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WU-Wien
Ladies and Gentlemen!
You have already been bombarded with statistics and facts about the economic situation in South-Eastern Europe in general and the engagement of the Western and Austrian banking industry in particular in this region before and after the present global financial crisis. In my brief statement let me therefore sketch some thoughts about the SEE region from the perspective of EU integration.

The VEF aims at economic cooperation between the countries ranging from the Adriatic Sea to the Black Sea, covering such unequal countries like Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Macedonia, Moldova, Montenegro, Romania, Serbia, Slovenia and even Turkey from the Headquarters in Vienna. What is missing in this list is the 1 year old Kosovo! Some of these countries owe its existence the demise of Yugoslavia and are not older than just 18 years.

Political dimension
Let me first remind you of the political dimension of integrating the formerly called Balkan region into the EU. On several meetings of the European Council (the most prominent statement was issued on the Thessaloniki summit in June 2003, also called the “Agenda of Thessaloniki for the Western Balkans”) the importance of integrating this region was emphasized by saying that “It is the aim of the EU to create stability, security and economic wealth in this region!”
At the end of my statement I will touch upon future economic perspectives, which, of course, are not independent of the political situation in the countries under consideration.
According to the political and economic heterogeneity, the EU is integrating these countries with a stepwise strategy:
1) EU Member states: Slovenia is EU member since 1st May 1994 (Slovenia is also a member of the Euro area since 1st January 2007); Bulgaria and Romania are member of the now EU-27 since 1st January 2007. Here, some critics and also the European Commission feel that the status of EU membership came too early, due to unsolved problems of corruption.
2) EU candidate countries: Croatia, Macedonia and Turkey. Accession negotiations with Croatia and Turkey started on 3rd October 2005. The former Yugoslav Republic of Macedonia became a candidate country in December 2005 but accession negotiations have not started yet.

In the meantime we are confronted with some curious political problems:
(a) Turkey vs. Cyprus (8 out of 35 chapters are blocked because Turkey is not willing to extend the customs union with the EU (since 1996) to all member states (also to Cyprus) of EU-27 (Turkey refuses the unloading of ships and airplanes coming from the Greek part of Cyprus on its territory).

(b) Most recently we have a fussy conflict between Slovenia vs Croatia (controversial issue is the borderline conflict in the bight of Piran). Slovenia threatens to bloc further accession negotiations with Croatia.
(c) We have a curios banner conflict between FYR Macedonia and Greece. Here, Greece is will probably bloc the start of accession negotiations with Macedonia. 

3) Potential EU candidate countries: Albania, B&H, Montenegro, Serbia and Kosovo. These countries are still in the pre-accession process or the so-called Stabilisation and Association Process (SAP). Dr. Busek as former coordinator of the Stabilisation Pact (SP) for SEE could tell you stories about that. The SP was displaced by the Regional Cooperation Council (RCC) in Sarajevo last year. The potential candidate countries – as an entrance ticket to the EU – firstly have to ratify the Stabilisation and Association Agreement (SAA). 
3) European Neighbourhood Policy (ENP): This is a strategy – launched by former Commission president Romano Prodi in 2002 and is administered by Commissioner Benito Ferrero Waldner – to create a “ring of friends” around the borders of the enlarged EU. At present 16 countries are covered by the ENP. One of the VEF countries, Moldova is in the basked of ENP countries.
Economic dimension

1) Financial aid by the EU:
The EU provides focussed pre-accession financial aid to the candidate countries (currently: Croatia, Turkey and the FYR of Macedonia)
 and to the potential candidate countries (Albania, Bosnia and Herzegovina, Montenegro, Serbia, Kosovo under UN Security Council Resolution 1244). This financial assistance is intended to help these countries to introduce the necessary political, economic and institutional reforms in line with EU standards. Under the title CARDS (Community Assistance for Reconstruction, Development and Stabilization) Program, a lot of financial aid (between 1990-2000 € 5.5 bn. and again, between 2000-2006 € 5.4 bn.) already was pumped into the Western Balkans.
Since 2007, EU pre-accession funding is channelled through a single, unified instrument (Instrument for pre-accession assistance, IPA) designed to deliver focussed support to both candidate and potential candidate countries. The total pre-accession funding under IPA for the current financial framework (2007-2013) is € 11.5 billion.
2) Economic perspectives:
Size of the region: 
EU-27 increased its population size by 26% compared to EU-15 and enlarged its absolute GDP by 13%, but it decreased its GDP per capita at the same time by 11%. The VEF region – with the exception of Turkey (71.5 Mio. inhabitants) and Romania (21,6) - consists only of small or mini-sized countries with a population size ranging from 0.6 Mio. (Montenegro), to 7.5 Mio. (Serbia) and 7.7 Mio. (Bulgaria); Macedonia (2.1), Slovenia (2.0), Albania (3.2), Moldova (3.3), Croatia (4.4) and B&H (4.6). Taking the Western Balkan countries (except Slovenia) together we get a population size of 25.7 Mio. which amounts to only 5.2% of those of EU-27. Similar or even lower numbers and shares relate to the size measured in absolute GDP. Turkey’s population alone makes up 15.5% of that of EU-27.
Growth potential:
All these countries are transformation countries with a high growth potential. At present their GDP per capita (relative to EU-27, at PPP in 2007) is extremely low: With the exception of Slovenia (89) and Croatia (55) all VEF countries are below 50% of EU-27: Bulgaria (38), Romania (41); Albania (22), Bosnia and Herzegovina (26), Macedonia (26), Montenegro (25), Moldavia (9), Serbia (35) and Turkey (43). The catching-up process can last 30 to 40 or 50 years.
Own simulation results on already realized and future overall economic growth potentials:
1) Benefits from the opening-up of Eastern Europe: 20 years after 1989!

The opening-up of Eastern Europe after the breakdown of communism was one of the most important historic event in Europe at the end of the last century. Due to the “K&K” connections, Austria profited the most from this new window of opportunities. According to own estimations (see Breuss, 2006), the opening-up of Eastern Europe contributed ½ percentage point to Austria’s annual real GDP growth.
2) EU enlargement of 2004 - 5 years after: Taking all integration effects together, Austria has profited by an additional impulse to annual real GDP growth of ¼ of a percentage point, the EU-15 by an additional annual GDP growth of 0.1% and the new EU member states should haver profited by much more, namely by an additional annual GDP growth of around 1% (see Breuss, 2007C, p. 938).
3) EU enlargement of 2007: Bulgaria and Romania – over the period 2007-2020 – can expect an additional annual GDP growth of 0.5%. The spill-overs to EU-15 and to the region of the 10 new EU member states are negligible; Austria can expect from this last step of EU integration an annual GDP growth of only 0.05% (see Breuss, 2007A, 2009; EU, 2009).
4) Croatia: A study by Leijour et al. (2008) indicates that Croatia’s EU membership could lead to an increase of the level of real GDP by 1% in 2025. Due to the small size of Croatia, there will be no economic spill-overs ot the EU.

5) Turkey’s EU membership: As Turkey’s EU accession – if at all – lies far in the future we can skip a discussion about the accession benefits and dangers. I want only say that of course this country has an increasing growth potential after it started to liberalize and open up its industries for foreign FDI in the last few years. According to model simulation by Lejour-de Mooij (2005) – in the base scenario - only Turkey would profit from EU membership, by an increase of the level of real GDP by 0.8 percentage points in 2025. Only if labour migration to the EU is allowed (which is politically not feasible), the EU could profit by 0.7 percentage points higher GDP in the long-run, but Turkey’s GDP would then shrink.
Trade potential of CEFTA new:
The CEFTA new (CEFTA = Central European Free Trade Agreement) covers 8 countries of the Western Balkans: Albania, B&H, Croatia, Kosovo, Macedonia, Moldavia, Montenegro and Serbia. It should replace the “Spaghetti bowl” of 31 complex bilateral trade arrangements. According to own estimations with a gravity equation (Breuss, 2007B, p. 645) this trade liberalization step should lead to considerable trade creation and stimulus for growth in the region: bilateral imports could growth by 170% to 200% in the long-run. Taking an export multiplier of 0.2 these would enhance a growth potential for real GDP of 0.7% to 0.8% in the Western Balkans in the medium to long-run.

And the financial crisis?
Well this is more a problem of the multinationals (industrial firms or banks) which had invested in the Western Balkans. But the dimension is not very big: Until now not more than around € 32 bn were directly invested in this region compared to e.g. € 47 bn. alone in Hungary! The most important host country for FDIs is Croatia (€ 21 bn), followed by Serbia (€ 8 bn). Austria is the leading investor in Croatia and B&H but not in the other countries of the Western Balkans. The economies of the VEF countries did not cause the present crisis but they are victims by negative repercussions and lost opportunities to export to the EU markets. Only after the present world recession is over, this region will be able to ripe its growth potentials.
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