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Almost three years after adopting the South East Europe 2020 Strategy, the region is inching towards
some of its 2020 targets. While the results have been mixed, efforts vested by the governments are in
most part real. But will they be enough to convince the skeptical and largely pessimistic citizens?

In November 2013 the governments of South East Europe® came together to adopt the SEE 2020
Strategy, a joint effort to boost job creation in SEE and reinforce the region’s EU perspective. Inspired
by the EU’s own 2020 strategy, SEE 2020 was a clear recognition by the national governments of the
need for a ‘change of gear’.

The implementation started in the aftermath of the largest global economic crisis in recent history
which had a particularly negative impact in the SEE, reversing many of the gains achieved during the
2000s. The region has witnessed its economies contract, employment and investment plummet, and its
financial sector at dire risk. The narrowing fiscal space and limited scope for monetary policy
interventions considerably reduced the policy options and instruments at the governments’ disposal.

Mixed performance in reaching SEE 2020 targets

Against this backdrop, the governments have moved forward with numerous reforms to reach the
ambitious regional SEE 2020 targets and, so far, the progress has been fairly mixed (see table below).

Improving trade balance, education and FDI all met or exceeded expectations

In some areas, such as balancing trade (target 3), the target has already been met and exceeded by the
region. Stronger demand from the EU market, the region’s main trading partner, has been the key
driver behind this rebalancing over the past two years. The region's trade deficit narrowed from 15.7
percent of GDP in 2010 to 10.8 per cent in 2014, with the trend continuing in 2015. Considerable
progress has also been made in attracting foreign direct investment (target 5) and enhancing the
educational profile of the workforce (target 7), and the region is roughly halfway towards meeting the
targets in these two areas.

Moderate progress was attained in increasing productivity (using Target 6 as a broad proxy) and
improving governance (Target 11), each recording a 37 per cent increase towards meeting the set
target for 2020.

Employment remains the most critical issue

However, only minor progress was recorded by the targets measuring growth, convergence with the
EU, trade expansion and employment, the key underlying targets of the Strategy (Targets 1, 2, 4, 9 and
10). Although growth prospects have improved with analysts forecasting a healthier 2.9% regional
growth rate on average until 2020 (compared to only 0.6% in the 2010-15 period), the target of
reaching 44 per cent of EU GDP per capita average will likely remain elusive. Similarly, even with
external demand picking up, the region’s trade would still have to expand at an unprecedented
annualised rate of 11.5 per cent to reach the EUR 209.5 billion target. This is hardly realistic under the
existing growth scenarios. Finally, the regional employment target reveals very little progress on job
creation, the central tenet of the SEE 2020 Strategy. While the negative employment trend has been
reversing over the past two years, the number of jobs created so far has barely offset the jobs lost in
the 2010-13 period. In order to reach the 2020 target of 44.4 per cent employment rate (15+ age
group), the economies of the region would need to add between 150-170 thousand jobs annually over
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the next five years. Based on the current growth scenarios and in the absence of larger-scale
investment, this seems unlikely.

Progress towards SEE 2020 Regional Headline Targets
Progress
SEE 2020 Headline Indicator (b:s(:::l o 01 2012 203 2014 (;(:::t) ::r‘::t":st
2014
Overall Strategic Goals
1. GDP per capita relative to the EU average (in PPS), % of EU-27 av 36 36 36 36 37 44 16%
2. Total trade in goods and services (EUR million) 94.413 99.061 102.578 104.662 109.100 209.500 13%
3. Trade balance (% of GDP) -15,7 -143  -15,0 -11,9 -10,8 -12,3 144%
Integrated Growth
4. Intra-regional trade in goods (EUR million) 16.005 18.831 17.719 18.116 18.513 30.500 17%
5. Overall FDI Inflows (EUR million) 4.527 6.680 3.929 4285 6.578 8.800 48%
Smart Growth
6. GDP per person employed (EUR) 29.770 32.079 32.441 32.845 32.210 36.300 37%
7. Number of highly qualified persons in the workforce (million) 1,33 1,38 1,52 1,53 1,69 2,05 50%
Sustainable Growth
8. Business creation (no. of newly registered businesses peryear 30.107 n.a n.a n.a n.a 33.760 n.a
9. Exports of goods and services per capita (EUR) 1.612 1.858 1.865 2.022 2.143 4.184 21%
Inclusive Growth
10. Overall employment rate - 15+ age group 39,7 38,6 38,3 38,4 40,1 44,4 8%
Governance for Growth
11. Government’s effectiveness, World Bank Governance Index (sc 2,3 2,4 2,4 2,4 2,6 2,9 37%
Source: Eurostat, National statistics, World Development Indicators, Worldwide Governance Indicators
Data for Target 8. Net enterprise creation was not available at the time the report was prepared.

Region should step up reform efforts

As noted also in last RCC’s Annual Report on Implementation, SEE 2020 accomplishments have thus
far been a mixed bag, with encouraging progress in some areas, but also disappointing developments
in others. It’s impossible to attribute these developments, positive or negative, solely to the work of
our governments — our economies are so closely connected with the EU and global markets that any
shift in external markets and business cycles are bound to impact our region regardless of the
governments’ track records. While it’s important to keep this in mind, it has to be noted that more can
and should be done. Governments should step up their efforts in creating more enabling environment
for doing business, more flexible labor markets and better public administrations. Profound
improvements to regional stability and strengthening the rule of law will be crucial if we are to
mitigate risks that stand in the way of improved investment prospects.

Our citizens expect this, and they are growing restless. In the last Balkan Barometer survey done by
the Regional Cooperation Council, more than 73% of citizens stated they are dissatisfied with the
general economic situation in their economies, while 43% would consider leaving their home and
working abroad. Interestingly, the sentiments towards the EU are also changing for the worse —
majority of citizens responded that for them, EU membership is either a bad thing (20%), or neither
good nor bad (36%).

EU should invite the SEE when preparing the next growth strategy

When in 2010 the European Union came out with the Europe 2020 strategy, South East European
economies were left out. This time, the EU should reconsider. Preparations are already underway in
Brussels for a new strategy for the coming decade and our region should have a seat at the table. With
little luck, we might even offer some fresh perspectives for a project that’s been looking increasingly
fatigued in recent years.
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