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Thanks Christopher, ladies, gentlemen, dear friends, it is a pleasure to be here indeed.  Slovenia has made this transition and is today positioning itself as a pivotal player in the region and the region’s integration into the Euro-Atlantic community.   

In order to understand what next in the Western Balkans, we have to appreciate how far we’ve come.  Indeed, it has been a rough journey beset with setbacks, but persistence and international perseverance have helped keep the Western Balkans on a trajectory towards Euro-Atlantic integration.  An all-out interstate war is impossible in the region today; for various reasons, none more important than the ongoing presence of NATO (U.S.) troops on the ground.  Continued American and NATO presence in Kosovo is a safety valve necessary for regional progress and transition towards Euro-Atlantic membership.

But let’s also consider some of the more tangible and instructive successes in the recent years, of which there are plenty.  For one, the Serbian voters late last month backed, though not overwhelmingly, the democratic option.  Bosnia successfully integrated its military forces into a single BIH army, which in fact was a prerequisite to PfP membership.  The Macedonian Parliament reached an agreement on redistricting—the deal was the most difficult in implementing the Ohrid agreement—while Kosovo Albanian and Serb leaders last week agreed on a new constitutional body, a Ministry for communities, human rights, refugee return and displaced persons.  Croatia not long ago still under Tudjman’s iron fist is now well on its way towards EU membership, recently receiving a positive nod from the EU Council on starting EU accession talks.

Likewise the level of interstate hostility has subsided, and there is a satisfactory degree of cooperation between states on the bilateral level.  While there are numerous projects where regional cooperation must be improved, cross-border interaction is on the upswing, particularly on issues concerning organized crime, trade, energy, the environment, and infrastructure and supply-chain security and management.

The second crucial element related to overall regional security and stability is derived from NATO presence.  At the same time, the lure of NATO membership and the security-guarantee provided by the alliance has contributed fundamentally to the transformation and reform of the militaries and strategic thinking, including threat perception, in the Western Balkan region.

Rethinking threat perception
Slovenia is the first such example, albeit perhaps tangential to this analysis.  Slovene military doctrine changed categorically in 1993, when NATO membership was incorporated into the national calculations over capability requirements.  At the same time, the prospect of NATO membership helped the Slovene government translate the concept of collective defense into the Slovene National Defense Strategy, which was made possible, but in turn also influenced, a fundamental shift in Slovene perception of threats: no longer did it seem realistic to expect, or rational to prepare, for a land invasion from an “aggressor state” in the near vicinity.  The much more pressing security concerns were associated with protecting the nation against unconventional threats such as terrorism, natural disasters, organized crime, influx of refugees, massive instability in distant areas, etcetera.

In fact, this transition in security perception, which happened in Slovenia, is now being closely mimicked (with slight exceptions, of course) by Croatia, Macedonia, and other Western Balkan states.  Croatia has already significantly modernized and is now professionalizing its military, while others are following suit.  Croatia’s new National Defense Doctrine is build around the concept of collective defense, and addresses as primary security threats issues such as terrorism, organized crime, etc.  The Macedonian military, is, for example, a party to the international coalition currently stabilizing Iraq.  The emphasis is on military reform, cutting down the size of the forces, while stressing unit mobility, force sustainability and ability to address modern-threats; which seems to suggest that countries in the Western Balkans are readjusting their military and security doctrines to address threats connected to cross-border crime, terrorism, refugee return, crippling poverty, etcetera.

To this effect, there is good news from Bosnia, where all four departments of Bosnia-Herzegovnia’s criminal investigation agency (SIPA) began work in a new building in Sarajevo under unified command.  SIPA is Bosnia’s first nationwide state police agency, with a mandate corresponding to that of the FBI in the U.S.  The reformed agency has been tasked with combating organized crime and terrorism, and seeking to bring indicted war criminals to justice.

Faced with overwhelming budgetary restraints of economic reforms, new outlooks on threat perception, and the added value that comes with the notion of collective security, it is not surprising that countries in the Western Balkans are looking to NATO as their preferred security option.  

Challenges still ahead

Given that threat perception across the region seems to be converging, rather than diverging, it may be worthwhile and appropriate to refocus our efforts on the more subtle aspects of transition—the building of effective and accountable civil societies and institutional structures, and the establishment of competitive economic infrastructures, all of which are necessary for eventual self-sustainability of this region.  Certainly the proposal to move beyond security is not being made with the intent to forget about security.  Rather, this is a challenge to us all to move beyond the phase of providing security towards ensuring for sustainable stability.  A new mix of engagement strategies is necessary, which will compel the international community to look beyond the short term and peacekeeping, towards institutional efficiency and economically competitive units in the medium run.

To this effect, no real effort is being made to stimulate economic progress and new market reforms—despite the fact that all Western Balkan states, with the possible exception of Croatia, are facing dangerous economic futures.  (Even Croatia’s economic future is not rosy if we consider a recent decline in consumer spending, mounting household debts, and a government debt (which makes up 75% of GDP)).

Macedonia, according to recent reports, has recorded a 30% slump in industrial production in the first months of 2004 compared to records from 2003.  Serbia’s economy is stalled with little progress in reforms.  Approximately one out of every three Serbs (working age population) is unemployed.  Bosnia remains economically dependent on Western aid despite over five years of sustained efforts in stimulating local investment and attracting foreign capital.

Unemployment in Kosovo hovers between 60 and 70 percent, with no noteworthy improvements in stimulating output from the local production sector.  With post-war rebuilding efforts largely completed, the one remaining vibrant economic sector is connected to the service industry—most notably restaurant business, small convenience stores, car repairs, hairdressers, etc.  Privatization of the SOEs has stalled due to objections out of Belgrade over original ownership rights.  All this is unsustainable in the long run, and it is only a matter of time before economic malaise becomes the central factor driving ethnic tensions.

The local workforce remains unskilled—which means additional overhead expenses for the training of workers—while foreign lending institutions, such as banks, are reluctant to alter the policy of high-interest rates on all long-term loans.  This makes borrowing unfavorable to business development.  With the local government struggling to create new jobs—despite a constantly growing work-eligible population segment—the gross mismatch between job seekers and job creation continues with no real prospect of a sound balance. The problem is significantly complicated by the new wave of repatriations of war refugees from EU states, and new EU immigration restrictions. 

The ultimate question for the international community is the sustainability of such economic hardship: how long before these systems collapse? What will follow?  To worsen matters, foreign investors that were once interested in this region are now looking through the Western Balkans.  Now, their capital allocations are flowing to places like Romania, Bulgaria, even Turkey; nations that provide cheap, and often highly skilled, labor and a significantly more secure and competitive investor climate.  It is not surprising then that the EU industrial supply chain connecting Greece with core Europe, for example, now almost entirely bypasses the Western Balkan arena.  

In effect, what we have is two trains headed in opposite directions.  On the first train, countries are significantly benefiting from their EU prospects (namely Bulgaria, Romania and now increasingly also Turkey and Croatia).  These countries are growing visibly more prosperous and socially more stable, which in turn attracts more investments. On the second train are states struggling not to fall into total economic collapse (Kosovo, Serbia, Montenegro and Bosnia).

Redefining common responsibilities

There is a need for serious rethink of how the international community (EU and the U.S. in particular) deals with this region.  Though ensuring security through external military presence remains important (particularly in Kosovo), it no longer is, or should be, the defining element of international engagement.

While the risk of political instability remains high, particularly in Kosovo, Serbia, Montenegro, and Bosnia, it is important to remember that this risk is no longer primarily, and certainly not solely, driven by territorial insecurity, nationalism, irredentism, and political radicalism.  Increasingly critical are variables such as lack of real and tangible economic progress, stalled democratic and social reforms, and institutional inefficiency.  

It might be necessary to rethink the value of the federal structure in Bosnia, in favor of unit functionality and efficiency. At the moment, the Bosnian bureaucracy is simply too expensive for the Bosnian economy to support it.  A more rational redistribution of power and responsibilities between UNMIK and PISG is needed in Kosovo, while an overall assessment of the UNMIK mission and its value added is long overdue.  Further, it remains urgent to redefine the Serbia-Montenegro Union, an institution that has stalled economic and democratic reforms necessary for the two states to join the EU Stabilization and Association track.

The EU and the U.S. must find common ground upon which to engage Serbia.  Stability of the democratic platform in Belgrade is key to reversing current stagnation in reforms in Serbia and advancing the region’s integration into the Euro-Atlantic community.  This also means EU-U.S. agreement on whether it is better for Serbia to pursue its transition and Euro-Atlantic integration with or without Kosovo and Montenegro.

Conclusion
Here then are five practical policy recommendations for the next U.S. administration, keeping in mind American strategic shift towards Central Asia and the Middle East, America’s rational engagement capacity, and EU’s growing willingness, and ability, to assume primary responsibility for peace, security, and reforms in the Western Balkans.

· U.S.-Serbian relations: looking beyond ICTY.  For too long, U.S.-Serbian relationship has been overshadowed by Washington’s focus on apprehension of war criminals.  While the process of justice and reconciliation is an important one, insisting on cooperation with the ICTY has produced mixed results in terms of consolidating Serbia’s democratic base and enhancing its reforms.  New emphasis must be placed on strengthening Serbia’s democratic platform, while marginalizing the appeal and the power base of the radicals.  The difficult transition phase awaiting Serbia demands a priority rethink on the part of the U.S. (and  Europe) in order to move Serbia two steps closer to the Euro-Atlantic community and a stable democracy.

· U.S.-Kosovo relations: looking beyond UNMIK.  The international community has played an instrumental part in securing peace in Kosovo, and has contributed a great deal to the process of ethnic co-existence.  But the role and added value of UNMIK are under increased scrutiny, both domestically and internationally. The process of phasing out UNMIK should start now, with greater responsibility given to the local administration.  NATO, on the contrary, must remain.  Sustained external political pressure is critical for progress in this direction.  The U.S., together with the EU, is best placed to chart a roadmap for this transition.

· U.S.-Montenegro relations: looking beyond the Belgrade Agreement.  The U.S. should support any democratic decision on the future status of SMU, but it should insist that a referendum on independence (should one be held) is accompanied by positive dialogue between Belgrade and Podgorica.

· U.S.-Bosnia relations: looking beyond Dayton.  The U.S. should open discussions on re-assessing the Dayton constitutional arrangement for Bosnia, while insisting on institutional changes for increased transparency and efficiency in Bosnia’s bureaucracy.  The EU is a crucial partner to this debate.

· U.S.-Macedonia relations: looking beyond Ohrid.  While the Macedonians are in large part focused on amending their constitution in order to meet EU requirements, the possibility of tensions based on territorial claims remains.  In order to cement Macedonia’s transitional progress, and make its democratic process and multiethnic coexistence irreversible, the U.S. should put pressure on the EU to grant Macedonia a date to start EU accession talks.
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