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ABSTRACT

In some sense there is a very simple answer to the title question:
Southeast Europe is heading towards the EU, though a period of
weak regional cooperation, asymmetric relations with the EU and a
slow and discontinuous accession process. The speed and
discontinuity of this process, together with the changing character
and purpose of the process of regional cooperation, raise two crucial
questions for the region. First, is there a need for regional
cooperation and integration in SEE? Second, what type of
cooperation is needed? The paper seeks to address these questions by
discussing the challenges and opportunities resulting from recent
developments in the region (‘EU distancing’, ‘regional ownership’,
etc) and their implications for the perspective that the region can
follow. In doing so, it attempts an analysis of the goals of regionalism

in Southeast Europe and offers some policy proposals for its future.
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Quo Vadis Southeast Europe? EU Accession, Regional

Cooperation and the need for a Balkan Development Strategy

1. Introduction

Despite some obvious similarities, the transitioncpss in the Balkans has
been very different from that of the Central andtEm European countries
(CEECS). This is both because of the dissolutiofooher Yugoslavia and the
inter-ethnic conflicts and open wars that followadd because of the very
‘Balkanised’ transition that was followed: on theechand a delayed transition;
on the other, a dual (or even triple) transitioick includes not only the
process of transformation from the communist stmad to the capitalist
economy but also a process of development, withcthentries in question
moving from a state of semi-agricultural and in a@age not industrialised-
proper economies to structures of service-oriendd knowledge-based
economies. A third transition, of course, whichtifiss the term ‘triple

transition’, includes the very transition from wéand the associated war
economies) to peadcdt is in the context of such ‘transitions’ thaetEuropean

perspective emerged in —and for— the region.

! This is a rather different use of the term thanahe initially described by Offe (1997) and it fpagos
suggests that the region in fact experienced quéeliar even quintuple transitions (see Kuzio, 2001)



On the other hand, also the European approacleteetiion has been markedly
different from that concerning the CEECs. Firsidently, there has been eo
bloc treatment of, and accession for, the countriéSoaftheast Europe. Second,
the EU approach to the region has changed drartatmeer the years, with
the approach initially adopted (in the beginning toé 1990s) being very
different from the approach adopted more recef@yerall, there is a clearly
identifiable gradual deepening of the EU’s invohesrhin the region reaching,
very recently (after the 2007 enlargement), a poinsaturation, with a new
and indeed novel idea coming forward concerningitmeal ownership’ and the
establishment of the Regional Cooperation Coumdiich will absorb — and,
for all practical purposes, replace — the StabRact for South Eastern Europe

(Busek, 2003).

Given these idiosyncraticities and the developmentis regards to the EU’s
involvement in the region, a question that cleaalyd rather emphatically
emerges isvhat happens to Balkan economic cooperation witlamaession
without the immediate prospect of accession and dhgots and sticks
associated to it? To address this issue it is Usefdraw a number of analytical
distinctions that can help disentangle the key eptethat are of relevance and
that are often crudely summarised in the antithbetsveen the European and
regional perspectives (or, even more crudely, betwEuropeanisation and
Balkanisation) (Bianchini and Uvalic, 1997; Demewalou, 2002). These
distinctions can be made along three conceptuatmsions. The first concerns

the alternative —competitive or complementary— pectvesfor the region: the



European perspective, meaning the region ‘movindctioope’ or becoming
increasingly an integral part of Europe; and thgiameal perspective, meaning
the region becoming an organic region in itselfeT$econd concerns two
alternative _processgeswhich again can be seen as either competing or
complementary: the process of integration and tlecgss of cooperation.
While the latter (cooperation) is mainly about pglicommunication and
exchange in an attempt to harmonise policy, thecgs® of integration
undoubtedly concerns something deeper and moreniotgé@inally, there is a
distinction to be made between the two geograplaicdlgeo-political levelat
which these processes and perspectives can bearanukeing— materialised:

the European and the regional.

Drawing these distinctions is extremely helpful ah@vould argue, necessary
in order to establish the context within which ttegious policy options can be
evaluated and analysed. This is for at least tvasams: first, because often the
terms cooperation and integration are used integdebly and without any
clear account of their analytical distance; secdretause the meaning of the
term perspectives often quite blurred, reflecting in some senseoaflation
between thelocation/scale and the orientation/objectivesof the examined
processes (be they processes of integration coapearation). In other words,
there is a deficiency in separating between (a)revtieese processes take place

and (b) under which perspective they are beinguatad.



Some examples should be useful here. If one emphsyshe analytical-

evaluation basis the European perspective, thete gevidently regional

cooperation is little more than simply a means Eoropean accession: the
Balkan states have to cooperate with one anothemuse this is part of the
(extended) conditionality of the European Unionoperating ‘as old Member
States do’ is a precondition for eventually becammembers of the EU family
(EC, 2005a). Conversely, if one is to employ aaegl perspective, then the
meaning and implications of regional cooperatioardge dramatically. From
such a perspective regional cooperation is realiyraegy and an opportunity
for the countries in the region to restructure rtheconomies: regional

cooperation allows the Balkan countries to exchapgkcy ideas and best
practices, so as to achieve an effective and stk restructuring of their
respective economies and thus enter into a subteirgevelopment path that
will eventually lead to economic convergence witte twestern European
partners. Similarly, one can examine the implicagi@and meanings of the
different types of processes or the different gaplical scales (for example,
examining the meaning oEuropean integrationunder the two distinct

perspectives) and explore the policy priorities amtbmmendations emerging
from the different combinations. The table belowidts in a summary form

the resulting priorities and recommendations.



Table: Regionalism ver susthe European Per spective

Level and Per spective
Process European Regional
Regional
_ Means for restructuring /
Cooperation Means for EU accession
development
Integration Substitute to EU accession Complement to globabiattion
European
_ . Means for restructuring /
Cooper ation Substitute to EU accession
development
_ Means for restructuring / . . _ .
I ntegration Substitute to regional integration
development

It is evident from the above table (but still venyportant to highlight) that if
one takes the European perspective as the staimg it is almost inevitable
that the optimal policy proposal will point towartise direction ofregional
cooperationand European integrationThis is what we actually observe: both
the EU and the countries concerned adopt a Europesspective as their
starting point and thus they invariantly perceiegional cooperation almost
singularly as a means for acceding to the EU (Eemapntegration) — and they
moreover try to ensure that the former will not e asubstitute to EU
accession Conversely, if one adopts a regional perspectisethe point of
departure, which implies that there is an inwarcufotowards the region itself
and the EU is presented as a key element of a widetext, then rather
obviously the policy proposal that emerges is oamecerning strengthening
regional integration as a means of complementirtgraanaging the process of
internationalisation of the Balkan economic spaoedér globalisation). The

logic here is thategional integrationis a sustainable strategy for developing



the region as a single economic entity (one maiked)European cooperation
becomes then a useful means for downloading aratpeal policy framework
(and much-needed institutional, political and ficiah assistance) that can

support restructuring and development for the megio

Some important questions for the region arise imately from this analytical
decomposition. First, how do the different choirepact on the developmental
model of the region and the development path é¢tajy that the region can
follow? Second, and equally importantly, how do thmecent policy
developments, especially the creation of the Redi@ooperation Council in
2008, change the balance between the two perspsdtite European and the
regional)? Linked to these central questions isrnioge subtle but also more
pressing issue for the Balkans concerning whatoido¢ done without an
immediate prospect of accession. The remaindeihisf gaper is concerned
exactly with these questions. We start with an ewmatron of the current
situation in the region with regards to economitegmation and policy
harmonisation — in other words, the state of plédysoutheast European

regionalism

2. Southeast European regionalism

There are a number of overlapping literatures ddalress directly or indirectly
the issue of (SEE) regionalism, encompassing ecananalyses of trade and

foreign direct investment (Kaminski and de la RqcBA03; Bjelic, 2005;



Kandogan, 2005), political economic analyses ofiar@ cooperation and
policy preference convergence (Bartlett and Sanijard2000; Welfens, 2001;
Bechev, 2004), and policy analyses of specificquedi and processes (Kekic,
2001; Lopandic, 2002; Liebscher, 2005). The follogvreview of the situation
in SEE links to all of these sub-literatures andifer draws a distinction across
the four main markets: the product market, the labmarket, the capital
market and the financial market; and between thesethe domain of policy.
As will be shown, despite some significant stepsvatals both policy
harmonisation and economic cooperation, still mueimains to be done and
not everything is at the level or the directiontth@uld deem these processes

sufficiently satisfactory.

The product market (trade in goods and services)skan some very fast and
very deep liberalisation, even leading to casesxtteme trade openness (in the
sense that trade takes up an unusually high sharational GDP in most SEE
countries). On the other hand, intra-regional trades are uncharacteristically
low and we see very little trade in both absolutd eelative terms between the
countries in the region. The EU is by far the nmghificant trade partner for
all SEE countries. However, even within the EU, SiEkfle exhibits a very
skewed geographical distribution: almost half ofSEEE trade (and over two-

thirds of trade with the EU) is with only four EUember states (Italy, Greece,

% The discussion of the developments in the protharket is based, inter alia, on Messerlin and Maur
(2000), Astrov (2001), Christie (2001), GligorovO®), EC (2005b), Gaucaite-Wittich (2005),
Kernohan (2006), Uvalic (2006) and DeRosa and Keang2007). Similarly, the discussion regarding
the empirical evidence and observed patterns inctétgtal market is based on Labrianidis (1996),
Gligorov (2001), World Bank (2003), Desmet and Rdj2004) and Demekas et al (2005).



Austria and Germany). One important implicationttwdt is of course the very
high trade deficits registered by most countriethia regiort This is also due
to the specific nature of SEE exports. The typprofiucts that are coming out
of the region predominantly are low value-addedscomer-goods. This implies
that the per-employee value of exports is lower garad to that of imports but
also, and crucially, that this ratio has the temgeto decline over time

(worsening terms of trade).

The capital market has also experienced signifidédrgralisation and is
characterised by very high openness. In this fietdalso see some denser and
deeper steps towards policy harmonisation. Howekersituation with regards
to intra-regional linkages in the case of FDI isndal. With the exception of
Greek FDI in the region and some more recent brmihfinvestments
(mergers and acquisitions; take-overs) across dhmdr Yugoslavia (mainly
from Serbia and Croatia to the corresponding ‘ethparts’ of Bosnia-
Herzegovina), there is effectively no intra-regioRBI in the region. A partial
explanation for this is the very high competitisarh abroad for a given set of
brownfield investments (mainly through privatisafi@and the very few market
opportunities and very high entry costs for someegfield investments (e.g.,
mobile technologies). However, even the type of Erhing from outside the
region, is in many respects not the most produdaiivihe most appropriate for

inducing high rates of growth (by creating positiegternalities through

% Although in most cases these trade deficits aimgbepunter-balanced by the positive current actoun
balances that are due to FDI inflows, the naturtheftrade deficits appears to be structural aod ih

is more difficult to address — especially in thatext of very high capital mobility and a fast chary
structure of economic incentives for investing aloko



knowledge transfers, importation of new productrorthods and processes,
development of new products, etc) and speedingagmamic restructuring.
Extra-regional FDI is concentrating mainly on diaition and services
targeting specifically the domestic market — aneséhare sectors that are not
normally producing very large spillovers, at lesthe context of developing /

semi-industrialised economies.

Regarding the labour market, there is no integnapoocess and hardly any
relevant dynamic (Huber, 2006). There is a hugel-meported and well-
studied emigration movement (outflow of populaticegpecially from Albania
but also from all other SEE countries. This, howgdees not constitute a pure
labour market flow, in the sense that it has natlyebeen driven by traditional
labour market equilibration criteria (e.g., relativalue of the expected wage in
the recipient economy) and is not actually opegais a mechanism that can
bring about labour market equilibrium. The migratiexperience in SEE can
be best described as an exodus of a large paheopapulation to avoid the
hardship associated with the fall of communism @r@dprocess of transition to
capitalism (and, in the case of former Yugoslatti ones associated to war
and ethnic violence) and only heuristically it ceseen as labour mobility in a
textbook sense (equilibrating labour mobility). Rat it is perhaps causing
deeper obstacles to labour mobility within and asréhe countries of the
region and thus also to regional labour marketgistgon (Horvat, 2004).
Further, it needs to be noted that cross-countmynoating is extremely limited

(although there is hardly any reliable data sotoceeasure actual commuting



flows across countries in the region), even indage of the republics of former
Yugoslavia (where the historical, linguistic, indteuctural and other factors
that are normally associated with commuting inteoas are in fact present).
Regarding the institutional aspects of the laboarket, notably there is very
little in terms of coordination of employment padis — let alone wage policies
or training and education policies (including reaitign of professional and
vocational qualifications etc) (Arandarenko, 2084sic, 2004). The countries
are characterised by very different pension ancefisnsystems and do not

have a unified migration and repatriation policy.

In contrast to the labour market, the financial kearis clearly the most
liberalised and represents the most developedaireaonomic cooperation in
the region (Liebscher, 2005). This of course hanhbmainly a market-driven
process in the sense that financial investments tbe private sector is what
actually drives the integration process (Bini-Smadi906). An interesting
example here is some recent moves towards finamaaket integration with
some M&As of stock exchange markets in former Ylmoa, some moves
toward cross-border stock-market coordination amdy recently, the signing
of a new Memorandum of Understanding for regionabperation by all

Central Banks in the region.

Although the financial sector is indeed the maireaarwhere market
developments link directly to, or stimulate, prae=s of policy coordination, a

quite dense network of policy coordination scheraes initiatives in the

10



region exists in many other sectors (see, amongrgthopandic, 2002 and
Bechev, 2006), irrespective of whether market-driver not. Regional
cooperation in the realm of policy encompasses dewiange of issues,
including trade (with the recent establishmenthef SEEFTA as an extension
of CEFTA), energy (e.g., the Community Energy Tygatransport, aviation
and investment (through the Investment Compact¢chvharmonises the policy
environment for investment in the region), but alagpects besides the
economy, for example significant agreements fordborsecurity, asylum

seekers, immigration, trafficking, environmentailiss and so forth.

Nevertheless, as has been extensively discusdéé iiterature (Bianchini and
Uvalic, 1997; Gligorov et al, 1999; Bartlett andn&adzija, 2000; Uvalic,
2001; Anastasakis and Bojicic-Dzelilovic, 2002; rA&n, 2003; Dimitrova,
2003; Bechev, 2004 and 2006), SEE regional cooper& not something that
has developed indigenously and, importantly, widmdstic-regional concerns
in mind. Rather, it is a case iofiported regionalism SEE regional cooperation
is not only dictated by the EU’s extended conddidy (EC, 2006 — see also
Anastasakis and Bechev, 2003) but, more importaittlyas become a notion
that is inexorably linked to the European perspecias can be seen throughout
the various policy documents concerning the regaiod most emphatically

crystallised in the Thessaloniki Declaration.

“ It should be noted that this network has beerbéisteed in a pretty much developmental process, as
the EU became more and more involved in the re@tarting with the ‘Regional Approach’ in 1996,
the establishment of the SPSEE in 1999, the itistitalisation of SEECP progressively since the late
1990s, and the consolidation of regionalism thame® with the creation of the Regional Cooperation
Council in early 2008).

®> On the EU'’s function as a ‘promoter of regionalisee Schimmelfennig (2007).

11



In some cases the process of cooperation is beljause ofa European
process. For example, the Energy Community Treatych has been much
heralded as a great development in (and for) th®me was devised neither
nor for the region (rather, it was simply ‘presented’ e tegion as a form of
EU-promoted regionalism). Similar are the dynamicsthe fields of land
transport and aviation. In some other cases, tbparation process mntirely
dictated by external (or externally inspired) processesisTit the case with
trade integration in the region: the official edisttiment of SEEFTA (still, only
as an annexation to CEFTA) was only possible dfierfull net of bilateral
agreements had been completed, all under the swooguragement, if not
direct guidance, of the EU. In some other aregseaally where it concerns
policy harmonisation, cooperation is cleaaky ho¢ being directly the outcome
of the process of adopting the EU acquis. Finabme cooperation processes
and agreements stiémain fragmentegbilateral), as is for example the case of
the two recently established gas and oil pipelioe8urgas-Alexandroupolis

and Turkey-Greece-lItaly.

All in all, there have been very few attempts toveldep truly intra-regional

policy harmonisation and cooperation and, where es@uch attempts are
identifiable, they are often mainly market-driven, the sense that market
developments dictate, encourage or necessitatéasidevelopments in the
realm of policy. Despite the rhetoric of regionaoperation, a ‘regionalist

deficiency’ is clearly identifiable in the region.

12



3. SEE regionalism evaluated

This ‘regionalist deficiency’ is not unrelated tbet way the EU has been
approaching the question of SEE regionalism. Desthie rhetoric (see for
example EC, 2005a) the EU has a very functionak\gencerning what SEE
regionalism is, or can be: it is a series of commaitts that are taken by the
SEE countries in exchange for deeper associatitim the EU and which can
ensure that another ‘Balkan war’ does not erupthm region in the future.
Interestingly, also functional (and rhetorical)ti® region’s own view of SEE
regionalism (see for example the 2006 speech dBthgarian Deputy Minister
of Foreign Affairs at the Irish Institute for Euregin Affairs provocatively titled
“SEE the road to Europe”): ‘Europe’ remains the taedion and regional
cooperation is simply the ‘road to Europe’. It sifby ‘going to Europe’ the
SEE countries can leave the Balkans behind! Trapp#ds rhetoric both sides
reduce regionalism to a functional(ist) tool forresigthening SEE
‘Europeanisation’ and fail to see its potentialigtrumental role for regional

development and modernisatibn.

® In this context, it is really worrisome how litttaeory has managed to inform policy-making in the
region (for example, the tremendous advances intree theory and New Economic Geography have
hardly been picked up in the academic and polieydtures that concern themselves with the region).
We return to this point later in this section.
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3.1. Regional cooperation versus regional integrati

How can we then evaluate the state of SEE regemalin other words, the
progress of regional cooperation and integratioadd so, we go back to the
analytical distinctions introduced earlier and ewkafrom this perspective the

developments in the four main economic areas readeabove.

In the area of trade, the European perspectivéesrlg what drives regional
cooperation The countries in the region have real difficidtignding natural

trade partners intra-regionally and thus the mhrnst for the development of
the existing thick network of intra-regional tradgreements (now in the form
of SEEFTA) has been provided by the need for deepenomic integration
with the EU. However, the European perspective I$® dimiting regional

integration because by providing a push towards deepeningjrtke with the

EU it generates some trade diversion (or cancetsestrade creation and
diversion that could be happening in favour ofanategional trade) that actually
increases further the economic fragmentation (unectedness) of the region.
Moreover, trade with the EU is also pushing the S&f&nomies towards
specialisation in increasingly similar activitiemnl product-qualities), on that
basis of what in the literature is known as hob-gpoke linkages, thus making

intra-regional trade increasingly difficult and wafitable’

In the capital market, the European perspectiveainaghas intensified

significantly capital market competition, making particularly difficult for

" In this sense, there is almost a perfect analagwéen this process of trade dependency and that
experienced by some SEE countries, most notablgaBia, during the Cold War era in their trade
relations with the then Soviet Union under CMEA.

14



domestic companies to compete and find a plackdndgional capital market
— which perhaps is a further limiting factor forgmenal (capital market)
integration However, the inflow of foreign investments an@ ttompetition
for attracting such investments has also created cibtnditions for policy
cooperationin this area, in the form of tax incentives and like (or, at least,
for attempts to this direction). In terms of thédar market, the European
perspective can be linked to the significant owtflof skills, which is not
conducive to the process witegration within the region. In this case no real
regional process is triggered, as the EU is alskirtg a specific framework for
labour marketcooperationinternally (despite the Luxemburg process — see
Nedergaard, 2006). It is only in the financial nerkwhere we see the
European perspective being more conducive for lppttesses of regional

cooperationandintegration as discussed above.

Of course, the fact that the European perspectiag be less conducive to
regional integration is not by itself a problem.drder to be viewed as such,
one needs to establish that deeper (and more ©)g&HEE integration is
actually needed, in other words that it has id&diiie beneficial effects, at least
in the long run. To make this case, we review couisecly the political and

economic rationales for regional integration in Beast Europe.

15



3.2. SEE integration: does it make sense poliyall

The starting point for any argument making a caseblitical cooperation and
policy harmonisation in the region has to startnfrdistory. Despite their
fragmentation and ethnic hostility, the countriesthe region share many
historical, political and cultural commonalitieshd region shares a common
historical past and future trajectory; in other dgrall countries in the region
come from a very similar place (the inherited ieftges of the Ottoman
Empire) and they all move, admittedly with differespeeds and different
degrees of success but notably through a very aimiad (Europeanisation),
to a very similar place (the enlarged EU). Frons therspective it seems
obvious that cooperation is the best strategy, @varthe way to reaching this
same place, information asymmetries and short-tennsiderations may create
strong incentives to ‘cheat’, i.e., to view thisopess as competitive and
exclusive rather than as necessitating exploitatiosynergies and information

sharing.

But besides this rather empirical observation abbistorical and future
commonalities, political theory also offers stroagguments in support of
collaboration in the Balkan context. Political ceogtion and policy
harmonisation are means to securing political btgkand peace, which are
essential factors for both indigenous and exteydall economic development
(Rosamond, 2000). But they also help activate abmuinof processes that
themselves facilitate speedier economic and palititevelopment internally,

for example processes of policy learning (througforimation sharing and

16



policy exchange — see Dolowitz and Marsh, 2000jngjs2002; or Evans,
2004), policy spillovers (through the functionala@rdependence of policies and
policy transfers — see Radaelli, 2000 and Niema@a6) and policy preference
convergence (through the identification and expt@nh of synergies — see
Bennett, 1991; Collignon, 2003; and Franchino, 2004is of course helps
create a harmonised political and economic enviemtmwhich cannot be but a
good thing for the region, but importantly it al$elps avoid inter-state
competition, a concern which at the EU level hasnbexpressed in the debate
about the ‘race to the bottom’ (Persson and TabgellB95), where competition
among partners leads to a universal lowering afidgteds where everybody,
albeit through optimal actions at the individualdg is becoming worst-off in
comparison to a ‘cooperation’ scenario. The cagebeincentives competition,
in order to attract international FDI, is a goodle here. Thus, the case for
political and policy cooperation is well supportadhistorical, political as well

as economic arguments.

Moreover, it should be noted that there is alstearefficiencyargument to be

made. Federalism, at the level of theory, as weld practice, has shown that
some policies are more efficiently delivered atsbhpra-national level (Boerzel
and Hosli, 2002). For example, competition poligyyoreally makes sense at
the supra-national level: when it disintegrates intlependent national policies
it becomes, rather counter-intuitively, protectsimml Similar are the arguments
for redistribution and cohesion policies (i.e., whhecompliance cannot be

guaranteed through state action or intergovernriismp but also for

17



investment and innovation policies (i.e., wherer¢hare clear economies of

scale in the production of public goods or in tleéwkry of policies).

3.3. SEE integration: does it make economic sense?

The case for economic cooperation and, indeed,edlesgmnomic integration is
not any less well-supported. The most well docuegnargument in the
literature is the ‘large-market effect’, i.e., thppreciation of the fact that larger
markets are more attractive for large internatiobakinesses and other
investors (FDI). The idea here is that ‘creatingregion’ has important
psychological as well as market effects, both gctmthe same direction to
enhance the attractiveness and visibility of theu(tries within the) region.
Trade theory offers many other insights that canuked to support the
argument for regional integration — although adaedity in this field a number
of arguments against regionalism in less developgins (i.e., arguments in
favour of North-South integration) can also be fuwithout getting too deep
into the theory, it is commonly observed that tieet of integration (North-
South versus South-South; symmetric versus hubspolle) plays an
important role for the impact that integration has overall welfare
(development) and on the distribution of the gdinm integration (Baldwin et

al, 2005).

North-South integration, in our case, Balkan-stategration with the EU, can

create a number of asymmetries —and has in faatetesuch asymmetries—

18



most evidently observed in the hub-and-spoke tratiionship between the
EU and the countries in the region (Gligorov, 200#) this model of

integration, most of the benefits from integratiancrue to the developed
partner (the EU) and the least developed partnees paushed towards
production specialisations that are adverse inldng-run for the countries
concerned (Georgakopoulos et al, 1994). The exahgrie is for ‘South’ type

countries, as was the case with Greece in the 1@8@k Greece took over 10
years to recover from her own ‘accession shocks)rdgress (‘specialise’)
towards production in traditional industries (agtiare, natural resource
extraction and basic manufacturing) with low vahdsed activities, low

technological content and thus also worsening terimsade over timé.

It thus appears that the benefits from trade imtibgn are greater the more
similar are the trade partners, the faster and destly they can absorb any
technology transfers that are associated with teadkFDI, and the more they
can exploit in similar degrees the benefits of mearkenlargement

(Georgakopoulos et al, 1994; Chui et al, 2002)sThakes the case for South-
South integration in SEE increasingly appealindthroaigh counter-arguments
would point to the fact that lack of technology aaw-how as well as very

strong similarities in the domestic production stawes would suggest that
there are very few things to be gained from thgetgf integration (Venables,

2003). We return to this point in section 4.2, mld®king first at the changes in

the conditions of the region that accrue from Etgsv regional approach.

8 On the experience of Greece and its relevancthéoBalkan transition countries see Baliotas (1997)
Petrakos and Pitelis (2001) and Tsounis (2002).
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4. EU distancing: a challenge and an opportunity
4.1. Challenges and opportunities

As has been suggested already, the recent devahbpmath regards to the
EU, namely the absence of a specific date or tiamedr for the next wave of
enlargement and the shift towards promoting ‘regioownership’ (with the

consolidation of the SPSEE into the newly creat€@CR what can be rather
reasonably be seen as ‘EU distancing’, present laotbhallenge and an
opportunity for Southeast Europe. dhallengeconcerning the question as to
how to cooperate without the carrots and sticke@ated to EU conditionality

and the EU ‘pull factor’. But also ampportunityto define what is it that the

region represents and what is tiigectof regional cooperation in the Balkans.

Concerning the challenges, first it is clear thahwhe indefinite postponement
of further enlargements the EU loses some of itsrtts’ (Bechev, 2006).
Moreover, own internal problems of the EU (related the revision of
established processes, such as its cohesion p8ligly,and the Lisbon strategy,
but also to the opposition to moving forward with institutional deepening, as
Is the case with the rejection of the European Gomisnal Treaty), mean that

it also loses some of its ‘stick’. Of course theeds not be a problem by itself.

° There is a potentially much more important chajierelated to this, namely the issue of whether EU
distancing may cause disillusionment to the onef$-dut’ and thus also a further distancing froraith
side. This is obviously a very serious concern wébards to the Kosovo issue and the EU-Serbia
relations. Although this and other security issoesy be particularly important, we do not consider
them in any detail here, partly because the foduthe paper is on more economic issues but also
because we consider the chances of a revival df988s conflicts to be —thankfully— extremely thin.
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The very transformation of the SPSEE and the astabent of the RCC in
2008 can reasonably be seen as a conscious effdeast from the side of the
EU, to institutionalise regional cooperation withaine old framework of
carrots and sticks, i.e., of positive and negatieentives or conditionalit}’
Nevertheless, this logic of a wider policy transfation that departs from such
notions of conditionality and incentives does neera to characterise the
policy approach of either side (the EU and the $&iintries) (Anastasakis and
Bechev, 2003). In this sense, the RCC is merelgi#iyg room for the non-EU
SEECs ‘until the doors are open again’, i.e., uii next EU enlargement is

possible.

However, as has been mentioned already, therelssevary good reasons to
see such developments as a concrete set of oppiasuior the SEE. With the
promotion of ‘regional ownership’, SEE countrieg amvited to set their own
agenda for cooperation, an agenda that can retdatenty to the content but
also to the speed and the extent of this cooperéBasek, 2003; Cvijic, 2007).
Thus, it appears that this is probably the finsietj at least since the late 1980s /
early 1990s, that the region has the opportunity tve freedom to ‘own’ its
regional cooperation process (obviously, in thestfiperiod the choice it
followed was at best catastrophic). But togethethwhis opportunity and
freedom comes an equally concrete responsibilitytie region to take an
introspective look in itself, produce an internaluation of its needs, wants

and potentials, develop a positive image for itsa@hid promote it externally. At

2 On the role and types of EU accession conditionake Schimmelfenning and Sedelmeier (2004),
Hughes et al (2004) and Schimmelfennig et al (2006)
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least some realisations of this process would a@adplicitly for the
establishment of a coherent Balkan Development @ee Petrakos, 2002 and
Monastiriotis and Petrakos, 2008) — and this iflyeehat ‘regional ownership’

calls the region to work towards.

This rather optimistic account should not leadrtauaderestimation of the need
to engage with a careful examination of the prod aons of the different
policy options for economic and political integoatithat are open to the region
— as well as of the different developmental modlett are available for the
region, within the wider context of globalisationdainternational regionalism.
Put differently, regional ownership transfers, aast partly, the locus of
decision-making with regards to whether the regmimgoing to specialise in
producing textiles for the EU or cultural and otlierms of tourism for the
American market, to the centre of the region —emthan to some notional or
real European decision-making centre (not necdgsalated to Brussels as
such: business headquarters, ‘EU demand’, or ahgragravitational force
could do).

Importantly, this transfer allows the region to swier questions that until now
it has rarely asked, for example how the dynamithefemerging markets of
India and China, but also of countries further ldfi@razil and South Africa),
changes our perceptions about what are the aregsraducts where the region
should focus to build its comparative and compatitadvantages of the next
decades — and in particular about how politicafiprapriate and economically

efficient it is in the long-run for the region tpexialise in products towards
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which the region is pushed as a result of its isitenand extensive trade with
the EU. In the analytical schema of Table 1, thiaswdepicted in the
‘complement to global integratibrbox under regional integration from a
regional perspective — a dimension that the instgeon the European
perspective fails to capture.

Although such an evaluation, of the advantagesdasablvantages of different
policy options and developmental regimes, is nanething that can be
reasonably undertaken within the limits of the préspaper, it is however
useful as a minimum here to review the main impiices of the different
policy approaches towards the EU or, in other woadsthe chosen balance
between European integration and regional cooperair the region. Put
differently, it is still useful to examine, albedther schematically, the expected
pros and cons of European cooperation and integratis-a-vis those of

regional cooperation and integration.

4.2. Evaluating the two perspectives: the costwbpgeanism

One of the most obvious advantages of Europeagratien is that it triggers
political and economic reform — as has been showery \clearly in the
transition literature but also experienced on tfemugd by almost all transition
countries, where the EU has played a pivotal raleincentivising and

promoting democratisation, liberalisation of maskettc!' The EU has also

' There are of course examples and instances whelitcg (democratisation) and economic
(liberalisation) transition proceeded famtd effectivelyalso in the absence of a catalytic EU role;
while, inversely, there are also many instancesr@vBach transitions have been much less speedy and
effective, despite the EU. Moreover, there are glsestions of simultaneity and endogeneity here, as
the most successful ‘transformers’ where alloweddwelop stronger links with the EU (endogeneity)
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played an important role through supporting ecomomastructuring and
general development through aid (not only througfARE, but also through
the various other instruments, such as CARDS, IBAAs, and the co-
financing from other institutions such as the WoBdnk, the EBRD, the
European Investment Bank, etc). Finally, the pre@xl prospect of European
integration has undoubtedly contributed to the eaan stabilisation of the
region through the reduction of risks, the lowerofgborrowing costs and of
interest rates, and thus the attraction of incrgpsnumbers of foreign

investments in the region.

In a sense, the main disadvantage of this prodelsaropean integration is the
diversion from the objective of regional integratialespite the rhetoric and
some efforts to this direction. As has been argemdnsively in the literature
(Uvalic, 2001; Anastasakis and Bojicic-DzelilovigD02; Dimitrova, 2003;
Gligorov, 2004; Bechev, 2006), the EU has alwaystamed a predominantly
bilateral approach to the region, either throughtrdde agreements or through
its association agreements, thus increasing tlgenieatation of the region and,
importantly but less visibly in the literature, tfe Balkan economic space
(Petrakos and Economou, 2004; Monastiriotis andaRes$, 2007). Another
disadvantage of the European perspective, whidioadth captured well in
works examining issues of implementation (e.gdlistsion the Europeanisation

of policy in the transition countries — see Gral®@)1; Hille and Knill, 2006;

and as the geography of transition and accessiggests a much more exogenous pattern of success
with transition (simultaneity). While such obseigas undoubtedly call for a more careful
examination of the role of the EU and its ability mobilise economic restructuring and political
reforms, such a discussion is well beyond the dibjes of this paper.
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Johannsen, 2006) has not been integrated sufiigienthe literature on SEE
regional cooperation, is that related to the acaal opportunity costs of
adjusting to an alien and very complex institutioaad policy framework,

which is not necessarily or not always suitableti@ region.

There are many examples to support this staterbemtthe case of regional
policy offers a particularly useful case. In threa transition countries (which
traditionally had very little experience with regal policy, needed strong
central governments in order to implement unpopblar necessary reforms,
and since the early 1990s had developed a cultuestoplanning and local
competition) were required to implement a modelfis€al decentralisation
(due to the nature of EU funding) and administetiwisions of space (due to
EUROSTAT requirements) that created significantbpgms of organisation,
control and ultimately of efficacy of the very poés that such structures were
supposed to facilitate (Thielemann, 2002; Hugheale2004; Monastiriotis,

2006).

There are however numerous other concerns regatdengrue impact of the
European orientation of the region, some of whictaeate from trade theory
considerations. Here one can identify, as alsodchetelier, the implications of
developing increasingly adverse specialisationsha production and export
bases, the trends of worsening terms of trade Herproducts and qualities
produced in the region, the asymmetric role of drasts for countries /

products with different price elasticities of derdaand in general an array of
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the theoretical and empirical concerns that havedaowith trade integration

between unequal and distant partners (Georgakopetlal, 1994).

4.3. Evaluating the two perspectives: the cosegfanalism

On the other hand, regional integration has its owmavantages and
disadvantages. The main advantage of regional riaiieg has been partly
elaborated earlier and it refers to the creatiom ddirge single market, where
demand potential is greater (thus also leadingnmeased inward FDI),
economies of scale are more fully or easily expbbit(with significant

productivity and innovation effects), and regiowal sectoral imbalances are
less easily translated into economy-wide shocks distlirbances (which are
normally linked to small economies, monoculturesdoality economies — all
of which are present characteristics of the fragewiBalkan economic space)
(Petrakos and Totev, 2000; Petrakos and Econom@04)2 All these

advantages, if realised, can establish a criticasan(in terms of both market
and production potentials) that will allow the degnent of a number of
dynamic competitive advantages that the region Ww#él able to exploit

(Fugazza and Robert-Nicoud, 2006). Related to tiwvea is the observation
that the similarities across countries in the regio terms of production

structures, comparative advantages and consuméerg@mees can facilitate
faster and more organic knowledge transfers (wtach linked to higher

productivity through technological / process inniim& and promote product

diversification (which is linked to greater incontasough product innovation).
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This is not perhaps as self-evident as it may sainfirst, as many authors
have argued that the homogeneity of the region doesllow for significant
synergies to be identified and exploited throughoneenic integration
(Venables, 2003; Gligorov, 2004; Grupe and Kusifp3). Although this
argument may have some validity in remote and cbatly underdeveloped
areas (Glania and Matthes, 2005), such as the mesiaf sub-Saharan Africa,
it is very doubtful that, for example, the levelddgvelopment in the Balkans is
not suitable for a an indigenous tourist industrydevelop its own distinctive
competitive advantages through product differelaiiaand branding — aspects
that can only be reinforced and supported by regiamegration and intra-

regional intra-industry trad®.

A similar argument can be made with regards tocgdiiarmonisation — as has
been already implicitly stated earlier with respectegional policy. It should
be clear that it is much easier and less costlgxtthange policy ideas within
the region rather than with a really qualitativelijferent partner, such as the
EU. Cultural and historical ties, a common sens@a @Balkan way of doing
things’, but also historical path dependency (esfigc with regards to
institutions that have in one form or the othewswgd all the way through the
Ottoman period), all imply that institutional argements across the region
have a common language that can be more easily naost costlessly

communicated across.

12 Further, the very theoretical argument on whidh #ssertion is based, as has been developed over
many years by Prof A. Venables and published réc@émthe Economic Journal (Venables, 2003) has
attracted wide criticism even within the new traldeory literature (see Krishna, 2003; or Fugazzh an
Robert-Nicoud, 2006).
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Of course, significant potential disadvantages algst in the case of regional
integration. On the one hand are arguments emagndtom trade theory,

relating to the negative consequences in the fdrmnade diversion, which is

seen as the natural outcome of regional integrafMthough, as stated above,
this argument has been made quite convincingly katih direct reference to

the regional literature (Grupe and Kusic, 2005) ahd much more theoretical
level (Venables, 2003), in effect the argument abtvade diversion is

essentially static (it does not take into accolna impact that trade has on
production specialisations) and of course assurnas there are no serious
distortions within the region that prevent intrgimnal trade in the first place
(so that one can talk about trade diversion rathan trade creation). Both
assumptions are largely irrelevant for SEE. Onatirer hand there is the more
pragmatic consideration that the region does nss@ss, for the time being, the
capacity to create the ‘critical mass’ required sigpport its own regional

development. Not only the region is extremely delesrh on external demand
and international aid, but also the region hasyettmanaged to recover fully
from the real and psychological traumas that tissalution of Yugoslavia has

created (or, for some, is still creating).

4.4. On the choice between perspectives

As a conclusion, it appears that there are a nunabeadvantages and
disadvantages tied to each of the policy optiors @erspectives, that can be
neither balanced-out nor ignored. However, rathentsuggesting that any, or

the established, policy option is thus preferablee(to either avoiding the costs
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of a policy shift or because support for the ergpolicy is already in place),
the above observation should be taken to suggasttibre is a concrete need
to counter-balance the process of European iniegratith a firm move
towards deeper regional integration — not simplpparation. Of course, a
number of problems exist that can make this a vergblematic goal.
Interestingly, these problems are not emanating m within the region;
rather, some are also coming from the part of the Bhe EU approach has not
been —and even today it still isn't— particularlypnducive to regional
integration. Almost each single country in the oeghas a different status vis-
a-vis the EU, so it is really questionable whethied how the EU can be seen
as treating the region as a single entity and @stantial object of organic

regional cooperation (regionalism).

Nevertheless, the internal problems appear moreuserThe region clearly
lacks a regional leader. A number of countries ttwaitld have taken up this
role (Greece, Slovenia, Romania or Bulgaria, evemdary or Austria) have
not been very successful — or very interesteddoing so. For that matter, the
new EU member states of the region (Romania andyaBial) are more
interested in catching up with the CEECs than legdhe way within the
region. Ethnic tensions — latent and unresolvedrrain a big obstacle to the
deepening of regional ties; while a number of tnsbnal weaknesses (for
example weak administrations that face significadifficulties in sufficiently
absorbing and efficiently implementing Europearsionply national policies)

persist and constrain institutional convergence jpolicy harmonisation also
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within the region. Finally, in the absence of afisiégnt policy framework that
will be capable of steering the economy and crgate appropriate structures
of incentives and rents across the region, a nuniddereconomic and
technological factors (including infrastructure)s@lact as obstacles to a

speedier and deeper process of regional integration

5. Concluding thoughts

The SEE region has been for many years and stitiday notably fragmented.
This is not only the consequence of the traumaticswn former Yugoslavia,
but of a series of other factors that have to dib ath pre-transition history
(e.g., the divergent models of socialism applieceath of the old socialist
Balkan states) and with the EU approach to theoredga slow involvement
initially, then a fragmented approach, later on s@fements of encouraging a
regional approach but ultimately always predomityabilateral and multi-
layered). The main form of regionalism that is prasin the region, that of a
regional cooperation process that is externallypinesl and built on
conditionality, is actually and rather openly sag/ithe European perspective
of the region rather than any well-defined and welilerstood internal (and
internally consistent) objective. This seems in ynegspects to be a one-way
trajectory for all countries in the region, with #he countries on the same

highway driving towards the ‘big EU destinationlbait on different lanes of
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the highway and perhaps on different makes of ¥a@ooperation is only
happening to the extent that the highway narrowkstha cars have to fit into

fewer lanes without crashing into each other...

Although this analogy may appear telling, in fattdoes not carry any
connotation as to whether any more structured gatipe@ among the countries
in the SEE (the ‘Balkan cars’) would be in factidgsle — not to mention any
suggestions for the amalgamation of the ‘Balkars’carto an orderly and
cosmopolitan train. Similarly, theory —trade theoryother— does not have very
clear answers as to whether regional integratiaulshbe made a more central
objective for the region. One can draw from a witleoretical and quasi-
theoretical literature to identify a long list obsts and benefits associated with
either kind of perspective (the European versusegenal). Empirically, then,
this becomes a question concerning the right beldmetween these two
perspectives — which can only be decided on thesbat a concrete
understanding of the economic and other conditianthe region and a firm
commitment to follow through the policies that agp& be more appropriate

from a long-run perspective.

Given the recent moves towards normalisation ofditgation in the region,
with the gradual increase in economic interactiemen among entities that
were until recently fighting bloody wars, the sigios a lasting adherence to

international law for conflict resolution, and teebilisation and growth of the

3 1n this sense, perhaps today, after Romania’ssatme to the EU, there exists a historical answer t
the agonising question as to which has been theche# the Balkans: Zastava or Dacia!
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economies, it appears that the region can now waajpe and thus has a choice
of, more than one option. In other words, it appetrat the region is
increasingly becoming more capable to support ien odevelopmental
trajectory and thus to define its own developmentakeds and wants.
Nevertheless, with this capacity comes also areasing desire to ‘escape’ the
region and to become singularly ‘European’. Rediammperation, although
often heralded in bold letters, is still largelyeseas a burden, even a liability,

from a commitment that ‘one had once to make’.

In this sense, the developments at the level oEthewith the postponement of
future enlargements, EU distancing and the new rithectof ‘regional
ownership’, offer indeed a tremendous opporturotyhie region to take control
of its own development and thus to pause and rataliis priorities and long-
term interests. No matter how smoothly or how fagtgration with the EU
proceeds and how deep it becomes, there is a stemgaonsibility in the region
to create its own integrated and coherent regioraaket, to activate the long-
slumbering regional multipliers, and to strengthi®rse regional specialisations
that can upgrade the value produced in the regidntlaus lead to a qualitative
upgrading of regional production as a whole. Ineotwords, there is a shared
responsibility in the region to identify and strémgn its competitive position in

the international division of labour.

This is not a goal that can be pursued optionalid anly by the very

ambitious. In the context of intense competitiorthia global economy, where
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regional and sectoral advantages shift rapidly pratiuct life cycles shrink,
moreover, in a world of international sub-regiogalion, an unconnected
collection of small states in a historically prablkgtic peninsula in the corner of
Europe has no chance to compete and to convertpe tstandards to which it
aspires. Rather, a real threat exists that theonegiay very easily become a
“new European south” (Petrakos, 2002; Economides Manastiriotis, 2006)
and suffer the persistent developmental (or, simpipderdevelopment)

problems that Greece and southern Italy have expesd for so long.

Of course, dangers and ambiguities exist with eitifethe two options. For
example, the European perspective entails the ttrokaragging the most
industrialised / advanced countries of the regionat backward path by
encouraging the development of regressive speaimliss; while the regional
perspective can create similar problems by slowdogn or even diverting the
process of economic (and institutional) modernosgti which is very

successfully triggered by association to the Euaopsconomy and polity.

Nevertheless, as mentioned above, this is notsae isf a singular choice over
two competing alternatives; rather, it is an isstibalance. The questios not
about whether to integrate to Europe or internalhg should not beabout
whether regional cooperation is a means or an lestead, it should be clear
that there are real benefits from regional intagraand this should be actively

pursued in conjunction with, but not in anticipatiof or with the aspiration
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for, European integratioff. But for the economies and markets to integrate,
conscious and specific effort is required in thenfr of policy. Policy
harmonisationwithin the region, so as to avoid negative competitiod #m
facilitate economic interaction and market inteigratshould be made a central
objective of national policy-makers and of the newlstablished Regional
Cooperation Council. Policy harmonisation throudpe tEuropeanisation of
policies may be at the end of the road a prosafgientto harmonise policies
also internally in the region; but given the tinaafre for future enlargements
and the acuteness of the developmental problenmedfay the region, this

process is not necessardgst

To sum up, it appears in many respects that ‘c@tjoer without accession’ as
the issue was put in the opening paragraph ofgaper, is indeed a blessing
for the SEE region. By conditioning European ing&gn on regional

cooperation, the latter effectively became an imsgnt for the former — both
for the EU and for the SEE countries. Thus, rediawoperation became
dissociated from the key underlying reasons forcWwhiegional cooperation
was originally sought — namely socio-political raciiation and economic

development. Despite the rhetoric, regional codperaemains today just that:
a process of loose cooperation without any prosgdectinstitutional deepening

or functional strengthening. In this process, aalyscfor regional integration

4 This of course raises the question as to whetiertwo perspectives are inherently incompatible.
There are clear instances where trade-offs betweeiiEuropean and the regional perspective can be
identified — for example, the introduction of VIS®#ntrols in Bulgaria following its accession to the
EU - but there is also a plethora of cases wheeetifo processes are complementary (most
emphatically in the area of trade liberalisation).
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fall into a vacuum, as regional integration becomesecondary issue — if not
simply a distraction. Within this context, the retdevelopments with regards
to ‘EU distancing’ and ‘regional ownership’ (whiere largely exogenous, in
the sense that they constitute responses, at paaity, to EU’s own internal

problems) create the space for a re-considerafiarhat regional integration is
and what it means for the region; and to the otirthey also allow for a

possible re-launching of regional integration astedied policy objective in the
region. In this sense, ‘regional cooperation withagcession’, despite the
possible ‘disillusionment’ for those left tempoigrout, is an opportunity for

SEE to promote its own regional identity and itsnadevelopmental model and

trajectory. Surely a blessing!
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