomes of the dialogue, appointing observers from the SOC to the Council,
“decentralization” of the rCC, etc.12 On that occasion, the Vatican sent a direct
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9 In early 1960s, Cardinal Tisserand visited Yugoslavia and its state leaders, and faced ignoration
by representatives of the rCC in Croatia. In his Christmas Epistle in 1963, Bishop Pihler called
the SOC for forgiveness of certain rCC’s actions, and proposed to his believers rapprochement
with the SOC.

10 dekret o ekumenizmu i istočnim katoličkim crkvama, Dokumenti Drugog vatikanskog koncila.
Kršćanska sadašnjost, Zagreb, 1970, pp. 205–257.

11 Писмо Патријарха Германа Патријарху Атинагори, Савезна комисија за верска питања,
поверљиво, Архив Југославије, Фонд 144, 28. април 1960, ф. 64, ком, 512, бр. 30.

12 Дилпарић посетио Патријарха Германа на Његово тражење, Савезна комисија за верска
питања, Архив Југославије, Фонд 144, 1962, ф. 64, ком. 492.
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invitation to the SOC to appoint an observer to the Council, although it
continued to favour the Patriarchate of Constantinople as the main “partner”,
which encouraged the “rivalry” among Orthodox churches. The Assembly of
the SOC held on 10 May 1963 passed a principal decision to send its observers
to the fourth session of he Council, based on previous pan-Orthodox approval,
authorizing the Synod of the SOC to make the final decision on this matter.13

The SOC had in mind that Greek Church held irreconcilable attitude toward the
rCC, as well as that observers from the russian Church had already been at the
Council. By observing the decisions of the rhodos Orthodox conferences (1961-
1964), the SOC thought that each orthodox church should be left with a
possibility to deicide whether it will send observers (lower clergy and worldly
theologians), which would not oblige the other Orthodox churches.14 In this
sense, in May 1965, the Synod of the SOC obtained the final positions of other
Orthodox churches and the Yugoslav state.15 After that, the Synod authorized
Dr. Dusan Kasic and Professor Lazar Milina to attend the fourth session of the
Vatican Council as representatives of the SOC.16 They passed on the SOC’s
position to Cardinal Bea, according to which the main obstacle for the
improvement of relations between the two churches was the spread of the rCC’s
influence (“Uniatism”) at the SOC’s expense in the contiguous areas (above all
in Croatia).17 Kasic and Milin concluded that convergence of the two churches
in the theological field can not be expect in the near future, but that their dialogue
was useful in the broader social, socio-charitable and peacemaking terms, given
the secularist global tendencies.

During the 1980s, Patriarch German maintained permanent contacts with
the representatives of the Nunciature in Belgrade. He also had a meeting with
the Vatican State Secretary Cardinal Casaroli in early 1985, when they agreed
on starting the dialogue between the two churches at regional level in Yugoslavia.
The later establishment of the joint Commission for dialogue between the BCY and
the SoC Synod, as regional form of transformation of global “dialogue of love”
into theological dialogue, should be considered as a consequence of this
principal agreement. 

13 Документ Архијерејског Сабора СПЦ, 1963, 20/зап. 57.
14 Забелешка о пријему митрополита Дамаскина и епископа Фрушића код председника Моме

Марковића, Савезна комисија за верска питања, поверљиво, Архив Југославије, Фонд 144,
23. новембар 1964, ф. 77, бр. 519.

15 Информација о пријему Патријарха Германа од стране председника Милутина Мораче,
Савезна комисија за верска питања, поверљиво, Архив Југославије, Фонд 144, 23.
септембар 1965, ф. 86, бр. 295.

16 Депеша ДСИП и Амбасади у Риму, Италијанска реферада, Савезна комисија за верска
питања, поверљиво, Архив Југославије, Фонд 144, 14. октобар 1965, ф. 87, бр. 333.

17 Италијанска реферада–Текст депеше амбасади СФРЈ у Риму, Савезна комисија за верска
питања, поверљиво, Архив Југославије, Фонд 144, 25. новембар 1965, ф. 87, бр. 362/1.



In the period of Patriarch Pavle (1990-2010), despite the socio-political crisis
and the war in former Yugoslavia, the SOC continued to insist, above all, on
respect for universal Christian principles. rome invited its representatives to
the Synod of European roman Catholic Bishops at the end of 1991, in order to
examine the issues related to evangelization of the continent in the changed
social, political and economic circumstances. At the same time, the Pope john
Paul II and the rCC have, through the Yugoslav state authorities, started an
initiative for establishing the direct dialogue between the Vatican and the SoC.18

Although the SOC’s Synod “persuaded” its two representatives to travel to the
Synod in rome, the SOC’s Assembly, on its extra session in November 1991,
decided that “for now” the dialogue with the rCC should be postponed, stating
as reasons the war between Croats and Serbs, the positions of the Zagreb
Cardinal Franjo Kuharic and certain members of the rCC in Croatia on causes
of the war, proselytistic actions of “Uniates” in Orthodox countries, as well as
principal positions of the Pope john Paul II on all presented issues.19 The position
of the SOC had theological and ethical basis, but it also represented the
diplomatic “defeat” in terms of direct presence and testifying its own positions. 

In war circumstances, both churches have instigated a number of peace
initiatives, with mutual consent that war is not a religious, but political category.
However, they differed in terms of understanding of the causes of war,
especially in terms of desirable political forms for overcoming the conflicts.
Undoubtedly, the rCC has supported the dissolution of Yugoslavia, advocating
the respect for the principle of self-determination of its nations, above all in
terms of gaining independence of republics within their existing borders. On
the other hand, the SOC firstly supported the idea of preservation of Yugoslav
Federation, and when it was no longer possible, for the respect for universal
right of all its citizens to self-determination, regardless of borders that were set
up by the authoritarian atheistic regime. In this context, it was noticeable that
the rCC tended to build “the future”, while the SOC expected all declarative
principles that were advocated to the Pope and the rCC to be fully
implemented in practice. 

Despite the fact that the SOC delegation did not arrive in rome, Patriarch
Pavle stressed that it didn’t mean it was rejection of the dialogue with the rCC,
pleading Pope john Paul to receive the Episcopal delegation of the SOC for
“immediate, fraternal, inter-church dialogue on all presented issues”.20 He
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18 Писмо Амбасадора Социјалистичке Федеративне Републике Југославије др Ивице Маштруко
Његовој Светости Патријарху српском Господину Павлу, Архив Синода СПЦ, 30. мај 1991,
бр. 1111.

19 Писмо Патријарха српског Господина Павла Његовој Светости Папи Јовану Павлу ii, Архив
Синода СПЦ, 26. новембар 1991, бр. 2865.

20 Ibidem.
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wanted to directly confront the essence of the problem related to the
development of the dialogue, while the rCC remained faithful to the
universalistic approach, according to which there was not much space for
regional problems. There were extremely negative reactions within the SOC
regarding the development of the dialogue with the rCC, especially by some
episcopes and the Church’s “basis”. 

Due to theological and political reasons, representatives of the SOC did
not attend prayer meetings in Assisi in 1986 and 1993, whose “patron” was
the rCC, because of the presence of representatives of numerous world
religions. Yugoslav state has, through the academic Stipčević and president of
the FrY, Mr Dobrica ćosić, tried to influence the SOC in terms of an urgent
meeting between Pope and Patriarch.21 Therefore, in March 1993 the SOC’s
Synod “persuaded” Metropolitan of Montenegro and the Littoral Amfilohije
and Episcope Irinej of Bačka to visit Pope john Paul II.22 The meeting took
place in early April the same year, which was the first meeting between high
representatives of the SOC and the Pope in the last 700 years. On that occasion,
a principal agreement was reached to establish a direct contact through a
permanent representative of the SoC in Rome. It was also agreed to organize a
meeting between Pope and Patriarch, based on the decision of the SOC’s
Synod and the approval of other Orthodox churches.23 Cooperation between
the two churches in cultural field was defined as important aspect and
contribution to the development of new European relations.24 It is important
to know that the rCC was not directly requesting a meeting between Pope
and Patriarch, but mostly indirectly, through the Yugoslav state. Through
eventual meeting of the two primates, the Vatican wanted to gain broader
Christian legitimacy of its actions, while the Yugoslav state asked for the
Vatican’s support in promotion of its difficult position in international relations
(lifting of sanctions against FrY). Patriarch Pavle approached this issue based
on the consent of all Orthodox churches (Decision of the Orthodox Primates
in 1992), taking into account the positions of both the SOC’s episcopes and
believers and Yugoslav state. 

21 Писмо Никше Стипчевића, члана САНУ и управника Библиотеке САНУ Његовој Светости
Патријарху српском Господину Павлу 26. децембра у 8 сати ујутру, врло хитно, Архив
Синода СПЦ, 29. децембар 1992, бр. 4244.

22 Седница Светог Архијерејског Синода СПЦ 25. марта 1993, Архив Синода СПЦ, 1993, бр.
974/зап. 693а.

23 „Делегација Српске православне цркве разговарала са поглаваром Римокатоличке цркве
Папом Јованом Павлом II―Папа изразио жељу да се сусретне са нашим Патријархом“,
Православље, свес. 627, 1. мај 1993, стр. 1–3.

24 Документ Архива Синода СПЦ, 13. септембар 1993, бр. 2111/зап. 2011. 



SOC AND rCC IN YUGOSLAVIA

The quality of relations between the two churches in Yugoslavia was
significantly conditioned by the fundamental theological disagreements (papal
primacy), painful historical heritage and strong influence and guidance of the
Yugoslav state. In this case also, the rCC was undertaking open initiative, while
the principal reservation of the SOC was a result of its difficult personnel and
financial position. It was additionally burdened by “uncooperative” acts of the
rCC and Yugoslav state, especially in Dalmatia, Slavonia and Macedonia.

In accordance with the guidelines of the Second Vatican Council, through
the decree on Ecumenism from 1974, the Yugoslav bishops have requested the
improvement of relations with the SOC, based on common denominators and
respect for differences. However, the declaratively promoted tolerance,
coexistence and “equality” have not been properly implemented in practice.25

In this fact, the SOC saw an insincere intention, so the SOC’s Assembly passed
the decision in 1964 by which the contact with the rCC could be maintained
only through its authorized church representatives. However, through the state
influence, some higher and lower representatives of the SOC did maintain
contact with the rCC, on which the SOC’s top management was not informed.
In the period after the Council, representatives of the rCC in Yugoslavia sought
solely “clarification” of the dogma of papal “infallibility” and the primacy of
the roman jurisdiction. They further affirmed their position by appointing
Archbishop of Zagreb Šeper for Cardinal in 1965. In Yugoslavia, they were
highly active in pastoral, socio-charitable, educational and publishing activity.
They used the “deductive-theological” and organizational-institutional
approach, establishing Ecumenical Commissions on the level of the Bishops’
Conference of Yugoslavia (BCY) and certain dioceses. 

In regional relations, the Serbian Church maintained to insist on solving of
all issues on the basis of original Christian values and principles, within the
framework of theological dialogue. The subject of its criticism was the dogma on
papal primacy and roman jurisdiction, as well as the rCC’s tendency for
expanding its influence at the expense of the SOC.26 However, it remained
faithful to “friendly” dialogue with the rCC, due to pastoral reasons and
promotion of Christian values in social life.27 That is why its approach can be
called a form of church policy of missionary character. The rCC also wanted the
similar things, through principal conciliation and promotion of the common
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25 Информација о односу Католичке цркве и државе у СР Хрватској, Савезна комисија за верска
питања, поверљиво, Архив Југославије, Фонд 144, 24. јануар 1967, ф. 102, ком. 655, бр. 48.

26 Владимир Дакић, Како се на Западу замишља поновно уједињење Цркава, Савезна комисија
за верска питања, Архив Југославије, фонд 144, 1962, ф. 64, ком. 516.

27 Документ Архива Синода СПЦ, 10. септембар 1963, бр. 2842.
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future based on Christian responsibility, with full respect for its “dogmatic-
pyramidal” conception of the Christian Church’s structure. In May 1968, the
SOC’s Assembly passed the decision that the SOC “would not be able to accept
the dialogue with the rCC before the rCC in practice demonstrate that it has
renounced its former relationship and methods towards the Orthodox Church,
especially in the implementation of the Uniatism”.28 In that period, priority for
the SOC was the dialogue with Anglicans, Old Catholics, Lutherans and pre-
Chalcedonian churches.29 Moreover, the SOC’s top management was facing
the need to bridge the gap between the readiness to dialogue with the rCC and
the reserved attitude of its church “base”. The Vatican and the Pope Paul VI
have also maintained the “parallel” connections with “the Macedonian
Orthodox Church” (MOC), which represented a serious obstacle for the SOC.

In Yugoslavia, the rCC has initiated contacts between higher and lower
clergy of the two churches, especially in inter-religious and multinational
environments, most often during church holidays.30 Therefore, in May 1966,
the SOC’s Assembly “warned” its priests about “the increased activity of the
rCC among Orthodox population”, emphasizing that official positions on
relations between the SOC and the rCC are only those presented by the
authorized high representatives of the SOC.31 In this context, the ban imposed
by the SOC’s Synod should be understood, by which priests cannot, without
its approval, “until further notice” maintain contact with the rCC.32 The
Yugoslav authorities were stressing that the lower clergy of the SOC comes into
contacts “spontaneously”, while the rCC does the same thing knowing exactly
what it wants to achieve.33 The SOC’s reserved attitude was largely causing
the direct interference and pressure by the Yugoslav state. 

Throughout this process, the rCC saw itself as a corrective guide of joint
activization of the two churches, with obvious, but cautious affirmation of its
religious principles.34 It pointed to the mutual responsibility of the two

28 Документ Архијерејског Сабора СПЦ, 1963, 20/зап. 57.
29 Документ Архива Синода СПЦ, 22. децембар 1968, бр. 3474/зап. 759. 
30 Одјек Концилских идеја у земљи, Републичка комсија за верска питања Хрватске,

поверљиво, Архив Југославије, Фонд 144, 5. март 1966, ф. 93, бр. 94.
31 Информација о раду редовног заседања Архијерејског сабора СПЦ од 11. до 23. маја 1966, Савезна

комисија за верска питања, поверљиво, Архив Југославије, Фонд 144, 1966, ф. 95, бр. 261/1.
32 Информација о односу Католичке цркве и државе у СР Хрватској, Савезна комисија за верска

питања, поверљиво, Архив Југославије, Фонд 144, 24. јануар 1967, ф. 102, ком. 655, бр. 48.
33 Информација о неким аспектима стања и деловања верских заједница у Југославији, Савезна

комисија за верска питања, Архив Југославије, Фонд 144, 13. јануар 1970, Савезна
скупштина, Одбор за унутрашњу политику, ф. 120, бр. SL.

34 Frane Franić, „Progresizam ili revizionizam u Crkvi”, Glas Koncila, sves. 496, sv. 1, januar 1983,
str. 1–4.



churches for inadequate “ecumenical” results, relativizing only the theological
approach. It affirmed “universalistic melting pot” of various factors
(theological, social and political). Political guidelines of the rCC, which were
of de-ideologizing character and the later support to the disintegration of
Yugoslavia, should be understood within this context.

CrOATIA AND SLOVENIA

The painful historical heritage and subtle attempts to “convey” the SOC’s
believers into the rCC, with the passive observation of the Yugoslav state, have
determined the quality of the post-Council relations between the SOC and the
rCC in Croatia. The roman Church defended its “expansionism” with the need
for joint fight against atheism. Given its very difficult situation regarding
personnel and finances, the SOC could find its “ally” only in the Yugoslav
authorities, which can explain its affirmative and cooperative relation with the
state. The SOC expected the support in accomplishing the proclaimed principle
of church pluralism, and improvement of its difficult position in Dalmatia and
Slavonia. 

The rCC again used its centralistic and “deductive-educational” approach
in improving relations with the SOC, especially in the Diocese of Đakovo
(Bishop Bauerlein). A more open and closer relation between Bishop and
Episcope was achieved in Istra. Very significant contribution to the
development of relations between the two churches was the meeting between
Patriarch German and Cardinal Šeper in Sremski Karlovci in April 1968, which
was initiated by Pope Paul VI, guided by the need for mutual social
engagement of churches.35 Even then, the SOC’s “basis” observed such
tendencies in the relations between the two churches with a dose of reserve.
During the meeting of the Archbishop of Zagreb (later Cardinal) Kuharić and
Patriarch German in Belgrade in November 1975, the convergence of the two
churches was generally agreed, on the basis of common theological
denominators, through socio-charitable activity, for the purpose of
evangelization of society. For a longer period of time, the key guideline in
improvement of relations will be the sentence by Patriarch German in jasenovac
in September 1984: “Brothers, we must forgive, but not forget“. This message
was obviously left as a guideline to the SOC and its believers, to live within the
spirit of tolerance with members of the rCC, indirectly appealing to the
conscience of masterminds and executors of crimes in “the ISC”. Since then,
the SOC has continued to insist on respect for Christological criteria and
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35 „Сусрет српског патријарха Германа са кардиналом Шепером―трећим човеком
Римокатоличке цркве“, Православље, свес. 27, април 1968, стр. 1–4.
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development of relations, while the rCC was putting a greater emphasis on
reducing problems to social level. 

The opposing positions of the two churches were particularly evident at
political level in the early 1990s, which caused the “credibility” of theological
discrepancies. Pressures, intimidations, threats and murders during the 1990s,
have largely influenced the representatives of the SOC to understand the war
in Croatia as existential and defensive, which could in practice ensure respect for
the principle of self-determination also in case of Serbian people in Croatia.36

This SOC’s position was largely influenced by both Croatian regime and
benevolent attitude of the major part of the rCC in Croatia towards its nature
and actions. At the session of the Synod of European Bishops in rome in 1991,
Croatian bishops in one-sided way presented the causes and the consequences
of the conflict in this republic, which proved to be a new obstacle to dialogue
between the two churches. In that period, joint activity of the two churches was
reduced to peace initiative of Patriarch Pavle and Cardinal Kuharić during their
two meetings in Slavonia and Sremski Karlovci in 1991. Both churches have
advocated for finding a “fair” solution, but did not to the same extent act in
accordance with their principal agreement.37 Normalization of relations was
achieved by Patriarch Pavle’s visit to Zagreb in March 1999, when the
significance of evangelizational engagement of both churches was brought back
to attention, especially in the post-conflict societies.38 However, the SOC in
Croatia has continued to face the strong influence of Croatian state and
existential challenge (situation in Dalmatia Eparchy, attempt to revive „the
COC“), which, above all, go in favour of the rCC’s interests. 

Somewhat better climate in relations between the two churches in Slovenia
was a result of positive historical heritage, above all, support that was provided
to Slovenian people by the SOC and its believers in the First and the Second
World War. The SOC again remained consistent with its theological-deductive
approach, and the rCC to a greater extent to its social-inductive approach.
Again, the major point of disagreement was the roman Catholic concept of
papal primacy. Qualitative contribution to the progress in improving relations
between the two churches at the regional level was an agreement between
Patriarch German and Archbishop of Ljubljana Pogačnik in 1968 on the
establishment of cooperation between religious press.39 They have reached

36 „Саопштење са редовног заседања Светог Архијерејског Сабора Српске Православне
Цркве од 9. до 24. маја“, Гласник Српске Патријаршије, 1991, стр. 110–111.

37 Порука јавности Светог Архијерејског Сабора СПЦ, Сабор СПЦ, мај 1995, бр. 70.
38 Момир Лечић, „Патријарх српски Павле у посети Епархији загребачко–љубљанској и

целе Италије“, Гласник Српске Патријаршије, 1999, стр. 65–68.
39 Радомир Ракић, „Српског Патријарха посетио љубљански надбискуп“, Православље, свес.

39, новембар 1968, стр. 1.



agreement in terms of significance of joint information and educational
activities, above all cooperation between the editorial boards of religious
journals (annual meetings), which have established cooperation with both the
Bishop’s Conference of Yugoslavia (BCY) and the SOC’s Assembly
Commission. In this way, a certain regional and institutional “ecumenical
network” was created, which would later result in establishment of cooperation
between the Theological Faculties n Ljubljana, Zagreb and Belgrade. 

BOSNIA AND HErZEGOVINA

Inter-church relations had a special significance in the multi-confessional
and multi-ethnic Bosnia and Herzegovina. That is why the Yugoslav state paid
a special attention to them, encouraging the improvement of relations. Again,
the rCC has launched the initiative in relation to the SOC, which in this case
responded in somewhat “more open” way. 

An example of the best relations between the representatives of the two
churches in Yugoslavia were Episcope of Banja Luka Andrej Frušić and Bishop
Alfred Pihler.40 In his Christmas Greeting in 1964, the Bishop called the rCC’s
believers to reconcile and unite with the SOC, acknowledging the responsibility
of one part of the rCC for war crimes. He asked and asked the SOC and its
believers for forgiveness.41 The Bishop was actively involved in providing
certain financial aid from rome for the construction of the Orthodox Church
in Banja Luka. At theological level, he too was unrelenting, insisting on joint
social action of the churches, for the purpose of evangelization of Bosnian
society. However, he was more “flexible” regarding the interpretation of the
concept of papal primacy.42 Over time, the SPC’s Metropolitans Nektarije and
Vladislav of Dabar-Bosnia have established good relationships with their
roman Catholic colleagues. The same partially stands for episcopes and
bishops in Herzegovina. 

The socio-political crisis and war have influenced the deterioration of
relations between the two churches. The two churches were dived by a
different understanding of the causes of war and ways to overcome it. In 1992
and 1993, Bosnian bishops even asked their colleagues in the world for support
for military intervention of the international community against Bosnian Serbs.
representatives of the Serbian Orthodox Church, however, considered that
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40 Информација о организацији и стању односа са СПЦ у СР БиХ, Републичка комисија за
верска питања БиХ, поверљиво, Архив Југославије, Фонд 144, 1969, ф. 118, бр. 04–127/1.

41 Božićna poslanica biskupa banjalučkog Pihlera, Biskupski ordinarijat Banjalukе, 1963, br. 1269.
42 Alfred Pihler, „Katolici i Pravoslavni–sjedinjenje ili zajedništvo?“, Glas Koncila, knj. 14, sves.

434, jul 1980, str. 14–17.
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call for war cannot bring peace.43 Patriarch Pavle, Cardinal of Zagreb Kuharić
and Cardinal of Sarajevo Puljić signed the Sarajevo declaration in 1994,
requesting from all parties in the conflict to cease the war immediately. High
representatives of both churches in Bosnia and Herzegovina were
continuously stressing that the war was not religious but political, with
indisputable presence of religious elements. The cooperation between the two
churches in the post-war period was institutionalized within the framework
of the inter-Religious Council of Bosnia and Herzegovina, which promotes
reconciliation and establishment of the rule of law and affirmation of the
principle of religious pluralism. It represents a body of consulting character,
which by now has had the declarative results. Also, episcopes and bishops
met on regular basis in the period from 1998 to 2000 (Tuzla, Banja Luka and
Sarajevo), promoting reconciliation, return of displaced persons, the need to
establish the rule of law and the practical realization of the concept of “unity
in diversity” as a primary objective of inter-church dialogue in Bosnia and
Herzegovina.44

SErBIA, MONTENEGrO AND MACEDONIA

The ideal of proclaimed church pluralism and “equality” was achieved in
Serbia owing mostly to the position of the Yugoslav state and the tolerant
attitude of the SOC towards the rCC. Here, unlike the other parts of
Yugoslavia, a certain reserve of the rCC caused by its minority position was
noticeable. Lower clergy of the SOC was showing a reserve in terms of the final
results of relations’ development, not questioning the importance of the social
cooperation. The problem was the affirmation of the Greek Catholic Church’s
position by the rCC, which has appointed the Greek Catholic Prelate Bukatko
to the position of the Archbishop of Belgrade. For the SOC, that was an open
obstacle for the improvement of relations.45

representatives of the churches wanted primarily to meet and get to know
each other, in circumstances when in the mid-1980s rome decided to carry out
the territorial reorganization of the rCC in Serbia. Dioceses of Subotica and
Zrenjanin entered the newly formed Metropolitanate of Belgrade. In multi-

43 Писмо православне српске Митрополије загребачко–љубљанске Светом Архијерејском Синоду
СПЦ, Митрополија загребачко–љубљанска СПЦ, 1. март 1993, Загреб, бр. 48.

44 Niko Ikić, Ekumenske studije i dokumenti―izbor ekumenskih dokumenata Katoličke i Pravoslavne
Crkve s propratnim komentarima, Sarajevo, Vrhbosanska katolička teologija, 2003.

45 Информација о посети Изасланству др Габријела Бикатка, надбискупа београдског, на дан 9.
септембра 1969. године, ССИП, Изасланство СФРЈ при Светој Столици, поверљиво, 12.
септембар 1969, бр. 179.
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confessional Vojvodina, particularly active was the Diocese of Subotica, with
substantial support from the Apostolic Nunciature in Belgrade. It particularly
insisted on cooperation in the cultural field.46 Patriarch German and the SOC
supported the launching of the Commission for dialogue of the BCY and the SoC’s
assembly, because the theological dialogue has remained the focal point of their
inter-church relations.

In war period, the rCC in Serbia faced certain pressures and threats,
however, not even close to those faced by the SOC in Croatia. The rCC was
mainly trying to preserve its own position, receiving comprehensive support from
the SoC (the case of occupied rCC’s parish in Šabac, mediation of Patriarch
Pavle and the SOC in finding the imprisoned Franciscan priest in Bosnia etc.)
and high state authorities, such as Dobrica Cosić’s support to Archbishop
Perko.47 In the post-war period, during the initiated theological dialogue, all
the differences came to the surface, but they did not deteriorate the very good
relations between the clergy of both churches, and the rCC was pointing out
that it was satisfied with its social and legal status in Serbia.48

In the case of Montenegro, it can be concluded that the relations between
the two churches were positively influenced by a specific social climate and
historical heritage, in terms of positive contribution of the tradition. After the
Council, the rCC advocated too “open” approach to the SOC in some places,
which caused the SOC’s reservations. Especially good relations were
established in Boka Kotorska, where clergy and believers met on almost every
holiday-related occasion.49 At theological level, the rCC’s approach was also
very consistent and centralistic. An example of the existence of two churches
with two altars in Sutomore, in which believers often encountered, remains the
highest level of “theological and practical” cooperation between the two
churches in the former Yugoslavia. Again, the SOC continued to insist on
theological criteria for improvement of relations with the rCC. 

In Macedonia, the Vatican has had an objective interest to support the
“autocephality of the Macedonian Orthodox Church” (MOC) as a precondition
for expanding its influence in this republic. Bishop of Skopje čekada has
established a direct relationship with Metropolitan Dositej only when
Metropolitan became an open actor of the schism with the SOC, which indicates
that the rCC de facto supported “the separation of the MOC” from the canonical

46 Информација о посети проте Веселина Петровића Комисији Војводине, Комисија за верска
питања АП Војводине, поверљиво, Архив Југославије, Фонд 144, 3. мај 1968, ф. 110, бр. 179.

47 Франц Перко, „Овде нема будућности“, Вечерњи лист, 25. септембар 1993, str. 25.
48 Belgrade Archbishop Perko has publicly emphasized this.
49 Депеша ДСИП и Амбасади у Риму, Италијанска реферада, Савезна комисија за верска

питања, поверљиво, Архив Југославије, Фонд 144, 14. октобар 1965, ф. 87, бр. 333.
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structure of the SOC.50 This fact represented a significant problem for the SOC.
In fact, the Yugoslav state played the key role by representing the “link”
between Pope Paul VI and high representatives of “the MOC”. At the same
time, the Vatican was hiding all contacts and meetings with the representatives
of the “MOC” from the SOC.51 rome obviously thought that the separation
process of the MOC should start “from below”, where the crucial role was given
to the political factor, above all the Yugoslav state. Yugoslavian bishops were
entirely following the Vatican’s position and approach. 

INTEr-FACULTY THEOLOGICAL SYMPOSIA (1974-1990)

Since the mid-1970s, the two churches have established cooperation
between the Theological Faculties as a form of educational and institutional
attempt to review the most important theological issues, with the aim of
creating a basis for a common practical and pastoral activity in Yugoslav
society. Again, the SOC stayed loyal to its own “theological-deductive”
approach, and the rCC to its unificational-integrative and social approach.52

The faculties’ cooperation represented the regional-educational aspect of theological
dialogue between the two churches. In this context, communal prayers were
practiced, where participants at Symposium met and became acquainted with
each other. The initial “ecumenical enthusiasm” of the rCC in the early 1980s
has evolved into seeing the differences “in the essentials”, whereas the political
factor began to crucially influence the course of theological dialogue. Political
disagreements in the early 1990s caused the Theological Faculty in Zagreb to
leave the active inter-faculty cooperation.53

jOINT COMMISSION FOr DIALOGUE BETWEEN THE SOC’S ASSEMBLY
AND THE BISHOP’S CONFErENCE OF YUGOSLAVIA (BCY)

The most significant level and form of cooperation between the SOC and
the rCC is certainly the attempt of the two churches’ leaders in the late 1980s

50 Информација о контактима Митрополита Доситеја са представницима Католичке цркве,
Републичка комисија за верска питања Македоније, поверљиво, Архив Југославије, Фонд
144, 19. јануар 1965, ф. 84, бр. 21, ДБ.

51 Документ Републичке комисије за верска питања Македоније, поверљиво, Архив Југославије,
Фонд 144, 11. јул 1966, ф. 94, бр. 02–130/1.

52 „Први симпозијум православних и римокатоличких теолога Југославије“, Православље,
свес. 182, 15. октобар 1974, стр. 8–11.

53 Niko Ikić, Ekumenske studije i dokumenti―izbor ekumenskih dokumenata Katoličke i Pravoslavne
Crkve s propratnim komentarima, ibidem, str. 243–244.



to institutionalize contacts and meetings through the joint Commission for
Dialogue between the SOC’s Assembly and the BCY. Again, the initiative came
from the BCY and its representative Cardinal Kuharić, and was accepted by
the SOC and Patriarch German as “evangelical imperative”.54 The SOC has
openly and sincerely presented to the rCC all obstacles to the dialogue:
responsibility of one part of the rCC for the events in war, new discrimination
of the SOC in Croatia, as well as partiality of the rCC in terms of events on
Kosovo and Metohija and situation with “the MOC”.55 The rCC’s answer to
all these was diplomatic and pragmatic, with an open tendency for
relativization of historical for the purpose of turning to the future. Besides
insisting on the need for evangelization in Yugoslavia, there were no clearer
counter-arguments.56 Such, for the SOC, largely ignorant position of rCC’s
regarding the most important issues, has caused the resistance of some
episcopes of the SOC and postponement of the scheduled session of the joint
Commission. During the war, the Commission was not active. 

Its first meeting (this time between the SOC’s Assembly and the Bishops’
Conference of Croatia and Slovenia) was held in Zagreb in November 1998,
and the second one in Novi Sad in February 2000, when it was generally agreed
that cooperation between the two churches should be based on mutual respect
for identity and freedom, with a strong pastoral-missionary responsibility and
the need for a joint socio-charitable social approach.57 Agreement was reached
on a joint contribution to the return of displaced persons (especially in Croatia),
as well as the need to engage in the field of mixed marriages.58

CONCLUSION

The issue of papal primacy (his infallibility or “inerrancy”) and roman
jurisdiction at theological level, and painful historical heritage from the World
War II at practical level, represent the key obstacles in the process of
improvement of relations between the rCC and the SOC. Therefore, they are
aware of existential significance of their cooperation in social field. In the post-
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54 Писмо Светог Архијерејског Сабора СПЦ Председнику Бискупске конференције Југославије др
Фрањи Кухарићу, Архив Синода СПЦ, 9. новембар 1989, бр. 2804/зап. 1312. 

55 Ibidem.
56 Pismo katoličke Biskupske konferencije jugoslavije i njenog predsjednika Kardinala Franje Kuharića,

nadbiskupa zagrebačkog, Njegovoj Svetosti Patrijarhu srpskom Germanu, Biskupska konferencija
jugoslavije, Zagreb, 30. listopad 1989, br. 323. 

57 „Сусрет Комисија за дијалог Светог Архијерејског Сабора СПЦ и Хрватске бискупске
конференције“, Гласник Српске Патријаршије, 2000, str. 62.

58 Ibidem.



Council period (1962-65), the Yugoslav state has encouraged the improvement
of their relations, starting from the interest of overcoming national antagonisms
in the Yugoslav Federation. At the same time, the Yugoslav state was trying to
achieve the full control over the inter-church cooperation, afraid of the possible
creation of a “joint church front” against its ideological system. Over time, its
policy was increasingly “going in favour” of the rCC’s interests. 

The establishment of regional relations between the two churches in
Yugoslavia was initiated by the Vatican and Pope Paul VI, as an important
aspect of the global “dialogue of love” between the two churches, which was
expected to evolve into theological dialogue. In circumstances of theological
disagreements, painful historical experience and atheistic environment, the
rCC and the SOC have managed to agree on the need for joint social action,
aiming at evangelization of the society. The evangelization implied the pastoral
and the socio-charitable activity and responsibility. The rCC displayed the
initiative again, often relativizing the theological and the historical for the
purpose of improving relations. The SOC’s approach remained primarily
theological, as well as socially responsible, taking into account the pan-
Orthodox, international and domestic political factors.

The most important form of institutionalized cooperation between the two
churches in Yugoslavia is the joint Commission for Dialogue between the
SOC’s Assembly and the BCY, formed in late 1980s. In this regard, of great
importance was the educational cooperation between Theological Faculties in
Ljubljana, Zagreb and Belgrade (1974-1990), with joint activities related to
religious press in the country. 

The war years have significantly jeopardized all the results achieved
through inter-church activities. Political factor from the early 1990s caused the
more open disagreement between the two churches in terms of viewing the
causes of the war and concrete proposals for overcoming conflict. Cooperation
between the churches became more intensive in the post-war period, in which
they openly demonstrate responsibility and initiative in terms of improving
relations, in order to contribute qualitatively to overcoming the negative legacy
of the past and the region’s “true” integration. 
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ABSTRACT

The author describes Western Balkans as a region of deficient security, with
several “frozen conflicts” and many unresolved political issues among its
countries and within them. Given their position within the Western sphere
of interest, countries in this region have a narrow range of options in
reaching and maintaining their security. However, it does not necessarily
mean they are obliged to become members of the Western military alliance
(NATO). The author offers an explanation why NATO membership,
intended or already achieved by some of the Western Balkans countries,
does not ensure their long-term security, in the light of the ongoing
Russian-American security dialogue, as well as the contemporary turmoil
in Greater Middle East and shifts in global power relations.
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INTRODUCTION

The end of Cold War in Europe brought an eastward expansion to the “zone
of peace and prosperity”, once established among economically advanced
Western European countries, and now also encompassing parts of Central and
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Eastern Europe which had previously been a component of the Soviet-led
socialist bloc. However, a relatively small region in Southeastern Europe
remained outside of this zone, as a consequence of ethnic conflicts and uneven
outcomes of economic transition. This region is politically referred to as
Western Balkans, a term coined for the new countries that emerged in post-
Yugoslav space, minus Slovenia, plus Albania. These countries are lagging
behind their ex-socialist neighbors in European integration, which is also the
case in terms of security. Western Balkans today is perceived as a region of
deficient security, with several “frozen conflicts” and many inadequately or
incompletely resolved political issues among its countries and within them.
What kept the region relatively stable during the last decade is not capability
or willingness of the local political elites to find mutually acceptable solutions
to these issues, but the interference of a powerful third party – countries of the
West represented by the EU and NATO, who made the region its own sphere
of interest during the last two decades. Therefore, security and stability in
Western Balkans are not self-sustainable; they require joint work of local elites
and relevant foreign actors, especially the West. However, is the solution for
the long-term regional security that Western politicians and analysts prefer –
eventual membership of all Western Balkans countries in NATO, which also
means their acquiescence to the exclusively Western-defined solutions of the
local security problems – an adequate choice for the countries in the region? In
this paper, we offer a stance against this option. Our argument that NATO
membership can bring only a short-term, but not a long-term security is based
on two premises. One is that “frozen conflicts” in the region have a potential of
turning into hot ones; the potential which cannot be suppressed, but only
further inflamed by enforcing inadequate political solutions to the conflicts
through NATO. Another is that NATO’s eastward expansion undermines
global security in the long run, because it alienates Russia and restrains its
dialogue with the West about equal security for all in the Euro-Atlantic
andEurasian space; the integration of Western Balkans into NATO would not
be an exception. Before we proceed with further explanation of these premises,
we must “scan” the current security situation in Western Balkans, and its level
of integration into the existing European security architecture.

At the moment, there are 6 independent and internationally recognized
countries in this region: Croatia, Bosnia and Herzegovina, Montenegro, Serbia,
Albania, and Macedonia. Kosovo is still only partially recognized. As we
mentioned, there are several “frozen conflicts” throughout the countries of the
region. Kosovo is just one case – a partially recognized state, actually a
protectorate of the West. Independence of Kosovo is objected by its former
sovereign, Serbia, who claims that it has been illegally proclaimed in 2008 as a
result of NATO aggression in 1999; majority of the countries in the world,
including several great powers, also reject recognition of Kosovo independence.
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Its territorial integrity is disputed, too; it is undermined by the lack of authority
in Northern Kosovo, where defiant Serbian majority lives. Bosnia and
Herzegovina is another example – a state that cannot count on unconditional
loyalty of about half of its citizens – namely Serbs and Croats, both of whom
seek greater autonomy, or even independence (Republic of Srpska case). The
current constitutional framework in BiH is a result of a Dayton agreement
(1995), which ended bloody war, and was supported by NATO and the EU;
removal of the international protectorate could leave local actors in position to
pursue their own aims and revive their enmity. Macedonia is a third case; a
country whose internal stability relies on Ohrid agreement (2001), which gave
greater autonomy to ethnic Albanians. However, it remains uncertain whether
this ethnic group will limit itself to autonomy requests, or will seek full
independence once it becomes powerful enough, both demographically and
politically. There are also a few other spots in which potentially dangerous
security situations can emerge, but we do not include them into “frozen
conflicts”, because these are not cases of previously open violence that is
“frozen” now. However, issues in those spots are also important for potential
consequences of integration of Western Balkans into NATO, and will be
discussed in the next chapter.

Another aspect we are addressing in this introduction is the level of Western
Balkans countries integration into the current European security architecture.
All of these countries (excluding Kosovo, of course) are members of the OSCE,
an organization that is proclaimed (but not implemented) to be a rooftop
security agency spanning area “from Vancouver to Vladivostok”. OSCE also
performs its field operations in all of them, including Kosovo. All the countries
(again without Kosovo) are UN members, and two of them (Croatia and Bosnia
and Herzegovina) even managed to become non-permanent members of
Security Council. When it comes to EU integration (which also has security
aspects), at the moment only Croatia is close to receive a full membership, while
Montenegro and Macedonia are official candidates; the others are still far away.
And finally, considering membership in NATO (an organization that is really
an influential actor in this regions’ security), two states are already members
from 2009 – Croatia and Albania, while Macedonia was invited, but not in a
position to join them, due to Greek objection to this country’s name.
Montenegro (2009) and Bosnia and Herzegovina (2010) received Membership
Action Plan. Only Serbia has not expressed intention of joining NATO yet,
although it is a member of Partnership for Peace program since 2006. 

This asymmetric position of Western Balkans countries regarding “frozen”
conflicts they are involved in, level of integration into security structures and
their policies towards this integration, makes this region’s security a very
complex and delicate matter. In the West, it is usual that when one speaks of
integration of the region into broader structures, they do not make difference
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between “European” (which is EU, or, in security matters, OSCE integration)
and “Euro-Atlantic” integration (which is joining NATO). These two things are
considered the same, and single strategy for all the countries in the region – i.e.
NATO membership – is seen as appropriate for achieving and maintaining
their security.2 It is undeniable that the whole region is part of the sphere of
interest of the West. But, does it mean that all countries should unconditionally
join the alliance, and if they do, what would it mean for their long-term
security? As we said, we shall examine this issue by looking into the two aspects
we have mentioned: NATO and “frozen conflicts”/open political issues; NATO
and global security.

NATO AND “FROZEN CONFLICTS” IN WESTERN BALKANS

By “frozen conflict” we consider a situation where a certain violent dispute
has ended without a durable political solution accepted by all relevant sides.
Instead, there is a status quo situation as a result of “freezing” positions of each
side in the conflict, based on the principle – he who has troops on the ground,
controls the situation.3 With such status quo, at least one side in the conflict is
dissatisfied (if not all of them) and seeks to alter it in its favor. To this goal, it is
likely to use force, if and when the necessary conditions appear. This makes
such kind of situations highly unstable, and usually requires foreign
intervention which involves great powers that prefer status quo to “thawing”
the conflict by turning it from “frozen” to hot, when it is unlikely (or unwanted)
that it can be “thawed” by reaching an acceptable political solution for all. Most
often these intervening powers are not impartial, but take sides in the conflict
in order to enforce status quo that is favorable to their interests. In such cases,
withdrawal of intervening power’s troops could send a call to a revisionist side
in the conflict to use a shift in power relations to alter a situation in its favor by
force. That is why such a partial intervention undermines security in a regional
set in the long run and may turn against the intervening power’s interests,

2 See: The European and Euro-atlantic Integration of the Western Balkans, Hellenic Center for
European Studies (EKEM) and NATO Public Diplomacy Division, Internet, http://ekem
program.org/awg/images/stories/staff/con-doc.pdf 11/05/2011; Karin Grimm, “Integrating
the Western Balkans into NATO and the EU: Challenges, Expectations and Needs”, Internet,
http://www.bmlv.gv.at/pdf_pool/publikationen/pfp_rssee_policy_recommendations_2010.
pdf, 11/05/2011, pp. 61-72.

3 On “frozen conflicts”, see: John Peet, “Frozen Conflicts – Europe’s Unfinished Bussiness”,
Economist, 12/20/2008 World in 2009, p. 95; Jim Hedley, “When Frozen Conflicts Melt Down”,
Transitions Online, 12141615, 8/18/2008; Cory Welt, “The Thawing of a Frozen Conflict: The
Internal Security Dilemma and the 2004 Prelude to the Russo-Georgian War”, Europe-asia
Studies, Jan2010, Vol. 62 Issue 1, pp. 63-97.



unless it is willing to engage in the long-lasting deployment of troops on the
ground. Therefore, any design for regional security that foreign actors (great
powers and their organizations) apply, should be based on durable and (by all
relevant regional actors) acceptable political solutions in order to be self-
sustainable, while “freezing” the conflict by partial intervention can only bring
short-term stability, but increase the prospects for a renewal of violence in the
long haul. We shall test this hypothesis on three cases of “frozen conflicts” in
Western Balkans, which have been one way or another handled by NATO:
Kosovo, Bosnia and Herzegovina and Macedonia.4

Kosovo is undoubtedly a typical example of a “frozen conflict”. A de facto
independent state which also adopted a de jure declaration of independence, yet
unrecognized not only by its former sovereign Serbia, but also by the majority of
UN members, including those that can veto Kosovo membership (Russia and
China). This situation was made possible by the presence of NATO troops on the
ground, who came there in 1999 as a result of an illegal bombing campaign
against Serbia and the adoption of UN SC Resolution 1244, the document that
does not envisage Kosovo independence. From then on, NATO troops have been
crucial for maintaining Kosovo’s de facto, and from February 2008 proclaimed
independent status. Besides Serbian opposition to independence and its wish to
reintegrate the province, as well as absence of wide recognition, Kosovo is facing
two more challenges that make its status more difficult to sustain. First, its
territorial integrity is not secured, given that Priština does not have control over
Serb-populated Northern Kosovo – any attempt to recapture that part of territory
by force could provoke Serbian reaction and turn this “frozen conflict” into a hot
one. Second, Kosovo independence and dominant position of Albanian majority
were partly established by ethnic cleansing of at least half of pre-war Kosovo
Serbs, which makes Serbia even more hostile to the newly created state. That is
why it is hard to imagine Kosovo’s survival as an independent country in its
territorial integrity and with domination of Albanians without NATO as a
deterrent factor against possible Serbian revisionism. The admission of Serbia
into NATO is unlikely to change much in the long run, and could even appear
counterproductive. It would require Serbian consent to Kosovo independence
(for NATO would not allow a state with an open territorial question to become
a member), and this consent under these circumstances could be expressed only
by a decree of a certain ruling political elite, not followed by widely popular and
other political forces’ support. The opponents of Kosovo independence (who
blame NATO for stealing Serbian territory by bombing Serbia) would only get

Western Balkans and NATO: False Promise of the Long-Term Regional Security 429

4 Although it may be contested that Macedonia, or even Bosnia and Herzegovina can be enlisted
as cases of “frozen conflicts” – for their internal stability relies on agreements accepted by all
sides - we shall consider those cases because it is obvious that not each side is equally satisfied
with the way mentioned agreements are being implemented.



further infuriated by such decision, and more likely to try reversing it once they
come to power. The example of Cyprus is illustrative enough – the fact that both
Greece and Turkey are NATO members did not prevent Turkish army from
intervening in Northern Cyprus in order to protect Turkish minority, or bring
an appropriate political solution up to date. 

The second “frozen conflict” in Western Balkans is Bosnia and Herzegovina
case. Here we also see a clear NATO role in reaching and maintaining political
solution. Dayton agreement in 1995 was feasible because NATO bombed
positions of a dominant force in three-and-a-half-year-long Bosnian war – army
of Republic of Srpska, and forced Serbian side to sit to a negotiating table.
Subsequently, NATO troops had the primary responsibility to secure the
implementation of this agreement; now this responsibility is in hands of
European Union, but there is no doubt NATO is still the main actor capable of
intervening if something goes wrong. The problem is that Dayton political
solution, enforced by NATO, is still an asymmetric one – that is the reason we
include Bosnian case in “frozen conflicts” after all. Although all sides in the
conflict initially accepted the agreement, it is clear that only a half of Bosnian
population – namely Bosniak people – sincerely identify themselves with
Bosnian state. Croats and Serbs strive to get greater autonomy, and even to
secede from Bosnia and join their own (neighboring) countries. Their ambition
is further provoked by many systematic Bosniak government and international
High Representative’s measures, aimed at stronger centralization of BiH and
enforcing common “Bosnian” identity to non-Bosniak peoples. As in Kosovo
case, NATO membership for BiH would not change much either. BiH stability
would still rest on enforced asymmetric arrangement that strong local actors
(especially Serbs) would try to alter if a chance for it appeared.

Finally, the Macedonian case also has some elements of an asymmetric status
quo that is hardly sustainable without NATO support. NATO was the one to
help Macedonian government and Albanian rebels to negotiate ceasefire and
sign Ohrid agreement in 2001, and to make sure it was implemented. Although
this saved the state unity, it is unclear whether Macedonian Albanians will try to
get greater concessions in the future, with an ultimate goal to secede and join
neighboring Albania (and/or Kosovo), or not. The problem became even more
acute after the declaration of Kosovo independence, because many ethnic
Macedonians now see NATO as a supporter of Albanian irredentism, and would
become prone to act preventively by denying concessions to Albanians. The
membership of Macedonia in NATO could only turn them against “Albanian-
loving” government (similar to the case of Serbian nationalists), while the very
fact that both Macedonia and Albania are NATO members would not solve
anything (similar to the case of Greece, Turkey and Cyprus). 

Besides these three cases of “frozen conflicts”, we will mention several other
“hot spots” where NATO involvement might not bring appropriate solutions,

430 Vladimir TRAPARA



but even greater security dangers. First, there is Sanjak, a region in Serbia where
Bosniak minority wants greater autonomy (or even independence). It is
probable that NATO would require greater concessions from Belgrade to
Bosniaks if Serbia wanted to join NATO, which is likely to provoke nationalists’
reaction similar to the one we mentioned in Kosovo case. Second, there is a
possibility of ethnic clash in Montenegro, where current government is trying
to enforce “Montenegrin” identity upon ethnic Serbs, and is likely to be
supported by NATO. Third, recent protests in Albania against the corrupt
government did not receive an adequate response from NATO, who is
obviously not willing to support democracy in its own member country, while
bombing Libya with similar pretext. 

So, what does the membership of all Western Balkans countries mean for
regional security in the light of “frozen conflicts” and other possibly dangerous
political situations? Given NATO’s partial approach and willingness to enforce
asymmetric political solutions that are not acceptable for all relevant sides, it
could only mean further provocation of the dissatisfied regional actors to alter
the status quo by all means, including force. This would require NATO’s
permanent military presence in the region, in order to maintain arrangements
imposed by itself, and this is not payable in the long run. Genuine Western
Balkans security would require a real dialogue between all relevant local and
foreign actors, aimed at achieving a comprehensive solution that would be a
benefit to all, not only to the sides protected by NATO. To fulfill this complex
task, countries of the region cannot rely solely on the membership in a military
alliance, especially if it is not accepted by the majority of their people. Of course
integration of the region in some wider security regime is needed to support
this kind of comprehensive solution once it is agreed upon; but is NATO an
appropriate mechanism for this? This leads us to the second aspect of our topic
– the connection between NATO role and expansion and global security. 

NATO AND WESTERN BALKANS IN THE LIGHT OF GLOBAL SECURITY

How would the membership of all Western Balkans countries in NATO
change position of the region in global security? This question leads us to
examining the role of NATO in global security relations and its geographical
scope. It is beyond question that NATO is a security organization; it was founded
in 1949 as a military alliance aimed at protecting Western European and North
American capitalist states against Communist threat from the East. With the
removal of that threat and disintegration of the Soviet Union, NATO did not
cease to exist; on the contrary, it expanded both geographically and functionally
by incorporating several former Eastern bloc states and taking a new role – crisis
management in order to respond to a growing number of “new threats”.
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However, its main task remained the protection of the West, which means “liberal
democracies” in North America and Europe (including “New Europe” - former
socialist countries in the East) from an external aggression, although it is no more
clear who could commit such aggression. Geographical course of NATO
expansion (eastward) and vague definition of “liberal democracy” (which is
being applied to very questionable regimes in several countries in Balkans and
post-Soviet space, that are already members or candidates for membership in
NATO), together with some controversial plans (such as American antiballistic
shield in Eastern Europe) lead us to the conclusion that there are clear strategic
imperatives under the ideological mask of NATO expansion, and that Russia is
still perceived as the main threat to the West. This is exactly why Russia enlists
NATO expansion as number one security danger in its newest military doctrine.5

It is not NATO expansion itself, but the exclusion of Russia from this process
(and its encirclement instead), together with former socialist Russophobic
countries lobbying against Russia in Brussels, that alienates this great power and
makes its security cooperation with the West more difficult.6 Why is this
cooperation important? Because during the last several years, we are witnessing
a set of Russian propositions for the final abandonment of Cold War division in
Europe and the establishment of a real Euro-Atlantic and Eurasian system of
comprehensive and indivisible security. Let us say something about these
propositions and how NATO expansion affects them. 

In June 2008, during his speech in Berlin, Russian president Dmitry
Medvedev called for a conclusion of European security treaty by all states and
their security organizations throughout the space “from Vancouver to
Vladivostok”.7 Based on this proposition, Russian government released a draft
of the Treaty in November 2009. According to the draft, “the Parties shall
cooperate with each other on the basis of the principles of indivisible, equal and
undiminished security. Any security measures taken by a Party to the Treaty
individually or together with other Parties, including in the framework of any
international organization, military alliance or coalition, shall be implemented
with due regard to security interests of all other Parties”.8 It is clear that the
intention of this proposition is to overcome behavior based on “security

5 See: The Military Doctrine of the russian Federation, Internet, http://merln.ndu.edu/
whitepapers/Russia2010_English.pdf 16/02/2011

6 See: Konstantin Kosachev, “Values for the Sake of Unification“, russia in Global affairs, No 1,
January-March 2010, Internet, http://eng.globalaffairs.ru/number/Values_for_the_Sake_of_
Unification-14790 15/02/2011

7 See: president of russia Dmitry Medvedev’s Speech at Meeting with German political, parliamentary
and Civic Leaders, Berlin, June 5, 2008, Internet, http://www.ln.mid.ru/brp_4.nsf/0/C080D
C2FF8D93629C3257460003496C4 16/02/2011.

8 European security treaty, Draft, Internet, http://archive.kremlin.ru/eng/text/docs/2009/11/
223072.shtml 14/02/2011.



dilemma”, and to establish genuine security cooperation throughout the
mentioned area – in other words, no one should strengthen its own security at
the expense of the security of others.9 Following this proposition, as well as the
American vice President Joe Biden’s call for a “reset” in Russian-American
relations, USA and Russia in 2009 started a comprehensive security dialogue,
aimed at overcoming the Cold War legacy and establishing a true Russian-
American strategic partnership in contemporary global security. So far, this
dialogue brought positive results in some issues, such as nuclear disarmament,
common approach to Afghanistan or Iran, and opening dialogue on security
inside OSCE. However, several issues still remain without a consensus – besides
NATO eastward expansion and antiballistic shield, there is a strong
disagreement over recognition of new states and justification of intervention in
other countries internal affairs. 

This process is of great importance for world peace. Once they demonstrate
capability of settling their own security relations, former Cold War adversaries
could much more easily cooperate to face all other challenges and threats to
global peace and security order – international terrorism, weapons of mass
destruction proliferation, world financial crisis, energy shortages, ecological
problems, and of course shifts in global power relations and possible emergence
of a challenger to the present international order (most likely China, if it
transforms its strategy of “peaceful rise” to a more violent form of imperialism).
Conversely, if Russian-American security dialogue fails, each side is likely to
act unilaterally and in its own, rather than common interest (behavior
demonstrated many times, for example in cases of unilateral recognition of new
countries such as Kosovo, South Ossetia and Abkhazia), spending resources
on mutual confrontation instead of directing them to a joint work on addressing
the mentioned threats. This would greatly undermine global security, especially
in the light of financial crisis implications and recent turmoil in Greater Middle
East; failure to address these challenges could encourage revisionist forces in
the world to use the chaotic situation and to try to violently alter the current
international order in whose stability both Russia and the West have great
stakes. Although both Russia and USA had some imperialistic adventures in
the last two decades as if they had not been satisfied with the global order, it is
obvious that America (as a hegemon) and Russia (as the “third power”)10 could
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9 This is what Russian foreign minister Sergei Lavrov says, see: Sergei Lavrov, “The Euro-
Atlantic Region: Equal Security for All“, russia in Global affairs, No 2, April-June 2010, Internet,
http://eng.globalaffairs.ru/number/The_Euro-Atlantic_Region:_Equal_Security_for_All-
14888 14/02/2011.

10 A state that is approximately third among the great powers in terms of overall power
distribution, and helps hegemon to maintain the status quo against the rising challenger state
(“second power”).
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benefit much more from keeping status quo in power relations, than from
putting it in jeopardy by their own actions.

What is then the position of Western Balkans in these global security
relations? Given the fragile nature of this region’s security, based on the open
political issues we have mentioned in the previous chapter, it is very likely that
Western Balkans stability would be strongly affected by any destabilization of
global security relations. This means that Western Balkans could gravely suffer
if Russian-American security dialogue failed, and NATO eastward expansion
works in this direction. Therefore, ensuring their short-term security by joining
the strongest military alliance in the world would only undermine long-term
security of Western Balkans countries. It is true that Russia itself does not object
to Western Balkans countries membership in NATO11 as much as it does
regarding some former Soviet states (notably Ukraine and Georgia), but the very
logic of NATO expansion works against comprehensive and indivisible security
in Europe. By the acceptance of that logic, Western Balkans countries that join
(or express their wish to join) NATO align themselves with side that strives to
unilaterally increase its security by decreasing security of others, and that way
they decrease their own security by exposing themselves to negative
consequences of this process. It is not clear why Western Balkans countries would
even follow the same pattern that other former socialist countries in Europe
adopted (first NATO, then the EU integration), when they do not share the same
historical experience – Western Balkans countries were not a part of the Soviet
bloc and have much less justification for Russophobia in their foreign policies.12

Also, there is not a formal condition that a state must first enter NATO, in order
to be admitted to the EU. Thus, a broader context and long-term prospects are
always something that a particular state must count on when adopting a specific
strategy to improve its security, and careful examination of NATO connection
with global security contributes to this – instead of unconditionally joining
NATO, Western Balkans countries should follow the Russian-American security
dialogue, contribute to its success and integrate themselves into a much broader
global security structure that could emerge from this dialogue.

CONCLUSION

Now we can give a final summation of what we have said regarding the
implications of Western Balkans integration into NATO for this region’s long-
term security prospects. “Frozen conflicts” and open political issues throughout

11 With an exception of Serbia, in some way.
12 One could argue that Western Balkans countries perceive Serbia as a threat, but this leaves an

open question why then Serbia would join NATO?



the region allow us to say it is a region of a deficient security. Therefore, long-
term prospects for Western Balkans security and stability will be better if these
questions get resolved in a manner that is acceptable for all relevant sides.
NATO’s (which means Western) partial approach to those issues, based on
imposing and “freezing” asymmetric solutions that rely not on a broad
consensus, but on particular selfish interests, works against an optimistic
scenario. The integration of the whole region into NATO would cement this
asymmetric status quo and only further frustrate revisionist local actors who
seek to overthrow it by all means, including use of force. Such destabilizing
potential in regional security becomes even greater when instability in global
security relations appear. NATO eastward expansion significantly contributes
to erosion of global security for it preserves Cold War division in Europe, makes
Russian-American security dialogue more difficult, and thus creates a turbulent
situation which can encourage revisionist forces in the world to try to alter global
order by force. So, integration of Western Balkans into NATO works in favor of
this pessimistic scenario and in the long run against the security of the region.

In the end, what can we say about the alternative ways for Western Balkans
countries to ensure their long-term security? First, they have to realize that
without overcoming differences in opinions about how open political issues are
to be settled, there can be no trust and stable security cooperation among them.
This, of course, means that all “frozen conflicts” have to be solved in a manner
acceptable to all relevant sides. Second, they have to take a broader context into
account – which are global security relations. When they adopt particular security
policies, they must examine how these policies will affect regional and global
security trends, for these trends will certainly have a feedback influence on local
actors. Third, all of this is impossible without joint work with relevant great
powers. If we assume that Western Balkans is mainly a sphere of influence of the
West, then USA, NATO and EU are the key players that have to adapt their
policies to the real security needs of the region, if they want it to be stable. This
means that the West should abandon the approach that relies on an expectation
that the only solution for this region’s security is its unconditional integration
into the Western military alliance. As OSCE Astana Commemorative Declaration
(December 2010) says, “We reaffirm the inherent right of each and every
participating State to be free to choose or change its security arrangements,
including treaties of alliance, as they evolve. Each State also has the right to
neutrality. Each participating State will respect the rights of all others in these
regards... Within the OSCE no State, group of States or organization can have
any pre-eminent responsibility for maintaining peace and stability in the OSCE
area or can consider any part of the OSCE area as its sphere of influence”.13 These
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osce.org/sites/default/files/documents/444.pdf 16/02/2011.
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principles only have to be implemented in Western Balkans. The next step would
be coming to the roots of a fragile security situation in the region – the West
should reconsider its support to asymmetric political solutions it has imposed on
the region and with an impartial approach work with local elites to achieve
solutions that will be a result of sincere compromise. 

Thus, integration of Western Balkans into NATO is a false promise of a
long-term regional security. However, there are many ways by which NATO
can help to establish a stable regional security, but only if it proves capable of
changing its policies that are proven to be wrong.
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CYBER CRIME AND INTERNET PEDOPHILIA

AS AN IMPORTANT INTERNATIONAL PHENOMENON

AbStrACt
Internet introduced a global change in methods and speed of
communication, exerting significant influence on the quality of life of a
‘common individual’. this influence may be perceived in all spheres of
social life and our environment. Positive and constructive achievements
of modern information technology also caused a series of problems
related to emergence and expansion of diverse forms of internet crime.
this represents a relatively new form of criminal behavior that exhibits
major phenomenological diversity and can not be determined by a single
definition. Even though certain definitions have been adopted, the new
phenomenon of ‘cyber’ crime has appeared. there are numerous
documents that classify diverse forms of cyber crime. Cyber space in
Serbia follows the globally increased trend of cyber crime. According to
the Special prosecution office against high technology crime, the main
forms of ‘computer crime’ in Serbia include: abuse of intellectual property
rights, abuse of credit cards and internet pedophilia. Internet provides
pedophiles smooth and undisturbed surveillance of children as they may
take part in their activities, games and entertainment. It also provides
anonymity in case of a threat of being exposed. the fact is that
uncontrolled and purposeless use of internet implies numerous dangers.
Internet abuse is often associated with pornography. this implies that
various sites with illegal content also influence long-term ‘poisoning’ of
children. the prevalence of this phenomenon in Serbia can be clearly
perceived in several surveys conducted with high school population.

1 Associate professor, Law Faculty of Economics and Justice, University Economics Academy,
Novi Sad.



Despite the primary and essential role of the parents, the support of all
social segments is necessary in order to raise collective awareness through
media and educational campaigns dedicated to youth and children for
the purpose of providing information about potential internet abuses and
methods of safe utilization. 
Key words: computer crime, cyber crime, internet abuse, pedophilia,
internet pedophilia.
JEL Classification: K14, K42.

INtrODUCtION

Internet allowed for a global change in methods and speed of
communication at the end of the 20th century. During these two decades of
existence, in a very brief period, it can certainly be noticed that it exerted a major
influence on the life of a ‘common individual’. this influence was performed
in all the fields of our environment and it may be perceived in all spheres of
the social life. Except the common and inevitable internet use within business
communication, modern individual today uses internet as a means of
performing every-day duties. 

Due to the wide range of possibilities, internet can be used for i.e. booking
a plane ticket, theater, purchase or sales of various goods, provision of services,
tV, air condition adjustment, communication and a variety of other activities
dictated by living and working tempo of a modern individual. Not surprisingly,
it is therefore proposed that on a global level internet addiction increases on a
daily basis. 

the answer to a widespread youth preoccupation with social internet
networks (Facebook, twitter, chatting) has been explored by sociologists,
psychologists, pedagogues and many other experts. their perceptions vary. On
the one hand, it is evident that new technologies introduce various benefits and
challenges that should be answered by creative intelligence, but on the other
hand, internet carries numerous dangers to which, particularly young people,
are exposed to. that is, a great percent of youth thrilled by internet establishes
communications that do not contribute to the advanced humanity, rather
increase the sense of disorientation and isolation leading to disregard of the
reality. In this context, due to the advantages of new technologies, there is a
reasonable uncertainty and fear of conflicts that vulnerable individuals could
find themselves in, where it might become impossible to distinguish the truth
from fallacy, thus causing a fusion of reality and virtual reality.

besides these common characteristics and various contradictor perceptions,
the negative sides of the internet use take on serious connotations. that is, the
development of science and technology concurrently enabled integrative
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powers on our planet and in order to achieve better quality of citizens’ lives,
also allowed the prerequisites for those who wish to take advantage of certain
innovations for the purpose of criminal activities.2 Positive and constructive
innovations of new information technology also introduced a series of problems
related to the emergence and expansion of diverse forms of computer crime.
New forms of value, mergence of data, new methods and techniques of acting
in a different environment, reduced time frame, suspension of geographical
constrains coupled with dynamism, mobility, inventiveness and stability of
risk, represent certain options utilized by the individuals and criminal groups
apt to various types of abuse. 

the particular attribute of these torts is the method of execution which is
based on the computer use. thereby, computer use can be expressed in a
complete or segmented manner in the incriminated acts. the computer can
be, and often is, the main tool for executing these criminal acts, in case there
is a punishable consequence in terms of criminal justice. the abuse
opportunities are numerous and diverse. Computer technology opens the
space for the realization of specific acts of manipulation, ranging from some
traditional forms of crime such as embezzlement, fraud, theft, to more
sophisticated ones, used to obtain unauthorized data for the purpose of
achieving illegal benefit.

there are numerous forms of computer crime, that can mainly be grouped
into four categories: theft of services; information crime; tangible and intangible
crime. the theory of criminal law monitors processes and classifies the field of
computer crime or various forms of abuse or illegal actions, as actions related
to: computer fraud, theft of goods, falsification of data and documents, financial
theft, fraud and abuse, hacking, theft of time, vandalism, computer espionage
and sabotage.

Internet pedophilia represents a specific form of computer crime, as
pedophiles increasingly wander through electronic networks and search
potential victims. Unfortunately, these victims are children, the most sensitive
and vulnerable members of human population. therefore, the spread of
internet pedophilia is recently being discussed, in particular in terms of
whether these acts represent organized crime, as they are rarely related to a
single case. In fact, internet has become a new ‘playground’ available to
pedophiles, where the children are constantly exposed to inappropriate
sexual contents, upsetting and hostile messages, which strongly influences
their physical and mental development and may be determining for their
future bio-psychological status. 

2 bjelajac, Z. (2008). Modern slavery. DtA, belgrade, p. 4.
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1. CYbEr CrIME

1.1. General features

Defining computer crime is rather difficult. there are several reasons to
support this conclusion:

1. this is a relatively new form of criminal behavior, which has not been fully
distinguished from other forms of crime;

2. Computer crime demonstrates great phenomenological diversity that can
hardly be covered by a single definition;

3. Numerous legislations determine computer torts as specific criminal acts;
however, the science cannot rely on positive criminal legislations in
determining the concept of computer crime.3

Considering this, there is no generally accepted definition of computer
crime. In the broadest sense, high-technology or computer crime is any criminal
activity performed by the use of computer, computing systems and networks.
there is a wide and diversified range of these criminal activities, including a
series of illegal actions, from unauthorized distribution of pirate copyrights to
multi-million theft and fraud resulting from unauthorized access to individuals’
bank accounts. Apart from the actions aiming to obtain unlawful gain,
computer crime also includes actions performed for other motives, such as
development and distribution of viruses and malicious software, publication
of confidential personal or business data etc.4 Nevertheless, several years have
passed from the initial perception of computer crime in anticipation of the
efforts to clearly determine or define it. regardless the different perceptions,
just as certain basic definitions were developed and stabilized; the new
phenomenon of ‘cyber crime’ has appeared. 

Examining and interpreting the global range of this type of crime, the
Expert working group, at the 10th Congress of the United Nations, dedicated
to the crime prevention and treatment of offenders5 (April, 2000), in the
document “Crime related to computer networks”, implies by this term “any
form of crime committed with computer systems and networks , in computer
systems and networks, or against computer systems and networks”. Overall,
it refers to the crime committed in electronic environment. that is, if the term
computer system implies “any device or a group of devices used to perform

3 Dimitrijevic, P. Computer crime. retrieved from http://www.prafak.ni.ac.rs/files/nas_
mat/pdf, str. 17.

4 http://www.techterms.com/definition/cybercrime, 30.12.2010.
5 tenth United Nations Congress on the Prevention of Crime and the treatment of Offenders,

www.oun.org.



automatic data processing/or any other function/”, as defined by the Council
of Europe Convention on cyber crime6 than it is clear that without them or
computer networks ,this type of crime may not exist. 

therefore, it can be affirmed that cyber crime represents a form of criminal
behavior, in which cyber space7 represents an environment in which computer
networks appear as means, object, evidence or crime scene. In order to simplify
this concept, it can be underlined that cyber crime represents criminal behavior
committed by the use of computer or similar device and internet, while criminal
actions may differ, ranging from illegal downloads of music files to theft of
online banks, identity, spreading of viruses, etc.

Information technology or computer networks may undertake several
roles,8 such as: 

a. the object of attack – the services, functions and content of the network are
being attacked. Services, data or identity are being stolen, damaged or
destroyed, fragments or the whole network and computer systems are being
damaged or destroyed, or their operating functions are hindered. In any
case, the offenders’ goal is the network in which malware is introduced,
sites are broken down, hackers invade, etc.

b. Means – criminals have always been using stones, knives, poison, guns and
similar weapons and tools, whereas modern criminals use computer
networks in realization of their intentions and commitment of the act. the
utilization of this modern weapon is particularly popular in child
pornography, abuse of intellectual property or illegal online sales (children,
women, weapons, human organs, drugs, etc.).

c. Environment – setting of the attack. this environment often serves to
conceal criminal activity, as in case of internet pedophilia, as well as other
criminal actions where it appears rather effective. there are other roles as
well, such as utilization of network as a symbol.

d. Evidence – as knives, weapons or other tools appear in traditional crime as
a means to commit criminal acts, network may appear as evidence in the
exhibit procedure for cyber crime. 
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6 European Committee on Crime Problems, European Committee of Experts on Crime in Cyber-
space, Draft Convention on Cyber-crime, April 2000, http.//europa.eu.int.

7 the term ‘cyber space’ was used for the first time in 1984 by William Gibson in a science-fiction
novel ”Neuromancer’’ (‘’ Cyberspace. A consensual hallucination experienced daily by billions
of legitimate operators, in every nation, by children being taught mathematical concept... A
graphical representation of data abstracted from the banks of every computer in the human
system. Unthinkable complexity. Lines of light ranged in the non-space of the mind, clusters
and constellations of data. Like city lights, receding...’’).

8 robinson, J. (2000). Internet as the Scene of Crime, International Computer Crime conference,
Oslo, www.ccips.org.



Concurrently, computer network serves as a network that links numerous
subjects. besides its supportive role, it also represents a symbol. However, this
network’s role exclusively serves the function of deception, interference and
intimidation.

1.2. Forms of  cyber crime

A number of documents classify the forms of cyber crime in different ways.
For instance, in the material for the 10th UN Congress, for the workshop on
network crime, it has been put forward that there are two subcategories of this
type of crime:

a) cyber crime in a narrow sense – as any illegal behavior directed to electronic
security operations of computer systems and processed data;

b) cyber crime in a broader sense – as any illegal behavior linked or associated
to computer system or network, including illegal possession, offering and
distribution of information through computer systems and networks.
In this document, in accordance with the Council of Europe’s

recommendation and the list of OECD in 1989 and 1985, actual forms of this
type of crime are presented, including: 

1. Unauthorized access to computer system or network by breaching security
measures (hacking); 

2. Damage of computer data or software; 
3. Computer sabotage;
4. Unauthorized interception of communication by or in computer systems

and networks; and
5. Computer espionage.

regarding these actual forms of crime it is important to know that there is
no ‘pure form’ as each of them may intersect each other. 

In regards to the cyber crime in a broader sense, the most common forms
include:

1. computer forgery;
2. computer theft;
3. technical manipulation of devices or electronic components of the devices;
4. abuse of payment systems, as manipulation or theft of e-credit cards, or

utilization of false codes in illegal financial activities. 
recently, criminal offenses supported by computers are being added to

these forms. these acts mainly refer to distribution of materials or their
possession. Among them, particularly important are child pornography and
distribution of various materials through internet. 
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the aforementioned European Convention on cyber crime defines four
groups of offenses:

• Offenses against confidentiality, integrity and availability of computer data
and systems – these include illegal access, interception, interference with
data or systems, utilization of devices (sales, production, distribution,
import) of programs, passwords;

• Computer related offenses – theft and forgery represent the main forms of
attack;

• Content related offenses –child pornography represents a dominant content
in this group, including possession, distribution, transmission, maintenance
or provision of these materials;

• Offenses related to breaching of author or similar rights – include reproduction
and distribution of unauthorized copies of computer systems. (according to
the Convention, computer systems also include computer networks).
the FbI and National White Collar Crime Center in the US, according to

the Cyber crime encyclopedia, investigate and observe the following forms: 
a) intrusion in computer networks;
b) industrial espionage; 
c) software piracy;
d) child pornography;
e) email bombing;
f) ‘’sniffing’ passwords;
g) disguising computer to electronically appear as another one 
h) credit cards theft;

Depending on the type of committed offenses, cyber crime may be:
a) Political, including:

1. Cyber espionage and cyber sabotage in computer world;
2. Hacking – security bases on the internet, protection from viruses, warms,

trojans;
3. Cyber-terrorism – internet as a tool of terrorists;
4. Cyber war – implications of eventual warfare in cyber space;

b) Economic, including:
1. Cyber fraud- Nigerian hoax or money laundering;
2. Hacking – protection from computer viruses;
3. theft of internet services and time – suppression of internet abuse and

damage of the customers;
4. Software, microchip or data base piracy;
5. Cyber industry espionage and sabotage in computer world;
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6. False internet auctions – failure to deliver the products, fake presentation
of products, upgrading product prices, association with the aim of
achieving better rates, black market trade.

c) Production and distribution of illegal and harmful content : 
1. child pornography;
2. pedophilia;
3. religious sects;
4. the spread of nationalistic, racist ideas and attitudes;
5. abuse of women and children

d) Manipulation of illegal products, substances and goods: 
1. drugs
2. human organs;
3. weapons;

e) breach of cyber privacy: 
1. Email surveillance;
2. Spam;
3. Phishing;
4. E-conference surveillance;
5. Wiretapping, recording of ‘chat rooms’;
6. Plugging and analysis ‘cookies’.
both computer crime and cyber crime require appropriate legislation. Since

the primary forms, in the beginning of the 90s until today, numerous
international bodies focused on this type of crime. besides international, there
is common national regulation of cyber crime and some of its forms.
Concurrently, self-regulation attempts to deal with this phenomenon. that is,
regulation takes place at several levels. Interestingly, it appears that much more
activities take place at international level, rather than in the national or self-
regulatory one. this is somewhat expected, due to the characteristics of these
offenses and criminals who are engaged in them.9 the majority of most
important international acts have been enacted in the EU framework. One of the
most significant documents, adopted by other states outside the EU as well, is
the international convention that regulates the matter of cyber crime, the Council
of Europe Convention on cyber crime, adopted in 2001 in budapest, which came
into force in July 2004. the Convention has set absolute standards regarding
international regulation of this phenomenon and represents a guideline for the
states that wish to develop their legislation on suppressing this type of crime.

9 Drakulic, M., & Drakulic, D. Cyber crime. www.fu-student.com/forum/index., p. 5.



the subject of the Convention on cyber crime includes: crimes against
confidentiality, integrity and availability of computer data and networks
(unauthorized access, damage of data, networks, etc.), computer crimes
(unauthorized data entry or erasure, computer fraud, crimes related to child
pornography, crimes against infringement of copyright and related rights,
ancillary liability and sanctions (attempt, aiding, abetting), liability of legal
entities, sanctions, procedural law, protection of human rights, confiscation of
the proceeds of the crime, gathering real-time computer data, etc.10

Cyber space in Serbia follows the global expansion trend of cyber crime. In
Serbia, there is a wide plethora of cyber crime, ranging from spreading of
viruses, piracy, unauthorized access to computer networks, to pornography,
abuse of credit cards and bank robberies. In the field of suppression of high
technology crime in Serbia, the greatest step has been made by the
establishment of specialized bodies and engagement of specially trained
experts. Within the Serbian Ministry of Interior, a special unit against high
technology crime has been formed. Additionally, a special prosecutor for high
technology crime has been nominated and court jurisdiction has been
determined for the whole territory of the republic of Serbia.

Computer crimes have been included in the Serbian Criminal Code in 2005.
In the chapter 27, they are envisaged as crimes against security of computer
data. these crimes include the following: damage of computer data and
software, computer sabotage, development and introduction of computer
viruses, computer fraud, unauthorized access to protected computers, networks
or electronic databases, prevention and restriction of access to a public
computer network, unauthorized exploitation of computers and computer
networks (Art. 298-304 SCC). 

the most prominent forms of computer crime in Serbia, according to the
data provided by the Special prosecutor against high technology crime, are:
infringement of copyrights, abuse of credit cards and internet pedophilia.11

2. INtErNEt PEDOPHILIA

2.1. Common features

recently, in printed and electronic media, and often in everyday life, we
are being exposed to the use of the term pedophilia. In brief time intervals, we
occasionally hear that i.e. a pedophile attacked a fourteen years old girl.
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10 Prlja, D. Cyber crime. Law Faculty, Union University. p. 11., www.prlja.info/Sajberkriminal
2010,pfu.pdf.

11 http://www.capital.ba/најчешћи -облици-сајбер-криминала-у србији/1.03.2011.
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However, such information usually have sensationalistic character and
approach. From the one side, pedophilia became a word with a very negative
meaning, while on the other side, the broad and mistaken use of this word
equalizes criminals who do not exhibit or do not have any pedophile tendencies
with individuals who suffer from this specific and rare sexual disorder.

Pedophilia represents a disorder of sexual preference, where an individual
perceives young children (who still lack secondary sexual attributes) as sexually
exciting and arouses by imaginary or actual sexual activity with these children.
there are individuals who can only become sexually aroused by imagining
sexual activity with children and not in any other way (this type of pedophilia
is labeled as “exclusive type”) and those who may become sexually aroused
by imagining other activities as well but find this form of imagination (children)
more sexually exciting (“non-exclusive type”).12

In regards to the incidence rates of pedophilia, there is a lack of knowledge
and systematic data, since individuals with this disorder tend to conceal such
tendencies, thus, relevant data mainly come from judicial (forensic) cases or
records of individuals sentenced for pedophilia. these data indicate that
pedophiles are almost exclusively men, whereas this disorder as a result of
mental disturbance rarely appears in women.

Further analysis of the specific aspects of pedophilia implies several
common features:

– there are individuals with pedophilia who are sexually aroused by female
children ages 8-10 years and those aroused by male children ages 9-12;

– in case of sexual arousal by male children, pedophilia is chronic, whereas
in case of tendency towards female children there is a possibility that this
behavior will eventually cease;

– individuals with pedophilia are insecure in relationships with adult women,
and practice demonstrates that some never even had sexual relationship
with adult women; 

– there are individuals with pedophilia who are married, have children and
are considered respective community members;

– data indicate that about 80% of individuals with pedophilia have been
sexually abused in their childhood.
there is a wide range of activities that individuals with pedophilia direct

towards children; there are those who never commit offenses as a result of their
pedophile urges, but remain in observation or satisfaction through internet sites
with pedophile literature, as well as those who perform their pedophile urges
in practice. these activities mainly involve: 

12 Arbanas, G. “Pedophilia”‘, http://www.ordinacija.hr./autori/goran-arbanas/15.03.2011.



– observation of nude children;
– undressing before children;
– undressing children;
– masturbating before children;
– touching children’ genitals or requesting that a child touches their genitals

or satisfy them; 
– requesting or performing oral sex with children;
– some are satisfied only by touching children or their intimate parts or by

oral sex, while penetration represents rare form of realization of pedophile
urges.
Individuals with pedophilia are ‘good psychologists’ and abuse the

vulnerability and weakness of the most sensitive part of the population which
is children. their approach is two-fold, initiating primary with the explanation
that the actions requested from children have educational purpose and a notice
that this should remain a secret. In case such tactic does not provide expected
results, threats are often used as a traditional coercion tool. Perfidy of
individuals with pedophilia is a perfect tool for the accomplishment of their
‘low motives and goals’. they are usually attentive with children and cherish
very sensitive feelings. therefore, the environment rarely suspects such
individuals and is often surprised and shocked by the revelation and awareness
of someone’s pedophile tendencies and actions. In this context, the striking fact
is that in 90% of cases the child knows the pedophile.

thus, pedophilia represents a rare condition that belongs to the group of
paraphilia (disorder of sexual tendency) and this term should not be abused
for the purpose of daily sensationalism that obscures the essence or the false
qualification of the being of this complex phenomenon. treatment of
pedophilia is very complex and success rate is rather low. this is due to various
reasons related to the lack of motivation for treatment, as well as lack of
institutions that individuals with this problem could approach without a fear
of criminal prosecution. Evidently, the wide range of internet pedophilia is
increasingly addressed, including discussions whether these offenses should
be categorized as organized crime since they are rarely associated to a single,
isolated case.

2.2. Internet pedophilia features

Pedophiles used to have ‘narrow’ acting space. they used to go to
children’s’ playgrounds, school yards, and used common methods of action,
such as observation, monitoring, questioning, giving chocolates, chewing gums,
sweets, etc. Such method and approach implied exposure to a specific risk.
Nowadays, internet provides pedophiles smooth and safe monitoring of
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children, their activities, games and entertainment. It also provides the exit, or
the ability to hide in anonymity in case of danger of being exposed. by
analyzing this phenomenon, it is difficult to comply with the opinion that
computers and internet represent the dark side of the world. However, the
notion that useless and uncontrolled use of the internet carries a variety of risks
appears more appropriate. “Internet is used today by around 15% of the world
population (consciously), and even 20% unconsciously (through different
devices, phones, tV). the half of these users is in the age of 5 until adolescence.
A simple Google search of the word ‘encyclopedia’ will provide about 1.700.000
results, while the word ‘sex’ provides 26.500.000 results’’.13

this data is alarming for the society and in particular parents, who
unfortunately have no clear understanding of the implications of this
phenomenon, and no awareness of the problem or the ways how to adequately
recognize it. the development of It, its interactivity and great communication
possibilities have become an increased risk for all the users, predominantly
children who are exposed to hidden traps and sick minds who abuse computer
opportunities in order to satisfy their own low needs. therefore, an absurd
question arises, whether children are safer with the internet or on the street?
Instead of answering this question, it appears appropriate to attend to the
opinion of experts who scientifically explore this phenomenon. Accordingly,
the advantages of the internet and modern forms of communication, as well as
particularities of electronic violence are put forward:14

Certain advantages include:
• Quicker information availability, learning;
• Quick and easy news review
• Instant availability
• Source of entertainment, i.e. playing web games
• Communication regardless of the location
• Exchange of experiences, opinions and information with peers or adults

with similar interests and problems
• Improvement of writing skills – writing represents a dominant method

of internet and mobile phones communication
• reinforcement of creativity
• Development of problem solving skills and information selection
Certain risks related to modern forms of communication are:
• Exposure to inadequate sexual contents;

13 http://sr.wikipidia.org./sr-el/razgovor_sa_korisnikom:Internetservis, 29.12.2010.
14 buljan Flender, G. ‘Internet and children – should we worry’’, http://www.psihonet.com/

aktuelni_osvrti/ 23.03.2011.



• Internet as a new playground of pedophiles;
• Exposure to distressing hostile messages;
• Potential over-exposure of children and youth to a frequent or long-term

use of the internet.
there are certain specificities of electronic violence that discriminate it from

violence in direct contact, such as:
• It can be present for 24 hours all seven days of the week;
• Exposure at home and other places previously safe for children;
• Multiple audience and witnesses that increase rapidly;
• Anonymity increase victim’s insecurity;
• e-abuse may be present among peers, but adults can also be a target, i.e.

teachers;
• the lack of physical contact of the victim and the audience prevents

children and youth to comprehend the potential damage of their words,
as at times even the sent messages may cause harm even though they had
no intention to abuse someone.

Internet abuse can be interpreted through the WHO definition that defines
violence as: “intentional use of physical force or power, aiming to intimidate
or actual, against oneself, other individual, group or community, that results
or it is highly probable it will result in harm, death, feeling of deprivation,
mental disorder and cognitive dysfunction”.

Common association related to internet abuse refers to pornography,
however, other sites with illegal content also influence long-term ‘poisoning’
of children, by offering a variety of forms of mental abuse (sects, Nazi contents,
drugs, diverse diets, etc.). these contents are approached for a variety of
motives, while children often do it out of curiosity and naivety. the final phase
is ‘membership’ and personal contact which may lead to unforeseeable
consequences and traumatic experience. “When it comes to children,
‘comforting’ represents a good and proven approach (mainly it involves a nice
virtual peer full of understanding). After gaining the trust, the next phase is
sending a photo, reference to a web portal or social meetings and personal
contact. In this last phase, the child is blackmailed or forced to perform a desired
activity (this does not necessarily imply fornication, but other forms of abuse
as well, such as theft, fraud…). Who is hidden in the room? In this story, the
most popular but the most dangerous field of the internet, “chat rooms”, can
not be avoided. this service allows children to virtually travel anywhere in the
world, to speak with anyone, to exchange messages with people they don’t
know and who are absolute strangers. the child is not aware who is on the
other side, and this can often be adults. In their naivety and desire to meet peers
from other places and countries, children honestly provide information about
themselves, their age, gender, residence, school and anything else. 
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by using “chat rooms”, individuals with pedophilia learn everything about
children; where they go, what they like, their schedule, relationship with
parents, brothers and sisters, etc. Pedophiles don’t even need to actively
participate in the conversation, but only to monitor children’s conversations
and gather information. Although “chat rooms” are publicly available,
pedophiles use it to attract an interesting person, an innocent child, into a
conversation forum and gain his/her trust. Initially, pedophiles say jokes, than
inquire about sexual experiences, describe sexual techniques and positions and
request the child to perform sexual activities. they send computer images to
ensure a child that others do this as well and that it is normal. Slowly, but surely,
pedophiles gain children’s trust ensuring them that they are true friends and
that they are the only ones who know their secrets. All this is done with an idea
to meet one day and become friends. In the US, research demonstrates that
approximately 19% of children who use internet, become exposed to various
types of sex messages. Children of ages 12 to 17, who use “chat rooms” and
speak with strangers are at the greatest risk”.15

2.3. Prevalence of  Internet pedophilia in Serbia: 
review of  the prevention measures 

In the republic of Serbia, data and analysis of this phenomenon are
analogous to data worldwide. thus, it is expected that this complex
phenomenon of internet pedophilia will appear in this region in a similar or
identical way to other developed countries, implying that chains of pedophilia
may be encountered, that is active and factual possession of photographed
children who are abused by our citizens as perpetrators of this act. Despite the
lack of information from the field of investigative reporting, and exposure to
news of sensationalistic and questionable character, we face frequent cases of
sexual abuse of children in the direct environment as well as family. this is of
concern, as teachers, priests, professors, individuals with social prestige often
appear as the perpetrators of these acts, whereas they are responsible of
providing care of the most sensitive and vulnerable population such as children. 

the first internet pedophilia chain in Serbia has been discovered in Sabac
in 2005.Photos of abused children, with the youngest being only a year old and
the oldest 9 years old, were being sent worldwide from a web address in Serbia.
It turned out that this was performed by an 18 year old boy from a respectful
urban family, who has been sending photos from a home computer located by
the FbI, and has subsequently been arrested by our crime police following the
necessary investigation.

15 http://sr.wikipidia.org./sr-el/razgovor_sa_korisnikom:Intrnetservis, 29.12.2010.



the prevalence of this phenomenon in the region was demonstrated in the
research conducted during 2005 and 2006 by the Astra Anti-trafficking action,
a belgrade based NGO network participating in the suppression of human
trafficking. the sample included 1205 high school students in Serbia, both males
and females ages ranging from 14 to 19, and provided the following
conclusions:16

• About 38% of the participants from the whole sample and over the half of
the group of youth who use internet reported often internet chatting, that
is, the use of this medium for communication (460 high school children).

• During this communication, 170 experienced a variety of inconveniences,
220 received offers (of meeting, dating, marriage, travel, business,
education) from individuals they met through the internet, 284 reported
that their friends also received similar offers, and 174 personally met the
individual they communicated with.

• the proportion of boys and girls who use internet chat rooms, and have
experienced certain inconvenience is 52,2% of girls and 47,8% of boys, but
the difference is not statistically significant. the most frequent
inconveniences experienced by girls refer to sexual harassment, offenses,
vulgarities, whereas boys reported bad language, vulgarities, offenses,
sexual harassment and nationalistic insults.

• Personal acquaintance with the other co-speaker was made by 37,8% of
youth who use internet chat rooms.
this data is strictly related to field research, the so called ‘virtual girl’. For

50 hours on the internet, the Astra’s girl received 457 calls for discussion, within
which 86% was initiated by a male individual and 27% cases (125
conversations) involved sexual harassment! the selected chat rooms were the
main rooms on the ‘Cruiser/Krstarica’ and ‘Serbian Cafe’ while the false
identity of the girl was supported by the ICQ and Skype profile.17

the experts’ estimations worldwide propose that every third girl and every
seventh boy are pedophile’s victims. the available data from the Incest trauma
center in our country indicate similar data. this centre reports approximately
9 complaints per week, and in three out of four cases the parent is a crime
perpetrator. Nevertheless, despite these alarming data, statistics on the number
of pedophiles prosecuted or convicted in Serbia, are not updated or publicly
available.
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According to the Criminal Law of the republic of Serbia that came into force
on January 1st 2006, the ‘child’ refers to a 14 year old individual. the European
Convention on cyber crime under the term ‘child pornography’ implies
pornography in which children younger than 18 years old participate. this
implies that our legal framework should be compatible with relevant international
documents. the 1989 UN Convention on children’s rights provides that sexual
exploitation represents the most drastic form of breaching children’s’ rights, and
in this context the EU decision on internet child pornography suppression in 2000
provides liability of legal person for recording and distribution.

the Serbian Criminal Code provides a series of criminal acts against sexual
freedom, such as: rape, sexual intercourse with a helpless person, sexual
intercourse with a child, sexual intercourse by position misuse, illegal sexual acts,
pandering, enabling sexual intercourse, mediation in prostitution, demonstration
of pornography materials and children abuse for pornography. For these criminal
acts, the appropriate sentences with a proper time frame are provided. However,
despite strict criminal sanctions, this type of crime is expanding.

the establishment of the so called primary level of protection is crucial for
parents for the purpose of safe internet use. It is necessary that the youth
acknowledge that:

• it is important and useful that parents are interested in their on line
activities;

• that parents occasionally observe these activities by i.e. placing the
computer in the living room instead of the children’ room;

• parents establish together with children the rules of the internet use, with
which children comply; 

• children are often reminded who may be the stranger in the virtual life and
what sorts of dangers introduction with this person carries;

• it is dangerous to communicate with unknown individuals regarding sex;
• it is dangerous to share personal information and send photos through

internet.
Field experts also recommend parents – those who are familiarized with secrets

of computers and internet – to occasionally perform certain actions such as: 
• review internet bookmarks, file history, temporary internet folders and

search history; 
• install firewall, antivirus and antispyware software, that activate by turning

the computer on; 
• to create a user account for the child in the operative system, in order to

activate the function ‘parents control’ within it; 
• activate spam filters for email. 
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Furthermore, there are several common principles that parents should
undertake in case they learn their child is a victim of internet abuse. these
principles imply that the child should learn that: 

• hostile and suspicious messages should not be answered; 
• messages or images should not be deleted since they may serve as evidence;
• parents should be notified, and they should inform the police in case internet

messages contain threats, stalking, harassment, child pornography, etc.
In addition to the necessary and primary role of parents in the suppression

of these negative phenomena, the support of teachers, professors, or the society
in general is crucial, in order to raise public awareness through media and
educational campaigns devoted to youth for the purpose of providing
information on forms of internet abuse and methods of safe use. 

CONCLUSIONS

the last two decades were marked by a sudden scientific technological
development and in particular growth of information technology. this progress
offered great improvements in terms of life quality of the human population.
In this context, it is difficult to imagine every-day living or working activities
without the utilization of computers. Available data support these
unambiguous perceptions. Each year, the number of internet users increases,
both in our country and worldwide. However, coupled with numerous
opportunities and advantages provided by the internet, particularly regarding
quick access to information, the use of internet is also followed by a number of
risks, such as the risk of loss, forgery or theft of valuable information and
computer systems’ destruction. Moreover, the matters of privacy, freedom and
control of the internet use have recently been put forward. that is, we are
permanently exposed to ‘spam emails’, identity theft, child abuse,
pornography, hacking, and internet use as a tool for destabilization of vital
infrastructure systems as well as other abuses.

the consequences of cyber crime, or the damages resulting from computer
crime are measured in billions of dollars. Except the financial aspect, the
damages can be perceived in a non-material sense as well, such as unauthorized
disclosure of secrets, or other forms of ‘indiscrete adverse action’. Appropriate
example refers to the latest affair ‘Wikileaks’ that stirred the world public and
caused huge diplomatic scandals, by publishing secret data and
correspondence. being aware of the expansion of this type of crime, the
European Commission suggested the introduction of tougher laws in regards
to cyber crime in the EU and warned that computer network abuse has already
caused big problems in the EU member states. In regards to the territory of the
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republic of Serbia, data and analysis of this phenomenon does not significantly
differ from similar data of the other states in the region or worldwide. 

Pedophilia represents a rare state that belongs to the group of paraphilia. It
refers to a sexual disorder. this expression is often used for daily informational
and sensationalistic purposes. Individuals with pedophilia previously used
traditional approaches to victims and they were exposed to a variety of risks.
Nowadays, internet represents an ideal tool since it provides pedophiles the
possibility to smoothly observe children, participate in their activities, games
and entertainment, and disappear in anonymity in case of risk of being caught.
the first case of internet pedophilia in Serbia was discovered in Sabac 2005.
research indicates the expansion of this phenomenon and different dangers
that children in our country are exposed to. the Convention on cyber crime
came into force on July 1st 2004, and as a party of this Convention, our country
should harmonize and implement legislation in this domain according to the
‘spirit’ of the Convention. the role of the parents, teachers, professors, and the
society in general, is to use youth-directed educational campaigns to indicate
positive achievements of the internet and concurrently point to various risks
associated with illegal use and abuse of information technology for the purpose
of conducting criminal acts. 

Alongside with raising collective awareness, the development of a long-
term strategy is necessary on both national and supranational level, with
mandatory cooperation of the relevant bodies, institutions and organizations
that implement the rule of law, as well as the private sector, more precisely
internet providers, advertizing agencies, software companies, etc. there are
quite certain and reasonable expectations that information technology will
grow rapidly, so it is realistic to expect that concurrently different forms of
information technology abuse for the purpose of carrying out criminal activities
will increase.
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INtrODUCtION

Countries of the Western balkans and turkey, like societies in other regions
of the world, rely increasingly on information and communication technologies,
and they are thus vulnerable to threats such as cybercrime. It is therefore
essential that countries strengthen their capacities to meet this challenge, and
in particular enhance their ability to cooperate at regional and international
levels. through this regional project CyberCrime@IPA SEE, the European
Union and the Council of Europe – in cooperation with other partners – are to
support them in their efforts based on existing tools and instruments, including
in particular the budapest Convention on Cybercrime.

Objective of the project is strengthening capacities of criminal justice
authorities of Western balkans and turkey to cooperate effectively against
cybercrime. Within this objective there are projected results.2

result 1 – Cybercrime policies and strategies: Policy-and-decision-makers
are aware of cybercrime threats and human rights implications and have
reached agreement on strategic priorities regarding cybercrime for Western
balkans and turkey.

result 2 – Harmonization of legislation: Amendments are drafted to bring
relevant legislation fully in line with the EU acquis, in particular the Convention
on Cybercrime (CEtS 185) and its Protocol on Xenophobia and racism (CEtS
189), and thus ensure harmonization of legislation within Western balkans and
turkey.

result 3 – International cooperation: Enhanced regional and international
law enforcement and judicial cooperation against cybercrime based on Chapter
III of the budapest Convention on Cybercrime.

result 4 – LEA training: Law enforcement training strategy agreed by
Ministries of Interior and implementation initiated.

result 5 – Judicial training: Judicial training on cybercrime and electronic
evidence integrated into the curricula of training institutions for judges and
prosecutors.

result 6 – Financial investigations: Capacities of financial investigators,
Financial Intelligence Units (FIU), and/or relevant law enforcement units in
charge of fighting against cyber criminals in following crime proceeds on the
internet improved and their cooperation with the financial sector strengthened.

result 7 – LEA-ISP cooperation: Cooperation between law enforcement and
Internet service providers (ISPs) in investigations related to cybercrime
strengthened.
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result 8 – Assessments: regional assessments carried out to determine
progress made in terms of legislation, the strengthening institutional capacities
for the investigation, prosecution and adjudication of cybercrime and
international cooperation.

Even when presented like this, those results (or aimed results) could not be
achieved without consulting technical standards in this area, which could be
called overall, global and strategic. Of course, this project is intended for few
countries and special region, but anyway it should be complied with global
standards, and when we critically examine presented we can see that this part
is missing. No one around this project consulted standards ISO/IEC 27000 (the
family of those since there are few of them).3 It is very wrong because some of
the mentioned standards (family) could give the right direction for general
country development, thus a development of the society, region wide. 

AbOUt EXIStING ISO/IEC StANDArDS

ISO/IEC 27001 formally specifies a management system that is intended to
bring information security under explicit management control. being a formal
specification means that it mandates specific requirements. Organizations that
claim to have adopted ISO/IEC 27001 can therefore be formally audited and
certified compliant with the standard (more below). 

Most organizations have a number of information security controls. Without
an ISMS however, the controls tend to be somewhat disorganized and disjointed,
having been implemented often as point solutions to specific situations or simply
as a matter of convention. Maturity models typically refer to this stage as “ad
hoc”. the security controls in operation typically address certain aspects of It or
data security, specifically, leaving non-It information assets (such as paperwork
and proprietary knowledge) less well protected on the whole. business continuity
planning and physical security, for examples, may be managed quite
independently of It or information security while Human resources practices
may make little reference to the need to define and assign information security
roles and responsibilities throughout the organization.

the ISO 27000 series of standards have been specifically reserved by ISO
for information security matters. this of course, aligns with a number of other
topics, including ISO 9000 (quality management) and ISO 14000 (environmental
management). 

As with the above topics, the 27000 series will be populated with a range of
individual standards and documents. A number of these are already well

3 More could be found at http://www.27000.org/last accessed 31.05.2011.



known, and indeed, have been published. Others are scheduled for publication,
with final numbering and publication details yet to be determined. 

the following matrix reflects the current known position for the major
operational standards in the series:

ISO 27001 this is the specification for an information security management
system (an ISMS) which replaced the old bS7799-2 standard ISO 27002 this is
the 27000 series standard number of what was originally the ISO 17799
standard (which itself was formerly known as bS7799-1).

ISO/IEC 27001 requires that management:
Systematically examine the organization’s information security risks, taking

account of the threats, vulnerabilities and impacts;
Design and implement a coherent and comprehensive suite of information

security controls and/or other forms of risk treatment (such as risk avoidance
or risk transfer) to address those risks that are deemed unacceptable; and

Adopt an overarching management process to ensure that the information
security controls continue to meet the organization’s information security needs
on an ongoing basis.

While other sets of information security controls may potentially be used
within an ISO/IEC 27001 ISMS as well as, or even instead of, ISO/IEC 27002
(the Code of Practice for Information Security Management), these two
standards are normally used together in practice. Annex A to ISO/IEC 27001
succinctly lists the information security controls from ISO/IEC 27002, while
ISO/IEC 27002 provides additional information and implementation advice
on the controls.

Organizations that implement a suite of information security controls in
accordance with ISO/IEC 27002 are simultaneously likely to meet many of the
requirements of ISO/IEC 27001, but may lack some of the overarching
management system elements. the converse is also true, in other words, an
ISO/IEC 27001 compliance certificate provides assurance that the management
system for information security is in place, but says little about the absolute
state of information security within the organization. technical security controls
such as antivirus and firewalls are not normally audited in ISO/IEC 27001
certification audits: the organization is essentially presumed to have adopted
all necessary information security controls since the overall ISMS is in place
and is deemed adequate by satisfying the requirements of ISO/IEC 27001.
Furthermore, management determines the scope of the ISMS for certification
purposes and may limit it to, say, a single business unit or location. the
ISO/IEC 27001 certificate does not necessarily mean the remainder of the
organization, outside the scoped area, has an adequate approach to information
security management.
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Other standards in the ISO/IEC 27000 family of standards provide
additional guidance on certain aspects of designing, implementing and
operating the ISMS, for example on information security risk management
(ISO/IEC 27005).

ISO 27003 this will be the official number of a new standard intended to
offer guidance for the implementation of the ISMS (IS Management System).

ISO 27004 this standard covers information security system management
measurement and metrics, including suggested ISO27002 aligned controls.

ISO 27005 this is the methodology independent ISO standard for
information security risk management. 

ISO 27006 this standard provides guidelines for the accreditation of
organizations offering ISMS certification.4

the ISMS may be certified compliant with ISO/IEC 27001 by a number of
Accredited registrars worldwide. Certification against any of the recognized
national variants of ISO/IEC 27001 (e.g. JIS Q 27001, the Japanese version) by
an accredited certification body is functionally equivalent to certification against
ISO/IEC 27001 itself.

In some countries, the bodies that verify conformity of management
systems to specified standards are called “certification bodies”, in others they
are commonly referred to as “registration bodies”, “assessment and registration
bodies”, “certification/ registration bodies”, and sometimes “registrars”.

the ISO/IEC 27001 certification, like other ISO management system
certifications, usually involves a three-stage audit process:

Stage 1 is a preliminary, informal review of the ISMS, for example checking
the existence and completeness of key documentation such as the
organization’s information security policy, Statement of Applicability (SoA)
and risk treatment Plan (rtP). this stage serves to familiarize the auditors
with the organization and vice versa.

Stage 2 is a more detailed and formal compliance audit, independently
testing the ISMS against the requirements specified in ISO/IEC 27001. the
auditors will seek evidence to confirm that the management system has been
properly designed and implemented, and is in fact in operation (for example
by confirming that a security committee or similar management body meets
regularly to oversee the ISMS). Certification audits are usually conducted by
ISO/IEC 27001 Lead Auditors. by passing this stage results in the ISMS being
certified compliant with ISO/IEC 27001.

Stage 3 involves follow-up reviews or audits to confirm that the
organization remains in compliance with the standard. Certification

4 http://en.wikipedia.org/wiki/ISO/IEC_27001.



maintenance requires periodic re-assessment audits to confirm that the ISMS
continue to operate as specified and intended. these should happen at least
annually but (by agreement with management) are often conducted more
frequently, particularly while the ISMS are still maturing.

A StrAtEGIC rEGULAtION MODEL ON tHE CrOSS bOrDEr 
HIGH-tECH CrIME

because cyber security has a global dimension, efficient international legal
instruments, extensive co-operation networks, and multi-lateral as well as
bilateral co-operation are of the essence in combating cyber crime and securing
cyber defence and information security. Governments around the world have
a multifaceted role to play in cyber security, including: 

• Protecting their information systems. 
• Working with the private sector to protect the digital infrastructure. 
• Investigating, pursuing and prosecuting cybercriminals.
• cross border standard cooperation (legal and technical)
the Strategic regulation model on the cross border high-tech crime is a

generic model for maintenance management, proposed and defined integrates
other models and consists of eight sequential management building blocks, as
presented in next figure. (Figure 1)

Each building block is, in fact, a key decision area for maintenance and life
cycle management. Within each of these decision areas we can find methods
and models that may be used to order and facilitate the decision making
processes. the procedure to carry out the analysis of the local (national)
processes following risk assessment techniques could be then depicted as
follows:

1. Define the purpose and scope of the analysis;
2. Establish the risk factors to take into account and their relative

importance;
3. Decide on the number of risk criticality levels to establish;
4. Establish the overall procedure for the identification and prioritization

of the critical responsibilities.
After (or together with) harmonizing legislative proposals on National

level, we have to harmonize other related law acts such as strategies, policies.
this level is also ISO/IEC standard related. 

National Policies for enhancing cyber security must be developed:
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1. the development and large-scale implementation of a system of security
measures

2. Increasing competence in cyber security
3. Improvement of the legal framework for supporting cyber security
4. bolstering international co-operation
5. raising awareness on cyber security
the vulnerability of cyberspace can be reduced by the following measures: 
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- increasing the security of information systems; 
- implementing data security standards (ISO 27001); 
- providing specialised training to computer users. 
- coordinated action at the national level to public and private institutions.

DAtA PrOtECtION - StANDArDS OF INtErPOL 
AS INtErNAtIONAL CrIMINAL POLICE OrGANIZAtION

Along with standards and initiatives for standardizing in harmonization
and their relations comes already settled system which is in use, and has a great
importance for all countries in information exchange and operative
cooperation. It could be seen as a form of implementation mixture of national
aspirations, jurisdiction compromises, operative needs and standards created
along. this system is Interpol’s system.

the exchange of information between Interpol’s 188 member countries is
the cornerstone of Interpol’s activities in the fight against international crime.
the member countries exchange information through Interpol channels on a
voluntary basis. It is therefore essential to maintain trust between the member
countries in order to foster permanent, effective and the broadest-possible
participation in the Organization’s main mission, namely the development of
international police co-operation. Consequently, the exchange of information
via Interpol channels must offer legal guarantees in order to ensure quality.

the basis for the legal guarantees offered by Interpol is found in the
Organization’s Constitution, which provides that the Organization’s action is
taken within the limits of the laws existing in different countries and in the
spirit of the Universal Declaration of Human rights. Interpol has adopted
international data-protection principles, which are derived from the basic right
to legal protection against any arbitrary interference in personal privacy. these
principles are set out in the “rules on the Processing of Information for the
Purposes of International Police Co-operation” (rPI) and their “Implementing
rules” (IrrPI). Furthermore, the rPI set out the conditions and the basic
procedures according to which information is processed through Interpol
channels for the purposes of international police co-operation. the rPI are a
flexible tool which enables each member country to co-operate while respecting
its national sovereignty and its own laws. Interpol’s National Central bureaus
(NCbs) provide liaison between the various departments within their countries,
the other NCbs and the General Secretariat. the NCbs play a fundamental role
in implementing the rPI, in particular vis-à-vis those national departments they
have authorized to consult or provide information through Interpol channels. 
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the processing of information through Interpol channels is subject to
supervision by the Commission for the Control of Interpol’s Files (CCF), which
is an independent body of the Organization. the functioning of the CCF is
governed by the rules relating to the Control of Information and Access to
Interpol’s Files (rCI). the CCF is also competent to receive requests from
people wishing to exercise their right of access to information about them
recorded in Interpol’s databases. Such right of access includes the right to have
information corrected or deleted, as the case may be.

the development of a suitable data-protection system is an ongoing process
within Interpol. this process includes the revision of the rPI and of the National
Central bureau service standards. Interpol is also developing a policy of
sustained training to ensure that the rules are known and understood by all
those using Interpol channels.

Whenever necessary, and at least once a year, the General Secretariat shall
remind the National Central bureaus particularly with regard to the accuracy of
that information and its relevance in relation to the purpose for which it is
provided. In carrying out their liaison function between the General Secretariat
and the authorized national institutions, the National Central bureaus shall be
responsible for the persons they have authorized to consult, or supply information
for, the police information system. the National Central bureaus shall continue
to be responsible for the information which they provide through the police
information system and which may be recorded in the Organization’s files.

the information sources shall be required to take any appropriate steps to
ensure that the information continues to fulfil the conditions for being
processed by the Organization and to ensure the accuracy and relevance of the
information. Prior to the use of any information obtained through the
Organization’s police information system, the National Central bureaus must
check with the General Secretariat and the source of that information to ensure
that the information is still accurate and relevant. 

the police information system is composed of the following databases, in
which information sent and received over the Organization’s network can be
recorded: 

– the central database: this is the Organization’s main database used a priori
for processing information received or obtained by the General Secretariat,
and items of information which make it possible to manage it;

– the specialized databases: 
(1) the subsidiary databases to the central database are those linked to the

central database by an indexing system and contain information which,
because of its specific nature, cannot be recorded directly in the central
database; 
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(2) Extractions are databases which may be linked to the indexing system
and contain information processed in another of the Organization’s
databases and then copied into the said databases; 

(3) the autonomous databases are not linked to the central database by an
indexing system for security reasons;

(4) Analysis files are working files created for the purpose of crime. 
the indexing system is an automated system allowing the General

Secretariat to link the information and databases in the police information
system, to facilitate the information management and searches and also to
inform the user where an item of information may be recorded, notably for
coordinating analysis work relating to that information, with due respect for
the processing restrictions the source of the information has imposed 

All information transmitted through the Organization’s channels or obtained
by the General Secretariat of INtErPOL (IPSG) may be processed in the
Organization’s files only if the conditions on processing lay down in the present
rules are met and subject to the restrictions attached to its processing. the present
rules shall not apply to requests from individuals for access to the Organization’s
files nor can the requests be processed in the police information system. 

the source of an item of information shall determine its level of
confidentiality, thereby classifying the information. IPSG may attribute a
confidentiality level to the information which is higher than that attributed by the
source, in the light of the risks to international police co-operation, or to the
Organization, its staff, and its member countries of processing, and more
particularly of disclosing, the information. IPSG shall determine the level of
confidentiality of the value it adds to an item of information, notably when it
carries out analysis work or issues a notice, it being understood that, on
retransmission, it must respect the restrictions the source referred to in the analysis
has imposed on the said item of information. the different levels of confidentiality
of information shall be determined and the conditions attached to each level shall
be indicated in the implementing rules. IPSG shall take all necessary measures to
protect the security, i.e. integrity, and confidentiality of information provided and
processed through the police information system. to this effect, IPSG shall inter
alia develop the appropriate technical, legal and procedural means to ensure that
only duly authorized persons are able to process an item of information. 

At the latest, six months prior to the deadline for examining the need to retain
an item of information concerning a person who is the subject of a notice or is
wanted, to ask the source of the information whether it considers it is still
necessary and relevant to retain the item in the Organization’s files, and if, three
months before the deadline for assessing the need to retain an item of information
concerning a person who is the subject of a notice or is wanted, the source of that
information has not replied to the IPSG’s request, it shall send it a further request.
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the deadline for examining the need to retain an item of information shall be
calculated from the date of receipt of the information recorded. the need to retain
an item of personal information shall be examined, at the latest, every five years,
subject to a shorter retention period being required, notably by the source of the
said information. When an item of information is connected to another set of
information concerning the same person or persons, implicated or likely to be
implicated in the same case or a number of connected cases, IPSG may postpone
the deadline for examining the need to retain the information until the deadline
for examining the need to retain the other information. the deadline for
examining the need to retain an item of information in any form or on any
medium concerning someone who is wanted on the subject of an international
request for information shall be suspended during such time as the person
concerned is deprived of his freedom, in the context of crime investigation. 

IPSG may postpone for a maximum of five years the deadline for examining
the need to retain an item of information in any of the following cases: 

- When the source of the information has requested IPSG to do so; 
- When the source of the information has not requested the IPSG to do so,

but the latter considers that the information remains relevant and of
specific international interest to the police. 

Such shall be the case:
- When the source of the information, or the country to which that source

is attached, is no longer likely to update the information because of
technical, mechanical or other conditions; 

- If the source of the information has expressed its opposition in principle
to the possibility of IPSG retaining an item of information in the absence
of express authorization from the source of that information. 

IPSG shall modify, destroy or block an item of information when the source
requests that it do so. When a number of entities are the source of the same item of
information and only one of them requests its modification, blocking or destruction,
IPSG shall ask the other sources whether they also wish to proceed with the said
modification or destruction. If so, the information shall be modified, blocked or
destroyed as requested. If not, the existence of the request for modification, blocking
or destruction must be clearly indicated; if a request has been made for the
information to be destroyed, the name of the source making the request must be
deleted from the list of sources which supplied the information. 

CONCLUSION

As presented we can deduce that there are many obstacles in
standardization and that there are few paths which could be followed, but our
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suggestion is to induce from all of existing since there are live connections
between the crucial points. As we’ve seen there is ongoing process within the
Council of Europe of legislative harmonization for the SEE area (including
turkey) and we have established a firm connection with the certain ISO/IEC
standards. those two areas of great importance just need a valid connection
bridge which we see in the standardization requirements fulfilment. this
especially can be seen in the example of the INtErPOL standardization system
and it gives us the best example of perfect existence of various systems and
different requirements cohabitation in this Interpol’s data protection system.
When it was in creation the system had to be built on different demand levels
by its creators (meaning different countries with different democratic, or even
not democratic, systems) and it survived up to this day with ability to adjust
and comply with different demands. this is the most important characteristic
of this system that should be implemented in future standardization of all
future mechanisms (or systems) for regional or global agencies in cooperation.
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INtrODUCtION

Cyber crime is a transnational type of a crime with no boundaries and the
main reason for that is a fact that infrastructure of the Internet is maintained
from different countries all over the Globe. but in Western balkans are
established Internet services that are by their nature regional (as example Chat
rooms, IrC channels, Internet sites, Internet forums, blogs...) SEE region is a
part of European continent but countries in this region have (in the vast
majority) similar root of language, cultural and ethnic background etc. the
main concern of EU countries is a fact that there are historical and traditional
“friendships” among the criminals in this region that could influence on
forming of strong regional organized crime groups.

Some of problems in the Western balkans that could provoke forming of
such organized criminal groups are: 

• Effects of the global economic crisis in the region. 
• Slowing down of the European integration process in the Western balkans. 
• Deterioration of bilateral political relations in the region. 
• Fragility of the established regional structures.
• Lack of thrust among countries involved in process. 

HOW COULD rEGIONAL COOPErAtION bE MOrE EFFECtIVE 
IN CYbEr CrIME PrEVENtION IN tHE WEStErN bALKANS

What EU and other organizations involved in SEE cooperation in the
Western balkans could do to promote better cooperation among countries of
the Western balkans? 

First of all it is crucial to be well prepared and to be patient, to learn how to
put a perspective on a fact that in the international and regional cooperation
we have two different sides of will to cooperate under the pressure - formal
and essential. It means that countries in this region are not always prepared to
cooperate fully under some agreements and that they take responsibilities in
such a way to fulfill only the form (as example to ratify some Convention or
Agreement under a pressure of international organizations and then to wait
for implementation few years and then to take necessary steps to work on
subject few years latter). 

International community could take a step to have a better kind of
cooperation but they need to hear a voice from a perspective of a people that
are working in a field as experts from their countries and from a perspective of
experts that are beneficiaries of regional Organizations. 
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It is clearly recognized that EU and other organizations on the meetings
first put on a schedule their experts on some topics and then, at the end of
meetings, experts from countries that are subjects of a meeting and that are
involved as a beneficiary of such meetings. It is better solution to put schedule
on such a manner that experts from the region talk about all problems that
they are facing with and then to talk about their resolving with experts of EU
and others from International organizations that are willing to help. 

there is one special point that could be considered as one of the most
problematic. that is a lack of thrust among countries of Western balkans that
are involved in process. 

Some of possible ideas for improving current state in regional cooperation
could be: 

1. Defining of a form and shape of cyber threat in Western balkans. 
2. Learning about essence of a threat and sharing of information about it.
3. Storing and sharing data about a structure of a threat (as example routs,

trends and how many criminals are in the region or why and other similar
data) in first and then, when a circle of a trust is established, to share data
about core essence of a threat (names and other data of criminals, their
modus operandi, possible targets etc). 
What is a basic and simple start to improve cooperation regarding issues

of cyber crime in the Western balkans is to share useful information that any
country can share without any problems on their local level. those data are
mainly data about form of a threat and they are in most cases only informative. 

Main role of regional institutions could be to identify current priorities
among SEE countries, regional initiatives, international organizations and
donors, to promote existing mechanisms, instruments and tools of cooperation
in field of cyber crime threats. What is considered as a best way to promote
faster and better cooperation is to promote success stories/best practice of
cooperation in the region concerning cyber crimes in different fields and then
to clearly show benefits for the SEE participants and for the region in context
of cyber crime threats. 

INtErPOL

INtErPOL is an international organization that was created in the year
1914 in a bid to promote mutual assistance among all police authorities within
the limits of the law existing in the different countries. About 188 independent
nations and numerous sub-bureaus or dependencies are registered with the
INtErPOL. It is interesting to note that the headquarters of Interpol is stationed
in Lyon, France.
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INtErPOL primarily focuses on public safety, terrorism, organized crime,
crimes against humanity, drug trafficking, weapons smuggling, money
laundering, child pornography, cyber crimes and the like. INtErPOL public
website receives an average of 2.2 million page visits every month.

Cybercrime is growing, but more importantly, it is evolving. Microsoft
recently released its Security Intelligence report (SIrv6), which gives a
thorough view into the latest trends we are seeing with regard to online safety
and security today. Cybercriminals are increasingly going after vulnerabilities
in human nature rather than software.

Cybercrime is global and has no borders so INtErPOL is able to support
and facilitate a global law enforcement network that can communicate threats
quickly and securely. they are also able to assist in mobilizing first response
teams that include law enforcement officers from around the world who can
assist countries that may not have resources or investigators with the skill set
necessary to investigate complicated cybercrime cases. 

As a result of its leading position among worldwide law enforcement
agencies, INtErPOL was the obvious choice to act as the principal global
distributor for Computer Online Forensic Evidence Extractor or COFEE.
INtErPOL has the infrastructure in place to both efficiently distribute the tool
and to understand the unique requirements and technical needs of its diverse
affiliated regional agencies. COFEE is a Microsoft-developed application that
helps simplify the very complex problem of gathering “live” computer
evidence of cybercrime. It utilizes common forensics tools to aid officers at the
scene in gathering important live evidence with a single USb device. It also
provides reports in a simple format for later interpretation by computer experts,
or as supportive evidence for computer investigations. this means that first-
responder officers on the scene of a crime don’t have to be computer forensic
experts to capture live data for later analysis and that this critical information
does not have to be lost once a computer is shut down to be taken for a
traditional offline forensic analysis. More often than not, law enforcement has
to make the choice of sending in trained computer forensic experts to the scene
of a crime or risk having “live” evidence lost when a computer has to be shut
down and taken for analysis elsewhere. In many cases, local law enforcement
won’t have the resources available to bring forensic experts to the scene and
important evidence cannot be preserved. COFEE helps address this issue by
bringing together tools that forensic experts commonly use to enable an on-
the-scene officer to more easily capture this important evidence, even if they
are not a computer forensics expert themselves.

INtErPOL plays a key role in helping further the global effort to fight
cybercrime due in part to their ability to connect the most experienced
cybercrime investigators from one country or several countries to law
enforcement agencies that may need support in investigating a particular case. 
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For example, INtErPOL may learn of a particular attack in a particular
country and through the INtErPOL secure communications system they are
able to provide a particular law enforcement agency with contacts from another
country that may assist with the investigation. Cybercrime investigations are
complex so connecting law enforcement to resources and points of contact with
specialized expertise in cybercrime investigations is highly valuable.

Strong public-private partnerships in tackling cybercrime cases have
proven to be a critical factor in successful enforcement action against offenders.
Given the complex global nature of cybercrime, law enforcement alone, nor
government or industry alone can succeed in building solutions and more
effective enforcement. Microsoft regularly works with law enforcement,
government and industry stakeholders around the world through a number
of partnerships and coalitions, such as the International botnet task Force, to
help ensure a safer and more secure Internet for everyone.

INtErPOL has actively been involved for a number of years in combating
Information technology Crime. rather than ‘re-inventing the wheel’, the
Interpol General Secretariat has harnessed the expertise of its members in the
field of Information technology Crime (ItC) through the vehicle of a ‘working
party’ or a group of experts. In this instance, the working party consists of the
heads or experienced members of national computer crime units. these
working parties have been designed to reflect regional expertise and exist in
Europe, Asia, America and in Africa. All working parties are in different stages
of development. It should be noted that the work done by the working parties
is not INtErPOL’s only contribution to combating ItC, but it certainly
represents the most noteworthy contribution to date.

From the 21st to the 23rd September, 2010 the INtErPOL Working Party
on It Crime – Europe assembled to hold its 58th meeting at the premises of the
Interpol General Secretariat in Lyon, France. twenty-two It crime specialists
from fourteen European countries and one representative from EUrOPOL met
to exchange the latest information about It crime and It crime trends in
Europe. they started two new projects on “Operational botnet Mitigation” and
“It Crime in the Future”, as had been decided at the meeting in January 2010.
three other projects on “Live Data Forensics”, “Policing the Virtual 2.0” and
“Updating First responders Manual & tools” were completed at the last
meeting in May 2010 and have been included in the INtErPOL It Crime
Manual, the updated version of which is now available on the secure
INtErPOL website. the project on “Operational botnet Mitigation” is founded
on the fact that law enforcement is confronted more and more with botnets
used by cybercriminals to commit their crimes, ranging from spam to malware
driven e-banking attacks. the primary goal of this project is to take steps
actively to mitigate the threat of botnets, in co-operation with members of the
INtErPOL Working Party on It Crime – Europe, inter alia to raise public
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awareness, contribute to and coordinate the takedown of botnets as well as to
identify and prosecute the developers, operators and/or users of them. the
project on “It Crime in the Future” will be dedicated to studying and
discussing the effects of scientific and technological progress in crime, policing
and the criminal justice system. the overall objective is to describe future
technologies and their potential criminal misuse. It will provide law
enforcement with the knowledge and countermeasures to fight these future
threats effectively.

Amongst many achievements of European INtErPOL Working Party on
Information technology Crime (EWPItC) are:

– the compilation of the Computer Crime Manual, now called Information
technology Crime Investigation Manual (ItCIM), a best practice guide for
the experienced investigator, which is continually updated; in order to be
more practical (in terms of its volume) and cost efficient, the manual has
been made available on CD; an updated version of the CD is currently
under production; the content of the Computer Crime Manual is also being
converted into HtML format and is digitally available via INtErPOL’s
restricted website; 

– numerous training courses in order to share its expertise with other
members; these are not only extremely cost efficient (and presented by law
enforcement experts for the benefit of law enforcement), but are designed
to aim at different levels of expertise and subject areas, ranging from
introductory courses to courses specializing in Internet investigations; 

– the rapid information exchange system which essentially consists of two
elements: an international 24-hour response system, the National Central
reference Points (listing responsible experts within more than 100 countries
currently listed - this is now being expanded and has been endorsed by the
High tech Crime Sub-group of the G8) and a formatted computer crime
message format (to ensure that all the essential information is transmitted);

– the Working Party (WP) also recognized the necessity to complement its
expertise with additional outside expertise; in order to not make the WP
too cumbersome, this additional expertise (which is not restricted to law
enforcement) was incorporated into so-called “project groups” and is
selected by studying the curriculum vitae received in response to a general
invitation to European member countries; these project groups are specific
task motivated groups led by WP members who within the framework of
a specific set period have to complete their project (the meetings are merely
used to co-ordinate and streamline the efforts of the individuals, the real
work is done on their own time - this has proven to be a very successful and
time efficient method). 
In the future the EWPItC agreed to prioritise the following projects:
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– training:
Collection of existing training material, internationalize it and create
training packages for LE Global use; a picture of needed It Crime
investigation courses will be produced to make sure that all needed areas
are covered; aims and objectives for every training module will be defined.

– botNets and Malicious Codes: 
the benefit of this project will be that law enforcement agencies worldwide
will be better able to investigate botnets and malicious code. the project
will also aim to facilitate an operational cooperation project of European
botNet investigators to share intelligence and best practices, in coordination
with work being done on this by the General Secretariat. 

– Mobile Phone Forensics:
the objectives for this project are to compile a best practice guide based on
different national initiatives on describing the current forensic tools for
mobile phones.

– Voice over IP – VoIP: 
the purpose of the project is to give a description of the Voice over IP (VoIP)
technology, available services related to VoIP and how to investigate
criminal cases where VoIP is involved. the description should cover
different tools and techniques on analyzing computers and other
equipment used to communicate through VoIP services.

– tools and techniques 3: 
the aim of this project is to write a document describing the current forensic
tools for It Investigations (Protocol) in particular for: device/media
imaging (“bit stream” copy), device/media write protection (software and
hardware methods), image (and/or file system) analysis and revision of
the Information technology Crime Investigation Manual. 

EUrOPOL

EUrOPOL is the European Union law enforcement Agency that handles
criminal intelligence. the establishment of EUrOPOL was agreed to in the 1992
Maastricht treaty, officially known as the treaty on European Union (tEU)
that came into effect in November 1993. the agency started limited operations
on 3 January 1994, as the EUrOPOL Drugs Unit (EDU). In 1998 the EUrOPOL
Convention was ratified by all the member states and came into force in
October. EUrOPOL commenced its full activities on 1 July 1999.

Its mission is to assist the law enforcement authorities of Member States in
their fight against serious forms of organized crime. More than 620 staff at
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EUrOPOL headquarters in the Hague, the Netherlands work closely with law
enforcement agencies in the 27 European Union member states and in other
non-EU partner states such as Australia, Canada, the USA and Norway. 

As EUrOPOL officers have no direct powers of arrest, we support law
enforcement colleagues by gathering, analyzing and disseminating information
and coordinating operations. EUrOPOL partners use the input to prevent,
detect and investigate offences, and to track down and prosecute those who
commit them. EUrOPOL experts and analysts take part in Joint Investigation
teams which help solve criminal cases on the spot in EU countries.

EUrOPOL personnel come from different kinds of law enforcement
agencies, including regular police, border police, customs and security services.
this multi-agency approach helps to close information gaps and minimize the
space in which criminals can operate. Some 130 EUrOPOL Liaison Officers
(ELOs) are based at EUrOPOL headquarters. these ELOs are seconded to
EUrOPOL by the EU member states and EUrOPOL non-EU partners. they
guarantee fast and effective cooperation based on personal contact and mutual
trust. 

Analysis is at the core of our activities. EUrOPOL employs more than 100
criminal analysts who are among the best trained in Europe. this gives
EUrOPOL one of the largest concentrations of analytical capability in the EU.
EUrOPOL analysts use state-of-the-art tools which support member states’
investigations on a daily basis.

EUrOPOL is a high-security operational centre. EUrOPOL deals with
more than 9,000 cases a year, turning high-quality analysis into operational
successes. this flexible service centre operates non-stop: 24 hours a day, 7 days
a week. EUrOPOL serves as an EU centre of expertise, providing a central
platform for law enforcement experts from the European Union countries.

Since EUrOPOL can offer a flexible response, it focuses on different areas
of criminal and terrorist activity from year to year, depending on the demands
of the situation. EUrOPOL main priorities, however, tend to remain relatively
stable, reflecting those of international criminal and terrorist groups. Over the
years EUrOPOL has built up substantial experience in fighting drug
trafficking, illicit immigration networks and trafficking in human beings, illicit
vehicle trafficking, cybercrime, money laundering and forgery of money.
EUrOPOL is the European central office to combat euro counterfeiting. Main
goal of EUrOPOL is to help achieve a safer Europe for the benefit of all EU
citizens. 

the European society is evermore dependent on high–tech communications
and banking systems. At the same time, the underground economy where
cybercriminals trade their illegally obtained information, skills and tools, is
flourishing. Whilst the value of the cybercriminal economy as a whole is not
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yet known, the most recent estimate of global corporate losses alone stands at
around €750 billion per year. the scale of the problem is itself a threat to law
enforcement response capability – with more than 150 000 viruses and other
types of malicious code in circulation, and 148 000 computers compromised
per day (source: McAfee). 

“Cybercrime is borderless by nature – this also makes criminal
investigations more complicated for law enforcement authorities. to effectively
tackle cybercrime, adequate cross–border provisions are needed and
international cooperation and mutual assistance within EU law enforcement,
and between the EU and third countries, needs to be enhanced.” says rob
Wainwright, Director of EUrOPOL. He continues: “As the EU’s criminal
intelligence and information hub, EUrOPOL has advanced It tools and a large
team of professional analysts and experts ready to support the work of
European law enforcement authorities in their fight against cybercrime.”

As part of the “Stockholm Programme”, whose aim is to create a single
area of justice and security for the European Union’s 500 million citizens,
EUrOPOL has been invited to step up strategic analysis on cybercrime.
Several conclusions and initiatives have been agreed upon to define a
concerted strategy to fight cybercrime effectively. this will be carried out in a
way appropriate to the multiple crimes committed by these means: sexual
violence and child sex abuse imagery, terrorist activities, attacks on electronic
networks, fraud, identify theft, etc.

to contribute to the strategic planning for a “European Cybercrime Centre”,
EUrOPOL has produced the iOCtA – a threat Assessment on Internet
Facilitated Organized Crime. the iOCtA’s findings address current and future
challenges and are based on EU law enforcement intelligence and open source
material.

EU Member States already rank amongst the most highly infected countries
in the world when it comes to computer viruses and malware. As internet
connectivity continues to spread, EU citizens and organizations will be
subjected to more cyber attacks, and to attacks from previously underconnected
areas of the world. Combating cybercrime will therefore require new
international strategic and operational partnerships. Active partnership with
the private sector is essential, not only to share intelligence and evidence, but
also in the development of technical tools and measures for law enforcement
to prevent online criminality. the academic community also has an important
part to play in the research and development of such measures. because of the
global reach and scale of Internet facilitated organized crime, its disparate
nature, and the unprecedented volumes of data involved, centralized
coordination of intelligence gathering, analysis, training, and partnership
management is required at an EU level, to ensure that Member States and EU
agencies make the most effective use of resources. the establishment of a
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“European Cybercrime Centre”, as outlined in the recent Council conclusions
on cybercrime and in the EU’s Internal Security Strategy, will be an important
and timely step forward. Awareness raising on individual and corporate user
responsibility are key to combating cybercrime. EU–wide awareness raising
and points of contact are required for a range of issues, including illegal
downloading, social engineering, payment card security, securing wireless
Internet connections and the risks to children. the use of crowdsourcing to
gather intelligence on cybercrime from Internet users should also be considered. 

EUrOPOL as the European Union law enforcement agency plays a key role
in the European Cybercrime task Force – an expert group made up of
representatives from EUrOPOL, EUrOJUSt and the European Commission,
working together with the Heads of EU Cybercrime Units to facilitate the
crossborder fight against cybercrime. by means of its cybercrime database,
EUrOPOL provides EU Member States with investigative and analytical
support on cybercrime, and facilitates crossborder cooperation and information
exchange. Strategic analysis of Internet Facilitated Organized Crime (iOCtA)
assesses current and future trends in cybercrime, and informs both operational
activity and EU policy. 

the Internet Crime reporting Online System (ICrOS) and Internet &
Forensic Expert Forum (IFOrEX) are currently in development. these will
provide centralized coordination of reports of cybercrime from EU Member
State authorities, and host technical data and training for law enforcement.

SEE CYbErCrIME@IPA

the joint regional project of the European Union and the Council of Europe
on cooperation against cybercrime under the Instrument of Pre-Accession
(Cybercrime@IPA) started on 1 November 2010 and has duration of two years.
Countries and areas participating in the project are: Albania, bosnia and
Herzegovina, Croatia, Montenegro, Serbia (and area of Kosovo and Metohija2),
the former Yugoslav republic of Macedonia and turkey. the project is
implemented by the Council of Europe. 

through this regional project, the European Union and the Council of
Europe provide support to the authorities by enhancing their ability to prevent
and control cybercrime based on existing tools and instruments, including in
particular the budapest Convention on Cybercrime (CEtS 185) and its Protocol
on Xenophobia and racism (CEtS 189). the specific objective of the project is

2 All reference to Kosovo and Metohija, whether to the area, institutions or population, in this
text shall be understood in full compliance with United Nations Security Council resolution
1244 and without prejudice to the status of Kosovo and Metohija.



to strengthen the capacities of criminal justice authorities of the Western
balkans and turkey to cooperate effectively against cybercrime. results are
expected in the following areas:

– Cybercrime policies and strategies
– Harmonisation of legislation
– regional and international law enforcement and judicial cooperation 
– Law enforcement training 
– Judicial training
– Financial investigations
– Cooperation between law enforcement and Internet service providers (ISPs) 
– regional assessments to determine the progress made

CONCLUSION

In the context of new emerging trends of cyber crime threats, role of new
Internet services and concepts of their use in cyber crime evolution regional
Institutions can lead key role in early warning system for regional cyber threats. 

Main goal for this can be a process of forming useful database with a pull
of data given threw regional cooperation. It can lead us to creation of new
qualitative information about threats and their trends. One day, through
evolution, this data will be a key element in the structure of information about
cyber threats that will hit us all.

As an example we could give a fact that historical data about cyber
criminals during their development from early stages in the republic of Serbia
are now key element of successful investigations, even in most sophisticated
crime schemes. 

It is clear that the main reason of untimely and slow cooperation in Western
balkans is correlated with lack of trust. because of this mutual cooperation
needs more:

• technical assistance
• Networking
• Practical results
the main point could be defined as a fact that cooperation must be

established through non aggressive and stable mutual exchange of information
with clear benefits for all participants. 
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Borislav ĐeKIć1

WESTERN BALKANS

GEOGrAPHICAL OVErVIEW

1. tHE bALKANS

the balkans is known throughout history as one of the most problematic
regions of Europe, that’s why it is also often called the “powder keg”. the
Western countries perceive the balkans as a place of conflict and violence. Apart
from this, the term balkan is also used to refer to a particular political and
cultural identity. the balkan countries refuse the separate the balkan identity
and are trying to portray themselves as an inseparable part of the Western
world and Western civilization. (1)

being the balkanian live in the balkans?
It depends on the context within which the balkans is being talked about,

positive or pejorative! the term balkan actually stands for a dense forest or
woods in general. balkan or Stara Planina (Old Mountain) is a young mountain
range covering the central part of bulgaria. A number of forest basins and
passes can be found there.

According to the definition, a peninsula is a part of land with 3 sides
surrounded by sea, and the fourth side connected with the mainland. the balkan
Peninsula is unique, extending from Odessa to trieste. If we ignore that this line
is identical to Odessa – Gdansk line, and that the rest of Europe isn’t just a little
bit larger peninsula? Stara Planina or balkan is not situated along the trieste
and Odessa line, but it is more south, much more south. If the peninsula is

1 borislav Đekić, Osijek.



named after a natural toponym, then this toponym separates it from the rest of
the mainland. the balkan mountain separates not even the fifth part of the
balkan Peninsula from the rest of the European mainland. the balkans, or the
balkan Peninsula, is supposed to be the area south of the balkan mountain.

Until the early 19th century the balkan geography had no specific name, so
it was mentioned under different names. this region was for the first time called
the balkans in 1809 by the German geographer Johann August Zeune, who was
inspired by the balkan mountain horizontally dividing bulgaria into two parts.
the term balkans was afterwards used as the name of the region. However,
even today the boundaries of the balkan region have not been precisely defined.
In other words, there is no single view regarding the balkan region countries.
but, the lack of definition of the balkan geography borders is the least of all the
problems related to this region. the problems are actually the prejudices created
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upon the very mentioning of term balkans, when referring to the particular
political and cultural identity. (1)

the biggest part of the region is covered by the mountain ranges. the main
ranges are the Dinaric Alps in Croatia and bosnia, continuing as the massive
Shar-Pindus in Albania, Macedonia and Greece. In bulgaria, there are the
mountains balkan and rhodope at the border with Greece. the highest peak
is Musala in bulgaria (2925 m).

the Adriatic and Aegean Sea have Mediterranean climate, the black Sea
coast has oceanic and humid subtropical climate, while the inland has
temperate climate. the northern part of the peninsula and the mountains have
the winters with plenty of snow and frost, and hot and dry summers. In the
south, the winters are milder.

there are conifers growing in the south and along the coast. there are
typical Central European forests inland (oak and beech, and pine and fir in the
mountains). the altitude forest line is 1800-2000 m.

the soil is generally poor, except in the plains where natural grass, fertile
soils and warm summers provide an opportunity for tillage. In most parts of
the region, agriculture is not successful because of the mountains, hot summers
and poor soil, all of which is good only for certain crops (for example, olives
and wine grapes).

Energy resources are scarce. 
there is coal, especially in bulgaria, Serbia and bosnia. Especially the lignite

deposits. Oil is scarce, although there are limited deposits in Serbia, Albania
and Croatia. there are many hydroelectric power stations.

the raw materials mostly include iron ore. Iron ore is rare, but some
countries, such as bosnia and Herzegovina, have considerable amounts of
copper, zinc, tin, chromium, manganese, magnesite and bauxite. Some metals
are exported. (2)

If we talk about the area south of the trieste – Odessa line, then there is a
higher number of the balkan countries, such as: Slovenia, Croatia, bosnia and
Herzegovina, romania, Moldova, Ukraine, Montenegro, Albania, Serbia,
bulgaria, FYr Macedonia, turkey and Greece - 13 countries in total. In the
former Yugoslavia the balkan border was stretching along the Sava river up to
the Sava and Danube confluence, and then along the Danube. According to
some, this border line would not include romania, Moldova and Ukraine, and
according to some even Slovenia, in the balkans. If we include the area
separated from the rest of Europe by the Stara Planina, i.e. the areas south of
the balkan mountain, then the only balkan countries are: bulgaria, turkey,
Greece, FYr Macedonia and possibly Albania - only 4-5 countries. What a relief
for other “balkanians”?
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Countries situated on the balkan Peninsula, with their whole territory or
its biggest parts:

• Albania 100%
• bosnia and Herzegovina 100%
• bulgaria 100%
• Macedonia 100%
• Monte Negro, about 95% (without the boka bay) 
• Greece, about 85% (without islands)
• Serbia, about 75% (without Vojvodina)

Countries only partly situated on the balkan Peninsula:
• Croatia, about 47% (the territory south of the Sava and Kupa rivers, without

the islands)
• Slovenia, about 13% (the most southern part of Slovenia)
• romania, about 9% of the territory (province Dobrudža)
• turkey, about 5% (its part of the European continent). (2)

the approximate numbers are as follows: the area 816 873 km2, population
about 74 million, or nearly 94 people/km2, including the European part of
turkey, but without Ukraine. the fact that the term “balkanisation”, coincided
with the balkan War, 1912-1913, was the reason why this region was seen as
problem. During the Cold War time and due to ideological concepts, the
balkans was a totalitarian and communist region, facing the democratic and
capitalist West. the 1990s wars that took place in the former Yugoslavia
restored the term “balkanisation” again, and revived the old prejudices towards
the region. balkanology scientist Maria todorova considers that this term
indicates the disintegration of large states, underdevelopment, and that it relies
on barbarism and primitivism. (2)

Following the democratic changes in Europe in the 1990s and the fall of the
berlin Wall, the establishment of new democratic states, the term balkans has
also changed. there were formed 2 or 3 balkans, the Eastern, Western and,
according to some, Central balkans. It all depended on the trends, and level of
democratic changes in a country, and individual criteria or standards. 

before the nineties, within any borders of the balkans, only one country,
Greece, became a member of the European Union. Greece and turkey are
members of NAtO. After new, democratically elected government, they have
taken the path towards the Euro-Atlantic integration. All of a sudden, everyone
wanted to be part of Europe, as if they were physically on Mars or even further,
and not in Europe. Everyone wants to be under the umbrella of the NAtO
defence alliance. but, who will threaten them if they all are in the Atlantic
alliance? Maybe the very Martians who they are separating from? In the 1990s,
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during the process of Eastern Europe countries accession to EU was taking
place, the Western balkan countries could not even take the final place in a row
for EU membership, due to prejudices towards the balkans.

All this has caused the escape from the balkan identity. Namely, it seemed
that the EU had no place for the balkan identity nations. What is even more
interesting, some countries in the region have proclaimed themselves as
“European”, condemning their neighbours for being the “balkan”. For
example, in its efforts to become part of the European family, Slovenia
considered itself European, claiming, at the same time, that the neighbouring
Croatia is not European. Croatia had similar attitude towards Serbia, and Serbia
towards bosnia. Although Croatia is sure to have a place in the Union, it
continues to show cultural and historical arguments, against being balkan
country. Likewise, Slovenia and romania have refused to be included in the
balkan countries (2).

After the 1990s, some balkans nations have created new historical records
in order to get rid of the balkan identity. In this context, the history regarding
the national identity development is kept separate from the historical
development which the neighbouring countries considered as “balkan”.

It becomes so “IN” to be a part of Euro-Atlantic processes and to be a
Democrat. What about being a balkanian? It depends, the Eastern, the Western,
or the Central balkanian? It depends on the mood of the “big brothers”, who
see it all and make judgements by their standards and current mood. What a
democracy! Halal joj kačamak. (A balkan saying, which means - so be it; let
them have their way).

2. EAStErN bALKANS

Eastern balkans is a geographic or political term that includes several
countries by the black Sea: Ukraine, Moldova, romania, bulgaria and turkey.
In some of them there are democratic pro-European regimes, whereas in others
there are some problems. With their quick democratic changes, some countries
“deserved” to be taken in by Europe, to be accepted in its club and protected
from their neighbours’ bad influence. Indeed, democratic changes took place
in those countries, but old customs remained the same. Some of the toughest
customs were bribery and corruption and usual slow administration. there is
a saying: “A village may perish rather than its customs” and that’s why those
countries hold on to some customs regardless of the do damage they do to the
country and the people. It takes time to change a habit.

to us, ordinary people, whose countries are still waiting to find their way
to the EU, but are constantly in one way or another approaching their goal,
some issues are vaguely clear or unclear. romania and bulgaria are new EU
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members, but bribery and corruption are on increase like in the old good times.
the term “mitnica” (derived from the word “mito”, which means “bribery”) is
the bulgarian word for border crossing. So, is it possible to change something
one’s accustomed to?

From the Croatian citizen’s point of view, these countries are less developed
than the republic of Croatia, their life standard is lower and the population is
less educated and very poor. It’s hard to achieve something there without
bribery. the romanians arrive to banat in Serbia to harvest corn and work for
wages in order to earn for living. And romania is the EU member! to what
extent have ordinary people there felt the advantage of living in Europe? Vast
amounts of money from the EU funds disappeared without trace, the country
is under the control of the European Commission and yet, they’re part of
Europe. What did Moldova or Ukraine do wrong so they’re not part of the EU?
their regimes are less democratic or the corruption is more present? Or “the
big brother” carefully observes and awards or punishes “small” nations?
there’s a carrot in one hand and a stick in another, so you never know what
you’ll get?

Statistically looking, the Eastern balkans is diverse.
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Country UKrAINE MOLDOVA rOMANIA bULGArIA

Area (km2) 603.700 33.843 238.391 110.970

Population 46.107.000 3.960.000 21.538.000 7.679.000

Population density
(pop/km2) 76 117 90 69

Life expectancy
M 62 65 68 69

F 74 72 75 76

Natural increase (‰) -7,6 -1,9 -2,1 -5,4

Urban population (%) 68 39 54 70

GDP (per capita in USD) 3.050 $ 1.950 $ 7.700 $ 5.190 $

Import 60.404.000$ 3.720.000 $ 69.712.000 $ 30.034.000$

Export 49.100.000$ 1.370.000 $ 40.257.000 $ 18.450.000$

Foreign exchange inflow
from tourism 3.485.000 $ 470.000 $ 1.298.000 $ 2.587.000 $

table or chart analysis doesn’t quite show diversity in everything. State
areas and population numbers are different and everything else is very similar.
the average life expectancy of men and women is within European standards
and without significant deviations. Natural increase is unfortunately negative



and in Ukraine and bulgaria alarming negative. Especially the bulgarians are
at risk of becoming a national minority in the EU in about ten years.

All countries have achieved significant urbanization, except Moldova,
which is the rural country. there’s the similar ratio in Gross Domestic Product
per capita. romania and bulgaria excel, while Moldova also here shows its
rural development and mainly agricultural production.

3. tHE WEStErN bALKANS

the Western balkans, how proud and good it sounds! If only there were
money and prosperity jingling in the pockets of the inhabitants of this region.
Well they live in the west. In the west of what? the states of this geopolitical
region are: bosnia and Herzegovina, Montenegro and Albania. Sometimes
Serbia, Greece and FYr wish to join this region, but they are hardly ever
accepted. the republic of Croatia is very close to the Central Europe and does
not want to be part of the balkans, but it is considered to be the leader of the
Western balkans because there are only several chapters that need to be closed
and it is on the right track to find the way to the EU. All these states aim to be
accepted to the EU and NAtO as soon as possible, while holding firmly to their
habits from the earlier times. bribery and corruption flourish, nothing can be
done on time unless there are certain saving funds.
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Statistical overview of the Western balkans, 2007. (3)
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Country bosnia and
Herzegovina Montenegro Albania republic 

of Croatia

Area (km2) 51.209 13.812 28.748 56.542

Population 3.935.000 620.000 3.162.000 4.440.000

Population density 77 45 110 79

Life expectancy
M 70 71 71 71

F 75 75 77 78

Natural growth 1,1 2,4 10,0 -2,1

Urban population % 46 60 45 52

GNP (per capita in U.S.
dollars) 3.710 3.740 3.350 11.580

Imports ($ mil) 9.726 2.790 4.196 25.829

Export ($ mil) 4.155 910 1.072 12.360

tourist inflow of foreign
currency (in million $) 112 / 487 7.902

Statistically speaking, the Western balkans is very diverse.

(3)



these countries are diverse in size and population, but everything else is
very similar. Life expectancy for men and women is almost identical, with the
slight advantage of Croatia. this country, unfortunately, shows negative
natural growth. this disturbing trend in this statistics has lasted for decades.
Gross product is also important in the republic of Croatia and it is an indicator
of their aspiration for the EU accession.

4. tHE CENtrAL bALKANS

the Central parts of the balkans represent its lifeline. they are the only and
the most contentious parts of the balkans which have always attracted the
conquerors of the past as well as contemporary masters of the world. Whatever
happens in the balkans takes place in one of the Central balkan countries.
Greece is a member of NAtO and the EU, while Serbia is trying to enter these
exclusive clubs. Macedonia does not even have a real name, its official name is
the Former Yugoslav republic of Macedonia. Greece disputes its name, and
prevents its entry into desired Euro-Atlantic integration.

Statistical overview shows the Central balkans diversity
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Country tHE rEPUbLIC 
OF SErbIA

FYr
MACEDONIA GrEECE

Area (km2) 88.381 (-10.887) 25.713 131.957

Population 9.554.000 (-2.113.000) 2.045.000 11.174.000

Population density 145 80 85

Life expectancy M 70 72 76

F 75 76 81

Natural increase (‰) -4,6 (+ 12,0) 2,1 0,2

Urban population (%) 56 59 59

GDP (per capita in USD) 5.600 3.660 28.270

Import (mil. $) 18.295 5.228 75.553

Export (mil. $) 8.780 3.356 23.574

Foreign exchange inflow
from tourism (in mil. $) / 39 14.26



these countries’ table data are satisfactory, but the figures are not so visible
in the chart because they are negatively proportionate to the area of these
countries. All these countries are relatively less populated. Natural growth in
Serbia is even worrying, and Greece is also quite close to the negative
population growth.

5. WEStErN bALKANS IN 2011

Presently, the Western balkans includes the former Yugoslav countries,
except Slovenia, and plus the republic of Albania. How unfortunate group of
countries and people, because, only until recently most of them were in the
armed conflict. therefore, they are full of distrust towards each other. the
official politics talks about normal and very good relations, while the exchange
of goods and travelling from one country to another is still difficult. Until
recently, these countries had visa regime for each other. 

Of course, Greece is also included in the Western balkans, as the only EU
member state. the area and population of Greece make it the biggest country
in the Western balkans. (1)
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6.WHErE ArE tHESE COUNtrIES tODAY?
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COUNtrY ArEA POPULAtION

bosnia and Herzegovina 51.209 3.935.000

Montenegro 13.812 620.000

Albania 28.748 3.162.000

the republic of Croatia 56.542 4.440.000

the republic of Serbia 88.381 9.554.000

FYr Macedonia 25.713 2.045.000

Greece 131.957 11.174.000

COUNtrY GDP IMPOrt mil. $ in 2007 EXPOrt mil. $ in 2007

bosnia and Herzegovina 3.710 9.726 4.155

Montenegro 3.740 2.790 910

Albania 3.350 4.196 1.072

the republic of Croatia 11.580 25.829 12.360

the republic of Serbia 5.600 18.295 8.780

FYr Macedonia 3.660 5.228 3.356

Greece 28.270 75.553 14.259



the above table provides answer to those who are not quite familiar with
economy and similar fields. the production of new goods is very small. Product
per capita is not satisfactory. the countries with significant influx of tourists
have a slightly better gross product. Practically, only two Mediterranean
countries of the Western balkans get foreign currency income thanks to their
tourist industry. When it comes to production facilities, other countries are in
rather bad situation. the most common reason for this is the transformation
and privatisation of public owned property during the period from socialism
into liberal capitalism. the public owned property was given to friends and
relatives of the people in power during the nineties. So, the present situation is
the outcome of such practice. Industrial production was relatively destroyed,
so the workers are on the job market, and live on welfare. 

the chart below provides even better picture regarding the situation in
these countries. bigger import than export rate is particularly problematic. the
countries have big loans. Millions of euros granted by the EU pre-accession
funds come to their rescue from time to time. the money is mainly invested
into infrastructure projects, which are more important for the EU than for the
region and domicile population. they do not create permanent, but only part-
time jobs, and the infrastructure companies employ skilled labour force and
use machines. Most of the unemployed have primary and secondary education.
High schools are often not harmonized with the needs of the market, thus
educating the workers for the job market.
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High import rates accompanied with the negligible export and small gross
product, speak of the great crisis and indebtedness. the problems are mainly



prevalent in all Mediterranean EU member states. the problems have escalated
in Greece, which has faced bankruptcy several times with a major threat of
social riots. the Greek Government has to undertake unpopular measures to
cut the costs and reduce debt.

the problem in other countries of the Western balkans is related to the
ownership of the banks. the foreigners bought most of the banks during the
privatisation period. the banks from Greece, Italy, Austria, and some other EU
countries have bought most of the ownership shares in the local banks. the
crisis and recession in the parent banks are big, so they are withdrawing the
money from subsidiary banks. In this way, they have fewer assets to assist these
countries in overcoming recession and crisis.

Practically speaking the recession and the economy crisis would first have
to stop in these banks’ home countries so that they could return the funds back
to the Western balkans. the recession might cause social riots even in very
strong economies and it can negatively affect the overall recovery and normal
life. there is still no insight into the proportion of the recession and the
economic crisis in the economies, which are less developed or devastated
during the Western balkans transition period. 

Local governments and entrepreneurs can’t find an easy way out. Of course,
it is in the interest of some individuals from this region and other regions, as
well as of some interested groups of people, to keep the crisis a little bit longer
than necessary. Individuals get political points and, for them, it is better that
the social situation is getting worse. the owners of the foreign currency loans
have suffered the maximum damage, and the situation is even worse for the
unemployed or the employed who have not received their salaries for months.

this region wouldn’t be called the balkans without some other wrong
doings, all for the purpose of having an endless fun. these are related to
problems are political conflicts and unresolved border issues of the former
Yugoslavia and individual wishes to have as many new states and state-
building movements and ideas in the balkans. Of course, it all begins as
something harmless and then ends up with mobilization or, even worse, with
an escalation of military conflict. but some might say, “So what, is this not the
balkans? they don’t even know how to live unless they are in conflict!” this
is, unfortunately, the reality of the Western balkans since the nineties of the
20th century and it is difficult to foresee an end to it.

It is absolutely irrelevant whether the crisis is economic, military, social,
ethnic, and sexual or any other. What is important is that the balkan people
live with it today just as their ancestors used to do in the past. Some people are
more adaptable than others.
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