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Preface

The six Western Balkan countries, Albania, Bosnia and Herzegovina,
Kosovo, Montenegro, North Macedonia and Serbia, all aspire to be
members of the EuropeanUnion. Albania and NorthMacedonia are al-
ready candidate countries while Montenegro and Serbia have opened
negotiations for eu membership. Kosovo and Bosnia andHerzegovina
are at earlier stages of the process and must wait for a green light to
start negotiations for membership.
Although the six countries are at different stages of fulfilling their

aspiration for eu membership, they have already been influenced sig-
nificantly by eu policies and programmes designed for them. These
policies and programmes have aimed at supporting economic, polit-
ical and social development; speeding up the reform process facilitat-
ing transition from centrally planned economies to democratic mar-
ket economies; and enhancing the rule of law and governance in these
countries.
There is, therefore, a strong interest in the development of the Euro-

peanUnionand itspolicies, particularly related to theWesternBalkans,
in the society as well as among policy makers and the academia in
these countries. This book intends to provide students and staff on
such courses as European Integration or Economics of the European
Union with an up-to-date analysis of the European Union and its wide
range of policies and programmes. Additionally, the book can enhance
the knowledge of local decision-makers about the opportunities and
challenges arising from the European Union.
One of the editors of this book holds the Jean Monet Chair of Euro-

pean Integration at the University of Prishtina and the book is one of
the outcomes of activities of this Chair. Although several books about
the European Union are available in Kosovo and other countries in the
region, there is none exploring the implications of developments in the
eu for the Western Balkans. We address this situation by offering the
reader in-depth analysis of ten different aspects of policy making in
the European Union and how these policies affect the Western Balkan
countries and their policies.
Each chapter is written by a colleague from a different university in

the region or in the eu. These colleagues are experienced researchers

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.
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10 Preface

in their field and some also have practical and hands-on experience of
policy making in the European integration process.

Structure of the Book

Chapter 1 takes an overview of the relationship between the eu and
the Western Balkans. It discusses the range of policies aimed at sup-
porting theWestern Balkans in improving their policymaking process
andmoving themcloser to the standards and regulations in the eu.The
Chapter explores eu policies and programmes designed to develop a
free trade zone in the Western Balkans and encourage countries to re-
duce barriers to trade between themand, at the same time, to reconcile
their historical differences and problems.
Chapter 2 aims to develop an understanding of the architecture

of the institutions of the European Union and its policy-making pro-
cesses. This is particularly relevant for the Western Balkans countries
that aspire to be new members of the eu. It surveys the most impor-
tant eu institutions: the European Parliament, the European Council,
the European Commission, the Court of Justice of the EuropeanUnion,
the European Central Bank and the Court of Auditors.The chapter dis-
cusses the functions and compositions of these institutions and their
potential interactions with theWestern Balkans.
Chapter 3 reviews the international trade policy of the eu and the

pattern of both external and internal trade of the Union.The eu is cor-
rectly described as the largest and the most successful regional eco-
nomic integration in the world. The benefits of different types of eco-
nomic integration, froma free trade area to customs union and eventu-
ally a single market, are explained theoretically, laying the foundation
for understanding the trade policy of the eu. The chapter then anal-
yses the pattern of trade between the member states and trade with
countries outside the Union over a long period. The most important
feature of the analysis is the massive increase in trade resulting from
successive steps in the development of the single Europeanmarket.The
chapter ends with a review of eu trade with the countries of theWest-
ern Balkans, demonstrating how the eu has become the largest trade
partner of these countries in terms of both exports and imports.
Chapter 4 analyses the development of the eu Budge and the pro-

cess of budget preparation. European integration requires the alloca-
tion of financial resources for public finances at the eu level.These are
implemented through multi-annual financial frameworks and annual
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budgets, the tools through which money is collected and allocated for
eu policies, programmes and activities. The system of public finances
at the eu level as known today is a result of numerous changes and
adjustments that have occurred over the past sixty years. The Chapter
outlines the evolution of the budgetary systemover the decades; exam-
ines themethodological issues associatedwith financial flowsbetween
the eu budget and individual eu member state; and, finally, provides
an overview of the recently agreed eu budget characteristics for the
2021–2027 period.
Chapter 5 analyses the eu financial assistance for the Western Bal-

kans from the late 1990s to the current period. After the initial range
of actions to support the progress of reforms in these countries, the eu
embarkedon themain support actions in the formof three Instruments
of Pre-Accession (ipas): ipa i, 2007–2013; ipa ii, 2014–2020; and ipa
ii i, 2021–2027. The Chapter discusses the support programmes before
2007 followed by a detailed analysis of the objectives, programmes and
lessons of the three ipas. While the discussion covers all six Western
Balkan countries, the support for the Republic of Kosovo is given spe-
cial attention.
Chapter 6 reviews eu programmes of education and research in Eu-

rope and inWestern Balkan countries. It presents the eu multiannual
programmes of work, which are the basis for financing of the eu pro-
grammes over seven-year periods, the eu policy on education and re-
search as well as the education and research programmes. Most im-
portantly, is an exploration of the significance of the European Educa-
tion Area and European Research Area and the two most comprehen-
sive programmes, Erasmus+ andHorizon Europe.TheChapter then re-
views the eu education and research policies in the Western Balkans,
particularly those in Kosovo.
Chapter 7 evaluates the role of foreign direct investment (fdi) on the

transformation process in Central and East European countries and
theWestern Balkan countries. fdi played an important role in the de-
velopment of a market system in cee transition economies and their
integration in the international economic system. In some such as the
Visegrad group (Poland, Hungary, the Czech Republic and the Slovak
Republic) the role of fdi was fundamental. However, fdi, particularly
in strategic industries andmajor infrastructural sectors, has resulted in
a kind of ‘dependent capitalism,’ i.e., ‘dependency’ on a small number of
oligopolistic foreign multinationals whose actions and policies might
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not be in the long-term interest of their host countries. The challenge
now facing theWestern Balkan countries is knowing what kind of fdi
they should be encouraging to enter their countries.
Chapter 8 discusses the eu fiscal policy and its implications for the

Western Balkan countries. It illustrates how increasingly the indepen-
dent fiscal policies of sovereign member states interacts with a single
eu-wide monetary policy conducted by the European Central Bank. In
some ways, the independent fiscal policy enables countries to develop
policies aimed atmitigating the impact of a unifiedmonetary thatmay
not impact allmembers in the sameway.The Stability andGrowth Pact
of 1997 established the need for fiscal sustainability across Europe and
rules for the excessive fiscal deficit to ensure that fiscal sustainability is
not threatened. The Chapter also discusses the implications of the eu
fiscal policy for countries of theWestern Balkanswhoneed tomeet the
eu deficit and debt thresholds before joining the eu, thus highlighting
the challenges facing these countries given their current unsatisfactory
levels of deficit and debt.
Chapter 9 reviews the evolution of the European Monetary System,

the single currency and the eu monetary policy, demonstrating how
economic integration ultimately requires a single currency and a uni-
fied monetary policy led by an independent European Central Bank.
The Bank’s general objective is smoothing economic fluctuations to
ensure price stability together with financial stability. The Chapter ex-
plains in detail the objectives and tools of monetary policy and how
the Central Bank conducts its monetary policy. The concept of ‘opti-
mumcurrency area’ and its costs andbenefits, particularly the problem
of desynchronised business cycles are highlighted. Finally, the Chapter
discusses the relevance of eu monetary policy for theWestern Balkan
countries with different exchange rate regimes.
Chapter 10 considers the role of values, education, participatory gov-

ernance and solidarity in the future of the European Union. Underpin-
ning the discussion the principle that the eu is a value-based society
and not a union for purely economicbenefit for themember states. Ed-
ucation, particularly citizen education and life-long learning, is the ve-
hicle for further development of this value-based society. Participation
in governance at all levels is the mechanism by which the citizens de-
velop their sense of belonging to the value-driven Union, with increas-
ingnumber of people considering themselvesEuropeans. Finally, as the
waves of the current Covid-19 pandemic spread through the European
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stateswith devastating consequences, the importance of unity and sol-
idarity in meeting this challenge became obvious to all. The approval
of the €750 billion Recovery and Resilience Facility to support member
states’ efforts to recover from the shock of the pandemic highlights the
importance of solidarity for the future of the European Union.

Gazmend Qorraj and Iraj Hashi
Prishtina and London, 30 December 2020





Chapter One

European Union and Regional
Cooperation in the Western
Balkans
Gazmend Qorraj
University of Prishtina, Kosovo
gazmendqorraj@yahoo.com

Introduction

This chapterwill analyse the relationship between the EuropeanUnion
(eu) and the Western Balkans, starting with regional cooperation and
supported by different instruments such as Stabilisation and Associ-
ation Process for the Western Balkans and aimed at political, institu-
tional, and economic integration and the reconciliation between these
countries. The eu’s regional cooperation process has been the crucial
institutional support for Western Balkan countries to overcome their
previous historical challenges. Furthermore, the Regional ownership
has indicated the readiness of the Western Balkan countries towards
local ownership in the regional cooperation process, with the aim of
eventual eu integration.
In addition, market integration, free trade agreements and the Cen-

tral European Free Trade Agreement (cefta) have accelerated coop-
eration and increased the volume of trade between these countries by
eliminating tariffs and non-tariff barriers. Furthermore, the Regional
EconomicArea (rea), developed in theBerlin Process framework, sup-
ported the connecting of the economies of theWestern Balkans within
the region and with the eu. Furthermore, I will analyse in detail the
current Common Regional Market (crm) as one of the mechamisms
of eu support for deepening regional economic integration and build-
ing on eu rules and standards, and thereby bringing the region and its
businesses closer to the eu Internal Market.
Finally, I will explain the Regional Cooperation Council (rcc) as the

institution providing the framework for the preparation of the Action
Plan for implementing the Common Regional Market in the wb.

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.
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16 Gazmend Qorraj

European Union and theWestern Balkans

In his declaration of 9 May 1950, Robert Schuman proposed creating a
common market in two crucial sectors: the European Coal and Steel
Community (escs) 1951, followed by the European Atomic Energy
Community (eaec) 1957. Following the signing of the Single European
Act in 1987, the twelvemember states1 of the European EconomicCom-
munity (eec) completed the internalmarket on 31December 1992. One
year before inMastricht, they had decided to develop the singlemarket
with economic andmonetary union, a judicial and home affairs policy,
and a common foreign policy, transforming the European Economic
Community into a EuropeanUnion (eu) (Moussis, 2005). Furthermore,
Jean Monnet and other European countries’ leaders promoted Euro-
pean Unity based on economic integration, peace, cooperation and
solidarity between the member countries.
Following the fall of communism and central planning and the on-

set of the long transition process towards a democraticmarket system,
the Western Balkan countries have been considered for the eu inte-
gration process and the eventual accession.The eu’s peaceful integra-
tion process had progressed smoothly until 1995 when the accession of
an increasing number of states with different historical backgrounds,
cultures, languages, economic conditions and political traditions in-
creased the need for political cohesion and decision-making process
in the enlarged eu (Devuyst, 2006). Furthermore, in order to join the
European Union, the applicant countries needed to fulfill the criteria
set by the Copenhagen European Council in 1993 according to which
prospectivemembers had to be a stable democracy, have a functioning
market economy and adopt the common rules, standards, and policies
that make up the body of eu law, the acquis communautaire, known as
conditions for eu membership (Baun, 2000).
After the successful enlargement of the eu with Central and East

European Countries in 2004 and 2007, and later with Croatia in 2013,
it was clear for most Western Balkan (wb) countries that joining the
European integration process was the best alternative for them – po-
litically, institutionally, and economically. The last country embarking
on the European Integration process has been Kosovo, later than oth-
ers because of the issues related to her final status and other political
challenges she is currently facing.

1 Germany, France, Italy, Belgium, Luxemburg, Netherlandes, Denmark, Spain, Portugal,
Greece, Ireland and uk.
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Formost countries, the eu introduced different instruments to sup-
port their efforts towards economic transition or reconstruction and
economic, political and social reforms, althoughmany countries faced
double challenge fulfilling the eu standardsdue to their limitedadmin-
istrative capabilities and financial limitations. The integration of the
Western Balkan countries has been on the eu agenda since the Thes-
saloniki Sumit in 2003, inwhich the Europeanperspective for theWest-
ernBalkanswas reconfirmed (Richet, 2019). However, for the candidate
countries and potential candidates to meet the requirements of mem-
bership, they are required to strongly focus on fundamental reforms of
the rule of law, the economy and the functioning of democratic insti-
tutions and public administration, even though many of the Western
Balkan countries had made limited progress in these areas (European
Commission, 2020a).
Among the essential activities within the eu agenda for the West-

ern Balkans, economic integration (including market integration and
integration of economic policies) is a crucial process that ensures eco-
nomic sustainability, and convergence. Market integration is the basic
step for economic integration that consists of eliminating barriers in
trade between countries, while integration of economic policies in-
cludes the coordination and harmonization of economic policies with
the eu countries. The European Union also initiated the European
Partnership Action Plan for the Western Balkans, which served as a
framework for planning the future assistance for these countries. Fur-
thermore, among different eu financial instruments, the eu launched
the Instrument for Pree-Asession Assistance (ipa) for the Western
Balkan countries in three rounds: ipa i 2007–2013, ipa i i 2014–2020
and ipai i i 2021–2027. ipas main aimwas to support countries to un-
dertake the necessary reforms towards eu accession, prepare coun-
tries for competition within the eu and decrease the economic and
social differences between different Western Balkan countries and re-
gions. In 2020, theEuropeanCommission adopted theCommunication
Enhancing the Accession Process, which the Council endorsed in and
sets out concrete proposals for strengthening the accession process
for these countries (European Commission, 2020b).

Stabilization and Association and the Enlargement Process

in the Western Balkans

Themain instrument introduced by the European Union in support of
the Western Balkan countries is Stabilisation and Association Process
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(sap). Stabilization and Association Process for the Western Balkans
was launched in 1990 in support of institutional and administrative re-
forms in line with European Policies and practices. The core compo-
nents of sap are:

• Trade issues;

• Financial assistance;

• Stabilization and Association Agreement;

• Political and economic negotiations;

• Conditionality;

• Annual Supervision Report;

• European Partnership Action Plan – European Reform Agenda.

Among the main objective of the eu was to accelerate and promote
the eu integration process in wb countries through stabilization and
reconciliation policies.
North Macedonia was the first country in the region to sign the Sta-

bilization andAssociationAgreement (saa) in 2001, entering into force
in April 2004. For Albania, the eu liberalized most of its trade in 1999
under the frameworkofAutonomousTradePreferences,with the saas
entering into force in 2009. Montenegro signed the saa and the Pro-
visional Agreement on Trade and Trade-Related matters on 15 Octo-
ber 2007 with the saa entering into force on 1 May 2010. Due to her
specific political conditions and complications, Bosnia and Herzegov-
ina launched saa later than other countries on 1 June 2015. An integral
part of the sap was the InterimTradeAgreement that had entered into
force on 1 July 2008.The saa with Serbia entered into force in 2013 but
before this a Provisional Association Agreement on Trade-Related is-
sues had been reached between the eu and Serbia. Kosovowas the last
country in theWestern Balkans to go through the saa process.
During November 2002, a Stabilization and Association Tracking

Mechanism had been launched for Kosovo (taking into consideration
Kosovo’s unresolved final status) and paved the way for the Stabiliza-
tion and Association Agreement between the eu and Kosovo entering
into force in 2016.
Table 1.1 summarises the timeline of various stages of the saa pro-

cess in different wb countries. Analyzing this process, it is evident that
theWesternBalkan countries are at different stages of theEuropean in-
tegration process although all of these countries regard eu member-
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ship as their primary political and development objective. Apart from
the Stabilization and Association Process, the eu has supported the
Western Balkans with many instruments and agreements for the in-
stitutional promotion of these countries. This comprehensive support
provides a framework for political dialogue and covers cooperation in
various sectors, including justice and home affairs, trade, education,
employment, energy, environment, and a range of other policy areas
(EuropeanCommission, 2020b). Grabbe (2001) pointed out that the eu
accession process is based on the previous models of the enlargement
rather than the transition countries’ specific needs. Comparing differ-
ent enlargement models, there is evidence that during the Eastern en-
largement, the eu applied several instruments to promote domestic
changes but, as proved to be the case, the most effective tool was con-
ditionality (Kathuria, 2018). The European Union continues to expand
efforts to find the right balance between strict conditionality and the
need to support stability in the Western Balkans by maintaining the
momentum of the eu approximation process (Levitin & Sanfey, 2018).
Furthermore, as Rupnik (2010) has pointed, to complete the Balkan re-
gion’s accession process, the europragmatism will be essential to re-
solve the bilateral disputes between countries; therefore, the eu should
rethink the concept of enlargement by strengthening the regional ap-
proach and increase the capacity of political elites.

Regional Cooperation and theWestern Balkans

According to the eu, regional cooperation is considered an emergent
and crucial issue for theWestern Balkan countries as the region has ex-
perienced political, economic, and institutional upheavals. Therefore,
reconciliation between the countries of the region is of higher impor-
tance than in other regions.The first initiative for cooperation was un-
dertaken in 1999 in the form of the Stability Pact for Soth East Europe
to improve the relations between Western Balkan countries, bringing
the region closer to the eu (Zagreb Declaration, 2007). According to
Doring et al. (2010), initially, the European Union accession strategy
for the Balkans was one linked accession to the peace and reforms In
individual countries, but gradually this strategy shifted toward condi-
tionality, requiring countries to meet eu criteria and conditions and
to increase regional stability in the Western Balkans through regional
cooperation. Furthermore, Oli Rehn pointed out that regional agree-
ments and initiatives testify that theagendaof the regional cooperation
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(mechanisms such as cefta, the Energy Community Treaty, the Euro-
pean Common Aviation Area Agreement as well as transport, energy,
and environment infrastructure projects and cooperation in the area
of justice, freedom and society) and European integration are increas-
ingly intertwined (ZagrebDeclaration,2007).Theeu’s focusonpromot-
ing regional cooperation in the Western Balkans could be considered
a priority, compared to other regions, as political challenges dominate
the situation in theWestern Balkans. Consequently, wb counries have
engaged in regional cooperation and benefited economically and in-
stitutionally from the European integration process, promoting local
institutions ad their administrative capabilities. In addition, with the
support of the eu, the relations between most countries continue to
develop in the spirit of good neighbourly relations, contributing to the
region’s stability and its ability to use the opportunities coming from
the eu and the global economy.
The main developments in regional cooperation in the Western

Balkans from 1999 until 2020 are:

• Stability Pact for South East Europe;

• Negotiation and implementation of cefta 2006;

• Regional ownership-transformation of the Stability Pact to Re-
gional Cooperation Council;

• Regional Cooperation Council;

• Berlin Process;

• Regional Economic Area of theWestern Balkans;

• Common Regional Market of the Western Balkans.

Stability Pact for South East Europe

In 1999, the German Presidency of the European Union proposed a Sta-
bility Pact for SouthEast Europe. As a result, the Stability Pact for South
East Europe facilitated this process, therefore the region has made sig-
nificant progress by establishing democratic institutions, civil society,
and economic development while regional cooperation is becoming
stronger (Zagreb Declaration, 2007). Stability Pact for the Soth East Eu-
rope was the first initiative undertaken by the eu after the crises in the
Western Balkans in order to restart the regional cooperation, to over-
come the challenges in the region in the short run, and support these
countries in the eu integration process.
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The Stability Pact for South East Europe as a framework for coop-
eration has acted as a catalyst for numerous positive developments in
the region as peacebuilding required a comprehensivemultilateral ap-
proach that addresses three key sectors such as secure environment,
sustainable democratic system, and economic and social well-being
(Hombach, 2006). Within the Stability Pact framework, many chal-
lenges of the regionwere addressed and goodneighborly relationswere
initiated to bring stability, security, democracy, and economic prosper-
ity (Qorraj, 2010).
Besides, the Working Tables of the Stability Pact have been actively

involved in three core areas. Working Table i ensured parliamentary
cooperation andhuman capital;WorkingTable i i intensified the coun-
tries’ economic cooperation such as free trade, investments, business
activities, and other economic issues; Working Table i i i supported
anti-corruption initiatives, defence and security issues.

Regional Ownership Process

Regional ownershipwas the transfer of institutions involved in regional
cooperation from the eu to the Western Balkan region. In 2008, the
eu transfered the location of the Stability Pact for see from Brussels
to the newly formed Regional Cooperation Council in Sarajevo. In ad-
dition, the leadership of this mechanism was also ‘regionalized’ with
the leadership coming from the region.The idea of regional ownership
in the framework of regional cooperation was launched under the as-
sumption that satisfactory regional cooperationhas been achieved and
countries should have ownership of the process and play an active role
in regional cooperation (Qorraj, 2018).
Although many attempts and instruments have been used to inten-

sify regional cooperation, the core question remains whether regional
ownership could encourage, and result in, significant cooperation ef-
forts in the region, given the challenging issues andunresolvedpolitical
problems between countries.These obstacles became apparent during
the implementation of cefta 2006, when the countries of the region
could not overcome trade and political disputes without eu interven-
tion (Qorraj, 2018).

Regional Cooperation Council

The Regional Cooperation Council, as a successor to the Stability Pact
for Southeast Europe, continued in 2008 as the main regional insti-
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tution in the region, specifically supporting regional cooperation be-
tween countries and encouraging the regional ownership process.
Promoting and enhancing cooperation in the priority areas, namely,

economic and social development, infrastructure and energy, justice
and home affairs, security cooperation, building human capital and
cross-cutting issues, and parliamentary cooperation, the Regional Co-
operation Council also supported the European and Euro-Atlantic in-
tegration. It created a political climate to carrying out projects of a
broader, regional character to each member’s benefit. The Western
Balkan region is committed to European integration based on eu rules
andprinciples andultimatelymembership in theEuropeanUnion (eu),
and to regional and European initiatives such as the Regional Eco-
nomic Area (rea) established as part of the Berlin Process, the Central
European Free Trade Agreement (cefta), the Treaty Establishing the
Transport Community, and the Treaty Establishing the Energy Com-
munity (Atlantic Council, 2020).
The Regional Cooperation Council played a unique role in providing

a framework for progress and preparing the action plans for regional
initiatives. The European Union and other international partners sup-
ported the Regional Cooperation Council in developing an appropriate
monitoring tool to track the implementation of measures agreed in re-
gional economic initiatives and focusing on Regional CommonMarket
2021–2024. In close cooperation with international organizations, eu
and regional organizations, Regional CooperationCouncil will support
the post-2020 strategy concerning Western Balkans’ regional cooper-
ation. According to the Regional Cooperation Council (2020a), other
relevant organizations focused on theWestern Balkans are:

1. Central European Free Trade Agreement (cefta)

2. Center of Excellence in Finance (cef)

3. Education Reform Initiative for South Eastern Europe (eri see)

4. Energy Community (ec)

5. European Training Foundation (etf)

6. Global Water Partnership (gwp)

7. NetworkofAssociationsof LocalAuthorities of South-East Europe
(nalas)

8. Regional Anti-corruption Initiative (rai)

9. Regional School of Public Administration (respa)
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10. Regional Youth Cooperation Office (ryco)

11. Regional Rural Development Standing Working Group in South
Eastern Europe (swg)

12. South Eastern and Eastern Europe for Control of Small Arms and
LightWeapons (seesac)

13. South-Eastern Europe Health Network (seehn)

14. Transport Community (tc)

15. Western Balkans 6 Chamber Investment Forum (wb6 cif)

16. Civil Aviation Agency (caa)

Regional Economic Area

Regional Economic Area (rea), implemented in 2017, was established
as part of the Berlin Process, with support of the European Union in
order to promote regional cooperation betweenWestern Balkan coun-
tries as a regional initiative and consistedmainly of four components:

• A commonmarket for goods, services, and capital;

• Free flow of skilled workforce integrated into professional and
academic eu networks;

• A common digital market;

• A dynamic investment space.

The Multi-Annual Plan of Regional Economic Area (map rea) was
supported by the Regional Cooperation Council, the cefta Secre-
tariat, the European Union, and Regional Economic Area coordinators
of Western Balkan countries. The support from the European Union
was the factor of success for delivering the commitments within map
rea. On the other hand, existing political sensitivities have affected
the implementation in some areas and hampered the progress in ob-
taining concrete results. Despite challenges and difficulties, it has been
also proven that the experience of the implementation of the map rea
served as a useful tool for planning the future processes related to the
enhanced rea 2021–2024 (Hanzl-Weiss et al., 2020).
According to the study by Hanzl-Weiss et al. (2020), the implemen-

tation of map rea during 2017 encountered several challenges and
risks related, but not limited, to the nature and technical feasibility of
themeasures, the capacity of public administration to complywith the
manifold and the very demanding agendas. In adittion, poor coordi-
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nation amongst relevant institutions at the level of each wb economy
and regional level, and the lack of dedicated technical assistance and
financial instruments to support the implementation of certain parts
of measures. Relying on lessons learned could, in turn, help facilitate
the process of internal coordination, planning, and subsequent imple-
mentation of the measures within the framework of future rea 2021–
2024.
Furthermore, in this connection, the cross-sectoral nature of map

rea posed a significant challenges to coordination as it necessitated
stronger coordination of line ministries, agencies, and other relevant
stakeholders at the level of each individual economyandat the regional
and international levels.

Common RegionalMarket

The Common Regional Market (crm) of wb6 was negotiated dur-
ing 2020 and signed during the Sofia Summit on 10 November 2020,
covering the period 2021–2024. The Action Plan for a Regional Market
(rm) should be implemented by the end of 2024 and will include: free
movement of goods, services, capital and people; regional investment
area; regional digital area; and regional industrial and innovation area.
According to the Regional Cooperation Council (2020b) the Western
Balkans Leaders Declaration on Common Regional Market, 2020, four
key areas of the crm were highlighted:

• regional trade area: including free movement of goods, services,
capital and people, and cross-cuttingmeasures such as the Green
Lanes, to align with eu-compliant rules and standards and pro-
vide opportunities for companies and citizens;

• regional investment area, to align investment policieswith the eu
standards and best international practices and promote the re-
gion to foreign investors;

• regional digital area, to integrate the Western Balkans into the
pan-European digital market; and

• regional industrial and innovation area, to transform the indus-
trial sectors, shape value chains they belong to, and prepare them
for today’s realities and challenges of tomorrow.

Among the critical issues for the crm is the implementation of the
Action Plan for 2021–2024 by the wb countries and the need for better
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table 1.2 The Common Regional Market Action Plan 2021–2024

Connecting
economies

Goods Services Capital People

Maintain the
green corridors
and streamline
bcps/ccps
controls;
Elimination of
non-tariff bar-
riers (ntbs);
Trade related
aspects;
Public private
partnership;
Reduction of
trade costs and
transparency.

Mutual recog-
nition pro-
grammes
(mrps);
Risk manage-
ment;
System of
electronic ex-
change of data
seed+;
Harmonization
and coopera-
tion with the
eu.

Additional pro-
tocol 6 (AP6)
on trade in ser-
vices;
Tourism;
Financial ser-
vices;
Postal services;
Professional
qualifications;
Enabling envi-
ronment;
Electronic
commerce.

Development
of a modern
payment sys-
tem
Strengthening
regional co-
operation and
coordination
on covid-
19 response as
part of relief,
recovery and
resilience.

Mobility of
students, re-
searchers and
professors
Mobility of in-
dividuals on
the basis of
ids
Portability of
social rights
and removal of
working per-
mits.

Regional investment area Regional digital area Regional industrial
and innovation area

Regional investment pro-
motion;
Regional investment pol-
icy reforms;
Regional investment re-
tention and expansion.

Digital infrastructure
and connectivity;
Digital skills and compe-
tence;
Digital economy in the era
of new ict technologies;
Trust and security.

Regional innovation;
Regional industry devel-
opment;
Automotive industry value
chains;
Green & circular economy
value chains;
Sustainable tourism.

notes Adapted from Regional Cooperation Council (2020c).

coordination and harmonization of the activities needed for the effec-
tive impact on the economic convergence of these countries. Regional
CooperationCouncil and cefta will be leading regional organizations
to support wb6 to implement it, jointlywith regional and international
partners. Furthermore, the Western Balkan countries appointed the
national contact points to implement the actionplan activities.TheEu-
ropean Commission has indicated that the Western Balkans would be
closer to the eu single market by increasing regional economic coop-
eration and trade.Therefore the CommonRegionalMarket Action Plan
is an integral part of the region’s eu accession process (Regional Coop-
eration Council, 2020c). Table 1.2 elaborates different elements of the
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Regional Common Market, that is, the wb6 Regional Economic Inte-
gration Plan according to the Action Plan for the period 2021–2024.
Compared to Regional Economic Area and considering the current

situation during 2020, the Common Regional Market is supporting
some additional components such as:

• GreenAgenda as a tool for a comprehensive transformation of the
region;

• Regional Agreement for Free Movement with id Cards;

• Extension of wb6 Green corridors to the eu corridors;

• Digital Transformation;

• Youth and youth-related policies for young people;

• Think Tank and civil society activities;

• Research, Innovation, Education and Science.

Thecomponentsmentionedabovewill support theWesternBalkans’
European perspective to fulfill the eu rules and standards, therefore,
supporting their businesses towards the eu internal market and pro-
moting the Balkans as an attractive region for investments and eco-
nomic activity.

Conclusions

As the eu integration is a dynamic process that involves the realloca-
tion of economic and political power between the member states and
the Union, the coordination of the eu policies is challenging issue. Al-
though the European Union is the most significant contributor to the
Western Balkans institutionally, politically, and economically, the pre-
vious enlargement experience has shown that the European integra-
tion does not guarantee sustainable economic development but pro-
vides a robust framework for reforms in countries such as wb6.There-
fore, the eu and countries of the region should focus on economic sus-
tainability rather than political issues to create economic convergence
in order to be able to compete and use the opportunities coming from
eu membership.
In 1943 Jean Monnet declared that there will be no peace in Europe

if the states are reconstituted based on national sovereignty, as the
countries of Europe are too small to guarantee their people the neces-
sary prosperity and social development (Brinkley&Hackett, 1991).This
must be a lesson for the countries of theWestern Balkans: although the
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process will be long and challenging, eu integration is the best frame-
work for cooperation between peoples and countries.
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Introduction

Dealing with the European Union (eu) requires an understanding the
architecture of its institutions and its policy-making processes. This is
particularly relevant for the Western Balkans countries, i.e., Albania,
Bosnia and Hercegovina, Kosovo, Montenegro, North Macedonia and
Serbia, which aspire to eu membership. The Western Balkans coun-
tries, not yet members of the eu, have special links with it primarily
through stabilization and association agreements and other arrange-
ments, such as the Regional Economic Area, the Central European Free
Trade Area (cefta) and other regional organizations. Kosovo, in ad-
dition, has its peculiar arrangements with the eu since it is not recog-
nized by five eu member states despite the fact that it hosts the eu’s
largest rule of law mission known as eulex.This chapter will provide
an overview of themost important eu institutions, their functions and
compositionwhich are critical for understanding any interaction of the
Western Balkans when dealing with the eu.
The eu is an international organization which, according to the

Treaty of Lisbon of 2009, is the successor to the European Commu-
nities established in 1957. The international treaties, which form the
constitutional framework of the eu, are the Treaty on the European
Union (teu) and the Treaty on the Functioning of the European Union
(tfeu) (ConsolidatedVersionof theTreaty on theEuropeanUnion and
ConsolidatedVersion of the Treaty on the Functioning of the European
Union, 2016), together called the eu Treaties. The European Atomic
Energy Community is a separate international organization.
The eu has an international legal personality (teu, Art. 47) and es-

tablishes diplomatic relations to the extent that it is recognized by

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.
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states and other international organizations (Herdegen, 2020).The eu
is a special form of an international organization as its member states
have conferred significant powers upon the eu, including legislative
authority that has resulted in the establishment of an autonomous
supranational organization (Frenz, 2011).The eu, acting through its in-
stitutions, has policy and law-making powers in specific areas and its
legislative acts have direct effect in the territory of its member states.
The eu is also a community of values which include respect for human
dignity, freedom, democracy, equality, the rule of law, and respect for
human rights and minority rights (teu, Art. 2).
However, the eu member states retain their sovereignty and the eu’s

powers are limited by the principle of conferral.Thismeans that the eu
mayact onlywithin the limits of thepowers conferredon it by themem-
ber states. Powers not conferred on the eu remain with the member
states (teu, Art. 5.2). Pursuant to the principle of sincere cooperation,
member states are required to assist each other and the eu in carry-
ing out the tasks which derive from the eu Treaties (teu, Art. 4.3).The
member states must ensure the fulfilment of their obligations arising
out of the eu Treaties or from the acts of the institutions of the eu,
and they must facilitate the achievement of the eu’s tasks and refrain
from any measure which could jeopardize the attainment of the eu’s
objectives (teu, Art. 4.3).
As an international organization, the eu acts through its institu-

tions. Their aim is to promote the eu’s values, advance its objectives,
serve its interests, those of its citizens and member states, and ensure
the consistency, effectiveness and continuity of its policies and actions
(teu, Art. 13.1).
The eu has the following institutions (teu, Art. 13):

• The European Council;

• The Council;

• The European Commission (Commission);

• The European Parliament;

• The Court of Justice of the European Union;

• The European Central Bank;

• The Court of Auditors.

In addition, there is the Economic and Social Committee and the
Committee of the Regions as advisory bodies to the European Parlia-
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ment, the Council, and the Commission (teu, Art. 13.4).The European
Investment Bank is also a special financial body, which will be briefly
outlined in this chapter.
Thedesign and arrangement of the eu’s institutions reflects the need

to balance the interests between the eu and itsmember states and that
of the member states between them.The principle of institutional bal-
ance governs the relations between the eu institutions (Klamert, 2014).
Itmeans that legislative and executive functions are not vested in a sin-
gle institution, but they are distributed between different institutions
(Haratsch et al. 2020). This principle requires eu institutions to coop-
erate with each other to fulfill the legislative or executive function and
no institution has somuch power that it can abuse it. It is therefore the
equivalent of checks and balances in a modern constitutional order.
The principle of institutional balance also requires every institution to
act in accordance with the powers conferred on it by the eu Treaties
(Kaczorowska, 2016). An act that is outside the powers conferred by the
eu Treaties is ultra vires and challengeable.
The eu institutions are also governed by the principle of institu-

tional autonomy and the principle of sincere cooperation. The princi-
ple of institutional autonomymeans that every eu institution is autho-
rized to organize itswork (Kaczorowska, 2020).Theprinciple of sincere
co-operation requires eu institutions to cooperate in good faith with
each other by respecting the other institutions’ responsibilities and
powers.

TheEuropean Council

The European Council started in 1972 as informal meetings of heads
of state and government of eu member states. The Treaty of Lisbon
finally defined the legal status of the European Council which was not
clear until then.

Composition

The European Council consists of the heads of state or government
of the member states (teu, Art. 15.2). The President of the European
Council, the President of the Commission, and the High Representa-
tive for ForeignAffairs and Security Policy are also part of the European
Council.
The President of the European Council is elected by the European

Council andmay also be dismissed in the samemanner in the event of
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an impediment or seriousmisconduct (teu, Art. 15.5).The President of
the European Council is responsible for:

• Chairing the European Council;

• Ensuring the preparation and continuity of the work of the Euro-
pean Council in cooperation with the President of the Commis-
sion,

• Facilitating cohesionandconsensuswithin theEuropeanCouncil;

• Presenting a report to the European Parliament after each of the
meetings of the European Council;

• Ensuring the external representation of the eu on issues concern-
ing its common foreign and security policy, however, without prej-
udice to the powers of the High Representative for Foreign Affairs
and Security Policy.

Responsibilities

TheEuropean Council is the eu’smain political body. Its primary func-
tions are:

• To provide the eu with the necessary impetus for its development
anddefines its general political directions andpriorities (teu, Art.
15.1);

• To identify the eu’s strategic interests, to determine the objectives
of and define general guidelines for the eu’s common foreign and
security policy, including for matters with defense implications
(teu, Art. 26.1);

• To define the strategic guidelines for legislative and operational
planning within the area of freedom, security and justice (tfeu,
Art. 68);

• To decide on the composition of the European Parliament (teu,
Art. 14.2);

• To establish a system of rotation in the Commission (teu, Art.
17.5);

• To appoint anddismiss theHighRepresentative for ForeignAffairs
and Security Policy (teu, Art. 18.1).

The European Council does not exercise any legislative function;
these are reserved to the Council and the European Parliament. As an
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exception, in matters related to judicial cooperation in criminal mat-
ters, draft regulations may be referred to the European Council when
there is no unanimity in the Council (tfeu, Art. 83.3).
The European Councilmeets twice every six months, but it may also

meet at special meetings when required (teu, Art. 15.3).The European
Council decides, in principle, by consensus. A member of the Euro-
pean Councilmay vote for anothermember, but notmore than for one
(tfeu, Art. 235.1). In exceptional situations, and when prescribed by
the eu Treaties, the European Council decides by qualified majority
(e.g. appointment of theHighRepresentative for ForeignAffairs and Se-
curity Policy) or by unanimity.
The qualified majority requirements are the same as for the Council

(tfeu, Art. 235). In the event of a unanimity vote, the abstention of a
member of the European Council does not prevent the adoption of the
decision (tfeu, Art. 235).

TheCouncil

The Council, together with the European Parliament, is the main leg-
islative institution of the eu and is, in terms of competencies, themost
powerful eu institution.TheCouncil builds the institutional bridge be-
tween the eu and itsmember states because, on the one hand, it is the
forum where member states promote their national interests and, on
the other hand, they are required to promote the interests of the eu
as a supranational organization. Member states meet in the Council
as members of the Council and act on behalf of the eu. They can also
meet in the Council without acting for the eu but on an intergovern-
mental basis (Herdegen, 2020). In such an event, the decisions taken by
themember states are not attributable to the eu. It is therefore impor-
tant to clearly distinguish in what capacity the member states meet in
the Council.
TheCouncil has its seat in Brussels. During themonths of April, June

and October, the Council meets in Luxemburg.

Composition

The Council consists of a representative of each member state at the
ministerial level who are authorized to commit their state and cast its
vote (teu, Art. 16.2).Thewording of the teu is such that it allowsmin-
isters of units of federal states, e.g. Germany and Austria, to represent
their state in the Council. Administrative practice in the Council also
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authorizes secretaries of state to vote in Council meetings on behalf of
their state.
TheCouncilmeets in different configurations ofministers (teu, Art.

16.6). This means that the membership of the Council depends on the
subject-matter which will be discussed. The list of Council configura-
tions, excluding the General Affairs Council and the Foreign Affairs
Council, is determined by the European Council (tfeu, Art. 236). At
present, the Council meets in the following ten configurations:

• General Affairs

• Foreign Affairs

• Agriculture and Fisheries

• Economic and Financial Affairs

• Education, Youth, Culture and Sport

• Employment, Social policy, Health and Consumer Affairs

• Environment

• Justice and Home Affairs

• Transport, Telecommunications and Energy

The Presidency of the Council configurations is determined by the
European Council (tfeu, Art. 236). The only exception is the Foreign
Affairs Council which is chaired by theHigh Representative for Foreign
Affairs and Security Policy. The Presidency of the Council configura-
tions must be determined on the basis of equal rotation between the
member states.
The Council is supported by a General Secretariat (tfeu, Art. 240.2)

and a Committee of Permanent Representatives of the Governments
of the Member States which is responsible for preparing the work
of the council (teu, Art. 16.7). This Committee is also known as the
coreper. It is made up of permanent representatives of the Member
States to the eu. The main function of coreper is to support the
Council by preparing proposals, which are discussed before they are
submitted to the Council (Kaczorowska, 2016). There are two config-
urations of coreper (Kaczorowska, 2016), i.e., coreper i consists
of ambassadors of the member states to the eu, and coreper ii is
composed of the ambassadors’ deputies (Fairhurst, 2010).
If there is unanimous agreement in coreper, the proposal is in-

cluded in part A of the Council’s agenda and will be adopted by it



The Institutions of the European Union 37

without further discussion (Hartley, 2016). If there is no agreement in
coreper, or the Commission objects to the proposal, the proposal
is included in part B of the Council’s agenda and is subject to further
discussion and decision by the Council (Hartley, 2016).

Functions and Powers

The Council is the eu’s main legislative body (teu, Art. 16.1) despite
increasing participation of the European Parliament in the legislative
process.The Council establishes the eu’s annual budget, together with
the eu Parliament (tfeu, Art. 310.1). The Council has powers in the
eu’s external relations, such as to authorize the opening of negotia-
tions, to adopt negotiating directives, to authorize the signing of agree-
ments and to conclude them (tfeu, Art. 218.2), and to adopt economic
sanctions against states (tfeu, Art. 215).
The Council decides by a qualified majority except where the eu

Treaties provide otherwise (teu, Art. 16.3). A qualified majority is de-
fined as at least 55% of themembers of the Council, comprising at least
fifteen of them and representingMember States comprising at least 65
% of the population of the Union (teu, Art. 16.4).
As an exception, i.e., in caseswhen theCouncil does not act on a pro-

posal from the Commission or from the High Representative for For-
eign Affairs and Security Policy, the qualified majority is defined as at
least 72 % of the members of the Council representing the participat-
ing Member States, comprising at least 65 % of the population of these
States. A blockingminority can prevent a decision by the Council when
a qualified majority is required. A blocking minority must include at
least fourCouncilmembers (teu, Art. 16.4).Thepopulationpercentage
required for a qualified majority is calculated on the basis of the share
of the population of each voting member state in total eu population.
These shares are shown in Table 2.1 (the United Kingdom is excluded).
In certain matters the Council may also decide by simple majority,

e.g., to adopt its rules of procedure (tfeu, Art. 240.3). In particularly
important matters, the Council must decide by unanimity, e.g., when
deciding on the admission of a new member state to the eu (teu,
Art. 49). In the event of a unanimity vote, the abstention of a member
present in person or otherwise represented does not prevent the adop-
tion of the decision (tfeu, Art. 237.4).
The eu Treaties enable the member states, in limited cases, to sus-

pend the legislative procedure in the Council and to refer the decision
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table 2.1 Population of eu Member States andTheir Share in Total eu Population

Member State (1) (2) Member State (1) (2)

Germany 82.9 18.54 Bulgaria 7.0 1.56

France 67.0 14.98 Denmark 5.7 1.30

Italy 61.0 13.65 Finland 5.5 1.23

Spain 46.9 10.49 Slovakia 5.4 1.22

Poland 37.9 8.49 Ireland 4.9 1.10

Romania 19.4 4.34 Croatia 4.0 0.91

The Netherlands 17.4 3.89 Lithuania 2.7 0.62

Belgium 11.4 2.56 Slovenia 2.0 0.47

Greece 10.7 2.40 Latvia 1.9 0.43

Czech Republic 10.5 2.35 Estonia 1.3 0.30

Portugal 10.2 2.30 Cyprus 0.8 0.20

Sweden 10.2 2.29 Luxemburg 0.6 0.14

Hungary 9.7 2.18 Malta 0.4 0.11

Austria 8.8 1.98 Total 446.2 100.00

notes Column headings are as follows: (1) total population inmillions, (2) percent-
age share of total. Adapted from Herdegen (2020)

to the European Council. For example, when a member of the Coun-
cil considers that a draft directive would affect fundamental aspects of
its criminal justice system, it may request that the draft directive be
referred to the European Council (tfeu, Art. 82.3). In that case, the
legislative procedure is suspended, and the European Council has four
months to reach a consensus on the draft and refer it back to the Coun-
cil.
Voting by qualified majority means that certain decisions may be

taken against the will of states and create legal obligations for them
even if they are against that decision. France’s rejection of the majority
voting for funding the common agricultural policy and its boycotting
of the Council resulted in the Luxemburg Compromise of 1966. The
Luxemburg Compromise means that a member state may request a
unanimity vote even where a qualified majority vote is prescribed, if
the subject matter is of vital interest for that state. The legal status of
the Luxemburg Compromise is controversial, but the dominant view
seems to be that it is not legally binding but merely reflects a political
understanding (Herdegen, 2020). However, it reflects the political na-
ture of theCouncil where decisions are the result of political bargaining
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between the member states that primarily promote their national in-
terests (Hartley, 2016).

TheEuropean Commission

The European Commission (the ‘Commission’) is the eu’s politically
most independent institution.The teu explicitly provides that in car-
rying out its responsibilities, the Commission must be completely in-
dependent (teu, Art. 17.3). Themembers of the Commissionmust nei-
ther seek nor take instructions from any Government or other institu-
tion, body, office or entity (teu, Art. 17.3). Because of its independence,
the Commission is known as the ‘Guardian of the Treaties’ and the pro-
motor of the eu’s supranational interests and of the eu’s integration
process. It is also known as the executive branch of the eu, although
it has additional powers which are related to legislation and external
relations (Horspool & Humphreys, 2012). The Commission has its seat
in Brussels.

Composition

TheCommission is composed of one national of eachmember state, in-
cluding the President of the Commission and the High Representative
for Foreign Affairs and Security Policy who is one of its Vice-Presidents
(teu, Art. 17.4). As of 1 November 2014, the Commission was supposed
to consist of a number of members, including its President and the
High Representative for Foreign Affairs and Security Policy, which cor-
responds to two thirds of the number ofmember states (teu, Art. 17.5).
However, the European Council postponed the implementation of this
provision, which aimed at reducing the number of eu Commissioners.
The Commission’s term of office is five years (teu, Art. 17.3), and it is

responsible to the European Parliament (teu, Art. 17.7). The European
Parliament may vote on a motion of censure of the Commission (teu,
Art. 17.8). If such amotion is successful, the Commissionmust resign as
a body.
The President of the Commission is elected by the European Parlia-

ment based on a proposal by the European Council (teu, Art. 17.7).The
President of the Commission is amember of the European Council and
has the following responsibilities:

• To lay down guidelines within which the Commission is to work;

• To decide on the internal organisation of the Commission;
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• To ensure that the Commission acts consistently, efficiently and
as a collegiate body.

Next to the President, the other important position in the Commis-
sion is that of the High Representative for Foreign Affairs and Security
Policy (HighRepresentative).TheHighRepresentative holds two differ-
entmandates. On the one hand, theHigh Representative is responsible
for the eu’s common foreign and security policy,whichhecarries out as
mandatedby theCouncil (teu, Art. 18.2). In this capacity, theHighRep-
resentative presides over theForeignAffairsCouncil (teu,Art. 18.3). On
the other hand, the High Representative is one of the Vice-Presidents
of the Commission (teu, Art. 18.4). In this capacity, the High Represen-
tative is responsible for ensuring the consistency of the eu’s external
action. The European Council, acting in agreement with the President
of the Commission, appoints the High Representative (teu, Art. 18.1).
The other members of the Commission are selected by the Council

and the President-elect of the Commission based on the suggestions
made by themember states (teu, Art. 17.7).Theymust be chosen based
on their general competence andEuropean commitment frompersons
whose independence is beyond doubt (teu, Art. 17.3).
TheCommission is organized indepartments, knownasDirectorates-

General (dg), and executive agencies. dg’s develop and implement
eu policies, while executive agencies manage specific programmes (a
full list of the dgs and executive agencies is available at: https://ec
.europa.eu/info/departments). At present, the Commission employs
around 32000 persons.

Responsibilities

The Commission’s responsibilities are set out in teu, Art. 17.1:

• To promote the general interest of theUnion and take appropriate
initiatives to that end;

• To ensure the application of the eu Treaties, and of measures
adopted by the institutions pursuant to them;

• To oversee the application of eu law under the control of the
Court of Justice of the European Union;

• To execute the budget and manage programmes;

• To exercise coordinating, executive and management functions;
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• To ensure the eu’s external representation, with the exception of
the common foreign and security policy;

• To initiate the eu’s annual and multiannual programming with a
view to achieving inter-institutional agreements.

The Commission plays a critical role for the adoption of legislative
acts, as legislative procedures can, in principle, be initiated only by the
Commission. The Commission is also responsible for negotiating in-
ternational agreements and to represent the eu in its external rela-
tions.TheCommission has also executive powers, such as in the area of
competition law.TheCommission is also authorized to initiate judicial
proceedings before the Court of Justice of the European Union in cases
whenmember states breach eu law.
The Commissionmakes decisions by a majority vote of its members

(tfeu, Art. 250).The Commission is a collegiate body.Thismeans that
any decision made by a Commissioner is attributed to the Commis-
sion (Kaczorowska, 2010). The principle of collegiality is based on the
equal participation of the commissioners in the adoption of decisions.
The immediate consequence of this principle is that decisions should
be the subject of collective deliberation and that all the members of
the College of Commissioners bear collective responsibility at politi-
cal level for all decisions adopted (Kaczorowska, 2010). Additionally,
this principle means that each decision must be formally approved by
the Commission. Failure to ensure this may render a measure invalid.
The Commission must also follow its rules and procedures. Failure to
comply with them makes a decision taken by the Commission chal-
lengeable before the Court of Justice of the EuropeanUnion (Herdegen,
2020).

European Parliament

The eu is founded on representative democracy (teu, Art. 10.1) and eu
citizens are directly represented in the eu through the European Par-
liament. eu citizens are all those persons who are nationals of a mem-
ber state of the eu.The Parliament is thus the institution that provides
for democratic representation in the eu.
The European Parliament has its seat in Strasbourg where the 12 pe-

riods of monthly plenary sessions, including the budget session, are
held. The periods of additional plenary sessions are held in Brussels.
The committees of the European Parliamentmeet in Brussels while the
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table 2.2 The Distribution of Seats in the Parliament

Member State Seats Member State Seats

Belgium 21 Estonia 7

Denmark 14 Latvia 8

Germany 96 Lithuania 11

Greece 21 Malta 6

Spain 59 Poland 52

France 79 Slovakia 14

Ireland 13 Slovenia 8

Italy 76 Czech Republic 21

Luxemburg 6 Hungary 21

The Netherlands 26 Cyprus 6

Austria 19 Bulgaria 17

Portugal 21 Romania 33

Finland 14 Croatia 12

Sweden 21 Total 702

notes After Brexit (i.e. the uk withdrawing from the eu), the total number ofmem-
bers of the Parliament will be 705. Adapted fromMorano-Faodi and Neller (2020).

General Secretariat of the European Parliament and its departments
are in Luxembourg.

Composition

The Parliament is composed of a maximum number of 751 represen-
tatives of the eu’s citizens, including the President of the Parliament
(teu, Art. 14.2).The representation of eu citizens must be regressively
proportional, with a minimum number of 6 seats, and a maximum of
96, permember state. Regressive proportionalitymeans that the larger
the population of a member state the higher the number of seats it
has in the Parliament. However, it also means that a representative of
a large state represents more citizens than a representative of a small
state (Herdegen, 2020).
The members of the Parliament are elected for a term of five years

by direct universal suffrage in a free and secret ballot (teu, Art. 14.3).
They are independent in the exercise of their mandate and not subject
to any instructions. eu citizens can vote and stand as candidates for
the Parliament when they reside in their country or in any othermem-
ber state of the eu. The Parliament elects its President (teu, Art. 14.5)
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and up to 14 Vice-Presidents from among its members (European Par-
liament, 2021, Rule 17).
Members of the Parliament may establish political groups based on

similar political affinities (European Parliament, 2021, Rule 33). A polit-
ical group must consist of members elected in at least one-quarter of
themember stateswith aminimumof 23members for apolitical group.
The following political groups are presently in the Parliament:

• Group of the European People’s Party (Christian Democrats);

• Group of the Progressive Alliance of Socialists and Democrats in
the European Parliament;

• Renew Europe Group;

• Group of the Greens/European Free Alliance:

• Identity and Democracy Group;

• European Conservatives and Reformists Group;

• Confederal Group of the European United Left – Nordic Green
Left.

Responsibilities

TheParliament exercises togetherwith theCouncil legislative andbud-
getary functions and it also exercises political control functions (teu,
Art. 14.1). Specifically, this includes the following responsibilities:

1. TheParliament and theCouncil establish together the eu’s annual
budget (tfeu, Art. 314).

2. In the ordinary legislative procedure, which is the standard law-
making procedure in the eu, as well as in special legislative pro-
cedures, a legislative act is adopted only if the Parliament votes in
favour of it (tfeu, Art. 294).

3. TheParliamentmay request theCommission to submit a proposal
onmatters onwhich it considers that an eu act is required (tfeu,
Art. 225).

4. The eu may conclude the following international treaties only
with the consent of the Parliament (tfeu, Art. 218.6):
• association agreements;
• agreement on Union accession to the European Convention
for the Protection of Human Rights and Fundamental Free-
doms;
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• agreements establishing a specific institutional framework by
organising cooperation procedures;

• agreements with important budgetary implications for the
Union;

• agreements covering fields to which either the ordinary leg-
islative procedure applies, or the special legislative procedure
where consent by the European Parliament is required.

5. Accession of a state to the eu requires the consent of the Parlia-
ment (teu, Art. 49).

6. The Parliament elects the President of the Commission (teu, Art.
14.1).

7. The Parliament may set up a temporary committee of Inquiry to
investigate alleged violation of eu law, except where the case is
being examined by a court (tfeu, Article 226).

8. The Parliamentmay, bymeans of amotion of censure, dismiss the
Commission, including the High Representative for Foreign Af-
fairs and Security Policy (tfeu, Art. 234).

The Parliament makes decisions by a majority of the votes cast, un-
less the eu Treaties require another majority (tfeu, Art. 231). A quo-
rum, i.e., the capacity to make decisions, exists when one third of the
members of the Parliament are present (European Parliament, 2021,
Rule 178.2).

TheCourt of Justice of the European Union

The Court of Justice of the European Union (cjeu) is the judicial in-
stitution of the eu. It includes the Court of Justice, the General Court
and specialised courts (teu, Art. 19.1). The European Union Civil Ser-
vice Tribunal is so far the only specialized court.The cjeu has its seat
in Luxemburg.

Composition

The Court of Justice consists of one Judge from each member state
and is assisted by Advocates-General. The Advocates-General, in total
eight, assist the Court of Justice bymaking submissions related to cases
to be decided by the Court of Justice (tfeu, Art. 252). The Judges and
Advocates-General of the Court of Justice are appointed for a term of
six years by agreement between the governments of themember states
(tfeu, Art. 253).They are chosen frompersonswhose independence is
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beyond doubt andwhopossess the qualifications required for appoint-
ment to the highest judicial offices in their respective countries or who
are jurisconsults of recognized competence.
The General Court includes at least one judge per member state.

Since 2019, there are two judges from each member state due to in-
creased workload (Morano-Faodi & Neller, 2020). The judges of the
General Court are appointed by the governments of themember states
for a term of six years. They must be independent and demonstrate in-
dependence, and possess the ability required for appointment to high
judicial office (tfeu, Art. 254).

Jurisdiction

The cjeu is responsible for ensuring that in the interpretation and ap-
plication of the eu Treaties the law is observed (teu, Art. 19.1). In fulfill-
ing this responsibility, the cjeu has jurisdiction in the following cases
(teu, Art. 19.3):

• To rule on actions brought by a member state, an institution or a
natural or legal person;

• To give preliminary rulings, at the request of courts or tribunals
of the member states, on the interpretation of Union law or the
validity of acts adopted by the institutions;

• To rule in other cases provided for in the eu Treaties.

This general jurisdiction is divided between the General Court and
the Court of Justice. The General Court, as the first instance court, has
jurisdiction to hear and decide on the following cases:

• Actions brought by amember state, the European Parliament, the
Council or the Commission concerning an eu act on grounds of
lack of competence, infringement of an essential procedural re-
quirement, infringement of the Treaties or of any rule of law relat-
ing to their application, or misuse of powers;

• Actions brought by the Court of Auditors, by the European Cen-
tral Bank and by the Committee of the Regions for the purpose of
protecting their prerogatives;

• Actions brought by natural or legal person against an act ad-
dressed to that person orwhich is of direct and individual concern
to them, and against a regulatory act which is of direct concern to
them and does not entail implementingmeasures;
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• Actions brought by natural or legal persons against acts of other
eu bodies, offices or agencies intended to produce legal effects in
relation to them;

• Actions brought by the member states and other institutions of
the eu for a failure to act by the European Parliament, the Euro-
pean Council, the Council, the Commission or the European Cen-
tral Bank, as well as other bodies, offices and agencies of the eu
which fail to act;

• Actions brought by natural or legal persons that an eu institution,
body, office or agency has failed to address to that person any act
other than a recommendation or an opinion;

• Disputes relating to compensation for damage.

Decisions of the General Court may be appealed before the Court
of Justice. In all other instances where the cjeu has jurisdiction, the
Court of Justice is the court of first instance. Decisions given by spe-
cialised courts may be appealed before the General Court (tfeu, Art.
257). The cjeu has no jurisdiction with respect to acts relating to the
common foreign and security policy (tfeu, Art. 275). The cjeu has
through its case law andmethods of interpretation significantly devel-
oped the legal framework of the eu. Its case law on the direct effect of
eu law with primacy over national law, the establishment of general
principles of eu law, the liability of member states for failure to imple-
ment eu law are just a few examples of the impact of the cjeu on the
legal system of the eu and its member states.

TheEuropean Central Bank

The European Central Bank (ecb) is the core institution of the Euro-
pean System of Central Banks (escb) whose primary objective is to
maintain price stability and to support the general economic policies
of the eu (tfeu, Art. 127).The ecb has the exclusive right to authorize
the issue of euro banknotes within the eu (tfeu, Art. 128).
The main bodies of the ecb are the Governing Council and the Ex-

ecutive Board (tfeu, Art. 129). The Governing Council comprises the
members of the Executive Board of the ecb and the governors of the
national central banks of the Member States whose currency is the
euro.The Executive Board comprises the President, the Vice-President
and four other members who are appointed by the European Council
from among persons of recognised standing and professional experi-
ence in monetary or banking matters.
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TheGoverning Council formulates themonetary policy of the eu in-
cluding, as appropriate, decisions relating to intermediate monetary
objectives, key interest rates and the supply of reserves in the escb
and establishes the necessary guidelines for their implementation.
TheExecutive Board implements themonetary policy in accordance

with the guidelines and decisions laid down by the Governing Council
and gives the necessary instructions to national central banks.
The ecb and national central banks of the member states are inde-

pendent in the performance of their tasks (tfeu, Art. 130). The ecb
has its seat in Frankfurt.

TheCourt of Auditors

TheCourt ofAuditors is responsible for auditing eu institutions (tfeu,
Art. 285). More specifically, the Court of Auditors:

• Examines the accounts of all revenue and expenditure of the eu
institutions;

• Provides the European Parliament and the Council with a state-
ment of assurance as to the reliability of the accounts and the le-
gality and regularity of the underlying transactions;

• Examines whether all revenue has been received and all expen-
diture incurred in a lawful and regular manner and whether the
financial management has been sound.

It consists of one national of each member state who must be com-
pletely independent in the performance of their duties, and act solely in
the eu’s general interest (tfeu, Art. 285).Themembers of the Court of
Auditors are chosen fromamong personswho belong or have belonged
in their respective States to external audit bodies or who are especially
qualified for this office (tfeu, Art. 286). They are appointed for a term
of six years. The Court of Auditors has its seat in Luxembourg.

Other eu Institutions

European Economic and Social Committee

and Committee of Regions

The Economic and Social Committee and the Committee of Regions
advise the European Parliament, the Council and the Commission.
The Economic and Social Committee consists of representatives of

organisations of employers, employees, and other parties’ representa-
tive of civil society, notably in socioeconomic, civic, professional and
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cultural areas (tfeu, Art. 300.3). The Committee of the Regions con-
sists of representatives of regional and local bodies who either hold a
regional or local authority electoralmandate or are politically account-
able to an elected assembly (tfeu, Art. 300.4). The members of both
committees are independent in the exercise of their functions. Both
committees have their seat in Brussels.

European Investment Bank

The task of the European Investment Bank (eib) is to contribute to the
balanced and steady development of the internalmarket in the interest
of the eu. For this purpose the eib, operating on a non-profitmaking
basis, grants loans and gives guarantees which facilitate the financing
of the following projects in all sectors of the economy:

• Projects for developing less-developed regions;

• Projects for modernising or converting undertakings or for de-
veloping fresh activities called for by the establishment or func-
tioning of the internal market, where these projects are of such a
size or nature that they cannot be entirely financed by the various
means available in the individual member states;

• Projects of common interest to several member states which are
of such a size or nature that they cannot be entirely financed by
the various means available in the individual member states.

The members of the eib are be the Member States. The eib has its
seat in Luxembourg.

Concluding Observations

The institutional architecture of the eu reflects the attempt to bring
together institutional concepts of international organizations and of
a federal state. The European Council and the Council represent the
political interests of themember states.The European Parliament pro-
vides the democratic element within the eu but falls short of the pow-
ers of a parliament in a state (Hartley, 2014). The Commission is the
institutional component that independently promotes eu integration,
but it must negotiate with the Council and the European Parliament
to achieve this goal (Craig & de Burca, 2020). The Court of Justice of
the eu, although a judicial body, has also continuously provided an in-
terpretation of the eu Treaties that furthers European integration by
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strengthening the eu, increasing the effectiveness of eu law, especially
in relation to national law, and enlarging the powers of the eu institu-
tions (Hartley, 2016).While this has indeed promoted eu integration, it
has also exposed theCourt of Justice of the eu to criticism that it is act-
ing outside its authorizations under the eu Treaties raising questions
about the political acceptance of its judgments inmember states (Offi-
cial Journal of the European Union, 2016). In sum, the eu institutional
architecture is a complex system that requires a thorough understand-
ing of its structure and processes to understand and interact effectively
with the eu.
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Introduction

TheEuropeanUnion (eu) is often described as the largest and themost
successful regional economic integration in the world. During more
than 60 years of its existence the eu has developed into the community
of 271 member countries deeply interconnected through different eco-
nomic aspects of integration and cooperation. Among others, trade as-
pects have proved as an especially prominent feature of the integration
process.The European integration has created a large and still growing
network of institutional trade relations and export-import flows both
inside and outside the Union which have provided for significant ef-
fects on the intensity and structure of the eu trade. Extensive research
highlights the enormous growth of inter-, intra- and extra-regional
trade of the eu, as well as its inter- and intra-industry trade. The grav-
itational force of such a large and dynamic market strongly attracts
many countries and regions, especially the region of South-Eastern Eu-
rope (see) – the only European region which is still outside the eu
but with the promise of future membership. Although see countries
created their own regional integration in themeantime, trade relations
with the eu remain themost important element of their foreign trade.

Theoretical Considerations: Trade Effects of Regional Economic
Integration

Regional economic integration is defined as a form of institutional
interconnection among countries, on the reciprocity principle and
through the liberalization of exchange and/or liberalization of the
movement of production factors. It is a dynamic category – it can grow,

1 After the withdrawal of the United Kingdom in January 2020.

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.

ToKnowPress · 2020 · https://www.toknowpress.net/ISBN/978-83-65020-33-8/51-67.pdf
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i.e. expand by including new members, and it can develop itself, i.e.
deepen by including new aspects of integration,2 whereby it assumes
new forms.The commonname for regional economic integration is Re-
gional Trading Agreement (rta). Although integration could include
much more than trade aspect, its forms with primary focus on the lib-
eralization of trade are prevalent among 164 members of the World
Trade Organization (wto),3 justifying the use of the term rta.
The most widely accepted classification of forms (or levels) of eco-

nomic integration was developed by Bella Balassa as early as in the
1960s, and it comprises the following: free trade area, customs union,
commonmarket and economic union (Balassa, 1961, p. 2). Each higher
degree of economic integration includes the characteristics of the pre-
vious one and adds new trade preferences and/or new aspects of inte-
gration.
Free trade area (fta) is the lowest level of integration,which is char-

acterized by the removal of tariff or non-tariff barriers to the trade in
goods between the integrationmembers, though preserving their own
customs tariffs and trade regime toward third countries. The prereq-
uisite for the preferential treatment within the integration is negoti-
ating rules of origin of products. Customs union (cu) is the next level
which, besides the liberalization of goods flows within the integration,
also includes the common external customs tariff. Common market
(cm) is an integration which is conventionally described as based on
‘four freedoms’ – freedom of the movement of goods, services, labour
and capital. Economic union is the highest degree of economic integra-
tion, which implies the liberalization of the movement of goods, ser-
vices and production factors, common foreign-trade policy, monetary
union, and establishment of supranational institutions within the in-
tegration. Over its years-long development, the eu traversed the way
from a free trade area (of the six founding states) as the lowest degree
of economic integration, to the economic union as the highest degree.
Depending on the scope and depth, economic integration has differ-

ent effects on the participants in integration (insiders), countries that
remain outside the integration (outsiders), and themultilateral trading

2 Aspects of economic integration can be trade or non-trade related (monetary, fiscal,
etc.).The trade aspects which imply interconnection between countries through trade
in goods, prevail in practice.

3 SeeWorld Trade Organization rta Database, http://rtais.wto.org/UI/
publicsummarytable.aspx.
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system. Potential effects of economic integrations are numerous and
can be classified according to various criteria; thus, they are viewed as:
positive or negative, economic (macroeconomic and microeconomic)
or non-economic, and static or dynamic.
Static effects are considered as short term and pertain to goods

flows; they measure the effect of integration on the trade between
member-countries and effects on the trade with outsiders. Dynamic
effects imply long-term structural changes, and emerge if an economic
integration leads to the economy of scale, increased competition, at-
tracting investment, faster technological changes and improved terms-
of-trade (Balassa, 1961, pp. 101-190). However, static effects are more of-
ten the subject of empirical research, since they are easier to measure.
Static effects pertain to effects of creating anddiverting trade, as they

were named and explained by one of the pioneers of theory of customs
union, Jacob Viner (1950, p. 46). Integration creates new trade flows
between member-countries (trade creation effects), or ‘diverts’ trade
flows away from the previous trading partners, who remain outside
the integration, toward countries that are members of the integration
(trade diversion effects).
Trade creation effect emerges when part of the local production is

replaced by imports of cheaper products from more efficient partners
in the integration. Some members begin to buy goods that were previ-
ously manufactured locally, from integration partners who manufac-
ture these goods with lower production costs. Trade diversion effect
emerges because some members replace imports of cheaper goods
from outside the integration by more costly goods from integration
partners, whereby part of the trade with third countries is diverted to
trade betweenmembers. Tradediversion results in the increase of trade
within the integration, redistribution of income froma third country to
an integration partner, and loss of consumer surplus due to the substi-
tution of cheaper goods from a third country with initially more costly
goods from an integration partner.
Economic integration increases trade between members both thro-

ugh the trade creation effects (increase in trade resulting from relative
efficiency) and through the trade diversion effect (increase in trade re-
sulting from preferences).4 Trade liberalization typically has a positive

4 Baier and Bergstrand (2007, p. 74) established that the free trade area, on average, dou-
bles the mutual trade of twomember-countries after ten years.
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effect on both imports and exports, though its effect on exports sig-
nificantly depends on a member-country’s potential – in the case of a
less developed country, liberalization can lead to greater growth of im-
ports thanof exports, and to the deteriorationof trade balance (Santos-
Paolino &Thirlwall, 2010, p. 50).
Economic integration has a multiple effect on trade between mem-

bers. It affects not only the intensity but the structure of trade flows
amongst member countries as well. Trade structure refers to its geo-
graphical orientation and product specialization.
It is expected that the primary result of establishing the mutually

preferential trade regime will include an increase of intra-regional
trade – trade between members of regional integration. In the same
time, it is also expected that the extra-regional trade – trade between
regional integrationmemberswith the rest of the world, i.e. with coun-
tries outside the integration will also increase. A special case of such
trade is the inter-regional trade that presents trade between regional
integrations.5

From the viewpoint of trade specialization, it is expected that both
inter-industry and intra-industry trade componentwill increasewithin
the integration. Inter-industry trade is international trade in different
products – exports and imports of the trading country consist of prod-
ucts of various industries. Inter-industry trade is mainly based on dif-
ferences in the countries’ factor endowment and can be explained to
a significant degree by the principle of comparative advantages in the
Heckscher-Ohlin trade model. On the other hand, intra-industry trade
(i it) is the kind of trade where products of the same classification are
found both in the structure of exports and in the structure of imports
of the trading countries. In simple terms, i it is the international trade
in the same industry products.
In literature, i it is sometimes defined as two-way trade in products

with the same or similar factor requirements ( factor intensity) in pro-
duction,which is exactly the opposite of the definitionof inter-industry
trade according to conventional theories’ view. From the viewpoint of
demand, ever since Linder (1961), i it has been defined as a two-way
trade in similar products, which means that these are close substi-
tutes in demand. Probably the shortest, but relatively most compre-
hensive and most often used definition says that intra-industry trade

5 The classification of trade types is based on Bjelić (2008, p. 9).
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is a two-way trade in products related in demand and/or supply (Brkić,
2012).
Experiences of developed economic integrations in the world, such

as the eu, point to the conclusion that economic integration, par-
ticularly if it implies integration of geographically close and similar
economies (in termsof the structure of productionanddemand, aswell
as culture and language) leads to an increase of intra-industry rather
than inter-industry trade. Research on integration effects, starting
from studies of effects of the European Economic Community (eec)
in the 1960s and 1970s (Dreze, 1961; Balassa, 1966; Grubel and Lloyd,
1975)6 tomore recent studies7 primarily focused on the correlation be-
tween economic integration and iit, on the example of both the eu
and other integrations, confirmed this view.

Trade Policy of the European Union

Higher stages of economic integration include harmonized and/or
common economic policies. Moving towards the highest integration
level – economic union, the eu has established several common poli-
cies. One of the first among them was the trade policy which deter-
mines the Union’s trade relations with third countries and in multilat-
eral organizations such as the wto.
The founding agreement of the former eec – the Treaty of Rome

of 1957 – provided for the establishment of the Community’s common
market. In this respect, Article 9 of the Treaty provided for the intro-
duction of the common customs tariff.The Treaty also included provi-
sions on the common trade policy (Article 13), thus defined its elements
such as: equal principles in terms of the customs regime, concluding of
customs and trade agreements, unification of liberalization measures,
exports policy and measures of trade protection in the cases of dump-
ing and subsidies. Maastricht Treaty of 1991 made minor amendments
of the Treaty of Rome in terms of the eu trade policy.

6 According to the prevailing theoretical view related to the creation of economic inte-
gration, it was expected that inter-industry specialization and trade of the sixWestern
European countries will increase. Quite accidentally and unexpectedly, an increase in
intra-industry specialization was discovered.

7 We single out some of them here: Drabek and Greenaway (1984) for eec and cmea;
Greenaway (1987) for eec; Lundberg (1992) for eec; Guell (1998) for Latin America;
Rodas-Martini (1998) for cacm; Mardas and Nikas (2008) for eu and Balkans coun-
tries.
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At present, the Union’s common trade policy is mostly beyond con-
trol of the individual governments of member-countries: new trade
measures are initiated by the EuropeanCommission (ec), and adopted
by the eu Council by qualified majority or unanimously. The compe-
tence of the Commission was extended by the Treaty of Nice (2001)
to trade in services, trade in intellectual property rights, and later to
trade aspects of foreign direct investment.The eu shares competence
with its members in the area of concluding the General Agreement of
Trade in Services (gats). There is joint jurisdiction over trade-related
aspects of intellectual property rights (trips).
The basic instruments of implementing the eu trade policy are the

following: Common External Tariff (cet), Trade Defence Instruments
(tdis), i.e. antidumping, policy against subsidies or protective mea-
sures, and Trade Barriers Regulation (tbr). The main instrument of
the eu foreign trade policy is the customs tariff, which is very liberal,
especially in terms of customsduties on industrial products.More than
70% of goods are imported into the eu at a zero rate of duty or at re-
duced customs duties.Themost common non-tariff barriers in the eu
are: quotas (especially for certain types ofmeat, fish, sugar), export and
import licenses for certain products ( for example, import licenses in
the steel, textile and agricultural sectors), technical standards, specific
conditions for the import of certain food products (hops, garlic, etc.)
and others. Within the common export policies, so-called ‘marketing’
measures are of a special importance.
Within its trade policy, the eu also develops ‘special relations’ with

third countries. The eu concludes preferential trade agreements and
makes use of the allowed exemptions from the wto most-favoured-
nation (mfn) principle. One of characteristics of eu’s foreign trade ac-
tivities is the great number of international trade agreements – from
only several in the 1970s, the number has increased to over a hundred.
Over the past decades, agreements with a trade component, con-

cluded by the eu, have been developed into complex legal institutes,
the scope of which has expanded to several economic areas. These
agreements have become extremely diversified, due to the eu eco-
nomic interests in individual regions. Although the process of conclud-
ing these agreements is long lasting and complex,many countries have
concluded bilateral trade agreements with the eu since it is a market
of strategic significance for their economies.
According to the sectoral scope, bilateral agreements with a trade
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part concluded by the eu can be general agreements that regulate
most part of trade with a country, or sectoral agreements which per-
tain to trade in only one product or a group of products. According to
the degree of preferences, general agreements can be non-preferential
– these are agreements which regulate trade with third countries ac-
cording to mfn principle, or preferential – agreements that provide a
more favoured treatment than mfn.
The eu haspreferential trade agreements in various formswithmost

members of the wto – e.g., in 2009, out of the 148 wto members of
the time, the eu did not have such agreement with only nine of them,
although it was exactly these nine that a third of the eu trade pro-
ceededwith (Brkić, 2021, p. 180). Zero tariff rates on industrial products
couldhave the greatest impact in the eu tradewith themost developed
countries, such as the United States, Canada and Japan. However, the
eu relatively recently concluded free trade agreements with some of
them. The first free trade agreement between the eu and some coun-
tries from g7 group is the Comprehensive Economic and Trade Agree-
ment (ceta) with Canada, signed on October 30, 2016.This agreement
eliminates 98% of customs duties in mutual trade of signatories, while
before ceta only 25% of the tariff lineswere duty-free. ceta addition-
ally deals with the issues of liberalization of trade in services, invest-
ment, production standards, professional certification, etc., which is
considered to be advanced trade agreements. Negotiations with Japan
began in 2013 and several years later (17 July 2018) the eu-Japan Eco-
nomic Partnership Agreement was signed. It created the largest bilat-
eral free trade area in theworld, covering almost one third of the global
gdp. Negotiations between the eu and the usa on the Transatlantic
Trade and Investment Partnership (ttip) began in July 2013, aimed at
the removal of trade barriers in 20 sectors, including technical stan-
dards, services, investment and public procurement. However, negoti-
ations have been suspended in the meantime.
Categories of preferential trade agreements between the eu and

third countries are as follows (Brkić, 2021, p. 180):

• Agreements ‘between the equals,’ aimed at creating free trade ar-
eas with developed countries, such as agreements with the efta
countries, agreement with Canada, agreement with Japan;

• Association agreements, which are aimed at the membership in
the eu ( former European Agreements with the Central and East
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European Countries and Turkey, and Stabilization and Associa-
tion Agreements with theWestern Balkans countries);

• Trade agreements with various regional integrations;

• Euro-MediterraneancooperationagreementswithMediterranean
countries;

• Agreements on cooperation and partnership with former Soviet
republics;

• Agreementswith former colonies – countries in Africa, Caribbean
and Pacific (acp) – asymmetric agreements which are to grow
into free trade areas;

• Preferential agreements with underdeveloped countries based on
the General System of Preferences (gsp).

A part of the eu gsp is the initiative ‘Everything But Arms’ (eba)
which was established in 2001. eba enables full duty-free and quota-
free access to the eu market, with the exception of arms and arma-
ments, for 49 theworld’s least developed countries.Thenewgeneration
of European agreements includes Stabilization and Association Agree-
ments (saa), which were specially created for the Western Balkans
countries.
In the mid-1990s, the eu proclaimed the so-called ‘regional ap-

proach’ for the Southeast Europe, which implied multilateral rather
than bilateral relations with countries of the region. At the same time
it was accomplished by the eu principle of conditionality which was
more bilateral in nature, as the eu set extra conditions for each of
Western Balkans countries (besides proclaimed Copenhagen acces-
sion criteria of 1997).The new concept of the eu approach to theWest-
ern Balkans countrieswas launched inNovember 2000 as the so-called
Stabilization andAssociationProcess (sap). It definitely confirmed the
eu bilateral approach in relations with countries of the region.
The Stabilization and Association Agreement, resulting from the

sap, provide for the initial ‘gsp plus’ treatment, then the formation
of the free trade area, with a prospect of the membership in the eu.
Besides the free trade area, saa includes the following elements: eco-
nomic and financial aid, cooperation, political dialogue, adjustment
of national legislation to the eu laws, cooperation in the areas of ju-
diciary and internal affairs. Implementation of saa should lead to the
fulfillment of the accession criteria (Copenhagen criteria), which imply
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the political criteria, a functioningmarket economy, acceptance of the
eu acquis communautaire, and administrative criterion.

Trade Flows and Patterns of the European Union

Intra-eu trade is foreign trade that takes place between the eu mem-
bers, i.e. internal trade of the eu as a whole. Extra-eu trade, by con-
trast, is foreign trade that takes place between the eu members and
non-members.

Extra-eu Trade

The eu is the world’s largest ‘trader’ whose trade accounts for about
40% of world trade, if both intra-eu and extra-eu trade are taken into
account, and about 15% if only extra-eu trade is taken into account (see
Figure 3.1).
The value of international trade in goods of the eu with the rest of

the world (sum of exports and imports outside the eu) was eur 4,071
billion in 2019 (see Table 3.1). It was eur 308 billion above the us level
of trade and eur 23 billion lower than the level of China’s trade.
The eu exports grew faster than imports and consequently the trade

Exports
China1 16%
eu-272 15%

United States 11%
Japan 5%

South Korea 4%
United Kingdom 3%
Rest of theWorld 47%

Imports
United States 16%

eu-272 14%
China1 13%
Japan 5%

United Kingdom 4%
South Korea 3%

Rest of theWorld 45%

figure 3.1 eu-27 Share in theWorld Exports and Imports of Goods (2019)

notes 1 Excluding Hong Kong. 2 External trade flows with extra-eu-27. Based on
data from Eurostat (https://ec.europa.eu/eurostat/).

table 3.1 Extra-eu-27 Trade (2009–2019)

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

(1) 1,184 1,436 1,624 1,771 1,780 1,797 1,876 1,867 1,994 2,060 2,132

(2) 1,193 1,471 1,666 1,702 1,631 1,625 1,648 1,602 1,772 1,912 1,940

(3) 2,377 2,907 3,291 3,473 3,411 3,422 3,524 3,469 3,766 3,972 4,072

(4) -9 -35 -42 68 149 171 228 264 222 148 192

notes Row headings are as follows: (1) exports, (2) imports, (3) total trade, (4) bal-
ance. Based on data from Eurostat (https://ec.europa.eu/eurostat/). In billion eur.
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table 3.2 eu-27 Trade Balance by Main Partners (2009–2019)

Country 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

China –140.3 –129.4 –117.9 –104.2 –111.4 –150.4 –145.5 –144.0 –154.7 –164.7

United States 60.9 67.6 81.1 81.3 97.1 113.4 113.6 120.7 136.5 151.8

United Kingdom 60.8 61.8 80.2 89.9 109.0 131.7 135.5 129.0 123.3 125.5

Switzerland 21.1 29.5 36.9 31.2 27.2 27.7 29.1 32.8 32.8 36.7

Russia –73.1 –89.3 –85.7 –84.2 –75.6 –59.9 –44.7 –55.5 –78.6 –57.3

Turkey 20.6 26.2 29.4 28.5 23.4 22 16.7 15.3 2.3 –1.5

notes Based on data from Eurostat (https://ec.europa.eu/eurostat/). In billion eur.

Imports
China 19%

United States 12%
United Kingdom 10%

Russia 7%
Switzerland 6%

Others 46%

Exports
United States 18%

United Kingdom 15%
China 9%

Switzerland 7%
Russia 4%
Others 47%

figure 3.2 eu-27 Main Trading Partners (2009–2019)

notes Based on data from Eurostat (https://ec.europa.eu/eurostat/).

balance has been in surplus since 2012. In 2019, it amounted to eur 197
billion. The eu has trade surplus with the United States, the United
Kingdom and Switzerland while trade with Turkey was almost bal-
anced. Trade deficit is prominent with China (due to imports of man-
ufactured goods) and Russia (due to imports of energy products) (see
Table 3.2).
Analyzing by regions, themain destination for eu-27 exports in 2019

were other European countries accounting for over one third of the
total, followed by Asia (28%) and North America (25%). Analyzing by
countries, the United States are themain export destination for the eu
with the share of 18% in eu exports (2019). The share of China in eu
exports is 9% now, but it has been rising for years and since 2002 it has
been tripled (see Figure 3.2).
The eu main import partner is China. The share of China has been

increasing for years – from 15% of total extra-eu imports in 2009 to 19%
in 2019. Imports from the United States has been increasing since 2014
and it achieved 12% in 2019 (see Table 3.3).
The eu exports mainly manufactured products (83% of total eu ex-

ports); it mostly refers tomachinery and vehicles (41%) and otherman-
ufactured goods (23%) (see Figure 3.3). Chemical products follow with
19% of share in the eu exports. Primary products – mostly food and
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table 3.3 Shares of Main Partners in eu-27 Imports of Goods (2010–2019)

Country 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

China 16.7 15.4 14.7 14.7 15.8 18.0 18.7 18.2 17.9 18.7

United States 9.7 9.3 9.8 10.1 10.4 12.0 12.2 11.5 11.2 12.0

United Kingdom 11.5 11.4 11.1 11.3 11.2 11.2 11.3 10.8 10.3 10.0

Switzerland 5.3 5.2 5.1 5.3 5.4 5.7 6.0 5.6 5.3 5.7

Russia 10.6 11.6 12.0 12.2 10.7 7.9 7.1 7.8 8.4 7.5

Turkey 2.6 2.6 2.5 2.7 2.9 3.2 3.5 3.5 3.5 3.6

notes Based on data from Eurostat (https://ec.europa.eu/eurostat/). In percent.

2009
Food & drink 7%
Rawmaterials 3%

Energy 5%
Chemicals 17%

Mach. & vehicles 42%
Other manuf. goods 24%

Other 3%

2019
Food & drink 8%
Rawmaterials 3%

Energy 5%
Chemicals 19%

Mach. & vehicles 41%
Other manuf. goods 23%

Other 2%

figure 3.3 eu-27 Exports by Main Product Groups (2009–2019)

notes Based on data from Eurostat (https://ec.europa.eu/eurostat/).

2009
Food & drink 6%
Rawmaterials 4%

Energy 24%
Chemicals 11%

Mach. & vehicles 29%
Other manuf. goods 24%

Other 2%

2019
Food & drink 6%
Rawmaterials 4%

Energy 19%
Chemicals 12%

Mach. & vehicles 33%
Other manuf. goods 24%

Other 1%

figure 3.4 eu-27 Imports by Main Product Groups (2009–2019)

notes Based on data from Eurostat (https://ec.europa.eu/eurostat/).

drink, energy products and raw material, accounted for almost 16% of
total exports.
The majority of eu imports are also manufactured goods (see Fig-

ure 3.4). Their share amounted 69% in 2019 and mostly referred to im-
ports of machinery and vehicles (33%), and chemical products (12%)
The share of energy in imports has significantly decreased in recent
years – from 24% in 2009 to 19% in 2019.
Themain exporter as well as importer in extra-eu trade is Germany

with the share of 30% and 21% respectively. Germany is followed by
France, Italy and the Netherlands (see Figure 3.5).
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Share in the eu-27 Exports
Germany 21%
France 18%
Italy 11%

Netherlands 9%
Belgium 7%
Spain 6%
Ireland 4%
Other1 21%

Share in the eu-27 Imports
Germany 21%

Netherlands 18%
France 11%
Italy 9%

Belgium 8%
Spain 8%
Poland 4%
Other1 21%

figure 3.5 Extra-eu Trade by Member Countries (2009–2019)

notes 1Other eu member states. Based on data from Eurostat (https://ec
.europa.eu/eurostat/).

Intra-eu Trade

For the eu, the intra-regional trade was and remains more important
than the extra-eu trade: before the uk withdrew, 2/3 of the eu-28 ex-
ports were to other eu member states, and 90% of those exports ac-
tually referred only to the eu-15.8 Table 3.4 illustrates the trends of the
intra- and extra-regional trade for the eu-12 over a long period of al-
most four decades.
Intra-regional trade increased significantly. In the period 1980–1994,

the share of intra-eu exports and intra-eu imports increased by about
6% each. However, one must take into account the fact that the eu
experienced several enlargements over this period, drawing into its
circle some Western European countries it had already extensively
traded with. Extra-eu trade also increased, although its relative share
in the world exports and imports decreased. However, the eu is still
the largest subject of external trade in the world.
Both intra- andextra-eu exports continue to grow, except for a sharp

decline during the global crisis of 2008–2009. For example, between
January 2002 and January 2020 intra-eu exports of goods increased
from eur 120.8 billion to eur 256.3 billion (see Figure 3.6).
In 2019, most eu members had a share of intra-eu exports between

50% and 75%. It was above 75% for several countries such as Hungary
(78%), Czech Republic (79%), Luxembourg (80%), and Slovakia (80%).
The fact that only two member countries – Ireland and Cyprus – have

8 Until 31 December 1994, the eu had 12Member States (eu-12): Belgium,Denmark, Ger-
many, Ireland, Greece, Spain, France, Italy, Luxembourg, theNetherlands, Portugal and
the United Kingdom. In January 1995, Austria, Finland and Sweden also joined the eu,
making it eu-15.
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table 3.4 Intra-eu and Extra-eu Trade (1960–1994)

Item Description 1960 1970 1980 1990 1994

Export eu-12* Intra-eu exports 13.8 19.7 19.3 24.4 24.7

Extra-eu exports 19.9 17.3 15.1 15.6 15.1

Import eu-12** Intra-eu imports 13.1 19.9 18.6 23.7 24.5

Extra-eu imports 21.5 18.8 19.1 16.5 14.4

notes Adapted from Dent (1997, p. 169). * Percentage of the world exports. ** Per-
centage of the world imports.
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figure 3.6 Intra-eu Exports of Goods (2002–2019)

notes In million eur. Based on data from Eurostat (https://ec.europa.eu/
eurostat/).

higher extra-eu exports than intra-eu exports (37% and 41% respec-
tively) points out to importance of the eu internalmarket for themem-
bers. There is a wide interval in the value of exports of goods by mem-
bers to their partners within the eu – from eur 698.8 billion for Ger-
many to eur 1.3 billion for Cyprus.9

For 21 eu members the top three partners account for over 50% of
exportswithin the eu, for a furtherfive it accountsbetween40and50%.
Only in Germany is this share below 40% (38.2%). Germany appeared
most often (25 times) as a ‘top three’ partner, France 11 times, and Italy
10 times.10

Nine eu members (Bulgaria, Greece, Spain, Croatia, Cyprus, Luxem-
bourg,Malta, Portugal, Romania) have a trade deficit in both intra- and
extra-eu trade, while three members (Germany, Ireland, Italy) have a
trade surplus in both types of trade. There are seven members (Bel-
gium, the Czech Republic, Hungary, the Netherlands, Poland, Slovenia,

9 See https://ec.europa.eu/eurostat/statistics-explained/index.php?oldid=420293.
10 See https://ec.europa.eu/eurostat/statistics-explained/index.php?oldid=420293.
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Slovakia) with a deficit in intra-eu trade, but with a surplus in extra-
eu trade. Eightmembers (Denmark, Estonia, France, Latvia, Lithuania,
Austria, Finland, Sweden) have a surplus in intra-eu trade, but a deficit
in extra-eu trade.
Trade specialization analysis shows that four fifths of total exports of

goods within the eu in 2019 were manufactured products. In 2019, in-
ternational trade in manufactured goods was more than four times as
high as trade in primary goods in the eu as awhole, but for all member
countries, the share of manufactured goods was significantly higher
than the share of primary goods.11 Machinery and vehicles have been
in the first place for years, followed by other manufactured goods and
chemicals.

Trade between the European Union and the Western Balkans

Although the intra-regional trade was first spurred by bilateral free
trade agreements concluded within the Stability Pact for South East-
ern Europe and, later on, by the Central European Free Trade Agree-
ment (cefta), the eu is still the leading foreign-trade partner of the
Western Balkans countries. In 2008, the share of the eu in exports of
every country formed after the breakup of former Yugoslavia ranged
between 55 and 65%, while for Albania it amounted to almost 80%.
Some ten years later, the export share of the eu increased significantly
in other countries of the region as well (by 8 to 17 percentage points),
except in Montenegro (see Table 3.5).
The significance of the eu for the trade of Bosnia and Herzegovina

andotherWesternBalkans countries continues to growwith everynew
eu enlargement. The eu single market is now the largest market in
the world. It is obvious that remaining an outsider to this expanding
market,whichpresently includes apopulationof 513.5million12andhas
the nominal gdp of over eur 16,447 billion,13 i.e. 23% of theworld gdp
(2019) can only lead to retardation of development.
For all theWestern Balkans countries, the eu is amarket of strategic

importance and the leading trade partner, with a 72% share in the total
regional trade. Trade between the eu and the region more than dou-

11 https://ec.europa.eu/eurostat/statistics-explained/index.php?oldid=420293.
12 Seehttps://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=demo_pjan&lang=en.
13 See https://ec.europa.eu/eurostat/databrowser/view/tec00001/default/table?lang
=en.
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table 3.5 The eu Share in Foreign Trade ofTheWestern Balkans (2008, 2018)

National economy Exports to eu (%) Imports from eu (%)

2008 (eu-15) 2018 (eu-28) 2008 (eu-15) 2018 (eu-28)

Albania 79.7 76.3 60.7 60.9

Bosnia and Herzegovina 55.0 71.0 48.0 61.0

Croatia 60.9 68.6 64.1 78.0

Kosovo n/a 36.1** n/a 50.0**

Montenegro 55.9* 44.0 37.71 48.2

North Macedonia 65.1 82.1 49.5 62.4

Serbia 54.3 67.0 53.3 60.4

notes Adapted from theWorld Trade Organization (2009, 2019). *The data pertain
to 2010 (WorldTradeOrganization, 2011). Data for previous years are not available from
the same source for Montenegro and the other economies. **Data for Kosovo pertain
to 2019 (European Union, 2021a).

bled since 2006, exceeding the amount of eur 54 billion in 2018. This
trade expansion has generally been in favour of the Western Balkans
countries – over the past ten years, the region increased its exports to
the eu by 130%, while the eu exports to the region increased moder-
ately, by 49%.
On the other hand, the Western Balkans region has never been of

a great economic significance for the eu. The region is comprised of
smaller, economically insufficiently strong economies, with the total
gdp of about usd 112 billion and the average gdp per capita of usd
6,315 billion in 2018.14 With respect to the mutual trade, the Western
Balkans accounted only for a fifth of the total trade between the eu
and cee countries before their accession to the eu. Although the re-
gion’s share in extra-eu trade is gradually increasing, it amounted only
to 1.4% in 2019 –more accurately to 1.2% in theUnion’s imports and 1.5%
in its exports (European Union, 2021b).The future will show if further
trade liberalization within the framework of the saa will contribute
to development of the Western Balkans countries’ trade with the EU
and to an increase in economic importance of the region for this large
integration.

14 SeeTheWorld Bank data for 2018 for gdp (https://data.worldbank.org/indicator/NY
.GDP.MKTP.CD) and for gdp per capita (https://data.worldbank.org/indicator/NY
.GDP.PCAP.CD).
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References
Baier, S. L., & Bergstrand, J. H. (2007). Do free trade agreements actually

increase members’ international trade? Journal of International Eco-
nomics, 71, 72–95.

Balassa, B. (1961).The theory of economic integration. Irwin.
Balassa, B. (1966). Tariff reductions and trade in manufactures among

industrial countries. American Economic Review, 56(June), 466–473.
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Introduction

Theprocess of European integration requires financial resources for its
activities and public finances at the eu level; these are implemented
through multi-annual financial frameworks and annual budgets, tools
through which money is collected and allocated for eu policies and
objectives as well as for the tasks transferred to it from the national
level.The system of public finances at the eu level as known today is a
result of numerous changes and adjustments that have occurred over
the last more than sixty years of ec/eu history.
The overall objective of this Chapter1 is to present the main features

of public finances at the eu level. More specifically, the Chapter dis-
cusses three topics in the following sections.The first section presents
the concept of the budgetary system, its evolutionover thedecades and
itsmain features. In the second section selectedmethodological issues
associated with financial flows between the eu budget and individual
eu member state are outlined. Finally, the third section provides an
overview of the recently agreed eu budget characteristics for the 2021–
2027 period.

Concept, Evolution andMain Features
of the eu Budgetary System

Small Size of the eu Budget

The eu budget is modest in size. As agreed by the member states, in
the Own Resources Decision (ord), the maximum ceiling of the eu

1 This Chapter is largely based onMrak (2011) and Mrak and Rant (2018, 2020).
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budget financing was for decades set at 1.24 per cent of the eu gni.
In practice, however, the eu budget has always remained well below
that ceiling and amounted to around 1.00 per cent of gni. As public
finances of the eu member states are typically between 40 to 45 per
cent of their respective gni, eu budget is equivalent to just over 2 per
cent of the total public finances of the member states. The eu bud-
get does not represent a significant factor in almost any consolidated
national public finance category.Three key segments of public finance
expenditures in practically any country, i.e., defense, security and pub-
lic order expenditure, as well as healthcare are not even included in the
eu budget while the presence of certain other expenditure items, such
as education and housing, is minimal. There is another fundamental
characteristic which distinguishes the eu budget fromnational public
finances. In contrast to national public financeswhich can run deficits,
the eu budget is legally required to be in balance each year.

Evolution of the eu Budgetary System

The evolution of the eu budgetary system can be roughly classified
into two periods: the first between 1951 and 1987 was characterised by
a move towards the unification of budgetary instruments and the cri-
sis of Community finances in the 1980s; the second from 1988 to 2020
has been characterised by features of 1988 eu budgetary reform; and
the third one, since 2021 characterised by the recent response at the
eu level to the covid-19 health crisis.

1951–1987 Period. Thepublic finance systemof the ec began to develop
in early 1950s, when in 1951 the European Coal and Steel Community
(ecsc) Treatywas signed. It was followed by the 1957 EuropeanAtomic
Energy Community (euratom) and European EconomicCommunity
(eec) treaties. Each of these treaties envisaged different budgets for a
particular Community which led to the co-existence of budgets. The
1965 Merger Treaty incorporated the ecsc and euratom adminis-
trative budgets into the eec budget, and five years later, in 1970, the
Luxembourg Treaty incorporated the euratom research and invest-
ment budget into the general budget.
During the first 20 years of the Community’s financial system, there

were two important developments, to the integration of budgetary in-
struments.

• The first was the development of common policies. The most no-
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table eventswith considerable financial consequenceswere prob-
ably the creation of the instrument for implementation of the
common agricultural policy (cap) as well as the establishment
of two funds for implementation of the cohesion policyThese two
policies still constitute about 80 per cent of current eu budget
expenditures.

• The second development was that the initial system of contribu-
tions through which the budgets of all the three Communities
were financed by the member states soon proved to be insuffi-
cient and unsatisfactory. The need for a better and more efficient
system, which would provide sufficient resources, gradually, led
to a reform of budget financing. Through the 1970 Luxembourg
Treaty, a system of so-called own resources was introduced.

The processes of unification of the budgetary instruments, develop-
ment of common policies and progress towards financial autonomy
were inevitably connected with hard negotiations. The legal, political
and institutional structure for governing Community’s finance estab-
lished in early 1970s soon proved to be unsustainable over a longer pe-
riod of time. Relations both among member states, as well as among
the European institutions involved in budgetary adoption procedure,
gradually worsened and finally turned into an open conflict. Between
1980and 1988, the approval of several annual budgets of eu wasdelayed
long enough so that provisional arrangements in the form of so-called
‘twelfths’ had to be applied for several months.

1988–2020 Period. Following the ec enlargement with Spain and Por-
tugal in the 1980s, the conclusion of the Single Economic Community
and taking into account the above-mentioned annual budget negoti-
ations problems, the ec embarked on a major reform of its budgetary
system that has, by and large, remainedunchanged since then.This sys-
tem consists of two components:

• Multi-annual financial framework.The strategic course of the eu
public finances is determined in a multi-annual financial frame-
work (mff). The mff is basically an agreement among the in-
stitutions on budgetary priorities facilitating the budgetary pro-
cedure and the management of various programmes. Within the
framework of the mff, the maximum volume and the composi-
tion of the main eu budget expenditure items called ‘headings’
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are capped. The mff is a product of an inter-institutional agree-
ment between the Commission, Council and Parliament. Until
now, Community/eu institutions have adopted five mffs. The
first one had duration of 5 years (1988–1992) while all the other
four covered a 7-year period (1993–1999, 2000–2006, 2007–2013
and 2014–2020).

• Annual budget. Implementation and operational details of the eu
budgetary system are elaborated in the annual budget that must
be consistent with the mff.

2021–2027 Period. In this period, the eu budgetary system, which con-
sists of the ‘core’ mff and an entirely new instrument, will be not only
substantially larger than ever before, but itwill also provide, for the first
time, a framework for the eu itself to borrow and to perform a role of a
common counter-cyclical instrument (European Commission, 2018a).

Procedures for mff and Annual Budget Adoption

Multi-Annual Financial Framework. The limits for the annual budget
are set by the mff on the expenditure side and by the Own Resources
Decision (ord) on the revenue side with both of them required to be
adoptedwith unanimously in theCouncil.This prerequisite of unanim-
ity is one of the main reasons why mff negotiations usually turn into
one of the most complex negotiations among the eu member states,
even at the European Council level where political clearance has to be
achieved. In contrast to the period prior to the Lisbon Treaty when the
importance of the Parliament in themff decision-making processwas
rather symbolic, with this Treaty its role has strengthened significantly
as the Parliament has to formally adopt the agreement reached by the
European Council.

Annual Budget. The procedures are comparable in many respects to
the procedures at the national level.The eu budgetary procedure con-
sists of two main phases. Preparation of the budget for the year N
starts with the proposal of the Commission submitted by the end-April
of the year n− 1. In the second phase, Council and Parliament discuss
the proposal and adopt the budget with the required majority by the
end-December of the year n− 1.

eu Budget Expenditure

In the early decades of the Community, cap absolutely dominated eu
budget expenditure. More recently, due to several enlargements of the
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table 4.1 The ‘Three Large Expenditure Headings’ in mffs 2007–2013
and 2014–2020

Heading 2007–2013 2014–2020

‘Large expenditure heading’ 87 86

Competitiveness 9 13

Cohesion policy 36 34

Common agricultural policy 42 39

Others 13 14

Total 100 100

Total (in million eur)* 983,731 959,988

notes Percentage of total. * ‘Commitment appropriations,’ 2011 prices.

Community/eu and through the introduction of multi-annual finan-
cial framework instrument, cap expenditures have been capped and
allowed funding for someother items, especially for the cohesionpolicy
expenditures. During the last threemulti-annual financial frameworks,
approximately 75 per cent of all eu budget funds has been earmarked
for these twopolicies and another 10 per cent for boosting competitive-
ness. In addition to these three ‘large expenditure headings,’ the rest
of the budget has been allocated for external eu activities and inter-
nal policies as well as for administration purposes. Table 4.1 confirms
a strong dominance of the three ‘large expenditure headings’ in the
overall eu budget expenditure structure in the twomost recent multi-
annual financial frameworks, i.e., in the previous multi-annual finan-
cial framework covering 2007–2013 period and the existing one cover-
ing the 2014–2020 period.

eu Budget Revenues and CorrectionMechanisms

The revenue side of the eu budget has been driven by the continuous
attempt to strike a compromise between the financial autonomy of the
eu budget and sufficiency of resources for its financing.The budget of
the ecsc in the early 1950s was financed through a tax-based ‘own’ re-
source (a levy on steel production) while, in contrast, the Rome Treaty
stipulated that the eec budget was financed in a totally intergovern-
mental way, i.e., through direct contributions from member states. At
that time, the eec budget had no ‘own resources’ and thus had no fi-
nancial autonomy from its member states.
It was in 1970 with the Luxembourg Treaty that the eec budget

started to move towards an own resources model. At that time, own
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resources included traditional own resources, i.e., customs duties and
agricultural levies, and vat-based revenues frommember states. This
structure remained unchanged till 1984when the FontainebleauCoun-
cil introduced the uk correctionwhich in factmeans a reduction of the
uk contribution to the Community budget.
The last major change to the eu budget revenue side occurred in

1988within the framework of the 1988–1992 mff which introduced the
fourth resource, known todayas the gnp/gni resource. Since thenand
thus also in the multi-annual financial framework 2014–2020, the eu
budget revenue has been made up of four major resources (European
Commission, 2011):

• Traditional own-resources include customs duties and agriculture
levies, and in recent years. In recent year, it has contributed less
than 15 per cent to total eu budget needs.

• vat-based resource. Funds levied on the basis of value-added tax
defined on the basis of a statistically adjusted vat base of the
member states. In recent years, it has contributed around 10 per
cent to the eu budget needs.

• gni-based resource. Funds levied on the basis of the gni of the
member states, i.e. funds earmarked for balancing the eu budget
measured in proportion with the gni of every member state. In
recent years, this funding source has participated with around 75
per cent in total funding needs of the eu budget.

• The uk correction, as formally the fourth eu budget own resource,
but in substance terms a zero summechanism.

An integral part of the own resources system is formally also the ‘uk
correction’ as well as a set of ‘corrections on this correction.’ Introduc-
tion of this instrument dates back into early 1970s when the uk joined
the eec. At that time the uk was among the poorest member states
but due to the eu budget expenditure bias toward the cap the coun-
try had a negative net financial balance towards the eu budget. As this
was considered unfair by the uk authorities and after intense nego-
tiations with other member states the issue was resolved at the 1984
FontainebleauEuropean Council through the so-called ‘uk correction’
arrangement whereby uk became entitled to a refund financed by all
other member states.The economic logic of the arrangement was that
the uk position vis-à-vis eu budget was excessively negative in rela-
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tion to its level of development, and that the country is eligible for a
rebate on its contribution to the eu budget.
Even though the uk position in terms of its economic development

has improved substantially since 1984 eliminating, or at least reduc-
ing substantially, the justification for the ‘uk correction,’ the system
remains in place with only minor changes. This can be explained by
the fact that the ‘uk correction’ is an integral part of the ord for the
change of which unanimity is required.The correctionmechanism sys-
tem in place in the multi-annual financial framework 2014–2020 con-
tains in addition to the ‘uk correction’ and corrections to other four
large net payers to the eu budget whereby Germany, Austria, Nether-
lands and Sweden pay only a part of their normal ‘uk correction’ fund-
ing share also several other ‘corrections on corrections’ (Mrak & Rant,
2018).

Key SystemicWeaknesses of the eu Budgetary System

The eu budget is one of themost problematic areas of economicman-
agement within the eu. At the same time, it is also an area that is ex-
tremely resistant to any serious change. Although there have been dra-
matic changes to the eu itself and its environment in the last 30 years,
the eu budget has changed little since its last major transformation in
1988 (Mrak, 2011).
From 1988 until now the eu budget has remained practically un-

changed in terms of size and is still at a level of approximately 1% of
eu gdp/gni. Within the budget’s structure, cap and cohesion policy
expenditures are still prevalentwith a combined share of around 75 per
cent of the total. The eu budget is, therefore, strongly dominated by a
small number of highly redistributive policies while policies that are
broadly recognized as eu wide public goods are poorly represented.
Not much has changed on the revenue side of the budget as well as
transfers from national budgets still represent by far the most impor-
tant funding source of the eu budget.
Domination of national contributions on the revenue side of the eu

associated with highly distributive character of its main two spend-
ing categories – allocation of funds for both cap and cohesion policy
based on the ‘country envelope principle’ – have resulted in a system
where at least the recent three multi-annual financial framework ne-
gotiations ( for the 2000–2006, 2007–2013 and2014–2020periods)were
overburdened with very straightforward attempts by individual mem-
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ber states to bring back home as much money from the eu budget as
possible. This ‘juste retour’ logic or obsession with net national finan-
cial positions has de-facto poisoned the overall eu budgetary debate.
Experiences of these negotiations have confirmed amentalitywhereby
achieving an acceptable net financial position has de-facto become a
more important negotiations objective than agreeing about the size
and structure of those spending with a high European value added.
In addition to its strong pro ‘status quo’ bias, the eu budget has be-

come over the recent decades also less and less transparent due to the
dominance of net financial position logic in the multi-annual financial
framework negotiations. There have been several attempts to address
the net financial problem and the highly complex and non-transparent
system of eu budget corrections but with no success until now.

Selected Methodological Issues Associated with Financial Flows
Between the eu Budget and an eu Member State

‘Commitment Appropriations,’ ‘Payment Appropriations’

and ‘Actual Payments’

Within the process of using the funds from the eu budget one has to
make a clear distinction between so-called ‘commitment appropria-
tions’ and ‘payment appropriations.’ The first one represents the legal
basis for the use of eu budget funds while the second one refers to
planned withdrawals of funds from the eu budget in a particular year.
While ‘commitment appropriations’ as well as ‘payment appropria-

tions’ are planning or ex-ante categories, ‘actual payments’ is a category
of actual disbursement of funds from the eu budget. ‘Actual payments’
is, thus, a category which establishes ex-post what proportion of ‘pay-
ment appropriations,’ i.e., of planneddisbursement, has the country ac-
tually absorbed. Higher the absorption capacity of a country smaller
the difference between the ‘payment appropriations’ and the ‘actual
payments.’

Absorption Capacity

Within the context of the eu’s public finances, absorption capacity is
defined as the extent towhich a state (member or non-member) is able
to spend the allocated financial resources fully and in an effective and
efficient way. With the experiences gathered over time, the European
Commission has arrived at the conclusion that states have a limited ca-
pacity to absorb external investment support effectively and efficiently.
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Generally speaking, the absorption capacity of an eu member state
for the use of eu budget funds has three features. Macro-economic ab-
sorption capacity refers to the overall ability of the economy to gener-
ate viable investment opportunities that could be financed by external
investment support. Since this ability depends on the overall level of
development of the economy, it is defined and measured as percent-
age of gdp. Financial absorption capacity is defined as the ability of an
eu member state to provide national co-financing of the eu supported
programs and projects. And finally administrative absorption capacity
is defined as the ability of authorities inmember states to prepare suit-
able plans and to put in place structure that are necessary manage eu
funds effectively and efficiently (Mrak et al., 2015).

‘Net Financial Balance’

‘Net financial balance’ of an eu member state vis-à-vis the eu budget is
a difference between the volume of eu budget funds the state receives
from the eu budget and the volume of funds it pays into the eu bud-
get the national budget. Although the basic logic of the ‘net financial
balance’ is conceptually straight forward, it is associated with several
problems at a more operational level. They are a consequence of the
fact that one has to clearly differentiate between the following two ‘net
financial balance’ concepts.

• Calculated net financial balance.This is a difference between ‘com-
mitment appropriations,’ which an eu member state will, accord-
ing to plans, receive from the eu budget in a particular year and
the planned contribution of that very state to the eu budget for
the same year. The ‘calculated net financial position’ is, thus, a
planning categorywhich is known for every eu member state im-
mediately upon completion of themedium-term financial negoti-
ations.

• Actual net financial balance. This is a difference between ‘actual
payments’ which an eu member state receives from eu budget
in a particular year and the actual contribution of the samemem-
ber state into the eu budget. The ‘actual net financial balance’ is,
thus, an ex-post category which can be calculated only after the
end of the year/period for which it is calculated. The difference
between the ‘calculated net financial balance’ and the ‘actual net
financial balance’ of an eu member state depends on its absorp-
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tion capacity.The higher it is the lower the difference between the
two. In case that an eu member state would have a 100 per cent
absorption capacity then its ‘actual net financial balance’ would
be equal to its ‘calculated’ one.

Towards an eu Budgetary Arrangement for the 2021–2027 Period

May 2018 Proposal of the Junker’s European Commission

for the mmf 2021–2027 Not Adjusted to the Needs in Early 2020

In May 2018, Juncker’s European Commission proposed a mff for the
period 2021–2027. The proposal was prepared for a 27-member eu fol-
lowingBrexit and in an environment of intensified international aswell
as internal challenges for the eu. This in practice means that the pro-
posal worth eur 1,135 billion was slightly bigger compared to eu-27
spending in 2014–2020 (see Table 4.2). As far as the structure is con-
cerned, the European Commission proposed a re-balancing of spend-
ing priorities, reducing the relative weight of the CommonAgricultural
Policy and Cohesion policy in the budget and increasing spending on
new priorities, especially on internal and external security and migra-
tion policies.
It was originally planned that the European Council agreement on

the mff 2021–2027 shouldbe reacheduntil the end-2018 and the agree-
ment with the European Parliament before the May 2019 European
elections. But the negotiations were de-facto postponed until the end
of 2019 when the big transition at the helm of the main eu institutions
– with newly elected European Parliament, new president of the Eu-
ropean Council and the new European Commission, was completed
(European Parliament, 2018).
UntilMarch 2020, the mff 2021–2027 negotiations had followed the

path largely predetermined by the Commission’s May 2018 proposal.
covid-19 crisis, however, gave a new impetus to the on-going nego-
tiations, opening up the possibility for the new Commission to make
innovative proposals to further develop the eu budget. InMarch 2020,
the European Parliament asked the Commission to reformulate and
adjust its spending priorities to the new priorities, especially to Euro-
peanGreenDeal anddigitalisation, and to submit anewmff proposal.
Moreover, inApril 2020, theEuropeanCouncil instructed theEuropean
Commission to design an entirely new recovery fund that would be in
terms of size and its characteristics appropriate to deal with the depth
of the covid-19 crisis.TheCommissionwasalso specifically instructed
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to articulate the relation of this fund with the mff, making the fund a
part of the overall mff package to be negotiated. Soon after, Germany
and France came out with a joint proposal advocating the establish-
ment of a fund of eur 500 billion to be financed by joint borrowing of
themember states thatwould importantly hand outmoney tomember
states in the form of grants.
This political backing was instrumental for the European Commis-

sion to design an entirely new financial package for the 2021–2027
period (European Commission, 2018b). With this unexpected turn of
events, the European Commission got an excellent opportunity to re-
draft the mff togetherwith the recovery fund and realign it to support
the European Green Deal objectives with more appropriate funding
from the eu level.

May 2020 Proposal of von der Leyen’s European Commission

for the 2021–2027 eu Budgetary System

In May 2020, the European Commission presented its new financial
proposal for the forthcomingmedium-term period.The proposal con-
sisted of two components (see Table 4.2).

• mff.A revised 2021–2027 mff with ‘commitment appropriations’
of eur 1,100 billion, a slight decrease against the May 2018 pro-
posal.

• Next Generation eu. However, in addition to the ‘core’ mff and
as part of the eu budget, there was an entirely new component,
a eur 750 billion recovery instrument called the ‘Next Genera-
tion eu.’The instrumentwould be debt-financed and the financial
support would be partly allocated through grants (eur 500 bil-
lion) and partly through repayable loans (eur 250 billion). Spend-
ing should be aligned with the eu policy goals, in particular with
green and digital transitions. It was supposed to focus on the first
years of recovery, rather than becoming permanent. Repayment
of the debt would not begin before 2028.

TheDecember 2020 Final Agreement

In July 2020 eu leaders agreed on both financial instruments proposed
by the European Commission after long and difficult negotiations.The
mff is worth eur 1,074 billion for the 2021–2027 period and is slightly
lower than that proposedby theCommission.The ‘NextGeneration eu’
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(ngeu) remained at the proposed eur 750 billion level for 2021–2024
though with a structure that under the pressure of the so-called ‘fru-
gal four’ countries – the Netherlands, Sweden, Austria, and Denmark –
changed towards a higher proportion of loans. Their total volume in-
creased to eur 360 billion, which means that the grant segment was
reduced to eur 390 billion, in view of the ‘frugal four’ below the psy-
chological eur 400 billion limit.
Table 4.2 provides anoverviewof how the eu financial package 2021-

2027 was developed from the Commission’s first proposal of May 2018,
reflecting the pre-covid-19 situation, to its second proposal of May
2020 and to the July 2020 agreement at the EuropeanCouncil level.The
budget now incorporates the European Green Deal and digitalization
development priority aswell as the new reality caused by the covid-19
(Mrak & Rant, 2020).
After tense negotiations between the Council and Parliament in au-

tumn 2020, the eu financial package for the period 2021–2027 was fi-
nally approved inDecember of that year (eu budget for 2021).Thepack-
age is, indeed, very different from its predecessors and represents the
most substantial conceptual change of the eu budget since the intro-
duction of the mff instrument in the late 1980s. The eu budget will
be in the forthcoming years not only significantly larger than in the
past but it will also provide, for the first time in history, an institutional
framework for the eu to borrow in order to fund grants on such a large
scale. Further on, the package, especially its European recovery facil-
ity component, is the first eu’s common counter-cyclical instrument
and is not associated with austerity provisions. On the contrary, it is
targeted to fight the covid-19 crisis and to finance growth-enhancing
investment opportunities complemented with structural reforms.
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Introduction

This Chapter analyses the eu financial assistance for the Western
Balkans, in particular the Republic of Kosovo, from the late 1990s to the
current period. After the initial range of actions to support the progress
of reforms in these countries, the eu embarked on the main support
actions in the form of three Instrument of Pre-Accession (ipa): ipa i,
2007–2013; ipa i i, 2014–2020; and ipa i i i, 2021–2027. After an initial
discussion of the support programmes before 2007, these instruments,
their objectives, programmes, results and lessons will be discussed in
details in the following sections of the Chapter. While the discussion
covers all sixWestern Balkan countries, the support for Kosovo will be
given special attention.

The eu Financial Assistance in Support of Reforms by wb
Counties: Background

It is interesting to remind the readers that the first declaration on the
relations between the Socialist Federal Republic of Yugoslavia (sfry)
and the European Economic Community (eec) was signed in Brus-
sels back in 1967. After the first two trade agreements (1970 and 1973),
within the third comprehensive cooperation agreement (1980), the Fi-
nancial cooperation protocol was added, which included the possibil-
ity of withdrawing the eib loan for the trans-Yugoslav highway. In De-
cember 1990, Yugoslavia also joined the phare program.1 The third
financial protocol on financial assistance was concluded in 1991, but

1 Poland and Hungary Assistance for Reconstruiction of Economies establisehd in 1989
as the financial support mechanism for the transition economies of Central and East-
ern Europe.

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.
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table 5.1 The eu Financial Assistance to Kosovo 1998–2006

1998–2000 2001 2002 2003 2004 2005 2006 Total

552.0 144.5 163.0 62.0 73.0 77.0 51.2 1,123.0

notes Million eur. Adapted from European Agency for Reconstruction (2008).

its ratification process was never completed, so it did not enter into
force, as the sfry was dissolved and the conflict in Yugoslavia began
(Zacharia, 2016). After ec economic sanctions in December 1991 and
un sanctions in May 1992, the all support programmes were blocked
until 1995. A different forms of financial assistance started gradually
from 1996.
As of 2007, the Instrument for Pre-accession Assistance (ipa) re-

placed previous eu programmes, including cards. The cards pro-
gramme (Community Assistance for Reconstruction, Development
and Stabilisation)was the eu’smain instrument of financial assistance
in the period 2000–2006 to the Western Balkans, covering specifically
Croatia, Bosnia and Herzegovina, Serbia, Montenegro, North Macedo-
nia, Kosovo and Albania. It was created in 2000 by Council Regulation
2666/2000. However it was only in 2001 that the programme became
operative under its own regulations, as in the first period it supported
projects previously funded by the phare and obnova programmes.
The programme was the main financial instrument of eu’s Stabilisa-
tion and Association process (sap). A total of €5.13 billion was secured
for all cards actions. In that period, the European Agency for Recon-
struction (ear) managed all the eu assistance in Montenegro, Serbia,
North Macedonia and Kosovo.2 The level of financial assistance for
Kosovo before the start of the ipa programmes is shown in Table 5.1.
The ear managed a cumulative portfolio of some €1.12 billion in

different projects and programmes across Kosovo through more than
1600 projects in value from €5.000 to €50m. The ear initially focused
its assistance on the rehabilitation and repair of key infrastructure and
public utilities. It concentrated on energy, housing, transport and wa-
ter supplies. For instance, €400 million is invested in energy sector in

2 TheAgency had its roots in the aftermath of the Kosovo war. In early 2000, it took over
from the European Commission’s Task Force for the Reconstruction of Kosovo, a tem-
porary emergency assistance body set up in the summer of 1999, following the nato-
led intervention against the formerYugoslavia. Prishtinawas the citywhere theAgency
established its first operational centre.
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that period.3 It also supported enterprise development, agriculture,
health and institution building. In 2008, the ear Prishtina Centre
transferred all cards programmes and contracts to the ec Liaison
Office (eclo).4

ipa i: 2007–2013 and the Main Components Supported

The Instrument for Pre-accession Assistance (ipa) is the means by
which the eu supports reforms in the ‘enlargement countries’ with
financial and technical help, started with the Multi-Annual Financial
perspective, mff 2007–2013. The ipa funds build up the capacities
of the countries throughout the association and stabilisation process
as well as throughout the accession process, resulting in progressive,
positive developments in the region.
The main objective of ipa is to assist the countries in their pro-

gressive alignment with the standards and policies of the European
Union, including where appropriate the acquis communautaire, with
a view to future membership. ipa will thus help these countries to
meet the AccessionCriteria and to fulfil the Copenhagen political, eco-
nomic and acquis-related criteria for membership thereby enhancing
their administrative capacity and prepare for the programming, man-
agement and implementation of eu Cohesion, Structural and Rural
Development Funds after accession.
Beneficiary countries of ipa i (2007–2013) included eu candidate

countries from that period (Croatia, Turkey and the Former Yugoslav
Republic of Macedonia), and potential candidate countries recognised

3 The main results of 1999–2006 investment in rebuilding the energy sector in Kosovo
were the following: after rehabilitation in that time, Kosovo B power plant produc-
tion more than doubled (up by 120%), emissions reduced and electricity distribution
grid stabilized; preparation for big t projects was made; coal production more than
tripled (up by 223%); district heating systems restored in Prishtina, Mitrovica, and
Gjakova; the Independent EnergyRegulator and the Independent Electricity Transmis-
sionCompany established; EnergyStrategy adopted (EuropeanAgency forReconstruc-
tion, 2007).

4 The main results of 1999–2006 investment in rebuilding the energy sector in Kosovo
were the following: after rehabilitation in that time, Kosovo B power plant produc-
tion more than doubled (up by 120%), emissions reduced and electricity distribution
grid stabilized; preparation for big t projects was made; coal production more than
tripled (up by 223%); district heating systems restored in Prishtina, Mitrovica, and
Gjakova; the Independent EnergyRegulator and the Independent Electricity Transmis-
sionCompany established; EnergyStrategy adopted (EuropeanAgency forReconstruc-
tion, 2007).
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in Annex i i: Albania, Bosnia and Herzegovina, Iceland, Montenegro,
Serbia and Kosovo (Council Regulation (ec) No 1085/2006, 2006).
Theprincipal users of ipa resources are, above all, theministries and

administration authoritiesmaking laws and regulations and enforcing
them, local governments, public institutions, as well as ngos and as-
sociations.The end beneficiaries of the available resources are the peo-
ple of the beneficiary countries, since the concrete results of the imple-
mented projects in the end affect the quality of life of the population
the most – whether they are improving the quality of performance of
the institutions, attainment of European standards or infrastructure in
different areas.
The legal basis for ipa is the Council Regulation (ec) No 1085/2006

(2006). More detailed implementing rules are laid down in Commis-
sion Regulation (ec) No 718/2007 (2007) and the amendments in-
troduced by Commission Regulation (ec) No 80/2010 (2010). Frame-
work Agreements signed between the Commission and the beneficiary
countries aiming at setting and agreeing the rules for co-operation
concerning ec financial assistance to the beneficiary country.
Financing under this single umbrella is provided through five ‘com-

ponents’:

1. Transition Assistance and Institution Building managed by the
European Commission’s Directorate General for Enlargement;

2. Cross-Border Co-operation (with eu Member states and other
countries eligible for ipa);

3. Regional Development (providing support for transport, environ-
ment infrastructure, enhancing competitiveness and reducing re-
gional disparities);

4. Human Resources Development (strengthening human capital
and combating exclusion) managed by the European Commis-
sion’s Directorate General for Employment and Social Affairs;

5. Rural Development managed by the European Commission’s Di-
rectorate General for Agriculture.

Components 3–5 were gradually opened for the candidate countries
in line with the development of capacities for decentralized manage-
ment of ipa funds. For the potential candidate countries, the biggest
part of ipa is concentrated in the first component, under centralized
model of the Fund’s management.
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table 5.2 RevisedMulti-Annual Indicative Financial Framework: Breakdown of the
Instrument for Pre-Accession Assistance Envelope for 2012-2013 into
Allocations by Country and Component

Country/component (1) (2) (3) (4)

Croatia 1,859.28 4,289,857 433 0.35%

Transition Assist. and Institution Building 279.26 15%

Cross-border Co-operation 96.72 5%

Regional Development 345.93 19%

Human Resources Development 95.02 5%

Rural Development 183.25 10%

North Macedonia 619.29 2,052,722 302 1.30%

Transition Assist. and Institution Building 242.94 39%

Cross-border Co-operation 32.48 5%

Regional Development 202.04 33%

Human Resources Development 55.08 9%

Rural Development 86.75 14%

Iceland 30.00 318,452 94 0.11%

Transition Assist. and Institution Building 30.00 0.3%

Montenegro 236.63 619,001 382 1.05%

Transition Assist. and Institution Building 166.70 70%

Cross-border Co-operation 30.07 13%

Regional Development 23.20 10%

Human Resources Development 5.76 2%

Rural Development 10.90 5%

Turkey 4,831.63 72,561,312 67 0.13%

Transition Assist. and Institution Building 1,675.24 35%

Cross-border Co-operation 20.64 0.4%

Regional Development 1,790.34 37%

Human Resources Development 479.63 10%

Rural Development 865.79 18%

Continued on the next page

Through the implementation of ipa projects, over the 2007–2013 fi-
nancial period, eur 11.5 billion were invested into eu candidate and
potential candidate countries, as it is presented in the Table 5.2.
The ipa 2007–2013 consists of nine national programmes andmulti-

beneficiary programmes. Turkey, as the biggest country, was benefi-
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table 5.2 Continued from the previous page

Country/component (1) (2) (3) (4)

Albania 597.29 2,918,674 205 1.02%

Transition Assist. and Institution Building 531.16 89%

Cross-border Co-operation 66.14 11%

Bosnia and Herzegovina 658.50 3,844,046 171 0.80%

Transition Assist. and Institution Building 624.80 95%

Cross-border Co-operation 33.70 5%

Serbia 1,392.07 7,306,677 191 0.57%

Transition Assist. and Institution Building 1,313.35 94%

Cross-border Co-operation 78.71 6%

Kosovo 637, 60 2,208,107 289 1.43%

Transition Assist. and Institution Building 628.68 99%

Cross-border Co-operation 8.92 1%

Total Country Programmes 10,003.18 96,118,848 104 0.21%

Multi-beneficiary Programmes

Transition Assist. and Institution Building 1,138.24

Cross-border Co-operation 21.95

Support Expenditures 383.88

Grand Total 11,526.65

notes Columnheadings are as follows: (1) ipa 2007–2013 inmil eur, current prices
2011, (2) population 2011, (3) total ipa/per capita, (4) ipa as percentage of gdp, 2011.

ciary of 48% of all ipa funds. As country in the accession process,
Croatia had the highest ipa/per capita indicator for overall period
(433 eur/pc). In comparison to the Gross Domestic Products, Kosovo
had the highest level of the ipa support as percentage of gdp in 2011
(1.43%).
According toArticle 64of theCommissionRegulation (ec)No718/2007

(2007), assistance under ipa’s Transition Assistance and Institution
Building Component (taib) is granted in the following areas:

• Strengthening of democratic institutions and the rule of law;

• Promotion and protection of the fundamental rights and free-
doms;

• Public administration reform;
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• Reform in the field of justice and home affairs;

• Modernisation of the regulatory framework, including support for
investment to equip key institutions whose infrastructures or ca-
pacity to monitor and enforce legislation need strengthening;

• Establishment or reinforcement of financial control systems;

• Strengthening of the market economy;

• Development of civil society;

• Establishment of social dialogue as an element of good gover-
nance and to promote fair and just working conditions;

• Promotionofminority integration, reconciliationandconfidence-
building measures on all levels of society;

• Environmental policy;

• Improvementof access tofinancial facilities for small andmedium-
scale enterprises and public administrations;

• Institution building in the field of nuclear safety, radioactivewaste
management and radiation protection;

• Support for participation in community programmes.

Assistanceunder ipa Component i – taib maybeprovided through:

• Administrative cooperation measures (twinning, twinning light
and taiex5 programmes);

• Technical assistance;

• Investment sin regulatory infrastructure;

• Grant schemes;

• Project preparation facilities;

• Implementation of finance facilities in cooperation with financial
instruments;

• budgetary support.

The second ipa component is Regional and Cross-border coopera-
tion. This component aims to strengthen stability, security and pros-
perity of interest to all countries in the region, in order to promote
harmonious, balanced and sustainable development. Beneficiaries of
the second ipa components aremunicipalities, ngos, public utilities,
various associations, libraries, universities, etc. An important feature

5 Technical Assistance Information Exchange Office, Brussels.
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of the cbc projects, regardless of the beneficiaries, is the common in-
terest of the two neighbouring countries and compliance with the pri-
orities of the region.
Objectives of the cross-border cooperation:

• Encouraging cross-border initiatives in the field of social develop-
ment, economy and environmental protection in border areas;

• Encouraging the solutionof commonproblems in thefield of envi-
ronmental protection, public health, prevention and fight against
organized crime;

• Borders – strengthening the efficiency and security of borders;

• Promoting legal and administrative cooperation;

• Encouraging local so-called ‘People to People’ activities.

Operating on the local level in the border areas, theCross-BorderCo-
operation (cbc) programmes support the population on both sides of
the border to promote sustainable economic and social development;
work together to address common challenges (e.g. environment, natu-
ral and cultural heritage, public health, prevention of and fight against
organised crime, etc.); and ensure efficient and secure borders and pro-
mote joint small scale actions involving local participants from the
border regions. Kosovo implemented three bilateral cbc programmes
with fyrom (now NorthMacedonia) and Albania in the period 2010–
2013, and withMontenegro since 2012.The Joint Technical Secretariats
and so-called Antennas (info-points for information distribution)were
established through technical support of the eu.
Multi-beneficiary ipa (mb ipa) – funds for these purposes are raised

by ‘reallocating’ up to 10% of funds from each country individually. It is
implemented through regional and horizontal programs.

1. Regional programs should facilitate the process of regional co-
operation among the beneficiaries of the Western Balkans. These
programsparticularly seek to promote reconciliation, reconstruc-
tion and political cooperation.

2. Horizontal programs address common needs in several ipa ben-
eficiary countries and seek to achieve cost-effectiveness and ef-
ficiency in implementation through central aid management (di-
rectly from Brussels), rather than national program implementa-
tion. Multi-beneficiary activities focus on support that requires
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cooperation between beneficiaries, such as regional structures,
networks of experts or civil servants, or will focus on needs and
problems of a cross-border nature.

mb ipa contains the following components: regional cooperation;
infrastructure development; justice and home affairs; internal mar-
ket; public administration reform; support to civil society; education,
youth and research; market economy; nuclear safety and radiation
protection; interim administration (High Representative in bih and
unmik); program management (contributions from candidate and
potential candidate countries to the Tempus program, the Erasmus
Mundus program, the Nuclear program, the Youth in Action program,
etc. are also supported through the Multi-Beneficiary ipa.
Of particular interest are the activities that were organized within

theWestern Balkans Investment Fund (wbif) established in 2009 and
later ipf (Infrastructure Project Facility) within which the (necessary)
feasibility studies for infrastructure projects in the field of environ-
ment, communal infrastructure, energy and social protection were
developed. The basic idea of this support is the preparation of docu-
mentation for larger infrastructure projects, whichwould later be sup-
ported by the eib, the ebrd and the Council of Europe Development
Bank (Djurović, 2013).

Main Results Achieved with ipa 2007–2013 Projects in Kosovo

With the help of the European Union, Kosovo has been able to make
considerable progress. ipa funding supportedKosovo to align its legis-
lation with the eu, further adapt its procedures tomeet eu standards,
and strengthen its institutions. It also allowed Kosovo to improve its
economy and upgrade its infrastructure. Between 2007 and 2013, the
eu established a mission to promote the rule of law in Kosovo and ap-
pointed an eu Special Representative. Kosovo negotiated a Stabilisa-
tion and Association Agreement with the eu, took steps towards the
normalisation of relations with Serbia, and made significant progress
in its efforts tomeet the criteria for visa liberalisation. ipa programmes
have played a key role in all these processes. Figure 5.1 illustrates the
sectors supported, and impacted, by the ipa funds.
Between 2007 and 2013, Kosovo faced a number of key challenges.

The most important included solving Kosovo’s status issue, strength-
ening the rule of law, and protecting and integrating minorities. Eco-
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Democracy and Governance 15%
Rule of Law and Fundamental Rights 23%

Energy 13%
Competitiveness and Innovation 27%

Education, Employment, and Social Policies 12%
Agriculture and Rural Development 10%

figure 5.1 ipa Results and Impacts by Sectors in Kosovo (adapted from European
Commission, 2015)

nomic competitiveness and growth issues including developing the
economic and agriculture sector, improving Kosovo’s business envi-
ronment, and linking its economy to the eu internal market were also
important goals. Finally, aligning Kosovo’s laws with those of the eu,
including setting higher environmental standards and improving vet-
erinary and food safety, was an ipa target.

Funds for Kosovo. 2008 donor conference In July 2008, the European
Commission organised a Donors’ Conference for Kosovo in Brussels.
The Commission and the eu Member States pledged nearly eur 800
million of the eur 1.2 billion total pledge. This funding paid for im-
portant reforms in Kosovo, including in the area of rule of law, public
administration, trade and other areas relevant to the Stabilisation and
Association Agreement.

The Protection of Minorities: Closing of refugee camps. The protection
of minorities and vulnerable groups was a critical issue for Kosovo. In
addition to Serbs, Kosovo also hosts Egyptian, Ashkali and Roma com-
munities. In 2010 ipa funded the relocation of some 148 refugee fami-
lies (about 600 people) from the lead contaminated camps where they
had been residing and provided them with alternative housing, infras-
tructure, water and electricity. ipa assistance also helped the families
concerned to become economically independent and start their own
businesses.

Implementing the Brussels Agreement: The eu-brokered 2013 Brussels
agreement between Serbia and Kosovo was a huge step towards nor-
malisation of relations.Through ipa programmes, the European Com-
mission supports the implementation of technical and political agree-
ments. With the help of ipa financing, for example, Kosovo’s civil reg-
istrywas reconstitutedwith the help of certified copies. ipa funded the
certification of Kosovo university diplomas, allowing Kosovo students
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to continue their studies or apply for jobs elsewhere. ipa is also funding
the construction of six permanent border/boundary crossing points in
the North, allowing for normal customs procedures.
ipa results and impact by sectors (European Commission, 2015):

• Kosovo made some fundamental progress in the justice sector,
most notably the rule of law.With ipa support, Kosovo reinforced
its justice system, built a high-security prison, and trained hun-
dreds of police officers. In 2011, Kosovo introduced a new Border
Management System that complies with European standards and
will regulate border crossings, vital in Kosovo’s fight against or-
ganised crime.

• Kosovo’s unemployment rate remains one of the highest in Eu-
rope. In 2013, a job and entrepreneurship training project was
completed, part of ipa’s effort to improve Kosovo’s economy,
trade and industry. Some 3500 young and disadvantaged peo-
ple received three to six months of training, after which half of
them found immediate employment. An ipa-funded rural grant
scheme has also delivered results. With relatively small grants,
dairy, meat, fruits and vegetable processing businesses were able
to expand their activities and align their business practices with
eu standards and quality control. In 2007, 2008 and 2009, thir-
teen businesses were supported, creating over 300 new jobs. In
2009, an ipa project successfully integrated different institutions
spread over several ministries into a single Food and Veterinary
Agency, allowing for the efficient and effective application of a
single set of food safety control standards.

• Public administration reform is high on the agenda in Kosovo. In
2010, Kosovo carried out its first population andhousing census in
three decades. The data allows it to engage in direct policy plan-
ning over the next decade. A project to establish the Qualifica-
tions Authority of Kosovo was completed in 2012, which should
allow for a better connection between vocational and university-
level education in technical subjects, opening up the possibility of
higher education for more people.

ipa ii: 2014–2020 and theMain Components Supported

The purpose of assistance under the Instrument for Pre-Accession As-
sistance (ipa i i) is to support the Enlargement policy of the Union
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which contributes to ensuring stability, security and prosperity in the
immediate neighbourhood of the Union.
General objective:The ipa ii supported candidate countries andpo-

tential candidates in adopting and implementing the political, institu-
tional, legal, administrative, social and economic reforms required by
thebeneficiaries to complywithUnionvaluesand toprogressively align
to Union rules, standards, policies and practices with a view to Union
membership.Through such support, ipa ii was expected to contribute
to stability, security and prosperity in the beneficiaries.
Specific objectives of ipa ii:

1. Support for political reforms;

2. Support for economic, social and territorial development, with a
view to a smart, sustainable and inclusive growth;

3. Strengthen the ability of the beneficiaries to fulfil the obligations
stemming from Union membership by supporting progressive
alignment with, and adoption, implementation and enforcement
of, the Union acquis, including preparation for management of
Union Structural Funds, the Cohesion Fund and the European
Agricultural Fund for Rural Development;

4. Strengthen regional integration and territorial cooperation in-
volving the ipa beneficiaries, Member States and, where appro-
priate, third countries within the scope of Regulation (eu) No
232/2014 (2014).

ipa ii beneficiaries, listed in Annex i of the ipa ii Regulation, were:
Albania, Bosnia and Herzegovina, North Macedonia, Kosovo, Mon-
tenegro, Serbia, and Turkey. Global budget of ipa i i is 11,9686 billion
euro in the mff 2014–2020 in 2011 prices. The revised (re)allocation
per country and Multi-country priorities were prepared in a new gen-
eration of Indicative strategy papers for each country in 2018 (Table
5.3, in current 2018 prices). Kosovo as ipa beneficiary received in total
602.1 mil eur for the ipa i i period and had the biggest level of ipa
support in gdp for 2017 (see Table 5.4 for details). According to the
ipa/pc indictor, Kosovo was in the second position with 338 euro per
capita of ipa support, after Montenegro.
Thematic priorities of ipa ii 2014–2020 were the following:

6 In total 11,9687 mil € in 2011 prices – Operational appropriations (11,359.7), administra-
tive support (328.7) and Executive Agency (5.6).
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table 5.3 ipa ii Indicative Allocation per Countries and Multi-Country Priorities

Country (1) (2) (3) (4) (5) (6) (7)

Albania 639.5 6.0 2.88 2.9 222 11,564 0.7

bih 552.1 5.1 3.51 3.6 157 16,042 0.5

North Macedonia 608.7 5.7 2.07 2.1 294 10,014 0.8

Kosovo 602.1 5.6 1.78 1.8 338 6,414 1.2

Montenegro 279.1 2.6 0.62 0.6 448 4,299 1.0

Serbia 1,539.1 14.3 7.04 7.2 219 39,183 0.5

Turkey 3,533.0 32.9 79.81 81.7 44 753,904 0.1

Multi-country 2,980.2 27.8

Total 10,733.8 100 97.72 100 110 841,420 0.2

notes Column headings are as follows: (1) total national ipa, 2014–2020, (2) per-
centage of total national ipa, (3) population (million), (4) population (percentage), (5)
total ipa ii per capita, (6) gdp 2017 (million eur), (7) ipa ii 2017 as percentage of
2017 gdp.

table 5.4 Multi Country Indicative Strategy Paper (Revised in 2018)

Indicative allocations Million eur %

A Horizontal support 964.1 32

taiex and Statistics 133.2 4

Advisory functions of international organisations 225.7 8

Civil Society and Media 120.5 4

Erasmus+ including the youth dimension 312.2 10

Horizontal measures 172.5 6

B Regional structures and networks 186.3 6

C Regional investment support 1,438.2 48

wbif, edif, ggf and other blending instruments 1,413.2 47

Regional Housing Programme 25.0 1

D Territorial co-operation 391.6 13

Total 2,980.2 100

notes Adapted from European Commission (2018c).

1. Compliance with the principle of good public administration and
economic governance.

2. Establishing and promoting from an early stage the proper func-
tioning of the institutions in order to secure the rule of law.
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3. Strengthening the capacities of civil society organisations and so-
cial partners’ organisations, including professional associations,

4. Investment in education, skills and lifelong learning.

5. Fostering employment and supporting labour mobility.

6. Promoting social inclusion and combating poverty.

7. Promoting sustainable transport and removing bottlenecks in key
network infrastructures

8. Improving the private-sector environment and competitiveness
of enterprises, including smart specialisation, as key drivers of
growth, job creation and cohesion.

9. Strengthening research, technological development and innova-
tion.

10. Contributing to the security and safety of food supply and the
maintenance of diversified and viable farming systems in vibrant
rural communities and the countryside.

11. Increasing the ability of the agri-food sector to cope with compet-
itive pressure and market forces as well as to progressively align
with the Union rules and standards, while pursuing economic, so-
cial and environmental goals in balanced territorial development
of rural areas.

12. Protecting and improving the quality of the environment, con-
tributing to the reduction of greenhouse gas emissions, increasing
resilience to climate change and promoting climate action gover-
nance and information.

13. Promoting reconciliation, peace-buildingandconfidence-building
measures.

Table 5.5 provides details of the resources allocated to each priority
area in Kosovo.
Due to the covid-19 outbreak, it was nownecessary tomodify some

of the ipa 2019 and ipa 2020 objectives as a result of the reorienta-
tion and reprogramming exercise of ipa funds with the objective to
help Kosovo address the social and economic fallout of the covid-19
crisis on the medium and long term. Instead the action ‘eu for Envi-
ronment’ in ipa 2019, two new actions are introduced instead as fol-
lows: ‘eu4 Resilience’ under Competitiveness and Innovation, Agri-
culture and Rural development and ‘eu4 Social protection following
the covid-19 crisis’ under Education, Employment and Social Poli-
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table 5.5 Indicative Allocations: Kosovo 2014–2020, National ipa per Policy Areas
and Sectors

Areas and sectors 2014–
2017

2018 2019 2020 2018–
2020

2014–
2020

Democracy and rule of law 168.52 24.20 29.90 40.90 95.0 263.52

1 Democracy and governance 113.92 8.20 24.4 22.9 55.5 122.12

2 Role of Law and fundamental
rights

54.60 16.00 5.5 18.0 39.5 70.60

Competitiveness and growth 132.35 76.50 69.00 60.80 206.3 338.65

3 Environment, climate change
and energy

48.50 51.50 22.00 21.80 95.3 143.80*

4 Transport

5 Competitiveness, innovation,
agriculture and rural develop-
ment**

54.85 9.00 37.50 23.00 69.5 124.35

6 Education, employment and
social policies

29.00 16.00 9.50 16.00 41.5 70.5

Total 300.87 100.70 98.90 101.70 301.30 602.10

notes *40%ofwhich climate change relevant. **The budget for the agriculture and
rural development programme is 50.1 mil eur. Adapted from European Commission
(2018b).

cies (38.3 mil eur). In the ipa 2020 a new action is also introduced:
‘eu4 small business recovery following the covid-19 crisis’ (2.2 mil
eur and 3 mil eur co-financing from the Budget).
The ipa structures are established in Ministry of European Integra-

tion (Officeof theNational ipa Coordinator– nipac), inMinistry of Fi-
nance (Department for European integration and policy coordination
– deipc) and small project implementationunits in lineministries. In
ipa ii generation.The ipa Committee as joint monitoring body of the
ec and Kosovo representatives was also established.
The key documents for programming ipa actions were: national

strategic documents and sector strategic documents as well as the In-
dicative Strategy paper for ipa and sector planning documents for
ipa priorities (Rule of Law, Fundamental Rights, Energy, Environment,
Agriculture, and Education, employment and social policies); the Eco-
nomic Reform Programme (as medium-term macroeconomic projec-
tion and structural reformprogramprepared in close cooperationwith
the Commission); and the ec Report and recommendations.
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TheManagementmodes implemented fordifferent ipa actionswere
the following:

1. Majority of actions were implemented by direct management
mode by the European Commission;

2. Indirect management with some international organisations was
used for a few actions (Council of Europe, International organi-
sation of migrations, undp, Swedish International Development
Cooperation Agency – sida; World Bank, Austrian Development
Agency, etc.);

3. Direct budget support, as specific model, was used for the imple-
mentation of the Public administration reform in ipa 2016 and for
the Public finance management strategy in ipa 2017;

4. For indirect management with the Beneficiary country mode it
was necessary to further strengthen the organisational and ad-
ministrative capacities within the Government.

The Government established the National Investment Committee
(nic) as the political forum throughwhichpriority investmentprojects
were prepared and financing plans for each of the steps related to the
specific projects from the Single Project Pipeline (spp) were discussed
and agreed. The first spp was finalized in 2015. Overall, there were 39
infrastructural projects with the total indicative budget of 2.35 billion
€ (13 projects in energy sector for an indicative total amount of 635 mil
€, 15 projects in environment sector for an indicative total amount of
526 mil €, 11 projects in transport sector for an indicative total amount
of 1.190 mil €). spp served as the main policy planning instrument for
the coordination of infrastructural investments in transport, energy,
and environment (Republic of Kosovo, 2015). The Government contin-
uously reviewed and expanded the spp with other sectors.
The eu Connectivity agenda and regional Western Balkans Invest-

ment Framework (wbif) supports important infrastructural projects
in transport sector.7

7 For the period 2015–2019 it was the following support: Orient/East-Med Corridor:
North Macedonia–Kosovo r10 Rail Interconnection, Fushë Kosovë to the border with
North Macedonia Section in Kosovo, eu grant 39.31, loan 94.15 mil; Orient/East-Med
Corridor: NorthMacedonia–Kosovo–Serbia r10 Rail Interconnection, Fushë Kosovë–
Mitrovica, the section in Kosovo. eu grant 17.59 mil €, grant 42.38 mil €; Orient/East-
Med Corridor: Kosovo r10 Rail Interconnection, eu grant 27.40mil €, loan 56.10 mil €.
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Kosovo had three cross-border programmeswithAlbania,Montene-
gro and North Macedonia. Municipalities, i.e. local self-government
units, local business associations, public utility companies and ngos
from the so-called eligible municipalities were the beneficiaries of
these programmes.
The Joint monitoring committee (decision making body in line with

defined thematic priorities of actions) and the Joint Technical Secre-
tariat (implementation of calls, selection of projects, monitoring, and
administrative support) were established for each of the cbc pro-
grammes.
Priorities for assistance for territorial cooperation:

1. Promoting employment, labour mobility and social and cultural
inclusion across borders;

2. Protecting the environment and promoting climate change adap-
tation and mitigation, risk prevention and management through;

3. Promoting sustainable transport and improvingpublic infrastruc-
tures;

4. Encouraging tourism and cultural and natural heritage;

5. Investing in youth, education and skills through;

6. Promoting local and regional governance and enhancing the plan-
ning and administrative capacity of local and regional authorities;

7. Enhancing competitiveness, the business environment and the
development of small and medium-sized enterprises, trade and
investment;

8. strengthening research, technological development, innovation
and information and communication technologies.

Lessons learned from ipa ii:

• ipa ii was highly relevant,8 in linewith national and eu priorities,
as well as donor funding (eu political priorities, National Devel-
opment Strategy, erps documents and their priority structural
reforms, saa implementation needs, etc.). There are numerous
good projects, specifically in the rule of law area, support to smes
and youth employment, and support to energy/environment sec-

8 ec, External evaluation of the Instrument for Pre-accession Assistance (ipa ii), Con-
sortium composed of Particip, Ecorys, ecdpm, Fiscus, Itad and opm, June 2017.
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tor (eu support for clear air for Kosovo).The ec support is grow-
ing.

• TheWesternBalkans Investment Framework (wbif) provided co-
financing and technical assistance to strategic investments in the
energy/energy efficiency, environment, social, and transport sec-
tors, and also supported private sector development initiatives.

• Territorial cooperation in the form of cross-border, transnational
and interregional cooperation programmes, favoured reconcilia-
tion and confidence building in the Western Balkans, overcom-
ing geographical barriers and legacies of the past, and developing
good neighbourly relations. There were numerous good projects
with North Macedonia, Montenegro and Albania.

• ipa i i was change oriented – the transition from country-based
allocations to performance-based allocationsand the introduc-
tion of performance reword mechanism shifted the paradigm of
beneficiaries to think more about the end results and impact,
rather than simply seeing ipa funding as earmarked financial en-
velopes of money that is to be spent through a tick-the-box exer-
cise.

• Administrative capacities of ipa structures – due to prevalence of
the direct managementmode, the nipac office in Kosovo played
a quite passive role on programming, implementation, monitor-
ing and reporting. External support was required for setting any
mrpf9 related structure in the country.Theadministrative capac-
ity of the nipac Office should be improved in order to become
more proactive and effective. Specific trainingmodules should be
addressed to specific officials andnecessary systems/tools should
be developed and used. Sector Lead Institutions responsibility
assigned within ipa i i should be completed and strengthened.
These institutions should be assigned the official mandate to co-
ordinate the relevant activities at all stages of ipa implementation
(programming, implementation, monitoring and reporting.

• Lack of ownership and ‘parallel world’ syndrome – when it comes
to the European integration (ei) issues, somehow there is a mis-
informed, but deeply embedded, impression within state institu-
tions that anything that is eu-related is the responsibility of Gov-

9 Monitoring, reporting and performance framework.
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ernment structures for eu integration. Such an approach creates
an environment characterized by the lack of ownership and com-
mitment to eu-related issues by other stakeholder, including at
local level.

• High staff turnover rate, lack of retention policy – the risk of loss
of institutional memory and qualified staff in line ministries and
small ei units in municipalities; frequent changes in the nipac
office, key positions; and political support for administrative ca-
pacity buildingwithin the ipa structures create preconditions for
indirect management model.

• Fragile national planning framework – ipa is not a magic stick
to solve all development problems, i.e. ipa is successful, as much
as national policies are. National Development Strategy and Eco-
nomic Reform Programmes – gradually improved the planning
process.

• Absence of empirical decision-making and structured processes
– further work needs to be done on creating stronger synergies
between all parts of the Government in the implementation of eu
funds (mei, mf, Cabinet of PrimeMinister, etc.), It is necessary to
develop legal documents that regulate the programming of ipa,
to include all stakeholders in ipa consultation process.

• Support co-financing issues for important stakeholders at local
level – it could be useful to established Municipal support fund
for pre-accession financing of donor projects based on the Law
on financing of local self-government, in order to support them
to overcome problems with advanced financing of some project
activities. The same should be introduced for ngos in order to
support them with co-financing of the eu funded projects.

ipa iii 2021–2027 and theMain Components to Be Supported

ipa ii i will continue to support the beneficiaries in adopting and im-
plementing key political, institutional, social and economic reforms to
complywith eu values and toprogressively align to the eu’s rules, stan-
dards andpolicies.Theallocation for the Instrument for Pre-Accession,
supportingbeneficiaries on their path to fulfilling theaccessioncriteria
in mff 2021–2027,will be eur 12,565million (in 2018prices) asdetailed
in Table 5.6.10

10 European Council conclusions, Brussels, 21 July 2020, euco 10/20. eur 12,565 billion
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table 5.6 Thematic Prorites of ipa ii i per ‘Windows’

(i) Rule of Law, fun-
damental rights
and democracy

(i i) Good gover-
nance, legal har-
monisation, strate-
gic communica-
tions and good
neighbourly rela-
tions

(i i i) Green agenda
and sustainable
connections

(iv) Competitive-
ness and inclusive
growth

(1) Judiciary
(2) Fight against
corruption
(3) Fight against
organised
crime/security
(4) Migration and
border manage-
ment
(5) Fundamental
rights
(6) Democracy
(7) Civil Society

(1) Good gover-
nance
(2) Administrative
capacities and legal
harmonisation
(3) Good neigh-
bourly relations
and reconciliations
(4) Strategic com-
munications,
surveillance, evalu-
ation and commu-
nication activities

(1) Environment
and climate actions
(2) Transport, dig-
ital economy and
society, energy

(1) Education, em-
ployment, social
protection and in-
clusive policy, and
health
(2) Private sec-
tor development,
Trade, Research
and Innovation
(3) Agriculture and
rural development
(4) Fishery

Continued on the next page

ipa i i i 2021–2027 will be continuity of ipa i i instrument. For the
period 2021–2027, the new instrument should allow for sufficient flexi-
bility to take into account evolving circumstances. Increased financial
flexibility could be achieved by strengthening possibilities for reallo-
cating funds within the instrument, in particular between and within
facilities. Establishing a reserve within ipa could be considered; this
would mean that a share of the total budget (e.g. 10%) could be kept
unallocated to cater for unforeseen needs (e.g. migration) provided the
carry over for commitments is allowed (EuropeanCommission, 2018a).
However, themost important novelty of ipa ii i is that financial allo-

cationswill not anymorebedoneon thebasis of national envelopes, but
on thepremises of ‘performance-based’ principle.Nofixedor indicative
national/geographical envelopeswill be established, although a princi-
ple of ‘fair share’ allocation for beneficiary countries will be integrated,
as well as a ‘performance-based principle.’ Performance will be part of

in 2018 prices of 14.5 billion eur in current prices – a significant increase compared
to the current mff amounts, which stand at €12.8 billion in current prices of 2020.
(https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_988).
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table 5.6 Continued from the previous page

Thematic priorities of ipa ii i: cross border cooperation

(1) Promoting employment, labour mobility and social and cultural inclusion
across borders
(2) Protecting the environment and promoting climate change adaptation and miti-
gation, risk prevention and management
(3) Promoting sustainable transport and improving public infrastructures by, inter
alia, reducing isolation through improved access to transport, digital networks and
services and investing in cross-border water, waste and energy systems and facili-
ties
(4) Promoting the digital economy and society by inter alia the deployment of digi-
tal connectivity, the development of e-Government services, digital trust and secu-
rity as well as digital skills and entrepreneurship
(5) Encouraging tourism and cultural and natural heritage
(6) Investing in youth, education and skills through, inter alia, developing and im-
plementing joint education, vocational training, training schemes and infrastruc-
ture supporting joint youth activities
(7) Promoting local and regional governance and enhancing the planning and ad-
ministrative capacity of local and regional authorities
(8) Enhancing competitiveness, the business environment and the development of
small and medium-sized enterprises, trade and investment through, inter alia, pro-
motion and support to entrepreneurship, in particular small and medium-sized en-
terprises, and development of local cross-bordermarkets and internationalisation
(9) Strengthening research, technological development, innovation and digital
technologies through, inter alia, promoting the sharing of human resources and fa-
cilities for research and technology development

the process of accessing to funds, which will be based on criteria such
as: project/programme maturity, absorption capacity, administrative
capacity, expected impact and progress on rule of law, fundamental
rights and governance. Therefore, no additional performance reward
mechanism will be needed.
Key performance indicators for ipa ii i:

1. Composite indicator11 on the readiness of enlargement countries
on fundamental areas of the political accession criteria (including
Democracy, Rule of Law (Judiciary, Fight against corruption and
Fight against organized crime) and Human Rights).

2. Readiness of enlargement countries on public administration re-
form.

11 The three composite indicators are elaborated by the EuropeanCommission on the ba-
sis of the reports onEnlargement,whichalsodraw frommultiple, independent sources.



104 Gordana Djurović

3. Composite indicator on the readiness of candidate countries and
potential candidates to the eu acquis.

4. Composite indicator on the readiness of candidate countries and
potential candidates on fundamental areas of the economic crite-
ria ( functioningmarket economy and competitiveness).

5. Public social security expenditure (percentage of gdp) or employ-
ment rate.

6. Digital gap between the beneficiaries and the eu average.

7. Distance to frontier score.

8. Energy intensity measured in terms of primary energy and gdp.

9. Greenhouse gas emissions reducedor avoided (Ktons co2eq)with
eu support.

10. Numberof cross-border cooperationprogrammesconcludedamong
ipa beneficiaries and ipa/eu ms.
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Introduction

This chapter is about the eu programmes on education and research
in Europe and inWestern Balkan countries. It will present:

• eu multiannual programmes of work;

• eu policy on education and education programmes;

• eu policy on research and research programmes;

• eu programmes in theWestern Balkans and Kosovo.

The basis for financing of eu programmes are multiannual pro-
grammes of work. The programme period 2014–2020 is now running
out while the programme period 2021–2027 is about to start. As re-
ported by European Commission (2020e; 2020d) and European Parlia-
ment (2020), the Multiannual Financial Framework (mff) for 2021–
2027 amounts to €1.074 trillion, and is combined with the temporary
recovery instrument, the Next Generation eu of €750 billion.The long-
termbudget for innovation, education and research 2021–2027 ismade
up of:

• Erasmus+ will have a budget of €30 billion for the 2021–2027 pro-
gramme. This is more than double the budget of the 2014–2020
period, which was €14.7 billion.

• Thenew eu research and innovation programmeHorizon Europe
will have abudget of around€95.5 billion for 2021–2027.This repre-

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.

ToKnowPress · 2020 · https://www.toknowpress.net/ISBN/978-83-65020-33-8/107-124.pdf
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sents a 30% increase vis-à-vis the current research and innovation
programme, Horizon 2020.

• More than 50%of the amountwill supportmodernisation through
policies that include research and innovation. Research and inno-
vation is an investment in our future and therefore put at the heart
of eu’s blueprint for smart, sustainable and inclusive growth and
jobs. The main programmes are: Horizon Europe, Just Transition
Fund,Digital Europe, Recovery andResilience Facility, resceu and
a new health programme eu4Health;

eu Education Policy and Programmes

Policy: European Education Area (eea) by 2025 and Digital

Education 2021–2027

The European policy cooperation framework for education and train-
ing (EuropeanUnion, 2020a; EuropeanCommission, 2020c, 2020i) sup-
ports Member States in their efforts to provide the best education and
training for their citizens. The focus of the eu framework for cooper-
ation beyond 2020 is on creating policies and initiatives in the follow-
ing areas: early childhood education and care, school policy, vocational
education and training, adult learning, higher education, international
cooperationandpolicydialogueonmultilingualism, educationandmi-
grants. The framework is based on the lifelong learning approach. It
therefore addresses outcomes fromearly childhood to adult vocational
and higher education, and is designed to cover learning in all contexts:
formal, non-formal and informal.
The eu sets out the framework for eu countries to exchange best

practices and learn from each other, with the aim of:

• Making lifelong learning and mobility a reality;

• Improving the quality and efficiency of education and training;

• Promoting equity, social cohesion and active citizenship;

• Enhancing creativity, innovation and entrepreneurship.

The framework is implemented through a variety of tools and in-
struments: Working Groups, Peer Learning Activities (plas), Peer Re-
views, The Annual Education and Training Monitor reports on Mem-
ber States’ progress towards achieving the Education and Training
objectives and benchmarks, consultation and cooperation activities
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with stakeholders, funding for policy support activities and innovative
projects through the Erasmus+ programme.
The European policy cooperation framework is presented and dis-

cussed in documents by European Commission (2017, 2020f, 2020h)
and daad Brussels (2020), mainly through two areas:

• European Education Area (eea) by 2025 and

• Digital Education Action Plan 2021–2027.

Creation of eea by 2025

The creation of eea by 2025 has its basis in 2017, during the meeting
at the Social Summit in Gothenburg. On 30 September 2020, the Eu-
ropean Commission presented its vision for the creation of an eea by
2025 and announced concrete measures to achieve it. This communi-
cation places education at the heart of the European Union’s economic
and social development and focus on:

• Quality. In addition, to improve teaching of basic knowledge and
transversal skills, mobility and cross-border cooperation is high-
lighted as amotor for improving the quality of education. Existing
obstacles to this must be removed. At the same time, the report
calls for mobility to be made more sustainable in future and to be
able to tackle digital challenges.

• Inclusion and gender equality. In the future Erasmus+ programme,
inclusion, equality and diversity will play a prominent role, for ex-
ample through new, more flexible mobility formats and support
measures. An increasingly diverse student landscape and the de-
mand for lifelong learning will be met by new teaching formats
such as micro-credentials. To this end, the Commission is plan-
ning a proposal for Council Recommendations in 2021. In higher
education, the main aim is to increase the number of women in
management positions.

• Green and digital transition.The transition to an environmentally
sound, sustainable and climate-neutral economy in Europe can
only succeedwith the development of necessary skills and aware-
ness raising through education. At the end of 2020, the Commis-
sion will launch a coalition ‘Education for Climate’ to promote
innovative projects and raise awareness in educational institu-
tions. In 2021, the Commissionwill present Council recommenda-
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tions on sustainability in education and develop a EuropeanCom-
petence Framework for environmental skills and competences.
TheAction Plan for Digital Education details themeasures to pre-
pare for the digital transformation.The eu education programme
Erasmus+ will become digital and greener. Virtual mobility is to
complement physical mobility, environment and digital are to be
treated as priorities in the cooperation projects and a sustainable
implementation of the projects as well as climate-friendly physi-
cal mobility is to be promoted.

• Teachers.Teachers are at the centre of a sustainable education sys-
tem.The profession should be upgraded. In this context, the Com-
mission also mentions the need tomake mobility an integral part
of teacher education and training. Under the new Erasmus+ pro-
gramme, the Commission plans to develop, from 2021 onwards, 25
‘Erasmus Teacher Academies,’ which will network teacher train-
ing institutions and their associations to exchange good practice
in initial and in-service training.

• Higher Education. Universities are described as central players in
the knowledge quadrangle: education, research, innovation and
society.The focus is on developing a policy framework that allows
unhinderedmobility and close cross-border cooperation between
universities (as in the European Universities Initiative), and that
promotes inclusion, digitalisation, sustainability and new teach-
ing formats such as micro-credentials. The Commission is cur-
rently working on a transformation agenda for universities, which
it will present in 2021. A public consultationwill be published later
this year. Other measures include support for the development of
higher education curricula in the field of technology and ict, the
development of a ‘European Degree’ and a quality assurance sys-
tem for newmodular study programmes and degrees, and a feasi-
bility study on aEuropean statute for alliances of higher education
institutions in Europe, such as the EuropeanUniversities.Mobility
will be further developed through the European student card, the
Erasmus+ appanda further development of the automaticmutual
recognition of credits.

• Geopolitical dimension. Together with the Member States, the Eu-
ropean Commission wants to set new targets for 2030 to achieve
the EuropeanEducationArea. For higher education, it is proposed
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to increase the proportion of 30–34 year olds with a university de-
gree to at least 50%.

Digital Education (2021–2027)

The Digital Education Action Plan (2021–2027) outlines the European
Commission’s vision for high-quality, inclusive and accessible digital
education in Europe. It is a call to action for stronger cooperation at
European level to:

• Learn from the covid-19 crisis, duringwhich technology is being
used at an unprecedented scale in education and training;

• Make education and training systems fit for the digital age.

The new Action Plan on Digital Education was built on the Digital
EducationPlan 2018–2020which had the following priority areas:mak-
ing better use of digital technology for teaching and learning, develop-
ing digital competencies and skills, improving education through bet-
ter data analysis and foresight.
The new Action plan has two strategic priorities:

• Fostering the development of a high-performingdigital education
ecosystem;

• Enhancing digital skills and competences for the digital transfor-
mation.

eu Education Programmes (Inside the eu and Cooperation

with eu Neighbouring Countries)

Roots of Programmes Inside the eu

The first eu exchange programmes was the comett Programme
for Industry-University links and exchanges (1987–1995). Other pro-
grammes: Socrates i (1994–1999) and Socrates i i (2000–2006) pro-
gramme, Lifelong Learning Programme (2007–2001), Erasmus+ 2014–
2020, Erasmus+ 2021–2027.
Cooperationwithnon-euMember States enhances the quality of ed-

ucation and training in the eu and beyond by promoting peer learning
and comparative analysis between national education systems world-
wide. It boosts innovation and job creation throughmobility, and offers
opportunities for staff and students to broaden their horizons through
participation in eu programmes.
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Europe’s universities have a strong record of internationalisation
(EuropeanCommission, 2020k).They have facilitated the development
of international curricula and joint degrees, fostered international re-
search and innovation projects, and supported the exchange of stu-
dents, staff and knowledge. This has all been made possible by the
Bologna Process, under which European countries have agreed to re-
structure their higher education systems to make cross-border coop-
eration more feasible and more effective.
The eu’s international policy dialogues with countries outside Eu-

rope, therefore, often draw on this expertise and the experience of the
need for internationalisation to go hand in hand with policy reform.
The first programme that supported cooperation with eu neighbour-
ing countries was the Tempus programme. The programme was ini-
tiated in 1990 to support balanced cooperation and improvement of
higher education in the eu Member States and Partner Countries. Re-
cent relevant programmes are of some components the Erasmus+ pro-
grammes with its international dimensions.

Erasmus+

Erasmus+ is the key programme on education (it supports activities in
the fields of education, training, youth and sport), and is managed by
the Education, Audio-visual and Culture Executive Agency (eacea).
The general objective of the Erasmus+ programme is ‘to support the
educational, professional and personal development of people in ed-
ucation, training, youth and sport, in Europe and beyond, thereby
contributing to sustainable growth, jobs and social cohesion and to
strengthening European identity.’ Three specific objectives of the pro-
gramme are: (1) to promote the learning mobility of individuals in the
field of education and training; (2) to promote non-formal learningmo-
bility and active participation among young people; and (3) to promote
the learning mobility of sports coaches and staff. In addition, the pro-
motion of cooperation, inclusion, excellence, creativity and innovation
is also one of the specific objectives targeting the three areas of activity
(European Commission, 2020g).
The Programme is made up of three so-called ‘Key Actions’ and two

additional ‘Actions.’

• Key action 1: Mobility. It supports mobility in the education, train-
ing and youth sectors and aims to bring long lasting benefits to
the participants and the organizations involved.
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• Key action 2: Cooperation. It makes it possible for organisations
from different participating countries to work together, to de-
velop, share and transferbest practices and innovative approaches
in the fields of education, training and youth.

• Key action 3: Policy. Supports actions aimed at stimulating inno-
vative policy development, policy dialogue and implementation,
and the exchange of knowledge in the fields of education, training
and youth.

• Action: Jean Monnet. Jean Monnet Activities are designed to pro-
mote excellence in teaching and research in the field of European
Union studies worldwide. The activities also foster the dialogue
between the academic world and policy-makers, in particular
with the aim of enhancing governance of eu policies.

• Action: Sport. Programme aims to support European partnerships
on grassroots sport in order to pursue different activities. The
most important: tackle cross-border threats to the integrity of
sport; promote and support good governance in sport and dual
careers of athletes; promote voluntary activities in sport, together
with social inclusion, equal opportunities and awareness of the
importance of health-enhancing physical activity, through in-
creased participation in, and equal access to sport for all.

Erasmus 2021–2027

The focus of the new programme is on being inclusive and on doing
more to reach young people with limited opportunities.The same am-
bition is reflected in the 2025 vision for a European Education Area,
which calls for the number of participants to be doubled and for efforts
to be made to reach out to learners from disadvantaged backgrounds.
The budget for 2021–2027 is €30 billion, while Erasmus+ 2014–2020 had
a budget of €14.7 billion.

eu Research Policy and Programmes

Policy:The European Research Area (era)

TheEuropean Commission launched the era in 2000, with the idea of
developing attractive opportunities for researchers within Europe. To-
day, era is at the heart of the eu innovation agenda of the 2021–2027
Strategy and of the Innovation Union (iu) where it can help contribute
to growth and jobs. It is the ambition to create a single, borderlessmar-
ket for research, innovation and technology across the eu.
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Over the past 20 years, era has seenmajor achievements (European
Commission, 2020a):

• Thework of the European Strategy ForumonResearch Infrastruc-
tures (esfri) resulted in the development of plans for 55 Euro-
pean Research Infrastructures, of which 37 have already been im-
plemented, across all fields of science,mobilising close to eur 20
billion in investments.

• Jointly addressing common challenges through coordination and
pooling of resources has resulted inmore than eur 7 billion of na-
tional investments in joint research programmes since 2004, with
current annual joint spending of eur 800 million.

• Significant progress has been made in removing the geograph-
ical barriers to researchers’ mobility and the fragmentation of
research careers in Europe, driven by the European Charter for
Researchers and a Code of Conduct for the Recruitment of Re-
searchers already adopted by 1242 organisations. 2 In addition,
the euraxess 3 initiative supports researcher mobility and ca-
reer development by delivering information and support services
to professional researchers.

• The era has enhanced access to open, free of charge, re-usable
scientific information through the Open Science Initiative 4 and
the recently launched European Open Science Cloud (eosc) cre-
ating a cloud area for research data in Europe allowing for better
science through open and collaborative knowledge sharing.

Nowadays, we simply cannot imagine the eu without research coop-
eration among itsMember States, its research institutions, researchers
and industry. This cooperation grows by the day and has over the
decades evolved into a wide spectrum of areas where basic research
and innovation activities are intertwined and feed into entrepreneur-
ship, industry, thereby representing an important cornerstone in the
eu’s economic strength and global competitiveness. Legal basis of
research cooperation in Europe can now be found in Articles 179 to
190 the Treaty on the Functioning of the European Union. The Lisbon
Treaty thereby recognised research, alongside space, as a shared com-
petence between the eu andMember States, andmade the completion
of theEuropeanResearchArea (era) a requirement (ConsolidatedVer-
sions of the Treaty on the European Union and Consolidated Version
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of the Treaty on the Functioning of the European Union, 2016). era
is expected to importantly contribute to growth and jobs in Europe.
It is composed of research and development activities, programmes
and policies, which all include a strong transnational angle. In addi-
tion, era encourages the national research centres to be more open
to each other and the world, supports more inter-connectedness and
interoperability.
Traditionally, national research systems tend to be inward oriented

as Member States in the past wished to protect their research findings
and commercial innovations. However, with the high level of European
integration and the common eu market, changing such practices and
coupling them with more inter-European cooperation could lead to
important improvements in eu’s economic growth as well as its com-
petitiveness at the global scale. Allowing ideas to circulate among eu
Member States gives them more potential to be successfully followed
up and followed through, as well as a higher likeliness that they turn
into a commercial innovation. Furthermore, opening our minds and
borders to circulation of researchers allows the brightest minds of the
whole of Europe to work together solving global challenges. era is de-
fined by the Lisbon Treaty and the European Council as ‘a unified re-
search area open to the world based on the Internal Market, in which
researchers, scientific knowledge and technology circulate freely and
throughwhich theUnion and itsMember States strengthen their scien-
tific and technological bases, their competitiveness and their capacity
to collectively address grand challenges’ (Majcen & Trunk Širca, 2020).
As part of the eu response to the coronavirus pandemic, the Com-

mission introduced the eravscorona Action Plan in April 2020. Build-
ing on the overall objectives and tools of the European Research Area,
the action plan is a working document developed jointly by the Com-
mission and national governments. It covers short-term actions based
on close coordination, cooperation, data sharing and shared funding
efforts (European Commission, 2020j).

New Challenges for r&i Policy

Europe is currently facing deep societal, ecological and economic chal-
lenges, aggravated by the coronavirus crisis. Delivering on Europe’s re-
covery is a pressing priority, while the green and digital transitions
(twin transition) are more important than ever.
The newEuropean ResearchArea, from 2021 on (European Commis-
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sion, 2020b) is building on Europe’s innovation leadership and scien-
tific excellence; it aims to incentivise better coordination and cooper-
ation among the eu, its Member States and the private sector, leading
to more investment in research and innovation, and strengthening the
mobility of researchers, their expertise, and the flow of knowledge.The
era (2021–2027) defines four strategic objectives:

• Prioritise investments and reforms in research and innovation to-
wards the green and digital transition, to support Europe’s recov-
ery and increase competitiveness.

• Improve access to excellent facilities and infrastructures for re-
searchers across the eu.

• Transfer results to the economy to boost business investments
and market uptake of research output, as well as foster eu com-
petitiveness and leadership in the global technological setting.

• Strengthenmobility of researchers and free flowof knowledge and
technology, through greater cooperation among Member States,
to ensure that everyone benefits from research and its results.

The eu will work towards accomplishing the above strategic objec-
tives, in close cooperation with the Member States, through 14 actions
that are linked to each other and will be instrumental in realising the
European Research Area:

1. Reaffirm the target of 3%of gdp on eu research anddevelopment
investment and propose a new eu 1.25% gdp public effort target
to be achieved by Member States by 2030.

2. Support Member States in the coordination and prioritisation of
national research and innovation funding and reforms through an
era Forum forTransition.Voluntarily commit 5%ofnational pub-
lic research and development investments to joint programmes
and European partnerships by 2030.

3. Support Member States that are below the eu average level of re-
search and innovation investments to increase their investment
by 50% in the next 5 years.

4. Support Member States that have lower performance in training
their researchers to access and develop excellence and increase
their number of highly citedpublicationsbyone-third over 5 years.

5. Develop common industrial technology roadmaps to maximise
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innovation in strategic areas likeArtificial Intelligence, circular in-
dustries and resilient health industries.

6. Develop and test a networking framework in support of Europe’s
research and innovation ecosystems, building on existing capac-
ities, to strengthen excellence and maximise the value of knowl-
edge creation, circulation and use.

7. Update and develop guiding principles for creating value from
knowledge and a code of practice for the smart use of intellectual
property.

8. Deliver a toolbox of measures to support researchers’ careers,
through a mobility scheme, trainings and more, in order to make
Europe more attractive for talent.

9. Launch a platform of peer-reviewed open access publishing and
incentivise open science practices by improving the research as-
sessment system.

10. Support the creation of world-class research infrastructures and
establish an updated governance structure for research and tech-
nological infrastructures.

11. Develop a roadmap of actions for creating synergies between
higher education and research, notably building on the dual role
of universities.

12. Develop concrete plans with Member States to promote gender
equality, aswell as diversity and inclusiveness, in science, research
and innovation.

13. Organise citizen science campaigns andhackathons to engage cit-
izens, especially young people, In science and innovation.

14. Develop with Member States a new approach to set and imple-
ment strategic priorities for the European Research Area, through
a Pact for Research and Innovation in Europe

eu Programmes on Research and Horizon Europe

The eu’s long-term budget for 2021–2027, the large-scale recovery plan
‘Next Generation eu’ will lay the foundations of a modern and more
sustainable Europe, while promoting an inclusive recovery and social
fairness. Research and innovation provide new knowledge and innova-
tive solutions to overcome our societal, ecological and economic chal-
lenges. Horizon Europe helps researchers and top class innovators to
develop and deploy their ideas. It supports excellent science by team-
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table 6.1 Three Pillars for the Implementation of Horizon Europe

Excellent Science Global Challenges
and European Industrial
Competitiveness

Innovative Europe

European Research
Council

Maria Skłodowska-Curie
Actions

Research Infrastructures

Clusters: Health; Culture,
creativity, and inclusive
society; Civil security for
society; Digital, industry,
and space; Climate, en-
ergy, and mobility; Food,
bioeconomy, natural re-
sources, and environment.

Joint Research Centre

European Innovative
Council

European Innovation
Ecosystems

European Institute
of Innovation and
Technology.

Widening Participation and Strengthening the European Research Area

Widening Participation and Spreading
Excellence

Reforming and Enhancing the European
r&i System

notes Adapted from European Union (2020b).

ing up the best talent and equipping themwith world-class infrastruc-
tures.Moreover, it supports breakthrough innovations andhelps to cre-
ate new services and markets.
Horizon Europe 2021–2027 (European Union, 2020b) is the world’s

largest research and innovation programme, and the key instrument
of the Union for supporting research and innovation. It builds on Hori-
zon 2020 (2014–2020) by tapping the innovation potential of eu mem-
ber states and associated countrieswithmore specific targeted actions
funding projects for both public and private sector organizations. It is
seen as a mean to drive economic growth and create jobs.

• Horizon Europe will finance thousands of research and innova-
tionprojects every yearup to 2027 in all thematic areas suchas, cli-
mate change, transport, health, agriculture, energy efficiency the
humanities and many others. The key vision is to transfer more
practically applicable innovative solution to benefit society and
introduce new products and services to the market.

• HorizonEuropewill haveabudget of around€95.5billion for 2021–
2027 which is 30% more than Horizon 2020. The first Horizon Eu-
rope Strategic Plan will define the strategic orientations for our
research and innovation investments over the period 2021–2024.
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Horizon Europe, compared to Horizon 2020, foresees more and bet-
ter collaboration with other eu financial instruments, namely the eu
Cohesion Policy, the new European Defence Fund (€13 billion, €4.1 bil-
lion of whichwill be devoted to defence research), the international fu-
sion energyproject (iter), Digital EuropeProgrammeandConnecting
Europe Facility Digital. The implementation is foreseen through three
pillars (see Table 6.1):

• Pillar 1: Excellent science;

• Pillar 2: Global challenges and European industrial competitive-
ness;

• Pillar 3: Innovative Europe;

eu Programmes inWestern Balkan and Kosovo

The European Union has long supported its partners in the Western
Balkans (wb) on their respective integration paths. Direct participa-
tion in eu programmes such as Erasmus+, Horizon 2020, Creative Eu-
rope, cosme, and Interreg, help the Western Balkans partners boost
their development by creating opportunities for young people and re-
searchers (European Commission, 2020l).

Policy Background. The wb consists of Albania, Bosnia and Herze-
govina, North Macedonia, Montenegro, Kosovo and Serbia (European
Commission, 2020l). All have a perspective to accede to the eu and
hence are called ‘enlargement countries.’ A European Council meeting
in 2003 adopted theThessaloniki agenda for theWestern Balkans.

• The eu’s enlargement policy (European Commission, 2015, 2016)
underlines the necessity to invest in peace, security and stability.
It stresses that an accession process offering a credible prospect
of eu membership is vital to enhance the resilience of countries
in theWestern Balkans (European Union, 2016) and to spur trans-
formation in these countries.

• As of 2016, the innovation dimension was added to the structural
reform agenda of the national Economic Reform Programmes (as
of 2015, all candidate countries and potential candidates submit
annual Economic Reform Programmes (erps) that mimic the
European Semester process). These programmes contain a struc-
tural reform agenda to boost competitiveness and improve con-
ditions for growth and job creation.
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Serbia 43%
Bosnia and Herzegovina 22%

Albania 18%
Kosovo 10%

Montenegro 7%

figure 6.1 Percentage of Mobilities in Western Balkan Countries
(adapted from European Commission, 2019)

• The Western Balkans Regional r&d Strategy for Innovation study
(World Bank, 2013) claims that unleashing the Western Balkans’
innovative potential would generate important economic gains
(e.g. investing 3% of gdp into research and innovation will gen-
erate a 6% increase of gdp and a 13% increase in exports).

Below we will present key information about participation of wb
countries (wbcs) in:

• Erasmus+, the largest programme for education, and

• Horizon 2020 the largest multinational programme dedicated to
research and innovation.

wb Countries in Erasmus+ (2014–2020)

All the wbcs haveprevious experience since thebeginningof the 1990s
in the framework of tempus programmeand the experience gathered
through this programme created the human capacity for similar pro-
grammes. Tempus programme (2007–2013) now as Erasmus+ (2014–
2020) have played a significant role for ‘regional research excellence,’
also with regard to equipment.
Statistics on eu-Western Balkan cooperation through Erasmus+

(European Commission, 2019) include data fromMontenegro, Kosovo,
Albania, Bosnia andHerzegovina, Serbia but no data fromNorthMace-
donia (see Figure 6.1).

Mobility. Student and staffmobility betweenWestern Balkans and Eu-
rope 2015–2018:

• 17,081 mobility fromWestern Balkan to eu;

• 10,026 mobility from eu toWestern Balkan.

ErasmusMundus JointMasterDegrees. From2014 to 2018, 8 institutions
from the Western Balkans were involved in seven of the 153 selected
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emjmds. The country with highest participation was Serbia involved
with four institutions in five of the selected projects. The rest of the
countries in the region participated with one university each.

Capacity Building in Higher Education. Between 2014–2018 institutions
from theWestern Balkans took part on 504 occasions in 68 projects for
the region: Serbia (40%), Bosnia andHerzegovina (24%), Albania (15%),
Kosovo (12%), Montenegro (9%).

Jean Monnet Activities. Out of 1,218 successful applications worldwide
between 2014 and 2018, 24 are from the Western Balkans, managed by
institutions from Bosnia & Herzegovina, Serbia, Montenegro and Al-
bania. They comprise 17 Chairs, Modules and Centres of Excellence, 5
Networks and 2 Support to Associations projects.

wb Countries in Horizon 2020

Some milestones of West Balkan cooperation in science and technol-
ogy: in 2006was launched SteeringPlatform, onResearch for theWest-
ern, Balkan countries, 2013 was adopted Western Balkans Regional
r&d Strategy for Innovation (European Commission, 2019)
All Western Balkans (except Kosovo) are fully associated to the Eu-

ropean Union’s Horizon 2020 Framework Programme for Research
and Innovation. Kosovo is participating in the programme as a non-
associated third country.
Key facts on participation of Western Balkan countries in Horizon

2020:

• Funding of Western Balkan research projects has tripled since
2014 to 2020;

• Participation of Western Balkan researchers has increased by 50
% since 2016;

• 339 researchers fromWestern Balkan countries involved In Marie
Skłodowska-Curie actions;

• In wbcs €169.9 millions of eu contribution were allocated. Ab-
sorption of founds per country: Serbia (79%), North Macedonia
(8.2%), Bosnia and Herzegovina (5.6%), Albania (3%), Montenegro
(2.5%), Kosovo (1.7%).

Data of participation in Horizont 2020 from 2014–2020 (European
Commission, 2020l) show that Kosovo has the lowest level of absorp-
tion of funds under theHorizon 2020program,which represents a pure
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scientific researchprogram.Thismeans thatKosovo’s researchers need
significant financial support in order to be qualified and to participate
in deep exchange of experiences between regional and European sci-
entific researchers

The Western Balkans Agenda on Innovation, Research, Education, Cul-
ture, Youth and Sport (wbc-rti.info, 2020) outlines a comprehensive,
long-term strategy for cooperation with the Western Balkans. It will
contribute to the economic development and regional cooperation
in the Western Balkans alongside the overall eu support for a rapid
restart of the region’s economy.The Commission has launched an am-
bitious Economic and Investment Plan for the region proposing tomo-
bilise up to eur 9 billion of ipa ii i funding for the period 2021–2027.
Including a newWestern Balkans Guarantee facility, with the ambition
to potentially raise investments of up to eur 20 billion (ipa i bud-
get for the six Western Balkan countries amounted to €5.3 billion for
the period 2007–2013, ipa ii instrument forWestern Balkan countries
amounted to €6.9 billion the period 2014–2020).This is complemented
by the European Commission’s proposal on vocational education and
training for sustainable competitiveness, social fairness and resilience
as well as the New European Skills Agenda3 as well as the European
Pillar of Social Rights (wbc-rti.info, 2020).
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Introduction

Eleven Central and South-Eastern European Countries (cseec)1 –
three Baltic States, six Central European countries previously in ussr
orbit, two successor states of the former Yugoslavia – became new
member states (nms) of the European Union during three waves of
membership (2004, 2007, 2013). Five of them have already joined the
Eurozone,2 the rest are expected to join in the near future. The coun-
tries of theWesternBalkans,3 for their part, are on thewaiting list,most
of them having submitted their request to open negotiations for their
future membership of the European Union.
The nms joined the eu afterhaving suffered three successive shocks.

These were a systemic shock with the collapse of communism, an eco-
nomic shock with the adoption of macroeconomic and structural ad-
justment measures to face the new market environment, and finally
an institutional shock in order to meet the strict and restrictive con-
ditions for becoming a member of the European Union: the ability to
withstand competition from other Member States and respect for the
‘acquis communautaire.’

1 Estonia, Hungary, Poland, Czech Republic, Slovakia, Slovenia (in 2004), Bulgaria, Ro-
mania (in 2007), Croatia (in 2013). Mention should be made of the presence of a ‘stow-
away,’ the former gdr, which was quickly integrated, at a very high cost, into the Fed-
eral Republic after the fall of the wall.

2 Estonia, Latvia, Lithuania, Slovakia, Slovenia.
3 Albania, Bosnia and Herzegovina, Kosovo, North Macedonia, Montenegro, Serbia.

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.

ToKnowPress · 2020 · https://www.toknowpress.net/ISBN/978-83-65020-33-8/125-138.pdf



126 Xavier Richet

The transformation process, which is short in time, was particu-
larly difficult, violent, especially at the very beginning. Most of these
economies have resorted to shock therapy – ‘The Washington Con-
sensus’ – under pressures of the European Union, major international
institutions (imf, World Bank and ebrd) and the large multinational
firms that are there, implanted. Multinational corporations, the ‘sur-
prise guests,’ via foreign direct investment (fdi), have played, with
the European structural and cohesion funds, a determining role in the
transformation of these economies, their lasting attachment to the Eu-
ropean Union. The transformation of these economies represented a
particularly difficult challenge for these formerly ‘dependent socialist,’
mostly Soviet type economies of the for the most part, self-managed
and open economies ( former Yugoslavia) or self-sufficient economies
(Albania). When it comes to the transformation and redistribution of
property, cseecs leaders have oscillated between fairness and ef-
ficiency with a slider that has often shifted over political majorities.
The liberal majorities favoured policies accelerating the movement of
privatization. The socialist (ex-communist) majorities sought to curb
them in order to continue to exercise control over the assets from a
clientelist rather than a social perspective. Systemic constraints (eu
membership), the rapid and growing arrival of fdi have accelerated
adjustments, the reorientation of trade, and increased their competi-
tiveness.
fdi has greatly contributed to integrating these economies through

their massive investments in manufacturing, financial, distribution
and infrastructure sectors. Several countries in the region, notably the
four countries of theVisegrad group (CzechRepublic, Hungary, Poland,
and Slovakia) quickly became the hinterlands ofGermany and the large
Western neighbouring countries.
The transformation policies applied have left no space for alternative

forms of control and management of public firms. With the exception
of a few monopolies (in energy and telecommunications) which have
not been affected,most large firmswith growth potential have been ab-
sorbed by foreign buyers, some dismembered or even liquidated.These
fdi flows have fostered a close industrial network with the eu-15,4

which canbemeasured by the specialization aswell as the value-added
content of exports from the countries of the region, particularly to the

4 Now eu-14, with the departure of the United Kingdom.
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Area/Contry (1) (2) (3)

Euro Area nms

1 Slovenia 2.1 29 933 82.4

2 Slovakia 5.4 29 224 89.4

3 Estonia 1.3 28 095 77.3

4 Latvia 2.0 23 095 65.3

5 Lithuania 2.9 27 904 76.8

Non-Euro Area nms

6 Czech Republic 10.6 31 353 86.3

7 Hungary 9.8 25 654 70.6

8 Poland 38.4 26 051 71.7

9 Bulgaria 7.1 17 794 49.0

10 Romania 19.7 21 608 59.5

11 Croatia 4.2 21 547 59.3

Western Balkans

12 Albania 2.9 11 359 31.3

13 North Macedonia 2.1 13 055 35.9

14 Montenegro 0.6 15 725 43.3

15 Serbia 7.1 13 723 37.8

16 b&h 3.5 11 327 31.2

17 Kosovo 1.8 9 332 25.7

notes Column headings are as follows:
(1) population (million), (2) real gdp per
capita (ppp, usd, 2016), (3) real gdp per
capita, percentage of eu-28 (2016).

figure 7.1 Market Size of cseec

eu-15 (Jirasavetakul & Rahman, 2018).The study of the recent develop-
ment of capitalism in the region has fuelled many theoretical debates
concerning its varieties, the degree of dependence of these new for-
mations around the typology of liberalmarket economies, coordinated
market economies (Ban, 2013; Delteil, 2018). King (2007) introduced a
distinction between liberal post-communist dependent capitalism ap-
plied in almost all of the countries of Central Europe and patrimonial
capitalism (whichmay derive from then towards prebendalism) imple-
mented in Russia, Ukraine and Central Asia with, which is new, devel-
opment attempts in Hungary (Magyar, 2016; Scheiring 2018).
Thecapitalism introduced in the region is, inour eyes, liberal through
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the form of privatization, governance, institutions, it is also an im-
ported capitalism (Szélenyi 2015). In these countries, capitalist tradi-
tions never really existed. Where they existed (Bohemia), they were
eradicated by the communist power when it was established in the
region. These economies have thus become hierarchically dependent
market economies considering the weight of the multinational firms
operating there. Today, according toNolke andVliegenhart (2009), they
form an institutional hybrid (dependent market economy) whose spe-
cific comparative advantage is not based on radical or incremental
innovations but rather on the construction of assembly platforms for
semi-standardized industrial goods (Ban, 2013).
Through their presence, multinational firms play a major role in

terms of control, organization, skills and links with the markets (King,
2007).We canmeasure the dependence of the economies of central and
south-eastern Europe quantitatively by recalling a few indicators such
as the level, amount, content and sectoral destinationof fdi, control of
the main manufacturing and financial firms, and the net investments
to gdp ratio. To these, we may add the direction and content of trade,
the differences between levels of research and development expendi-
ture with the country of origin of investors, migratory movements of
skilled labour, and finally the degree of resulting hierarchy in the rela-
tions betweenparent firms, order givers, anddomestic, order receiving,
firms.

Towards theMarket and the eu: Structural
and Institutional Changes

What type of capitalism should have been introduced as a result of
these political changes? Ivan Szelényi (2015), followingKing (2007), dis-
tinguishes three modes of development of capitalism that appeared
during the years of 1980s and 1990s among thepost-socialist economies
of Europe and Asia: imported capitalism (Eastern Europe), capitalism
from above (Russia, Central Asia), capitalism from below (China). In
Russia, the introduction of capitalism took place from above via the
constitution of a patrimonial-type capitalism via redistribution within
a small elite (the oligarchs).
The patrimonial type of capitalism is characterized by the appropri-

ation of goods and their possible redistribution (prebendalism) by an
authority (a person, an institution). This form of redistribution char-
acterized Russian privatizations through which the beneficiaries, the
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oligarchs, (the red barons5) seized opportunities to appropriate assets
often at a lowprice. In China, the reformand opening upof the socialist
system carried out in the 1980s led to a mixed system with, on the one
hand, state sector firms remaining in the hands of the central govern-
ment and, on the other, the massive entry of private operators via the
lowering of entry barriers. The whole is indirectly regulated by mone-
tary and budgetary instruments as well as by various interventions of
the centre (credit policy, various industrial policies, distribution of sub-
sidies). This type of capitalism remains subject to the political power
which can push for the development of a dynamic private sector, then
puncture it, constrain it (access to finance and tomarkets), or even dis-
member and destroy certain firms that it has itself helped to emerge.
In Eastern Europe, the importedmodel was that ofWestern capitalism,
especially its liberal variant. Its establishment alsomet the hopes of the
populations of the region, who saw in it the pledge of a prosperous fu-
ture, moving them definitively away from the shortage socialist model.
The transformation that has taken place in the economies of the re-

gion has been articulated around four axes (Richet 1992):

• Macroeconomic stabilization in order to curb inflation and con-
trol public and external deficits;

• Creation and development of new market institutions hitherto
non-existent or limited (financial and banking system, competi-
tion law and protection of property);

• Reintegration into the world economy (openness, exchange sys-
tem and currency convertibility);

• Privatization and restructuring of companies and the entry of new
domestic and foreign companies.

We can guess the importance of the structural reforms to be accom-
plished by these economies whose specializations and industrial orga-
nization were deeply marked by the imprint of Soviet-type industrial-
ization. There was also the question of the managerial elites available
capable of managing companies in this ‘capitalism without capitalists’
(Eyal et al., 1998), following the sale, the distribution of assets by dif-
ferent means, employees of companies, citizens, national and foreign
buyers (companies, investment funds) often difficult to assess.

5 In reference to the American robber barons, the great figures of capitalismwho, in the
19th century, made their fortunes by robbing the state.
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table 7.1 Varieties of Capitalism in in cesecs, Russia and China

Country/
Region

Mode of in-
troduction

Type of capitalism Main features Role of foreign
capital

cseec From the
outside

Liberal ‘Illiberal’ for some
(Poland, Hun-
gary): obstacles to
justice, infringe-
ment of press free-
dom; multi-party
kleptocracies
(Western Balkans)

Determinant in
the shaping of
capitalism, in re-
structuring, con-
trol and gover-
nance of compa-
nies, in the ori-
entation of ex-
changes, in the
specialization of
firms

Russia,
Central
Asia

From
above

Political capital-
ism Patrimonial
evolving towards
prebendalism (Pu-
tinian redistribu-
tion) A rent econ-
omy that is strug-
gling to emanci-
pate itself from
Dutch disease
(weight of the en-
ergy sector)

Illiberal, ‘man-
aged democracy’;
Multi-party klep-
tocracies

Weak, controlled,
discontinuity, up-
set entries

China From be-
low

Political and hy-
brid capitalism:*
cohabitation of
state, private,
foreign (100%),
joint (jv), pri-
vate companies.
Half-market, half-
administered reg-
ulation

Illiberal, totali-
tarian. Western-
style democ-
racy has never
been the order
of the day Anti-
occidentalism
Claims. Perenni-
ality of the Party-
State on the econ-
omy, society

Determining in
the development
of several sec-
tors, technologi-
cal catch-up; con-
trolled ( forced
transfer of tech-
nology, participa-
tion in r&d ef-
forts); privileged
state sector firms
(access to financ-
ing)

notes *On the definition of political capitalism, cf. BrankoMilanovic (2019): ‘Com-
munism is a social systemwhich allowed backward and colonized societies to abolish
feudalism, to regain economic and political independence and to build an indigenous
capitalism,’ that is to say the combination of a ‘social and national revolution’ inThird
World countries. Adapted and developed from Ivan Szélenyi (2015).
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We have thus moved from an administered economic system (cen-
tral fixing of prices and quantities, inputs and recipients of the output)
to amarket economy systemmade up of private firmsnowoperating in
anopencompetitive environment. But, in theprocess, the economyhas
avoided what has been the strength of capitalism over time during its
historical trajectory: entrepreneurial capitalism, managerial then in-
stitutional capitalism and now financialized capitalism. A more open
system, the Yugoslavmodelwas also constrained by its republican frag-
mentationandby the control exercisedby thenational communist par-
ties.
The deprivations practiced in the cseec favoured either a partic-

ular mode or simultaneously resorted to several modes. The choice of
one method of privatization over another was not neutral: it aimed, in
one case, to constitute ‘popular capitalism’ (Czech Republic) by return-
ing to the population what had been nationalized in the name of peo-
ple in the old socialist system. It also sought to perpetuate industrial
flagships, even if it meant selling them to foreign buyers in return for
commitments concerning the maintenance of employment, the asso-
ciation of localmanagement with themanagement of privatized firms.
Theparticipationof foreignfirms, largely fromtheEuropeanUnion, has
strongly contributed to reshaping the industrial landscape of the re-
gion.This has been done by creating regional value chains, developing
sectors that were hitherto non-existent, developing ex-nihilo the bank-
ing and financial sectors in return for a strong dependence in terms of
the share of fdi in the gdp and control of assets, especially financial
assets.

Foreign Direct Investment: An Instrument
of Specialization and Dependence

fdi in the region has largely come from the European economies (eu-
15) atmore than 70%,more particularly from the closest countries (Ger-
many, Austria) and the most important ones (Germany, France, Great
Britain).The absorption capacities of these economies have not dimin-
ished over time even if some countries have become formally more re-
luctant to welcome fdi (Poland, Hungary). The role of fdi is seen
there as an instrument that helps to perpetuate the status of semi-
peripheral development of the region (Gal & Schmidt, 2017).
On the other hand, in theWesternBalkans, fdi represents awindfall

to allow the adjustment of economies still toomarked by their previous
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Bulgaria 83.3
Estonia 83.3
Hungary 61.0
Czechia 58.3
Croatia 52.7
Latvia 50.0

Slovakia 44.4
Poland 38.8

Romania 38.8
Lithuania 33.3
Slovenia 29.1

Montenegro 111.2
Serbia 67.6

N. Macedonia 45.8
b&h 41.5

Albania 41.5

figure 7.2 fdi Stock in NewMember States of the eu andWestern Balkans
(adapted from Jirasavetakul & Rahman, 2018)

specializations, by narrow markets, by still high levels of risk (Estrin &
Uvalic, 2014) even if the volumes are still relatively low compared to the
nms due to the fragmentation and narrow markets. fdi outside the
eu-15 in the region comes from two sources, North America, notably
through us branches in Europe and Asia (Japan, South Korea).
In turn, Asian firms, mainly from China, are investing in the region

to develop services, telecommunications, basic industries, energy (nu-
clear, thermal). Chinese firmsare investing in the automobile construc-
tion sector: assembly in Bulgaria (no follow-up since the bankruptcy of
the joint venture), construction of electric batteries (Serbia, Croatia).
This strategy can be seen as the start of building value chains in the re-
gion that can later serve as a starting point to reach more mature eu
markets. Chinese firms are more in search of service provision (con-
struction of highways, ports, refurbishment of nuclear power plants,
construction of thermal power plants). As for acquisitions, they target
firms in declining sectors such as chemicals iron and steel industries,
in Hungary and in Serbia, which have never been brought up to stan-
dard. Green field investments, generally creating jobs, are almost non-
existent. The creation of Chinese banks in Hungary and Serbia should
facilitate the assembly and financing of projects within the framework
of the newSilk Roads, projectswhich do not announce the lasting pres-
ence of Chinese companies (Richet & Vercueil, 2019; Richet 2019).



Foreign Direct Investment, Transition and Dependency 133

The attractiveness of the region to fdi is based on factors of prox-
imity, demand, qualification of the workforce.

• The skilled workforce was quickly absorbed in Western settle-
ments, particularly in the automotive sector, one of the main in-
dustries to have relocatedmassively in the region.

• The low cost of labour has been an additional factor of attractive-
ness, explaining the high concentration of fdi in the manufac-
turing sector where wages are still a quarter of the wages paid to
employees of parent companies.

• The weakness, even the absence, of sectors essential to the func-
tioning of a developedmarket economy (banking andfinance, ser-
vices, office property, etc.) and to the supply of the population
(mass distribution) has attracted direct investments in large pro-
portions.

• An integration effect in the Europeanmarket explains the growing
flow and the rise in the stock of fdi in recent years.

The share of the stock of fdi in relation to gdp, the contribution of
fdi to productive investment, employment and exports show the im-
portance of fdi in the recovery of economic activity and the special-
ization of firms in the region. The latest entrants (Bulgaria, Romania
and Croatia) have benefited from this integration effect. These invest-
ments have had and continue to have a positive impact on growth in
the region, which, to its benefit, differs from the growth rates recorded
in the eu-15.
The massive arrival of foreign firms was a blessing in at the start of

the transition: forced to sell assets, sometimes at discounted prices, the
cseec governments benefited from the contribution of capital, man-
agerial skills, access to western markets. The rapid, continuous and
growing entry of fdi, despite frustrating factors such as rising labour
costs and competition from countries with lower labour costs, in Asia,
has not been denied in recent decades.
Thepresence of foreign capital raises, in the countries of the region, a

sensitive question about the ownership and control of firms.Theclassic
model of division of tasks within the multinational firm still prevails,
despite the network effect, the autonomy of the different units in the
regional strategy of firms. The strategic and financial decision-making
centres, the bulk of research and development remain at the headquar-
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Romania 0.48
Latvia 0.64

Slovakia 0.83
Bulgaria 0.84
Lithuania 0.99
Croatia 1.11
Spain 1.14
Greece 1.27
Poland 1.32

Portugal 1.40
Italy 1.45

Hungary 1.48
Estonia 1.61

Czech Republic 1.94
Slovenia 2.04
France 2.19

eu 2.19
Germany 3.17
Sweden 3.39

figure 7.3 r&d Intensity in the eu (2019; based on data from Eurostat,
https://ec.europa.eu/eurostat)

ters of companies in the West, which reflects the level of dependence
of firms in recipient countries and the limits – even the impossibility –
of a ‘national accumulation’ in the countries of the region.
The automotive industry sector illustrates the importance of fdi in

the region, the development of new specializations and its linkage to
the rest of Europe. The Czech Republic, Slovakia, Hungary, Romania,
Poland received significant investment from the eu as well as Japan
and South Korea. Through acquisitions and virgin investments, the
auto companies have developed highly integrated value chains by spe-
cializing recipient countries to produce types of automobiles, compo-
nents, engines to supply parent factories (final assemblies) or others
located in the region (Richet, 2007).
Renault Dacia’s success in Romania, on the other hand, shows how

Renault’s regional strategy (which also produces automobiles in Slove-
nia, Turkey and Russia) around the development of a low-cost model
has been able to develop a regional hub very active. The research and
development in charge of this model has been relocated from France
to Romania, the factory exports not only automobiles to the region, to
the eu-15, but also components (engines, electrical equipment, tires)
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through Europe, Russia, Morocco where the Tangiers sister plant is
highly dependent on Romania for components (Richet et al., 2015).
Despite these positive factors, we can measure the importance of

dependence if we consider the weight of fdi in these economies, the
net investment position of countries (the presence of firms in themain
sectors of the economy such as banking and manufacturing industry).
The fact remains that governments and local investors cannot control
the decisions and choices of mncs, as shown by the dominant share
occupied by multinational firms in host countries. Governments, on
the other hand, find it more difficult to continue playing on tax advan-
tages.Themost competitive firms in the region have thus become sub-
sidiaries of large international groups. This integration does not pre-
vent the emergence of highly competitive domestic firms in niches that
supply different markets.
Certain companies with majority or full domestic capital integrate

firms from their sector in the region. This is the case of, for example,
mol, a Hungarian firm in the energy sector that hasmade acquisitions
in Slovakia and Croatia. This is also the case for branches of Western
firms located in these countries which in turn are spreading through-
out the region and beyond from their central and eastern European lo-
cations. Finally, the Franco-Romanian Dacia plant, both a producer of
automobiles and components, as we have mentioned, is today at the
centre of an international network of partnerships involvingfirms, sub-
sidiaries and subcontractors (Asia, Russia, Turkey and Morocco). It is
at the same time a strength and a weakness: the blackmail to reloca-
tion is never far away when the pressure to increase wages is emerging
in the company. Morocco, with much lower wage costs and a strong
integration policy can attract parts of the Romanian production.
Both the volumes invested, the proximity dimension and the avail-

ability of resources, on the one hand, and the institutional constraints
and the instruments of integration on the other, have contributed to re-
shaping the East European economic area, a process that is currently
underway with theWestern Balkans.The source of profits for the firms
that invest there, the countries of the regionhave acquired a strong spe-
cialization measured in added value terms which places them above
the emerging economies of South and even of some countries of South-
ern Europe previously integrated to the eu (Portugal). The special-
ization affects the manufacturing sector (labour); it also concerns dy-
namic service industries. The latter, in the post-crisis period of 2008
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account for more than a third of gdp growth in the region due to the
strong demand for close external services from European firms.
The economies of the cseec, in the space of three decades, have

been able to transform their productive systems, to integrate them-
selves into the international (primarily European) division of labour
by developing a certain number of comparative advantages linked to
proximity, to the industrial heritage, the quality of the training system,
the differentials in labour costs.Themodeof privatization and themas-
sive entry of Western, mainly Western European firms did the rest, al-
lowing these economies to adjust quickly. Institutional and structural
reforms, with the arrival of fdi, have helped anchor these economies
to eu economies. They have created a dependency effect while help-
ing to develop strong specializations in several sectors. It is reflected in
particular by the significant share of exports in gdp in terms of added
value, reflecting both the effect of relocations and of catching up. The
effects of integration and the presence of foreign capital are still be-
ing felt as the countries of the region are consistently recording high
growth rates.
Several threats exist on the industrial future of these economies: the

impact of the international financial crisis and its negative effects on
employment, which may accelerate strategies to relocate activities in
countries of origin severely affected by unemployment, labour reserve
limits and declining demography (coupledwith hostile policies against
immigration). The more capital-intensive investments (robotics) to
counteract this shortage could affect the pursuit of growth if foreign
investors repatriate the capital-intensive investments home. In addi-
tion, the flowof skilled labour emigration toWestern Europe (Hungary,
Slovakia, and Slovenia, amongothers) can quickly dry up future growth
reserves. The other threat is to see more labour-intensive foreign in-
vestments in the region leaving the host country and heading towards
lower cost economies in neighbouring countries (Russia, Ukraine) or
in Asia with larger markets. Further south, in theWestern Balkans, the
factors of attractiveness to fdi exist, but they are still weak, markets
remain small, the qualified workforce emigrates, the political instabil-
ity is still important and the dynamics of domestic demand still weak.

Conclusion

The configuration of the countries of the region has been profoundly
modified by institutional and economic transformations and the ar-



Foreign Direct Investment, Transition and Dependency 137

rival of foreign capital. The cseec, in a few decades, have undergone
a transformation which has made them pass from administered, non-
capitalist economies, to market economies within the framework of a
globalized economy where the centres of accumulation are fluctuat-
ing, where network firms predominate, where value chains are more
and more complex and mobile. Finally, a theoretical question arises:
how to articulate the concept of dependent capitalism and the dom-
ination of the world by the oligopoly of large industrial and financial
groups? The role of fdi from the heart of Europe to its periphery has
been mentioned throughout this contribution. However, the impor-
tance of these investments should be compared to the international
investmentsmade by the major European countries in other ways. Eu-
ropean firms are internationalizing more, and for a long time outside
the eu, in China, in the United States.
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Introduction

In a famous speech in London in the summer of 2012, Mario Draghi,
then President of the European Central Bank (ecb) declared that ‘ecb
is ready to do whatever it takes to preserve the euro’ (Draghi, 2012).
These words by the highest representative of the European monetary
authorities had a powerful impact on financial markets, as they re-
stored the confidence in the single European currency. In this chapter,
we will explain that central banks change monetary variables to influ-
ence economicfluctuations.Thegeneral objective is to smooth the eco-
nomicfluctuations andensureprice stability, often togetherwithfinan-
cial stability. Over the last three decades, central bank communication
has also become an increasingly important aspect of monetary policy.
As illustrated by Mr. Draghi’s statement, a credible central bank com-
municationwith the public can enhance the predictability ofmonetary
policy decisions and potentially help achieve central bank’s macroeco-
nomic objectives.
The process of European integration also includes a monetary uni-

fication. When most of the European countries decided to have only
one money, they also agreed to have only one monetary policy. The
so-called European monetary integration brings a lot of benefits, but
also implies a loss of monetary sovereignty. If the economies face sim-
ilar economic fluctuations, then having a common monetary policy
makes sense. However, if some economies are on the brink of reces-
sion andother economies are experiencing anover-heating,most likely
therewill be a disagreement about the course of themonetary policy. It
shouldnot be surprising therefore that there are heateddebates among

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.
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economists about whether the adoption of the single European cur-
rency is a good decision.
In the next section we explain how the central bank conducts its

monetary policy.We also refer to themonetary unions and the difficult
road to European monetary integration. The second section outlines
the main objectives of the monetary policy, whereas the next section
elaborates the most widely used instruments of the monetary policy
by ecb. The requirements for an optimum currency area (oca) are a
subject of investigation of the fourth section, whereas the fifth section
elaborates the eu convergence criteria (also known as the Maastricht
criteria). The concluding remarks explore the relevance of eu mone-
tary policy for the countries fromWestern Balkans.

Monetary Policy andMonetary Union

Monetary Policy

Getting the monetary policy right is crucial to the health of the econ-
omy (Mishkin, 2013). The monetary policy is the setting of monetary
variables (either a change in the money supply or a change in the in-
terest rate target) by policymakers in the central bank. By smoothing
the fluctuations in economic activity, the monetary authorities aim to
bring the actual output closer to the potential output. If the actual out-
put is below the potential output (the long-term tendency or trend of
the actual output), then the economy is experiencing a recessionary
gap.Thisperiod is characterizedbya significant reduction in consumer
expenditure or investment.When the actual output is above the poten-
tial output, the economy is experiencing an over-heating.The inflation-
ary gap is also an unfavorablemacroeconomicoutcome, as the relative
rise in real gdp causes an economy to increase its consumption, lead-
ing prices to climb in the long run. Based on the intentions of themon-
etary policies, we hereby introduce the important distinction between
the expansionary and the contractionary monetary policy.
Expansionarymonetary policy is monetary policy that increases ag-

gregate demand for goods and services. In this case, themonetary pol-
icy expands the money supply, reduces the interest rates, and thereby
encourages higher investment and consumer spending. When these
two components of the aggregate demand are higher, the aggregate de-
mand will also be higher in the short run (↑ c+ ↑ i+g+x−m =↑ ad).
Of course, the impact of monetary policy in practice will also depend
on the behavior of public consumption (g) and net exports or net for-
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eign demand (x−m). In contrast, contractionary monetary policy is
monetary policy that decreases aggregate demand for goods and ser-
vices. This type of monetary policy works by decreased money supply,
increased interest rates, and lower investment and consumer spend-
ing. In the short run, themonetary transmissionmechanismwill likely
lead to a lower aggregate demand (↓ c+ ↓ i+g+x−m=↓ ad).
If the monetary policy is too tight for too long, the economymay fall

into recession and the price level may decrease (deflation). If the mon-
etary policy is too relaxed, the central bankwill most likely induce high
inflation and impede economic growth.Therefore, price stability, com-
monly defined as low and stable inflation, is increasingly viewed as the
most important goal of monetary policy. Let us recall that the inflation
rate is the percentage change in the overall level of prices.
Economists argue about the impact of a change in the money sup-

ply on the aggregate price level in the long run. Much of the profession
maintains thatmoney is neutral in the long run, implying that changes
in the money supply have no real effects on the economy. The concept
of money neutrality suggests that a change in the money supply would
result in equal proportional change in the aggregate price level in the
long run.
More recent literature on central bank communication and central

bank transparency also underscores the importance of managing ex-
pectations of economic agents in conducting the monetary policy. A
high degree of central bank transparency and a clarity in central bank
communication, both when it comes to announcing new policy tools
and when using forward guidance, can reducemarket uncertainty and
increase the effectiveness of monetary policy.

Monetary Union

While the conduct of monetary policy in a national economy seems
to be rather straightforward, it becomes more complex in a monetary
union, such as the euro area. A monetary union is an agreement be-
tween two or more countries creating a single currency area. One of
themost obvious benefits is that having a common currency facilitates
international trade. A common currency would easily reveal price dif-
ferentials, let us say, between the price of a Volkswagen car in Germany
and Italy. Influential empirical studies find a large positive effect of a
monetary union on international trade, i.e. countries sharing the same
currency trade more than they would with different currencies. On av-
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erage, the empirical literature estimates that the single European cur-
rency increased the international trade by between 10 and 20% during
the first four years (Frankel, 2010). As we will explain latter, being a
member of a monetary union also implies some economic costs.
According to the theory of economic integration, there are several

stages of economic integration: (1) preferential trade area; (2) free trade
area; (3) customs union; (4) common market; (5) monetary union; (6)
fiscal union, and (7) political union. Based on this categorization, the
processofEuropeanUnion integration isnowat thefifth stagewith cer-
tain achievements towards the sixth stage (see the chapter on eu fis-
cal policy). As El-Agraa (2011, p. 149) underscores, the monetary union
‘should specifically include three elements if it is to qualify under this
definition: (1) a common monetary policy; (2) a common pool of for-
eign exchange reserves and a common exchange rate policy, and (3) a
single central bank or monetary authority to operate these policies.’
One of themost notablemonetary unions is the euro area, presently

being comprised of 19 eu member states. This form of currency union
involves a creation of a new currency and a new common central bank.
It implies that – for instance – themonetary policy decisions forGreece
are no longer taken inAthens only, but in Frankfurt amMein, where the
headquarters of the European Central Bank is. It would be amistake to
conclude that Greece does not have a say in formulating the monetary
policy decisions. A fairer statement would be that monetary policy de-
cisions are now jointly determined by the 19 eu member states which
employ the euro. But what if some countries are on the brink of reces-
sion, while others experience overheating of their economies?The for-
mer may need expansionary monetary policy and the latter contrac-
tionarymonetary policy to smooth the fluctuations in economic activ-
ity. The monetary policy decisions obviously require detailed analyses
and difficult trade-offs to decide which country can join the monetary
union and how to accommodate the needs of most of its members. Be-
fore examining this issue, we will provide an overview of the euro area
and its institutional architecture.

TheEuro Area and Its Institutional Architecture

The idea of a European Monetary System (ems) was initially intro-
duced by the German chancellor, Helmut Schmidt, and the French
president, ValéryGiscard d’Estaing. Based on their views, the European
Commission set up a committee, led by PierreWerner, then primemin-
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table 8.1 TheThree Stages to Economic and Monetary Union (emu)

Stage One
1 July 1990

Complete freedom for capital transactions
Increased cooperation between central banks
Free use of the ECU (the forerunner of the Euro)
Improvement of the economic convergence

Stage Two
1 January
1994

Establishment of the EuropeanMonetary Institute
Ban on the granting of central bank credit to the public sector
Increased coordination of monetary policies
Process leading to the independence of the national central banks to
be completed at the latest by the date of establishment of escb
Strenghtening of the economic convergence
Preparatory work for stage three

StageThree
1 January
1999

Irrevocable fixing of conversion rates
Introduction of the Euro as physical banknotes and coins
Conduct of the single monetary policy by the
European system of central Banks
Entry into effect of the intra eu exchange rate mechanism (erm ii)
Entry into force of the Stability and Growth Pact

ister of Luxembourg, to operationalize the idea.TheWernerCommittee
presented a report, which is an important milestone in the process of
European monetary unification. Fast forward through numerous at-
tempts and upheavals, in June 1988, the European Council appointed a
committee chaired by Jacques Delors, then President of the European
Commission to propose an action plan for an Economic andMonetary
Union (emu). As presented in Table 8.1, it envisaged three stages: (1) all
eu members to join the European Monetary System’s Exchange Rate
Mechanism (erm); (2) exchange rate margins to be narrowed and cer-
tain macroeconomic policy decisions placed under more centralized
eu control, and (3) national currencies to be replaced by a single Eu-
ropean currency and all monetary policy decisions to be vested in a
European System of Central Banks (escb).
A unified monetary policy and a single currency have been seen as

important steps towards deepening European integration. The sin-
gle European currency was named the euro in December 1995 and
launched on January 1, 1999.
The institutional system behind the single monetary policy is some-

what complex because some eu member states are not part of the euro
area. As presented in Figure 8.1, the European System of Central Banks
(escb) is comprised of the EuropeanCentral Bank (ecb) togetherwith
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European System of Central Banks (escb)

27 national central banks (ncbs) of all the 27 eu member states

European Central Bank (ecb)

Eurosystem

Executive Board
• President
• Vice-president
• Four other members

Governing Council
• President
• Vice-president
• Four other members
• Governors of euro
area ncbs

General Council
• President
• Vice-president
• Four other members
• Governors of all eu
member states’ ncbs

figure 8.1 Structure of the European System of Central Banks

European Union Member States

Bulgaria
Croatia
Czech Republic
Denmark
Hungary
Poland
Portugal
Romania
Sweden

Austria
Belgium
Cyprus
Estonia
Finland
France

Euro Area

Germany
Greece
Ireland
Italy
Latvia
Lithuania

Luxembourg
Malta
Netherlands
Slovakia
Slovenia
Spain

figure 8.2 The Euro Area and the European Union

the national central banks of presently 27 eu member states. The Eu-
rosystem is the central banking system of the euro area. It comprises
ecb and the national central banks of 19 eu member states whose
currency is the euro. Figure 8.2 provides visualization of the present
scope of the euro area.1 Although some eu member states have not
(yet) adopted the euro, escb is governed by the decision-making bod-
ies of the European Central Bank.Therefore, the ecb lies at the core of
the conduct of the monetary policy of the Union.
The ecb neither encourages nor deters third countries from using

the euro. Some European countries – such as Montenegro and Kosovo
– have unilaterally adopted the euro as a legal tender.This operation is

1 Euro-area member states are Austria, Belgium, Cyprus, Estonia, Finland, France, Ger-
many, Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Por-
tugal, Slovakia, Slovenia, and Spain.
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also known as a unilateral euroization. Despite having the euro as a le-
gal tender, these countries are not formal members of the euro area, as
they neither have a seat nor a say on the table at the European Central
Bank premises.

Main Objectives of the Monetary Policy

Theprimary objective of the ecb’smonetary policy is tomaintain price
stability. In practical terms, price stability is achieved by maintaining
inflation rates below, but close to, 2% over the medium term. Without
prejudice to the objective of price stability, ecb is also aiming to sup-
port economic growth and job creation. Moreover, it is responsible for
prudential supervision of credit institutions located in the euro area
and participating non-euro area member states to maintain financial
stability. It is important to note that central banks may pursue more
than onemacroeconomic objective. For instance, the usa’s Federal Re-
serve System has a ‘dual mandate,’ as it pursues two goals: price stabil-
ity andmaximum sustainable employment.The twomain objectives of
the Bank of England are monetary stability and financial stability.
To achieve its primary objective, ecb bases its decisions on a two-

pillar monetary policy strategy. The first pillar is economic analysis of
the short- andmedium-termdeterminants of price developments.The
second pillar is monetary analysis, which focuses on monetary and
credit developments with a view to assessing their impact on future
inflation and economic growth.

Main Instruments of Monetary Policy

Supra-national monetary policy (monetary policy for a union of coun-
tries) is not fundamentally different from the ‘national’ monetary pol-
icy. Monetary policy decisions affect price levels (and the economy
in general) through a long chain of cause-and-effect events without a
guaranteed success. The process usually starts with a change in some
of the main standard instruments of the monetary policy:

• Openmarket operations (omos);

• Standing facilities;

• Minimum reserve requirements for credit institutions.

In the aftermath of theGlobal Financial Crisis in 2008/2009, the ecb
has implemented fewnon-standardmonetary policymeasures to com-
plement the regular operations of the Eurosystem.



146 Aleksandar Stojkov

Assets Liabilities

Secur-

ities

+€100

mil.

Monet-

ary base

+€100

mil.

Assets Liabilities

Secur-

ities

–€100

mil.

No change

Reserves +€100

mil.

Central Bank

Commercial Bank

Central Bank

Commercial Bank

Central

bank buys

securi-

ties . . .

. . . and

injects

liquidity

in the

banking

system

S0 S1

D

�

�

E

A

figure 8.3 OpenMarket Operations to Conduct Expansionary Monetary Policy

Open Market Operations. These operations involve purchase and sale
of securities that affect both interest rates and the amount of reserves
in the banking system. For instance, ecb could inject money into the
economy by buying some securities in openmarket operations. As pre-
sented in Figure 8.3, this will inject liquidity in the banking system, i.e.
increase the quantity of bank reserves.
There are four types of open market operations: main refinancing

operations; longer-term refinancing operations, fine-tuning opera-
tions, and structural operations. The Eurosystem’s regular Open Mar-
ket Operations (omos) consist of one-week liquidity-providing opera-
tions in euro (main refinancing operations, or mros) and three-month
liquidity-providing operations in euro (longer-term refinancing oper-
ations, or ltros). mros serve to influence short-term interest rates,
to manage the liquidity situation and to signal the monetary policy
stance in the euro area, while ltros provide additional, longer-term
refinancing to the financial sector.
Less regular open market operations are fine-tuning operations and

structural operations.The aim of the former is to deal with unexpected
liquidityfluctuations in themarket, inparticularwithaview to smooth-
ing the effects on interest rates, while the latter aremainly aimed at ad-
justing the structural position of the Eurosystem vis-à-vis the financial
sector on a permanent basis.

StandingFacilities. TheEurosystemoffers credit institutions twostand-
ing facilities: (1) marginal lending facility in order to obtain overnight
liquidity from the central bank, and (2) deposit facility in order tomake
overnight deposits with the central bank.
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figure 8.4 Key ecb Interest Rates (Percentages per Annum), 2010–2020
(1 – interest rate on the deposit facility, 2 – interest rate on the main
refinancing operations, 3 – interest rate on the marginal lending
facility; adapted from European Central Bank, 2021)

Minimum Reserve Requirements. Reserve requirements are commonly
defined as the amount of funds that a bank holds in reserve to ensure
that it is able to meet liabilities in case of sudden withdrawals.
The main instruments of the monetary policy are implemented at

appropriate interest rates. It is the Governing Council of the ecb that
sets the key interest rates for the euro area. As presented in Figure 8.4,
these interest rates were in the range between 0 and 2.25% in the past
decade. In June 2014, the ecb was the first major central bank to lower
one of its key interest rates into negative territory.The risk of deflation
in the euro area intensified and ecb decided to push the interest rates
below zero. At the time, this was widely considered as a controversial
move, but today, negative interest rates are a standard instrument in
the ecb’s toolkit.
Thechangeof theofficial interest rates is only the start of a long chain

of cause-and-effects events. A change in the monetary variables would
affect not only the money market interest rates, but also the expecta-
tions of the economic agents. By impacting credit activity, asset prices,
bank rates, and the exchange rate, this monetary transmission mech-
anism also influences the wages, the supply and demand in goods and
labor markets (Figure 8.5). The ultimate policy variable of interest is
price developments, which is associated with the central objective of
the monetary policy.

Optimum Currency Area

TheNobel laureate in economics, the Canadian Professor RobertMun-
dell, the Stanford Professor Ronald McKinnon and the Princeton Uni-
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figure 8.5 TheMonetary TransmissionMechanism
(adapted from European Central Bank, 2021)

versity Professor Peter Kenen are considered to be the founders of the
Optimum Currency Area (oca) theory. Their pioneering work in the
field of optimum currency areas has examined the pros and cons of
a monetary unification. What is an Optimum Currency Area (oca)?
oca is a geographical region in which it would maximize economic
efficiency to have the entire region share a single currency. It is a theo-
retical construct, as no country conforms to the ideal. Nevertheless, the
United States of Americawith its high labor and capitalmobility comes
much closer to the ideal than Europe. In principle, as the currency area
grows larger, it becomesmore difficult to satisfy and accommodate the
needs of the diverse group.Themarginal costs are risingwith the size of
the currency area, and at one point, exceed the marginal benefits (see
Figure 8.6). The marginal benefits also grow with the size of the cur-
rency area, but they tend to decline over time. The optimal size of the
currency area is at their point of intersection.
To satisfy the conditions of the optimum currency area, the oca

theory underscores the need for: (1) labor mobility, so that people can
move easily from depressed to prosperous regions; (2) the production
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figure 8.6
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andexports arewidelydiversifiedandcountries produce similar goods;
(3) countries should be open to trade and trade heavily; (4) there has to
be a common insurance and system of transfers, so that countries fac-
ing unfavorable shocks are compensated for; (5) a high degree of homo-
geneity of national preferences; and (6) a sense of solidarity.2 However,
as Frankel and Rose (1998) highlight, even countries that do not satisfy
ex ante this criteria, could still enjoy benefits from the monetary uni-
fication, once they become members of the currency area. Becoming
a member of a broader currency area would later facilitate trade and
investment flows, enhance labor mobility, strategic gains from the in-
tegration, etc.This is the essenceof the so-called endogenousOptimum
Currency Area theory, which postulates that belonging to the common
currency area can speed up economic convergence, expand trade and
increase foreign direct investment (Warin et al., 2009).

Expected Economic Benefits

A famous remark byAlesina andBarro (2002) is that a currency is like a
language. As a common language facilitates effective communication
among people, a common currency can promote trade and investment
among its members. There are several benefits from the participation
in a currency area.

Reduced Exchange Rate Uncertainty. There is a strong empirical evi-
dence that increased exchange rate variability negatively affects for-
eign trade. If you were an exporter, it would not be the same if the euro
fluctuates a lot. Financial markets provide ‘hedging’ (protection) from
exchange rate risk, but it is expensive and not universally available.

2 The interested reader can find amore extensive explanation of the OptimumCurrency
Area conditions in Burda andWyplosz (2016).
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Reduced Transactions Costs. The expected reduction of transactions
costs is an estimated saving of 2–3% of eu’s gdp. Large bank resources
(personnel and equipment) were used for conducting forex opera-
tions and there were significant transaction costs when switching cur-
rencies. Even as a tourist it is very convenient to move from one to an-
other emu member states with the same currency in the pocket. The
citizens of Kosovo and Montenegro also enjoy this privilege.

Price Transparency. A single European currency enables an effective
comparison of prices across eu. In case an Italian citizen finds that the
same model of Volkswagen is 2,000 euros more expensive in Italy than
in Germany, it may be worthwhile to buy it from Germany.

The Benefits of Commitment. Over time, economies with traditionally
weak currencies have realized that they need the euro as an anchor.
Without the euro, they would have experienced a spiral similar to that
of developing countries: a speculative attack, a balance-of-payments
crisis, jumping interest rates, and so forth (Alesina & Giavazzi, 2010).
The euro initially imposed amonetary discipline on the peripheral euro
area countries (e.g., Italy, Spain, Portugal, and Greece) with previously
poor inflation records. The emu membership also reduced country
risk premia, led to a reduction of both nominal and real interest rates,
and contributed to low and stable inflation.

Expected Economic Costs

There are also economic costs associated with the loss of monetary
sovereignty.These costs occur because the countrymaynot fully satisfy
all the requirements to become part of the oca. Let us review some of
the main economic costs from the participation in a currency area.

Loss of Monetary Autonomy. We already explained that joining a mon-
etary union – such as the euro area – implies a loss of the monetary
sovereignty. The national central bank cannot set the interest rates by
itself and cannot pursue an independentmonetary policy.

Limited Possibilities for Real Exchange Adjustment. Had Greece not
abandoned the Greek drachma, many economists point out, the Greek
central bank could have devalued its currency and boosted the exports
of goods and services. A devaluation of theGreek drachmawouldmake
the Greek products and services more price competitive. However, an
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exchange rate correction to help a single country is no longer a possi-
bility in the monetary union. Only if many members of the monetary
union are having the same problem, that could be a viable policy op-
tion. To improve county’s price competitiveness, the Greek authorities
were left with the option to reduce the wages and/or the prices. This
so-called internal devaluation can create an unbearable hardship for
ordinary citizens and many firms. It is particularly challenging to un-
dergo an internal devaluation, when the labor unions are very strong
and vocal and the prices and wages are sticky.3

Synchronisationof theBusinessCycles. Thedegreeof synchronizationof
the business cycles or co-movement of economic activities strongly de-
pends on the degree of trade integration.4 If the countries have similar
macroeconomic developments and trade heavily, then their business
cycles could be similar (Figure 8.7, left).5 Sometimes countries are be-
ing hit by asymmetric or country-specific shocks. Let us assume there
were widespread floods in Spain.This weather-related natural disaster
could easily decouple the business cycle in Spain from that in the other
members of the currency area and produce desynchronised business
cycles (Figure 8.7, right). It would be a problem for the common central
bank to decide which country to favor.

eu Convergence (Maastricht) Criteria

To ensure greater compatibility of the members of the euro area and
measure the progress in countries’ preparedness to adopt the euro, the
Treaty of Maastricht, concluded in 1992, introduced five convergence
criteria that the eu member states are required to satisfy before joining
the emu:

• Price developments: the inflation rate not to exceed by more than
1.5 percentage points the average inflation rate of the three best-
performing member states in terms of price stability for a period

3 Price stickiness (or sticky prices) are prices that adjust sluggishly and, therefore, do not
always equilibrate supply and demand (Mankiw, 2019).

4 For instance, see Frankel and Rose (1998), Bordo and Helbling (2004), and Artis and
Cleays (2005).

5 It is not surprising therefore that countries with significant share of exports to Ger-
many have similar cycles as the German economy. De Grauwe and Yuemei (2016) ar-
gue that business cycles also reflect waves of optimism and pessimism that become
correlated internationally.
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of one year before the examination. If the average inflation rate of
the threebest-performing countries is 1%, the inflation rate should
not exceed 2.5%.

• Long-term interest rate developments: country’s average long-term
interest rate over one year must not exceed – by more than 2 per-
centage points – the average interest rate observed in the three
best-performingmember states.

• Exchange rate developments: membership in the Exchange Rate
Mechanism6 (at least two years in the erm without a devalution).

• Fiscal developments: budget deficitmust not exceed than 3% of the
Gross Domestic Product (gdp), and public debt must not exceed
60% of gdp. If this is not the case, the planned debt level should
be sufficiently diminishing and approaching the reference value of
60% of gdp at a satisfactory pace.

What if an eu member state – after satisfying these criteria and join-
ing emu – pursues a fiscal indiscipline? Safeguarding sound public fi-
nances is a particularly important requirement for emu to function
properly.The eu adopted a Stability andGrowth Pact (sgp) legislation
as a rule-based framework for coordination of national fiscal policies
among emu members. sgp opens theway for the EuropeanCouncil to
penalize any euro area member state that fails to take corrective mea-
sures to end an excessive deficit.The central objective of this so-called

6 TheEuropean Exchange RateMechanism (erm)was established to stabilize exchange
rates and enhance monetary stability before the introduction of the euro. After the in-
troduction of the euro on 1 January 1999, the original erm was replaced by erm ii
(Exchange rate mechanism ii) at the start of StageThree of Economic and Monetary
Union (emu).
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Box 1 Can the Euro Survive?

The different macroeconomic conditions among emu members led to excessive
lending by the advanced emu economies (Germany and France) to Southern coun-
tries (such as Greece, Ireland, Italy, Portugal, and Spain). This contributed to imbal-
anced capital flows within the euro area, high government budget deficits, elevated
public and private debts, and real estate bubbles (most notably, Spain) in the South-
ern member states. Once the financial markets expressed concerns about their debt
sustainability, investors rapidly increased the interest rate spreads for their govern-
ment bonds. Huge rescue packages by the Troika (the European Commission, ecb,
and the InternationalMonetary Fund), also accompanied by a painful reformagenda
or ‘austeritymeasures,’ were prepared to avoid a sovereign default. Critics pointed out
that these emergencypackageswere essentially rescuing the private European banks
– mainly from France and Germany (Ardagna & Caselli, 2012).
Prominent economists, such as the Nobel Prize laureates in Economics, Joseph
Stiglitz and George Akerloff, the Princeton University Professor and imf economist
Ashoka Mody and many others have expressed serious concerns about the future
of the euro. Their main argument is that Europe is attempting to build a political
union around a new currency (Stiglitz, 2016; Mody, 2018). In other words, Europe is
still very far from an optimum currency area, as some of the emu members do not
fulfil the criteria for joining themonetary union. Another conclusion is that the ‘one-
size-fits-all’ monetary policy is causing a divergence among economies, with some
‘peripheral’ economies experiencing serious economic problems (high unemploy-
ment rates, high levels of public debt, competitiveness problems, etc.). In a nutshell,
they underscore that the euro was flawed even its birth and that the current struc-
ture of the euro area promotes divergence rather than convergence. Other influential
economists (e.g., Helge Berger, Giovanni Dell’Ariccia, andMaurice Obstfeld) aremore
supportive. They argue that ‘the institutional architecture supporting Europe’s cur-
rency union remains incomplete and leaves the region vulnerable to future financial
crises.’They highlight that Europe needs more fiscal discipline, a common fiscal pol-
icy, a full banking union, and a full capital market union.

Excessive Deficit Procedure is to encourage a member state to get its
budget deficit under control.
It is difficult to estimate emu’s degree of success in economic terms.

On one hand, the common European currency – which is now 22-
year-old – is the second important currency in the world, after the
United States dollar. Moreover, the ecb has been rather successful
in maintaining the price stability (Whelan, 2019). The euro area also
contributed to enhanced trade and investment flows among the emu
members.
However, the Europeandebt crisis – or the euro area crisis – in 2009–

2012 revealed that there are significant structural problems in the euro
area (see Box 1).
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eu Monetary Policy and theWestern Balkans

The six countries from Western Balkans (Albania, Bosnia and Herze-
govina,Kosovo,Montenegro,NorthMacedonia, andSerbia), alsoknown
as wb-6, have a high degree of trade and financial integration with the
European Union and the euro area member states. The geographical
proximity facilitates significant international trade flows and sizeable
inflows of Foreign Direct Investment from the eu/emu to wb-6.
The ability to conduct an independent monetary policy of wb-6

countries is strongly dependent on the choice of the exchange rate ar-
rangements.7 In that context, wb-6 can be dividided into two groups of
countrieswith: (1) fixed exchange rate regimes (unilateral use of euro in
Kosovo andMontenegro, a currency board arrangement in Bosnia and
Herzegovina, and de facto fixed exchange rate regime in North Mace-
donia); and (2) flexible exchange rate regimes (inflation targeting and
floating exchange rate regime in Albania and Serbia).

Unilateral Use of the Euro. Kosovo andMontenegro have already adop-
ted the euro as a legal tender and a de facto currency.These twoWest-
ern Balkans countries have no independent monetary policy.They are
unilaterally euroized and fully rely on the credibility of the ecb and
the euro as a global reserve currency. In a sense, these wb countries
are passive members of the euro area. Their central banks are focused
on strengthening the soundness, solvency, and efficient functioning of
their financial systems as well smooth functioning of the payment sys-
tems.

Currency Board Arrangement. Bosnia andHerzegovina has tied its cur-
rency (the convertiblemark, km) to the euro through a currency board
arrangement. The central bank maintains monetary stability by issu-
ing domestic currency with full coverage in freely convertible foreign
exchange funds under fixed exchange rate (1 km: 0.51129 euro).The in-
tention is to reduce exchange rate volatility andpromotemonetary sta-

7 The interested reader would find a vast literature on the so-called Mundellian
Trilemma. The Mundellian trilemma – also referred to as the Mundell-Fleming
trilemma – has been a popular concept in international macroeconomics to explain
important policy trade-offs among monetary independence, degree of exchange rate
flexibility, and financial openness. Given that the trilemma allows for co-existence of
maximum two policy goals, it has also come to be known as the ‘inconsistent trinity.’
One of itsmain implications is that it is not feasible to attain at the same time exchange
rate stability, full capital mobility, and monetary policy independence.
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bility by fixing the domestic currency against the euro as chosen an-
chor currency. The adoption of the currency board arrangement has
given Bosnia and Herzegovina a stable and trusted currency as well as
a low inflation rate. Such amacroeconomic environment promotes sig-
nificant bilateral trade and investment relations with the eu member
states.

De facto fixed exchange rate regime. The monetary policy of North
Macedonia is based on exchange rate targeting. Even though officially
classified as a managed exchange rate arrangement, the country has a
de facto fixed exchange rate regime linked to the euro, thereby preserv-
ing the ability to change the exchange rate in case of large shocks.With
a fixed exchange rate regime, the ability to set monetary policy is very
limited and dependent on the country’s degree of financial openness.
Since the country uses the euro as an anchor currency, the exchange
rate against the other major currencies reflects the performance of
the euro in international markets. To illustrate this, imagine hugging
a dolphin, placing your full trust in its good intentions, and letting the
dolphin decide how to swim or float.

Managed Floating Regime. TheNational Bank of Serbia chose inflation
targeting and amanaged floating exchange rate regime to ensure price
stability. After the pandemic outbreak in 2020, the central bank of Ser-
bia signaled a public commitment to a stable exchange rate relative to
the euro. Although Albania has a flexible exchange rate regime, it has
remained broadly stable. In sum, Albania and Serbia have a significant
space for pursuing an accommodative (independent)monetary policy,
because of their flexible exchange rate regimes.
Ifwe excludeMontenegroandKosovo, theother fourWesternBalkans

countries have historically had a high degree of currency substitution
(euroization). Put differently, a large portion of the deposits and loans
in the financial systems are either in euros or are linked to the value
of the euro (euro-indexed deposits or loans). The currency and assets
substitution (in the case ofWestern Balkans known as ‘euroization’) are
features of the countries in transition, which in the past faced with fi-
nancial andmonetary crisis in the system, and hence diminished cred-
ibility of the domestic currency (Besimi and Pugh, 2007). The substan-
tial presence of foreign-owned banks in the financial system can also
be an important euroisation factor.
The central banks of wb-6 countries closely follow the monetary
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policy decisions made by ecb and the daily movements of the key
interest rates. The ecb and the national banks of the emu member
states also provide substantial technical cooperation for the national
central banks of the eu candidate and potential candidate countries
fromWesternBalkans.The areas vary from central bank statistics, pay-
ment systems, money laundering, bank supervision, financial stabil-
ity, internal audit, information technology, to implementation of other
central banking standards. After all, the ecb and the national supervi-
sory authorities of the euro area countries are also home supervisors of
manymultinational banks that have apresence in theWesternBalkans.
Therefore, the monetary policy coordination and technical coopera-
tion are mutually beneficial.The ultimate goal of these programmes is
to prepare the central banks of the wb-6 region for membership of the
escb, once the respective countries join the eu.Their success depends
on many factors, but as the British statesman, Sir Winston Churchill,
put it, ‘Success is not final; failure is not fatal: It is the courage to con-
tinue that counts.’
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Introduction

TheEuropeanUnion (eu, hereafter) Fiscal Policy represents an illustra-
tive example of the increasing interaction between the sovereign eu
member states’ independent fiscal policy and the single authority of
themonetary policy, promoted since 1999 by the European Union Cen-
tral Bank, for achieving sustainable fiscal balance, sustainable develop-
ment and sustainable growth. Therefore, sustainability as the focus of
eu policy has been the subject of a lively public and academic debate
(Collignon, 2012).
The European Council reached an agreement on the Stability and

Growth Pact (sgp, hereafter) in June 1997, which clarifies the excessive
fiscal deficit policies as anticipated by theMaastricht Treaty. After pre-
liminary German suggestion for a Stability and Growth Pact (sgp), the
debate in the European Union (eu) led to a double strategy: The first
strategy requires an anticipatory, early warning system for detecting
and adjusting the budget to ensure that the government budget deficit
will not exceed the ceiling of 3 per cent of gdp.The second strategy re-
quires an action for adjusting excessive deficits speedily, if they occur.
Thus, countries should struggle for a balanced budget in the medium
run (Heipertz & Verdun, 2003).
The sgp hasmetmanyconflicting considerationsamongeconomists,

thus questioning the reasoning for checks and limits on countries’ na-
tional fiscal policy in amonetary union.This chapterwill attempt to ex-
amine the importance of the sustainability of fiscal policy for debt and
deficit levels bearing in mind the eu framework. The chapter exam-
ines the necessity for budgetary guidelines in amonetary union from a
political economy viewpoint. There are motives that may validate cer-
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tain fiscal policy rules because there is no assurance that governments
will be able to control their deficits (Calmfors &Wren-Lewis, 2011).The
first section of the chapter outlines the fiscal policy in the eu by focus-
ing the analysis on the need for fiscal rules in the European Monetary
Union (emu) countries. The second section of the chapter reviews de-
tails of the sgp.The third section of the chapter outlines the European
semester for economic and fiscal policy coordination. The fourth sec-
tion outlines the implications of the eu fiscal policies for the Western
Balkan (wb) countries and reviews some of the economic policies ap-
plied in the Western Balkan for approximating the region with the eu
integration economic path.

The Fiscal Policy in the European Union

The role of fiscal discipline in a monetary union has a significant im-
pact on a country’s economic growth and other macroeconomic im-
balances. The deficiencies of the monetary policy in the emu due
to its centralized status within the European Central Bank (ecb),
in responding to country-specific shocks, made fiscal policy a piv-
otal element to better mitigate those shock, i.e. impacting the coun-
try’s economic growth, inflation, budget deficit and government debt
(Dabrowski, 2015; Hartmann & Smets, 2018).

Fiscal Displacement, Fiscal Autonomy and Fiscal Coordination

Based on the Maastricht convergence criteria related to fiscal disci-
pline, according to article 127 of the Treaty of the Functioning of the
European Union (2012) (tfeu, hereafter), the primary objective of the
ecb has always been to maintain price stability. However, a constant
growth of public debtmay lead the central bank to usemonetary policy
to finance the government’s budget deficit, thus, causing a state of fis-
cal dominance and making the central bank impotent in applying au-
tonomous decisions and highly dependent on the fiscal position of the
government, thus abandoning price stability. A constant rise in public
debtmay lead the central bank to applyingmonetary policy that would
finance the budget deficit (Bordo & Siklos, 2015). Hence fiscal auton-
omy of the emu sovereign countries is related to tax autonomy (tax-
ing power of sub-central governments) and intergovernmental grants,
aiming to better understand sub-central finance and intergovernmen-
tal fiscal relations (Blöchliger & Rabesona, 2009). With respect to tax
autonomy, the most notable evolution is the increase in the ‘discretion
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on tax rates and tax reliefs’ at the state level, the move towards more
restrictive ‘discretion on tax rates’ category at both sub-central govern-
ment (scg) and state level, and the reduction of scg power to deter-
mine their share in ‘tax sharing arrangements’ (Blöchliger&Rabesona,
2009). The role of fiscal policy coordination with a monetary policy is
to provide sustainable economic growth in a context of price stability
and external accounts as well as financial stability provided by interest
rate and exchange rate stability (Laurens & De La Piedra, 1998). Fiscal
policy coordination, on the other hand, is regarded as a critical tool for
economic management by systematic monitoring of a country’s fiscal
policies between different levels of government that help achieving na-
tional goals in maintaining macroeconomic stability (Daniel & Davis,
2006).

TheNeed for Fiscal Rules in the emu Countries

The convergence criteria related to fiscal policy applies in the emu.
Doubts about the effectiveness related to excessive deficit procedure
as predicted in the Treaty, led to the proposal by the German minis-
ter of Finance (Waigel) for a stricter application on the rules for bud-
getary discipline.1 After intense discussions, the European Council fi-
nally, with a force of law, adopted two council regulations and a resolu-
tion for the sgp, which does not have the force of law.2The regulations
were related to the excessive deficit procedure and to surveillance.
According to the authors of theMaastrichtTreaty, there is anecessity

for a certain instruments to guarantee fiscal policies of the member
states.Themost convincing argument for the Stability andGrowthPact
is that if public debt is anticipated to be on an unsustainable sequence,
it may threaten price stability. As pointed by De Grauwe (1996) a high
level of government debt may increase the inflationary bias. Following
De Grauwe (1996), we can illustrate government budget constraint, as
follows.

Bt = Gt −Tt + (Rt +πe
t −πt)B(t− 1), (9.1)

1 Germany, deeply attached to the concerns of price stability, proposed that under nor-
mal cyclical circumstances the budget deficit should not be higher than 1 per cent of
gdp in order to create a safety margin below 3 per cent. It was also suggested that
sanctions were to be imposed automatically, when the budget deficit exceeded the 3
per cent reference value.

2 The resolution, which express political commitment, provides guidance to the council
and member states on the application of the pact.
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whereBt is the debt to gdp ratio,Gt is the primary government spend-
ing as a ratio of gdp, Tt is total tax revenue as a ratio of gdp, Rt is the
real interest rate,πt is the inflation rate andπe

t is the expected inflation
rate.3 From equation (1), it follows that only the unanticipated compo-
nent of inflation, (πe

t −πt) affects the budget constraint. Setting Bt = 0,
we obtain the debt to gdp ratio stabilizing condition, which, may be
considered as a precondition for sustainable fiscal policy. It follows:

Tt = Gt +RtBt−1+ (πe
t −πt)Bt−1. (9.2)

Assuming rational expectations, we canwrite the sustainability con-
dition as follows:

Tn = Gt +RtBt−1, (9.3)

where Tn is the ‘natural’ rate of taxation given the level of spending,
the accumulated debt, and the real interest rate. Tn is independent of
inflation. Substitutingequation (3) into equation (2), yield the following
equation.

Tt = Tn+ (πe
t −πt)Bt−1. (9.4)

Based on these formulations, we expect that the unanticipated in-
crease in inflation reduce the burden of the debt, in the same way, as it
increases the output in the short run.The long run solvency constraint
is similar to the natural rate of output growth. Assuming the authori-
ties will tend to minimize the loss function, L of the form.

L = T2
t +Aπ2t . (9.5)

Substituting equation (4) into equation (5), and assuming that the
unanticipated component of inflation (πe

t −πt), reach the equilibrium
point of inflation rate π*, it follows:

L = (Tn+π*Bt−1)2+Aπ2t , (9.6)

where Ldenotes the loss function of the central bank andAdenotes the
coefficient of the inflationary bias measured by the terms of maturity
of government debt.The equilibrium inflation rate becomes:

3 We have written the nominal interest rate as the sum of the real interest rate and the
expected inflation. Fromequation (1), it follows that only theunanticipatedcomponent
of inflation (πet −πt) affects the budget constraint.
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π* = Bt−1
A(Gt +RtBt−1)

. (9.7)

This means that the debt to gdp ratio, denoted by the coefficient of
B, affects the equilibrium point of inflation rate. Therefore, reaching a
convergence to a low debt to gdp ratio reduces the risk potential for
the emu to face an inflationary bias.4

Although the ecb has a high degree of independence from the re-
spective country government, it stillmaybe forced to abandon the anti-
inflationary policy. In case a specific emu country gets into fiscal trou-
ble, it is more likely to expect risk averse behavior from the potential
investors within that country, by postponing the payments and hence
sell their bonds. Accordingly, bond prices will start to go down and
therefore the banks holding these lowered bond prices will find their
capital reduced due to lowering pressures of bond prices, provoking
the real and potential depositors to run away from the banking sector.
This will increase the possibility of bailout and therefore make it very
hard for the ecb to avoid getting involved (Eichengreen & Wyplosz,
1998).
Table 9.1 suggest that countrieswitnessing a rise in their government

debt ratio also experience an expansion of government claims in bank
portfolios.The first three columns of Table 9.1 show that in most coun-
tries the relative importance of banks, lending to government is not
excessive. However, an additional safeguard that the sgp offers may
be required on two grounds. First, emu, may lead tomore government
borrowing and second, financial markets may not be able to discipline
governments (Eichengreen & Wyplosz, 1998). The creation of a mone-
tary union has contributed to the national governments following less
sensible prudent policies, considering the following argument: Before
the emu, the country borrowing action was limited to the domestic
capital market supply. The extra borrowing above the limit of the do-
mestic market conditions would have exposed the borrowing coun-
try to the foreign exchange rate risk, thus causing potential losses for
the respective borrowing country due to financialmarket speculations.
With euro in the economic life of emu countries, the capacity of the do-
mestic capital market supply increases, which enables countries to in-

4 According to De Grauwe (1996), by applying other forms of reducing inflationary bias
like reducing the terms of maturity of government debt or issuing indexed debt the
benefits of unanticipated inflation are reduced, and thereby the inflationary bias.
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table 9.1 Claims on Central Government as a Percentage of gdp and General
Government Debt as a Percentage of gdp for Different Times in the eu
and Non-eu Countries

Country Claims on central government
as a percentage of gdp

General government debt
as a percentage of gdp

2000–
2010

2011–
2015

2016–
2020

2000–
2010

2011–
2015

2016–
2020

Euro Area 8.10 13.49 21.42 60.87 90.45 90.97

eu 7.65 12.17 19.28 60.61 85.51 85.37

United Kingdom 3.82 26.83 28.55 57.92 107.97 116.99

Switzerland 12.55 8.36 1.08 50.57 41.80 30.30

United States 20.18 34.80 39.99 91.17 134.37 136.24

Albania 34.80 29.34 26.19 58.83 67.52 73.14

Bosnia –4.79 0.04 0.26 29.67 43.14 37.86

Kosovo –14.40 –10.06 –0.22 4.82 9.46 13.10

North Macedonia –2.23 5.00 9.06 32.89 29.73 37.41

Serbia –0.97 2.53 6.48 69.76 49.04 58.02

notes Claims on central government include loans to central government insti-
tutions net of deposits, the values are weighted averages. Based on data from Inter-
national Monetary Fund (https://www.imf.org), World Bank (https://www.worldbank
.org) and oecd (https://www.oecd.org).

crease the borrowing activitywithout taking on anypotential exchange
rate risk pressure.

Stability and Growth Pact

The Stability and Growth Pact provides a working clarification of the
Treaty’s budgetary rules. It defines the actions for multilateral bud-
getary surveillance (preventive arm) as well as the conditions under
which the excessive deficit procedure may be applied (corrective arm)
(Heipertz & Verdun, 2010). The Pact is an essential part of the macroe-
conomic framework of the Economic andMonetaryUnion. By request-
ing Member States to coordinate their budgetary policies and to avoid
excessive deficits, it contributes to achievingmacroeconomic stability
in the eu and plays a crucial role in securing low inflation and low in-
terest rate, which constitute essential assistance for providing sustain-
able economic growth and job creation (Heipertz & Verdun, 2010).
Themainmotivation of the Stability andGrowth Pact is to guarantee

sound budgetary policies on a permanent basis, thus, creating a space
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for a long-term stability of public finances of the emu countries (Dauti
& Herzog, 2009). The Pact lays down the obligation for Member States
to follow themedium term goals for their budgetary positions of ‘close
to balance or in surplus,’ as defined under country-specific consider-
ations.5 sgp was adopted in 1997 by the European Council to insti-
tutionalize the deficit limit to three per cent of Gross Domestic Prod-
uct, put down in the Treaty on European Union (teu) for the Mem-
ber States of the European Union, which participate in the European
Monetary Union (Hepertz & Verdun, 2003). Officially, when the Coun-
cil decides that an excessive deficit occurs, the country concerned is
obliged to reduce its deficit below three per cent of gdp according to
the recommendations of the Council or face sanctions at the end of a
long drawn-out procedure6 (Artis &Winkler, 1999). The purpose of the
sgp was to strengthen the fiscal regime of emu andmake the existing
fiscal rules of the teu coherent, credible as well as rigorous and con-
crete, thus, not attempting to reduce potential ambiguities within the
Treaty. There were two crucial reasons for the creation of sgp, an eco-
nomic reason endorsed by the need for maintaining a budgetary disci-
pline,which is a subordinate policy resulting from the frameworkof the
fiscal provisions in the Maastricht Treaty and political reason ascribed
to Waigel memorandum,7 grounded on the observed need to secure a
Germanic perception of ‘fiscal stability culture’ for the future emu (Ar-
tis &Winkler, 1999).
Theconditions for applying the excessive deficit procedure (edp) are

governed by the Article 126 of the tfeu.8The purpose of the edp is to
prevent excessive deficits and to guarantee they are quickly resolved in
line with the amended sgp standards. edp is triggered by the deficit

5 Adjusting to such positionswill allowMember States to deal with normal cyclical fluc-
tuations without breaching the 3% of gdp reference value for the government deficit.

6 These ultimate sanctions are serious.They first take the form of a non-interest-bearing
deposit with the Commission of 0.2% of gdp and a variable component linked to the
size of the deficit. Subsequently, the deposit is converted into a fine if the excessive
deficit has not been corrected after two years.

7 In case the concerned eu country is not capable of meeting the sgp requirement re-
lated to ‘fiscal culture stability,’ in relation tobalancedbudget or allowing for amarginal
surplus over themedium term,whereas the original proposal suggestedonly amedium
term deficit of one per cent of gdp, Waigel proposed automatic sanctions to be re-
placed by a politicized process.

8 Basedon theprotocolNo 12of the tfeu (2012), theCouncil Regulation (ec)No 1467/97
(1997) and the Regulation (eu) No 1173/2011 (2011).
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criterion or the debt criterion. Deficit criterion is triggered if the gen-
eral government deficit is higher than the reference value of 3 per cent
of gdp at market prices. Debt criterion is triggered if the general gov-
ernment debt is higher than the reference value of 60 per cent of gdp
and the annual debt reduction target of one twentieth of the debt in
excess of the 60 per cent threshold has not been achieved over the last
three years (European Central Bank, 2019). Based on article 126 (11) of
the tfeu, the edp also provides sanctions in cases of non-compliance
using a fine, consisting of a fixed component (0.2 per cent of gdp) and
a variable component (up to amaximumof 0.5 per cent of gdp for both
components taken together) (European Central Bank, 2019).Themaxi-
mumfinemay not exceed 0.5 per cent of gdp. Table 9.2 shows the gen-
eral government deficit in the selected eu and emu countries.
Table 9.2 shows that potential sanctions are not negligible, but in re-

lation to the state’s expenditures, they are almost ‘peanuts.’ However,
a country will not be fined in case of ‘exceptional circumstances’9 and
may avoid any sanction, if partner countries agree, in the event of a fall
in gdp of between 0.75 and 2 per cent (Herzog, 2004). In general, the
data presented on Table 9.2 confirm no evidence of excessive deficits
(ed) above the tolerated limit of 3 per cent of gdp, for the group coun-
tries of the EuropeanUnion and EuropeanMonetaryUnion, during the
two periods, 2000–2010 and 2011–2015 and the years onward on esti-
mated basis (2016–2019) and projected basis (2020–2022). However, as
concern to individual eu countries, the results with respect to exceed-
ing the tolerated limit of fiscal deficit of the 3 per cent of gdp, were
worsening for Norway, on average basis, during both periods (2000–
2010) and (2011–2015) and individual years (2016 onward).10 In addition,
for the period (2011–2015), Spain and Slovenia, on average, could not
performwell in terms of sustainability of public finances, recording ex-
cessive level of fiscal deficit above the reference value of 3 per cent of
gdp.
The hypothetical deposits that would have been paid by the selected

9 If the deficit is caused by an unusual experience out of governing of the national au-
thorities, or if output has fallen by more than 2 per cent.

10 The case of Norway is not sensitive to its assessment in relation to the policy of fiscal
deficit, based on the tfeu provisions, because the country is not a member of emu.
For the sake of comparison with the eu and emu countries, the table also shows the
data for some other non-eu and non-emu countries, like Switzerland, United King-
dom, Israel and United States.
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table 9.2 General Government Deficit in the eu, Euro Area (emu), and the
Selected Non-eu Countries

Country (1) (2) 2016 2017 2018 2019 2020* 2021* 2022*

Euro Area –2.84 –3.08 –1.47 –0.93 –0.46 –0.62 –0.87 N/A N/A

eu –2.83 –3.48 –1.67 –1.04 –0.68 –0.81 –1.05 –0.89 –0.86

Austria –2.61 –2.09 –1.53 –0.82 0.18 0.67 –0.38 –0.09 0.10

Belgium –1.37 –3.45 –2.36 –0.69 –0.79 –1.95 –1.45 –1.22 –1.35

Czech Republic –3.84 –2.12 0.71 1.52 0.91 0.27 0.85 0.88 0.73

Denmark 1.60 –1.39 –0.11 1.79 0.69 3.78 1.54 1.95 1.99

Finland 2.86 –2.22 –1.71 –0.65 –0.86 –0.96 –1.04 –0.88 –0.94

France –3.57 –4.35 –3.64 –2.96 –2.29 –3.01 –2.97 –2.81 –2.77

Germany –2.53 0.14 1.16 1.36 1.84 1.52 1.47 1.55 1.59

Greece –7.97 –8.39 0.54 0.73 1.02 1.52 0.95 1.06 1.14

Hungary –5.89 –2.99 –1.81 –2.43 –2.12 –2.07 –2.11 –2.18 –2.12

Island –2.05 –2.33 12.43 0.59 0.79 –1.53 3.07 0.73 0.77

Ireland –3.76 –6.54 –0.67 –0.32 0.12 0.52 –0.09 0.06 0.15

Italy –3.29 –2.98 –2.4 –2.44 –2.21 –1.61 –2.16 –2.12 –2.02

Luxemburg 1.93 0.95 1.92 1.32 3.07 2.43 2.18 2.24 2.48

Netherland –1.54 –3.09 0.02 1.26 1.37 1.72 1.09 1.36 1.39

Norway 13.18 10.48 4.06 5.21 7.79 6.22 5.76 6.19 6.48

Poland –4.74 –4.25 –2.39 –1.49 –0.24 –0.69 –1.22 –0.91 –0.76

Portugal –5.58 –6.27 –1.94 –2.96 –0.35 0.08 –1.29 –1.13 –0.67

Slovakia –5.47 –3.47 –2.58 –0.94 –0.99 –1.35 –1.46 –1.19 –1.25

Spain –2.05 –7.72 –4.31 –3.02 –2.48 –2.86 –3.17 –2.88 –2.85

Sweden 0.98 –0.83 1.01 1.42 0.83 0.51 0.94 0.92 0.81

Switzerland 0.05 0.16 0.24 1.12 1.26 1.42 1.01 1.21 1.22

United Kingdom –3.58 –6.24 –3.28 –2.42 –2.25 –2.31 –2.57 –2.39 –2.38

Estonia 0.62 0.36 –0.41 –0.72 –0.52 0.08 –0.39 –0.38 –0.32

Israel –3.49 –2.96 –1.44 –1.12 –3.56 –3.94 –2.51 –2.78 –3.21

Slovenia –2.77 –6.71 –1.92 –0.06 0.74 0.52 –0.18 0.25 0.33

Latvia –3.07 –1.95 0.15 –0.78 –0.81 –0.57 –0.52 –0.67 –0.64

Lithuania –2.89 –3.11 0.23 0.45 0.59 0.26 0.39 0.43 0.42

notes Columnheadings are as follows: (1) average 2000–2010, (2) average 2011–2015. General

government deficit ismeasured as a percentage of gdp. All oecd countries compile their data

according to the 2008 SystemofNationalAccounts (sna 2008). *Data for the years of 2020, 2021

and 2022 is based on projection values, calculations based on 4 years moving average, starting

from the yearly period 2016–2019. Based on data fromm oecd (https://www.oecd.org).

emu countries, in case of applied penalties due to edp, would have
been higher for Germany, followed by France, Italy and Spain, during
the two observed periods on average basis (2000–2010), (2015–2019),
as well as during the years of 2016 onwards (Figure 9.1).
With respect to the sgp fiscal sustainability criteria of the debt to
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figure 9.1 Maximum Expected Sanction Fee (0.5% to gdp) within the Stability
and Growth Pact, in Million Dollars for Selected emu Countries
(light blue – 2000–2010, orange – 2011–2015, gray – 2016, yellow – 2017,
blue – 2018, green – 2019)

notes This indicator is based on nominal gdp on millions of us dollars (current
ppps).This indicator is less suited for comparisons over time, as developments are not
only caused by real growth, but also by changes in prices and ppps. The calculations
on two yearly periods (2000–2010) and (2015–2019) are based on average value. Based
on data from oecd (https://www.oecd.org).

gdp ratio, which is tolerated up to 60% of gdp (Mathieu & Sterdy-
niak, 2003), the pact sets out amedium-termobjective, for the purpose
of reaching budgetary positions ‘close-to-balance or in surplus’ and im-
plementing yearly stability programs which are subject to evaluation
and recommendations by the Commission of the European Union.The
Commission usually advise reaching price stability in emu countries.
In otherwords, the emu needs a discipliningmechanism, like the sgp,
accounting also for the country’s sovereign fiscal policy, in order to re-
act to potential idiosyncratic and asymmetric shocks (Herzog, 2004).
Several authors have been involved in the discussion of the two-

category reformof the sgp, radical reforms andmoderate reforms (Her-
zog, 2004). Radical reforms within sgp, point to the necessity for fun-
damental changes of the fiscal policy framework in Europe, leading to
more centrally coordinated fiscal policy (Buti et al., 2005). Moderate
reforms highlight the changes to a new target structure based on the
current pact (Balassone & Franco, 2001; Buiter & Grafe, 2003).
With respect to debt criterion, the results shown in Table 9.3 con-

firm a worsening trend for Austria, Belgium, France, Greece and Italy
followed by Portugal and Spain, all of them showing excess values of
the debt/gdp ratio above the tolerated limit of 60% in relation to gdp.
In addition, based on group countries, both eu and emu, during the
second decade, have shown failing results of the debt/gdp ratio, thus
confirming a sensitive case with respect to the sustainability of Euro-
pean public finances.
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table 9.3 General Government Debt as a Percentage of gdp in Selected eu, Euro
Area (emu), the Non-eu Countries andWestern Balkan Countries

Country (1) (2) 2016 2017 2018 2019 2020* 2021* 2022*

Euro Area 60.87 90.45 94.63 91.42 88.66 89.17 90.97 90.05 89.71

eu 60.61 85.51 89.22 85.92 83.21 83.1 85.36 84.40 84.01

Austria 75.5 97.27 102.53 96.55 90.95 88.89 94.73 92.78 91.84

Belgium 110.44 121.62 127.67 120.87 117.65 120.22 121.61 120.09 119.89

Czech R 32.82 53.15 47.43 43.33 39.74 37.81 42.08 40.74 40.09

Denmark 50.01 58.01 55.11 52.54 50.82 51.41 52.47 51.81 51.63

Finland 46.94 66.45 75.61 73.16 69.77 69.71 72.06 71.18 70.68

France 81.37 113.84 123.67 122.94 121.36 123.96 122.98 122.81 122.78

Germany 69.62 84.75 77.22 72.79 69.59 68.23 71.96 70.64 70.11

Greece 118.14 166.45 189.4 192.75 199.1 200.24 195.37 196.87 197.89

Hungary 69.61 98.21 98.75 93.07 86.52 83.25 90.42 88.31 87.12

Ireland 41.62 116.55 84.92 75.74 74.38 68.82 75.96 73.73 73.22

Italy 116.79 141.65 154.55 152.23 146.83 154.61 152.12 151.36 151.20

Luxemburg 20.6 29.76 27.87 29.65 28.84 29.96 29.08 29.38 29.32

Netherland 59.95 79.02 77.63 70.87 66.03 62.46 69.25 67.15 66.22

Norway 47.03 36.42 44.26 44.66 45.34 46.68 45.24 45.48 45.69

Poland 53.29 67.16 73.01 68.72 66.76 63.43 67.98 66.72 66.22

Portugal 81.87 137.49 144.31 143.19 137.32 136.3 140.28 139.27 138.29

Slovak R 46.02 62.34 67.74 65.56 63.47 63.36 65.03 64.36 64.05

Spain 55.51 102.98 117.33 115.78 114.51 117.33 116.24 115.96 116.01

Sweden 60.6 58.72 61.92 60.05 59.13 55.57 59.17 58.48 58.09

Switzerland 50.57 41.81 40.49 41.34 39.38 N/A 30.32 27.76 24.36

Great Britain 57.92 107.97 119.77 117.07 113.85 117.28 116.99 116.30 116.10

usa 91.17 134.37 138.21 134.82 136.37 135.69 136.24 135.78 136.02

Estonia 8.56 12.45 13.58 13.09 12.94 13.39 13.25 13.17 13.19

Israel 87.81 77.18 73.2 71.72 N/A N/A 36.22 26.98 15.80

Slovenia 35.92 78.61 97.21 88.99 83.02 80.91 87.53 85.11 84.14

Latvia 22.13 48.18 49.72 47.03 45.65 47.14 47.38 46.80 46.74

Lithuania 29.02 50.14 50.89 47.11 40.67 44.55 45.78 44.50 43.88

notes Column headings are as follows: (1) average 2000–2010, (2) average 2011–2015. Gen-

eral government debt-to-gdp ratio measures the gross debt of the general government as a

percentage of gdp. It is a key indicator for the sustainability of government finance. Changes

in government debt over time primarily reflect the impact of past government deficits. *Data

for the years of 2020, 2021 and 2022 is based on projection values, calculations based on 4

years moving average, starting from the yearly period 2016–2019. Based on data from oecd

(https://www.oecd.org).

In general, participation in the emu depends on the flexibility of fis-
cal policy, achieved targeted fiscal policies within the sgp framework
and the assessment of the Maastricht criteria in relation to speeding
up the nominal convergence toward emu approximation path (Dauti
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Alert Mechanism Report

Joint Employment Report

Opinions on draft budgetary plans
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Annual
Sustainable
Growth
Strategy

Member States submit draft recovery
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Commission publishes draft decisions
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figure 9.2 The Projected Cycle of European Economic Semester During 2021

notes Adapted from European Commission (2020a).

& Herzog, 2009; Dauti & Emini, 2019). The sgp recommends the re-
quirement for perceiving theMaastricht criteria even after emu mem-
bership and provides rather explicit guidelines for the course of decid-
ing whether an emu member country runs an excessive deficit or not.
However, the sgp leads to a situation in which the new countries may
refuse to participate in the emu due to the lack of fiscal performance
in terms achieving lows fiscal deficits. Empirical findings suggest that
new entrant country into eu usually possess low government debt at
early stage ending up with high level of fiscal deficit latter on, thus, ob-
structing the catching – up process of the new entrant countries to Eu-
ropean levels (Tujula & Wolswijk, 2004; Nickel & Vansteenkiste, 2008;
Agnello & Sousa, 2009).

European Semester for Economic and Fiscal Policy Coordination

Coordination of national budgetary policies is an important part of
the economic governance framework in the Economic and Monetary
Union.The European semester provides a framework for the coordina-
tion of economic policies in the eu by allowing the eu member coun-
tries to discuss their short run economic andbudget plans andmonitor
the achieved progress of the stated plans throughout the year. Figure
9.2 shows the projected European semester cycle during 2021.
Due to the global pandemic crisis provoked by covid-19, the euro

area experienced a recession in the first part of 2020. The relevant in-
stitutions within European Central Bank (ecb) and the eu govern-
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ments applied certain monetary and fiscal policy interventions with
the aim of protecting jobs, refreshing the liquidity in the private sector,
mainly the service sector, and supporting recovery in order to prevent
the firms from bankruptcy. At the same time, the public health poli-
cies were addressed to strengthening the national health sectors for
enhancing the capacity of the health institutions to deal with the pan-
demic. Based on the council recommendation on the economic pol-
icy of the euro area by the European Commission (ec), the Union took
exceptional action plans by pushing short-term emergency measures,
including the Coronavirus Response Investment Initiative (cri i) and
crii+ packages, proposing a major recovery plan which will use the
eu state aid guidelines and activate the general escape clause of the
Stability and Growth Pact, a conclusion endorsed by the economic and
financial affairs council configuration (ecofin).
Based on the Council Recommendations on the economic policy of

the euro area, the recommendations for the euro area during 2021 and
2022 were in the direction of improving the socio-economic flexibility
of the emu. The identified risk that could potentially threatened the
socio-economic welfare of the emu, based on the staff-working doc-
ument (swd) (Gortsos, 2020), of the European Commission program
is related to the divergence risks in the labor market. The unemploy-
ment divergence in the euro area is largely due to differences in la-
bormarket institutions across countries and one of themain drivers of
cross-country differences is youth unemployment within emu (Boeri
& Jimeno, 2015; Gortsos, 2020).11 This course undermines the enlarge-
ment process of the emu, and, hence, increases the risk potentials for
macroeconomic and financial instability12 by exerting downward pres-
sure on wages and incomes and weakening of the international role of
euro (Slavova, 2008; Bertola, 2008). Based on the Council Recommen-
dations of the European Commission, the 2021 Draft Budgetary Plans,
including the assessment of fiscal policies for the euro area can be sum-
marized as follow (European Commission, 2020b):

11 Based on the projections of the European Commission, dispersion in youth unemploy-
ment rates had remained high already before the covid-19 crisis with youth unem-
ployment still above 30% in 2019 in someMember States (Greece: 35.2%; Spain: 32.5%).

12 Based on the projections of the EuropeanCommission, gdp growth in the euro area is
forecast to decline by 7.8% in 2020 and to rebound by 4.2% in 2021 and by 3.0% in 2022
(European Commission, 2020b).



172 Bardhyl Dauti

• Despite the forecasted growth in 2021, the recovery is expected to
differ among emu member states, making the economy to run
below its potential due to uncertainty and potential risks, which
remain high.

• The Draft Budgetary Plans point to an aggregate headline deficit
of almost 6% of gdp and a debt-to-gdp ratio of around 100% in
2021, broadly in line with the Commission’s 2020 autumn forecast.

• emu member states have responded with significant fiscal mea-
sures in answer to the pandemic (4.2% of gdp in 2020 and 2.4%
of gdp in 2021). Most emergencymeasures have been oriented to
compensating workers for their wage decrease or wage loss and
compensating firms for their income loss, due to lock downmea-
sures and social distancing and supply chain distortions (3.4% of
gdp in 2020 and0.9%of gdp in 2021). Othermeasures, such as in-
direct tax cuts or extra public works, have focused more broadly
on supporting the economic recovery (0.8% of gdp in 2020 and
1.5% of gdp in 2021).

• Member States should avoid withdrawing fiscal support shortly.
Themix of large output losses and downside risks calls for contin-
ued fiscal policy support in 2021.

The projected cycle of the economic recovery during the year of 2021,
in a post-pandemic situation, is expected to come into life, thus, bring-
ing the euro area closer to the optimum currency area and improve
the transmission mechanism of monetary policy, thereby, strengthen-
ing the economic resilience and convergence of emu member states.
Further gains could also arise from completing the Banking Union and
Capital Market Union and from strengthening the international role of
the euro, whichwill be important to ensure Europe’s financial and eco-
nomic autonomy (Messori, 2020).

eu fiscal Policy and Implications for theWestern Balkans

Fiscal policy in the eu is crucial for sustainability of public finances
which on autonomous basis, within the individual eu countries, is
manifested through efficient use of taxation in the direction of pre-
serving reasonable level of fiscal deficit and national debt, in line
with the sgp requirements related to ‘fiscal culture stability.’ The rel-
evance of fiscal policy is also essential for maintaining reasonable



Fiscal Policy in the European Union 173

table 9.4 Macroeconomic Indicators in the Group Countries of eu, emu
and wb region

Average 2000–2010 Average 2011–2019 2020

eu emu wb eu emu wb eu emu wb

(1) 17.94 17.27 19.25 20.24 19.47 20.82 18.13 17.45 15.22

(2) 47.44 47.49 34.88 47.91 48.37 36.89 54.93 55.71 40.50

(3) 44.74 44.65 33.19 45.94 44.27 34.14 45.22 45.60 32.58

(4) 1.77 1.43 4.24 1.61 1.29 2.60 –7.60 –8.26 –6.90

(5) n/a 8.80 18.25 n/a 10.11 21.88 n/a 8.88 18.59

(6) 0.21 –0.25 –10.67 2.76 2.22 –7.35 2.35 1.90 –7.90

(7) 67.72 71.29 38.62 84.75 89.11 47.01 95.35 101.1 57.70

(8) –2.70 –2.84 –1.65 –1.97 –2.10 –2.75 –9.71 –10.11 –7.93

notes Row headings are as follows: (1) tax burden – tax revenue (percentage of
gdp*), (2) government expenditures (percentage of gdp), (3) government revenues
(percentage of gdp), (4) gdp growth, constant prices (percentage change), (5) unem-
ployment (percentage of labor force), (6) current account deficit (percentage of gdp),
(7) general government gross debt (percentage of gdp), (8) net lending/borrowing
under edp (percentage of gdp). Based on data from International Monetary Fund
(https://www.imf.org) andWorld Bank (https://www.worldbank.org).

trend of growth prospects in the Western Balkan countries,13 enlight-
ened through transmission channels of fiscal policy.The explanation is
that the expansion of fiscal policy through investment stimulation will
lead to growth prospect of wb transition economies, mainly via sec-
ond round effect of investment increase on disposable incomes, and,
therefore on consumption and economic growth. The improvement
in growth prospects means new jobs, new income for households and
thereby an increase of tax receipts for the budget, which helps to future
increase in government spending. Table 9.4 outlines some of the main
indicators of fiscal policy and macroeconomic environment in the eu,
emu and wb countries.
The data presented on Table 9.4 confirms the weak performance

of all indicators during 2020, obviously due to disturbing effects of
covid-19 crisis, for the three group of countries (eu, emu and wb).
The real sector in the wb countries, suffered considerably, leading to
economic slowdown and an increase of unemployment, thereby, ham-

13 Western Balkan countries are Albania, Bosnia and Herzegovina, Kosovo, Montenegro,
North Macedonia and Serbia.
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pering the efforts of wb economies to catch up in terms of real conver-
gence with the eu countries.14 In regards to external conditions, the
high current account deficit in the wb countries of –7.90 percent in
relation to gdp is a signal that wb countries may have been involved
in a problematic deficit,15 hence, making the reveal economies of the
region to be highly dependent on imports.16Thefiscal indicator, which
indicates the government’s success in collecting taxes, is tax burden17

(tax revenue as a percentage of gdp). For the wb countries, tax bur-
den is 2.91 percentage points lower than the eu countries and 2.23
percentage points lower than the emu countries, indicating the po-
tential presence of some degree of tax evasion in the wb countries and
underground economy, which hides the potential tax receipts. With
respect to ‘fiscal culture criteria,’ fiscal deficit reached its pick in 2020
for the three group of countries (wb, eu and emu) above the toler-
ated limit of 3 per cent.This evidence indicates the distressing effect of
the pandemic, forcing countries to postpone the collection of the taxes
from the real sector in the name of anti-covid-19 policies, thus dam-
aging the national budgets, which, in the following periods, leads to
an increase in borrowing activities of these countries, hampering their
fiscal sustainability position by increasing the government debt. In the
pandemic year of 2020, the government debt exceeded the tolerated
limit of 60 percent for the emu and eu countries, whereas, the wb
countries reached their limit.
With regard to budgetary performance in individual wb countries

14 On the demand side factors, the main contributors to growth slowdown, during the
pandemic year of 2020, were the reductions in gross fixed capital formation, net ex-
ports, private and public consumption and investment. On the supply side factors, in-
dustrial output and construction activity were mostly negative in Albania and Bosnia
and Herzegovina (European Commission, 2020b).

15 This is a case where countries spend more on exports rather than available domestic
production.

16 When a country has a deficit, it must find a recovery method. Deficits are reduced
through the inflow in the capital account potentially arising from the increase in the
sales of assets, foreign currency and increase in the level of fdi. However, a current ac-
count deficit is not automatically a bad thing in case a certain country is importing the
necessary inputs to produce an output, with an intention to export the outputs in the
future, thus, potentially creating current account surplus, which would be attractive
investment opportunity for foreigners.

17 This ratio is relevant from macroeconomic perspective because reveals the govern-
ment success in collecting taxes and the perception of tax burden for contributors.
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table 9.5 Macroeconomic Indicators in Individual wb Countries

Average 2011–2019 2020

al bh mn nm kos ser al bh mn nm kos ser

(1) 20.2 22.6 20.0 18.6 19.4 21.5 18.8 20.2 18.1 17.0 17.7 19.2

(2) 29.4 43.7 46.0 31.7 28.1 42.4 32.9 45.5 50.0 35.2 33.3 46.1

(3) 26.3 43.2 41.0 28.7 25.9 39.8 24.5 32.7 39.6 27.4 26.3 38.0

(4) 2.5 2.2 2.8 2.5 3.6 2.0 –7.5 –6.5 –12.0 –5.4 –7.5 –2.5

(5) 14.5 24.3 n/a 25.5 26.9 18.2 11.8 19.0 n/a 20.2 27.7 13.4

(6) –9.0 –5.8 14.4 –1.8 –7.1 –6.0 –11.7 –4.4 14.2 –4.7 –6.0 –6.4

(7) 68.9 40.7 64.4 36.8 12.4 58.9 83.3 38.9 90.8 50.3 23.4 59.5

(8) –3.1 –0.6 –5.0 –3.0 –2.2 –2.6 –8.4 –5.8 –10.4 –7.7 –7.0 –8.1

notes Row headings are as follows: (1) tax burden – tax revenue (percentage of gdp*),

(2) government expenditures (percentage of gdp), (3) government revenues (percentage of

gdp), (4) gdp growth, constant prices (percentage change), (5) unemployment (percent-

age of labor force), (6) current account deficit (percentage of gdp), (7) general government

gross debt (percentage of gdp), (8) net lending/borrowing under edp (percentage of gdp).

Based on data from International Monetary Fund (https://www.imf.org) and World Bank

(https://www.worldbank.org).

during the observed period 2011–2019, as Table 9.5 shows, they all
recorded fiscal deficit to gdp ratio of less than 3 per cent and debt
to gdp ratio below the tolerated limit of 60%, with the exception of
Albania andMontenegro which exceeded the tolerated fiscal and debt
limits only marginally. However, during the pandemic year of 2020,
both Albania and Montenegro were the worst-case scenario with re-
gard to sustainability of public finances, exceeding the tolerated limit
of fiscal deficit by 5.1 and 4.7 percentage points, respectively, and debt
ratio by 23.3 and 30.8 percentage points, respectively.
Reviewing the data on the individual wb economies, presented in

Table 9.5, we can deduce that the biggest problems arose from the real
sector (gdp and unemployment).The relative growth rate of gdp for
the wb countries, ranging from 2.2 to 3.6 percent, is insufficient for the
wb region to catch up in terms of real convergencewith eu countries.
Unemployment is also relatively high for wb countries, ranging from
14.5 percent in Albania to 26.9 percent in Kosovo. External positions
in many wb countries, as shown in Table 9.5, remained weak, making
the wb countries less capable to cope with the competitive pressures
within the eu countries.
From the forward-looking perspective, the Western Balkan coun-

tries face substantial structural challenges as they struggle to fine-tune
their national fiscal policies in linewith the eu agenda in order tomake
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their economies capable of meeting the competitive pressures within
the eu. Efforts in the wb countries directed atmaintaining deficit and
debt levels at reasonable levels, aggravatedbydifferent factors like pop-
ulation aging, costly pension schemes,migration and youth unemploy-
ment,may be unsuccessful.This situation leads to potential increase in
expenditure pressure. Therefore, the wb countries are persistently ex-
posed to the need for fiscal consolidation as their approximation paths
to the eu integration process reach the satisfactory level.
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Introduction

Theprocess of European integration shows a dynamic and evolving re-
ality, exhibitingmany faces and diversified forms ofmixed intergovern-
mental and supranational cooperation. Today,more than ever, this pro-
cess is in the midst of a radically changing internal and external land-
scape. It navigates between pessimism, optimism and realism, and is
shaped by Globalisation vs Europeanisation developments. Its model
of society, based on fundamental human rights, on culture as vehicle of
emancipation, on sustainable development and socio-economic cohe-
sion, and on amultilateral vision of theworld order, is put under strain.
There is a confrontation between the actual eu confusing reality and
its responsibility in the complex international environment.
The eu already plays an important role in international relations,

mainly in trade, development, environment and social issues, more re-
cently also in security strategy. Although the Treaty of Lisbon (2007)
made an important step towards strengthening the eu’s global aspira-
tions, its overall role in the world role seems to be threatened. It is fac-
ing today anumber of internal and external challenges.These comprise
rising global exposure, threats to economic and social cohesion, grow-
ing cultural diversity, increasing complexity, migration issues, the cli-
mate agenda, democratic deficits, populist movements and – last but
not least – imperilled legitimacy and trust. But 2020 was mainly domi-
nated by the Covid-19 pandemic in Europe as elsewhere, trying toman-
age its health, welfare, economic and socio-cultural impacts. Times of
turbulence and change in Europe are not restricted to the impacts of
the pandemic. The landscape of eu politics is dominated by both in-

G. Qorraj & I. Hashi (Eds.), European Union and the Western Balkans.
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ternal political strife and tricky international relations. The new Euro-
pean Commission led by Ursula Von der Leyen seems to have under-
stood this dramatic reality and has already taken measures for a more
efficient governance in its structure, priority policy setting and initia-
tives. It is attempting to make its mark, in terms of both domestic and
foreign policy, with the European Green Deal being one of its flagship
initiatives. The European Council in July 2020 adopted not only a new
budget for 2021–2027 but also a large Recovery Package.
The chapter is structured in four main parts. In the first part value

premises and trajectories for responding to the internal and external
challenges the eu is confronted within the current times are briefly
explained. The second part analyses the role of education in the eu.
It describes and assesses the main eu education programmes while
stressing the importance of citizenship education for eu citizenship
building. The third part focusses on participation and the perspective
of participatory governance in the eu and beyond. It explains its legal
basis and summarises various steps the eu has been taken to favour
eu practices of participatory governance. Both (citizenship) education
and participation are seen as important vehicles for a sustainable and
value-driven eu future.The final part centres on the importance of eu
solidarity in dealingwith internal and external problems caused by the
pandemic. In the Conclusions, we suggest some tasks and responsibil-
ities for strengthening eu’s future. Throughout the analysis, reference
is made to theWestern Balkans, as a partner region of the eu.

TheNeed for a Values-Based eu

A Values-Based Community

The recognition of the eu as a values-based Union is legally embedded
in Art. 2 of the Treaty of Lisbon (2007): ‘The Union is founded on the
values of respect for human dignity, freedom, democracy, equality, the
rule of law and respect for human rights, including the rights of per-
sons belonging tominorities.These values are common to theMember
States in a society in which pluralism, non-discrimination, tolerance,
justice, solidarity and equality between women and men prevail.’
The actual complex internal and external reality implies a perma-

nent updating of the European narrative within a radically changing
context. However, this needs to be based and developed on generally
shared values and obligations.This implies a view that is embedded in
a community of shared values, supports the strength of the European
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integration process, and recognises the positive heritage as well as the
complexity of a multifaceted eu as an added value to the European
project.
A vision for eu’s future relies very much on the concept of commu-

nity (Bekemans & de la Torre, 2018). The eu does not only refer to a
socio-economic community but also to a community of destiny, life,
purpose, responsibility, and certainly to a space of multicultural learn-
ing and ameeting place ofmultiple identities.The original vision of the
Founding Fathers should therefore remain an important inspiration
for further integration. After all, they worked for a European project
to guarantee a sustainable peace within European borders, embedded
in a long-term vision but driven by a pragmatic policy approach. Eco-
nomic arguments supported the political goodwill.
It is important that a forward-looking vision captures a sense of be-

longing and offers an added value to eu citizens, even in times of trans-
formation and confusion. Such a vision should be based on a values-
driven community, recognising the eu as a space which exhibits mul-
tiple characteristics in a transforming international system. These as-
pects have to be understood, contextualised and translated to a diver-
sified citizenry within a context that often produces radically chang-
ing and paradoxical realities. This can be done by involving the citizen
more in the eu’s future, at local, regional, national and European level.
Such a participation could have a positive impact on European iden-
tity, citizenship and solidarity building as well as on eu governance.
It also may shape the internal and external dialogues’ framework be-
tween and within countries, regions, communities and citizens, and
with theWestern Balkan countries (Vukčević, 2020). In his last State of
the Union address on September 12, 2018, Jean-Claude Juncker called
for a Europe that has to embrace its destiny: ‘by pooling sovereignty
where necessary, we strengthen all our component nations and re-
gions.’ Also, the White Paper on the Future of Europe (European Com-
mission, 2017a), the Commission’s contribution to the 60th anniversary
of the Treaty of Rome, clearly expressed the need for a convincing dis-
course aswell as for concrete citizens-drivenpolicies in order to remain
an attractive and inspiring project for its citizens andnot an empty box.

Expected Values-Driven Trajectories

Rethinking, reforming, and transforming the eu implies recognition
of a radical increase of the level of complexity within societies. One can
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think of various (interrelated) tracks that could further strengthen eu’s
internal and external position: (1) recognising and developing Euro-
peanmultiple citizenship (2) embarking in a differentiated, deepening
and inclusive integration and (3) acting as a change-agent within the
multilateral system. Of course, these approaches require commitment,
courage and determination to valorise eu’s role within and beyond its
borders.

Recognising and Developing EuropeanMultiple Citizenship

The eu should commitmore effectively to European citizenship-build-
ing, respectingmultiple identities anddevelopingmulti-level andmulti-
actor practices.The July 2020Eurobarometer survey on eu Citizenship
and Democracy indicates that a vast majority of Europeans (91%) are
familiar with the term ‘citizen of the European Union’ (European Com-
mission, 2020b). This is the highest level of awareness yet since 2007
and a steady increase from87% recorded in 2015. It seems thatmost Eu-
ropeans are well informed about their electoral rights at national and
European levels. In this perspective, citizenship education and partic-
ipatory governance are crucial factors for such a forward-looking eu
outlook. Member States, regional and local authorities as well as civil
society organisations (cso) play an important role in this context.The
new European Commission seems to have understood the challenges
ahead with the setting of its structural priorities.1 Many cso do play
an active role in eu citizen participation.

Embarking on a Differentiated, Deepening and Inclusive Integration

As size matters, both for economic and political power, division into
a multiplicity of actors does not help to respond to global challenges.
Increased European integration in specific policy areas (such as trade,
competition, development cooperation, economic, monetary and fi-
nancial issues, and human security) is the only way forward. Only then
will national interest of Member States become part of the overall eu
interest: unity in diversity within a well-defined international and le-
gal order. In other words, a multi-level and multiple actor approach is
needed to deal with various challenges and issues, though respecting
diversity.
It seems therefore natural for the European project to use patterns of

1 Thepolitical guidelines for thenextEuropeanCommission2019–2024are clearly stated
in von der Leyen (2019).
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differentiated integration, so as to be able to act in an effectivemanner
while taking diversity into account. Examples of differentiated integra-
tion processes are numerous, such as the cases of the Schengen area,
the Eurozone or defence policy illustrate. However, differentiated inte-
gration should not only focus on effectiveness, but also on legitimacy
issues (Bertoncini, 2017).Thesearekey issues for the eu’s functioningat
a timewhen it is confrontedwith challenges but also fragmented along
several divides between states and peoples. Political and institutional
conditions should be met to allow a legitimate deepening of differen-
tiation within the eu (Pirozzi et al., 2017). A differentiation based on
sound political foundations should then be able to serve the interests
of the European peoples, for example as regards collective security is-
sues,migration issues, theEconomic andMonetaryUnion, the Stability
Pact, or even the forthcoming Rescue Fund.
Differentiation also concerns possible enlargements or privileged re-

lations with other countries, such as with theWestern Balkans.The eu
has developed a policy to support a gradual integration of theWestern
Balkan countries with the Union based on Title V of the Treaty on Eu-
ropean Union (1992) dealing with external action, on Article 207 of the
Treaty on the Functioning of the eu dealing with international trade
agreements and on Art. 49 dealing with the criteria for application and
membership.This is all done in view of promoting peace, stability and
economic development in the area and opening up the prospect of eu
integration.
In 1999, the eu launched the Stabilisation and Association Process

(sap), as a framework for relationsbetween the eu andcountries in the
region in the formof stabilisationandassociationagreements. Further-
more, the Stability Pact for South-Eastern Europe provided a broader
eu framework with the aim of establishing and reinforcing peace and
security in South-Eastern Europe, involving all key international play-
ers.The Stability Pact was replaced by the Regional Cooperation Coun-
cil in 2008.The eu perspective that all sap countries are potential can-
didates for eu membership has been confirmed in various occasions,
in particular in the eu-Western Balkan Summits. Also, the European
Parliament is fully involved in the process of enhanced eu engagement
with theWestern Balkan countries.

Acting as a Change-agent in the International System

In the emerging new international world order, states, international
and regional organisations, transnational policy networks and non-
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governmental actors are the building blocks of themultilateral system.
In otherwords, states aremerely players amongst others. Furthermore,
the interactions between all these actors are not any longer organised
in mere hierarchical ways, but as issue-specific networks of variable
coalitions. This implies that there is no single centre of power, conse-
quently blurring the centre-periphery perspective.
Instead, there is a fluid web of relations, alliances and partnerships

between different types of actors at different levels of governance, from
the neighbourhood, city, region, state to the European and interna-
tional level. The new Global Strategy for the eu’s Foreign and Security
Policy, proposed by FedericaMogherini, the then eu High Representa-
tive for ForeignAffairs and Security Policy, has certainly been a step for-
ward in delineating the eu as a prudent change agent in international
relations (Mogherini, 2016). The importance of the Western Balkans in
eu foreign Policy was already echoed in 2010 by Catherine Ashton, for-
mer eu High Representative: ‘In a way, the Balkans is the birthplace
of eu foreign policy. More than anywhere else, it is where we cannot
afford to fail’ (Ashton, 2011, p. 44).

eu and Education: Challenges and Perspectives2

Context

General Context

The role of education as a permanent learning to live together is funda-
mental, in particular for cohesive and sustainable society-building in
the eu and beyond. However, it should be recognised that the learning
environment has drastically changed: it is more competitive, complex
and fragmented, with a wide diversity of learning sources. The Corona
pandemic has stressed evenmore national education systems.
New, innovative and human-centric approaches are necessary to re-

spond to the challenges of fragmented and disturbed societies (Beke-
mans, 2013). Therefore, an urgent need exists for a revisited role and
increased responsibility of education in culturally diverse and complex
societies. Such a new culture for education embodies a respect of an
integral human development, including various ( formal, informal and
non-formal) learning places and environments.
This implies a learning that copes with changes, uncertainties and

risks. A focus on learning competences, life skills and practices to stim-

2 This section draws on Bekemans (2018a).
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ulate creativity is therefore required. Such a learning should aim at
bridging existing educational gaps and changing fixed mind-sets. It
should prepare people to live together by acting together to tackle
complex issues and to deal with diversity. This requires a variety of
life competences. New forms and places for dialogue, and learning, as
well as a variety of actors in the field of education and training, should
be considered.This is equally valid for theWestern Balkan countries.

eu Context

Education is largely a national competence of the eu Member States.
It should be clearly recognised that education is not subject of a com-
mon European policy. With the principle of subsidiarity each Member
Statemaintains full responsibility for the content and the organisation
of its education system. In other words, the European Communitymay
contribute to the development of quality education and training by en-
couraging cooperation between Member States through a wide range
of actions.These include promoting the mobility of citizens, designing
joint study programmes, establishing networks, exchanging informa-
tion or teaching eu languages.
The European Commission’s actions in the field of education rests

on two pillars: (1) policy cooperation with the Member States; and (2)
funding programmes. The basic principle is that Member States are
in charge of their education and training, and the European Commis-
sion cooperateswith theMemberStates tohelpachieve commongoals.
Therefore, theEuropeanCommunity has a complementary role to play:
adding a European dimension to education and training, helping to
develop quality education and training and encourage life-long learn-
ing. It also funds educational, vocational and citizenship-building pro-
grammes which encourage eu citizens to take advantage of opportu-
nities which the eu offers its citizens to live, study and work in other
countries.
In the eu context, education was formally recognised for the first

time in the 1992 Maastricht Treaty (Treaty on European Union, 1992).
The legal context for education in the eu refers to Art 165 of the Treaty
of Lisbon (2007) which also explicates its objectives.3 At the occasion

3 Art. 165, paragraph 1 states that: ‘TheUnion shall contribute to thedevelopmentof qual-
ity education by encouraging cooperation between Member States and, if necessary,
by supporting and supplementing their action, while fully respecting the responsibil-
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of the 25th Anniversary of theMaastricht Treaty (9 December 2016) the
thenEuropeanCommissionPresident Juncker said: ‘Wecannot explain
the European Union, the European project, simply by going back to the
history [. . .] we want to convince younger people that the eu is a must
today [. . .] we have to explain the European history in a perspective:
What is Europe today and what will it be tomorrow and the day after
tomorrow?’ (European Commission, 2016).
Finally, the building of a strong European Education and Lifelong

LearningArea is vital forEurope’s future.This implies abroadly-defined
European studies curriculum which includes all levels, sectors and
forms of learning. It is meant to truly benefit all eu citizens and foster
active and responsible eu citizenship. This should strengthen the Eu-
ropean dimension of national education systems and programs as well
as the eu own lifelong learning agenda. Education is essential to the vi-
tality of European society and economy.This is verymuch underscored
by Ursula von der Leyen’s (2019) political guidelines: ‘The European Ed-
ucation Area aims to bring to the education and training communities
the support they need to fulfil their fundamental mission, in challeng-
ing and exciting times.’
In short, support for inclusive European-oriented education about

responsible citizenship,multiple identities andcitizens’ dialogue should
focus on differentiated discourses, general and specific curriculum
content and social and cultural relevance of education projects. We
are in need of education policies at national level as well as European
education programmes thatmatch the 21st century reality to live as Eu-

ity of theMember States for the content of teaching and the organisation of education
systems and their cultural and linguistic diversity.’ The objectives are stated in Art 165,
paragaph 2: ‘Union action shall be aimed at: developing the European dimension in ed-
ucation, particularly through the teaching and dissemination of the languages of the
Member States; encouraging mobility of students and teachers, by encouraging inter
alia, the academic recognition of diplomas and periods of study; promoting cooper-
ation between educational establishments; developing exchanges of information and
experience on issues common to the education systems of theMember States; encour-
aging the development of youth exchanges and of exchanges of socio-educational in-
structors, and encouraging the participation of young people in democratic life in Eu-
rope; encouraging the development of distance education; developing the European
dimension in sport, by promoting fairness and openness in sporting competitions and
cooperation between bodies responsible for sports, and by protecting the physical and
moral integrity of sportsmenandsportswomen, especially the youngest sportsmenand
sportswomen.’
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ropeans in a globalising world (Bekemans, 2013). The Western Balkan
countries should be included in such a wide education perspective.

Education Strategy and Education Programmes

The following section deals with some of the recent developments in
theEuropeaneducationarea.Theseweremeant tobuild andstrengthen
the future of education in a broad perspective: the eu 2020 Strategy
and the Erasmus+ programme (2014–2020).

The eu 2020 Strategy4

In March 2010 the European Commission proposed the eu 2020 Strat-
egy as a broad 10-year growth strategy, being the successor of the
Lisbon Strategy (2000–2010). It aimed at ‘smart, sustainable, inclu-
sive growth’ with greater coordination of national and European pol-
icy. Concrete actions at national and eu levels underpin the strategy
through a growth-based building of a genuine European Knowledge
Area, the empowerment of people in inclusive societies and the cre-
ation of a competitive, connected and greener economy. It identified
the keymeasurable priorities for theperiod2010–2020onemployment,
innovation, education, social inclusion, climate and energy.
The eu 2020 Strategy presented the broad framework for the spe-

cific European Cooperation in education and training (et 2020) (Eu-
ropean Union, 2016). As each eu country is responsible for its own ed-
ucation and training systems, the eu policy was designed to support
national action and help address common challenges, such as ageing
societies, skills deficits in the workforce, technological developments
and global competition. The et 2020 focussed on six priority areas:
(1) improve people’s skills and employment prospects; (2) create open,
innovative and digital learning environments; (3) provide support for
teachers and trainers; (4) cultivate the fundamental values of equality,
non-discrimination and active citizenship, (5) favour transparency and
recognition of skills; and (6) invest in a sustainable way quality and ef-
ficiency of education and training systems. Flagship initiatives to sup-
port these priority objectives were: ‘Innovation Union,’ ‘Youth on the
move,’ ‘A digital agenda for Europe,’ ‘Resource efficient Union,’ ‘An in-
dustrial policy for the globalisation era,’ ‘An agenda for new skills and
jobs,’ and ‘A European platform against poverty.’

4 This section is based on European Commission (2010).
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The quantification of the common objectives and benchmarks was
particularly important in et 2020. In the period 2010–2020 progress
was attained in the main eu education targets:

• 94.8% of children in 2020 attend early childhood education from
the age of 4+, almost the 95% eu target;

• Tertiary educational attainment had amassive expansion over the
past decade, from 34% in 2010 to 40.3 % in 2019, bringing the eu
even beyond the 40% target;

• The proportion of youth leaving education without an upper sec-
ondary diploma and no longer training has declined from 13.9% in
2010 to 10.2% in 2019, nearly meeting the eu target of 10%;

• The eu did not achieve its target to reduce the share of 15-year
olds achieving low levels of reading, mathematics and science to
less than 15% by 2020. The eu as a whole is lagging behind in all
three domains: reading (22.5%), mathematics (22.9%) and science
(22.3%);

• Theemployment rate of recent graduates (age 20–34) reached80.9
% in 2019, signaling a steady recovery fromthe low74.3% registered
in 2013 and nearing the 82% eu target.

• In part hindered by the fallout from the financial crisis, adult par-
ticipation in learning did not reach the 15% target but has only
risen to 10.8% in 2019.

eu Education Programmes

A second major development in the eu education field concerns the
eu education programmes, in particular the Erasmus programme and
the Jean Monnet Programme.5

Future Perspectives: Towards a European Education

and Lifelong Learning Area

The European Commission has been developing initiatives to help
work towards a European Education Area. The goals set are: spend-
ing time abroad to study and learn should be the standard; school and
higher education diplomas should be recognised across the eu; know-
ing two languages in addition to one’s mother tongue should become
the norm; everyone should be able to access high quality education,

5 The eu education programmes are discussed in detail in Chapter 6.
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irrespective of the socio-economic background; people should also
have a strong sense of their identity as Europeans, of Europe’s cultural
heritage and its diversity. Also, the Directorate-General for Education,
Youth, Sport and Culture (dg eac) has been active in promoting stud-
ies on the future of education and training in view of the ‘Future of
Learning’ agenda.
At the occasion of the 60th anniversary of the Rome Treaty, the lead-

ers of 27 Member States and of the European Council, the European
Parliament and the EuropeanCommission declared in Rome onMarch
25, 2017 their commitment to creating a ‘Unionwhere young people re-
ceive thebest educationand trainingandcan studyandfind jobs across
the continent’ (European Council, 2017). The European Commission
formulated its vision for aEuropeanEducationAreaby 2025 in itsCom-
munication ‘Strengthening European Identity through Education and
Culture’ (European Commission, 2017b).The ideas formulatedwere in-
tended as a contribution to the eu Leaders’ meeting on 17 November
2017 in Gothenburg, where the future of education and culture was dis-
cussed. It is very clear that the Commission believes that it is in the
shared interest of all Member States to harness the full potential of ed-
ucation and culture as drivers for job creation, economic growth and
social fairness as well as a means to experience European identity in
all its diversity. The Communication was quickly followed up with the
launch of a new ‘Future of Learning’ package in January 2018, address-
ing key competences for lifelong learning, digital skills, common val-
ues and inclusive education. The same month the first ever European
Education Summit took place in Brussels, gathering over 20 national
Ministers for Education to discuss equity and diversity in education.
In May 2018 the Commission presented a second package of new

initiatives to further boost the role of education in view of building a
European Education Area by 2025. In its May 2018 Communication on
Building a Stronger Europe:TheRole of Youth, Education andCulture Poli-
cies the important role played by education, youth and culture in build-
ing the future of Europe is highlighted (European Commission, 2018).
The proposed measures aim to enhance learning mobility and educa-
tional opportunities in the eu, empower young people, in particular
by encouraging them to participate in civic and democratic life, and
strengthen the potential of culture for social progress and economic
growth in Europe.
The Commission’s vision of building a European Education Area is
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based on a combination of a strengthened Erasmus+ programme, an
ambitious framework for European policy cooperation in education
and training, support for Member State reforms through the Euro-
pean Semester, and a better targeting of European funds. It also de-
scribes ongoing initiatives towards European Universities and a Euro-
pean student card. This package of initiatives also includes proposals
for Council Recommendations on early childhood education and care,
on the automatic mutual recognition of diplomas and learning peri-
ods abroad, and on improving the teaching and learning of languages.
Such a European Area of education and lifelong learning, reaching out
to citizens has been clearly supported by the Van den Brande (2017)
Report.
In her Political Guidelines, Commission President von der Leyen

committed to making the European Education Area a reality by 2025
(European Commission, 2020a). A reinforced approach is proposed to
consolidate ongoing efforts and further develop the European Edu-
cation Area along six dimensions to bring about a significant shift in
equity, outcomes and resilience of education and training in Europe.
The six dimensions and the principal means to achieve them are: (1)
quality in education and training, (2) inclusion and gender equality,
(3) green and digital transitions, (4) teachers and trainers, (5) higher
education and (6) geopolitical dimension.

Focus on Citizenship Education

As was said before, education has a crucial importance in citizenship-
building in each society, also at eu level. In other words, eu active
citizenship refers to rights, participation and a wider sense of belong-
ing.The ecit Foundation (EuropeanCitizens’ rights, Involvement and
Trust Foundation) launched in September 2020 the European Citizens
Initiative (eci) ‘Voterswithout Borders’ – an eci for full political rights
for eu Citizens.6 Citizenship education is therefore important for eu’s
future. It implies the formation of (young) people within a specific
socio-cultural context who are able to respond to the challenges of
globality and complexity, cultural disintegration, dispersion and frag-
mentation of knowledge.This also requires an integration of a diversity
of learning sources and levels as to formal, non-formal and informal
learning.

6 See https://voterswithoutborders.eu.
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If education has the priority task of transmitting knowledge and
competences, some fundamental questions need to be addressed con-
cerning citizenship education. These relate to (1) education of and
for all; (2) education of humanity: this involves cross-cutting the di-
chotomy between a ‘humanistic’ education and a ‘professional’ educa-
tion; (3) education for change: this deals with themeaning of creativity
and the use of a critical mind; (4) education to master a variety of lan-
guages; and finally, (5) permanent education in the search of values:
this implies surpassing the so-called contradiction between tradition
and innovation.
Furthermore, citizenship education should be based on a commu-

nity of shared values, as was argued in part I of this chapter.The notion
of responsible citizenship therefore includes an awareness and knowl-
edge of rights and duties. It is closely related to civic values such as
democracy and human rights, equality, participation, partnership, so-
cial cohesion, social justice as well as the knowledge and exercise of
rights and responsibilities. Moreover, active and responsible citizen-
ship should be conceived as a lifelong process which requires accom-
panying measures. Learning citizenship is interactive and deeply em-
bedded in specific formal, non-formal and informal contexts, implying
a pedagogy of communion and a culture of service.
In short, citizenship education is understood as the fostering of ca-

pacities and dispositions to participate in society at various levels.The
competences involved are also essential for addressing current po-
litical challenges which cross borders and require transnational and
transdisciplinary thinking, awareness and cooperation.
The Member States of the eu signed up to the Charter on Educa-

tion for Democratic Citizenship and Human Rights Education (Coun-
cil of Europe, 2010), asserting the importance of quality citizenship ed-
ucation. This Charter was also adopted by the Western Balkan coun-
tries,members of theCouncil of Europe. In the actual political situation
training teachers in fostering democratic learning environments and
promoting active citizenship is of crucial importance. Also, the above
mentioned European Education Area provides a framework that pri-
oritises citizenship education.Moreover, the eu Council identified ac-
tive citizenship as one of the pillars of the European Education Area.
Concrete Commission proposals for reinforcing this key competence
of lifelong learning are now being discussed.
The Covid-19 period is a moment not only to reflect but also to act
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on the all-encompassing role of education, particularly of citizenship
education, and on its importance for cohesive and participatory soci-
eties in the eu and beyond. In this context the nece –Networking Eu-
ropean Citizenship Education platform (www.nece.eu) offers a very in-
teresting, non-institutionalisedEuropean initiative for citizenship edu-
cation. It is a transnational community of stakeholders and practition-
ers ( formal, non-formal and informal educators) of citizenship educa-
tion from across Europe. It works with corresponding networks in the
Mediterranean, Eastern Europe and Africa. It provides a forum for de-
bate and an opportunity to exchange knowledge on an equal footing. It
organised early Nov. 2020 a very successful and practice-oriented con-
ference ‘Reconnecting in a post pandemic world. Citizenship educa-
tion for democracy and sustainability.’

eu and Participation: A Challenging Perspective7

Participation is another crucial and concrete vehicle for a sustainable
and value-driven eu future. It has been gainingmomentumas ameans
for countering the ‘democratic deficit’ in contemporary political sys-
tems. In fact, over the past twenty years, the need for bridging the gap
between institutions and citizens and constructing a new relationship
between citizens and public bodies has been high on the eu politi-
cal agenda. The Eurobarometer findings about the eu and its citizens
show over the recent years promising results (European Commission,
2019). Still two-thirds of Europeans (66%), though with differences be-
tweenMember States, feel that they are citizens of the eu and that the
eu is a place of stability in a troubled world.
The legal basis of participation at eu level lies in the Treaty of Lisbon

(2007). Its Preamble calls for enhancing the legitimacy of the Union.
The specific legal reference for participatory governance in the eu is
presented by two tfeu articles: Art. 10 on representative democracy8

7 This section draws on Bekemans (2018b).
8 Art. 10 of the tfeu reads as follows: ‘(1)The functioning of the Union shall be founded
on representativedemocracy; (2) Citizens are directly represented at Union level in the
EuropeanParliament.Member States are represented in the EuropeanCouncil by their
Heads of State or Government and in the Council by their governments, themselves
democratically accountable either to their national Parliaments, or to their citizens;
(3) Every citizen shall have the right to participate in the democratic life of the Union.
Decisions shall be taken as openly and as closely as possible to the citizen; (4) Political
parties at European level contribute to forming European political awareness and to
expressing the will of citizens of the Union.’
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andArt. 11 onparticipatory democracy.9However, despite self-imposed
obligations and the Treaties’ clear commitment to citizen participa-
tion, the eu’s institutions appear to be slow to fully embrace it.
Various concrete steps have been taken in the last years to favour eu

practice of participatory governance:

• A White Paper on European Governance was adopted by the Eu-
ropeanCommission in July 2001 with the aimof establishingmore
democratic formsof governance at all levels, global, European, na-
tional, regional and local (Commission of the European Commu-
nities, 2001). The Commission defined governance as ‘the rules,
processes and practices that affect how powers are exercised at
the European level.’ The content of the White Paper relates good
governance to the core principles of openness, participation, ac-
countability, effectiveness andcoherence. It focussedon fourmain
action themes: (1) Better involvement and more openness: insti-
tuting openness through all stages of decision making; ensuring
consultation with regional and local governments and with civil
society networks; (2) Better policies, regulation and delivery: sim-
plifying eu law and related national rules; promoting different
policy tools; establishing guidelines on the use of expert advice;
defining criteria for the creation of new regulatory agencies; (3)
Contributing to global governance: reviewing how the eu can
speak more often with a single voice in international affairs; im-
provingdialoguewith actors in third countries; and (4)Refocusing
policies and institutions (i.e. Commission, Council of Ministers
and Parliament): ensuring policy coherence and long-term objec-
tives; clarifying and reinforcing the powers of the institutions; for-
mulating proposals for the Intergovernmental Conference (igc)
based on the governance policy consultation.

9 Art. 11 of the tfeu reads as follows: ‘(1) The institutions shall, by appropriate means,
give citizens and representative associations the opportunity tomake known and pub-
licly exchange their views in all areas of Union action; (2) The institutions shall main-
tain an open, transparent and regular dialogue with representative associations and
civil society; (3) The European Commission shall carry out broad consultations with
parties concerned in order to ensure that the Union’s actions are coherent and trans-
parent; (4) Not less than onemillion citizens who are nationals of a significant number
of Member Statesmay take the initiative of inviting the European Commission, within
the framework of its powers, to submit any appropriate proposal onmatters where cit-
izens consider that a legal act of the Union is required for the purpose of implementing
the Treaties.’



194 Léonce Bekemans

• In 2009 the Committee of the Regions (cor) published a White
Paper on Multi-level Governance, reflecting its determination to
‘build Europe in partnership.’ Multi-level governance was defined
as ‘coordinated action by the European Union, theMember States
and local and regional authorities, according to the principles
of subsidiarity and proportionality and in partnership, tasking
the form of operational and institutionalised cooperation in the
drawing-up and implementation of the eu policies.’The twomain
strategic objectives are: encouraging participation in the Euro-
pean process and reinforcing the efficiency of Community action.
It proposed Regional Action Plans, tools, territorial pacts, inclu-
sive method of coordination and vertical and horizontal partner-
ships. By this political document, the cor took the initiative to
submit its vision of an inclusive European decision-making pro-
cess, based on a mode of governance which involves local and
regional authorities in the formulation and implementation of
European policies.

• The European Grouping of Territorial Cooperation (egtc) ( for-
merly the Interreg Community Initiative) represents a good prac-
tice of territorial cooperation (being cross-border, transnational
and interregional), involving regional and local authorities, in
view of strengthening the economic and social cohesion of the eu
(Bekemans, 2013). The egtc Regulation was established in 2006
andwas the first European cooperation structurewith a legal per-
sonality defined by European Law. The egtc’s work is financed
by the European Regional Development Fund (erdf); in the case
of the Western Balkan countries it is financed by the Instrument
for Pre-Accession (ipa).

• More specifically, the Western Balkan countries are involved in
this European Territorial Co-operation objective (Kittel, 2020)
throughcross-borderand transnational co-operationprogrammes.
For the Western Balkans, the South East Europe programme is of
most relevance and also the Mediterranean programme covers
some Western Balkan countries. The interregional co-operation
programme (Interreg ivc) and the networking programmes (i.e.
Urbact i i, Interact i i and espon) cover all eu Member States
but are not open to theWestern Balkan countries.

• The Charter for Multi-Level Governance by the Committee of the
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Regions (2014) expresses accurately the need for concrete partic-
ipatory governance. It refers to the principles of ‘togetherness,
partnership, awareness of interdependence, multi-actor com-
munity, efficiency, subsidiarity, transparency, sharing best prac-
tices [. . .] developing a transparent, open and inclusive policy-
making process, promoting participation and partnership [. . .],
inclusive through use of appropriate digital tools [. . .] respecting
subsidiarity and proportionality in policy making and ensuring
maximum fundamental rights protection at all levels of gover-
nance to strengthen institutional capacity building and investing
in policy learning among all levels of governance [. . .]’ It is not a
legally binding instrument but rather a reference text and a tool
to be freely used by signatory towns, regions and egtc in the
context of the local implementation of eu policies.

• The Charter focusses on better law-making, growth in partner-
ship, territorial, economic and social cohesion, European Neigh-
bourhood Policy and decentralised cooperation. It establishes a
set of common values and identifies practical processes of good
European governance. It commits its signatories to implement
multi-level governanceprinciples andmechanismsand to actively
inspire and promote practical multi-level cooperation projects.
It serves as a guide for local and regional authorities in setting
up partnerships.Through the Charter, the concept of multi-level/
multi-actor governance has gained importance as a policy tool
inmanaging diversity and cross-border challenges, enhancing the
citizen-ownership of the eu project.

In short, the eu can be considered a system of multi-level gover-
nance in continuous evolution. It is also a policy response for active ad-
ditivity to the changing international environment and its challenges,
bringingparticipatorydemocracy closer to the citizens.However,more
evidence-based research on the impact of participatory approaches in
political decision-making is needed, in order to determine whether,
and under what conditions, participatory governance improves the
sustainability of eu policies, certainly in times of global crises.

eu and Solidarity in covid-19 Times

In the current era of uncertainties and complexities at various gover-
nance levels, the eu needs a renewed political project embedded in a
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long-term vision. Only in this way the increasing influence of national
interests in eu policy-making can be blocked in favour of the ‘Euro-
pean commons.’ The crisis of European solidarity, much illustrated by
the difficulties in the implementation of a eu refugee policy or in the
management of the current health crisis, can only be overcome if ini-
tiatives and measures are taken which restore citizens’ confidence in
the European institutions. This should be done within a framework of
‘shared sovereignty.’
The waves of covid-19 have spread throughout the eu with dra-

matic consequences. The major health risk has forced policymakers
to largely shut down social, economic and cultural life, but in a rather
diffuse order and without much consultation.The various diffentiated
lockdowns are forcing organisations, companies and institutions to
cancel activities, public events and travels and switch to teleworking
and online activities. A health, economic and social drama that needs
swift policy responses at all governance levels!
How the eu responds to the coronavirus crisis will determine its

future credibility. Small steps are being taken, but joint European cri-
sis management remains difficult. Today the watchword for Europe
should be internal and external solidarity. David Sassoli, President of
the European Parliament recently commented on the consequences of
the crisis: ‘No onewill be left alone andno onewill act alone’ (European
Parliament, 2021).
The European institutions have taken different steps to combat the

pandemic crisis. Resources and tools have been put in place to coor-
dinate national responses and provide objective information on the
spread of the virus as well as on the effective efforts to combat it. Eu-
ropean Commission President Ursula von der Leyen presented in early
March 2020 her ‘Corona response team,’ a team of Commissioners to
coordinate the economic and humanitarian consequences of the cri-
sis. Mid-March, the European Commission launched an initial, cau-
tiously coordinated response to strengthen public health sectors and
mitigate the socio-economic impact in the eu. At the end of March,
Member States finally agreed to a sum of €37 billion of unused money
from the European budget (‘Corona Response Investment Initiative’).
Member States could eventually use that money to spend on medical
equipment, aid to smes and labourmarketmeasures.This investment
initiativewas one of the first concrete emergencymeasures that the eu
has been taking to combat the corona virus. Also the existing European
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Stability Mechanism (esm), being the permanent emergency financial
fund set up during the euro crisis, can be used as a source of support for
Euro countries in financial difficulties. There is more than 400 billion
euros in that Fund.
Themost important step in the eu approach to the consequences of

the pandemic has been the eu Council agreement of 21 July 2020 on a
€750 billion recovery effort ‘Next Generation eu.’The recovery package
is now going through the legislative steps to be, hopefully, ready in 2021.
Following the political agreement reached by the ministers for econ-
omy and finance on 6 October 2020, Member States’ eu ambassadors
formally agreed with the Council’s position on the Recovery and Re-
silience Facility. The facility is the centrepiece of the Next Generation
eu recovery instrument designed to respond to the covid-19 crisis
and the challenges posed by the green and digital transitions.
Alongside the recovery package, eu leaders also agreed on a €1,074.3

billion long-term eu budget for 2021–2027. Together with the €540 bil-
lion of funds already in place for the three safety nets ( for workers,
for businesses and for member states), the overall eu’s recovery pack-
age amounts to €2,364.3 billion. However, the whole implementation
of the Rescue Fund and the acceptance of the eu multi-annual budget
was threatened by possible vetos of eu Members States Hungary and
Poland.
Still there is hardly a clearer common challenge than the current

pandemic. And yet the eu continues to struggle with decision-making
at eu level, undermining the eu as a value-based community. Perhaps
in the current dramatic crisis conditions it is more important to focus
on the priority objective of necessary and massive economic support
rather than on the instruments. eu citizens want immediate decisive-
ness and vigorous action to see the European dream of shared soli-
darity and civic responsibility concretely applied. After all, the alter-
native is that Europe of solidarity dries up through passivity, no longer
connects European citizens, crumbles into separate national/regional
entities and ultimately does not survive the crisis. The comprehensive
and unprecedented challenge demands a comprehensive and unprece-
dented strategy from the eu.
The crucial question is if the eu within a unifying European eco-

nomic space can guarantee internal solidarity, founded on a common
institutional basis in which states, regions and communities can live
their diversity, as well as external solidarity, based on an open societal
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model of livingpeacefully togetherwithpartner regions throughout the
world. This task requires an inspiring narrative which responds to in-
stitutional governance structures, internal and external European sol-
idarity and a vision that motivates citizen’s participation through Eu-
ropean citizenship education.
If there is one thing that makes this Convid-19 crisis clear: solidar-

ity betweenMember States does not arise spontaneously, but needs to
be supported by trust-building measures. Still, every crisis presents a
provocation, but also offers an opportunity: ‘in the midst of every cri-
sis, lies a great opportunity’ (Albert Einstein). Responsibility and soli-
darity are important values in the refounding and rediscovery of shared
‘authentic’ quality of life, in respect for everyone and everything, recog-
nising human vulnerability.
Pro-active reflections and actions on possible future prospects are

now more than ever urgent. The management of such radical changes
requires inspiring and innovative leadership. In A UnionThat Strives for
More Ursula von der Leyen (2019) clearly insisted: ‘I want Europeans
to build the future of our Union. They should play a leading and active
part in setting our priorities and our level of ambition. I want citizens
to have their say at a Conference on the Future of Europe, to start in
2020 and run for two years.’ This forthcoming 2-years citizen-focussed
conference on the Future of Europe might give some creative answers
on European citizenship-building and participatory democracy, even
being a catalyst for eu change.

Conclusions: eu Internal and External Tasks
and Responsibilities

Today the eu has an appointment with its destiny. As was said ear-
lier, its model of society is put under pressure by numerous challenges.
In the radically transforming international landscape, the eu is con-
fronted with the preoccupation, but also with the moral responsibility
to maintain its model of integration and diversity.
Themain challenge for further European integration is the search for

a new equilibrium between diversity and unity.The eu model needs to
respond to the economic, historic, social and political changes which
are taken place at international and national level, but it should re-
main faithful to its principles of internal and external solidarity. ‘Re-
thinking Europe’ implies recognition of a radical increase of the level
of complexity within societies, a further development of European cit-
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izenship within multiple identities and the elaboration of multi-level
governance practices. Despite all current and dramatic changes, Eu-
rope still remains a civilisation project, characterised by a rich intellec-
tual (material and immaterial) cultural heritage and common values.
Therefore, in today’s multi-faceted and multi-layered globalisation

era, the eu needs a revisited political project and a common long-term
(inspiring) vision, to counterbalance the increasing influence of na-
tional interests in eu policy-making, at the expense of the ‘European
commons.’ There is a danger that the Union, faced with the growing
frustration, criticismand indifference of its citizens,will disintegrate or
become amere union of economic interests, detached from its very na-
ture and identity.Moreover, the undermining of its values-based funda-
mentals could negatively influence eu’s economic, social and ecolog-
ical welfare and finally lead to its marginalisation in the international
system.
However, the rhetoric of the European ideals of peace, unity in diver-

sity, freedom and solidarity should be implemented into workable and
forward-lookingpracticesmidst a radically changing environment.The
role of education, participation and solidarity is therefore fundamen-
tal in developing true citizens’ dialogue and linking eu citizenship
to democracy. Also new forms and places of dialogue, active citizen-
ship and participation outside the existing institutionalised structures
of representation should be stimulated. In this perspective the Euro-
pean Citizen Action Service (ecas, https://ecas.org) an international,
Brussels-based non-profit organisationwith a pan-Europeanmember-
ship and nearly 30 years of experience, promotes activities to develop
and support mechanisms of democratic participation by citizens and
citizen organisations in the eu.
In short, in spite of failures and imperfections in the integration pro-

cess, the eu project remains a valid working place to define Europe as
a common treasure and to develop a unique institutional and opera-
tional framework for Member States and partner countries. Four fun-
damental tasks can be distinguished:

• First, the eu has the moral responsibility to build a best prac-
tice of cooperation internally and externally. A radical change in
vision and method to survive as a European civilisation is an ur-
gent mater. Individual and collective well-being depends more
and more on a comprehension of the signs of time and subse-
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quent action in the pursuit of economic and social welfare within
a world of drastic changes.

• Second, the Europeans have the moral responsibility to show
that people can live peacefully and constructively together in the
world, despite differences in language, culture, religion and origin.
In practice, eu citizens still need to show that they can form an
international public space where a cultural diaspora can exist in
mutual respect, tolerance and dialogue.

• Third, the eu countries and regionshave to searchcontinuously to
make their social and economic systemsmore efficient so that the
weaknesses of the one can be compensated with the strength of
others.This implies the importance to strive for a just distribution
of the benefits of economic welfare and to revalorise the sense of
responsibility and solidarity in policy-making.

• Finally, the eu should play a more courageous and dynamic role
on the international political scene by defending its model of
peaceand transnational cooperationandstrengthening itsmethod
of collaboration with other partner regions. It should work for a
transition of the traditional management of international affairs
to a transversal and multi-lateral approach.

In short, only amobilising vision of the eu futurewithin and beyond
its borders can give a new impetus and a strengthened connectionwith
the citizen. European integration should remain the commonperspec-
tive to respond to internal and external challenges. It should also be the
base for enlarged eu-Western Balkan cooperation. Education, partic-
ipation and solidarity are crucial vehicles for such an eu future, both
for its Member States and partner countries.
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The six Western Balkan countries, Albania, Bosnia and 
Herzegovina, Kosovo, Montenegro, North Macedonia and 
Serbia, all aspire to be members of the European Union. 
Albania and North Macedonia are already candidate coun-
tries while Montenegro and Serbia have opened negotia-
tions for eu  membership. Kosovo and Bosnia and Herze-
govina are at earlier stages of the process and must wait 
for a green light to start negotiations for membership.

Although the six countries are at different stages of 
fulfilling their aspiration for eu  membership, they have 
already been influenced significantly by eu  policies and 
programmes designed for them. These policies and pro-
grammes have aimed at supporting economic, political 
and social development; speeding up the reform process 
facilitating transition from centrally planned economies to 
democratic market economies; and enhancing the rule of 
law and governance in these countries. 

There is, therefore, a strong interest in the development 
of the eu  and its policies, particularly related to the West-
ern Balkans, in the society as well as among policy makers 
and the academia in these countries. This book intends to 
provide students and staff on such courses as European 
Integration or Economics of the eu  with an up-to-date 
analysis of the eu  and its wide range of policies and pro-
grammes. Additionally, the book can enhance the knowl-
edge of local decision-makers about the opportunities and 
challenges arising from the eu.
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