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Economic Instability Wracks
Southeast Europe, UN Report Shows

by Rainer Apel

The first economic survey for the year 2000, which the United
Nations Economic Commission for Europe (ECE) published
for its 55th session in Geneva on May 3, is worth noting, not
for its general approach, which pays uncritical tribute to the
line put out by the International Monetary Fund (IMF) and
the banking experts of the hyperinflationary IMF system. Eu-
rope in general, the ECE report claims, is experiencing the
“highest expansion since the early 1990s,” and the Asian and
Russian crises of 1997 and 1998 have either been overcome,
or are in the process of being overcome, in most parts of the
world economy. The ECE report is worth covering, because
in its introduction, it says that there are “downside risks”
that should not be neglected: “The possibility of a crash in
overvalued equity prices in the United States is a serious risk
to the current outlook, and there are uncertainties over the
course of oil prices and of monetary policy in the EMU [Euro-
pean Monetary Union].” The report notes, “In particular,
much of the region of southeastern Europe is still beset by
severe structural problems and the consequences of several
armed conflicts, which have made the process of transition to a
market economy much more difficult than in central Europe.”

Closer to Reality

The report then gets closer to the reality of the situation:
“The fact is that for the past decade, these countries, the poor-
estin Europe, have continued to fall further behind both west-
ern and central Europe rather than catch up. The slight im-
provements in the short-run outlook for many of them in 2000
will do little to alter this situation, which poses a constant, if
unpredictable, threat to economic and political stability in the
European region as a whole.”

If one is familiar with EIR coverage, which has kept an
unfiltered, independent, and accurate view of the situation in
the Balkans, the quotes from the ECE report will sound all
too familiar.

Alerted to the fact that there are “downside risks” that
threaten global economic stability and that Europe as a whole
may be destabilized by the economic situation in the Balkans,
the reader of the ECE report is well advised to concentrate on
those sections that exclusively deal with the economic disas-
ter in Europe’s southeastern region.

The ECE report notes, first of all, that many of the “transi-
tion economies remain highly vulnerable to external shocks,
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such as the Asian and Russian crises of 1997-1998, or the
Kosovo conflict of 1999.” The report then emphasizes that
whereas the general impact of the Kosovo War on the Balkans
economies has been not as catastrophic as originally feared,
all of these economies have moved from modest GDP growth
in 1998 into recession. Therefore, “the improvement forecast
for 2000 is largely a recovery from this recession rather than
the first signs of sustained economic growth. The macroeco-
nomic situation in most of these countries is still relatively
fragile. In general, the main success has been in reducing
inflation, in several cases to very low rates; but current ac-
count deficits have been large and persistent, with a conse-
quent build-up of foreign debt, unemployment rates average
nearly 17%, much higher than in central Europe.”

Another Shock Is Occurring

Whereas all of the southeast European economies still
suffer from the backwardness of the pre-1990 communist
regimes and from the shock effects of the initial phase of free-
market reforms, they have received an additional shock from
the Balkans wars from 1991 on. And, the ECE report warns,
in critical remarks on the Western, particularly western Euro-
pean approach, yet another shock is now occurring, with the
promises of post-Kosovo War reconstruction (“Stability
Pact”) aid not being met.

“First, there is a large gap between promises to provide
assistance and its actual disbursement — this delays action and
creates disillusion in the region. Secondly, there is poor coor-
dination between the 29 countries and international organiza-
tions belonging to the Stability Pact—resources are widely
dispersed and inadequately coordinated both between donors
and with national programs. Thirdly, there is also a confusion
of conceptual frameworks and approaches, and it is by no
means obvious that the essential differences between the trio
of problems—development, transition, and postwar recon-
struction—are clearly recognized. There is also a tendency
for donors to promote separate projects without placing them
within a broader program of development; and sometimes,
projects reflect more the interests of their promoters than those
of the recipient countries.”

This charge by the ECE, that Western aid promises lack
seriousness, and that Western programs lack a development
perspective for the Balkans overall, echoes the complaints
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Devastation from the 1999 war against Yugoslavia: the Ostruznica railway bridge and a Jugopetrol fuel depot in Belgrade, May 1999. The
UN’s Economic Commission for Europe reports that the continuing effects of the war are being felt not only in Serbia, but in neighboring
countries also. As for Western aid, there has been “a large gap between promises to provide assistance and its actual disbursement.”

made constantly by all leading representatives of the Balkans
nations themselves. It is good that an institution outside the
Balkans countries, like the ECE, has confirmed that the West-
ern economic approach to southeastern Europe is, at best, a
mess. But, in reality, the Western approach is an outright di-
saster.

Balkans Nations Must Act

The authors of the ECE report here take the revolutionary
step, of calling on “individual countries in southeast Europe to
draw up their own programs for transition and development,
which would accurately reflect their specific problems and
preferences.” The authors state that this “is one of the lessons
which this survey has previously drawn from the highly suc-
cessful Marshall Plan of the late 1940s. These national pro-
grams would then be discussed in a regional framework to
improve coordination, and to encourage cooperation wher-
ever there are international public goods, economies of scale,
and other externalities to be found.”

The report thereby states that if there is anything good to
emerge from the discussion about the future of the Balkans,
it will, as things stand today, necessarily have to come from
the initiatives of the Balkans nations themselves. Only then,
once national development programs have been drafted,
would a development project affecting all of the region have
a chance of being successful, because only then would the
regional development perspective be based on the genuine
interests of the nations that take part in this project.

What the ECE report implies here, is almost diametrically
opposed to the approach taken so far by the European Union
and other Western institutions, and it is regrettable that its
authors, who obviously do have ideas about what should be
done, do not elaborate more on the matter. But, the few re-
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marks made in the ECE report on general policies, indicate
that were there a well-conceived and well-meaning develop-
ment perspective for the Balkans, one would be able to find
experts useful for the project even among otherwise largely
discredited institutions like the United Nations.

Economic Catastrophe

In its overview on the national economies of southeastern
Europe, the ECE report gives a sobering insight for those who
are either uninformed about this region, or have illusions as
to what the real situation there is. There may be fewer doubts
about the report respecting the situation in Serbia, Montene-
gro, and Kosovo, whose infrastructure was severely damaged
during the 11 weeks of NATO air strikes last year. For exam-
ple, in 1999, for Serbia and Montenegro alone, there was a
“collapse of GDP by some 20% and of industrial output by
some 23%,” which “amounts to a severe worsening of an
economic situation which was already in a precarious state”
before the Kosovo War, the report says. “Itis clear that the war
has left deep scars on the Yugoslav economy: The enormous
damage to the economic infrastructure and production facili-
ties as a result of the bombing will result in a downward shift
in aggregate output, which will be difficult to overcome even
in the medium term.”

But also, neighboring countries to Serbia and Montene-
gro, such as Macedonia and Albania, suffered from the Ko-
sovo conflict, the ECE report observes. In Macedonia espe-
cially, industrial output fell sharply in the first half of 1999,
as the country’s main trade routes to the west, notably the
Danube River, were blocked by the wreckage of bridges de-
stroyed by NATO bombing. And the “improvement” in con-
sumer goods consumption, which the official statistics note
for Albania, is mostly related to dramatically increased ex-
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penses to supply the several hundred thousand refugees who
had poured in from neighboring Kosovo. Macedonia and Al-
bania will continue to be affected most directly by the Kosovo
conflict, the report warns.

The Case of Bosnia-Hercegovina

Most revealing about Western policy in the Balkans,how-
ever, is the situation in Bosnia-Hercegovina, which has been
administered by the United Nations and the SFOR troops
provided by NATO and Russia, since the end of the Bosnian-
Serbian war and the signing of the Dayton Accords in 1995.
“Data on the economic situation in Bosnia and Hercegovina
are still fragmentary and it is difficult to assess current eco-
nomic performance,” the ECE report states, adding that con-
trary to the usual reports about “post-Dayton recovery,” all
the “indications are that this country is only kept running
thanks to the continuing injection of official aid; if this were
to be discontinued, the economic implications may be disas-
trous.”

Against the background of ongoing discussions at the Eu-
ropean Commission to reduce Western aid to Bosnia-Herce-
govina, the ECE warning of cuts in aid are more than appro-
priate. Moreover, the disaster in Bosnia-Hercegovina almost
five years after the end of the war with Serbia, is the handwrit-
ing on the wall for the rest of the Balkans countries that are
still hoping for some Western reconstruction aid, one year
after the end of the Kosovo War. If what the rest of the Balkans
can expect is no better than what Bosnia-Hercegovina has
endured since 1995, it is of no use —that is clear.

The Results of IMF Advice

It is also interesting to read what the ECE writes about
those Balkans economies which the West usually says are
“more advanced,” further on the road to the “free market,”
than the others. Croatia, for example, has been loyal to West-
ern IMF economic experts, and has cancelled numerous pub-
lic infrastructure projects in order to balance its budget and
consolidate its foreign debt. Construction sector employment
fell sharply in 1999, contributing to the dramatic, almost dou-
bling of national unemployment, toward more than 20% at
the end of the year. The fiscal austerity program of the new
Croatian government, which came in a few months ago, will
lead to “a further increase in unemployment which was al-
ready nearly 13% in the first half of 1999,” the ECE report
says.

For Romania, another favorite of Western free-market
advocates, the ECE notes that “the Romanian economy has
been in the grip of a profound crisis for several years; deep-
rooted economic problems, coupled with incoherent policies,
have resulted in poor economic performance and political
instability. Although the feared default on foreign debt was
avoided in 1999, the deep recession continued for a third
consecutive year, leading to a cumulative decline of GDP by
some 14% since 1996, and of industrial output by some 30%.”
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Sharply increased energy costs contributed to an increase of
consumer prices in Romania by some 55%, the report notes.

In Bulgaria, also a country which Western free-market
advocates say is doing quite well, the ECE report observes a
“weak recovery in household consumption” in the first half
of 1999, and an “improvement in real wages for the second
consecutive year. However, real wages in Bulgaria had col-
lapsed more than 50% between 1993 and 1997, and in 1999,
they were still only about one-fifth of their level in 1997, and
more than one-third below their level in 1993.” This goes
together with a national unemployment rate of 16%. The ECE
report notes that in the Bulgarian case, “the general discontent
with living standards and job insecurity were reflected in the
setback suffered by the ruling party in the October and the
government reshuffle in late December.”

The “general discontent” and political instability ob-
served by the ECE in Bulgaria, is something that exists
throughout the region, and governments have been reshuffled
in almost all other countries there in recent weeks and months.
The western European governments,however, are meanwhile
entering their 12th month of discussion about a “Stability
Pact” —which the ECE report rightly characterized as not
deserving of the name. Without a profound change of policy,
the Balkans will remain an economic, political, and security
powder keg for the foreseeable future.
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