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The Working Table on Economic Reconstruction, Development and Co-operation (WT II) held its sixth meeting on 20-21 June 2002 in Sofia. 

The meeting was formally opened by Mr Nicolay Vassilev the Bulgarian Deputy Prime Minister and Minister of Economy, who underlined his Governments’ commitment to play an active role and to contribute, to the fullest extent possible, to the success of the Stability Pact.   He commented on the relatively low levels of trade and investment flows between the countries of South East Europe and highlighted the role of the Stability Pact, and W T II in particular, in supporting the countries to improve these to ensure long-term political and economic stability and growth in the region.

Special Coordinator Dr. Erhard Busek referred to the extraordinary Regional Table in Bucharest at which the streamlined activities of the Stability Pact were endorsed.  He reiterated the achievable for 2002 for WT II, namely trade, investment and infrastructure including energy (electricity).  He noted that these selected short-term targets do not move other WT II initiatives such as Sava, environment, eSEE and Social Cohesion into the background.  He emphasized the importance of regional ownership and pointed to the need for intensified co-operation on practical issues within the SEECP.

Chairman Saccomanni in his brief introductory remarks noted that WT II had positive results to report since the last WT meeting in Sarajevo but also some implementation issues to tackle.  He proposed that from now on WT II meetings should allow for a more informal exchange of views on key issues.  To this end, he invited delegations to make their interventions as practical and operational as possible and to avoid reading out their written statements, which would be circulated to all. 
The EU Presidency represented by Ambassador Salas of Spain, recalled that the Stabilisation and Association and Accession Processes remains the key instruments offered by the EU to bring stability to the region and he welcomed the increased emphasis on complementary SAP and Stability Pact activities.  He emphasized the importance of enhanced regional co-operation within SEECP thus creating synergies with the Stability Pact and in particular with WT II.  Based on a proposal from the EU it was agreed to invite the various initiatives under WT II to set clear objectives for 2003 and to ask the Chairman to notify these to the Special Co-ordinator for forwarding to the Regional Table at the end of the year. 

The SEECP Chair, represented by Deputy Minister of Foreign Affairs Ms Minic, reported on the meeting of SEECP Foreign Affairs Ministers in Belgrade on 19 June.  At this meeting, Ministers urged all countries to conclude the bilateral network of Free Trade Agreement in accordance with the provisions of the MoU on Trade.   Ministers resolved to co-operate more closely on telecommunications and energy and a series of ministerial meetings are planned in each of these areas over the coming months.  The meeting welcomed the closer co-operation between the SEECP and the Stability Pact.

Statement from the Region

Ms. Kassidova, Deputy Minister of Economy and Regional Co-Chair summarised the general objectives of the different initiatives under WT II and highlighted some key points from a regional perspective.   These included the need to promote the “virtual” free trade area that will be put in place by the network of bilateral FTAs, the necessity to agree a package of reforms that improve the business climate in the region and in the individual countries and the importance of speeding up the implementation of infrastructure projects.  Ms Kassidova also asked that local companies be included more fully in SP infrastructure projects.  

…

Trade Liberalization and Facilitation 

The results of the ministerial meeting preceding the WT II Meeting were welcomed by the participants. On the eve of the first anniversary of the signing of the MoU, the Signatory Countries were commended on the progress to date in FTA negotiations (of the 21 agreements required, 9 are concluded, 9 are under negotiations and the remaining negotiations will open by July).   However the countries were urged to intensify their efforts to ensure that the 31 December deadline is met, especially in view of the impact this will have on investor confidence in the region.  Albania and Moldova requested that the other Signatory Countries respond more rapidly to their invitations for negotiations.  The EC noted that the FTAs are one of the building blocks of the SAP and a cornerstone of regional co-operation. 

The Ministerial Statement on Priorities for 2003 was well received by the participants and it was noted that the Stability Pact Working Group on Trade now has a clear mandate to facilitate deeper trade integration in the region.

The meeting welcomed the appointment of a new chair for the Trade Working Group, Ms Violeta Madzova, State Secretary of the Macedonian Ministry of Economy who succeeds Mr Jani Bogoesvki who was praised for his hard work and dedication to the Group.  The international community reiterated their continued support for the Group, but highlighted the close relationship with meeting the agreed deadlines.
Investment Compact

Mr Geiger, OECD Co-Chair presented the revised strategy of the Investment Compact (revised monitoring instruments and streamlined flagship initiatives) which was subsequently endorsed at the meeting.  

The meeting also endorsed the draft Ministerial Declaration on "Attracting Investment to South East Europe: Common Principles and Best Practices".   It is planned that SEE Ministers of Economy will adopt it at their meeting on 18 July in Vienna.

The representatives of SEE countries presented the short-term priority goals they will pursue to improve the investment climates in their respective countries.  Most of the countries mentioned SME development, improved legislative framework, enhanced transparency of the regulations and simplified procedures.   The international community welcomed the priorities listed by the countries but requested that they move from general objectives to specific time bound actions.  The July 18 meeting provides an opportunity to present these targets more precisely.

The Special Co-ordinator suggested that progress in improving the investment climate be monitored and highlighted in the next SAP report.

Private Sector – Business advisory Council

The Bulgarian member of the Stability Pact Business Advisory Council reported on the recent BAC meeting and business mission to Zagreb, which included high-level discussions with the Croatian Government.  He commented on WT II actives from the perspective of the private sector and in particular emphasised the dangers inherent in the rising emigration of young highly qualified professional from the region. 
Mr Busek, briefed the meeting on the election of the new co-chair to the SP BAC, Mr Daures.  He informed the meeting about the recently agreed roadmap for closer co-operation between SP and SECI BACs.  In his capacity as SECI Co-ordinator, he updated participants on selected SECI activities. 

Financing Private Sector Development

The EBRD briefed the meeting on recent trends in private investment flows to the region and also summarised the implementation of different financing instruments designed to stimulate private sector activities.  A copy of their report was circulated.

It was noted that private sector development and especially FDI is essential for sustainable economic development in this second phase of the Stability Pact.  South Eastern Europe is improving as an investment destination.  There has been a significant upturn in private flows with a total for 2001 of around US$ 5.7 billion and a similar figure forecast for 2002. Since 1998, FDI has accounted for well over half of the capital flows. However, compared with Central and Eastern Europe, the countries of SEE have been less successful in attracting FDI, reflecting a slower pace of reform, the late start of privatisation and less market confidence about EU accession prospects. Total FDI to the region in 2001 was up marginally on the previous year as some “big-ticket” sales took place, such as the privatisation of the telecommunications company in FYR Macedonia. The projected FDI level to SEE for 2002 is virtually unchanged from last year’s level. 

Significant reform challenges remain.  It is important to improve the overall investment climate and particular attention should be given to clear regulations, a level playing field, good governance and the application of the rule of law.   The on-going need for institutional reform at all levels was highlighted.

It was agreed that the donor community and the IFIs must continue to play a crucial enabling role to strengthen further the private sector.

Social cohesion 

Mr Villey and Ms Bacovic, co-chairs of this initiative, briefed the meeting on priorities, achievements to date and future policy priorities.  A comprehensive overview of the projects was provided.  It was reiterated that a functioning social system is a basic pre-requisite for future stability in the region and the modernisation of the social sector can indeed be considered a key tool for furthering economic development. 
It was noted that the initiative on social cohesion has entered its implementation phase and regional themes have been selected within the chosen areas such as health policy, social dialogue and reform of the pension system.

The interlinkages between aspects the social cohesion initiative in WT II with other Working Tables were outlined e.g. rehousing and pension with the refugee return initiative (WT I) and the retraining of redundant military personnel (WT III). The meeting welcomed the dialogue initiated with the European Commission to enhance complementarily between the Initiative and the Stabilisation and Association Process.

Following discussion, the Chairman proposed to call an informal ad hoc meeting to include participants from the IFIs on the housing problems in the region including those affecting refugees.  The Chairman expressed appreciation for the results to date and the support received from particular donor countries and organisations.  He asked that political co-operation issues be increasingly addressed and urged other countries to support this initiative. 

eSEE initiative

The FRY Chair, Ms Vidas Bubjana presented the refocused strategy of this initiative.   She recalled that the 4th Working Group meeting held in Belgrade on the 17th of May determined a stronger policy oriented approach and urged closer relations with relevant EU processes (eEurope and eEurope+).  

Ms Vidas Bubjana highlighted the Joint Statement of Intent on ICT development signed by Ministers from SEE countries on the margins of the Ministerial Conference on Information Society held in Ljubljana on the 3rd and 4th of June this year.  Under this Statement of Intent, ministers have agreed to prepare and implement an eSEE Agenda. This will consist of a strategy and action plan that is line with EU policies to create a proper regulatory environment for the Information Society and to close the digital divide.  

The meeting welcomed the renewed activities under this initiative and stressed the necessity to develop the concept in accordance with EU policies.   The meeting took note that FRY’s chairmanship and the establishment of a regional secretariat the UNDP offices in Sarajevo, enhanced the principle of regional ownership.   The international community was asked to provide technical assistance and guidance to this initiative including much needed financial support to the chair.  Several participants indicated their readiness to consider appropriate support.

Infrastructure 

In his presentation, the Chairman of the Infrastructure Steering Group, Mr. Sinigallia of the EC, outlined the mandate of the ISG (review projects for consistency with agreed criteria, assemble financing packages including the private sector where possible and to encourage the appropriate institutional reforms) and briefed the meeting on the outcome of the three ISG meetings held to date.

There are 46 infrastructure projects currently under implementation.  The list of projects comprises those agreed under the Quick Start package presented at the first Regional Conference in March 2000 and those presented at the Regional Conference in Bucharest.  It has a total value of Euro 3.47 billion.  He reported that 37 projects are in the transport sub-sector (roads, railways, ports, airports, cross border), 4 in energy (electricity, gas, oil and district heating) and 5 in water/environment (water supply, waste water and river management).  By June 2002, construction work had started on 23 projects – double the figure of December 2001.

The individual IFI members of the ISG (including EIB, World Bank, EC, EBRD) presented a short summary of their particular projects.  Overall there has been good progress in implementation since the last WT II meeting.  All of the IFIs highlighted the need to improve the policy and regulatory environment for infrastructure.  This need will become more acute as the countries seek increased private sector investment.  This source of funding will become more important as countries reach the limits of their sovereign borrowing capacity.  However, SEE countries were also advised that securing private sector funds requires careful preparation and a good understanding as to the type of infrastructure facilities that are attractive to private sector investors.    The need for countries of the region to honour existing co-financing arrangements for specific infrastructure projects was also stressed during this part of the meeting.
The role of the ISG was discussed including its responsibilities for monitoring project implementation and considering applications for new projects.  It was noted that the ISG provides for an exemplary degree of co-operation among IFIs compared to other regions of the world.  In respect of relations between the ISG and the SEE countries, it was agreed that the Stability Pact will intensify its work to improve information flows.  This will facilitate identification of problems that impede implementation and possible solutions. 

The Special Co-ordinator agreed that infrastructure improvements were one of the most visible signs of progress for the people in the region.  He urged the countries to be realistic in their expectations for financing of new projects, particularly in view of declining level of donor finance support.  It is essential to establish priorities that are agreed in common by countries proposing specific trans border projects.    He also stated that economic feasibility must be taken into account.  Financing would not be available for projects unless they are economically and financially viable.

The ISG was asked to increase the exchange of information with bilateral donors so that a more complete picture on international support for infrastructure can be made available, it was also requested and to elaborate in due course appropriate procedures for the evaluation of new projects.

Energy

The Bulgarian Minister of Energy Mr Kovachev addressed the meeting, expressing Bulgaria’s intention to take an active role in stimulating regional co-operation in the energy sector.  He highlighted the Bulgarian Government’s offer to establish a regional energy centre in Sofia and asked the countries of the region and donor countries to consider this proposal.  In this respect he mentioned the current Czech proposal for assistance in this sector. The Special Co-ordinator and the Chairman of WT II, welcomed in general, Bulgaria’s pro-active initiative and requested that further information on the proposed energy centre be provided for all interested parties.  
The meeting was informed that co-operation on Energy in SEE has recently taken a step forward. The EC reported that, based on back-to-back co-ordination meetings by the Stability Pact and the European Commission (REM) on March 4th and 5th, 2002 in Brussels, the South East Europe Electricity Regulation Forum met for the first time on June 13th and 14, 2002 in Athens. 

The Forum, consisting of government representatives, regulators, transmission system operators (TSO), the EC, the Stability Pact and donor agencies, discussed, among others, a draft MoU prepared by the EC for the integration of the SEE regional electricity market into the European electricity market.  A ministerial meeting will be convened before the end of 2002 to endorse the decisions.  To achieve a competitive regional electricity market, the EC proposes a regional approach that would result in the countries opening their national electricity markets by 2005.  

The Working Table also discussed additional activities aimed at improving regional co-operation in energy.  A KfW study on the regional power sector will help jointly with on-going assessments by the World Bank to determine the necessary investments in the physical infrastructure. An informal donor brainstorming meeting, initiated by the Stability Pact and to be organised jointly by the Stability Pact, the EC and the Czech Government on July 19th, 2002 in Prague will discuss the technical assistance and advisory services required to modify legislation and to strengthen the institutional capacity in the region.

These initiatives of the Stability Pact and its partners, notably the European Commission, were welcomed. The Stability Pact was called upon to continue its support to the co-ordination process and, in particular, to secure regional ownership.

Environment 

The WT II meeting reiterated the importance given to the environmental issues under the Stability Pact due to their obvious regional nature.

The Chairman noted that significant efforts were made to push Regional Environmental Reconstruction Programme (REREP) forward under the leadership of the European 

Commission.

The EC informed the meeting on progress achieved by REREP.  A report prepared by the EC concluded that REREP has achieved useful results under its four priority areas, it has performed effective donor co-ordination (Euro 15 million of commitments underway/completed) and the countries of SEE have begun to assume ownership of the process.  REREP will be instrumental in ensuring that the countries in the Stabilisation and Association process take on and fulfil environmental obligations.  It could explore further synergies with other Stability Pact mechanisms, in particular the Infrastructure Steering Group.

Sava Initiative

Following a short presentation by Ambassador Dervisbegovic, the Regional Co-Chair of this initiative, the meeting welcomed the rapid progress that has been made under this initiative since the Letter of Intent was signed in the margins of the last WT II meeting in Sarajevo.     

The Chairman noted that the International Framework Agreement should be ready by early Autumn and will be followed by a comprehensive Action Plan which is being prepared in parallel with the Framework Agreement negotiations.

The meeting lauded this initiative as a very positive example of regional ownership and commended the countries involved - Bosnia and Herzegovina, Croatia, FR Yugoslavia and Slovenia - on their active involvement.  The National Co-ordinators of the four countries expressed their gratitude to the Director of Working Table II, Ms Beate Grzeski for her substantial commitment to this initiative.

The Chairman thanked the donors including the USA for its support for this initial phase and encouraged the donor community to fully support Sava Initiative to ensure the long-term sustainable development of the Sava Basin region. 

Closing Remarks

In this closing remarks the Chairman emphasised that while considerable achievements had been reported to the meeting, substantial work remained to ensure that the targets and deadlines under the various initiatives were met.  Ms Kassidova, the Regional Co-Chair highlighted trade liberalisation as the most urgent short-term priority for the SEE countries.

Mr Saccomanni thanked the Bulgarian Government on behalf of all participants for their generous hospitality and excellent organisation of the meeting.  He took note of the agreement between the current and the incoming regional co-chair Croatia, to extend the Bulgarian co-chairmanship until end of September 2002.  He thanked Croatia for responding to Bulgaria’s request.  The chairman stated that this should not been seen as a precedent, as it was agreed only to enable Bulgaria to fully use its chairmanship period following the reorientation-phase of the SP up to the General Affairs Council in March. 

Copies of all documents presented at the meeting can be accessed on the Stability Pact website www.stabilitypact.org (under WT II, Sofia Meeting).
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