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Introduction
European integration remains the uttermost political aspiration of Western Balkans 
countries, which for more than two decades, strive in a prolonged transition of 
structural reforms. So far, the pace of progress made in transforming them into fully 
functioning market economies has not yet met the integration standards required 
from European Commission, and the lack of regional policies coordination can be 
considered a significant reason why the growth potential of the Western Balkans is still 
unexploited. Today, economic consequences of this drawback are present and easy to 
perceive. However, important positive steps are being made in this direction and the 
region as a whole has entered a new phase: the one of coordinated reforms agendas 
implementation. In this light, building interactive economic governance frameworks 
is a clear example of engagement and commitment from Western Balkans countries 
to follow on the same wave the preparation to join as equal members the European 
Union.   

The leading aim of this policy paper is to shed more light on the concept of economic 
governance, its’ importance in supporting sustainable economic growth and European 
integration, present stage of the Western Balkans six states in implementing this 
framework of rules on economic-budgetary policy-making agenda, and explore 
potential ways to accelerate this process more efficiently. 

The article starts by explaining the economic governance concept; then, it describes 
the economic reforms agendas implemented by the Western Balkans countries in 
preparing for European integration, analyzing economic situation in the region, 
drawing an action plan for accelerating economic reforms through interactive regional 
coordination and concluding in finale with some remarks and recommendations.    
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Explaining Economic Governance Concept
“The European Union’s economic governance framework aims to detect, prevent, 
and correct problematic economic trends such as excessive government deficits or 
public debt levels, which can stunt growth and put economies at risk.”
- European Commission1

Economic governance can be described as a proactive integrated framework of rules 
aimed to ensure macroeconomic stability and economic policies convergence in the 
European Economic and Monetary Union. Urged as a necessity for responsible economic 
policy-making in all Member States, following the financial, economic and sovereign 
debt crises that hit major economies in European Union, it consists among others in 
a set of new improved surveillance systems for economic policies implementation 
and a novel budgetary timeline to be followed from all EU Member States. Economic 
crises are a cyclic phenomenon and certain measures from an institutional perspective 
serve to enhance immunity of economies in union from negative consequences of 
irresponsible economic policies that could be implemented from specific countries 
not in coherence with others. It proved to be costly for European socio-economic 
welfare the lack of comprehensive evaluation of national level economic policies and 
absence in harmonizing economic with budgetary policies in the Union. In this light, 
the general aim of economic governance concept is to consolidate macroeconomic 
stability in the EU’s economy through closer coordination and cooperation among 
all member states in drafting and implementing respective economic-budgetary 
policies. An extended definition of economic governance system should start from the 
European Semester2. It serves as a common framework that ensures a cooperation 
timeline and continuous discussion of budgetary and economic plans among EU 
member states and institutional partners throughout the year. Under the oath of 
EU Member States to share joint responsibilities in guaranteeing economic growth, 
sustainable development and social welfare in the Union, European Semester allows 
them to comment on each other’s plans and enables the Commission to give policy 
guidance in good time, before decisions are made at national level. November of each 
year marks the start of the cycle with the announcement in Annual Growth Survey3 

of EU Year’s economic priorities that ought to be reflected in members’ economic 
agenda and this is followed by Alert Mechanism Report4 screening Member States 
on economic imbalances. Budget plans of all members are discussed in Brussels by 
Eurozone Finance Ministers, and afterwards budgets are approved at national level, 
reflecting the convergence in economic and budgetary policies among EU Member 
States.

1 EU’s Economic Governance
http://ec.europa.eu/economy_finance/economic_governance/index_en.htm   

2 European Semester - European Commission country specific recommendations 
http://ec.europa.eu/europe2020/making-it-happen/index_en.htm
3 Annual Growth Survey 2016 - outlining Commission’s economic priorities for EU in the year 2016
http://ec.europa.eu/europe2020/making-it-happen/annual-growth-surveys/index_en.htm
4 Alert Mechanism Report 2016 – European Commission Report Series
http://ec.europa.eu/europe2020/pdf/2016/ags2016_alert_mechanism_report.pdf
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Box 1: European Semester timeline

The Commission monitors implementation of priorities and reforms several times a year,
with a focus on the euro area and Member States with fiscal or financial problems:

November: The Commission publishes its opinions on draft budget plans (for all euro area coun-
tries) and Economic Partnership Programmes (for euro area countries with excessive budget 
deficits). The budget plans are also discussed by euro area finance ministers.
December: Euro area Member States adopt final annual budgets, taking into account the Com-
mission’s advice and finance ministers’ opinions.
February/March: The European Parliament and relevant EU ministers meeting in the Council 
discuss economic growth prospects. The Commission publishes its winter economic forecast. 
The European Council adopts economic priorities for the EU, based on the AGS. It is around 
this time that the Commission publishes in-depth reviews of Member States with potential 
imbalances.
April: Member States submit their Stability/Convergence Programmes (medium-term budget 
plans) and their National Reform Programmes which should be in line with all previous EU 
recommendations. These are due preferably by 15 April but no later than 30 April each year. 
May: The Commission proposes country-specific recommendations (CSRs), tailored policy ad-
vice to Member States based on the priorities identified in the AGS and information from the 
plans received in April. In May, the Commission also publishes its spring economic forecast.
June/July: The European Council endorses the CSRs, and EU ministers meeting in the Council 
discuss them. EU finance ministers ultimately adopt them in July.
October: Euro area Member States submit draft budget plans for the following year to the 
Commission . If a plan is out of line with a Member State’s medium-term targets, the Commis-
sion can ask it to be redrafted.

 
Improved rules of Stability and Growth Pact5 to enhance responsible budgeting in 
the Union have been reflected in the Six Pack and Two Pack, which respectively 
became laws in 2011 and in 2013, also being reinforced by the Treaty on Stability, 
Coordination and Governance6. These better rules consist in more efficient prevention 
mechanisms in time keeping a headline limit budgetary deficit of 3% and sovereign 
debt in the levels of 60% of GDP; stronger focus on debt management introducing the 
Excessive Deficit Procedure7; improved surveillance early warning systems to prevent 
and correct in time macroeconomic imbalances; new fiscal pact signed from then 25 
Member States and more flexibility in decision-making during crises.

5EU’s Stability and Growth Pact, http://ec.europa.eu/economy_finance/economic_governance/sgp/index_en.htm
6 Treaty on Stability, Coordination and Governance signed from 25 member states in Brussels, 1st February 2012,
http://europa.eu/rapid/press-release_DOC-12-2_en.htm
7Excessive Deficit Procedure (EDP), European Commission, 
http://eur-lex.europa.eu/summary/glossary/excessive_deficit_procedure.html
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Reforms Agenda under the 
European Commission Optics
Undergoing economic and political reforms in the Southeastern Europe neighborhood 
of six, SEE68, have been under continuous surveillance of the European Commission 
given that European integration is a leading aspiration of these countries. It is 
possible to obtain a sound understanding of the reforms implementation progress 
made by Western Balkans states from the European Commission’s progress reports 
perspective. In this part of analysis will be summarized briefings from the reports 
relating to progress or obstacles still present in SEE6 being at a preparatory phase 
of starting to project a common framework of economic governance in the region. 
Attention is dedicated to the economic criteria assessment made by the Commission, 
and this context would serve to better understand present situation of economic-
development challenges, similarities and differences of these countries in their 
institutional efforts to meet EU integration standards.

Albania9

Albania is moderately prepared in developing a functioning market economy. Some 
progress was made, in particular in improving macroeconomic stability. However, 
significant challenges remain, in particular the need to lower the public debt burden. 
Growth prospects have been improving, but they are still vulnerable to constrained 
bank lending. With a narrow export and production base, the competitiveness of 
Albania’s economy is weak. The private sector is held back by significant shortcomings 
in the regulatory environment and the rule of law. The level of unemployment and 
informal employment remains high.

Bosnia and Herzegovina10

Bosnia and Herzegovina is at an early stage in developing a functioning market 
economy, although some progress has been made. In particular, steps have been 
taken to strengthen policy coordination and to improve the business environment, 
particularly on the ease of market entry and the granting of construction permits. 
Despite the setback from the spring floods, economic growth remained positive. 
However, stronger and sustainable economic growth will require the development of 
a more dynamic private sector. This requires strong political support and the timely 
implementation of much-needed structural reforms.

8SEE6 often refers to the Western Balkans region consisting in a group of six candidate or potential candidate 
countries aiming to join EU such as Albania, Bosnia and Herzegovina, Macedonia, Kosovo, Montenegro and Serbia.
9 Albania 2015 Report, Commission Staff Working Document, European Commission, November 2015,
http://ec.europa.eu/enlargement/pdf/key_documents/2015/20151110_report_albania.pdf
10 Bosnia and Herzegovina 2015 Report, Commission Staff Working Document, European Commission, November 
2015, http://ec.europa.eu/enlargement/pdf/key_documents/2015/20151110_report_bosnia_and_herzegovina.pdf



The FYR of Macedonia11

The Former Yugoslav Republic of Macedonia has a good level of preparation in 
developing a functioning market economy. Overall, no progress was made. On the 
one side positive developments were recorded particularly as regards the business 
environment. The macroeconomic environment strengthened further, despite key 
vulnerabilities. However, this was counterbalanced by backsliding in the management 
of public finances. The government continued to promote growth and employment 
through major public infrastructure investment and foreign direct investment. This 
contributed to improving the structure of exports and job creation. However, the 
development of a competitive private sector remained hampered by weak contract 
enforcement and the large informal economy.

Kosovo12

Kosovo is at an early stage in developing a functioning market economy. The pursuit 
of economic reforms received a new momentum after the post-election impasse. 
Some progress was made, particularly on facilitating business creation, improving the 
legal system and on financial sector stability. The persistent trade deficit reflects a 
weak production base and lack of international competitiveness. An inefficient public 
sector and ad hoc fiscal policy decision-making constitute significant fiscal risks. 
Reliance on remittances and widespread informal economy additionally decrease 
employment incentives resulting in low labour force participation, especially among 
women, high unemployment rates, in particular among young and unskilled workers. 
Kosovo should reduce reliance on customs duties by broadening domestic tax base 
and modernizing revenue collection

Montenegro13

Montenegro is moderately prepared in developing a functioning market economy. 
Some progress was made in addressing some economic challenges, in particular 
on fiscal consolidation and the business environment. The economy recovered in 
2013 from the double-dip recession of 2009 and 2012. After a mild slowdown in 
2014, economic growth is gaining momentum again, boosted by investments. The 
construction of strategic highways as well as ongoing investments in energy, transport 
and tourism will support economic growth. However, challenges to macroeconomic 
stability remain. The cost of the highway risks challenging fiscal sustainability. Banks 
are confronted with problems of debt resolution and low profitability resulting in 
scarce and expensive credit. Further efforts are necessary to reduce the structurally 
high unemployment.

11 FYROM 2015 Report, Commission Staff Working Document, European Commission, November 2015, 
http://ec.europa.eu/enlargement/pdf/key_documents/2015/20151110_report_the_former_yugoslav_republic_of_macedonia.pdf
12 Kosovo 2015 Report, Commission Staff Working Document, European Commission, November 
2015,http://ec.europa.eu/enlargement/pdf/key_documents/2015/20151110_report_kosovo.pdf
13 Montenegro 2015 Report, Commission Staff Working Document, European Commission, November 2015,
http://ec.europa.eu/enlargement/pdf/key_documents/2015/20151110_report_montenegro.pdf
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Serbia14

Serbia is moderately prepared in developing a functioning market economy. Good 
progress was made to address some of the policy weaknesses, in particular with 
regard to the budget deficit, labour market and the business environment. However, 
fiscal imbalances are still high and major sectors of the economy are in need of 
reform. Credit activity is weak, also constrained by very high level of non-performing 
loans. The private sector is underdeveloped and hampered by weaknesses with the 
rule of law.

Structural Challenges of Region’s Economies 
and Good Governance Importance
Western Balkans’ economies have witnessed a difficult prolonged economic transition 
in the last two decades’ while economic reforms designed to overcome obstacles 
arisen from transition into free market economies are still in implementation process. 
Structural challenges related to markets operation and efficiency, diversification 
of economies, employment and business environment competitiveness remain 
major drawbacks when it comes to exploiting full potential of economic resources 
in function of building solid socio-economic welfare in the region. Interesting is 
the fact that economic similarities of structural nature between Western Balkan 
countries resembles them also in terms of economic-budgetary reforms agenda 
for boosting growth and employment. From this perspective, coordination as well 
as experience sharing among candidate and potential candidate countries in the 
Balkan neighborhood, while implementing the reforms agenda in compliance with 
EU’s recommendations creates room for making easier the policy environment to 
accommodate economic governance in a national and regional context. Recent 
IMF Report15states that embarking on a new deep structural reform is a key policy 
priority for the region. Many inefficient state or socially-owned enterprises remain 
to be privatized; competitiveness problems, including weak governance, will have 
to be addressed if the private sector is to become the key engine of growth; and 
legacy practices that prevent the expansion of employment and distort labor markets 
outcomes will need to be dismantled. However, success in implementing structural 
reforms in the Western Balkans and paving the way of convergence towards economic 
governance framework still depends on a high scale from the quality of institutional 
good governance in reforms implementation processes. Conceptual incorporation 
of good governance principles of inclusiveness and accountability in policy-making 
processes would positively contribute to increase efficiency in delivering socio

14 Serbia 2015 Report, Commission Staff Working Document, European Commission, November 2015,
http://ec.europa.eu/enlargement/pdf/key_documents/2015/20151110_report_serbia.pdf
15 “The Western Balkans, 15 years of transition” IMF Regional Economic Issues, Special Report, May 2015,
https://www.imf.org/external/pubs/ft/reo/2015/eur/eng/pdf/erei_sr_030915.pdf
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economic programs; create an enabling environment for the entrepreneurship; build 
trust among economic agents in market; guarantee responsible institutional decision-
making; and under the same governance principles stimulate interaction between 
economic communities in public either private sector in Western Balkans countries. 
Good governance should serve as a preparatory framework of common values that 
will facilitate economic governance agenda of regional cooperation.

Economic Governance Role in 
the Western Balkans Integration Process
For the Western Balkans neighborhood, European integration is a political, legislative 
and economic process of convergence toward Union’s system of standards and 
values. In June 1993, European Council meeting held in Copenhagen concluded 
with the adoption of the EU membership criteria, which to date represents a set 
of standards that countries aspiring to join the EU need to fulfill. The economic 
convergence criteria, also known as the Maastricht Criteria16, require the existence 
of a functioning market economy and the ability to cope with EU Common market 
forces and competitive pressure. In compliance with economic criteria, budgetary 
and economic reforms implemented by Western Balkans candidate countries should 
be monitored and evaluated in the context of increased importance that economic 
governance should have in policy and decision-making conceptualization. 

In economic terms, prudent budgetary policies following the economic governance 
framework would optimize efficiency in allocation of resources in Western Balkans’ 
economies and actively contribute in creating the conditions for faster economic 
growth. Designation of economic policies under the rationale recommended 
in Economic Reform Programmes prepared from the European Commission for 
enlargement countries and accurate appliance of best economic practices will give 
a positive impact in harmonious development of different economic sectors with 
structural importance, create an enabling environment for enterprises in private 
sector and boost employment. Keeping sovereign debt and budget deficit under 
convergence criteria reference values in line with sound public finances management 
will increase confidence in the growth potential of Western Balkans’ economies 
making the region more attractive to foreign investors that apart technological 
novelties and labour force training, play a crucial role in increasing market capabilities 
to face competitive pressures from EU market.

16Economic Convergence Criteria, 
http://ec.europa.eu/economy_finance/euro/adoption/who_can_join/index_en.htm
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The EU Enlargement Strategy17, announced in November 2015, repeats the official 
stance of Commission that enlargement process with be frozen until the end 
of present mandate, expected to be by end of 2019. Countries continue to face 
significant challenges in terms of economic governance and competitiveness, with 
low levels of investment and high levels of unemployment. Income levels remain 
very low compared to those in the EU and convergence towards the EU is also slow. 
Western Balkan countries should consider economic governance a cross-cutting issue 
of fundamental importance for success in political-economic reforms and in building 
a basis for comprehensively implementing EU rules and standards in order to meet 
enlargement criteria.

An Action Plan for Economic Governance 
“In this collective vision, “Economic governance” should become our common 
denominator. By Economic governance i mean not only a set of economic policy 
reforms but also a new set of instruments for our region and a set of concrete 
projects of regional impact.” – Ditmir Bushati18

The Western Balkans Conference, held in Berlin on 28 August 2014, marked the 
start of the so-called “Berlin Process” a cooperation initiative aimed at revitalizing 
the multilateral ties between the Western Balkans and selected EU member states, 
and at improving regional cooperation on the issues of infrastructural and economic 
development. In this gathering, countries of the Western Balkans stressed their 
willingness to increase multidimensional cooperation among one another. Despite 
being in different phases of integration route19, Western Balkans countries face 
same challenges and economic governance adaption of economic policies remains 
top priority in reforms agenda. Following European Commission proposals of 2014 
on improving their economic governance, the group of six countries committed to 
engage in preparing and following Economic Reform Programmes (ERPs) that will 
set a medium-term macro-fiscal policy framework. By setting out clearly the priority 
reforms for short- and medium-term in one document, this will be a roadmap for all 
investors to identify where best to place your funds to get the best returns. Much 
needed reforms and investment in targeted sectors, following ERPs recommendations 
will lead to increased exports and more jobs. All countries have adopted ERPs 
and these have been subject to Ministerial discussion and the adoption of joint 
recommendations in May 2015.

17 European Commission–EU Enlargement Strategy, November 2015,
http://ec.europa.eu/enlargement/pdf/key_documents/2015/20151110_strategy_paper_en.pdf
18 Part of the speech held by Ditmir Bushati, Minister of Foreign Affairs of Albania, at the Berlin Western Balkan 
Summit of 2014.
19Accession negotiation phase: Montenegro (2012) and Serbia (2014); candidate countries: Macedonia (2005) and 
Albania (2014); potential candidates: Kosovo and Bosnia and Herzegovina, Stabilization and Association Agreements 
signed in 2015.
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In line with ERPs recommendations and reforms agendas reflected in European 
Commission’s progress reports of November 2015, the enlargement countries should 
dedicate more efforts in:

-revising debt management strategies to reduce the public debt and to improve the 
sustainability ofpublic finances20;

-sustaining fiscal consolidation and strengthening budget management frameworks;

- improving the business environment by implementing regulatory reforms that 
stimulate crediting and reduce risks;

- implementing public administration reform.

It is important to emphasize that regional cooperation should go beyond joint 
coordination of economic and budgetary reforms. Closer infrastructural ties, energy 
connectivity, labor mobility, further trade facility and experience sharing will be 
important elements for paving the way towards the creation of a regional common 
market.21 Agreement signed by the Western Balkan Six Prime Ministers in Brussels in 
April 2015 on the regional core transport network corridors, and further agreements 
in Riga on same year in June on the core network corridors, to be implemented by 
2020, are significant steps ahead in enhancing connectivity between the Western 
Balkan countries and the EU network.

Concluding Remarks and Recommendations
Economic governance framework adoption strategy should be considered the 
opportunity of Western Balkan Six countries to accelerate the pace of convergence 
in European integration process and enhance prudent designation of budgetary and 
economic policies. Sound public finances are at the forefront of macroeconomic 
fundamentals needed in the region’s economies to create conditions for faster 
economic growth, to boost employment, to develop an enabling environment for 
innovation and enterprise in the private sector and increase confidence in foreign 
investors to start considering Western Balkans a safe vibrant growing emerging market. 
With EU as main trading partner and major origin of foreign direct investments, the 
Western Balkans’ economies have strong linkages with Eurozone developments, an 
economic reality that makes European economic policy and regulations to have direct 
impact on these countries. 

20 “Economic Governance as a new benchmark for countries in South East Europe”, 
Elvanda Myshketa, Center of Excellence Paper Series, May 2015.
21 Some of these priorities have been articulated in concluding remarks of Vienna Western Balkans Summit 
Chairman,  27 August 2015,    …http://www.bmeia.gv.at/fileadmin/user_upload/Zentrale/Aussenpolitik/Chairman_s_Conclu-
sions_Western_Balkans_Summit.pdf
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Therefore, coordination and harmonization of policies under the Commission’s 
directives is crucial for improving cross-border cooperation and further integration 
of the Region as one market, necessary steps under the Economic Criteria. Economic 
Reform Programmes should be priorities in Western Balkans governments’ reforms 
agenda in order to demonstrate through decision-making full commitment of 
these countries in the integration process. Close cooperation in the field of public 
finances management with international financial institutions such as IMF and World 
Bank, and with international partners present in the regional joint programmes on 
monitoring reforms implementation is vital to achieve optimal efficiency in time. 
More participation and engagement of civic organizations in national level following 
implementation process in role of watchdog would help to ensure that a wide group 
of stakeholders is involved, public opinion is better informed on the whole framework 
and timelines are met with no delays. Continuous dialogue with the European 
Commission on structural reforms implementation agenda, with a dedicated focus on 
economic governance, should be followed with intense coordination and work agendas 
in a regional level among governments’ high representatives. Reforms agendas’ 
coordination at the Western Balkans level will serve to enhance the joint development 
of neighbor economies. Initiation of regional infrastructural major projects with EU 
funds backing is a milestone in the concrete steps made towards a better economic 
integration of this part of Europe with the Union. Designation of economic policies 
under the rationale recommended in Economic Reform Programmes and accurate 
appliance of best economic practices in an economic governance framework will 
create the fundamentals for a regionally harmonious development of the Western 
Balkans economies.
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Abstract
Foreign direct investments (FDI) are one of the main factors that greatly influences 
the economic development and economic growth of a country. Accordingly, Albania’s 
main policies over the past few years have resulted in a liberalized economic framework 
and improved conditions for doing business and for attracting FDI. Proximity to the 
EU market, significant lower labor costs, competitive tax system, advanced trade 
liberalization, and an open non-discriminating FDI policy, contribute to generate high 
inflows of FDI into Albania.
The aim of this paper consists on analyzing the competitive position of Albania in 
attracting FDI and the future potentials for growth. To fulfill the purpose of the paper, 
an overview of Albania’s economic situation and its future perspective is given. The 
paper, next, continues with a more detailed analysis on the evolution of FDI in Albania 
during the recent years, followed by a description of advantages and disadvantages of 
investing in the country. Furthermore, it analyses the potentials of Albania to increase 
the share of FDI in its economy and its competitive position taking into consideration 
political and economic climate in EU. At the end of the paper conclusions and 
recommendations are given to increase the effectiveness of FDIs in the country in 
order to promote economic growth.

Key words: foreign direct investments, economic growth, investments performance.
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Albania’s Economic Situation and Future Perspective 
One of the main important economic topics discussed during the recent years in 
many countries, is FDI, which generally are thought to have a transformative role 
in countries, bringing advanced technology, innovation in management skills, 
development and economic growth, particularly positive impact on trade, expanding 
markets and exports abilities. As such, FDI flows are strongly linked with the overall 
economic performance of the country. In this context, this section provides an 
overview of the economic situation in Albania.  

During 2014 and 2015, the Albanian economy has grown steadily and it is expected to 
strengthen further in 2016 and on, although, the projections of Albanian Government 
have been revised downward due to headwinds constraining domestic credit growth 
and uncertainty in the European financial markets, stemming from the slowdown of 
large economies in EU countries.

Real GDP increased by 2.7% during 2015, affected mainly by improved activity in the 
construction and industrial sector. Growth was held back by the fall in the agricultural 
production which was damaged by the flooding in the beginning of this year. 
Construction activity has been boosted by higher public spending in infrastructure, 
improved liquidity due to arrears repayments and increased construction permits. 
The services sector continued to grow but at a slower pace in reflection of the weak 
consumer demand.

Figure 1: Real GDP growth by economic sectors

Source:  Ministry of Finance (2016)
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Also, economic growth was supported by increased investments and improvement 
of the external trade position whilst private and government consumption has been 
falling. Investments have been a driver of the growth, benefitting from higher foreign 
direct investments, higher public spending and improved liquidity conditions of the 
businesses due to arrears repayments.
Economic outlook is expected to gradually improve in the medium term. Economic 
growth for 2016 is expected to reach 3.4% performing almost at its estimated potential 
growth, therefore almost closing the negative gap experienced since 2010. Economic 
growth is forecasted 3.9% and 4.2% respectively in 2017 and 2018, still almost at its 
estimated potential. Figure 2 shows the trend in the real GDP growth in recent years 
and the estimated figures in the medium term.

Figure 2: Main macroeconomic indicators during 2010-2019

Source:  Ministry of Finance (2016)

Domestic demand is expected to generate the bulk of growth with private consumption 
and investment having the lead. Private consumption growth is forecasted at an annual 
average of 3.1% during the next three years (2016 – 2018), supported by relative 
improvements in the labor market, reflected in a steady increase in employment and 
wages. Private investment is expected to be higher as well, at an annual average of 
9.5% during the medium term horizon.

Despite the improving trend, the Albanian economy continues to operate below 
potential. During 2015, the average inflation rate was 1.9%, hovering below the Bank 
of Albania target of 3%. 

The gradual resumption of investment demand is expected to be supported by 
improved capacity utilization rates and a recovery in economic climate over the 
coming years (2016-2018), both in Albania and in the external environment. 

As the Albanian economy continues on the recovery track for reaching the potential 
performance, the growth in the medium term is expected to create more jobs than 
historically as the most labor intensive sectors of production are expected to perform 
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better than the others. More specifically, agriculture, textile and footwear industry 
as well as tourism related services are expected to be the best performers, reflecting 
also to some extent the priority focus of the government on these sectors for the 
medium term future. he risks surrounding the economic outlook for the Albanian 
economy remain on the downside. In the short run, the recovery is likely to continue 
to be dampened by: prevailing high unemployment; suboptimal capacity utilization 
and weak credit growth to the private sector. In the medium and long term, ongoing 
structural reforms should improve the business environment for firms and boost the 
economic potential.

Foreign Direct Investments Situation in Albania 
and their Future Focus

2.1. Current Situation of FDI Flows

Albania is rich with opportunities and potentials for attracting FDI. It is considered by 
many prospective and current investors as a place that offers good opportunities on 
business growth. As mentioned above, Albania is characterized by higher inflows of 
foreign investments in recent years.

During 2010-2015, FDIs in the Albanian economy had rapid growth rates. In general, 
FDIs had a significant impact on the increase in employment, exports, introduction of 
technologies and modern production methods, and on services quality and variety. 
Albania’s overall FDI performance remains positive in absolute terms. The FDI trend 
is shown in the below figure.

Figure 3: Foreign Direct Investments during 2010-2015 (million euros)

Source:  Trading Economics (June 2016)

A positive development is that FDIs have benefited from large privatization in services 
sectors, including banking and communications, and, most recently, large energy 
infrastructure projects, such as Trans Adriatic Pipeline (TAP). Government is 
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also encouraging more broad based FDIs to include sectors which can leverage the 
country’s human capital and facilitate job creation.

FDIs made an important contribution to the financial sector, particularly in banking. 
Following the entry of foreign banking groups into the market, the performance 
and competitiveness of the financial services industry has been enhanced, thus 
contributing to the improvement of the quality of banking services1.

The telecommunications sector has also undergone a rapid development, due to 
FDI. Three foreign capital companies are currently operating in the field of mobile 
telephony, which has led to increase competition in this sector. As a result, the quality 
and quantity of services have increased and service costs have significantly declined.
Important investments have been carried out in the energy sector. Investments in 
search and production of oil and gas have increased due to petroleum agreements 
with foreign investors and companies operating in this sector, thus contributing to an 
increase of oil production in the country.

Important international companies have approached the electric power sector as 
partners in public/private cooperation, with a view to bring about by way of concession 
large electricity works.

Companies with foreign capital have also contributed substantially to improving and 
modernizing the transport infrastructures, construction of important road-works, 
seaports and the International “Mother Teresa” Airport, thus playing an important 
role in cross border economic relations as well as among different regions in Albania.
Manufacturing sector is known for attracting foreign investors since early 1990s, 
especially in the sectors of textiles, clothing and footwear manufacturing, where 
their role is significant in the share of this sector to exports and employment. Textiles 
and footwear account for about 37% of total exports in Albania. Approximately 
235 foreign businesses or about 11% of foreign capital or joint-stock businesses are 
currently operating in these sectors.

Figure 4: FDIs inflows by sectors of the economy 

Source: Bank of Albania

1 For more details on the linkage between financial markets and FDI, see also Alfaro et al. (2006).

24



Albania’s investment potentials

As a small country, Albania receives an exceptional large part of its FDI from 
neighboring countries. For example, FDI from Greece accounted for 25.7% of the 
FDI stock in 2014. Greece FDIs are focused on telecommunications and financial 
intermediation. The second largest source-country for FDI in Albania is Italy, with 11.6 
% of the stock in 2014. Investments originating from Italy have been focused mainly 
on manufacturing and construction. Another peculiar feature of Italian investment 
is that there are many small and medium size firms among the investors. Austria is 
another important source of FDIs in Albania with 7.8% of the FDI stock in 2014. A main 
Austrian investment is in the banking sector, as a result of the purchase of the Savings 
Bank of Albania by Raiffeisen International. The importance of Turkish investors is 
increasing by reaching 8.7% in 2014. The limited presence of German and Swiss, and 
other European investors could be due to the relative lack of investment opportunities 
in medium and higher technology manufacturing. Table 1 below presents some data 
regarding FDI in Albania by countries of origin, where it is noticed that Greece and 
Italy are the predominant sources of FDI in Albania.

Table 1: Foreign Direct Investment by Country of Origin 
in the Republic of Albania 2010-2014 (million euro)

Source:  Bank of Albania, UNCTAD.

2.2Advantages and Disadvantages of FDI in Albania

Globalization greatly influences economic development in developing countries, as 
it involves increasing international economic integration and economic openness, as 
well as the expansion of economic activities across borders. Developing countries, 
such as Albania, have few alternatives available to strengthen their economies without 
getting involved in the global markets. However, the majority of these countries 
have small markets with moderately demanding buyers, absence of linkages and 
generally weak suppliers, when, on the other hand, large markets with demanding 
buyers, foreign linkages and presence of world-class suppliers are required for global 
competitiveness regarding FDIs.

Therefore, these countries should alter their traditional practices in order to be 
competitive and benefit from the opportunities offered from the globalized world 
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economy. As Stigliz (2005) puts it, every country has a comparative advantage 
somewhere, and therefore, every country can attract capital and thus provide the 
basis for economic growth. 

Accordingly, Albania has a favorable geographic position, quite skilled labor force and 
comparably low wage levels. Being close to the EU gives Albania an advantageous 
position on the opportunities offered from the contemporary global economy. The 
worldwide trend of outsourcing offers a unique opportunity for producers in small 
countries to move from servicing their local markets to supplying large multinational 
companies. To benefit from these opportunities, however, Albanian businesses must 
make efforts to smooth the linkages among stages of the production process driven 
by Just-In-Time arrangements.

The government is playing an important role in improving the business environment 
through more effective institutional support and stronger partnership with the private 
sector and creating an adequate infrastructure, which will improve the operations of 
domestic companies and boost FDI. At the same time, the broadening of domestic 
deregulation and liberalization of the foreign sector are major contributing factors 
that will sustain robust economic growth.

Further privatizations of utilities and especially further reforms in the financial, and 
justice sectors, as well as anti-corruption and property rights’ reforms are crucial 
to attracting FDIs that are so much needed to support Albania’s economic growth. 
Foreign investments can benefit the economy by upgrading the management skills, 
introducing new systems and technology, and improving trade links. Experience has 
shown that FDI has a major impact on the economic growth of a country.

As mentioned above, the increased inflow of FDI will bring about many advantages as 
well as disadvantages that should be kept into consideration from the policymakers.
Main advantages from FDI would be: direct contribution in increasing the productivity 
of the respective country by providing free access to the foreign markets and 
elimination of any barriers, technology transfer and factor mobility, capacities’ building 
(human resources as well as capital investments), which are of crucial importance. At 
the same time, they would contribute directly by increasing the share of the collected 
incomes in the state budget from the profits of these investing companies; and they 
would contribute in increasing the salaries of their employees and improving their 
living standards. 

On the other hand, some of the main disadvantages 
related to the FDIs in Albania are:
• Higher costs of communications and transportation. Language and cultural 

differences might create problems for the foreign investors;
• Bankruptcy of the investing company, which might  affect the domestic partners; 
• Political instability; 
• Size of the domestic markets with moderately demanding buyers, absence of 

linkages and generally weak suppliers.



2.3 Potential Sectors attracting FDI in Albania

As explained in the previous sections, FDIs have increased in years in the country and 
the biggest FDIs have been in the banking, telecommunication and energy sector, 
as well as mining industry. In the country, in the last years, many reforms have been 
undertaken in order to improve the investments climate, such as institutional and 
regulatory reforms, allocating more resources to investments in the country, infra-
structure developments, improving free trade conditions and regional integration. 
The owners of capital search for favorable locations in which to invest, such as coun-
tries that have low costs of production, an educated and trained workforce, public 
utilities that work, legal and accounting services, and advanced transportation and 
communication.

The four sectors that have made the biggest contribution to the value of foreign direct 
investment in Albania are energy, finance, telecommunications and manufacturing. 
However, many other sectors of economy in Albania offer a wide range of possible de-
velopments. Tourism is one of the main areas with high growth potentials, due to the 
favorable geographic position, climatic conditions and archaeological, historical and 
religious sites of the country. In addition, other potential sectors where FDIs can be 
beneficial are sectors of renewable energy, agribusiness, infrastructure and services. 
Recent reforms undertaken by the Albanian Government in adopting a liberal frame-
work to create a favorable investment climate for foreign investors, support the FDI 
growth. Albania has improved policies that directly encourage FDI, in order to provide 
an encouraging environment for FDI. The government in order to attract FDI flows in 
recent years has taken the following measures such as: opening the privatization of 
state owned assets to strategic investors; providing competitive regime of corporate 
taxation; taking measures to improve the business climate by streamlining business 
procedures through e-government reforms; setting up an institution responsible for 
attracting FDI, with a clear mandate. These improvements along with NATO member-
ship and progress toward EU integration have contributed to the increase in investor 
interest during the last couple of years.

Political and Economic Landscape in the Eurozone
In the wake of the recent crises, support for euro-skeptic parties from right to left wing 
allover EU has risen, while new reforms have been launched to improve governance 
and coordinate economic policy. In 2011, EU leaders agreed to a German-backed 
fiscal union that allows European Commission (EC) to dictate national budgets, and 
2012 began the process of creating a Eurozone-wide banking union. 

The EU economy is recovering, but economic growth remains stuck in low gear and 
output has yet to reach pre-crisis levels, since the “big three” economies of Germany, 

Albania’s investment potentials 27



France, and Italy are all barely growing or, as in the case of Italy, have fallen into out-
right recession. France and Italy, meanwhile, continue to struggle to implement their 
own structural reforms. Both economies failed to meet EU budget and deficit targets 
for 2015, again highlighting the tension between the demands of EC and the political 
realities of its member states. 

Momentum is weak partly because recoveries from deep economic and financial cri-
ses normally are, but also because of factors specific to the EU, some of which were 
already evident before the crisis, including structural weaknesses that have not yet 
been fully addressed by structural reforms. Work on them is progressing but remains 
far from finished. 

Overall, the Eurozone economy has entered 2016 supported by a rebound in capital 
spending and the prospect that all components will contribute to growth. However, 
eroded competitiveness, ongoing fiscal restraint and demographic decline will keep 
GDP growth contained at around 1.5% from 2018 onwards. Only with further struc-
tural reforms will the Eurozone regain the GDP growth of around 2% a year that was 
the norm in the pre-crisis era.

Investments decisions by multinational corporations are driven more and more by 
the economic and political risks, with a focus on stable and predictable business en-
vironments. 

Taking into consideration the above political and economic environment in the Eu-
rozone, Albania’s government recognizes that their chances of attracting more FDI 
depend on making the investment climate more competitive.

Concluding Remarks and Recommendations 
In order to increase the FDI efficacy, developing countries should implement policies 
oriented toward development and economic reforms. Moreover, establishing trans-
parent policy framework for attracting and retaining FDI is essential. An open and 
non-discriminating investment regime, applicable to all investors and aligned with 
international good practices, will help attract and retain foreign investments and spur 
local business development.

Albania’s Government policies in the last years have resulted in improved conditions 
for doing business and for attracting FDIs. Albania has adopted a liberal framework, 
which has been designed to create a favorable investment climate for foreign inves-
tors. High FDI inflows into Albania have been driven due to several factors such as: 
favorable geographic position, climatic conditions, historical sites of the country, low 
labor costs, competitive tax system, trade liberalization, and what is most important 
being close to the EU, gives Albania an advantageous position on the opportunities 
offered from the contemporary global economy.
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Inflows of FDI into Albania will continue to increase as the Albanian economy is ex-
pected to strengthen further in the medium term. The aim for the future develop-
ment of the Albanian economy will remain on attracting FDIs with a focus on sectors 
where the Albanian economy has unexploited potentials both in terms of natural 
resources as well as in developing sectors that are yet not performing to their full 
potential. Sectors that FDI could be beneficial in the future are renewable energy, 
agriculture, textile and footwear industry, infrastructure, as well as tourism related 
services, due to the priority policy focus of the government on these sectors.

Even though, FDI policies in Albania are non-discriminating, more work should be 
done to establish a framework that will systematically address investor retention 
issues and investor concerns. Addressing these concerns will add to the country’s 
attractiveness for existing investors, and its reputation among potential future inves-
tors. In addition, more focus should be put in ensuring stability in contract enforce-
ment, establishing a strong judicial system, enforcing rule of law and predictability in 
rules are also critical factors for boosting FDIs.

Finally, as investments decisions by multinational corporations are driven more and 
more by the economic and political risks, Government should focus on maintaining 
a stable and predictable business environment in the country and make investment 
climate more competitive, in order to attract FDIs.
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Introduction
The High Level Conference on the Western Balkans, held in August 2014 under the 
leadership of the German Chancellor, confirmed the unwavering political commitment 
on the European perspective for the Western Balkan countries (WB6).

The ‘Berlin Process’ is a new political initiative that aims to enhance regional 
cooperation by laying the foundations for sustainable economic growth of the 
Western Balkans. It will last till 2018 and it has a proper agenda - known as the “Berlin 
Agenda”. It uses existing financing programmes such as Western Balkans Investments 
Fund (WBIF), institutions and mechanisms such National Investment Council (NIC), 
Sector Working Groups, Single Project Pipeline, etc. to identify, select and financially 
support regional initiatives and infrastructure projects that enhance connectivity. It is 
harmonised with respective EU policies through existing EU initiatives such as TEN-T, 
SEETO or PECI.

The impact of such a high-powered initiative in the Albanian economy will be felt in the 
short term through the infrastructure projects; in the medium and long term through 
improved economic governance, competitiveness, macro-economic conditions, and 
better relations with the neighbouring countries.

This analytical paper aims to outline the Berlin connectivity agenda and its relevance 
and impact on the economic growth of Albania. The methodology used by the authors 
will be based on the identification, and subsequent analysis and assessment of the 
political commitments and their respective legal base and consequences. We will 
sift through the official declarations and joint statements, public speeches, political 
statements, and press releases of the main EU and WB6 institutional actors and on 
their impact on the ground. The second component would focus on a formative 
evaluation process of the on-going connectivity projects in Albania.

The paper will be based on a qualitative analysis of the available information, 
completed with five semi-structured interviews with national and international 
stakeholders involved in the implementation of ‘Berlin Process’ related agenda in 
Albania such as Government, EU, IFIs and other involved actors.

Initially, the paper will start with the ‘Berlin Process’ institutions, approach and 
priorities as well as on the connectivity agenda with reference to the contribution 
of concrete projects to growth and prosperity in the country. Then, it will summarily 
assess Albania’s economic relations both at the regional and European level and 
identify the critical areas in need of reforms, the priority sectors and the obstacles 
to growth. Finally, specific recommendations will be drawn for each category of the 
involved stakeholders, in order to take out the most from the ‘Berlin Process’. Special 
attention will be paid to the argument of a joint regional platform for economic 
governance and of the regional value chain.
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1. The “Berlin Process”
1.1 Introducing the “Berlin Process”
On the 100th anniversary of the beginning of the First World War, on 28 August 2014, 
the German Chancellor Angela Merkel hosted in Berlin a High Level Conference on the 
Western Balkans. The Conference was attended by the Prime Ministers and Ministers 
of Foreign and Economic Affairs of WB6,4 along with representatives of EU Member 
States (Germany, Austria, France, Italy, Slovenia and Croatia), European Commission 
and International Financial Institutions (IFIs). This conference provided a joint forum 
of communication for Western Balkan leaders vis-à-vis each other as well as vis-à-vis 
six EU Member States and European Commission. This intergovernmental initiative 
was clearly aimed at the economic sphere by enhancing regional cooperation and 
laying down the foundations for sustainable economic growth of the WB6.

The Berlin Conference was followed by six follow-up meetings along with the WB6 
Prime Ministers‟ meeting in Brussels in April 2015. These meetings served as a 
joint platform where to discuss, select and agree upon regional projects of common 
interest. The selected projects were presented for funding at the Vienna Summit of 
27 August 2015, which was already meant to serve as “an opportunity to evaluate 
the initial results” of the „Berlin Process‟.1 In this regard, the Final Vienna Declaration 
acknowledged the positive momentum that this process has created for regional 
cooperation in the Western Balkans, and set new milestones for the next Summit of 
Paris in summer 2016.2 

Although, the „Berlin Process‟ might seem rather orientated towards regional 
cooperation – which is quite important for the sustainable development of the 
Western Balkans – it is not a substitute of the European integration process. It has to 
be considered as a complementary and EU integration reinforcing instrument which 
affirms the resilient political support to the European accession perspective of the 
WB6 countries, despite the declaration of the European Commission President, Jean-
Claude Juncker, that “no further enlargement will take place over the next five years”3.

Overall, at this stage the „Berlin Process‟ has generated several political declarations 
and commitments. It is the turn of the WB6 governments to demonstrate their 
capacity to deliver on their political engagements. Although this initiative is intended 
to last till 2018, specific political commitments go beyond 2020. The infrastructure 
projects last even longer and the joint economic governance has not started as yet.

1 Final Declaration by the Chair of the Conference on the Western Balkans, Berlin, 28 August 2014, point 2.
2 Final Declaration by the Chair of the Vienna Western Balkans Summit, Vienna, 27 August 2015.
3 Jean-Claude Juncker, “A new start for Europe: My agenda for jobs, growth, fairness and democratic change”, 
Political guidelines for the next European Commission, Opening Statement in the European Parliament Plenary Session, 
Strasbourg, 15 July 2014, p. 12, available at: http://ec.europa.eu/priorities/docs/pg_en.pdf
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1.2 The importance of economic dimension
The thematic areas of the „Berlin Agenda‟ can be represented in a three-pillar 
structure format: diplomatic, economic and soft pillar. Additionally, there are two 
mutually reinforcing transversal issues concerning the firm European perspective of 
all WB6 along with the strengthening of the rule of law and good governance in their 
path towards EU membership. The actuality issues of „foreign fighters‟ and „migration 
flows‟ were introduced as a specific „section‟ in the Vienna Final Declaration.

Firstly, the diplomatic pillar deals with the resolution of outstanding bilateral and 
internal disputes of the WB6 countries, in the interest of good neighbourly relations 
and improved regional stability. In this regard, during the Vienna Summit the Ministers 
of the Foreign Affairs of the WB6 countries signed a joint declaration where they 
commit to a resolution of all bilateral questions and exclusion to block the progress of 
neighbours on their respective EU path.4

Secondly, the economic pillar prioritizes joint economic governance - which constitutes 
the heart of the new approach of the European Commission – and connectivity5. 
Currently, none of the WB6 countries is yet considered to be a functioning market 
economy.6 The prolonged economic crisis illustrated by a high unemployment rate – 
particularly among the young generation – and other structural obstacles to growth, 
has highlighted the necessity of the WB6 countries to find alternative ways of dealing 
with slow growth and global competition. Regional cooperation is yet an untapped 
source of growth.

The mechanisms promoted by the „Berlin Process‟ emphasize the need of the WB6 
countries for open markets and increased foreign direct investments (FDI), reduction 
of current account deficits, strengthening of legal certainty, as well as enabling a 
positive investment climate. Moreover, at the Vienna Summit the WB6 leaders agreed 
on bringing to an end the on-going negotiations in CEFTA on the Trade Facilitation 
Agreement before mid-2016 and further foster the development of regional value 
chains. They underline the importance of including the social partners in the economic 
reform processes.
In this spirit and under the technical support of the European Commission, the 
WB6 countries agreed to prepare every year credible National Economic Reform 
Programmes (NERPs),7 including both a macroeconomic and fiscal programme along 
with a structural reforms and competitiveness programme.8 In January 2015, the WB6 
countries submitted to the European Commission the first NERPs, which included 
clear timelines and detailed budgetary implications.

4 Vienna Western Balkans Summit 2015, Addendum, Annex 3, Regional Cooperation and the Solution of Bilateral Disputes, 27 
August 2015.
5Connectivity will be analyzed in the next section.
6 European Commission, Communication from the Commission to the European Parliament, the Council, the European Economic 
and Social Committee and the Committee of the Regions, EU Enlargement Strategy, COM(2015) 611 final, Brussels, 10.11.2015, p. 8.
7 Joint Statement, “Western Balkan 6 Ministerial–Economic Governance and Connectivity”, Belgrade, 23 October 2014, point 5.
8 European Commission, Communication from the Commission to the European Parliament and the Council, Enlargement 
Strategy and Main Challenges 2013-2014, COM(2013) 700 final, Brussels, 16.0.2013, p. 4.
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Thirdly, the ‘soft sector’ pillar comprises the thematic areas falling under the social 
affairs, people to people relations as well as cooperation with the civil society. 
For the frost time, the Berlin Conference included the civil society in the list of strategic 
partners of regional cooperation. It also reserved a place for the enhancement of 
academic and vocational training to tackle youth unemployment. The Vienna Summit 
provided for the civil society and for the whole „soft sector‟ pillar the opportunity to 
expand in terms of role and opportunities. It is to be expected that the Paris Summit 
will continue on this track.

Regarding the people-to-people relations, the WB6 countries progressed further 
with the plans for establishing the Regional Youth Cooperation Office of the Western 
Balkans and for the expansion of the dual vocational education (so as to tackle the 
growing global competition and raise the skilled labour forces). Underlining the 
importance of the human dimension, under the auspices of the German Chancellor, 
the first annual Joint Science Conference of the Western Balkans was held in 2015, 
with the purpose of reducing the brain drain phenomenon and strengthening the 
science-politics-society dialogue for decision-making.

To conclude, even if the economic pillar seems to be one of three main components, 
the economic concerns are the underlining base for the Berlin process. This can also 
be observed from the amount of allocated budget for Berlin initiatives. However it is 
true that during the first year of its existence, the „Berlin Agenda‟ has experienced a 
multiplication of the thematic areas – especially the ones falling under the third pillar, 
i.e. migration or fight against extremism and radicalization. The potential further 
inclusion of similar issues in the „Berlin Agenda‟ raises concerns about the extent to 
which the continuous „swelling‟ of this agenda might dilute the achievement of the 
initially posed objectives along with the risk of shifting key priorities.
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1.3 The WB6 “Connectivity Agenda” and its projects
Since its inception, the „Berlin Process‟ focused on the concept of connectivity, as 
the new regional approach that would enhance regional cooperation among the WB6 
countries, provide new prospects for sustainable economic growth and employment, 
and allow for positive spill over effects. The so-called „Connectivity Agenda‟ consists 
of complex transport and energy infrastructure projects and investments, which aim 
to bond the Western Balkans countries to the core European transport network.

The connectivity agenda is strictly linked to economic governance and to the National 
Economic Reform Programmes prepared by the WB6 countries and its implementation 
is deemed as a key factor for enhancing growth and employment. 

At the moment, the political ambitions are high and costly reflecting the complex 
infrastructure connectivity projects in transport and energy. Furthermore, these 
projects need highly specialized competencies and national coordination during the 
preparation phase until they reach the Single Project Pipeline. They have a long-term 
implementation period and thus call for very good sequencing of implementation, 
high cross-border relevance, besides the significant impact on other components of 
the socio-economic development strategies of the Western Balkans Six.

The process of identification and selection of the main connectivity projects took 
place during the follow up meetings. In April 2015, during the Western Balkans Six 
meeting in Brussels the respective Prime Ministers agreed on the Core Transport 
Network;9 whereas in June 2015 during the Riga Forum, it was decided on extending 
three Trans-European Transport Networks core corridors to the Western Balkans.10

Regarding the number of projects presented for co-financing from the six WB 
governments at the Vienna Summit 2015, it is:

• 11 road construction projects;
• 8 rail construction projects;
• 20 road and rail renovation projects;
• 6 power line projects; and, 
• 5 strategic gas projects.11

Although the WB6 countries presented an ambitious connectivity agenda, the 
number of mature projects in the pipeline ready for implementation, was reduced to 
10: four energy and six transport projects. On the other hand, the prioritization of this 
limited number of investment projects provides for a concentration effort and higher

9 European Commission, Western Balkans 6 Meeting in Brussels, Brussels, Statement, Brussels, 21 April 2015, available at : 
http://europa.eu/rapid/press-release_STATEMENT-15-4826_en.htm
10 European Commission, Commission Staff Working Document, Albania 2015 Report, SWD(2015) 213 final, Brussels, 
10.11.2015, p.22.
11 Mario Holzner, Robert Stehrer & Hermine Vidovic, “Infrastructure Investment in the Western Balkans”, 
Vienna Institute for International Economic Studies (WIIW), Research Report, nr. 407, September 2015, pp. 22-26.
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implementation chances.12 The total cost of the co-financing connectivity projects 
approved at the Vienna Summit amounted to 616.5 million EUR, of which 205.7 
million EUR will be grants from the EU‟s Instrument for Pre-Accession Assistance 
(IPA II). The connectivity projects are funded by international donors according to 
the WBIF financing procedures. Grants are allocated mainly for technical assistance 
to prepare the infrastructure investments, while loans are used for infrastructure 
investments.13 Since 2009, WBIF – an EU-led facility instrument – provides finance 
and technical assistance for strategic investments in WB6. It is a structure operated 
and manned by consultants (contracted by EU or other donors) and works through 
pooling stakeholders‟ resources and expertise to finance projects, so as to strengthen 
coordination amongst donors and beneficiaries. It has supported WB6 administration 
in the preparation of mature infrastructure projects, which could be financed mainly 
through IFIs‟ loans and/or EU funds. Energy and transport have received biggest large-
scale infrastructure investments, together with water and environment, municipal 
infrastructure and the social sector. The WBIF international donors are:

• European Commission;
• International Financial Institutions: Council of Europe Development Bank 

(CEB); European Bank for Reconstruction and Development (EBRD); 
European Investment Bank (EIB); World Bank Group (WB4); and KfW 
Development Bank; and,

• Bilateral Donors and Financial Institutions.

Referring to short term results, the WB6 countries agreed to fully implement, before 
the Paris Summit, the priority list of „soft measures‟ - elaborated by SEETO and 
Energy Community - regarding the transport and energy sectors respectively. The 
implementation of these „soft measures‟, is expected to open markets, eliminate 
trade barriers and generate a transparent regulatory environment.14 Whereas, the 
medium term results concern the implementation by 2020 of a series of priority 
projects identified along specific section of the core corridors.15

Under the guideline of the European Commission, the WB6 countries have established 
the National Investment Committees, which are in charge of elaborating the draft 
Single Project Pipelines. This new framework puts a strong emphasis on NIC‟s capacity 
to become a comprehensive and detailed planning and prioritisation mechanism, 
able to ensure the country‟s budgetary resources and fiscal space, along with 
contracting the loans and implementing the investment projects on time.16 For the 
implementation, the WB6 countries will be technically assisted by the Coordination 
Office for International Financial Institutions (IFICO) – a group of highly qualified 
external consultants contracted through European Commission.

12Ibid., p. 33.
13 More information on the WBIF financing procedures are available at: https://www.wbif.eu/About%20WBIF
14 European Commission, Communication from the Commission to the European Parliament, the Council, the European Economic 
and Social Committee and the Committee of the Regions, EU Enlargement Strategy, COM(2015) 611 final, Brussels, 10.11.2015, p. 9.
15 European Commission, EU Enlargement Strategy 2015, op.cit., p. 10.
16 Ibid.
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Overall, it still remain to be assessed to what extent and at what speed Albania and 
the rest of the Western Balkans countries will manage to succeed in adapting their 
internal institutions to the required standards as well as to timely implement the 
already approved investment projects, having in mind the present macro-economic 
conditions and size of the public debt.

1.4 The “Berlin projects” in Albania
Regarding the financing mechanism, it can be argued that the „Berlin Process‟ 
only underlines the regional dimension of the connectivity projects. Initially, WBIF 
selected the projects to be financed “on the basis of regional and/or country needs 
and their consistency with EU accession priorities”.17 An example of this approach has 
been the rural road infrastructure improvements. In the latest calls for projects it has 
been stressed the „regional dimension‟ of the infrastructure projects in energy and 
transport as a precondition to placing them in the European framework.

The new large-scale transport and energy projects mentioned in the Final Declarations 
of Berlin and Vienna, have been previously identified under the SEETO Comprehensive 
Network Projects18 and the Energy Community PECI list (Projects of Energy Community 
Interest)19. These projects have either received grant funding or have been identified 
as beneficiaries for EU grants, in order to complement the loan financed under the 
Western Balkans Investment Framework.
Concretely, the last call for proposal clearly indicates that:
• For the energy sector: “Investment projects that feature on the list of Projects 

of Energy Community Interest (PECI) adopted by the Ministerial Council of the 
Energy Community Treaty in October 2013 will receive particular attention”20;

• In the transport sector it is also clearly stated the regional dimension: “WBIF projects, 
particularly regional ones, must be part of the SEETO Comprehensive Network 
and/or included in EC policies and SEETO Memorandum of Understanding”21.

In Vienna, Albania got approval for co-funding just one project, the 400 kV 
interconnection transmission line Elbasan – Bitola (MK). This constitutes the most 
important electricity project and the estimated cost amounts to 129 million EUR.22 

The investment in the Albanian section of the transmission line is equal to 70 million 
EUR; 80% of the value is in loan form and will be covered by KfW Development Bank,

17Western Balkans Investment Framework, “A new approach to financial support”, 12 November 2010, p. 2, available at: 
http://ec.europa.eu/enlargement/pdf/western-balkans-conference/wbif-a4-def_en.pdf
18 More information on SEETO Comprehensive Network Projects is available at:
http://www.seetoint.org/projects/seeto-comprehensive-network-projects/
19 Energy Community, “Development and application of methodology to identify Projects of Energy Community Interest”, Final 
Report, Vienna, 26 September 2013, available at: 
https://www.energy-community.org/portal/page/portal/ENC_HOME/DOCS/2558181/0633975AD4927B9CE053C92FA8C06338
20 Western Balkans Investment Framework, “Practical Guidelines for WBIF Project Application and Submission”, January 2014, p. 8.
21Ibid., p. 9.
22 Holzner, Stehrer & Vidovic, op.cit., p. 24.
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 whereas remaining 20% will be co-financed by the IPA II in grant form.23 This joint 
investment is part of the European Commission’s initiative to establish an East-West 
electricity transmission corridor between Bulgaria, Macedonia, Albania, Montenegro 
and Italy.24

As a result, the last Albanian projects, submitted under the WBIF in the sectors of 
energy and transport, are clearly regional:

• WB12-ALB-ENE-01 “Detail design for 400 kV OHTL interconnection Elbasan-
Bitola (Albanian part)”;

• WB13-ALB-TRA-01 “FS for the rehabilitation of the railway line Durres-Pogradec-
Lin and new rail line link to border with former Yugoslav republic of Macedonia”;

• The two projects mentioned in the Vienna Summit as „new entries‟, and eligible 
for WBIF support, are:

• “400 kV OHTL interconnection Fier-Elbasan-Bitola (Albanian part)” co-financing 
of investment; and,

• “Feasibility study for Adriatic-Ionian Highway/expressway (Route 1 and Route 
2)” as a technical assistance grant.

Both are regional and figure clearly in the WBIF list of round 14th submitted projects 
that will be subject to approval of the WBIF Steering Committee meeting on 16 
December 2015 in Paris.

1.5 Institutional set up in Albania 
and “Berlin projects” pipeline
Albania has been using the already existing WBIF mechanism for the preparation of the 
connectivity project-financing documents. Since last year, WBIF‟s “New methodology 
to support Infrastructure Projects in the Western Balkans” has introduced the 
following novelties:

• investments co-financing scheme;
• clear distinction between „national‟ and „regional‟ projects;
• establishment of an institutionalized mechanism.

This methodology aims to identify, prepare and select for funding the prioritized 
investment projects, regardless of the source of funding, through the establishment the 
National Investment Committee and of the Single Project Pipeline. The establishment 
and functioning of the latter one is „key‟ to the approval of investment co-financing 
grants for regional projects, and future soft technical assistance projects within the 
WBIF framework.

23 Vienna Western Balkans Summit 2015, Addendum, Annex 1, Connectivity Agenda, Co-financing of Investment Projects in the 
Western Balkans in 2015, p. 4.
24 Western Balkans Investment Framework (WBIF), Albania – the Former Yugoslav Republic of Macedonia Power Interconnec-
tion (II): Grid Section in the Former Yugoslav Republic of Macedonia, p.1, available at: 
http://ec.europa.eu/enlargement/pdf/publication/2015/20150820_wbif_cf_1002_mkd_ene.pdf
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Thus far, in Albania there has been in place the Strategic Planning Committee – a 
decision-making structure headed by the Prime Minister. Currently, this structure has 
experienced a slight transformation to becoming National Investment Committee, 
taking on the principles of ownership, strategic coherence, long-term sustainability 
and transparency, as well as political commitment for the final approval of the list of 
projects included in the Single Project Pipeline.

In addition, during July – August 2015, with an Order issued by the Leading Minister, 
there have been established four Sectorial Strategic Management Groups (SSMGs) 
in transport, energy, environment and social issues. The task of the SSMGs is to 
prepare the Project Identification Fiches (PIF), as well as to score and to rank the PIFs 
in compliance with the agreed strategic relevance criteria, which will result at the end 
in the creation of the Single Sector Project Pipeline.

By mid-September, the total number of submitted Project Identification Fiches 
amounted to 112. In the meantime, it has been reduced to 78 (as shown in table 1) 
prioritising the projects with the highest quality. Their quality was affected mainly 
by the scarcity of personnel, lack of an approved National Strategy for Development 
and Integration 2015-2020, and of a Sector Strategy for Transport and Energy for the 
timeframe 2015-2020.

Table 1: Berlin Projects Pipeline by November 2015

As can be noticed, the total cost for the implementation of the 78 fiches is 
approximately equal to 2.041 million EUR, and approximately 58% of this estimation 
is to be allocated in transport projects. At this stage, the key challenge concerns the 
identification of the available fiscal space,. This will clarify the size of financial window 
available for national co-financing of the projects. In the short run, Albania like almost 
all the WB6 countries faces high unemployment and low growth rates, along with 
high public debt concerns. The squeeze of public finance may affect the co-financing 
factor of the above projects and hence their feasibility. Also no assessment exists as 
yet on their efficiency & cost-effectiveness as compared with other potential public 
investment impacting the budget spending.

Source: PMO and Authors’ own 
elaboration.
*Projects in education field are 
not included.
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2. Albania in the “Berlin Process”

2.1 Economic transformation in Albania
Albania has undergone a major economic transformation over the past 15 years. It 
opened up to global trade and became increasingly export-oriented, expanded the 
role of the private sector, dismantled regulations that stifled business development, 
and began to build institutions needed to support a market system. The result of 
these efforts has been robust economic growth, a significant rise in incomes, living 
standards, and enhanced macroeconomic stability.25

However, the process of structural transformation began to stall in the mid-2000s, in 
the face of vested interests and as reform fatigue set in, structural obstacles begin to 
surface and to build up. The de-industrialisation, the development of internationally 
non-marketable services, the development of low added-value manufacturing 
activities, the severe under-development of agriculture, etc., are some of the few 
distortions of the economic tissue of Albania. Clear evidence of the weaknesses in the 
region’s economic model can be found in the extremely high unemployment rates. A 
continuing brain drain is one of the main problems that all countries face. Poverty is 
in many countries still unacceptably high.

One sector that has been entirely transformed by the foreign investments is banking. 
Starting in the early 2000s, the foreign investments into banking, combined with 
increased deposit bases, boosted the private sector credit. However, important 
financial sector reforms remain to be done – Albania is the case in point where for 
example, the part of the nonperforming loans (NPL) is 20.9%.26 Tackling the large 
stock of NPLs is a priority if credit is to support the economic recovery.

Perhaps the biggest flaw in the Albanian economic model of after the „90s has been 
the chronic underutilization of human resources – both scientific and vocational 
ones. According to the available evidence, skill gap is particularly severe.27 As a result, 
a market without proper market institutions has been left to decide on everything: 
from the re-allocation of financial capital28 to the re-allocation of human capital.

Currently, Albania is focussed on an impressive swathe of economic reforms ranging 
from the war to informality, to the reform of education and vocational educational 
training sectors. Manufacturing, energy, tourism and agro-industry, education and 
services will remain in the focus of the government for the years to come.

25 International Monetary Fund, “The Western Balkans: 15 Years of Economic Transition”, Regional Economic Issues, Special Report, 
March 2015.
26 Bank nonperforming loans to total gross loans are the value of nonperforming loans divided by the total value of the loan 
portfolio (including nonperforming loans before the deduction of specific loan-loss provisions). This indicator is valued to be 
20.9% at the end of June 2015, according to “The Financial Stability Report (FSR) 2015 H1” of the Bank of Albania.
27 European Training Foundation, “Skills 2020 Albania”, Working Document, Version of 26 June 2014, available at: http://www.
etf.europa.eu/webatt.nsf/0/27795DDCBD2353DAC1257D6400322D57/$file/FRAME%20Skills%202020%20Albania.pdf
28 Ardian Hackaj, “Bunkeret e Demokracise”, Panorama Newspaper, 15 November 2012. The miss-allocation of capital in Albania 
after 1990 has been dealt with in the analysis “The Bunkers of Democracy”. It is argued that the accumulated amount wasted in 
non-productive assets such as unsold apartments and / or gas stations equals the amount wasted by the communist regime to build 
700,00 bunkers during the period 1945-1990. 43



2.2 Economic Position of Albania
Due to the inefficient structure of the economy that Albania inherited from the 
communist regime, the transition process led to restructuring of the economy’s 
composition. Starting from 1990 the share of the industry sector has dramatically 
dropped to about 16.8% in 2015.29 The narrowing of industry sector provided usable 
resources to the other sectors, like construction, services, etc.

The Albania Report 2015 published by the European Commission, as part of the EU 
Enlargement Strategy 2015-2019, outlines that the monitoring of the economic criteria 
should be seen in the context of the increased importance of economic governance in 
the enlargement process. The „Berlin Process‟ and Vienna Final Declaration envisage 
that the economic policy and its governance in the Western Balkan countries will be 
further enhanced through the preparation of annual Economic Reform Programs. In 
this context, the participating States agree on the need of sectorial structural reforms, 
aiming to improve physical and human capital, industrial structures, the business 
environment and trade integration in order to boost competitiveness, employment 
and long-term growth in the Western Balkan countries.

The Economic Reform Programme of the current Albanian government outlines the 
obstacles to growth, which consist of the following:

• Macroeconomic vulnerabilities and high risk premium related with high public 
debt level;

• High government arrears to the private businesses, which have hampered 
confidence of the private sector;

• High level of NPL, which is constraining banks to expand lending activities;
• Rule of law and a not so friendly business environment;
• Large informality still reigning in the economy and hampering competition;
• Structural problems in the energy sector which otherwise has great growth 

potential;
• Rigid labour market potential linked also with the low quality level of private 

universities;
• The increase of the economic competitiveness through the reduction of the 

regulatory restrictions for the business operations.

Since 2013 the government arrears to the private sector have been cleared (even 
thought through an increase of the public debt); the NPL have remained constant 
notwithstanding the expected roll-over effect of the payment of the arrears – from 
24.9% in 2014 to 22.8% in 201530; the “friendliness of the business environment” has 

29Trading Economics, “Albania Industrial Production 2012-2015”, available at: 
http://www.tradingeconomics.com/albania/industrial-production
30 World Bank Group Partnership, Albania Program Snapshot, April 2015, available at:
 https://www.worldbank.org/content/dam/Worldbank/document/eca/Albania-Snapshot.pdf
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gone on seesaw as per the World Bank Doing Business (-35 positions for 201631 after 
a remarkable progression the year before); the informality has been fiercely fought in 
2015 and is bringing the first positive results; the energy sector has drastically improved 
following the reforms, bringing the nationalise energy distribution company (OSHEE) 
to contribute positively in the state budget, and the energy production company 
(KESH) to pay taxes in arrears.32 The reform in education has produced a new law 
promoting the quality through competition mostly in the higher education even if the 
impact on the labour market is not being felt yet. In conclusion, the current Albanian 
government is in the middle of many strategic reforms and committed to complete 
them. On the other side, the continuing crisis lingering in the major trade partners, 
the lowering prices of raw materials (among the biggest exports of Albania), the weak 
macro-economic stability as translated by the increasing level of public debt, impact 
negatively the pace of the reforms. The small size of the Albanian market makes it 
necessary the coordination with the other WB6 partners in order to increase visibility 
and attraction of the foreign investors.

2.3 Economic relations between Albania, 
Western Balkans and the EU countries
Albania is part of the Stabilization and Association Process since 2006, which provides 
a comprehensive roadmap towards the accession for the Western Balkans. From the 
perspective of EU economic relations, the signing of the Stabilisation and Association 
Agreement is also assuming the enhanced capacities of Albanian economy to cope 
with the competitiveness of the single market and to make full use of the facilities 
that are offered therein. EU is Albania‟s dominant trading partner, with especially 
strong links with Italy. Albania has increased its openness to trade, with total imports 
and exports rising from 86 % in 2008 to 92.3 % of the GDP in 2014. 33The EU remains 
Albania’s largest trading partner by far, with a total share of 77.4 % of its goods exports 
and 61.1 % of its goods imports in 2014.34 During the same year, the EU has mainly 
imported from the Western Balkans: 

• machinery and transport equipment (26.5%);
• miscellaneous manufactured articles (21.3%); and,
• manufactured goods classified chiefly by materials (19.8%).35

31 World Bank Group, Doing Business, “Ease of doing business in Albania”, available at: 
http://www.doingbusiness.org/data/exploreeconomies/albania/
32 Monitor Magazine, 20 Octobre 2015.
33 European Commission, EU Enlargement Strategy 2015, op.cit., p. 31.
34 Ibid., p. 79.
35European Commission, “Trade Policy : Western Balkans”, 7 May 2015, available at:
 http://ec.europa.eu/trade/policy/countries-and-regions/regions/western-balkans/
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Whereas the EU’s exports towards the WB6 countries consist of:

• machinery and transport equipment (27.0%);
• manufactured goods classified chiefly by material (23.4%);
• chemicals (14.2%); and,
• mineral fuels (12.3%).36

Per country, Italy remains the main trading partner of Albania as can be seen from 
the table below37:

Table 2: Main trading partners

According to the data above, it can be noticed the importance of EU as a trading 
partner both as a bloc and as a composition of individual countries. This picture can 
also be applied for the FDI. However, the importance of FDI for the economic growth 
of WB6 has been the cause of a “race to the bottom” amongst WB6 partners mainly 
through fiscal “facilitation”. Macedonia or Serbia have intensively used direct aids 
to attract foreign investments, sometime in direct competition not only with other 
WB6 but with their own domestic investors.38 The new argument of joint economic 
governance replaces the “beggar thy neighbour” approach with a strategic, jointly 
planned, coordinated and implemented approach based on complementarity and on 
synergies. The starting point of this approach is the identification of the comparative 
advantage for each WB6 country and its embedment in the regional supply chain 
or the EU one. In theory this should not be very ground-breaking. All the former 
Yugoslav countries (except Albania) were fully integrated only 20 years ago. They also 
speak similar (if not the same) language, hence the economic cooperation is not a 
new concept for them. 
36 Ibid.
37 KPMG in Albania, “Investment in Albania”, 2015, available at:
http://www.kpmg.com/AL/en/IssuesAndInsights/ArticlesPublications/Brochures/Documents/2015-Investment-in-Alba-
nia-body-print-FINAL-web1.pdf
38 Svetlana Cenic et al., “A New Initiative for Stability and Prosperity in the Western Balkans”, Friedrich Ebert Stiftung, June 
2015, available at: http://library.fes.de/pdf-files/id-moe/11385.pdf

Source: Customs Authority 
Duty of Albania
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The new argument of joint economic governance replaces the “beggar thy neighbour” 
approach with a strategic, jointly planned, coordinated and implemented approach 
based on complementarity and on synergies. The starting point of this approach is the 
identification of the comparative advantage for each WB6 country and its embedment 
in the regional supply chain or the EU one. In theory this should not be very ground-
breaking. All the former Yugoslav countries (except Albania) were fully integrated only 
20 years ago. They also speak similar (if not the same) language, hence the economic 
cooperation is not a new concept for them.

From a recent study carried out by OECD, within the project “Next Generation 
Competitiveness”, the following sectors need to be prioritised by WB economies. 3

Table 3: Sectors prioritised by WB economies

The table above shows that Albania has a comparative advantage in the sectors 
of metal industry, textile, apparel, agro-food, mining, tourism and energy. The 
success in raising the volume of exports will depend on close regional cooperation 
through the development of value chains, especially in the above-mentioned sectors 
where complementarities exist. In the framework of the „Berlin Process‟, and 
more particularly with reference to „trade facilitation‟ section in the Vienna Final 
Declaration, the Western Balkan countries have committed at the Vienna Summit 
to bring to a successful closure the on-going negotiations in CEFTA on a framework 
agreement to facilitate trade.

38 Svetlana Cenic et al., “A New Initiative for Stability and Prosperity in the Western Balkans”, Friedrich Ebert Stiftung, June 
2015, available at: http://library.fes.de/pdf-files/id-moe/11385.pdf
39 OECD, “Making Regional Value Chains happen in the Western Balkans”, power point presentation, Paris, 13 June 2013, 
available at: http://www.slideshare.net/OECDpsd/making-regional-value-chains-happen-in-the-western-balkans

Source: OECD (2013)
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Table 4: WB Economies Positions in Supply Chains - 2009

According to Albanian government analysis,40 here are three ways in which the 
economic growth can be constantly encouraged in Albania:

1. through foreign loans and borrowings;
2. through export of the raw material, some readymade products and of a certain 
category of services;
3. through an economic restructuring and real structural reforms, the primary 
increase of the domestic product, diversification of the products and services, 
and mass adoption of new technologies.

In the government opinion, the two first ways entail a high level of risk and are not 
sustainable. An economic growth that is solely reliant on the foreign investments or 
loans, which the government mentions as the “peak of success for every government”. 
The third way that reflects many positive examples worldwide and has generated 
constant long-term growth is “the promotion of processed goods and provision of 
modern services.” Albania shall have to pursue specific economic growth policies 
with that focus. The key word, in this case, remains “increasing the domestic product 
rate and boosting exports,” that will enable the government to achieve GDP growth 
based on production and not consumption, like it used to happen in the prevailing 
model so far.

40 Prime Minister’s Office, “The Economy”, available at: 
http://www.kryeministria.al/en/program/economic-development/the-economy

Source: OECD (2013)
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Conclusions
A joint economic strategy with the necessary reforms in the Western Balkans 
countries themselves is the only possibility to restart the catching up process. This 
could give a new impetus for the enlargement and integration process. It is highly 
appreciated that in „Berlin Process‟ the economic and social issues play a bigger 
role, but balanced growth needs a comprehensive approach. A simplistic strategy of 
promoting the construction of the necessary infrastructure will not succeed, unless 
it is complemented by a strategy to support SMEs. The development cannot be 
based only on the construction sector, building roads (publicly financed) and houses 
(often financed by remittances). The region needs a parallel development of the 
infrastructure including better and faster rail connections and local public transport 
on the one hand, and a re-industrialization in connection with digital services on the 
other hand. Only such a balanced development may foster economic growth and 
create jobs for the younger, often better-educated and trained generation.

The „Berlin Process‟ offers a unique opportunity for the WB6 to be better prepared 
and coordinated so as to increase their weight in different negotiations, not only with 
EU, but also with other IFI or international organisations. Albania shares a similar 
profile and long term goal with its neighbours: a candidate country that wants to 
be integral part of the European Union family. However, the lingering financial and 
economic crisis, the migration flux and the very questions that EU is asking about 
where it wants to go for the next 10 to 30 years, render the cooperation with our 
neighbours even more necessary. This regional dimension of national policies can be 
illustrated with the speech of Prime Minister Rama in Hong Kong where he promoted 
Albania as a foothold in a market of 26 million inhabitants.41

On the strictly national level, Albanian institutions need to further work towards a 
better preparation of the infrastructure projects, starting with a better coordination 
of different line ministries. The fiscal space needs to be realistically taken into account 
when planning for financing as well as the complexity and costs of maintenance 
period. On the „soft measures‟, Albania holds the initiative on the Regional Youth 
Cooperation Office and should use this to increase and its profile and weight. Other 
issues such as VET or migration need also full attention to allow for a professional and 
fully coordinated participation of the country in the „Berlin Process‟.

Last but not least, the civil society‟s contribution remains one of the trump cards that 
Albania should use to achieve the pre-agreed objectives on an efficient participation 
in the process. The knowledge, energy, networks and resources of the Albanian civil 
society are an invaluable asset and should be used in close cooperation with the 
government (and eventually parliamentary) structures.

41 Edi Rama, “Investimi ne Shqiperi do te thote investim ne nje treg 26 mln banoresh”, Dita Newspaper, 28 October 2015, 
available at: http://www.gazetadita.al/investimi-ne-shqiperi-do-te-thote-investim-ne-nje-treg-26-mln-banoresh/
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Introduction
While the declaration of the President of the European Commission Jean-Claude Juncker 
“no further enlargement will take place over the next five years”1 sounded bitter and 
discouraging to the Western Balkan countries, Chancellor Merkel hosted in Berlin a High 
Level Conference on Western Balkans to highlight the EU’s commitment to enlargement.
The “Berlin Process” is a new initiative that aims to gather the Western Balkan countries 
around regional projects as means to deepen the regional cooperation and accelerate 
the EU integration process of the region. This five-year process serves as a platform 
of dialogue between the Western Balkan leaders and between the region and the EU. 
It is also a platform where different projects in the field of infrastructure, energy, and 
youth are initiated in order to enhance the connectivity and strengthen the regional 
cooperation. These projects will also have positive impacts in boosting the economy of 
the region, which is a crucial factor to the stability and the EU integration process.

Berlin Process, which started only as a conference in August 2014 in Berlin, is now a five-
year process that serves as “a bridge between the Western Balkans and the EU”2. The 
Berlin Conference was followed by a Western Balkans Summit in Vienna in August 2015, 
which expanded the Berlin agenda. The next hosts of this process will be France in 2016 
and Italy in 2017.

Moreover, the Berlin Process will serve as a roadmap for the countries of the region in 
their journey towards the EU integration process.

This paper aims to explain the political, economic and social context of the Berlin Process 
and will outline the impacts that the Berlin Process has in the regional cooperation, 
which is an EU key conditionality for the Western Balkans countries, and the role that 
Albania is playing along this process. The methodology used in this policy paper will be 
based on the identification and the analysing of official documents, political initiatives 
and commitments regarding the Berlin Process and their respective effect. The paper will 
also analyse the public speeches, political and joint statements, and the press releases 
from the Western Balkan countries and EU. The methodology used in this paper will 
also consist of interviews conducted with national actors working on the Berlin Process 
initiatives such as governmental institutions, youth and other relevant actors.

The first part of the paper will consist of the origins of Berlin Process and its development 
until  the beginning  of  2016. This will be followed by a presentation of the political, 
economic and social context of the process and the initiatives that have been undertaken in 
the respective fields. Then, it will review the impacts that this process has on strengthening 
the regional cooperation between the Western Balkan countries. The paper will also 
explain the role that Albania has taken in this process and will give recommendations on 
how the country can strengthen its role and become the leading regional country. Finally, 
conclusions will be made in order to underline the most important pillars of the Berlin 
process and its benefits. The conclusions will be followed by recommendations on how 
the regional countries and Albania in particular should benefit from this momentum to 
advance their EU agenda.  
1 A New Start for Europe: My Agenda for Jobs, Growth, Fairness and Democratic Change, 22 October 2014, p.11.
2 “Economic governance: getting closer to the EU”, Minister of Foreign Affairs of Albania, H.E. Ditmir Bushati, 28 August 2014.
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The Main Pillars of the Berlin Process
Both Berlin and Vienna Conferences are considered the first two milestones of the Berlin 
Process. During these two summits, objectives were set and followed up in order to keep 
track of the regional engagements and flagship projects approved by all parties involved. 
The set objectives, initiatives and projects are focused in three main pillars of the Berlin 
Process, respectively, the political, economic and the social one.

a. The Political Context of the Process

“The future of the Balkans is within the European Union” is the main message 
given during the EU-Western Balkans Summit in Thessaloniki in 2003. This region 
experienced devastating wars almost two decades ago and they are still undergoing 
the transition process to consolidated democracies.

What it might sound as a response to Juncker’s declaration about the stagnation of 
the EU enlargement process during his presidency, the Berlin Process emphasizes the 
EU future of the Western Balkans.

Along the political support that the process is giving to the countries of the region in 
their EU path, the Berlin Process serves also as a positive momentum to strengthen 
the regional cooperation in various areas. As also stated in the Declaration of the 
Vienna Western Balkan Summit, the reconciliation is a necessary tool to encourage the 
stability in the region and enhance the cooperation between the regional countries.
In this context, the Foreign Ministers from the six Western Balkan countries signed 
the “declaration on bilateral issues” where they committed to tackle the bilateral 
issues and not use them to block the EU accession of the neighbouring countries. 
This declaration foresees the negotiations or the international instruments as tools to 
resolve the outstanding bilateral disputes. Its outcomes will be reviewed during the 
annual summits that will take place in the framework of the Berlin Process.

During the Summit, a border agreement was signed between Bosnia and Herzegovina 
and Montenegro which marked the first achievement of the process in the framework 
of the solution of bilateral issues.

Moreover, the political context of this process consists also on the importance of the 
reforms that should be implemented in the Western Balkan countries in the areas of 
public administration, fight against corruption and organized crime and the rule of 
law. During the Vienna Summit was also emphasized the importance of the freedom 
of media. These reforms will not only ensure the stability in the region but will also 
ensure the integration of the regional countries into the European family.

In the Vienna Western Balkans Summit, the violent extremism and migration were 
discussed as problems that EU and the countries of Western Balkans should 
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tackle together. In this declaration was stated clearly that “the threat posed by 
radicalisation, terrorism and violent extremism and in particular by foreign terrorist 
fighters travelling via or from Western Balkan countries to Syria and Iraq, requires 
strengthened cooperation and increased exchange of information and best practices 
in the areas of shaping common values, preventing radicalisation, facilitating de-
radicalisation and responding to terrorist activities”3.

Migration was part of the main discussed issues during the summit, taking into 
account the big number of migrant flows that are using the Balkan route to reach 
the northern European countries. Also, a relevant number of citizens from the region 
have applied for asylum in the northern countries, particularly in Germany. Therefore, 
in the Vienna, it was proposed that the countries of the region should be considered 
as safe countries of origin by all EU Member States4.

Besides the political context, the Berlin Process gives an important role to the economic 
projects which will not only boost the economic growth but will also strengthen the 
regional cooperation. 

b. The Economic Context of Berlin Process

New concepts have emerged in the economic lexicon in the Western Balkans, such as 
economic governance and connectivity. The economic governance is one of the main 
pillars of the enlargement policy of the EU and a new approach in the monitoring 
of the economic development of the enlargement countries. In his speech in the 
Western Balkans Ministerial in October 2014, the enlargement Commissioner stated 
that: “economic governance involves credible reform programmes and enhanced 
monitoring by the EU”5. According to the Commissioner and to EU itself, the economic 
governance will help the countries of the region to build a functioning market that 
can face the pressure of the EU market, will boost the economic growth, will create 
jobs and support the competiveness of the WB6 economies. Also, in order to improve 
the economic governance in the region, the European Commission suggested and 
invited the regional countries to prepare Economic Reform Programmes (ERP) in an 
annual basis. The programme consists of two parts, respectively a part that set up 
the macroeconomic and fiscal policy framework and the structural reforms needed 
to support the policies. The second part consists of structural reforms that intent to 
support the physical and human capital, the business and trade situation and the 
industrial sector6.

Connectivity is one of the main pillars of the Berlin Process and it goes hand in hand 
with the economic governance. It is seen as a way to improve the infrastructure of the 
Western Balkan countries, their economies as well as the regional cooperation. As the 

3 Final Declaration by the Chair of the Vienna Western Balkans Summit, 27 August 2015, point 10.
4  Final Declaration by the Chair of the Vienna Western Balkans Summit, 27 August 2015, point 12.
5  Economic governance and better connectivity: opportunities for Western Balkans, 23 October 2014.
6 European Economy, Occasional Papers 229, June 2015.
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Prime Ministers of the region outlined in their declaration of the meeting in Brussels 
on “Core network and priority projects”, the connectivity that links EU countries in 
economic and social terms should be developed in the Western Balkans as well in 
order to support the reforms and improve the investment environment in the region7.

Despite the fact that the agenda of the Berlin Process has expanded in different areas 
of action, the “Connectivity agenda” remains the core pillar of the process. This is 
clearly shown by the amount of the financial support that it is given to the projects 
on transport and energy.

The connectivity on transport and energy was highlighted because of the poor 
infrastructure in these areas, especially in some countries of WB6. As mentioned 
above, these projects aim to improve the infrastructure of the WB6, boost the 
economic growth and connect the region with the EU member states. Also, the Berlin 
Process serves as a momentum of creating an energy regional market by “establishing 
power exchanges and a regional balancing market”8. The WB6 also welcomed the 
support of the Energy Community Secretariat on helping on establishing the regional 
market and on implementing the Energy Community acquis.

In the Vienna Summit, the Western Balkan countries presented a demanding 
connectivity agenda composed of mature projects to implement, but only 10 projects 
were confirmed, respectively six in transport and 4 in energy. These projects will be 
supported financially by the EU funding with an amount of 200 million Euros9.
In terms of trade, the regional countries declared that the CEFTA (Central European 
Free Trade Agreement) negotiations should be closed successfully which will allow 
the countries to sign the Trade Facilitations agreement by mid-2016, before the next 
Summit in France.

It was also agreed to facilitate the mobility of business people, professionals and to 
create economic and cross-border economic zones within the region. The Regional 
Cooperation Council was appointed as the monitoring structure of these initiatives.

In conclusion, it is evident that all these initiatives have as the main objective the 
economic growth, and the strengthening of the regional cooperation as crucial ways 
to advance in the EU integration path. Besides, the economic growth, youth mobility 
and education are considered as very important factors to promote and ensure 
stability and development in the region and enhance regional cooperation.

c. The Social Context of the Berlin Process

Youth, education, science and research were also discussed in the last summit of 
Berlin Process. One of the paragraphs of the Declaration of Vienna Western Balkans 

7 Western Balkans 6 meeting in Brussels, 21 April 2015.
8 Final Declaration by the Chair of the Vienna Western Balkans Summit, 27 August 2015, point 10.
9 Idem.
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Summit outlines that: “Improving the perspective of young generations is of 
paramount importance in ensuring stability, sustainable development and progress 
of the region”10. Having this in mind, the regional countries outline the necessity to 
foster the youth mobility within the region and between the region and EU member 
states. The Foreign Ministers launched a “Positive Agenda for the Youth in the 
Western Balkans” in their Brdo meeting in April 2015, which aims the visibility and 
effectiveness of the existing actions and programmes in the youth sector11.

The agreement signed in Vienna last August on the establishing of the Regional Youth 
Cooperation Office upon the initiative of the Prime Minister of Albania and Serbia 
was considered as one of the most important achievement of the summit and the 
Berlin Process itself. The connection of Balkan youth is seen as the opening of the 
new chapter in the Balkan history and the strengthening of the cooperation between 
the young generations of the region in search of a European future.

The participant countries underlined the importance of investing in the exchange 
programmes between the universities of the region and between the regional and EU 
universities. Erasmus plus was considered as an important tool to build the capacities 
in the youth sector and enhance the youth mobility within and outside the region.

During the summit, the countries of the region also recognized the importance of the 
vocational training in educating and engaging youth in the labour market and agreed 
in establishing a vocational training system in the region. This is an important and 
necessary step to fight youth unemployment and lack of skilled labours, to face the 
global competition, and to boost the economic growth, the dual vocational education 
training is of utmost importance. In the Vienna Western Balkan Summit was also 
emphasized the importance of reforming the education systems in order to provide 
youth from the region with the right labour skills demanded by the market.

Austria will support the WB6 in setting up the system based on the roadmap to a 
sustainable apprentice system, which “is a good approach to combat different social 
but also economic policy challenges”12.

Moreover, for the first time in the Berlin Process activities, the Vienna Summit 
recognized the importance of the civil society in implementing the necessary reforms 
in different areas. A Civil Society forum was organized in the margins of the summit 
last august. Different recommendations on employment, regional cooperation and 
freedom of media were given by the civil society organizations for the Vienna Western 
Balkans Summit13.

10 Final Declaration by the Chair of the Vienna Western Balkans Summit, 27 August 2015, point 10.
11 Joint Statement, Meeting of Ministers of Foreign Affairs at Brdo, 23 April 2015.
12 Dual vocational and educational training, Working paper, Roundtable Ministers of Economy, 27 August 2015.
13 Civil Society Forum, Western Balkans Summit Vienna 2015, http://www.erstestiftung.org/civil-society-forum/.
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2. The Regional Initiatives and Projects 
of the Berlin Process

As already mentioned above, the Berlin Conference, held on august 2014, was the 
key driver that brought together the Western Balkan countries suggesting that the 
countries of the region use the same approach as EU member countries in identifying 
infrastructure projects and harmonize corridors and platforms with the EU ones.
During the year 2014-2015, the Western Balkan Countries together with EU 
counterparts created the backdrop for regional cooperation through potential 
infrastructure projects, mostly transport and energy. The objective was to land in 
Vienna with concrete and mature projects, relevant not only to the region but also 
the EU community as well.

Right away after the Berlin Conference, the Western Balkan countries were asked 
by European Commission to create the Investment National Committees, which 
would serve as the bottleneck for selecting priority national projects (single project 
pipeline). This structure will closely collaborate with the Western Balkan Investment 
Fund (WBIF) which represents the main EU facility in the region that provides financial 
support for infrastructure projects14. This collaboration is based on a new working 
methodology which addresses specifically the needs of the WB countries and EU 
requirements for financial support.

In Albania, The role of the Investment National Committee will be performed by 
the Committee for Strategic Planning (CSP) in the Prime Minister’s office. CSP will 
coordinate the work with line Ministries and identify priority projects and investments 
by matching governments’ priorities with financial opportunities.

The aim of the committee is to draft a national projects’ package channelled in 4 
sectors: infrastructure, energy, environment and social affairs & education. The first 
meeting of the INC was held on July 2015.

After an intensive year of regional meetings and cooperation initiatives, the WB 
countries landed in Vienna with a unique package of projects. The Vienna Summit 
symbolized the concretizing of certain regional flagship projects and also the 
emerging of new matters which are of paramount importance for ensuring a steady 
and substantial regional cooperation in the region.

14 Informative material, Committee for Strategic Planning, Prime Minister’s Office, Tirana, 19 August 2015.
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a. Economic Prosperity and Connectivity

The vision of the Berlin Process is closely related to the improvement of living 
conditions and long term future perspectives for the Western Balkan region. Economic 
governance in the region is a crucial aspect which will be further enhanced through 
the preparation of Annual Economic Reforms Programs (ERPs). In this context, the 
participating states need the continuation of sectorial and structural reforms aiming 
to boost competitiveness by improving human capital, business environment and 
trade integration.
In this regard, the connectivity agenda represents an essential component to the 
progress the Western Balkan Countries have made in the last two years. This process 
has been highly accompanied by political and technical support to ensure concrete 
deliverables and mature projects which will connect the region to EU country 
members.

The connectivity agenda includes two dimensions:

• The extension of the three core network corridors of Trans European 
Transport Network (TEN-T) which will, in the long run, ensure closer 
integration with the EU and provision of quality transport services for 
citizens and businesses.

• Transport and energy infrastructure investment projects which will be 
developed within the Western Balkans region. These projects are considered 
a priority for the region as they will help remove bottlenecks, promote 
interoperability, and build missing cross-border connections15.

During the summit, ten transport and energy infrastructure investment projects 
were proposed for EU co-financing under the 2015 Instrument for Pre-Accession 
programme. A table with detailed information is attached here below.

The Western Balkan Countries together with Western Balkan Investment Fund will 
engage in identifying and allocating financial support in regards to the listed projects. 
Referring to the table, several financial institutions are interested in investing in 
mature projects, which have already a finished feasibility study.

15 Western Balkans Summit, Vienna 2015, Chairman’s conclusions, Annex 1 - connectivity 
http://ec.europa.eu/enlargement/pdf/policy-highlights/regionalcooperation/20150828_addendum_western_balkans_summit.pdf, 
16 January 2016. 
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The above list of projects was approved at the Vienna Summit and for the purpose of 
this study we are illustrating two of them:

1. Albania- the Former Yugoslav Republic of Macedonia Power Interconnection 
(I) – grid section in Albania

This project is part of the European Commission’s initiative to establish an East- West 
Electricity transmission corridor between Bulgaria, the Former Yugoslav Republic of 
Macedonia, Albania, Montenegro and Italy.

The section between Bulgaria and the Former Yugoslav Republic of Macedonia has 
been completed, and the construction of the submarine cable between Italy and 
Montenegro is underway. In addition, a new 400kv connection between Albania and 
Montenegro is now in operation while an undersea cable between Albania and Italy 
is in the planning stages.

In Albania a 400 kv transmission system will connect Fier to Elbasan and from there 
to the border with the Former Yugoslav Republic of Macedonia.

Expected results:
• Albanian power transmission system integrated into the European Energy Market;
• Approximately 130 km of 400 kv overhead transmission line from Fier to the 

border with the Former Yugoslav Republic of Macedonia;
• Fier and Elbasan substations upgraded.

Benefits:
• The investment is expected to generate an additional 314.7v million Euro to 

Albanian Gross Domestic Product.
• At least 800,000 people and numerous industries in the southern part of Albania 

will benefit from uninterrupted electricity supply.
• Reduced transmission loses, leading to lower electricity prices for Albanian 

cosuers, industries and investors.
• Reduced Co2 emissions in Albania through increased capacity for production of 

renewable energy

2. Albania- the Former Yugoslav Republic of Macedonia Power Interconnection 
(II) - Grid section in FYROM.

Investments in the FYROM include a 400 kv transmission system from Bitola to Ohrid 
and from there to the border with Albania. It will thus complete the 400kv electricity 
ring between Albania, the FYROM and Greece.
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Results:
• Balanced energy market between Albania and FYROM;
• 95 km of 400 kv overhead transmission line between Bitola and the border with 

Albania ( via the Bitola- Resen- Oher- Struga corridor);
• Bitola substation upgraded and new ohrid substation built and operational.

Benefits:
• At least 270 jobs created by MEPSO for its contractors, minimum for 36 months;
• Reduced transmission losses leading to lower electricity prices for householders, 

industry and investors in FYROM;
• Power supplies in both countries secured by eliminating overloads in the existing 

systems.

b. Regional Cooperation and the Solution of Bilateral Disputes

For the last two years, Berlin Process was identified mostly with a political process 
which highly aimed at developing the connectivity agenda. Thus, infrastructural 
projects cannot solely build the meaning and identity of the region, as a one unique 
actor in front of the EU and other relevant international counterparts.

The history has shown how EU country members have used bilateral disputes or open 
issues to hint or to condition the integration process of their EU candidate neighbours, 
transforming the very political process in a technical one.

The persistence of unresolved bilateral disputes in the Western Balkans – some open, 
some still dormant – poses a real risk of delaying EU integration and distracting from 
domestic reforms of the EU Candidate countries16.

In the light of this emerging issue, in the Vienna Summit, the governments of the 
Western Balkans in the presence of Austria, Croatia, France, Germany, Italy, Slovenia, 
the European Commission, and the EEAS, through a joint declaration, committed 
themselves to a resolution of all open bilateral questions in the spirit of good 
neighbourliness and shared commitment to European integration. The aim of such 
commitment was to expressly declare that participating countries will not block or 
encourage others to block, the progress of neighbours on their respective EU paths. 
During the summit days, two bilateral territorial agreements were signed, between 
Montenegro and Kosovo and Montenegro and Bosnia & Herzegovina.

In the light of this relevant regional matter introduced at the Vienna Summit, Hedvig 
Morvai, Executive Director of European Fund for the Balkans and Florian Bieber, 
Director of the Center for South-East European Studies presented a short policy brief 
entitled “Bilateral disputes in the Western Balkans”. The policy brief presented a 

16 Policy Brief “Removing obstacles to EU accession: Bilateral disputes in the Western Balkans, Balkans in Europe Policy 
Advisory Group, 27 August 2015
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very clear state of play in the Western Balkans and also analysed on how dormant or 
open issues which may be considered irrelevant nowadays, can become politically 
important in the future. The policy brief came up with a set of recommendations to 
follow up by having as a monitoring timeframe the next summit in Paris, France. 

Some of the key recommendations presented at the Vienna Summit were17:

• Make the resolution of bilateral disputes a priority of international engagement.
• Step up EU involvement in the resolution of outstanding disputes. 
• Involve other local and international actors to enhance the coherence 
      of international engagement and improve the implementation of agreements.

Even though the declaration was signed by all Western Balkan Countries, in the 
spirit of mutual understanding and collaboration, the post-Vienna situation in the 
region can prove the existence of open bilateral disputes that patently hint the EU 
integration process.

c. Youth, Education, Science and Research

Another relevant component of the Berlin Process rose up during the Vienna Summit 
which is strongly related to the over mentioned components, especially the economic 
prosperity and regional growth. As the Minister of Foreign Affairs of Albania said 
during his speech “Once we had a stability pact, now we have a connectivity pact, 
and we are looking for a development pact.”

Western Balkan countries have shown they can deliver and follow up common 
engagements, especially when it concerns Berlin Process and all practical and political 
results it had brought along. Still, the region lacks the human connectivity agenda as 
people of the region have a few instruments to communicate, travel, work and share 
experiences. It is of paramount importance that Berlin Process is accompanied by 
parallel regional projects that concern strengthening of human capital, education at 
regional level, mobility causing brain gain and more employment opportunities in the 
Western Balkan region.

Following up with the conclusions of both Berlin and Vienna Summits, the participating 
countries agreed to sign a joint declaration to politically support the establishment of 
the Regional Youth Cooperation Office of the Western Balkans (RYCO)18.

A working group with representatives from all Western Balkan countries was set up to 
create the permanent regional structure, including the vision, mission, activities which 

17 Policy Brief “Removing obstacles to EU accession: Bilateral disputes in the Western Balkans, Balkans in Europe Policy 
Advisory Group, 27 August 2015, Key recommendations, pg. 1
18 Vienna Western Balkan Summit Conclusions, Annex-2, Joint declaration on the establishment of the Regional Youth Coop-
eration Office of the Western Balkans, 27 August 2015.
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would support regional youth cooperation. The working group is closely working with 
the Youth French-German Office.

On 25- 30 January 2016 the working group gathered in Sarajevo to discuss the 
finalization of RYCO official documents, including vision, mission, activities, structure, 
budget and financial contributions. During the meeting it was decided that the RYCO 
office will have its headquarters in Tirana, becoming the second regional initiative in 
Albania after the establishment of the Western Balkan Fund.

During the meeting it was decided that RYCO will be composed by a Direction Board, 
the Secretariat and an Advisory board. Financial contributions of each country will be 
decided in the upcoming months since each country should contribute in accordance 
to the size of its population. The formula of financial contribution has not been 
decided yet.

Within 1st of March 2016 the Working group will deliver to all Western Balkan 
Governments all finalized documents, structure and draft- agreement for the 
establishment of the office in Tirana, Albania.

Conclusions and Recommendations
The Berlin Process now entering its third year and reaching a certain level of maturity 
allows for drawing some conclusions on its results and on the opportunities and per-
spectives it entails.

The political dimension is clearly the most relevant dimension especially in a non-so 
favourable context for enlargement, and the main priority for the political elites of 
the WB countries to nourish and develop further.

• The engagement of key EU Member States to support enlargement process brings 
benefits to both Western Balkans countries and EU institution. On one hand, it 
provide some relief to the EU Commission from the pressure coming from Council 
opposing its positive reports and attitude that advance the process (e.g. assigning 
candidate country status; setting the date for negotiations; providing visa free 
regime, etc.). On the other hand, it engages the leaders of the acceding countries 
to push high political cost reforms, by offering their support and access to high 
level meetings and forums. The Brexit campaign, the debates over migration 
and border security, and the last failed referenda in Netherlands19 have indirect 
negative implications to the enlargement process. Being in group helps the 
Member States to coordinate their efforts and message towards their public 
who is increasingly not supportive of the enlargement. Their commitment is an 
additional guarantee for the enlargement process not to be further demoted in 
the next EU Commission strategy and formatting.
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• The intensity of the Berlin Process through continuous high level meetings 
on practical cooperation issues opens the opportunity to turn the regional 
cooperation into a Visegrad type of closer cooperation. After breaking some “first 
times” the meetings between leaders of the Western Balkans have now become 
normality. The extension of such cooperation between Ministers and further on 
to the administrative structures of the countries has the potential to generate 
practical and better regional integration.

• Apart from exploring EU driven areas of cooperation like energy, infrastructure, 
etc., the Berlin Process helps to smooth highly sensitive issues between countries 
of the Western Balkans by demonstrating the practical benefits of cooperation. 
Focusing on these benefits it is now easier more than ever to tackle bilateral issues 
and to not allow the most radical parts of the society in each of the countries 
to lead the debate on bilateral or regional relations. The Ministerial as a tool to 
address multilateral issues helps to share and advocate the positive experiences. 
Moreover, the flexibility to include and address urgent issues strengthens the 
expectations that regional cooperation can work and deliver results.

The economic dimension is crucial, first for the sustainability of the process, and later 
for the deepening of it. As we have learned from the history of EU integration, the 
economic success foretells the future of the whole process.

• The IPA II pre-accession assistance for the period 2014-2020 shifts its philosophy 
of funding from a wide range of many projects (sometimes not related to each 
other) to a streamline of national-relevant and even regional-relevant projects. 
The latter is reflected in Berlin Process focus on the projects expected form the 
Western Balkan countries. As such it gives cross-border or bilateral projects a wider 
perspective (e.g Durrës – Prishtina road, Albania - Macedonia rail connections, etc.) 
which is translated in better economic productivity and increased opportunities 
for funding.

• Big and transnational projects increase attractiveness for large international 
companies by offering the required market until now missing, due to fragmentation 
or lack of financial viability. At the same time relevant IFI are more willing to support 
financially because of the political support coming from the most important EU 
Member States. Their involvement is much needed for the countries of Western 
Balkan that have exhausted their loans potential.

19 http://www.theguardian.com/world/2016/apr/06/dutch-voters-reject-closer-eu-links-to-ukraine-in-referendum
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The social dimension is particularly relevant for the Western Balkan region due to its 
recent conflictual past that has left deep marks in many layers of the society. Focusing 
especially on youth is an added value of the Berlin Process as our societies continue 
to be depleted by continuous high emigration rate.

• Targeting high youth unemployment, the brain drain phenomena and education 
needs to be done in an integrated manner. The instruments established should not 
only aim at the exchange or education part, but they need to provide most of all 
better employment opportunities. Giving the perspective to youth to build their 
future in their country or region would allow constructing strong fundaments for 
economic development and sustainable democratisation of the whole Western 
Balkans.

• It is to be noted the leading role that Albania has for the first time taken in 
the region with the RYCO offices headquarters located in Tirana. Such role will 
positively affect in the improvement of image of Albania in region and EU.
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Introduction
In a time when European Union is facing unprecedented challenges and new paradigm 
shifts are being explored, Western Balkans countries continue to be committed in 
their efforts to achieve the political and economic standards required to join the 
Union. Under this aim, Western Balkans countries have to focus in successfully 
performing crucial reforms’ implementation, in line with the convergence process 
in economic and political terms. A prerogative for increasing prosperity, creating 
more jobs and boost economic growth remains the closer economic cooperation 
between Western Balkans Six (WB6) countries1 that, following an active regional 
agenda of joint initiatives, would prepare economies to improve competitiveness 
by regionalizing market operations. European Commission has been constantly 
supporting the integration aspirations of the six countries through a wide spectre of 
EU backed initiatives, the latest one being the Berlin Process, but real progress in this 
process depends on the scale and quality of regional economic cooperation. 

Having a similar historic past but featuring ethnic and territorial disputes that are 
still part of the political rhetoric of the Balkans countries, era of conflicts seems to be 
now a history related to the regions’ past. However, the Western Balkans are still in 
a fragile political equilibrium when it comes to convergence of foreign policies under 
the common aim of joining European Union, a future joint vision that would let no 
place for reminiscent disputes. From this perspective, closer economic cooperation in 
the Balkans neighbourhood, apart from being a basic requirement for advancements 
in the integration process of each country, is of a strategic importance to further 
consolidate political stability in national and cross-border level, progress towards 
more regional security and economic prosperity. Because of the geographical position, 
close infrastructural and cultural ties, structural similarities in economies and common 
aims to progress in the integration process, economic development of WB6 countries 
represents a clear mosaic of interdependence. It is essential to enhance the economic 
relations between WB6 countries and make regional economic cooperation a leading 
aim in reforming ongoing processes. However, more institutional intergovernmental 
initiatives in a regional level, with dedicated focus in economic development, would 
further contribute to build trust and confidence that mutual cooperation in exploiting 
economic potentials is the best approach to make the future.

This analytical paper will try to bring an expose of the economic relations between 
WB6 countries until the present day, by focusing on structural comparisons, bilateral 
trade relations, foreign directs investments flows analysis in the region, and will 
exploit potential paths on which economic relations between Albania and Serbia 
could enhance bilateral economic cooperation. The study aims to outline some of the 
most essential issues regarding WB6 economies and to serve as a guide for further 
analysis to determine the comparative advantages in order to be able to develop 
a regional cooperation strategic plan to approach to the potential and sustainable 
development.  
 1 With Western Balkans Six are meant Albania, Bosnia-Herzegovina, Kosovo, Macedonia, Montenegro and Serbia (as per alphabetical order)
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Economic Relations between the Western Balkan 
Six Countries 
Economic relations between Western Balkans Six countries remain at the forefront 
of region’s integration agenda and pace of this process will mostly depend on quality 
of related reforms. Numerous benefits stem from closer productive economic ties in 
the Balkans region but most evident of those is the reduction of potential tensions 
by strengthening thus regional stability as result of increased competitiveness due to 
trade openness and higher levels of intra-regional flows of good and services. Region’s 
challenges for incremental prosperity are conditioned from regional economic 
integration process.

Western Balkans countries have undergone a major economic transformation over 
the past 15 years and an outstanding progress is seen in these economies. Following 
the conflict-ridden 1990s, WB6 countries and Croatia set out to comprehensively 
rebuild and reform their economies. Countries opened up to global trade and became 
increasingly export-oriented, expanded the role of the private sector, dismantled 
regulations that stifled business development, and began to build institutions needed 
to support a market system. Banking systems were built up with the assist of foreign 
capital and know-how. The result of these efforts has been robust economic growth, 
a significant rise in incomes and living standards, and enhanced macroeconomic 
stability2. Despite the progress made so far, economic transformation from planned 
economies to free market ones was uneasy and still some key structural problems in 
need of addressing are often undermines regional cooperation. Economic structural 
change in the Western Balkans was rapid and in most of cases following the free market 
rules, economic and human capital was oriented towards sectors with high returns 
and less capital intensive. Given an extreme process of deindustrialization in the 
post ’90, services sector increased rapidly at the expense of industry and agriculture 
sectors proving to be a fast structural change with costs over the diversification of 
economies.  

The six countries have made improvements in terms of trade openness and have 
substantially increased foreign trade, but so far, external imbalances - resulting from 
trade deficits as imports being significantly higher than exports and slow poorly 
efficient industrial structuring - are an issue in need of a solution. Labour market 
frictions resulting from high scale unemployment, informal economy and youth 
unemployment negatively impact economic activity and consumption in a regional 
context. The aforementioned structural problems that condition growth in Western 
Balkans Six countries today create a bumpy road in the process of catching up 
and income convergence of these economies with EU economic standards. Better 
economic relations among Balkan countries would mean that through regional 
cooperation, a friendlier business environment will support inclusive and higher 
quality economic growth. 

Economic relations between the Western Balkans Six Countries

2 “The Western Balkans, 15 years of economic transition.” IMF Regional Economic Issues Report, May 2015
http://www.imf.org/external/pubs/ft/reo/2015/eur/eng/erei0315.htm 
3“Final declaration by the Chair of Vienna Western Balkans Summit”, 27 August 2015
http://ec.europa.eu/enlargement/pdf/policy-highlights/regional-cooperation/20150828_chairmans_conclusions_western_balkans_summit.pdf71



In line with the Berlin Process, as an initiative supported by European Commission 
in light of further enlargement of EU with Western Balkans Six countries3, has been 
announced the Connectivity Agenda that will enhance regional cooperation in the 
region and promote a series of specific objectives with regard to the development 
of transport infrastructure, regional free trade, the creation of regional markets for 
electricity and gas, energy and telecommunication infrastructures, the environment, 
cross-border and parliamentary cooperation. This will open new horizons of 
consolidation and growth in regional economic relations. 

Analysis of Trade Dynamics between 
the Western Balkans Economies
Since the signing of the CEFTA agreement on 19th December 2006, between Albania, 
Bosnia and Herzegovina, Croatia, Macedonia, Moldova, Serbia, Montenegro and 
Kosovo, then (UNMIK), the free trade area has played an important role not only in 
trade facilitation but also more widely in terms of economic integration, institutional 
harmonization and political approximation. Intra-regional trade, long lagging behind, 
increased substantially in the years after the signing of the agreement while the share 
of intra-industry trade within the region has also been on the rise. The speed with 
which the parties ratified this ambitious agreement indicated the importance of this 
agreement to economic development in the Balkans. CEFTA main objectives are: 
expand trade in goods and services; foster investments by means of fair, stable and 
predictable rules; eliminate barriers to trade between the parties; provide appropriate 
protection of intellectual property rights in accordance with international standards; 
and, harmonize provisions on modern trade policy issues such as competition rules 
and state aid4. At the same time, CEFTA has facilitated information-sharing and direct 
collaboration with regards to customs and trade policies more generally, thus also 
encouraging political dialogue, institutional approximation and capacity building 
among the countries of the region. 

In the Western Balkans Six countries free regional trade liberalization is progressing. 
A network of bilateral free trade agreements among the countries of the region, 
including Romania, Bulgaria and Moldova, has been established, thus creating a free 
trade area of 55 million consumers. This sends an important signal to the investor 
community, which may find in the Western Balkans a market of high absorption 
potential for industrial and consumer goods. To reap the full benefits of trade 
liberalization in the region, the free trade agreements need to be fully and efficiently 
implemented. The countries of the region committed themselves to complete the 
network of free trade agreements. 
3 “Final declaration by the Chair of Vienna Western Balkans Summit”, 27 August 2015
http://ec.europa.eu/enlargement/pdf/policy-highlights/regional-cooperation/20150828_chairmans_conclusions_western_balkans_summit.pdf
4 “Summary and Highlights” CEFTA Week Report, Bosnia and Herzegovina 2013
http://www.cefta.int/~cefta/sites/default/files/CEFTA%20Week%202013%20Summary%20and%20Highlights.pdf
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Trade flows between the EU and the Western Balkans show strong asymmetry. For 
the Balkan countries, EU remains the single most important trade partner of all. 
However, the dependence on trading with the EU has decreased in the 2000s, along 
with the development of the region. For EU, in turn, the Western Balkans remain not 
so important, with less than 1% of the EU overall imports originating in the region and 
less than 2% of the EU’s exports being sold there5. 

In the WB6 countries the volume of trade with EU partners, in 2015, from Albania was 
65.9 % , while the highest value was done from Macedonia with 68.3% and the lowest 
one from Montenegro with 40.4 % for the same period. In all WB6 countries except 
Macedonia, Italy and Germany are significant partners which mean the influence 
of these two countries in the region. According to volume of trade to other WB6 
countries, Albania has the lowest value with only 9.6% of the total, followed by Serbia 
with 10.1%, while the largest volume is done from Montenegro with 38.7% of the 
total. (For more information see Table 1 in Appendix).

a.Trade Profiles of Western Balkans Six Countries

Trade relations are basic steps that neighbouring countries should develop and follow 
in order to create a sustainable and continuous growth creating thus necessary condi-
tions to eventually bring in the future social stability and prosperity. The development 
and growth path, which has been followed by many countries that today are ranked 
among developed economies, represents a valuable experience worth to be taken 
in reference by WB6 countries. Strengthening trade relations means rising business 
profits or in other words increasing the societies’ welfare; it means labour force easi-
er mobility, technology improvements and cultural exchange. Trade agreements have 
been the starting point of creating common areas such as Common European Market 
is the EU today. Given that WB6 countries are adhering to become part of the Union, 
it seems that the best approach to deliver results in this direction is the intensification 
of trade exchanges in between the region and beyond, allowing them to faster prog-
ress in the integration process.

WB6 countries feature different levels of trade relation with each other. The highest 
trade volume as percentage of GDP traded in the region for 2015 originates from 
Montenegro with a 10-year average of 25.5%, followed by Kosovo with 16.9% of GDP. 
The lowest level of exports volume within the region is traded from Albania with only 
4.2% of the GDP6. Despite the low level of trade with other WB6 countries Albania is 
the only one that has grown trade exchanges, even that is not in a considerable level, 
with region countries since 2009. What can be seen in a 10-years analysis of trade 
volumes for WB6 countries is the fact that all of them had a decrease of trade volume 
with each other in the year 2008, corresponding with the global financial crisis.  (for 
more information see Graph 1 in Appendix).

Economic relations between the Western Balkans Six Countries

5 “Trade and economic relations between EU and the Western Balkans.”- Briefing Paper, Policy Department External Policies, 2008
http://www.europarl.europa.eu/RegData/etudes/note/join/2008/406973/EXPO-INTA_NT(2008)406973_EN.pdf
6WB6 Statistical Offices 73



WB6 countries in general are characterized by a negative trade balance, meaning 
that they import more than what they export. The trade deficit as a ratio of the trade 
volume is higher in Kosovo and Montenegro for 2015, respectively with 78% and 
70.6%, while the lowest level of this indicator is in Serbia with 15.4% of the trade 
volume, bringing in evidence the advantage of Serbian economy as the major exporter 
in the region. Albania has a trade deficit as a ratio of the trade volume at about 38.3%, 
while as the ratio of GDP is at the level of 20.7% taking forward Serbia with 13.3% and 
Macedonia with 19.3%. (For more information see Graph 2 Appendix).  

Regarding to exports and imports of WB6 countries with each other is noted that 
Montenegro has the highest centralization of them. It exported 43.3% of the total 
exports to other WB6 countries and imported from them 37.9% for year 2015. Even 
Kosovo has a significant concentration of exports and imports into the WB6 region. 
During 2015 year Kosovo has exported 38% of total exports and imported 28.5% of 
total imports within WB6. 

Graph 3: Exports and Imports between WB6 countries for year 2015

Source: WB6 Statistical Offices and authors’ work

Serbia is the country with the lowest imports from WB6 region with only 4.1% of total 
imports for year 2015, while the lowest level of exports to WB6 countries is done 
from Bosnia and Herzegovina with 12.3% of its total exports. Albania during 2015 had 
done 14.2% of its exports to other WB6 countries and 7.5% of its imports.

Referring to bilateral trade collaboration between WB6 countries, can be seen that 
tradable distribution is not the same. Albania has focused most of its exports in 
Kosovo while imports originate more from Serbia with 3.8 % and 7.5 % from other 
WB6 countries. Bosnia and Herzegovina from total exports of 14.8 percent to WB6 
countries, 8.6 % are delivered in Serbia and from 12.3 % in total of imports 10.9 % 
are originate from Serbia. For Bosnia and Herzegovina it can be seen its exposure to 
higher concentration of trade exchange with only one regional partner. 

Regarding Kosovo foreign trade is focused mostly with Albania and Serbia. 12.4 % 
of total Kosovo exports are done to Albania, while 14.5 % of imports are with Serbia 
from a total of 38 % of imports done with other WB6 countries.
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Macedonia within the region has focused its exports mostly in Serbia with 4.6 % and 
Kosovo with 4.2 % from a total of 12.6 % of exports done to other WB6 countries for 
year 2015. Imports mostly are concentrated to Serbia with 7.7 % from a total of 9.9 
% done during the year. 

The foreign trade economy of Montenegro is highly related to Serbia. It has imported 
28.1 % of all imports from Serbia in 2015 and exported 22.1 % for the same year. 
Montenegro has significant exports’ even to Bosnia and Herzegovina with 9.3 % and 
Kosovo with 6.3 %. With Albania the level of exports goes to 4.2 % for year 2015 while 
imports to the level of 1.6 % of total imports of the same year. 

Serbia imported in 2015 from other WB6 countries only 4.1 % of its total imports, and 
those mostly from Bosnia and Herzegovina with 2.4 % and Macedonia with 1.1 %. 
While Serbian exports in the region are done mostly in Bosnia and Herzegovina and 
Montenegro. For year 2015 the level of exports to Bosnia and Herzegovina was 8.8 % 
and to Montenegro 5.1 %. (For more information see Table 2 in Appendix).    

b.Understanding of Inward Foreign Direct Investments Trends

Early after the regime changes in the Western Balkans countries, the markets opened 
to welcoming foreign direct investments (FDI) that would support positive economic 
structural changes and create pre-conditions for faster market potential exploitation. 
FDI inward flows were mainly attracted through the privatization processes of state-
owned enterprises and concessions related to natural resources. Indeed, the same 
applies today; when it comes to foreign investments the Western Balkans region 
continues to appear attractive to investors interested in exploiting its natural resources 
reserves and geographical proximity to major EU market. In addition, competitive 
advantages of WB6 are considered stable macroeconomic environment, fast economic 
growth, stable and relatively well-developed financial system, relatively cheap and 
moderately skilled labour force, advancement in the EU integration process, CEFTA 
and other bilateral trade agreements. As one of the most significant weaknesses 
inhibiting more FDI inflows in Western Balkans’ economies so far can be mentioned: 
small domestic markets with low per capita income, relatively high country risk, 
slow progress in structural and institutional reforms, underdeveloped infrastructure, 
inefficient bureaucracies and high administrative barriers, fundamentally related to 
governance and business environment.

In a policy perspective, environment essentially matters for foreign investments 
attraction. At a very general level, a predictable policy environment that promotes 
macroeconomic stability, ensures the rule of law and the enforcement of contracts, 
minimizes distortions, supports competitiveness, and encourages private sector 
development can be expected to stimulate all private, including foreign investment7. 
The policy environment in Western Balkan countries has been steadily improving in 

7 “Demekas, D., Horváth, B., Ribakova, E. and Wu, Y. (June 2005) “Foreign Direct Investments in Southeastern Europe: How (and how much) 
Can Policies Help?”, IMF Working Papers Series, June 2005 https://www.imf.org/external/pubs/cat/longres.aspx?sk=18247.0
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recent years. All countries have made significant progress in bringing down inflation; 
promoting private sector development through privatization, deregulation, and a 
better business environment; and improving public administration. Weaknesses, 
however, still remain in a number of areas8. 

Graph 4: FDI Inward flows in WB6 economies (mil $)          Graph 5: FDI/GDP for WB6 economies (%)

Source: World Bank and author’s work

From the FDI data is possible to understand that Western Balkans economies are 
vulnerable in respect to financial and economic crises that have hit world major 
economies in 2009 and 2012, this having been manifested in FDI inward flows shocks. 
With main origin countries hit by crisis, a downward trend has characterized the 
volume of foreign investments entering region in the last decade. 

UNCTAD reports9 show that in 2015 world FDI flows were mainly directed to developed 
economies, while in transition economies was noticed a declining trend that could be 
perceived as an impulse to foster economic diversification and structural reforms in 
order to attract foreign investors toward Western Balkans region. 

Global investments trends reveal that in South-East Europe, foreign investors mostly 
targeted manufacturing. In contrast to previous years, when the largest share of FDI 
flows was directed to the financial, construction and real estate industries, in 2014, 
the foreign investors targeted manufacturing, buoyed on the back of competitive 
production costs and access to EU market. Serbia and Albania, both EU accession 
candidates, remained the largest recipients of FDI flows in the sub region of the 
Western Balkans at $2 billion and $1 billion, respectively10.

Due to significant competitive advantages and growth potential that they represent, 
Western Balkans Six economies remain an attractive destination for foreign investors 
in search of opportunities. However, regionalization and further economic integration 
should be at the forefront of economic diplomacy agendas of WB6 in order to intensify 
economic relations among countries in the region and accelerate the economic 
convergence process. 

8 European Commission Progress Reports for Western Balkans Six countries
9 UNCTAD Global Investments Trends Monitor, January 2016
10 UNCTAD World Investment Report 2015 http://unctad.org/en/PublicationsLibrary/wir2015_en.pdf 
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Case Study: Directions and Areas of Economic Interaction between Albania and 
Serbia, in light of the European Integration Process

Albania and Serbia are countries ranked as upper-middle-income economies and they 
are both candidate countries to accede to the European Union. Serbia has granted EU 
candidate status since March 2012 and in January 2014 has took place the formal 
start of accession negotiations, while Albania awarded candidate status only in June 
2014 and has not started yet the negotiation process. 

Referring to the economic structures, Albania and Serbia have similar economic 
activities. Although the Serbian economy is approximately three times bigger than 
that of Albania, its GDP per capita is only at around 1.3 times bigger. The trade 
relations between these two countries distinct the first serious step on 1st August 
2004 with the bilateral free trade agreement. However, after the establishment 
of CEFTA 2006, some significant increases in trade exchanges between Serbia and 
Albania were registered. The Albanian exports to Serbia during the years 2006-2008 
were increased by 3.7 times while Serbian exports to Albania for the same period 
were increased by 3.06 times. After 2008, the global financial crisis had impacts even 
the volume of trade between these two countries but which have been turned soon 
in their growing trend. (For more information see Graph 6 in Appendix).

What distinguish most the economies of these two countries, referring to sectors’ 
analysis, are agriculture and industry activities. Albanian agricultural sector is 
characterized of a high weight in the economy with 22.9% of total value added in 2014, 
while in Serbia only 9.3% of value added comes from agriculture sector. Industry sector 
in Serbia has a higher contribution to economy compared with Albania respectively 
20.2% and 11.6%, referring to the data of year 2014. Related with services differences 
are much smaller but in overall is a domination of Serbian economy.

Differences are even in construction sector where in Albania this activity has 10.6% of 
the total value added compared with 5.1% in Serbia. With interest is even electricity 
and water supply sector even that the contribution in economy is small, because 
Albania is potentially hydro-power producer while Serbia from the other side is a 
thermo-power producer. 

Graph 7: Gross value added by main economic activities for year 2014 

Source: Statistical Institutes of respective countries and author work
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11  http://data.worldbank.org/about/country-and-lending-groups 
12  http://europa.eu/about-eu/countries/index_en.htm 
13  http://www.imf.org/external/pubs/ft/weo/2016/01/weodata/index.aspx
14  http://www.isac-fund.org/download/sr-al-ENG.pdf 
15  http://www.cefta.int/ 77



Albania is a very limited exporter in the Serbian market. Referring to HS2 digit 
Code16, only 7 products, based on the data of year 2015, make up to 90% of total 
exports done to Serbia. These exports are mainly limited to extracting industry and 
agriculture activities where more significant are mineral fuels, oils and products of 
their distillation with 34.2%, edible vegetables with 30.2% and group of salt, sulphur, 
stone with 9.7%. (For more information see Graph 8 in Appendix)

In controversially the number of products exported from Serbia to Albania is much 
wider. During the year 2015 from Serbia are exported 61 different groups of products 
in Albania, referring HS2 digit level. The highest level of exports is done for Cereals 
and cereal preparation products with 22.6% followed much lower from metal ores 
and scrap products with 7.6%, group of essential oils and cleaning materials with 
6.5% and so on.  (For more information see Graph 9 in Appendix)

Overall, bilateral exchanges during the last decades shown that Albanian trade deficit 
with Serbia has been deteriorated, arriving at a level of -125 million € in 2015, from 
8.7 million € in 2005. What can be noted is the fact that Albania, with a potential 
agricultural sector with a contribution more than 20% of the total value added of 
the country, almost does not export agricultural products in Serbia at all. On the 
other hand, even if Serbia has an agriculture sector that contributes only 9.3% in 
economy, exports to Albania more than 30% of total exports made in agricultural 
and agro-industrial products. Albania has to make deeply analyzes in the agriculture 
sector, mostly to determine its comparative advantages with the region specifically 
with Serbia. This analysis is an opportunity for improving trade balance between two 
countries meanwhile increasing the productivity of this sector in Albania.   

The high weight of industry sector in Serbian economy could be attributed to high 
imports from Albania in fuel products which are an input for industry sector. At this 
point, Albania could have comparative advantages in supplying neighbouring country 
with this group of products. 

Related to the FDIs between the two countries, it is important to mention that 
those are negligible. The facilitation of the cooperation between private businesses 
can contribute to the identification of potential opportunities to increasing the FDI 
between these countries, which is also due to a better cooperation between the two 
countries.

A better harmonization of projects with regional impact between Serbia and Albania, 
in line with Berlin Process priorities and EU policies, should be in the epicentre of 
extending economic diplomacy ties between the two countries.

16 Harmonized System Code (HS) is a multipurpose international product nomenclature developed by the World Customs Organization 
(WCO). It comprises about 5,000 commodity groups at six digit code level, while at 2-digit level is composed by 99 main groups of products. 
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Conclusions
The dynamics of on-going structural reforms in the WB6 countries shed light on 
similarities between these economies and raises awareness of much needed closer 
economic relations. In terms of trade, the focus should be more on the effective 
reduction of non-tariff barriers to trade, as an effective way to accelerate the catch-
up processes in the region. The external environment has been weak, but it is the 
incomplete reform processing that is holding back convergence to income levels of 
European Union economies. And faster growth, in itself, may not be enough. More 
institutional intergovernmental initiatives in a regional level with dedicated focus in 
economic development would further contribute to build trust and confidence that 
mutual cooperation in exploiting economic potential of a regional common market. 
Aiming to attract more foreign investments, WB6 countries, in a coordinated agenda 
of reforms, need to make further efforts to simplify complex tax and customs laws 
and regulations, facilitate access to land and construction permits, strengthen the 
judiciary, accelerate the resolution of commercial disputes, and eliminate remaining 
discriminatory provisions against foreign investors. Embarking a new on deep 
structural reform is a key policy priority for the region. Many inefficient state- or 
socially-owned enterprises remain to be privatized; competitiveness problems, 
including weak governance, will have to be addressed if the private sector is to become 
the key engine of growth. However, the process of political regionalization, despite 
being somehow slow has kept a positive trend, positively impacting the political 
environment through closer infrastructural ties and economic cooperation. The Berlin 
Process is a significant example on how the increase of cooperation through joint 
regional initiatives remains the only safe path in the long process of EU integration 
for the WB6 countries. Clarification of competitive advantages, that differentiate 
qualitatively the region, should serve in the fundaments of joint development and 
growth strategies.  

Economic diplomacy coordinated agendas should lead the way ahead to closer 
economic relations between the WB6 countries and serve to continuously impulse a 
faster process of economic regional integration through concrete initiatives involving 
business associations, institutions and academia in order to enhance delivery of 
results. 
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Abstract
European integration process represented and still is a challenging and strategic 
objective for Western Balkan countries. The process has evolved gradually and these 
countries actually have a different status in the European integration process. Sharing 
the same final objectives towards European integration, this policy paper has a two-fold 
objective: (i) briefly explore the current level of cooperation between Western Balkan 
countries (Albania, Kosovo, Serbia, Macedonia, Montenegro and BiH) and assess 
whether there is any degree of cooperation aiming to achieve this strategic objective; 
and, (ii) explore and assess the degree of nominal convergence or compliance with 
Maastricht criteria, as set by the Treaty of Maastricht. EU membership is subject to 
the fulfillment of the Copenhagen criteria1 as stated by the European Council in 1993. 
Once formally member of the European Union, the Economic and Monetary Union 
and single currency introduction would follow. This second stage is subject to the 
Maastricht criteria fulfillment (convergence criteria): price stability, exchange rate 
stability, fiscal criteria and long-term interest rate criteria.

KEYWORDS: Integration, convergence criteria, price stability, public debt, ERM II

1 European Council in Copenhagen, 21-22 June 1993, Conclusions of the Presidency
 http://aei.pitt.edu/1443/1/Copenhagen_june_1993.pdf

88



Macedonia

“[…] while the EU has lost its magic, it has not lost its power of 
attraction. Though many in the region are critical of the Union, the 
EU is still the best future that the new generation can envision.” 
(Kacarska, et al., 2012)

Introduction
The Western Balkan2 countries, home of several conflicts, border redrawing and 
difficult transitional processes faced the development of a new generation – born 
and raised in the period of “rebuilding the ship at sea” (Elster, Offe & Preuss, 1997). 
Despite the generational attitudes, differences and strong ties to nationality, ethnicity 
and places (Kacarska, et al., 2012), they share a common objective: EU membership. 
As stated by the European Council in 1993, EU membership is subject to the fulfillment 
of the Copenhagen criteria:

“Membership requires that the candidate country has achieved stability of 
institutions guaranteeing democracy, rule of law, human rights and respect for 
and protection of minorities, the existence of a functioning market economy 
as well as the capacity to cope with competitive pressure and market forces 
within the Union. Membership presupposes the candidate’s ability to take on 
the obligations of membership including adherence to the aims of political, 
economic and monetary union”.3

Once formally member of the European Union, the next step toward integration 
refers to Economic and Monetary Union (EMU). This second stage is subject to the 
Maastricht criteria fulfillment (convergence criteria): price stability, exchange rate 
stability, fiscal criteria and long-term interest rate criteria.4 To be comparable, these 
indicators should be methodologically harmonized with those of the EU.

2 Albania, Kosovo, Serbia, Macedonia, Montenegro and Bosnia and Herzegovina (BiH)
3 European Council in Copenhagen, 21-22 June 1993, Conclusions of the Presidency 
http://aei.pitt.edu/1443/1/Copenhagen_june_1993.pdf
4To be noted that a unilateral introduction of the common currency would not suffice: the euro can be introduced only in 
agreement with EU member countries and only after the EU accession. Such an agreement requires a two-year ERM II suc-
cessful participation and the convergence criteria fulfillment.
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Figure 1. State of play of Balkan countries in the EU integration process.
Source:http://ec.europa.eu/enlargement/countries/check-current-status/index_en.htm

Sharing the same long term and strategic objective, cooperation, integration and 
identification with the region would facilitate the path toward EU membership. 
Furthermore, regional macroeconomic policy coordination would be conducive and 
smooth the nominal and real convergence to the European standards, at the same 
time narrowing disparities among each other. Building on these aspects, this policy 
paper will assess the degree of Maastricht criteria fulfillment and progress conducted 
in achieving the preconditions for adoption of the euro for Albania, Kosovo, Serbia, 
Montenegro, Macedonia and Bosnia and Herzegovina.

European Integration: 
From Copenhagen to Maastricht Requirements
In the European integration process there are two important sets of criteria to comply 
with: (i) criteria that a potential new member state must fulfill in order to become a 
member country of the European Union – Copenhagen criteria; and, (ii) criteria that 
the member country must fulfill to obtain full membership in Economic and Monetary 
Union (EMU) and adopt the single common currency (euro) – Maastricht criteria. The 
European Council meeting in Copenhagen in June 1993 made an important decision 
in regard, concluding that the “the associated countries in Central and Eastern Europe 
that so desire shall become members of the European Union. Accession will take place 
as soon as an associated country is able to assume the obligations of membership by 
satisfying the economic and political conditions required.”5

The Copenhagen criteria were augmented by the Madrid European Council,6 stating 
that a candidate country must create the conditions for its integration through the 
adjustments of its administrative structures. According to the Copenhagen criteria, 
qualification for membership includes:

5 Available at: http://europa.eu/legislation_summaries/enlargement/ongoing_enlargement/l14536_en.htm
6 Available at: http://www.europarl.europa.eu/summits/mad1_en.htm
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• Stability of institutions, guaranteeing democracy, the rule of law, human rights 
and the respect for and protection of minorities;

• Existence of a functioning market economy as well as the capacity to cope with 
competitive pressures and market forces within the Union;

• Ability to take on the obligations of membership (acquis), including adherence 
to the aims of political, economic and monetary union. 

• Union’s capacity to absorb new members, while maintaining the momentum of 
European integration – principle EU self-imposed.

The accession for a new member state is not automatic, it is a step-by-step process. 
Any wishing country, shall formally apply to the Council, which, subject to positive 
recommendation of the Commission and a favorable opinion by an absolute majority 
of the members of the European Parliament, makes its decision unanimously. 
Negotiations are not opened automatically, thus the aspirant member state should 
formally request it. For the Western Balkan countries, the roadmap proposed by 
the European Commission (EC) and adopted by the Council in 2006, requires the 
satisfactory performance in meeting all obligations stemming from the countries 
Stabilization and Association Agreements (SAA). Subject to the satisfaction of these 
obligations, and upon formal request of the aspiring country, accession negotiations 
are ready to begin.

The first seeds towards the Economic and Monetary Union (EMU) were introduced by 
the Werner Report7 and its formal implementation dates 1988 as stated in the Delors 
Report8. EMU required significant changes, which led to the Treaty on European 
Union, formally adopted by the Heads of State and Government at the Maastricht 
European Council in December 1991.

The Treaty of Maastricht provided three stages for EMU: (i) stage 1 (from 1 July 1990 
to 31 December 1993) – free movement of capital between member states; (ii) stage 
2 (from 1 January 1994 to 31 December 1998) – economic policies co-ordination and 
stronger central bank co-operation; (iii) stage 3 (underway since 1 January 1999) – 
gradual introduction of the euro9 as the single European currency for the member 
states, and implementation of the common monetary policy by the European Central 
Bank (ECB). Participation in the third stage of EMU and the adoption of Euro as a 
single currency requires the fulfillment of the convergence criteria as provided in the 
Art. 140 of the Treaty of Maastricht.

7 The Werner Report (1970) took for granted fixed exchange rates to the US dollar. After the US dollar effectively floated, ef-
forts to tie communities’ currencies more closely resulted in the “snake in the tunnel” mechanism for managing fluctuations 
of member currencies (the snake) inside narrow limits against the US dollar (the tunnel).
8 Available at: http://ec.europa.eu/economy_finance/euro/emu/road/delors_report_en.htm
9 The 1995 Madrid European Council agreed on the name for the new currency – the euro – and set out the scenario for the 
transition to the single currency that would start on 1 January 1999.
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I. Price Stability Criteria
The first indent of Article 140 of the Treaty requires “the achievement of a high degree 
of price stability; this will be apparent from a rate of inflation which is close to that 
of, at most, the three best performing10 Member States in terms of price stability”. 
Article 1 of the Protocol no. 13 on the convergence criteria stipulates that:

“the criterion on price stability referred to in the first indent of Article 140(1) 
of the Treaty on the Functioning of the European Union shall mean that a 
Member State has a price performance that is sustainable and an average rate 
of inflation, observed over a period of one year before the examination, that 
does not exceed by more than 1½ percentage points that of, at most, the three 
best performing Member States in terms of price stability. Inflation shall be 
measured by means of the consumer price index on a comparable basis taking 
into account differences in national definitions”.

The average inflation rate is measured by the percentage change in the un-weighted 
arithmetic average of the last 12 months’ indices relative to the un-weighted 
arithmetic average of the 12 monthly indices of the previous period, rounded to 
one decimal place. Considering an average value of the three best performing states 
allows consideration of the effects on inflation rates across member states of common 
shocks. EC practice suggests that countries which inflation rates are significantly 
below/over comparable rates in other member states and those strongly affected by 
exceptional factors will be considered outliers.11

II. Public Finances Criteria: 
Public Debt and Fiscal Balance
The second indent of Article 140 of the Treaty requires “the sustainability of 
the government financial position; this will be apparent from having achieved a 
government budgetary position without a deficit that is excessive as determined in 
accordance with Article 126(6)”. Article 2 of the Protocol stipulates that this criterion 
shall mean that “at the time of the examination the Member State is not the subject 
of a Council decision under Article 126(6) of the said Treaty that an excessive deficit 
exists”. To assess whether a member state has an excessive deficit two criteria for 
budgetary discipline are considered as set in Article 126:

(a) Whether the ratio of the planned or actual government deficit to GDP exceeds 
a reference value (specified in the Protocol as 3% of GDP), unless:  

10 Countries experiencing deflation are not considered as failing to meet the price stability criterion (Lithuania ECB Conver-
gence Report, 2004). Also, best performer will be considering even a state with a negative inflation rate.
11 Lithuania in Convergence Report (2004); Ireland was in Convergence Report (2010); Greece, Bulgaria and Cyprus in Con-
vergence Report (2014).
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• either the ratio has declined substantially and continuously and reached a 
level that comes close to the reference value; or, alternatively,

• the excess over the reference value is only exceptional and temporary and 
the ratio remains close to the reference value;

(b) Whether the ratio of government debt to GDP exceeds a reference value (defined 
in the Protocol on the excessive deficit procedure as 60% of GDP), unless the ratio is 
sufficiently diminishing and approaching the reference value at a satisfactory pace.

III. Exchange Rate Criterion
In order to avoid exchange rate manipulations and unfair competitive positions, 
nominal exchange rate convergence is required under the third indent of Article 140 
of the Treaty “the observance of the normal fluctuation margins provided for by the 
exchange-rate mechanism of the European Monetary System, for at least two years, 
without devaluing against the euro”. Article 3 of the Protocol on the convergence 
criteria referred to in Article 140 of the Treaty stipulates:

“The criterion on participation in the exchange-rate mechanism of the European 
Monetary System referred to in the third indent of Article 140(1) of the said 
Treaty shall mean that a Member State has respected the normal fluctuation 
margins provided for by the exchange-rate mechanism of the European 
Monetary System without severe tensions for at least the last two years before 
the examination. In particular, the Member State shall not have devalued its 
currency’s bilateral central rate against the euro on its own initiative for the 
same period”.

After accession to the EU, membership to the ERM II can take place at any time and 
is voluntary for member states outside the euro zone. Also, an entering country, the 
euro area countries, and the ECB must agree on the central rate12 and fluctuating 
band13 around it.

IV. Long-Term Interest Rate Criteria
To avoid unfair capital gains/losses the fourth indent of Article 140 of the Treaty 
requires “the durability of convergence achieved by the Member State with a 
derogation and of its participation in the exchange-rate mechanism being reflected in 
the long-term interest-rate levels”. To monitor the fulfillment of this criterion, article 
4 of the Protocol on the convergence criteria referred to in Article 140 of the Treaty 
stipulates:

12 Used as reference value to observe exchange rate fluctuations.
13 The standard fluctuating band is +/-15%. Countries may agree for narrower fluctuation band (+/-2.5%) and subject to 
multilateral agreement
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“The criterion on the convergence of interest rates referred to in the fourth 
indent of Article 140 of the said Treaty shall mean that, observed over a 
period of one year before the examination, a Member State has had an 
average nominal long-term interest rate that does not exceed by more than 
two percentage points that of, at most, the three best performing Member 
States in terms of price stability. Interest rates shall be measured on the basis 
of long-term (10 years) government bonds or comparable securities, taking 
into account differences in national definitions”.

If a country does not have long-term government bonds or those present have no 
benchmark characteristics as required (Convergence Report 2012), it is possible to 
consider comparable financial instruments, as in the case of Estonia14 (Faulend et. al, 
2005), Luxembourg15(Convergence Report, 2010) and Greece16.

State of Play: Regional Cooperation 
and Macroeconomic Convergence
As all the considered countries are moving toward EU integration, there is no evidence 
on a common policy with regard to this end. Shaped by historical reasons and scars, 
each country is acting strategically but individually toward the EU requirements 
fulfillment. As suggested in Kacarska, et al., (2012) there is likely to be “resistance to 
identification with the region, even in the context of EU integration”.
To assess how much the Western Balkan countries have achieved in term of 
macroeconomic nominal convergence, we will consider the same methodological 
framework as of the European Commission in Official Convergence Reports (Treaty 
of Maastricht provisions and relative protocols). The convergence criteria should be 
applied following some important principles17:

(i) individual criteria are applied in a strict manner;
(ii) convergence criteria constitute a coherent and integrated package, 
and they must all be satisfied;
(iii) criteria have to be met on the basis of actual data;
(iv) application of the convergence criteria should be consistent, 
transparent and simple.

14 Indicator for long-term interest rates is considered bank’s interest rate applied to long-term loans (in national currency) to 
households and businesses (non-financial corporation’s) over 5 years’ maturity.
15 Indicator based on a basket of securities (issued by a bank with solid rating) with common residual maturity of 10 years.
16 Interest rates on 5-year bonds.
17 Convergence Report 2014, 2012 https://www.ecb.europa.eu/pub/convergence/html/index.en.html

94



Compliance to the convergence criteria should be achieved on a sustainable and 
lasting basis and not at a given point in time. To this purpose, both a backward and 
forward looking approach will be adopted (depending on data availability), aiming to 
understand whether current achievements are the outcome of a genuine structural 
adjustments or of short term maneuvers. As a cut-off date for the statistics considered 
in this study will be the end of June 2015. Price stability will be measured as changes in 
the un-weighted average of last twelve months Consumer Price Indexes (CPIs) to the 
cutoff date compared to the same period the previous year. From the methodological 
point of view, all the data on consumer prices comply with COICOP18 methodology, 
largely in line with EU requirements and standards. Kosovo and Montenegro release 
the harmonized indices of consumer prices (HICP)19.

Figure 2. Data and methodological aspects of the data used for price stability assessments.

As stated on the convergence criteria, the average rate of inflation, observed over 
a period of one year before the examination should not exceed by more than 1½ 
percentage points that of, at most, the three best performing Member States in terms 
of price stability. The three best performing countries in terms of price stability as 
by the cutoff date of June 2015 are Estonia (1.09%), Austria (0.97%) and Lithuania 
(0.79%), with an average rate of inflation of 0.95%. The reference value for price 
stability assessments is 2.4%. According to the data it would be concluded that 
Albania and Serbia (despite methodological issues) fulfill the price stability criteria 
as specified by the Maastricht Treaty and following protocols. Kosovo presents 
and inflation rate of about 0.1% which is quite below the reference value. As per 
Maastricht Treaty requirements, we might conclude that Kosovo also fulfills the 
price stability criteria (fully harmonized HICP and below the reference value). But, 
is such a low inflation rate e suitable for the Kosovo economy (where there are still 
large structural changes taking place)? May the low inflation rate depress the overall 
economy? To note that the Central Bank of Kosovo, has as a main objective to “foster 
the soundness, solvency and efficient functioning of a stable market based financial 
system, encouraging market emergence of safe financial instruments; and without 
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18 Classification of Individual Consumption by Purpose
19 Harmonized Indices of Consumer Prices (HICPs) are harmonized inflation figures required under the Treaty on the Func-
tioning of the European Union. Council Regulation (EC) No 2494/95of 23 October 1995 (OJ L 257/1) sets the legal basis for 
establishing a harmonized methodology for the compilation of the HICPs.

PeriodIndicator Frequency Methodology Harmonization

2005/2015ICP Monthly COICOP NoAlbania

2009/2015ICP Monthly COICOP NoSerbia

2005/2015HICP Monthly COICOP YesKosovo

2011/2015HICP Monthly COICOP YesMontengero

2006/2015ICP Monthly COICOP NoMacedonia

2006/2015ICP Monthly COICOP No

Source
Albanian National Institute of Statistics

www.instat.gov.al
Serbian Statistical Office

webrzs.stat.gov.rs
Kosovo Agency of Statistics
ask.rks-gov.net
MNE Statistical Office

www.monstat.org/eng/page.php?id=25&pageid=25
State Statistical Office

www.stat.gov.mk/Default_en.aspx
BiH Agency for Statistics:

www.bhas.ba/?lang=enBiH
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prejudice to this, support the general economic policies in Kosovo with a view to 
contributing to an efficient allocation of resources in accordance with the principles 
of an open market economy”.20 Thus, price stability is not an objective per se of the 
Central Bank of Kosovo.

Figure 3. Price stability assessments
Source: See figure 2 and authors calculations
1 EU15-1995, EU25-2004, EU27-2007, EU28-2013.
2 EA11-2000, EA12-2006, EA13-2007, EA15-2008, EA16-2010, EA17-2013, EA18

The Former Yugoslav Republic of Macedonia and Bosnia Herzegovina both present 
negative inflation rates over the considered period. Since disinflation is not a desired 
outcome, we conclude the both of these countries do not fulfill the price stability 
criteria. Montenegro too does not fulfill the price stability criteria. However, we should 
bear in mind that the convergence of national average prices to EU average prices is 
a long-term process not only in transition countries but even in established member 
countries. Another very important point is that the price stability criterion represents 
a moving target; the reference value is not fixed (Boka & Torluccio, 2013). Therefore, 
attaining and maintaining price stability requires strong efforts and commitment of 
the central bank.

The sustainability of the governmental financial position requires the ratio of 
government deficit to GDP to be below the reference value of 3% and the ratio 
of public debt to GDP not to exceed the reference value of 60%. To this purpose, 
consolidated budget statistics should be compiled in accordance with Eurostat ESA 
95 (or ESA 20100 methodology). With regard to Balkan countries, Montenegro 
and Kosovo are gradually moving to implement the Government Finance Statistics 
Manual (2001) and trying to comply with ESA 2010 methodology. The same is valid 

20http://bqk-kos.org/index.php?m=t&id=3
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for Serbia which also is working on adjusting methodologically to ESA 2010. BiH and 
Macedonia compile and present data in accordance to IMF’s Government Finance 
Statistics Manual 2001. In Albania, the compilation methodology underlying the data 
for the consolidated budget is broadly consistent with the analytical framework set 
out in the “Government Finance Statistics Manual, 1986 (GFSM)”.21

According to the data, BiH and Kosovo are the only one to have maintained fiscal deficit 
below the 3% threshold imposed by the Maastricht criteria during 2014 and project 
to narrow it during the next 5 years. In Serbia, despite having followed a consolidating 
path, the fiscal balance overshot the 3% threshold in 2015 and so is expected in 2016. 
On the contrary, the Montenegrin fiscal balance presents a high volatility over time 
and is expected to remain over 3% of GDP. Given the current situation, the higher 
sensitivity of EC toward public finances, Western Balkan countries should put more 
efforts in narrowing fiscal deficits within the target imposed by the Maastricht Treaty 
fiscal criteria.

Figure 4. General government fiscal balance (% of GDP)
Source: IMF, World Economic Outlook Database, April 2016.
*Estimates start from.

21 Source: www.dsbb.imf.org/Pages/GDDS/DQAFViewPage.aspx?ctycode=ALB&catcode=CGO00&Type=CF 21 Source: www.
dsbb.imf.org/Pages/GDDS/DQAFViewPage.aspx?ctycode=ALB&catcode=CGO00&Type=CF
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The sustainability of the governmental financial position requires ratio of public debt 
to GDP not to exceed the reference value of 60%. Despite methodological disparities, 
Western Balkan countries have been experiencing an increasing public debt trend 
especially over the last decade. The latter might be related to the big infrastructural 
projects implemented and structural changes facing in their economies. In Kosovo, 
BiH and in Macedonia, public debt has been constantly below the threshold level of 
60% of GDP.

Figure 5. General government gross debt (percent of GDP)
Source: IMF, World Economic Outlook Database, April 2016

On the contrary, Albania, Montenegro and Serbia present the highest public debt 
to GDP ratios, thus overshooting the 60% threshold level imposed by the Treaty of 
Maastricht. While Albania projects to lower its level and be compliant approximately 
in 2019, Serbia and Montenegro do not project to bring under control the public debt 
to GDP ratio until 2021. 
The exchange rate stability criterion requires a successful participation in the ERM 
II, a multilateral agreement, for at least two years after the EU accession of the 
country (stability of the exchange rate against euro and no unilateral devaluation). 
Thus, assessment for exchange rate stability criteria might be carried out only when 
Balkan countries will participate in ERM II. For the purposes of this study, we can 
only analyze exchange rate fluctuations against euro since its introduction. Of course, 
whether the exchange rate shows relative stability or not, we cannot conclude that 
the countries subject to this analysis formally fulfill or not the exchange rate criteria. 
An analytical assessment in relation to the exchange rate stability criteria requires the 
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determination of a (hypothetical) central parity of currencies exchange rates against 
Euro. De jure or/and de facto, euro played an important role in the Southeastern 
European countries since its introduction (Barisitz, 2007) due to strong trade and 
other relations with European countries.

Despite all of the countries presenting strong relations to the common currency, 
Western Balkan countries have followed quite different policies in terms of exchange 
rate arrangements. Actually, Kosovo and Montenegro have adopted the euro as their 
legal tender (though unilaterally). BiH have opted for currency board arrangements, 
with 1.95583 BAM for 1 Euro (or 0.511292 Euro for 1 BAM). De jure, the Republic 
of Macedonia has as legal tender the Macedonian denar (MKD) but de facto the 
exchange rate regime is pegged to the Euro. According to (IMF, 2013) Macedonia 
is classified under “stabilized arrangements” using Euro as nominal exchange rate 
anchor. Albania and Serbia are the only countries still presenting free floating exchange 
rate regimes. Nevertheless, the Bank of Albania reserves the right to intervene in the 
foreign exchange market in presence of severe shocks aiming to safeguard stability 
and development of the domestic financial markets. Both in Albania and Serbia, 
Euro is widely used and accepted resulting in a high degree of euroisation of both 
economies. In Serbia, the Serbian dinar (RSD) is the legal tender and has opted for a 
floating exchange rate regime (IMF, 2013). 

With regard to the purpose of this study and in terms of exchange rate stability 
criterion we cannot make any assessments for Montenegro, Kosovo, Bosnia and 
Herzegovina and Macedonia. In the case of Albania and Serbia, under certain 
assumptions on central parity and ERM II participation date, we can observe exchange 
rate fluctuations. Thus, we assume that Albania and Serbia would have participated 
in ERM II in July 2013 and assume that the central parity might be equal the average 
exchange rate over the 12 month period comprised from July 2012 to June 2013 
Under this assumption we can make assessments on the stability of the Albanian Lek 
and Serbian Dinar exchange rate against Euro over the last two years.

Figure 6. Nominal ER Eur/All (lhs) and Nominal ER Eur/Dinar (rhs)
Source: Bank of Albania and National Bank of Serbia
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At the beginning of 1999, the EUR/ALL exchange rate was set at 162.2 Lek per Euro 
(simple average for January 1999). After appreciating till 2001 (+11.8%), the national 
currency depreciated over 2002-2003 on the back of both appreciation of Euro against 
USD in international markets and confidence crisis in national currency during the 
first months of 2003.22 From 2004 to 2008 a progressive appreciation of the national 
currency may be noticed, reflecting domestic macroeconomic stability, high inflow of 
remittances and foreign direct investments. The peak was reached in the aftermath of 
the global financial crisis of 2008 (122.8 Lek per Euro). Since then, EUR/ALL followed a 
depreciating trajectory over the next couple of years. From 2012, apart from seasonal 
factors, EUR/ALL exchange rate fluctuated between narrow limits of 139 – 140 on 
average, showing a relative stability.

Due to important challenges faced from the Republic of Serbia in recent years, 
exchange rate volatility over time has been high. Aiming the protection of the fragile 
external accounts and smooth somewhat the strong real appreciation tendency 
emerged after lunching the dinar tightly managed float in 2000, the NBS tried to loosen 
the dinar’s float at the beginning of 2003. Over the next three years, the Serbian dinar 
depreciated nominally by a cumulative 40% against euro (Barisitz, 2007) but in real 
terms little changed. Value added tax introduction in 2005, continuous adjustments 
to administered prices and high fuel imports led to a deterioration of the situation. 
High inflow of remittances, FDI related inflows and higher export led to a depreciation 
of dinar over time. From 2012, apart from seasonal factors, EUR/Dinar exchange rate 
has been quite volatile, with dinar experiencing a depreciating trend over time. The 
exchange rate fluctuated between relatively wide limits of 113 – 120.8 on average, 
falling outside the narrow and wide tolerance intervals suggested by the ERM II.

Long term interest rates indicate markets agent’s inflation expectations and financial 
markets integration level. Low interest rates, suggesting for low inflation expectations 
and low risk premium, signal for potential stable and sustainable future economic 
growth. Long term interest rates convergence criteria assessment requires using long 
term government bonds (with 10 years residual maturity) issued in national currency. 
As by the first half of 2015, the instruments issued by the Albanian government,23 

include treasury bills (3, 6 and 12 months’ maturity); bonds (2, 3, 5, 7 and 10 years’ 
maturity). From the methodological point of view, none of the instruments issued 
by the Albanian government is comparable those required to assess for nominal 
convergence of interest rates. Skipping the methodological aspects, as by the sample 
approach, 10 year bonds might be used to some extent. The 10-year maturity bonds 
were firstly issued in October 2013 and have regular quarterly frequency. Although not 
meeting the requirements of the Treaty and the availability of a short time series we 
try to make some compliance assessments using it as a benchmark interest rate24 for 
Albania. In the case of Kosovo, 12 month treasury bills have not been issued regularly 
and 5 years government bonds have been issued only once. Serbian government 

22 The adoption of the law on deposit and the beginning of the privatization process of the largest saving bank in Albania 
caused a sort of confidence crisis. The Bank of Albania intervened in the foreign exchange market to smooth fluctuations and 
speculations on the exchange rate.
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issues treasury bills and bonds both in local and foreign currency. For the instruments 
issued in Euro there is not a regular frequency. Montenegrin government issues only 
short term treasury bills, thus not suitable to our purposes. Instead, for Bosnia and 
Herzegovina no data were available. The Macedonian government issues 5 and 10 
years bonds, though not regularly.

Figure 7. Long term interest rate assessments
Source: Bank of Albania, Central Bank of the Republic of Kosovo, National Bank of Serbia, Central Bank of 
Montenegro, Central Bank of Bosnia and Herzegovina, National Bank of the Republic of Macedonia.
*Best performing countries in terms of price stability as by June 2015 are Austria, Lithuania, and Estonia. Since 
there are no data on interest rates for Estonia we consider the fourth best performing country in terms of price 
stability, Bulgaria.

With regard to Maastricht Criteria requirements, none of the countries subject to this 
analysis presents the adequate financial instruments to meet the Treaty requirements 
and neither exists other comparable instruments to be considered. Actually, Balkan 
countries financial markets are quite underdeveloped which makes it difficult to find 
alternative financial instruments. The Albanian government demand for financial 
resources is oriented to domestic markets, issuing treasury bills (1 year Treasury-
Bills) as the main instrument. Recently, bonds with longer maturities were issued 
but, none of them meet the Treaty requirements and neither exist other comparable 
instruments to be considered. Thus, if we account for 10 years bonds, interest rates 
are significantly above the reference rate. The same stands for 5 years bonds. The 
same result for Serbian government bonds in local currency. Government bond 
issued in euro present lower interest rate but they are issues occasionally and do not 
meet the Treaty requirements. For Macedonia, skipping the methodological aspects, 
we can make some assessments in relation to long term interest rate criteria. The 
government bond interest rates seem to be close to the reference rate for all the 
maturities.

Regional Economic Cooperation: State of Play in the Western Balkans and Future Scenarios

23 Source: Ministry of Finance, Albania.
24 Protocol No 13 on the convergence criteria suggests that in the case no comparable benchmark is found for long term interest 
rate assessments, alternative comparable instruments might be used. That’s the case of Estonia where the long-term interest 
rate on loans has been used as a benchmark rate (Faulend et al, 2005). In the case of Albania neither alternative instruments 
are suitable. The greatest proportion of long-term loans is mainly in foreign currency, often indexed to Euribor, as a result of 
the considerable rate of euroisation of the economy. It is doubtful whether these interest rates on long-term loans can be used 
as a suitable reference value. 101



Conclusions
The main objective of this paper was to explore (i) the current level of cooperation 
between Western Balkan countries (Albania, Kosovo, Serbia, Macedonia, Montenegro, 
and Bosnia and Herzegovina) and assess whether there is any common policy 
toward European integration; and, (ii) assess the degree of nominal convergence or 
compliance with Maastricht criteria.

Currently, the state of play in western Balkan countries suggests for a strategic but 
individual approach into complying with EU requirements and no evidence of a 
common policy was found. From this point of view, Western Balkan countries should 
put more efforts into regional cooperation and integration (social and economic) 
which in turn would facilitate the European integration process.

All the indicators considered are not methodologically harmonized with those of EU 
member countries (with few exceptions), and thus are not fully comparable with 
them. Bearing in mind the methodological differences we conclude that: (i) Albania 
and Serbia (despite methodological issues) fulfill the price stability criteria at the 
cut-off date. Macedonia, Kosovo and Bosnia Herzegovina do not fulfill the price 
stability criteria. Montenegro presents a very low level of inflation thus we conclude 
that doesn’t fulfill the price stability criteria as by the cutoff date. (ii) Bosnia and 
Herzegovina and Kosovo comply both in terms of fiscal balances and gross debt ratios 
versus the EU threshold levels. Macedonia fulfills the public debt requirements but 
not the fiscal balance one. Montenegro presents a problematic situation both in 
terms of fiscal deficits and public debt levels. All countries are not aligned to the 
international standards for fiscal accounts. (iii) Exchange rate stability assessments 
cannot be made at the current stage of things. Nevertheless, Albanian lek has been 
relatively stable against Euro but no assessment can be done prior fixing a central 
rate. On the contrary, Serbian dinar presents a high volatility against Euro. (iv) Long 
term interest rate criteria assessment could not be carried out as required since no 
benchmark data could be found in all six countries considered. 

Given the above considerations, as recommendations we suggest:

(a) strong efforts should be directed towards harmonization and methodological 
improvements on statistics with those used by Eurostat in order to be fully 
comparable;
(b) elaboration of a common policy towards integration, overriding their past 
conflicts and focus on future better scenarios, adopting a holistic collaborative 
approach in order to facilitate and shape overall regional integration; and,
(c) further research in the medium-term need to be conducted on Western 
Balkan countries real convergence.
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Political disputes may be definitively considered as the art of Balkan 
politics. This art continues to have authors and works, with Balkans 
as an exposing gallery, and distrusted people as surprising visitors.

Context
The Berlin Conference, held in August 2014, provided a well-deserved and necessary 
European attention to the Western Balkans‟ political, economic and development 
dimensions. The so-called Berlin Process1 consists of a new relationship that the 
European Union has established with the countries of the Western Balkans, in view 
of their common path towards the integration into the European democracies‟ 
family. This relationship and EU‟s new approach towards the Western Balkans were 
confirmed a year later by the Vienna Summit, and by several follow-up meetings 
held in the region, in Brussels and lately in Durres. The practise of Western Balkans 
summits is expected to continue with an annual pace, and as for 2016 the summit will 
take place in Paris.  

Challenges from Vienna Summit and Bilateral 
Disputes in the Western Balkans
The European Union is aware of the fact that the Western Balkans are still the most 
fragile part of the old continent, and this is linked to the turbulent history that this 
region has experienced, the compressed political debate, and the complex relations 
between these countries. In all EU official documents and reports it is highlighted the 
need for a change in the political discourse of the region, so as to achieve sustainable 
stability and sincere bilateral relations between the countries, in light of their EU 
integration process. In this context, the Berlin Process has given a four year period of 
time to the Western Balkans (2014-2018) to demonstrate a measurable track record 
of the undertaken reforms and to take solid commitments to the reconciliation of the 
societies and strengthening of people to people relations in the region.2

The first two years of the Berlin Process have resulted in some progress with regards to 
the „apolitical‟ initiatives; whereas, there is stagnation concerning the political issues, 
especially in solving the bilateral disputes, as key a condition for an effective regional 
cooperation and deserved integration to the EU. Now, it is the turn of the Western 
Balkan countries to deliver on the commitments undertaken in the framework of the 

1 The Berlin Process, and especially its impact in the Albanian economy, has been analysed by: HACKAJ K. and MADHI G., 
How „Berlin Process’ will afect Albania’s economic position?, Working Paper, Center of Excellence, Albanian Ministry of 
Foreign Affairs, January 2016.
2 Final Declaration by the Chair of the Conference on the Western Balkans, Berlin 28 August 2014. 
https://www.bmeia.gv.at/fileadmin/user_upload/Zentrale/Aussenpolitik/Erklaerung_Englisch.pdf
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Berlin Process. A considerable number of projects3  have been designed so far, with 
the purpose of connecting economically and politically the countries of the Western 
Balkans, allowing for or facilitating the solution of outstanding open disputes, existing 
since the collapse of Yugoslavia and war in Kosovo. However, neither one of the 
regional projects can be implemented without the financial and political assistance 
of the EU. During the Vienna Summit of 2015, the European Commission, in presence 
of some of Member States (Austria, Croatia, France, Germany, Slovenia, and Italy), 
achieved some concrete commitments from the Western Balkans‟ governments 
to solving the open bilateral disputes, in a line with good neighbourly and regional 
cohesion principles and in view of the common European perspective. In particular, the 
final declaration of the Vienna Summit pays particular attention to the strengthening 
of regional cooperation and solving of the bilateral disputes between the Western 
Balkan countries through constructive negotiations and peaceful means.4 Moreover, 
it was foreseen the elaboration of an annual report in the view of the next Summit 
of Paris.5

This policy paper will focus on the characteristics of the emblematic disputes 
between the Western Balkan countries, especially the long-lasting one between 
Macedonia and Greece on the name issue, and the political dispute with a regional 
dimension, such as the case of Kosovo and Serbia. In both these cases, the disputes 
have resisted to time pressure and have been transformed somehow into a political 
strategy, both at national and regional level. On the other hand, in front of these 
disputes, often anachronistic, there is European Union and other Western Balkans 
allies, that have already understood that only „time‟ cannot solve these sensitive 
political issues in a region overwhelmed by memories of wars and ethnic hatreds. 
The EU commitments in the Western Balkans are still a condition sine quo non for 
a peaceful and prosperous European continent in its entirety. Obviously, agreeing in 
advance that the Western Balkans is 100% Europe and that without it the European 
Union would remain incomplete.

Characteristics of Bilateral Disputes
Talking about bilateral disputes in the Balkans seems quite a normal issue. History and 
experience show that the tensions and disputes are simply part of the socio-political 
life of this region. Still many westerners mostly know the Balkans only „thanks‟ to 
the conflicts and disputes that the people of Balkans have created and fed in these 
decades. Nowadays the majority of the European public opinion considers the Balkans 
as a synonym of disputes which themselves do not know how to tackle. They 

3 For more information on the projects please consult: Vienna Western Balkans Summit 2015, Addendum, Annex 1: Connec-
tivity, Annex 2 : Joint Declaration on the establishment of the Regional Youth Cooperation Office of the Western Balkans, 27 
August 2015, point 1.
4 Final Declaration by the Chair of the Vienna Western Balkans Summit, Vienna 27 August 2015, points 3 – 7.
5 Vienna Western Balkans Summit 2015, Addendum, Annex 3: Regional cooperation and the solution of the bilateral disputes, 
27 August 2015, point 1.
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remain still unsolved because the involved countries do not show enough willingness 
to do so. On the contrary, their cultivation in several cases has been transformed 
into a national political strategy – i.e. the dispute over Macedonia‟s name - or a 
party political strategy, as it can be noticed some aspects of the open issues between 
Kosovo and Serbia.

Bilateral Disputes: Political Strategies 
or Issues demanding for a Solution?
As elaborated in the policy brief of BiEPEG6, the Western Balkans are still facing different 
types of bilateral disputes, namely: territorial disputes; political disagreements; issues 
regarding minority rights; and, disputes derived from the disintegration of Yugoslavia.7

In the category of political disputes, BiEPEG‟s analysis has appropriately included 
the disputes regarding national identity and statehood. In this category the loudest 
disputes are the issue of objected independence, with protagonists Kosovo and Serbia, 
and the „sleeping” disagreement of the Macedonia‟s name and identity as opposed 
by Greece. However, the categorization of such disputes can be further postponed 
and detailed in another typology. The political disputes in the Western Balkans can 
become simultaneously “politically useful” or “politically managed” ones. Often 
these disputes are further enhanced by the political protagonists, who are expected 
to solve them. This can be perfectly illustrated in the context of the dispute between 
Greece and Macedonia on the name issue; and, between Kosovo and Serbia on the 
declaration of independence of Kosovo and positioning of the Serbs in the North of 
Kosovo, accordingly the eventual recognition of Kosovo from Serbia and the creation 
of the Association of Serb-majority municipalities in Kosovo.

Macedonia – Greece: A ‘Useful’ Identity Dispute
Regarding the dispute between Macedonia and Greece, it can be considered as 
“unilateral” or “one-sided”, where Macedonia is cultivating the issue for years now and 
has converted it to its main identity pillar. The construction of neo-classical buildings 
and rooftop figures of nymphs in Skopje has somehow contributed to blocking 
the negotiation process with Greece. If Macedonia had maintained only the name 
disagreement with Greece as an open dispute, without charging the situation with 
this „new bronze identity‟, the issue would have been solved several years ago. This 
approach has allowed to the governments of Skopje to consolidate their power and gain 
the sympathy of the public opinion, although Macedonia keeps being hindered in her 
road towards the EU and NATO. The commitments taken by Macedonia in Berlin and 
Vienna Summits have not been followed up by concrete engagement in the effective 
6 Dimitrov N., Djolai M., Wunsch N., Removing obstacles to EU accession: Bilateral disputes in the Western Balkans, Balkans 
in Europe Policy Brief, BiEPEG, August 2015. 
http://balkanfund.org/wp-content/uploads/2015/08/BIEPAG-Policy-brief-web.pdf
7 Ibid.
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solution of this asphyxiating dispute for the Macedonian citizens. At the moment, the 
parties have agreed on the implementation of eleven confidence building measures 
which aim to contribute to the establishment of a positive climate and push forward 
the resolution of the dispute. The targeted measures concern mutual cooperation in 
the fields of education, health, culture, energy, justice and foreign affairs. However, 
it remains still to be assessed to what extent both parties have the political will to 
implement the trust-building measures - through the establishment of a sustainable 
dialogue - and dispute resolution on the basis of the principles of international law 
and good neighbourly relations.

Kosovo – Serbia: Bilateral Disputes 
as Political Instruments
In the case of Kosovo and Serbia, we are also dealing with a political (statehood) 
dispute, which over the years has mutated into a mean for political achievements. 
After 2008 and Kosovo‟s declaration of independence, this dispute started seizing 
another form and relevance. On the one hand, the Serbs understood that the open 
conflict with Kosovo was the only way to “return to Kosovo”; meanwhile, on the 
other hand Kosovo‟s leaders - assisted and advised by their international partners - 
were convinced that their political life is intrinsically connected to the same disputes. 
Following this perspective, it can be concluded that both parties have their own political 
interests in this prolonged dispute. As such, in Kosovo the political protagonists of the 
last decade have become “indispensable” for their European partners when it comes 
to maintaining the stability of the region and finding a solution to the old political 
disputes.

Henceforth, both Kosovo‟s and Serbia‟s engagements in the EU-brokered dialogue, 
aim to preserve the stability of the region, while contributing to the solution of the 
bilateral dispute. So far, Kosovo has followed a constructive approach, although at the 
detriment of its independence and in opposition to the public opinion with regards 
to its relation with Serbia. On the other hand, since the Berlin Conference, Serbia has 
not made any steps forward to respecting its commitments on the non-obstruction 
of the integration of the Serbs of Kosovo in the domestic legitimate institutions, as 
agreed in Brussels in April 2013.

Situation on the Ground
The situation on the ground shows that Serbia has obstructed any attempts for an 
effective re-integration of the Serbs in Kosovo. Even the “Civil Protection Corps” - a 
Serbian semi-militarized force located in north Mitrovica - is still outside Kosovo‟s 
legal framework (as of March 2016), despite the fact that its dissolution was foreseen 
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by the Brussels Agreement of April 2013. Kosovo has not obtained yet the country 
calling code as promised and foreseen by the agreement signed with Serbia. This 
shows that Serbia is still using the dispute with Kosovo so as to accomplish it political 
strategy to “return in Kosovo” through legal means. The same footsteps are being 
followed also by the recent agreement as of August 2015 regarding the creation of 
the Association of Serb-majority municipalities in Kosovo.

The creation of the Association of Serb majority municipalities at first glance might 
appear as a solution to one of the most complex conflicts in the Western Balkans. But, 
once we carefully analyse the situation, it can be concluded that this circumstance 
may contribute to the opening of new conflicts at domestic level (in both countries) 
as well as at the bilateral level between Kosovo and Serbia. This conclusion can be 
drawn from the approach that Serbia is having with regards to Kosovo and related 
independence. The categorical objection of the existence of Kosovo as an independent 
country and the retaining of Kosovo as part of Serbia‟s Constitution, and other official 
documents, is not expected to change with the creation of the Association of Serb-
majority municipalities. On the contrary, the political antagonism will deepen since 
the Serbs of Kosovo and Serbia‟s intervention may result in the hindering Kosovo‟s 
operability.

In addition, there is the issue of the demarcation line between Kosovo and Montenegro, 
that has remained opened since the Vienna Summit, and has mutated from a “small” 
border issue to a “big” political quarrel. The demarcation agreement between signed 
Kosovo and Montenegro, in the frame of Vienna Summit, is still pending. Overall, this 
new issue with Montenegro has dynamically strengthened the existing antagonisms 
between Serbia and Kosovo, especially with regards to the Association of Serb-
majority municipalities.

Continuation of Vienna’s Spirit in Durres
The conclusions of the follow-up meeting of the Ministers of Foreign Affairs of 
Western Balkans Six, held on 30-31 March 2016 in Durres, in presence of the 
European Commissioner for Neighbourhood Policy and Enlargement Negotiations, 
were in line with the commitments taken in the frame of the Berlin Process. In the 
joint press conference of the Albanian Minister of Foreign Affairs and the European 
Commissioner Hahn, it was underlined the engagement of Western Balkans to creating 
the required synergy and momentum for the respective European integration, along 
with the enhancing of the coordination of the national and regional mechanisms in 
view of the Paris Summit. The focus will be on five key sectors, namely:

1. The full implementation of the soft measures agreed in the Vienna Summit, so 
that the energy and infrastructure projects achieve the necessary funding within 
2016;
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2. Particular focus on youth policy, including study programs and vocational 
professional training;
3. Solution of bilateral disputes in the region;
4. Cooperation between the Western Balkan countries and EU on the refugee 
crisis and in countering terrorism and violent extremism;
5. Active inclusion of civil society so as to facilitate the implementation of the 
agreements signed at regional level8.

The follow up meeting underlined the necessity to convert the Berlin Process into a 
win-win situation for all the countries of the region, through the bringing into an end 
the democratic state-building process and attraction of foreign direct investments 
from the EU countries.9 Overall, the Western Balkan countries should demonstrate 
concrete results in the above-mentioned sectors until the Paris Summit, especially 
with regards to the solution of bilateral disputes – which are determinants for the 
success of the non-political regional projects.

Conclusions and Recommendations
Berlin Process can culminate with measurable success only if the European Union and 
Western Balkan countries will be coherent in their objectives and transparent in taking 
on the political engagements. EU should consider all the Western Balkan countries as 
equal, without any ambiguity in the demands and conditions that Brussels addresses 
to each of these countries. The challenges that the Western Balkan countries are 
facing are almost the same and hence the related solutions should be the same.

Regarding Albania, there is not any blocking dispute with the neighbouring countries, 
apart from some issues that have remained opened for years with Greece - as it is 
the case of the maritime border or the non-acceptance of the Cham issue by Greece. 
Albania has been and still is playing a catalyst role in the achievement of regional 
stability and multilateral cooperation, as foreseen also by the Berlin Process. The 
follow up meeting of Durres is a confirmation of this approach and of the position 
of Albania in this new regional political arena. However, apart from its role among 
the Western Balkan countries, Albania should have a coordinating role with regards 
to the issues that affect the areas inhabited by Albanians in the Western Balkans. 
Considering that Albania is in a more advanced phase with regards to EU integration 
and NATO, it would be understandable and welcomed its greater engagement in the 
solution of open political issues in Kosovo, Macedonia and Serbia (Presevo valley). 
Regarding Kosovo, once the Stabilization and Association Agreement (SAA) with the 
European Union will enter into force, it is expected to positively contribute to 

8 Joint Press Conference of Minister Bushati and Commissioner Hahn, Meeting of Ministers of Foreign Affairs of the Western 
Balkans, Durrës, 30-31 March 2016.
9 Mejdini F., “Highways dominate Balkan mini-summit in Albania”, Balkan Insight, 31 March 2016, http://www.balkanin-
sight.com/en/article/foreign-balkan-ministers-gather-in-albania-to-discuss-infrastructure-03-31-2016
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the intensification of bilateral relations and positive reflection to greater regional 
stability. Although there are still five EU Member States that have not recognized the 
independence of Kosovo, the High Representative of the European Union for Foreign 
Affairs and Security Policy, Federica Mogherini, underlined that the SAA “opens a new 
phase in the EU – Kosovo relations and presents a great contribute to peace, stability 
and prosperity in Kosovo and in the region”.10 This agreement provides to Kosovo the 
opportunity to feel more comfortable when it comes to solving the bilateral dispute 
with Serbia, as brokered by the EU or any other countries of the region. It can be 
stated that every Balkan country has at least one signed contract with the EU and 
this fact confirms the engagement of the European Commission to the Berlin Process 
as well as Western Balkans‟ European perspective. On the other side, Serbia should 
distance itself from the obstructing policy towards Kosovo and related integration in 
regional and international institutions, such as in the case of membership to UNESCO. 
This obstructing policy is in contradiction with the Serbia‟s engagements with Kosovo 
on the normalization of the mutual relations, and in open contradiction with the 
spirit and conclusions of the Vienna Summit. Probably, Kosovo Serbs will have their 
Association of Serb-majority municipalities and it risks opening up new political issues, 
which will negatively affect the integration momentum created by the Berlin Process.

The “sleepy” agreement between Macedonia and Greece over the name issue cannot 
be solved if Macedonia does not modify its stances, and if its government does not 
exclude the daily politics‟ influence from the negotiation process. Moreover, the 
solution will be reached through Greece‟s active participation in the annual summits 
held in the frame of the Berlin Process. Furthermore, the EU should contribute through 
concrete pressure on the involved countries and contribution to solving the name 
dispute. Henceforth, the absence of Greece in Berlin and in Vienna seems strange 
and can be considered as a failure of the European Commission to concretely address 
the issue, or as a lack of will of the Greek party to closing this long-standing dossier.

For the solution of all these issues, it is indispensable pressure from the European 
Union, but under the condition that the exerted pressure should be equal for all 
the involved countries in the bilateral or trilateral disputes. In the case of Kosovo 
and Serbia, the European pressure should not be addressed only towards Pristina, 
neither in the case of Macedonia when referring to the name dispute with Greece. 
EU should insist more with Greece as it is a member state which is blocking the 
integration aspirations of a third country. However, now it can be argued that all 
the Western Balkan countries have at least one signed contract with the EU and this 
fact demonstrated the commitment of the European Commission, as of the Berlin 
Conference of August 2014, which the six Western Balkan countries do not have any 
other option to the integration in the European family. In the Paris Summit (2016) we 
will learn to what extent the parties have respected the taken commitments in the 
frame of the Berlin Process.

10 European Commission, Stabilisation and Association Agreement (SAA) between the European Union and Kosovo enters into 
force, Press Release, Brussels, 1 April 2016.
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