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INTERDEPENDENCE BETWEEN 
ECONOMY AND SECURITY

What we have here is a collection of works on the topic of “Business and
Security”. It is a collection of expert papers presented at the “Business
and Security” Conference organised by the Centre for Civil-Military Rela-
tions on 6-7 November 2008 at the Serbian National Assembly in Bel-
grade. The conference was held with the support of Embassies of the
Republic of Hungary and the Kingdom of Norway in Serbia as well as
“Jagelo 2000” organisation from the Czech Republic. 

The conference gathered the representatives of academic and state
institutions of the Republic of Serbia, civil society and Belgrade-based
international organisations’ experts as well as members of the diplomat-
ic corps. Besides presenters from Serbia, there were participants from
Croatia, Montenegro, Macedonia, Albania, Bosnia and Herzegovina and
countries of central and Eastern Europe (Slovenia, Hungary, Slovakia). His
Excellency the Ambassador of Finland to Serbia and a representative of
the NATO Maintenance and Supply Agency also shared their viewpoints. 

The conference focused on the relation between economic develop-
ment and national security. Therefore, the participants at the conference,
inter alia, dealt with: the theoretical and methodological difficulties of cal-
culating the economic costs of security, considerations over potential
economic and social gains as well as with the costs of NATO integration.
In line with that, a debate was held focusing on the economic and secu-
rity price of military neutrality. 

The relation between economic development and security is not
completely new and non-researched at the level of concepts and securi-
ty theories, just as in the same vein, the interdependence between eco-
nomic and security processes is not neglected in the domain of practical
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policies. In line with that, the concept of security sector reform has been
placed in the broader context of social development, the basis of which is
formed by the economy and economic growth directly. Likewise, the con-
cept of human security encompasses the economic rights of an individ-
ual, which are thus viewed as the point of reference for security. After all,
the concept of the security sector reform was established as a conse-
quence of the donors’ community efforts to support and encourage sus-
tainable development in post-conflict and transition societies, whose lack
of national and human security proved to be one of the most insurmount-
able obstacles to prompt economic development. In its efforts to educate
the receivers of foreign assistance to effectively utilise the given help, the
donors’ community promoted the concept of the security sector reform.
It imposes a radical reform of governmental and nongovernmental appa-
ratuses of power as well as their harmonisation with public, social, politi-
cal and economic potentials and needs of the society. At the beginning of
the 1990s, when this concept was widely accepted, it became clear that
stability and efficiency of a state in the enforcement of public order, law
and human rights are the conditio sine qua non for its economic and social
development. 

Within the practical policy framework, interdependence between
economy and security became initially visible in the process of obtaining
and allocating material resources for the successful functioning of a state.
Since states have limited recourses, only a part of them can be set aside
for the purpose of reaching (preserving) the national and/or human secu-
rity. However, this implies the development of procedures for calculating
the economic costs of security. 

As Boris Begović advises in his paper, the application of the theory of
common good might identify the fundamental characteristics of the
state’s functions in the security domain. Since the state is an exclusive
entity in that domain, there is no rivalry among receivers of the good and
no possibility for the exclusion of those who are not willing to bear the
costs of security. However, the problem arises when one wants to apply
economic theories in order to measure the efficiency of the state in allo-
cating security to citizens. That is because security is often measured by
the security criteria, i.e. by the individual and/or group feeling of (in)secu-
rity. Therefore, there are no objectives (unbiased) and general criteria for
the assessment of state efficiency in exercising its jurisdiction in the secu-
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rity filed. This brings up the question of whether the state is efficient only
if there are no wars, civil conflicts and mass society sufferings or if, for
instance, poverty and the breach of the right to the freedom of speech are
also pieces of evidence which prove that a state is inefficient in its secu-
rity distribution. This speaks in favour of the view that the criteria for
measuring state efficiency and calculating the costs of security crucially
depend on the security concept used. If we start from the human securi-
ty concept, then the breach of some or all human rights will serve as the
main evidence that the state has failed in delivering sufficient security to
its citizens. In contrast, the advocates of the traditional understanding of
security would be satisfied if a state succeeded in defending its borders
and preserving its territorial integrity and sovereignty. 

It became customary that each state in its strategic documents pres-
ents a list of its security goals and rough cost estimates of available and/or
required resources for their achievement, as well as to formulate the pol-
icy which would be carried out in reaching the desired level of security. At
the same time, the state defines its position in security cooperation and
integrations. One option would be to establish relations with other coun-
tries and build collective or mutual security systems and the other, equal-
ly legitimate option, would be to stay out of these systems. The initial
assumption is that every state, prior to making a decision whether it will
enter into one of the systems of collective or mutual security, or stay out
of it, will try to define and project the prospective gains and costs of its
choice as closely as possible.

It comes as no surprise that at the “Business and Security” Confer-
ence, the Centre for Civil-Military Relations tried to encourage a debate
about potential economic gains and costs that the Republic of Serbia
would bear should it decide to join NATO, i.e. a debate about its (current?)
military neutrality, all the more because the general economic arguments
that justify the urge for Serbia’s faster integration into the European Union
(EU) are considered self-explanatory. The main benefit expected is Ser-
bia’s access to the EU collective funds and vast markets. Furthermore,
the discussions on the security dimension of the EU, Serbia’s future obli-
gations as well as the costs stemming from such an arrangement have
been overlooked or neglected. 

In Serbia, the current discourse on NATO emphasises its military
component while the fact that NATO is a political organisation is being

9
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overlooked. Since the ongoing debate on the Republic of Serbia entering
NATO is reduced to military cooperation only, the Conference aimed at
examining the validity and persuasiveness of arguments offering the
countries invited to join the Alliance economic benefits in addition to
those of security (defence) nature. Given that in Serbia there has been no
research on the expected economic gains and costs of a potential NATO
integration, the conference presented comparative experiences of coun-
tries that have recently joined NATO (Višegrad group/ Višegrad Four,
Slovenia) and whose political and economic heritage could be compared
to the one of Serbia. The conference also presented the estimates of
prospective gains and costs of West Balkan countries that have officially
publicized their desire to become the Alliance’s members ( Montenegro,
Bosnia and Herzegovina, Macedonia) as well as those that have recently
achieved that goal (Croatia, Albania). For instance, Luka Brkić in his paper
underlines that one of the fundamental principles guiding NATO establish-
ment is contained in Article 2 of the North Atlantic Treaty which promotes
economic and social development within the Alliance. He also adds that
the criteria for assessment of a country’s readiness to join NATO are pri-
marily political and economic, and thus precede military considerations. 

In view of papers published in this edition, we can come to the con-
clusion that there is no universally applicable model to calculate the gains
and costs of NATO integration, given that the specific political context and
level of economic development of each country represent vital factors in
these calculations. First of all, the political context and discourse on NATO
differ among countries, and their public support to NATO integration sig-
nificantly varies. For instance, in Albania 96% of the country’s population
is in favour of integration, while only 26,1% of Serbia’s inhabitants sup-
port this initiative. Therefore, it comes as no surprise that various levels of
public support influence the dominant discourse on NATO and the types
of arguments in favour and against the integration. Thus, various public
expectations from NATO integration are generated. It should be noted
that, when it comes to the debates on the costs and gains of a possible
NATO integration, the level of economic development of a country con-
siderably influences the choice and shape of economic arguments. In line
with that, economic expectations from NATO integration vary. For
instance, the effect of NATO integration on tourism is one of the most
topical issues in Croatia, which was not the case with the Višegrad group.
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In the same vein, the potential impact of NATO integration on the local
military industry is a topic which did not and still does not have the same
relevance in Serbia and Slovenia, for instance. However, regardless of
these and other differences, it seems possible to come up with the gen-
eral list of the expected economic gains and costs of NATO integration of
the abovementioned countries. In other words, it is possible to generate
a list of the most frequent economic arguments in favour or against direct
or indirect gains of a country’s integration into NATO. 

Thus high on the list of basic and at the same time indirect gains is
the statement that NATO integration encourages the inflow of Foreign
Direct Investments (FDIs), subsequently leading to the growth of trade
among old and new members. This view is argued by Tatjana Karaulac,
who, in her paper, illustrates the experiences of the Baltic and Central
European countries which registered a higher GDP growth rate in the
period immediately prior to integration and after it, as well as a consider-
able increase in the FDI inflow.

The examples of NATO non-member states show that expectations
of FDI inflow growth are the main argument used by the local advocates
of NATO membership. The higher inflow of FDIs is explained by the fact
that invitation to a particular country to join NATO is an indicator of its
political stability, which encourages foreign investors to choose that coun-
try for their investments and businesses. Denis Hadžović in his paper on
the expected gains and costs of a possible integration of Bosnia and
Herzegovina into NATO claims that its accession to the “Partnership for
Peace” Programme corresponded to the economic growth, i.e. increase
in the country’s GDP. However, the problem is that these definitely posi-
tive trends cannot be fully ascribed to NATO integration only, given that
NATO and EU integration processes in the post-communist countries are
carried out in parallel. Furthermore, a vast majority of former socialist
countries, after obtaining NATO membership joined the EU, which makes
it difficult to distinguish and calculate the economic effects of NATO inte-
gration per se. 

Debates often refer to direct economic benefits forthcoming from
NATO support to military, defence and security systems’ reforms in the
new member states, which would otherwise have to be financed from
their own resources. For instance, cost estimates of Croatia’s entry into
NATO are based on the expectation that the Alliance would bear half of
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the costs of the local armed forces’ reform and modernisation in the first
two years. In the similar vein, Ivan Jovetić, analysing the potential costs
and gains of the Montenegrin membership, underlines the advantages
and benefits that smaller countries could gain from economically and mil-
itarily superior NATO members states. 

However, Marjan Gjurovski believes that direct costs – budget alloca-
tions for the military, which are mandatory for all member states and are
in line with their respective GDPs, the costs of participation in missions
under the auspices of NATO, as well as the costs of maintaining a perma-
nent mission in Brussels – could be accurately calculated in advance. On
the other hand, indirect costs include investments into the military for the
purpose of reaching NATO standards, obligatory prior to accession, as
well as the respective social costs. Thus, for instance, in Bosnia and
Herzegovina, in the period prior to NATO accession, considerable invest-
ments were made into the defence sector in order to help it reach the
appropriate inter-operational level These costs are only indirectly related
to its prospective NATO integration, since the reform of the local armed
forces involves certain costs regardless of the country’s will to join NATO.
In order words, the state will incur these costs anyway, irrespective of its
NATO accession. However, an increase in the defence costs in the period
prior to obtaining membership and after it, contributes to the dynamic
growth of the defence-related industrial sector. Stevan Nikčević in his
paper best illustrates the expectations of the Serbian defence industry
from intensified security integrations. From the point of view of the
biggest Serbian company in the defence industry, Serbia’s security inte-
grations would primarily facilitate market expansion, transfer of modern
technologies, basic technology development and financial assistance to
reach high ecological standards. Bearing in mind that certain costs are
incurred in the period prior to accession while the gains (increase in FDI
inflow) are mainly felt a longer while after the accession, Artan Karini sug-
gests time-wise classification of gains and costs into short-term, midterm
and long-term. In his opinion this should allow actors in political process-
es to grasp the importance of integrations as well as draw their attention
to the time factor vital for a cost-benefit analysis. The same author under-
lines that social reforms aimed at suppression of corruption and organized
crime as well as provision of support to the rule of law should be includ-
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ed into indirect non-economic costs as they influence the increase in the
general level of state efficiency. 

The paper written by Mitar Kovač explains the notion, history and
substance of military neutrality, and interprets the meaning of neutrality
for present-day Serbia. The author offers an outline for a potential analy-
sis addressing the economic costs of neutrality, should that option
become Serbia’s strategic long-term commitment. In order to understand
neutrality and its importance in international relations in the world today,
the example of Finland is of particular relevance. The Ambassador of Fin-
land in Serbia in his paper explains how Finland with its politics of “mili-
tary non-alliance” leads its security policy and establishes cooperation
with the most important international actors in the security field. 

In line with the desire of the Centre for Civil-Military relations to
encourage a serious and analytically-based debate on the potential bene-
fits and costs of the strategic choice of entering collective security sys-
tems or remaining outside them, we recommend the papers published in
this collection of works as a useful introduction to broaching a debate of
this kind in Serbia. We believe that readers with academic ambitions as
well as participants in decision-making on policies in the security sphere,
will find interesting arguments, comparisons and data that can be used to
develop an in-depth analysis of the kind of security system Serbia wants
to have and its affordability, as well as the advantages and disadvantages
of policies it has on its disposal. 

Jelena Radoman and Miroslav Hadžić
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Svetlana Đurđević-Lukić
Institute of International Politics and Economics, Belgrade 

SECURITY AND DEVELOPMENT NEXUS:
NEW CONCEPTS AND PRACTICES 

OF INTERNATIONAL ORGANIZATIONS

Summary

This contribution deals with the interdependence between security
and development, on the level of both concepts aimed to address them
simultaneously, and concrete actions of relevant international organiza-
tions and agencies. Two main conceptual attempts to address simultane-
ously security and developmental concerns are presented: Human Secu-
rity and Security Sector Reform. These are not relevant only per se, but
as an example of developmental actors’ encroachment into the area of
security. In the second part, a project undertaken by a developmental
actor (UNDP) in this region (Kosovo), using developmental incentives
aimed to enhance security, is analyzed as a mini case-study. It underlines
how context-sensitive linkage between economy and security might be
and how difficult it is for international actors to assess local hierarchy of
security threats and developmental needs.

Key words: security, development, human security, security sector
reform, UNDP, OECD, small arms, Weapons for Development, Kosovo,
Albania

Introduction

The end of the Cold War brought a new era: the world has
become interdependent in economics, in communications, in
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human aspirations.1 Globalization has questioned conventional con-
ceptualization of hierarchical dominance by a central government,
due to large number of transnational actors and networks. Hopes
have been raised for economic growth and possibilities for demo-
cratic peace. However, the other side of the coin has been social
fragmentation, growing gap in terms of raising inequalities, the for-
mation of new ‘in’ and ‘out’ groups and conflicting nationalist and
religious ideologies. Security agenda of economy, conflicts over
(state) resources and groups’ identity, have become more central to
day-to-day concerns. Problems of violence, organized crime, human
trafficking, deceases, extreme poverty and environmental degrada-
tion have led to massive human suffering, protracted conflicts,
ungovernable areas, state collapse, and terrorism. Furthermore,
their spillover effects present security challenges for wider regions.
Civil wars and the increasing role of non-state actors have definitely
moved perception of security away from the use of military force to
ensure the territorial integrity of sovereign states. 

In short, interdependent world brings an increased concern for
the security of an expanded range of social groups against an
expanded range of threats. As these new security challenges are
resistant to resolution via traditional security instruments, there is a
shared sense that new security issues need to be tackled also with-
in the context of economic development. 

During the Cold War, developmental donors and agencies kept
away from security related issues. As security – development nexus
has become more obvious, the multilateral donor community had
begun to debate security-related issues intensely. For a while, the
discussions were occurring in different fora and with little overlap.
However, development practitioners have realized that it is impossi-
ble to consider development without taking security and conflict
issues into account. International security actors have also realized
that their short-term operations will not bring sustainable benefits
without coordination with longer-term development work. However,
both communities of practitioners still struggle to design security
and development policies that are compatible and mutually reinforc-
ing.
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Two main conceptual attempts to address simultaneously secu-
rity and developmental concerns will be presented here: Human
Security and Security Sector Reform. These are not relevant only
per se, but as an example of developmental actors’ encroachment
into the area of security. In the second part, a project undertaken by
a developmental actor in this region (territory of Kosovo), using
developmental incentives aimed to enhance security, will be pre-
sented as a mini case-study. It should illustrate problems in integrat-
ing both security and economic concerns, and difficulties to offer
reliable cost-benefit analysis in these sensitive areas. 

Human Security and Security Sector Reform

Faced with the difficulty of supporting development under con-
ditions of creeping insecurity (due to civil wars, “shadow state”,
warlordism, sub state violence and problems in rule of law enforce-
ment), developmental organizations have started to address securi-
ty concerns. In their attempts to build various instruments to create
a space for the growth of economy, two new conceptual framework
are developed: human security – by United Nations Development
Programme (UNDP), and Security Sector Reform – by Department
For International Development (DFID, United Kingdom), recently
operationalized by the Organization for Economic Cooperation and
Development (OECD).

The Human Security concept criticizes narrow interpretation of
security as the security of territory from external aggression. It is
based on a people-centered approach, integrating security, develop-
ment and human rights. The first major statement on Human Secu-
rity was in the UNDP Human Development Report in 1994:
“[Human Security] is concerned with how people live and breathe in
a society, how freely they exercise their many choices, how much
access they have to market and social opportunities and whether
they live in conflict or in peace.”2 Within UNDP concept of Human
Security, there are seven specific elements: economics, food secu-
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rity, health, environmental security, personal security, community
and political security. To improve human security means under-
standing 'drivers' of insecurity at local, national and regional levels.

To address both development and security, Millennium Develop-
ment Goals have been defined on global level, and elaborated on the
level of countries. These are aimed to eradicate hunger and extreme
poverty, achieve universal primary education and eliminate gender
disparity in education, reduce mortality of children and mothers,
reverse the spread of HIV/AIDS, integrate the principles of sustain-
able development into country policies and programmes and
reverse the loss of environmental resources, provide access to safe
drinking water and basic sanitation, address the special needs of
least developed countries, landlocked countries and small island
developing states, develop further an open, rule-based, predictable,
non-discriminatory trading and financial system; all by 2015.3 To
understand ‘drivers’ of insecurity, UNDP has elaborated country-
specific projects for inclusive development and sustainable develop-
ment. Pro-poor and pro-growth policies are in focus. By assisting the
integration of vulnerable groups into societies, they are strengthen-
ing local security and social cohesion, absence of which is a major
condition for state weakening. Weak and failed states are defined as
a security threat in many national security strategies. An example of
UNDP directly targeting and linking security and development in
post-conflict societies, is Weapons for Development concept, which
will be elaborated as a mini case study later.

Another new framework to address both security and develop-
ment is Security Sector Reform (SSR). Its first elaboration was by
the then established UK Department for International Development
(DFID), as of the UK White Paper on International Development of
November 1997 when security is identified as central to sustained
development and poverty reduction.4 Simultaneously, OECD Devel-20

3 http://www.un.org/millenniumgoals/ 
4 In May 1998 the Secretary of State for International Development, Clare Short,

announced the need for ‘a partnership between the development community and the mil-
itary’ in order to address the ‘inter-related issues of security, development and conflict pre-
vention.’ Clare Short, Security, Development and Conflict Prevention, Speech at the Royal
College of Defence Studies, May 13, 1998.
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opment Assistance Committee has started its work to develop a
security system reform policy agenda.5 The sources of the concept
are twofold: developmental approach to security, and post-authori-
tarian or post-conflict civil-military relations.6 SSR enhances the
institutional capacities for security and the rule of law, legitimacy of
the armed forces and the entire state, supports the budgetary trans-
parency and sustainable development, as well as the confidence-
building within a society and with its neighbours. The aim is the pro-
vision of security in an effective, efficient and affordable manner, in
the framework of democratic civilian control.7

An important concern is financial management of the security
sector. Reform of oversized, inefficient and unaccountable security
sector expenditure is important for effective use of public finances
and for democratic control. This includes making sure expenditure
is transparent and within the budget, and allocating resources
according to priorities within the security sector and between sec-
tors. 'Right-sizing' the security sector aims to ensure that expendi-
ture is appropriate, and does not divert resources from other areas
such as development. Tackling corruption in security sector expen-
diture is important for reducing the informal political power of secu-
rity actors. The bottom line is, that, if used for productive purposes,
the additional resources that would become available from a reduc-
tion in military and other security-related expenditure, would provide
a stimulus for economic growth, thus creating a ‘peace dividend’.

It is important to note the position of significant global security
actors and developmental donors on this concept. Previously con-
cerned with official development in narrow sense, the OECD Devel-
opment Assistance Committee now includes security system
reform as an integral part of donors’ endeavour to promote sustain-
able development and it is a leader in this area. The OECD DAC Net- 21

5 The first statement on SSR appears in OECD, Guidelines on Conflict, Peace and
Development Cooperation on the Threshold of the 21st Century, 1997.

6 Nicole Ball and Dylan Hendricson, Trends in SSR: Policy, Practice and Research
(2006).

7 Useful publication available in Serbia is Phillipp Flury and Miroslav Hadzic, Source-
book on Security Sector Reform (Geneva/Belgrade, 2004).
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work on Conflict, Peace and Development Co-operation (CPDC) pro-
duced the OECD DAC Handbook on SSR: Supporting Security and
Justice, 2007, to guide SSR programmes and to close the gap
between policy and practice. In its handbook, the OECD-DAC pro-
vides an implementation framework based on practical experience
and research. The 30 member states committed themselves in April
2007 to a number of good practices in SSR. Comparing with the
OECD, the United Nations and the European Union only as of recent-
ly have been dealing with the concept formulation and Security Sec-
tor Reform implementation. 

Such an unexpected leader has emerged as with the growth in
post-conflict development programmes since the end of the Cold
War, development practitioners have increasingly encountered and
addressed security issues. With some of the earlier political con-
straints being lifted, as well as legal restraints which had limited the
range of programmes that can be undertaken, developmental organ-
izations had more maneuvering space. Hence, donors have been
forced to rethink their internal structures and develop new strate-
gies for dealing with security and development concurrently. 

This is not to say that there are no problems with these con-
cepts. There are many ideological critiques both of the linkage of
security and development, and of some particular programmes. The
critiques are versatile, ranging from accusations of prioritizing the
security concerns of the West above humanitarian principles and
developmental aims, policies of containment, enlightened self-inter-
est, to hypocrisy of the Western donors.8 But there are also various
impediments to designing concrete security and development poli-
cies to be effective on the ground. These are ranging from different
organizational and professional cultures (developmental vs. security
actors), to external coordination and prioritization, to the issues of
local context and threats assessments. 
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When money is not enough: 
Weapons for Development

In the following part, an example of a donor aid’s failure to pro-
vide impact on security, rule of law, and community development
will be presented. The implementation of UNDP Weapons in
Exchange for Development voluntary disarmament project under-
taken in Kosovo in summer 2003 is examined. Concretely, develop-
ment incentives were offered for local communities in Kosovo that
voluntary surrender certain number of illegally possessed small
arms. The external actor, United Nations Development Programme,
is a creator and proponent of human security concept, generally
seen as benevolent and non-controversial. However, “Weapons for
Development” in Kosovo completely failed to achieve any notewor-
thy impact in terms of performance indicators. 

While previously regulated only through conventional arms
agreements, in the post Cold War era small arms and light weapons
(SALW) trafficking, proliferation and misuse have been recognized
as global threats in the context of the broadening perception of
security issues. It has been stressed that “removing small arms
from conflict or potential conflict situations can save lives and pro-
mote development.”9 The number of illegal arms in circulation in the
region comprising Albania, Bosnia-Herzegovina, Serbia and Mon-
tenegro, Kosovo and Macedonia was estimated by expert organiza-
tions to be 1 million in summer 2002. It was assessed that the con-
tinued proliferation of small arms makes residual security threats
more serious and presents an obstacle to social stability and recon-
ciliation.10

In fighting illegal civilian possession of SALW, alongside exten-
sive awareness sensitization within the key stakeholders groups and
public information campaigns, several methods have been designed
by UNDP to offer concrete incentives to motivate additionally volun-
tary surrender. 

23
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10 Oxford Analytic, July 2002. 
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• “By-back” - direct cash payment to a person who gives up a
weapon. Problems with that approach are numerous, from
rewarding illegal behaviour with law abiding tax-payers
money, to opening space for middle-man, to organizational,
including problems of securing enough trained personnel and
provide freedom of movement for them while caring cash.

• “Weapons for incentive” - random selection of persons
who will be reworded (lottery - cheaper variation of above
mentioned method

• Weapons in Exchange for Development (WfD)
The concept of ‘Weapons for Development’ was developed by

UNDP in the context of human security and development: elimina-
tion of illegal possession of small arms contributes to security, while
security is the precondition for development. It offers development
projects for the communities which surrender substantial number of
illegal guns. The core of the concept is that while targeting collec-
tion, simultaneously:

• Promote development objectives
• Provide livelihood alternatives
• Enhance community safety & security 
• Support good governance
In the Balkans it was implemented first in Albania, following the

biggest ever stockpile looting in 1997. After the Gramsh Pilot Pro-
ject undertaken in 1998, the element of competition between
municipalities was introduced in 2002-2003 as previously untried
additional motivation tool, and a method of saving: Weapons in
Competition for Development, 11 with total funds for Albania reach-
ing $3,4m.

UNDP Kosovo assessed that “illicit SALW and continuing vio-
lence in society present the most significant obstacles to further
socio-economic development and ongoing peace building in Koso-
vo.”12 It was regarded that “the widespread availability and misuse
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11 Small Arms Light Weapon Control Project, details available at
www.salwc.undp.org.al.

12 ISAC, Project Overview available at www.kosovo.undp.org.
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of small arms …constitute a central challenge to the reduction of
insecurity and the promotion of development throughout Koso-
vo.”13 So the WfD was planed together with simultaneous amnesty
for illegal holders;14 to be followed by the introduction of new laws
which envisage severe punishment for illegal weapon possession.

Decision to start with WfD was based on:
• Donors commitment of around $ 1m as the direct incentive

for local communities which surrender substantial number of
weapons, 

• Skyrocketing unemployment and dire state of local infra-
structure;15

• Success of previous WfD projects in Albania;16

• Baseline Assessment by Small Arms Survey, including
Households survey.

Government of Japan donated $ 675,000. These monies were
to provide three $225,000 premiums in development funds for each
of the three top municipalities that exceeded a 300 weapons turn in,
to use it according to their local priorities – for education, job cre-
ation, infrastructure… UNDP further announced an additional incen-
tive that all other municipalities that turned in more than 300
weapons will have received $25,000 for school projects or modest
road work. Canada provided funds for awareness rising, i.e. NGOs
and media support. 

It was expected that such developmental incentive will make
substantial difference compared with previous amnesty March 15 –
April 15, 2002 when the total of 1.391 peaces of weapons was
turned in to KFOR.
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13 Khakee and Florquin, Kosovo and the Gun (SABA) (2003), p. viii.
14 The amnesty was launched by the Special Representative of UN Secretary Gen-

eral Harri Holkeri, COMKFOR and Prime Minister Bajram Rexhepi, and coordinated by
UNDP ISAC project. It was announced on August 12, 2003 and lasted during September
2003.

15 The estimations were that half of population lived in poverty, and that employment
was above 50%

16 More that 100,000 weapons were retrieved in total during several waives of col-
lections. WfD was implemented on level of prefectures – first as a pilot in Gramsh 1998,
later in 5 prefectures in 2002.

Security and Development Nexus: New Concepts And Practices of International Organizations



Furthermore, UNDP Kosovo commissioned Small Arms Survey
Baseline Assessment (SABA) from Small Arms Survey, affiliated
with the Graduate Institute for International Studies in Geneva. This
background document for assessing the feasibility of collecting
weapons was based on four-member team research conducted Jan-
uary – March 2003. It built on a household survey, organized by
Index Kosova, with 1,264 face-to-face interviews, as well as on 12
focus groups (5-11 persons) discussions, interviews with 15 ex-KLA
(Kosovo Liberation Army) fighters, 29 teachers, and personnel with
UNMIK, KFOR, OSCE etc.

The main conclusions were as follows:
• Estimated number of illegal weapons is between 330,000 –

460,000;17

• Albanians exhibited ample trust in Kosovo Police Service and
to lesser extent KFOR, but youth claim to rely primarily on
themselves and on weapons to ensure their security;

• Kosovans do not appear to be as attached to their weapons
as commonly believed;18

• Small arms are primarily smuggled from Serbia and Albania
and the trade is relatively low in comparison with other
Balkan states;19

• Criminality, particularly crime involving SA, is prevalent, with
estimated 72% of murders committed by SA – extremely
high.20

The Baseline Assessment concluded that the weapons were not
held for “political security reasons” because it was given as the key
reason for only 4 per cent of the participants in the survey. The
Assessment stressed that more then 50 per cent respondents
thought it “very” or “somewhat likely” that people in their neigh-26

17 The estimated possession within 60 -70% of around 390,000 households in Koso-
vo, and circa 1,4 – 1,7 weapons per household. SABA, Executive Summary, p. viii

18 Result of the survey was that 47% believed that there were “too many guns in
society” and only 21% disagree.

19 Because of the high presence of international and national security forces and the
low profits involved, in comparison with the trafficking of women, fuel or cigarettes.

20 When compared with Estonia 13%, Hungary 11% and other transitional countries.
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bourhood would hand in their guns in exchange for investments in
community. 

Keeping in mind the suggestion that proposed WfD should
“adopt modest objectives,” the bar was as low as 300 weapons to
be turned in per municipality, i.e. less than 0.1% from the lowest
estimated number of illegally held weapons.21

The main strategy of UNDP was to provide the participation of
civil society as essential in the process, and it was envisaged that
“support will be provided to empower organizations to play a major
role in Kosovo.” The public awareness events organized by NGOs
and media in Kosovo included: 95 mobile information kiosk, 30
round table discussions with women and rural stakeholders on
SALW, 4 televised public debates, sports tournaments, children
parade on SALW issue, a theatre play; 62,000 posters distributed
throughout Kosovo etc. Information campaign included publishing
amnesty posters and WfD competition rules in all three leading local
newspapers 60 times; more than 100,000 Amnesty Handbills,
including weapons collection procedures and weapons collection
points, were distributed by KFOR; 30,000 Information Fact Sheets
and Amnesty Frequently Asked Questions were distributed; 70 bill-
boards were set up Kosovo-wide, 20 street-banners placed in the
largest municipalities etc. 

However, the project did not result in a meaningful response
from the local population, with only 155 guns collected by all the
municipalities in Kosovo combined. Better results were achieved in
all other weapon collections in the Balkans, before and after that.
Direct development incentive offered - $225,000 for each of three
the most successful municipalities and $25,000 for each municipal-
ity where more than 300 weapons were turned in – were not award-
ed and not used locally.

When the impact of WfD in Albania and Kosovo are compared,
it is clear how important is the context and local priorities, and how
limited economic incentive might be: the same ethnicity (over-
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21 There are 30 municipalities for up to 2 million inhabitants, meaning average of over
60.000 inhabitants per municipality.
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whelmingly), the same developmental problems, the same incen-
tives, yet impact of developmental incentives was far more impor-
tant in Albania, where divides and violence do exist, rule of law is
endemically law i.e. the state is weak, but the state is defined, inter-
nationally recognized and accepted by all inhabitants.22 The illegal
small arms possession obviously cannot be dealt with only through
developmental incentives, independent from political solutions.
Overestimated expectations from the offered incentives resulted in
unnecessary lost of time, energy and money, and undermined cred-
ibility of the external actors involved, as well as the entire concept.
The end result was no reduction of illegal arms possession and no
improvement in security and local development.

Conclusion

There is no doubt there security and developments are connect-
ed in the era of global interdependence. Security threats jeopardize
flow of goods and people; equitable economic growth and service
provision foster legitimacy and social cohesion within a state reduc-
ing possibility of fragmentation of society, to name a few. The
absence of development leads to security threats: unemployment,
poverty, hunger, illness, political instability and possible conflict.
Development practitioners have realized that it is impossible to con-
sider development without taking security and conflict issues into
account. International security actors have also realized that their
short-term operations will not bring sustainable benefits without
coordination with longer-term development work. Hence, UNDP and
OECD, although developmental actors, stepped out into the area of
security issues. They have been champions of the efforts to find an
overarching framework within which it is possible to address simul-
taneously both security and development; Human Security and
Security Sector Reform are concept they initiated. The Human
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Whose security matters? Paper presented at conference External Actors and State
(Re)Construction, Mario Einaudi Center for International Studies, Cornell University, NY,
November 2005.2 Human Development Report, UNDP; Oxford University Press, 1994
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Security concept criticizes narrow interpretation of security as the
security of territory from external aggression. It is based on a peo-
ple-centered approach, integrating security, development and
human rights. The aim of Security Sector Reform is the provision of
security in an effective, efficient and affordable manner, in the
framework of democratic civilian control. 'Right-sizing' the security
sector aims to ensure that expenditure is appropriate, and does not
divert resources from other areas such as development.

Still, there are certain ideological critiques of both the linkage of
security and development, and of some particular programmes.
There are also various impediments to designing concrete security
and development policies to be effective on the ground. These are
ranging from different organizational and professional cultures
(developmental vs. security actors), to external coordination and pri-
oritization, to the issues of local context and threats assessments.
The UNDP approach “Weapons for Development” applied in Koso-
vo in 2003 is a bold example how context-sensitive linkage between
economy and security might be and how difficult it is for internation-
al agencies and organizations to assess local hierarchy of security
threats and developmental needs. 

BIBLIOGRAPHY

Ball, Nicole and Dylan Hendricson, Trends in SSR: Policy, Practice and Research,
January 2006

Djurdjević-Lukić, Svetlana, Strengthening Weak States: Whose security matters?
Paper presented at conference External Actors and State (Re)Construction,
Mario Einaudi Center for International Studies, Cornell University, NY, Novem-
ber 2005

Duffield, Mark, Development, Security and Unending War: Governing the world of
peoples, Polity, 2007 

Flury, Philipp and Miroslav Hadžić, Sourcebook on Security Sector Reform, Gene-
va/Belgrade, 2004

Keohan, Robert O. and Joseph S. Nye, Power and Interdependence, Pearson Edu-
cation, 2001, 3rd edition

Khakee, Anna and Nicolas Florquin, Kosovo and the Gun: A Baseline Assessment of
Small Arms and Light Weapons in Kosovo, June 2003

29

Security and Development Nexus: New Concepts And Practices of International Organizations



Human Development Report, UNDP; Oxford University Press, 1994

Muggah, Robert i Peter Batchelor, Development Held Hostage: Assessing the
Effects of Small Arms on Human Development, UNDP, New York, April 2002

OECD DAC, Handbook on Security System Reform: Supporting Security and Jus-
tice, 2007

OECD, Guidelines on Coflict, Peace and Development Cooperation on the Treshold
of the 21st Century, 1997

Short, Clare, “Security, Development and Conflict Prevention,” Speech at the Royal
College of Defence Studies, May 13, 1998

30

Svetlana Đurđević-Lukić



Boris Begović
Center for Liberal –Democratic Studies, Belgrade  

DIFFICULTIES IN CALCULATING THE COSTS
OF SECURITY: A THEORETICAL APPROACH

Summary

National security is a public good in the broadest meaning of the
word. An attempt to calculate cost of national security is faced with
methodological difficulties, firstly to define a level of national security and
to measure state’s efficiency in allocating security as a public good. The
most often mistake made during calculating cost of security is neglecting
opportunity costs and the absence of analyses of effectiveness while pur-
suing security.  

Key Words: cost of security, public good, opportunity costs, cost and
benefit analyses, analyses of effectiveness 

Introduction

In order to answer the question about what exactly the cost of secu-
rity is, it is first necessary to give a definition of what exactly (national)
security is, and outline what its economic characteristics. 

National security is a commodity (in the broadest meaning of the
word), which creates the feeling of safety for each individual person.
Within the same category we could include other aspects of security such
as public security, or the security of persons and assets. This is the rea-
son why people are ready to pay for security, in order to live freely and
securely, in contrast with living under occupation or in a generalized
Hobbesian state of permanent war -everybody against everybody. How-
ever, the mere fact that people are ready to pay a certain amount of
money to a security provider, be it National or of any other form, is not suf-
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ficient to make it a regular commodity. There are several problems con-
nected with conceptualizing national security as a commodity.

A key problem derives from the fact that in the case of national secu-
rity, we have a public good with both characteristics: (1) The absence of
rivals: one consumer uses security without depriving other the same
security. For example, all citizens of a certain region in a particular coun-
try use the security of that particular state without the level of security
diminishing through usage. (2) The inability, or extremely high cost, to
exclude users who do not want to pay for that public good.

Without going into the depths of economic theory or of the theory of
security as a public good, the aforementioned characteristics of national
security automatically entail that the private offer of such a good would
neither be sufficient nor possible in an equal form. Taking this on as fact,
it is thus unavoidable for the government to be the key provider, and that
the public provision by the state of national security is the one and only
viable option. Quite a few theorists therefore believe that one of the rai-
son d'ętre of the state, is in fact, providing security - not just national secu-
rity, but also public security and maintaining law and order (protection of
citizens’ life, freedom and personal assets). But, as soon as the financing
of the state and state interventions comes into question, problems
always arise. There are great differences in opinion, one side believes that
the costs of security should be charged through taxes and collective deci-
sions made through this. Others believe in providing the service of nation-
al security.

How do we make collective decisions? Without going to deep into
the complex problems often faced by decision-makers, it can be said that
those kinds of decisions are based on different types of information. One
of the necessary types of information is the level of national security.
However, there are huge methodological problems in measuring levels or
changes in levels of national security. Namely, national security is meas-
ured according to the gains perceived by citizens, but those individuals are
usually not experts in national security, and consequently are not apt to
judge which one out of two competing military projects might give better
results in a particular field. On the other hand, such individuals might well
be experts, but in the field of food consumption, living, cars, furniture, etc.

In the case of national security, however, experts in this field clearly
understand that a person has to feel safe, and what that exactly means.
On the other hand, security experts are biased, and therefore have per-
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sonal interest in showing the level of national security as lower and secu-
rity threats as worse than they really are.

Even if one manages to remove biasness, the question still remains
about who or which parameter is to be used to measure national securi-
ty. Theoretically, national security could be measured or evaluated accord-
ing to: (1) the probability with which a state would successfully
repel/defend an attack from the outside, (2) the probability that such a
kind of attack would never happen. The second measure of security is
most important, as it increases the welfare for the citizens of a particular
country. This method of national security measurement is based on the
capacity to either repel/protect from or intimidate a potential aggressor. In
the criminal law definition, this function is termed ‘general prevention’.
The problem with measuring this probability, or the level of repelling, lies
in the fact that final results of such a measurement can only be given after
a potential attack – ex-ante. Also, this method of national security evalua-
tion is based on the rationale that the enemy is a fully rational agent. Dur-
ing the era of the Cold War, both the USSR and USA and their govern-
ments displayed this kind of rationality. However, this is not always the
case, for example: the actions of Georgia’s government during the events
of August 2008 confirm this.

In the case of a process of collective decision-making (such as elec-
tions), voters decide between various levels and options with regard to
what they deem to be suitable public expenditure and level of taxation. In
this process the connection between the level of security and level of tax-
ation is lost, whereby an increase in security implies an increase in taxa-
tion. National security is financed from the national budget, taxations are
the funding source for all public spending, so this becomes a question of
budget expenditure. That portion of the funds which is spent on national
security is logically not allocated to any other budget line, such as the
healthcare system, education or the social security system. But voters,
with their limited rationality, do not fully understand the consequences -
they do not care about whether the promises of Kosovo being defended,
Abkhazia being integrated or Israel being thrown into the sea are actually
executed; in other words, when allocating a greater share of the budget
to security, tax-payers might only perceive that, for an equal level of taxa-
tion, tax-payers perceive less roads, hospitals, schools being built and less
services being rendered by the state.

This leads to huge errors when calculating the costs of providing
national security: so-called opportunity costs. Opportunity costs are a
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basic concept of economic analysis - these are costs of a potential missed
opportunity, or of an alternative allocation of the resources to that which
was chosen. For example, if we use man power for road construction,
that same work force cannot be used at the same time to build water-
works. So the cost of building waterworks is the opportunity cost of the
construction of the road, that is, of such an allocation of resources. Free
market, and the prospect it provides to all players in the field, entails the
potential for optimal business decisions because of the chance to take
opportunity costs into account for every decision.

The concept of opportunity costs has brought about a saying in the
Anglo-Saxon world: “There is no free lunch„ which in Serbian could be
translated as “What you do not pay for on the entrance, you pay for on
the exit”. When analyzing issues of national security, opportunity costs
are often ignored and only expenses are taken into account. That is one
of the reasons why some generals still claim that a professional army is
very costly. The problem derives from the fact that they only take into
account direct budget expenditure, and not the total opportunity costs of
an alternative military system, such as a conscript army.

Taking into consideration the fact that a conscript army is based on
the forced enrolment of a determined number of individuals, and that the
cost of a conscripted workforce is consequently almost nill, we have two
big economic problems. The first one is that of the non-efficient allocation
of workforce, and the resulting second problem being that we have a sit-
uation where a highly productive workforce is used for low productive
tasks. Such an example might be a university-educated economist, con-
scripted into the navy, is used as a sailor scrubbing the deck. This kind of
allocation of workforce is common with so-called centrally planned
economies and an allocation of work force brought there through a cul-
tural revolution. In essence, if we look at this from an economic point of
view, we’re talking about slave work, and with that yet another problem
arises: no one has any motivation to work efficiently. Using the econom-
ic jargon, a conscript army leads to allocative (task and education do not
match) and productive (those who work do not work in the best manner)
inefficiency.

Another effect of this zero cost of the workforce for the employer (in
the case of the army , this is the government) lies in the poor choice of
projects which need to be realised, or poor choice of technology to be
used in the realisation of those projects. Simply, with zero cost of the
workforce, we have disturbed costs of manufacturing factors, so their
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composition distances from the optimal, dent used capital. Therefore we
have an extensive maintenance of ships, based on the extensive use of
human power, whilst not taking into account the opportunity costs of
such a workforce. In this context the statement that the army has built
the road for free becomes nonsensical.

In fact, when we take into consideration the full opportunity cost of
all the resources spent, it turns out that the road was built at a higher cost,
than it would have been if it had been built by a commercial specialized
construction company. 

The following problem in calculating the cost of national security lies
in the fact that the decision-making process is usually given equal impor-
tance to the goal. Basically, the goal is not to have so many guns, ships or
airplanes, but to achieve a certain level of national security. The procure-
ment of new weapons, for example, is not a goal in itself, but a means to
achieving that goal - sometimes it is forgotten that there are also alterna-
tives, not all being exclusively military. Cost-benefit analyses are very rare,
or  cost effectiveness analyses of different ways of achieving a certain
level of national security are very rare. Sometimes, if it is done at all, com-
parisons are made between to weapon systems. But here again the focus
is set on the means, not on the final goal. This makes the calculation of
the costs in the form of opportunity costs even more difficult, as we do
not have any data about the alternatives.

Furthermore, when going through the process of selecting a project
amongst several options in the military system, inevitably a multucriterial
analysis is used, and that in return means it is very difficult to focus proj-
ects, that is, to base the selection on certain objective facts. For example,
when emphasis is given to one of the criteria in comparison to others,
evaluation of the project becomes biased. In many cases such an assess-
ment is very subjective, which renders the definition of the full cost of
each one of the options very complex.

Expenditure for national security is characterized by rigidness, indivis-
ibleness and a long timeframe; and long term decisions are in turn based
on our, profoundly imperfect perception of the future. Those who make
such decisions have to commit to a certain level of expenditure for
decades. Many such decision makers however are not aware of the high
level of uncertainty when making such decisions. So, in such cases, it is
not possible to foresee all the costs which might occur and which will
derive from the decision in favour of one particular option, or support for
a particular project.  
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Procurement for national security and the military unavoidably
becomes public, based on a fact that a public good is provided by the gov-
ernmental sector. The problem with this is the process of public procure-
ment in itself, where the market doesn’t operate, but is merely simulated.
In the case of military procurement, we have a situation where goods are
not so ordinary, but highly specialized on the contrary, and are only pro-
duced by a few manufacturers; government thus tend to ‘lean on’ local
industry whilst introducing secrecy clauses for public procurement.
Besides, we often have new products, still in their test phase. All this
reduces the possibility for healthy competition, even under the assump-
tion of adequate transparency. And in cases where we do not have com-
petition, there can be no economic efficacy.  Stepping away from free
market competition means extra expenses for society, and as such, real
costs become even more difficult to measure.

Conclusion

It is very clear that there are numerous theoretical and methodologi-
cal problems in calculating costs, or the actual price of national security.
That price is paid by the citizens of a particular country. Regardless of the
aforementioned problems, it appears that many players in the game have
no interest in resolving them: politicians, generals, armament and military
equipment manufacturers. Their motives are clear: with the status quo
they benefit from a lesser pressure to answer for their actions and deci-
sions. A first step would thus be the change of that context.
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SECURITY OF INDUSTRIAL 
DEVELOPMENT IN A GLOBALIZED 

WORLD AND SECURING RAW MATERIALS
THROUGH INTERNATIONAL TRADE

Summary

Globalisation and establishment of the world market of raw materials
has changed the relations in the world economics and has created new
relations between developed and developing countries. Since there is
increased number of state economies in a phase of dynamic develop-
ment the competition for control of the raw materials and for better posi-
tion in a system of a world trade is also increasing. International organiza-
tions, NATO amongs them, have put security of economic development
on their agendas. 

Key words: international trade, natural resources, competition, eco-
nomic development 

Introduction 

The world economy today, is more than ever in the history of
mankind, characterised by a high level of industrial interdependence
between a great number of national companies in the world. This process
is defined by the term globalization and in the economic sense this is not
a new phenomenon. The first period of globalization in the history of
world trade was at the time of the big geographical discoveries in the 16th

century; the second one was during the 18th century as a result of impor-
tant technological discoveries.

But, whilst the large economic powers in the period preceding the
first globalization were trying to establish big colonial empires and an eco-
nomic and developmental base which rested solely on the exploitation of
the raw materials from their colonies, trade of raw materials today is
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exclusively restricted to international trade with ex-colonies, who have
become independent states. Nonetheless, there still remain certain
events in the field of international trade, which might lead us to believe
that international trade is not equally beneficial to all parties involved;
despite the internationalization of the world economy, without the bene-
fits derived from the use of various customs instruments and regional
economic integration arrangements, it is clear that some of the actors
involved would not participate in that kind of international trade without
clear benefits.

Developed countries, in this case the USA, EU countries and Japan,
have based their economic development in the 20th century on the cheap
import of raw materials for input into their industries, which produced
manufactured products. The natural resources of many developed coun-
tries are limited, so they were often forced to import them.

The EU is highly dependent on international trade for acquiring the
raw materials necessary for the functioning of its economy. The EU econ-
omy is based on light manufacturing industry, which uses imported raw
materials; up to 70% of its imports are not manufactured goods, but raw
materials or semi-finished products which are used as input for its indus-
try.1 It is important to emphasise that EU imports 70-80% of its raw mate-
rials, predominantly crude ore of basic metals, whilst 100% of the ore of
some other metals is imported.2

If we look at statistics on the exports of primary products, excluding
crude oil, we see that the biggest ten exporters are developed countries.
Nonetheless, primary products represent a predominant share of the
exports of developing countries, whilst the share of exports of those prod-
ucts in developed countries is small, even though in absolute numbers,
developed countries export a lot. Whilst developed countries use these
raw materials for their own industry, developing countries export most of
these materials as semi-finished products (so called products with low
added value, that is, products which are at an earlier stage in the manu-
facturing process). The reason for this is the low level of technological
development of these developing countries. A big portion of primary prod-
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ucts in the share, of developing countries’ exports, means that those
countries are highly dependent on foreign currency income from abroad,
which is directly connected with the sale of those products on the global
market. This income is in turn highly dependent on the global market
prices at the time of export. According to some analyses, except crude
oil, there was a declining trend throughout the 20th century.

Since we know that developing countries mostly import manufac-
tured products from the fully developed countries, by using instruments
of terms of trade, we can assess the position of developing countries in
the world economy. Terms of trade by definition corresponds to the rela-
tion between the prices of goods which are exported by one country or
group of countries and the prices of the goods which are imported by the
same country and/or group of countries.

Figure 1. Dynamics of terms of trade in developing countries 1980-
2001(1990=100)

Source: Data from UN Handbook of Statistics 2002, by Roberta Piemartini “The Role
of Export Taxes in the Field of Primary Commodities”, WTO Discussion Paper no 4,
World Trade Organization. 

The data in diagram 1 show that over the last two decades there has
been a rapid deterioration in the terms of trade3 of developing countries.
The reason for this is the fact that the prices of their primary products
have been constantly dropping, while the prices of imports - manufac-
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tured goods and crude oil - have constantly increased. This is the trend
which can be related to the 20th century, but there is an encouraging ten-
dency of improving this relation for the better for developing countries.

Especially worrying is the situation of least developed countries
whose economy is based on mono-culture, which entails a low level of
diversification of their export product structure. These countries only have
a few items on their export list, so their development is entirely depend-
ent on the price of these goods on the world market. For some small
island countries, undeveloped countries in Africa but also the crude oil
exporting countries, only a couple of items can represent over 90% of
total export.

Many developing countries, most of them born out of the process of
decolonization during the sixties and seventies of the 20th century, found
their way out of poverty and underdevelopment through rapid industrial
development. They initiated the UN Organization for Industrial Develop-
ment (UNIDO) to help in industrial development, and some of the afore-
mentioned countries implemented the policy of speedy industrialization,
often based on protectionist measures in foreign trade and import substi-
tution. They primarily wanted to increase the level of processing of their
raw materials and thereby also the export of the related products. With
the implementation of these economic measures, these newly born
countries took the initiative in the UN and managed to create and adopt
several international documents which guarantee all countries the sover-
eignty over natural resources on their respective territories.

However, the development of the world economy after the Second
World War was marked by increased export of private capital in the form
of direct foreign investments of the developed states. The main initiators
of this transfer of capital abroad were big companies which had outgrown
their national markets and were looking for global expansion, now known
as transnational companies. In the relevant literature we can find numer-
ous reasons for this kind of transfers, such as cheap raw material, cheap
labour, conquering of new markets and so on. But private property
became sacred in many countries, especially towards the end of the 20th

century and the opening of foreign offices offered a safe way to take over
the management of a considerable portion of natural resources. 

In this way, the transnational companies started relocating parts of
their production capacities particularly to the developing world. This is
called international production and is, by the day, becoming increasingly
visible in global industry and economy. The activities of transnational com-
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panies in the second hall of the 20th century, brought about an increased
development of industry in the developing countries, while in the devel-
oped countries, it slowly loses its role in a process known as de-industri-
alization. These countries today owe their development to service-orien-
tated activities that account for up to 70% of their total financial growth. 

But on the world market, we now have quite a specific market struc-
ture with respect to the most important primary commodities. Few
transnational companies control almost all trade of these commodities.
This market structure is called oligopoly. For example, international oil
trade is controlled by seven big western companies, colloquially referred
to as “seven sisters”. Oligopoly spells the absence of a healthy market
competition, resulting in a number of irregularities in the division of trade
profits. Transnational companies are usually the main arbiters in this trade,
and influence both the supply and demand on the global market. Their
offices in various countries, rich in natural resources appear as huge
exporters of raw materials, and some are also huge importers and manu-
facturers who sell their final products on the markets of the developed
countries. International trade institutions, like stock exchanges and auc-
tion companies, are under the influence of such economic operators and
they are in a position to dictate the prices in these rigidly organized mar-
kets. The following table gives some examples of the oligopozed trade of
some raw materials.

Table 1: Domination of transnational companies in the trade of
some raw materials at the end of 20th century

Source: Branislav Pelević (ed.) ”Međunarodni ekonomski odnosi” (Belgrade: Faculty
of Economics, 1994): p. 457.
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However, with more and more developing national economies in the
world displaying dynamic growth - including China and India, both of
which until recently belonged to the group of highly undeveloped coun-
tries - competition for natural resources on the world market is increasing.
Quite often now numerous analyses, along with China and India, include
Brazil and Russia and other important economic powers in the lesser-
developed world (so called BRIC countries4). They represent a challenge
to the traditional economic powers, the USA and EU. And, contrary to the
developed countries, the members of this group in addition to a dynamic
development have substantial natural resources as its base. As much as
90% of some rare metals are supplied by China or Brazil (niobium, for
example). Furthermore, the reserves of some of the traditional natural
resources are already low , and their supply on the global market is
reduced. That was one of the main reasons for the rising prices of prime
commodities at the beginning of the 21st century. It is also the reason
why many developed countries see the security of their future develop-
ment as a new and most important security risk.

The influence of transnational companies on the raw material/com-
modity market, particularly obvious in the 20th century, was important.
That is one of the factors which influenced the drop of prices of primary
commodities in the 19th and 20th centuries This was true for all commodi-
ties but crude oil, which registered price increases during the 1970s and
1990s.. Though the developing countries tried to influence some trends
on the world trade market, by creating various organisations of countries
producing and exporting some primary commodities5, their influence was
restricted and was only successful in the crude oil market, while the
attempt to stabilize the prices of other primary commodities’ prices
proved unsuccessful. Activities of both companies and organizations
went against the usual market mechanisms, and companies were a bit
more successful with the aim of lowering the prices of primary commodi-
ties. But at the turn of the 21st century the situation in the global econo-
my changed with the birth of new global economic powers that strongly
influence the international markets of primary goods. 
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Figure 2: Metals and energy price increases, 2000-2007 
(Index, 2000=100)

Source: World Bank, Commodity Markets Review

However, from the beginning of the 21st century, prices of all primary
commodities -metals, food and fuels - except for crude oil, have regis-
tered a substantial increase. As this was the period of weakening of the
US currency, we have to look into the real, and not only nominal, prices of
these commodities. Figure 2, according to World Bank figures, shows a
substantial increase in the real prices of metals and energy. The literature
on this subject offers numerous explanations for these developments at
the world market of primary commodities. In order to better understand
this situation, we have to take a closer look at these products’ supply and
d demand at various markets. 

Looking at the world production and trade of basic metals common-
ly used by modern industry, we can notice that the developed countries
have reduced their production compared with that of just a few decades
ago. Their dependency on import has dramatically increased. But in pres-
ent times, we have more competition than a few decades ago, because
some fairly big economies with both fast development and resources
also require huge quantities of these products. The balance sheet of
world-wide production of metals, shows that BRIC countries are leading
in the production of metals such as tin, molybdenum and chromium..

But, if we look at the leading companies in control of world-wide pro-
duction and trade of basic metal, it is clear that they are predominantly
from the developed states. The domination of developed countries over
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the production of basic commodities was kept on this micro-economic or
company level. The relevant data are obtained through special analyses
and monitoring of direct foreign investments, production and sales han-
dled by foreign offices of those transnational companies, and not from the
official statistical data on the foreign trade of certain countries or data of
international trade organisations. This is one of the reasons to suggest the
adoption of a new concept in analyzing the ways of international trade.6

Crude oil is still the most important commodity that is the only pri-
mary commodity the price of which has not been constantly dropping
throughout both the 19th and the 20th centuries. The reason for its price
increase, especially during the 1970s is the creation and functioning of the
Organization of Petroleum Exporting Countries-OPEC. The developed
countries, on the other hand, are strongly opposed to the functioning of
OPEC believing that it encroaches on the free market of energy. Thus,
today we have two regimes in the international oil trade – one of OPEC,
involving a limited supply of this commodity on the free market based on
a quota system for its member countries, and the other of the internation-
al Agency for Energy (EIA- Energy International Agency) based on free
market principles and promoted by the developed countries.7

The developed countries, which are significantly more competitive in
the global economy than the developing ones insist on a free market econ-
omy. This is particularly important for international markets of raw materi-
als. Most developed countries, which are members of the so called Group
of Eight (G8),8 on their summit held in Heiligendamm Germany in 2007
published a declaration stating that they sought to promote: open, trans-
parent and free markets (of primary commodities - author's comment) fun-
damental to global growth, stability and sustainable development“.9

According to G8, it means the application of the principles of free trade and
compliance with WTO rules.
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Trade, 4th International Conference of the School of Economics and Business in Sarajevo
“Transnational Challenges of EU Integration and Globalization”, (Sarajevo, 9-10.10.2008.):
p 30-32.

7 Fred C. Bergesten, “ A Partnership of Equals: How Washington Should Respond to
China's Economic Challenge”, Foreign Affairs, July/August 2008,Internet, Accessed;
13/10/2008.

8 Group of most developed economies and Russia.
9 G8, Declaration from the G8 summit 2007,Heiligendamm, 7 June 2007, Extract - “

Growth and responsibility in the World Economy” - Responsibility for Raw Materials:
Transparency and Sustainable Growth.
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In 2008, oil prices drastically increased to US$ 130 per barrel. This
increase in the prices of the basic energy product was strongly reflected in
the sharply reduced economic development of most countries in the world
which are net importers of crude oil. Many analysts have tried to explain
this drastic increase in crude oil prices, by the growing demand due to the
dynamic development of the developing nations, reduced availability of oil
and so on. The OPEC’s unity and functioning were considerably shaken by
political disputes between its member states, but also by foreign interven-
tions. But, regardless of its activities, the prices steadily increased and the
level of this increase can not be solely attributed to the decisions of this
organization. With the onset of the financial crisis in the USA that subse-
quently assumed global proportion, the prices of crude oil dropped,
because of the general slow down of the economy world wide. Thus,
although the control of crude oil trade is in the hands of the so called seven
sisters (companies from the developed countries), this oligopolization is
often forgotten and OPEC is blamed as the main culprit for price escala-
tion on the world scene.

Although raw materials are essential for industrial production in the
developed countries, we should not overlook the fact that just a small part
of the total value of the final product represents the value of raw materials,
i.e. 1/6 to 1/3. But the problem may arise when the exporting states
attempt to restrict the export of their raw materials and increase their
prices. The tool most frequently used for this purpose is the increase of
export taxes. In this way, the exporting countries significantly add to the
prices of raw materials which they sell on the world market compared with
the prices of these same commodities on the domestic market. This
instrument is deemed extremely damaging for the world market as it cre-
ates an imbalance in the rational allocation of resources in the global con-
text..

In the name of preserving the security of their economic development
many countries resort to export restrictions for their most important raw
materials. For example, Argentina, has introduced a 40% export tax on raw
hides and fur, China charges an export duty of 40% on phosphorus, India
has an export tax of 50 rupees per ton of iron ore, and Russia, apart form
energy, has export taxes for the so called recycled aluminium. With these
measures, states with dynamic development want to secure sufficient
natural resources for themselves. If they are in position to process them,
i.e. have an adequate technology, they aim to export finished or semi-fin-
ished products In the 18th and 19th centuries, the developed countries of
the time, also used the so called protectionist measures, while developing
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their own industrial potential to a satisfactory level ensuring their compet-
itiveness on the world market. The developing countries are today insist-
ing on the use of this same mechanism. From the global aspect, this leads
to a non-rational allocation of natural resources, but it has to be said that
the developing countries are the owners of their natural resources. Their
sovereignty over these resources is somewhat reduced by private owner-
ship of transnational companies which are, in essence, tools for acquisition
of these materials, and can also be endangered by military activities of
more developed and powerful states.

On the world market today, we have a dynamic game where countries
are competing among themselves seeking to acquire sufficient raw mate-
rials. Often, it is not only a clash between the developed and developing
countries but also a dispute about the control mechanism for the natural
resources between the developing countries themselves. An example of
this kind is a dispute between China and India about investments in raw
materials in the Sudan. The stakes in terms of future development and
economic growth were high. In this competition, many of the most devel-
oped countries, which are at the same time dominant in political as well as
military sense, tend to use political and increasingly more often even mili-
tary means in order to secure natural reserves for their future industrial
development. This type of securing natural resources will be seen more
and more in the future.

In 1949, Edward Mason, who studied the influence of raw materials
on American security, came to a conclusion than the USA had a particular
sphere of interest for securing its assess to raw materials, in times of both
war and peace.10 The concept of spheres of interests still exists but what
is new in the world politics is the domination of a single, global, economic
and military power – the USA, with an impressive military power, which
alone invests as much as the rest of the countries of the world combined.
Such investments, of course must have a purpose. Simply put, there
should always be an enemy in the crosshairs to justify that kind of expen-
diture. My personal opinion is that today the preservation of high econom-
ic growth is the main priority of most countries, and so is the securing of
natural resources, even by military action.

In the world today, there are numerous multinational organisations
where cooperation amongst countries is put to practice, such as the ones
turned toward military cooperation, e.g. NATO. But after the end of Cold
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War era, this organization exits the boundaries of its defined authority, both
geographically and in terms of the subjects of its actions. Interventions as
part of the war against terror and against the so called evils states, coincide
with countries with substantial reserves of natural resources. Is it then,
possible that security of economic development goes through the influx of
raw materials which are secured via military actions?

Many international organizations, after the end of Cold War, try to find
their new role in the global arena with the changed constellation of politi-
cal and military power. This applies to universal organizations, such as the
UN, but also to the more specialised ones, particularly in the field of mili-
tary cooperation, such as NATO. The Warsaw Pact as a contrast and real
rival has gone, but NATO remained. This organisation is now transformed
into a club of states which share common political, economic and social
values and use all means to preserve and acquire those values in the glob-
al world.

For the USA, which is a big and powerful country, it is not a huge effort
to mount an unilateral political and military action in the name of preserva-
tion of natural resources for its economy. But, what about smaller coun-
tries, which do not have such force behind them and the ability to protect
their interests. For them, these organisations are even more important,
because only as a group can they represent reasonably powerful actors on
the world market. For example, it is estimated that over 40 different mate-
rials are needed for the manufacturing of mobile phones. Is it easy for Fin-
land, for example, as a small country to secure all these components? The
economists will say, that is always has sufficient resources to buy them on
the global market, regardless of price fluctuations. But, what if the devel-
oped countries take these resources, decide to use them and they never
even get to the open market. In such a case the developed countries would
be using non-economic methods.

Conclusions

In the sphere of the world market, more and more economies - high-
ly developed countries or big developing markets, no matter - take the road
of dynamic development. The developing countries, which are a substan-
tial source of raw materials, want to develop their industries, so as to be in
a position to export both raw materials and finished products. That is the
reason why we have increased competition for natural resources, which,
amongst other factors influences price increases, not only of raw materi-
als, but also manufactured goods on the world market.
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All countries today, and especially the most developed and most pow-
erful among them, are trying to secure their industrial development in a
manner which will give them firm access to raw materials, through inter-
national trade. However, as the resources are being depleted, not only do
their prices increase, but some of the powerful countries are ready to use
non-economic means, including military power, to obtain them. Interna-
tional organisations, even the specialised ones, such as NATO, through mil-
itary cooperation actually enlarge their mandate for the purpose of preserv-
ing joint values in the field of security including also the issues of security
of economic development.
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UNDERSTANDING SECURITY IN THE
BUSINESS COMMUNITY OF SERBIA

Summary

The goal of the research was to try to identify the relations
between security and economy in the context of the business com-
munity of Serbia. The two key components surveyed are attitudes
towards Euro-Atlantic integrations and towards the security sector
reform. NATO integration was primarily taken as a road to the EU
while other consequences of integration were disregarded. The issue
of the security sector reform was neglected and it wasn’t associated
with business operations in Serbia. The paper tries to explain why the
business elite of Serbia, in the context of its formation is not recep-
tive to social researches. 

Key words: security sector reform, Euro-Atlantic integrations, busi-
ness community, market, profit. 

Introduction 

The goal of the project “Economy and Security” was to determine
the relation between the business community in Serbia and its under-
standing of security. The former socio-political system in Serbia and
Yugoslavia1 was centralised and envisaged the participation of all social,
including business, entities in security matters. In order to maximise the
profit over the economic transformation process in the 1990s, compa-
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nies2 stopped providing ancillary social services and focused on their main
business activities. Prior to the political transformation of October 5th,

2000, the economic and political elites were (re)structured. From that
process we can learn about the features of the Serbian business elites and
their attitudes towards social issues, and in particular towards security
matters. The absence of state control over security activities of legal enti-
ties came as a result of their privatisation (at least nominally). In 1993 the
Law on Fundamentals of Social Self-Protection3 ceased to have effect,
thus making the legal obligation of participation in social security policies
null and void. Since the abolition of the abovementioned responsibility has-
n’t removed the security risks, we wanted to determine to what extent the
representatives of the business community of Serbia understood the chal-
lenges, risks and threats and what was their reaction to them. To that end,
we conducted an explorative research aimed at mapping the main trends
and ambitions of business communities. The research should provide a
viable starting point for the formulation and justification of future research
hypotheses. 

The initial hypothesis of the research team was to examine, through
open interviews, the standpoints of the business community towards
Euro-Atlantic integrations, and to determine what its members considered
the greatest security threats. This method was expected to reach the syn-
ergy of the interests, attitudes and shared solutions for social interests and
the requirements of the Serbian companies.

The fundamental research learning tool was an open interview, while
the researchers also made use of articles published in the “Economist”
Magazine, where representatives of the business elite normally express
their viewpoints. 

The realised sample is very small and consists of only four interviews.
Since the data obtained in this explorative research allow us to gauge the
presence of certain attitudes in the business community of Serbia, it can
also be used to formulate the follow-up research goals. The purpose of the
conducted research was to emphasize certain attitudes of businessmen in
Serbia, given that no other effort of this kind has yet focused on their per-
ception of safety.
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In the following chapters we are going to analyse the attitudes of rep-
resentatives of the business community. They are classified into two the-
matic areas: Euro-Atlantic integrations and security sector reform in Serbia,
which we considered important from the perspective of the relation
between economy and security in Serbia. 

Attitudes on Euro-Atlantic integrations 

Business community attitudes on the EU, NATO and PfP are declara-
tive – there is a general consensus that Euro-Atlantic integration is a posi-
tive initiative. However, the business community representatives deem it
a political rather than a business issue, thus one beyond their4 compe-
tence. A representative of a company explained that he decided to do busi-
ness in Serbia mainly due to the announced liberalisation of its economy
and the initiation of EU integrations. From his point of view, entering the
Serbian market is a long-term process. On the other hand, the representa-
tive of another company included in this research, explained that his inter-
ests were mid-term and formulated a relative opinion towards the EU inte-
gration. In the first case, the democratic change of the government and the
political elites’ support to the EU integration imply the existence of a cer-
tain degree of democratization in society. This democratization “allows
planning and provides the insight into future regulations and considerably
decreases the possibility of declaring new wars and bringing about mass
destructions”. The fact that all governments after the year 2000 have been
actively working on Serbia’s integration into the EU, implies that there is “a
certain degree of stability in the country which considerably increases Ser-
bia’s prospects for future investments”5. The respondents are predomi-
nantly of the opinion that EU integration will officially inaugurate a set of
European laws, some of which are already internally applied in certain
companies. A higher degree of integration contributes to the increase in
investments, which is favourable for conducting businesses.
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gration as a necessary step towards the EU itegration, rather than
a step that will enhance state security.

4 Business community.
5 Respondent’s statement.



The transition countires involve an increased risk which, for the
investors, implies greater profits. One of the respondents stated that big
companies do not experience any problems in entering the Serbian mar-
ket, while small and medium-sized enterprises find that more difficult.
This respondent sees the reasons for that in political influence and the
pulling of political strings. Although we can take this viewpoint as biased,
there is a partial consensus with the other respondent’s opinion (the one
representing an international company located in Serbia) who believes
that the EU integration is a long-term goal safeguarding the company’s
interetsts for a longer period of time. On the other hand, he also believes
that nowadays people take the advantage of “the absence of the Euro-
pean legislation”, as the “non-regulated market” will bring them profit in
the the short- and mid-term period. 

Attitudes towards secuirty sector refrom 

“Activities of economic actors in Serbia are not directly influenced by
the seurity sector situation in the country”6

The research hypothesis that the security sector reform directly con-
tributes to the creation of a safer environment for business operations
was proven wrong. The respondents only remotely connect secuirty sec-
tor reforms to their businesses, and when they do so, it is only in the con-
text of the overall reform processes of the state apparatus. The corrup-
tion and inefficiency of the police and judiciary are identified as the great-
est threats to doing businesses. The business community of Serbia
shows no interest in the security sector reform, or the civil and democrat-
ic control of the armed forces. As one of the respondents says the activ-
ities of economic entities in Serbia are not directly influenced by the situ-
ation in the secuiry sector. 

As regards the questions related to the secuirty component in doing
businesses as well as the security prices the companies are charging, all
respondents provided similar answers. Namley, secuirty issues are, too,
underestimated in Serbian business circles. For instance, the costs of
political and secuirty risks’ insurance are not included in the price of the
service renderd. On the contrary, entrepreneurs adjust themselves to the
market supply and demand. The appointed department within a compa-
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ny deals with security threats only once or twice a year. One respondent
stressed that “although these problems do not make an impact only on
our company, the solutions are beyond our competence thus leaving us
passive observers”.7

Some representatives of the business community see the police and
the judiciary as their only points of reference with the security sector.
According to the statement of one respondent “public security is under
the influence of political parties and political affiliations”, which can be
best seen in the attitude of the public security (sector) towards property
and private ownership. “The lack of law enforcement or the arbitrary
enforcement of laws speaks in favour of such a public security policy,
while the inefficient judiciary additionally contributes to the already poor
state of affairs. The key problem lies in the absence of market institutions
and inefficient fight against monopolies. This leads to the establishment
of big companies’ interest groups (tycoon clusters), while small and medi-
um sized companies are “on the edge of existence”. This is in contrast
with the situation in Romania that presently has more than 36,000 small
and medium sized enterprises. However, this number has been on the
raise particularly in the years following its EU integration”.8

The Serbian business community does not see any benefit from the
security sector reforms and has a limited understanding of security as
well. Its members attach importance only to immediate threats. Social
accountability (responsibility) hardly exists – neither are the companies
legally bound to share the security burden,9 nor do the market competi-
tion mechanisms encourage social accountability. It is also arguable
whether the business community of Serbia sees any interest in Euro-
Atlantic integrations at all. All respondents expressed a positive opinion
about Euro-Atlantic integrations stating that the main reasons in favour of
it are: the adoption of laws and their implementation, efficient judiciary
and predictability and transparency in the business sector. NATO integra-
tion is understood only as a step forward on road to integration into the
EU with no effect on the security situation. However, in terms of busi-
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ness, the market in Serbia is more risky and has fewer binding regulations
than the EU markets, which is highly convenient for international compa-
nies that make huge profits. The local economic elite is facing the prob-
lem of the existing monopolies enabling large profits. It bears mentioning
that the monopolists owe their economic power to the non-regulated
local market while in the EU market they may not be competitive at all.

Conclusion

The response of business community members to this research was
very weak and the low turnout at the follow up conference only proved
their indifference towards security problems. The problem the authors of
this paper faced was how to interpret this lack of their concern. The fact
that the representatives of the business community were not receptive
to the survey questionnaire and the subsequent lack of their participation
in the conference, are actually facts confirming some of their attitudes
expressed during the interviews. On the one hand, we can assume that
the division of labour, as a foundation of every society, ideally implies a
clear distinction of activities – both in economy and in security. However,
there are many examples of business enterprises from the past, whose
business policy was in line with the state security policy10. Therefore, we
believe that the business community subject to our study was only
reserved towards research initiatives. 

The researches of business elites in Serbia and in the SFRY show the
trend of business community unreceptiveness towards such analyses.11

The research practice has shown that the economic elite has always been
more reserved than the political one. The political elite based its legitima-
cy on its openness (at the time of SFRY it legitimized the socialist system
opened to everybody, while at the time of political pluralism the openness
was motivated by competitive elections). The process of politico-econom-
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11 For more on the research of business elites, see: Mladen Lazić, U susret
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ic transformation increased the unreceptiveness of the economic elite
towards social research and this explains the low response of the com-
munity in our research as well. A sensitive political situation and the lack
of market principles (also stressed by our respondents) are only addition-
al arguments along these lines. Therefore, we can rightly believe that
some respondents rejected to complete the questionnaires regarding
their attitudes on Serbia’s foreign affairs policy so as not to jeopardize
their own business operations. 

Finally, additional reasons for the economic elite’s unreceptiveness
lay in the fact that the economic system of Serbia for almost a decade suf-
fered an international isolation, which gave rise to grey and black markets
as the then main economic mechanisms. At that time, big business deals
were done illegally and secretly and through political bargaining rather
than by the law of supply and demand. This manner of doing businesses
led to the creation of a specific and still existent climate, which made the
business elite resistant to the public opinion.
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Summary

This study is an attempt to provide an overview of the possible rela-
tions between a country's economic growth, its development and secu-
rity integration arrangement. The paper looks at the basic macroeconom-
ic indicators of transition countries; their levels and changes prior to and
after integration into collective arrangement, and determines whether
there might be a link between the two. Additionally, in order to draw out
information about a country’s security, the following indicators are consid-
ered: macroeconomic indicators, political risk, state effectiveness, legisla-
tion, scope of corruption and the like; that is to say, changes in a country’s
security rating as it progresses towards security integration.

This paper examines foreign direct investment (FDI) as this consti-
tutes the main pillar of economic growth and pays attention to the rela-
tionship between variations in FDI and country security. This study exam-
ines country security through country risk indices i.e through political risk.
Analysis is made of the correlation between the inflow of the foreign
direct investment and the level of political risk, and appropriate cross-cut-
ting relations between the two elements are defined. 

It is also our aim to conduct research into various theoretical findings
that have already been established, in particular, to focus on countries that
have gone through transition and that have been in a similar situation to
the Republic of Serbia. 

The analysis is divided into four parts. The first part deals with the
concept of country risk and the methods used to measure it. The second
part deals with the relationship between country risk and foreign direct
investment, while in the third part we offer an explanation around the link
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between country risk indicators and being a member of NATO. The fourth
part provides an empirical analysis of available data and conclusions about
the correlations and relationships between the observed indicators. 

Key words: country risk, political risk, foreign direct investment,
gross domestic product, NATO, the European Union 

Introduction 

There have been numerous national and international theoretical dis-
cussions about the relationship between state national security and devel-
opment. What we have here is an attempt to establish the cause and
effect relationships and impacts that the level of national security may
have on the development and the growth of an economy. Serbia, as a
state that has already entered the second stage of the transition process,
has reached the point where inclusion into security and economic integra-
tions becomes an option. Debates and discussions that deal with the
issues around such integrations, on the one hand, link economic and
security costs and, on the other, highlight the benefits which security inte-
gration arrangements could bring along.

In order to answer these questions, it is necessary to define what a
country's national security actually represents. In its broad context, the
national security apparatus corresponds to all elements of defence (mili-
tary, police, intelligence agencies, as well as all security institutions), then
political and economic stability. 

The importance of national security for the development of a nation-
al economy is vital, in the same manner that economic stability is signifi-
cant for national security. Country safety and security is a foundation for
the economic growth and development of a country, from the perspec-
tives of both local and foreign economic entities. The security component
is included into all analyses and forecasting of current and future busi-
ness, which imposes the need to measure security. Security indicators
have been developed to include macroeconomic indices, rule of law,
scope/level of corruption, as well as geographic position and cultural her-
itage. 

The economic growth and development of transitional economies is
dependent on numerous factors; amongst all these, foreign direct invest-
ment is, at least in the context of East European countries, identified as a
critical factor that has immensely contributed to the economic growth of
transitional economies. Foreign direct investments have an influence on
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economic growth in several ways: they are considered to consider-
able resources, they increase employment and export, they are used
to cover for current trade deficits common in transitional economies.
Our country for instance is a small open market economy that is
under-capitalised with negligible capital accumulation and low domes-
tic savings. The sole genuine source of funds is limited to foreign
direct investment. The other East European countries face similar or
identical circumstances. 

Foreign investors, when analysing prospective target countries, first
look at economic indicators, i.e. the potential amount of profit their invest-
ment can make. Assessing the profitability of a future investment
includes assessing the political and economic risks of the respective tar-
get country. There are many institutions in the world that deal with the
assessment of risk and that provide investors with information about the
context in specific economies. 

The security level of a country considerably influences the level of risk
of an investment. There is therefore a direct relationship between securi-
ty and economic growth through the creation of an environment suitable
for investment. A well-organized and safe environment will more easily
attract investments than an environment that does not provide an appro-
priate level of security, primarily because security is necessary to protect
investors’ assets and make profit. 

Country risk 

Country risk is defined as a group of various risks which might impact
on investment into the recipient country of investment. All business
transactions include certain level of risk related to the potential level of
return on the capital invested and profitability of transactions and invest-
ments. When it comes to foreign transactions, the investor country, unlike
local investors and economic entities, constitutes a source of potential
additional risk. This risk includes problems linked to local economic struc-
tures, the implementation of a national policy, to the social and political
institutions, to its geographic position, its currency, and the like. 

The fundamental components of country risk can be divided into two
categories1:
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1. Components subjected to quantification and assessment 
- Economic risk
- Financial risk
- Risk of foreign currency changes

2. Qualitative components whose assessment is complex 
- Political risk
- Cultural risk
- Risk related to the legal framework of a country 
- Regional risk 
- Systematic risk (global crises)

Country risk is an indicator significant for the inflow of investment
capital simply because if risk is high, foreign investors’ interest in placing
their investment is subsequently reduced. This analysis focuses on polit-
ical risk and its components. It also examines the following economic
components: basic macroeconomic development indicators and econom-
ic growth. 

Political risk, in its narrow sense, implies the risk of changes in politi-
cal institutions related to changes in the government and/or to the social
composition of society, as well as changes in other non-economic factors.
This type of risk implies for creditors, export entities and investors to hav-
ing their businesses closed by an arbitrary decision of the government
(confiscation, nationalisation, wars and the like), or by an abrupt change in
the political situation of the country or by a worsening of the ruling gov-
ernment (lack of transparency, corruption, poor bureaucracy, etc.).

There is also risk pertaining to the legal framework of a country which
related to unexpected changes in regulations and legal provisions relating
to the economy, trade and financial transactions, including laws providing
for foreign direct investment. This type of risk includes the issue of lack
of transparency in the legal framework itself. 

There are three sources of political risk:
- Direct: nationalisation, confiscation, crime, terrorism.
- Indirect: civil disturbances/unrest, inefficient laws, ideological

and cultural differences, sanctions and blockades.
- Interactive: corruption, bureaucracy/red tape, poor institutions

and the like.
Economic and political analyses for most of the developed countries

are accessible to the general public. Those countries have highly devel-
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oped and predictable economies, as well as relatively stable govern-
ments. When it comes to developing countries however, that is not the
case. Developing countries lack transparency and relevant statistical data
which creates additional obstacles and insecurity, as well as increasing
investment risk. 

Political risk is often defined as corresponding to the (in)stability of
the government and the presence of or lack of an independent judiciary
and legal system. In addition, the relationship between a country and its
neighbours and other countries is also a component of political risk. Poor
political relations among countries might cause unexpected problems
with respect to business and investment such as: imposing sanctions,
customers’ or suppliers’ boycott and violent behaviour towards compa-
nies originating from a specific country (for instance, in our country, the
McDonald’s restaurants) 

Depending on the manner in which events might affect foreign
investment, there are three categories of political risk2:

1. Specific country risk (macro-risk)
• Political and economic stability of a country, standpoint of the

government and of the general public of the host country
towards the investor country.

• Political and administrative infrastructure of the host country,
for instance: the number of political parties, frequency of gov-
ernment changes (frequent change in the governing structure
might result in creating a very insecure environment for con-
ducting business).

• Ideology of the toughest political parties, and in particular, of
the parties in power. 

2. Specific risk for the company (micro risk)
• Conflict of interest between investor and host country.

3. Global risk (terrorism, environmental protection, poverty etc.)
There are at least three sources of information that serve as a foun-

dation for making forecasts and assessments of risk and its components:
written reports, information obtained from the financial markets and sum-
mation assessments, such are various indices and rating lists. Due to the
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difficulties in quantifying various types of risks, all the aforementioned
sources are used in producing assessments and forecasts3. 

Written reports mainly focus on the progress in a country’s develop-
ment and assessments of further potential developments. Those reports
are compiled by private enterprises or international organizations, such
are the World Bank and the OECD. Such reports might include data about
a country’s economic performance, but are mainly qualitative and narra-
tive. Written reports mainly provide general information and recommen-
dations, and are not considered to be solid material for the quantification
of results. Pieces of information solicited from the market and indices are
of an empirical i.e. quantitative nature and provide much more convenient
information. For an example of the quantitative calculation and forecast-
ing of political and overall risk, please refer to the methodology of the
„International Country Risk Guide“.

International Country Risk Guide Methodology (ICRG) 
– The PRS Group

IRCG methodology represents a model of financial, economic and
political risk forecasting. It was established in 1980 due to the needs of
clients and investors for a genuinely quantitative analysis of the potential
risk relating to international business transactions. The methodology is
based on a statistical model of risk calculations, as well as additional
analyses of extra information not contained in numbers. The ultimate
result represents a complex model and enables the measuring and fore-
casting of various types of risks and comparisons among countries
according to risk parameters.

This methodology includes 22 variables that are divided into three
sub-categories of risk: political, financial and economic risk. Specific
indices are established for each subcategory and those are: political risk,
marked out of 100 points, financial risk - 50 points and economic risk - 50
points. Those points are added up and the total sum is divided by two. In
this way the weighting of the results is done. This results in the creation
of a composite country risk index (Figure 1). The index ranges from zero
to 100: from low risk (80 to 100 points) to high risk (0 to 49,5 points)4.
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Figure No 1. Country Risk components – IRGC methodology

Total risk (Composite risk rating CRR) = (PR+FR+ER)/2
Interpretation principle: the highest ranking, the lowest risk 
Source: International Country Risk Guide Methodology, the PRS Group

The Political risk indicator includes 12 weighted variables that cover
both political and social parameters. IRCG provides ratings for 140 coun-
tries on a monthly basis and ratings for a further 21 countries on an annu-
al basis..

The advantage of this model is that customers can form their own
risk assessments based on the ICRG model, or they can customise the
existing model in order to meet their specific requirements. In cases
when a specific risk factor is of vital importance for the investor, the index
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could be adapted so as to provide greater weighting to particular risks.
The index is used by investors, banks, multinational corporations,
importers, exporters and others. This model helps them to asses the
financial, economic and political risk of a country, which might affect their
business and investments both in the present and in the near future. 

Below we will discuss the relation between country risk indicators
and foreign direct investment i.e we will deal more thoroughly with indi-
cators of political country risk and foreign direct investments. 

Country risk, political risk 
and foreign direct investments

As mentioned above, foreign direct investments are of vital impor-
tance to the a country’s economic development. Therefore, we will
devote considerable attention to the risk of relevance to foreign
investors. The reports of the Employers’ Association of Bulgaria and
the Centre for Liberal Strategies can be taken as examples of the
views of foreign investors, who have singled out the following funda-
mental risks facing prospective foreign investments in Bulgaria:

• Former communist country: poor legal framework, widespread
corruption, high level of business insecurity (Doing business
2008) – high (transaction) costs,

• Balkan country: multi-ethnic state and presence of tensions
among neighbouring states, instability – high risk 

Foreign investors place their capital outside their own home
(source) country primarily because of the potential for extra profit.
When making a decision where to invest, besides the basic econom-
ic indicators (amount of investments, costs of labour power, customs’
barriers, etc.) investors are interested in the national legislation and
the subsequent security of their investments, as it was mentioned
earlier in the case of Bulgaria. The scale of corruption and the geo-
graphic position of the target country are also of vital importance
(security in the legal sense and possibility of emerging conflicts and
tensions in the country and in its surroundings). There are various
institutions that deal with the analyses of countries which foreign
investors might find interesting. Those are mainly underdeveloped or
developing countries. Those countries are in great need of inflows of
foreign investment and they are adjusting their regulations, laws and
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business practices to the requirements of investors. One of the insti-
tutions that monitor these indicators is the Foreign Investors’ Council.
This institution is a part of the OECD and it monitors all events relat-
ing to foreign direct investments in nine East European countries. 

The Foreign Investors’ Council in Serbia has published the latest
“White Book” of investments that includes recommendations for
enhancing the business environment in Serbia. It also provides an
overview of the current situation in the country. It says that one of the
main problems is the growth of the current deficit and the growth of
political risk. Due to such negative trends the credit rating of a coun-
try was lowered (Standard & Poor’s: from BB-/stable to BB-/negative).
In Serbia, over the last year, a total of three indicators worsened: state
government, freedom of the media and independence of the regula-
tory infrastructure (Freedom House, 2008). 

A country’s credit rating includes an assessment of the possibili-
ty and readiness for the government to settle its debt in a timely man-
ner and in its entirety (it measures the capacity of the country to
return the debts). To calculate a credit rating, it is necessary to take
into consideration both economic factors (possibility to have debt
returned) and political factors (readiness to return the debt). From the
perspective of country risk and political risk in its narrow sense, cred-
it rating is a vital indicator for the level of trust in governmental oper-
ations. If we consider the economic aspect of country risk, the credit
rating is important, as it directly affects the level of foreign direct and
portfolio investments, of interest rates on foreign loans, and of inter-
est rates in the host country. Macroeconomic risk linked to such fac-
tors may lead to a considerable reduction in foreign investments
inflows, and subsequently, to the possibility of high and growing bal-
ance of payments deficits as a result of falling foreign investments.
This could ultimately lead to macroeconomic stability and a reduction
in the level of economic activities. In 2007, according to the World
Bank (Figure No. 2) Serbia was listed among the countries with high
political risk (number grade 4.27 – out of 207 countries, Serbia took
85th place on the ranking list). Looking at neighbouring countries, only
Bosnia & Herzegovina (grade 4.25- out of 207 countries it took 84th

place) and Albania (grade 4.24- out of 207 countries it took 82nd place)
had higher political risk. 
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Figure No 2. Political risk global map

Source: Global risk portfolio

In order to make Serbia more attractive to FDI, it is necessary to
focus on reducing the country’s political risk. Besides economic and
financial risk, political risk is one of the fundamental components in
the analysis of investment profitability. Some of the basic compo-
nents of political risk are: government stability, the possibility of con-
flicts arising in the country itself and in its neighbouring states, and
all parameters relating to the security of the invested capital and
doing business. The less political risk there is, the greater the securi-
ty in the country and subsequently the greater the inflow of foreign
investments. What actually contributes to a decrease in foreign
investments still remains to be identified here. 

If we take our country as an example, it is clear that Serbia has a
problem with Kosovo and that this problem influences to a great
extent the assessment of political risk and state stability. As long as
Serbia stays in this high risk zone, it will be difficult to attract foreign
investors, which as a consequence, will negatively impact on the
growth of the economy. As one of the potential solutions to stabili-
sation is accession to the EU and NATO, the next chapter will deal
with the relationship between political country risk, security and eco-
nomic integration. 
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Country risk, political risk and NATO

There is no official direct relationship between political risk and acces-
sion to NATO. Moreover, all available studies and pieces of research deal-
ing with this issue are based on theoretical discussions and experts’ opin-
ions. That is to say, there is no empirical analysis of the potential impacts
of a country’s defence integration and the resulting reduction or increase
of political risk on its economic growth. 

Theoretically speaking, the benefits of NATO membership are as fol-
lows5:

• Collective defence – an attack on a single state is considered as an
attack on all member states.

• Reduced defence costs – this is in comparison to the defence
costs of the states that are not members of NATO.

• Collective security – security of a single member state is at the
same time the security of all other member states.

• Full participation in decision-making processes. 
• Increase in capacity of having an international impact. 
• Support to reforms – includes all areas.
• EU membership – there is no official relationship between NATO

and EU membership. However, when it comes to ex-communist
counties, it is believed that NATO membership represents a posi-
tive signal for the acceleration of the EU accession process. 

• Economic growth and foreign direct investments – there is no
direct relationship between the two elements, although it is known
that NATO membership implies greater security, and at the same
time, it contributes to a reduction in political risk. The latter subse-
quently contributes to an increase in FDI and economic growth. 

It bears mentioning that NATO membership gives a strong positive
signal to all potential investors. From a theoretical point of view, one of the
big advantages of NATO membership is the development and stabilisation
of democracy. It also contributes to security sector development, which
may in turn lead to an increase in employment rate, in infrastructure-build-
ing capacity and, in creating favourable conditions for the development of
the entire economy. All the aforementioned entail a reduction of country
risk. 
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This analysis will not go into any detailed discussion about the prof-
itability of NATO membership. It is our goal to consider what hap-
pened in countries in a similar situation to Serbia. That it so say, we
will try to find out whether the aforementioned theoretical advan-
tages have had any positive influence on the reduction of investment
risk in those countries and whether macroeconomic indicators have
considerably changed. 

Some of the leading institutions dealing with risk assessment are:
• Heritage Foundation – Index of economic freedom based on 50

economic variables with 10 basic components (trade policy, fis-
cal burden of government, economic government interven-
tions, monetary policy, flow of investment trends and foreign
direct investments, banking and finance, wages and prices of
goods, property rights, regulations and grey economy. 

• PriceWaterhouseCoopers’s Opacity Index – Index based on
the costs of capital loans. This index is based on five compo-
nents: corruption in bureaucracy, government contracts, econ-
omy (fiscal, monetary and taxes), bookkeeping standards and
regulations for conducting business). 

• The Institute for Management Development’s World Competi-
tiveness Report – Analysis of the institutional framework that
takes into account: state efficiency, transparency of the gov-
ernment policy, independent of public service, bureaucracy,
bribery and corruption. 

• Freedom House - monitors development and the protection of
political rights and civil freedoms in 192 states. Political rights
and civil freedoms are ranked on a scale from 1 (best) to 10
(worst). 

• The Political and Economic Stability – conducts monthly evalu-
ations that combine qualitative and quantitative criteria: institu-
tional efficiency, political legitimacy, economic performance
and government efficiency. 

• Business Environment Risk Intelligence (BERI) – 3 components
of country risk: business climate, political stability and foreign
exchange rate. BERI quarterly establishes two risk indices: ORI
(Operations Risk Index) and PRI (Political Risk Index). The
results are ranked in a scale from 0 (worst) to 100 (best). 
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• Political Risk Service’s – measures and monitors public perception
about corruption in government, laws, bureaucracy quality and risk
of asset seizure. 

• WORLD BANK – developed database of indicators for weighting
political stability, government efficiency, rule of law, regulatory qual-
ity

• The London-based Economist Intelligence Unit (EIU) 
• Moody’s – monitors the structure of social interaction, social and

political dynamics and basic economic indicators. 
• Standard and Poor’s – quantitative and qualitative approach. Index

is based on 10 categories, including political risk. The influence of
political risk on the economy is monitored as well as government
quality and the degree of public support. 

• Euro-money - A panel consisting of 32 leading economists across
international organisations evaluate financial market performances.
The panel of political analysts weigh short-term destabilization risk.
The results range from 0 (worst) to 100 (best). The basic categories
of risk are as follows: economic performances (25%), political risk
(25%), and indices of foreign debt (10%) 

• Institutional Investor’s – range from 0 to 100 mid-year ranking of a
total of 136 states; their loan risk based on the finding of surveys
of 100 leading international banks. It contains economic, political
and financial indices. 

• Transparency International – Corruption index based on the world
network of information sources: non-governmental organizations,
foreign and local companies, investors. 

Each of the aforementioned institutions in the process of measuring
or ranking countries take political risk as one of the key components. 

Political risk and macroeconomic indicators analysis

In this chapter we are going to analyse country risk indicators, i.e. polit-
ical risk indicators and will try to determine whether there is a relationship
between the latter and NATO accession. We are going to analyse macro-
economic indicators (gross domestic product and foreign direct invest-
ments) and their flow as well as the possibility of establishing a relationship
between country political risk and subsequent NATO accession. Also, we
will highlight the results of several interesting studies that deal with the
same issue. 
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Political risk indicators’ analysis 

Owing to the limited accessibility of available data, we will only consid-
er a few components of country political risk. These are the political risk
indicators developed by the World Bank: 

• Freedom of speech 
• Political stability and absence of violence 
• Government effectiveness 
• Regulatory Quality
• Law of rule 
• Control of corruption
Indicators are expressed in standardized values ranging from –2,5 to

+2,56, with higher values denoting a better ranking position. With this in
mind, we can concur that a higher percentage implies an improvement of
the observed parameter. Our analysis uses data from the period 1998 to
2007. 

The countries subject to this analysis were not NATO members at the
same time. It bears mentioning that the Baltic countries obtained member-
ship of the EU and NATO in the same year. Taking that into account, it is
almost impossible to isolate the results from those two integrations.
Those countries are significant to us due for the purpose of comparison
with the countries that became members of EU prior to obtaining mem-
bership with NATO, and vice versa. 

Taking into consideration the countries that entered NATO in 1999
(Table no. 37), it is interesting to note that, in their year of accession, almost
all indices worsened, while some improvement was noticeable in the sec-
ond year of their membership. Important to our analysis is the fact that a
considerable drop in political stability occurred a year after their accession
to NATO, while in 2002 political stability increased considerably. 

Taking into consideration the countries that entered NATO in 2004,
we notice that a similar pattern applies: in the year of accession almost
all indicators dropped while they saw an improvement one or two
years after accession. In terms of political stability, the Baltic countries
have recorded a constant decline, apart from Estonia which in 2006
recorded an increase, although this increase wasn’t sufficient and fell
again in the following year. 
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Figure No 3. Change of indices one year after the NATO accession

Source: CEVES

Out of all countries (215) whose indicators are monitored, the above-
listed countries are in the top 40% most monitored countries. It is clear
that there are positive developments when it comes to political risk trends
and country risk indicators over the period of accession to NATO or in the
period immediately after accession. However, the extent to which the
process of NATO accession contributes to the positive developments is
more questionable. It has to be taken into consideration that the observed
countries had already reformed their respective security sectors to a cer-
tain extent, prior to their NATO accession,. Even political risk indicators
saw positive trends in the period prior to NATO accession. 

Macroeconomic indicators’ analysis 

We will consider trends of basic macroeconomic indicators relevant
for our analysis: gross domestic product and foreign direct investments
and we will try to determine whether there is a relationship between
those indicators and accession to NATO, that is to say, whether NATO
integration affects economic growth.

It is interesting to mention that the countries that have gone through
a similar process of obtaining EU and NATO membership have seen sim-
ilar trends in their macroeconomic indicators. The first group of countries
includes Hungary, the Czech Republic and Poland, which all became
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members of NATO in 1999 and of the EU in 2004. The second group
includes the Baltic countries of Estonia, Latvia and Lithuania, which simul-
taneously became members of NATO and EU in the year 2004. The last
group includes Romania and Bulgaria (NATO membership in 2004 and EU
membership in 2007), as well as Slovenia and Slovakia who acceded to
EU and NATO in the same year as the Baltic countries (2004)

First group of countries - Analysis of gross domestic
product trends and foreign direct investments 

In the case of the first group of countries that became NATO mem-
bers in 1999 (Figure 4), their GDP grew in the period of accession, then
decreased and since 2003 it has seen a constant increase in all countries.
If we compare this with the changes in political indicators trend (Annex,
figures A1-A6), we will notice that in the period of decrease of the
observed indicators’ values, the GDP saw a decrease as well. It is interest-
ing to mention that those countries obtained EU membership in 2004,
which probably made an impact on the growth of their economic activities. 

Figure 4. Pace of GDP growth in Hungary, 
Poland and Czech Republic 

- NATO accession; -- EU accession
Source: Euro-stat

If we focus on foreign direct investments (FDI) i.e on the inflow of for-
eign investment capital, we notice an increase in inflows of FDI in the year
of NATO accession. GDP grew at a slower pace only in Hungary - 4.65%
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in comparison to GDP growth in the previous year. The Czech Republic
(79.24%), then Poland (20.63%) saw the greatest increase in FDI ( Annex,
table 8). 

It is a fact that there has been a considerable increase in FDI in the
observed period. In the period prior to accession, all countries were focus-
ing on conducting security sector reforms. This is a common denomina-
tor for the countries that went through transition, which in itself implies
changes both in the economy and in all other state sectors. Progress in
all economic sectors, including FDI inflow, comes naturally after a set of
serious reform activities. It is difficult to say however to which extent
NATO accession itself made an impact on this progress. 

Figure 7. FDI inflow in Hungary, Poland and Czech 
Republic (million Euro)

- NATO accession; -- EU accession
Source: Eurostat

Pace of Gross Domestic Product & Foreign 
Direct Investments Growth in the Baltic 

countries – Analysis 

After a considerable drop in GDP in 1999 the Baltic countries saw an
abrupt increase in GDP in 2000. The positive trend continued after the
year 2000. In the period of accession (2004) the pace of Gross Domestic
Product growth saw an increase. Since those countries acceded both to
NATO and EU in the same year, we are not in opportunity position to sin-
gle out the separate impacts of EU and NATO integrations respectively. 
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Figure 5. Pace of Gross Domestic Product Growth 
in the Baltic countries 

- NATO accession; -- EU accession
Source: Euro-stat

In terms of FDI inflow, in 2004 Estonia recorded a fall of 5.72% com-
pared to the previous year (in 2003 it recorded an increase of 167.75%).
However, as early as in 2005 it grew to 190.84%. Lithuania saw the great-
est increase in investment inflow of 289.38%, and in Latvia it was
90.07% (Annex, table 8). As table 8 shows, the increase in the inflow of
investment was already noticeable in the year of accession. It bears men-
tioning that all reforms come as a natural consequence of the holistic
development of a country. 

Figure 8. FDI inflow in the Baltic countries (mill Euro)

- NATO accession; -- EU accession
Source: Euro-stat
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Pace of Gross Domestic Product & Foreign 
Direct Investments growth in the third group 

of countries – Analysis 

Those countries which we have classified as third group countries,
obtained NATO membership in the same year (2004), while their EU
accession occurred at different periods. Therefore, Bulgaria and Romania
became members of EU in 2007, while Slovenia and Slovakia did that in
2004. All countries recorded GDP growth in the year of accession to
NATO (2004). However, the pace of GDP growth in the year of EU acces-
sion is not recorded and it is worth saying, that the four countries men-
tioned, saw a considerable increase of GDP as early as 2004. 

Figure 6. Pace of Gross Domestic Product growth in Bulgaria,
Slovenia, Slovakia and Romania

- NATO accession; -- EU accession
Source: Euro-stat

The countries in the last group are categorised according to the year
of obtention of EU membership and trends of FDI inflow. Both Bulgaria
and Romania obtained NATO membership in 2004, while they achieved
EU membership in 2007 and subsequently have had similar trends of FDI
inflow. In the year of NATO accession, the pace of FDI growth accelerat-
ed: in Bulgaria it went up 47.5%, while in Romania this figure rose to
166.29% as compared to the previous year (Annex, table 8).

77

Country risk, foreign direct investments and NATO



Figure 9. FDI inflow in Bulgaria and Romania (million Euro)

- NATO accession; -- EU accession
Source: Euro-stat

Slovakia and Slovenia obtained NATO and EU membership in 2004.
The two countries saw a considerable increase in FDI inflows as early as
2002 (Slovakia 317.96%, Slovenia 148.70% compared to 2001); while in
the year of accession Slovakia experienced a decrease in FDI inflow
39.89% compared to the previous year. Slovenia saw an increase of
27.59% (Annex, table 8) 

Figu re 10. FDI inflow in Slovakia and Slovenia (million Euro)

- NATO accession; -- EU accession
Source: Euro-stat
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It is a fact that all the observed countries recorded an increase in
the pace of gross domestic product growth. Moreover, those
countries saw a considerable growth in foreign direct investment
inflows even over the pre-accession period. 

Let us reiterate why foreign direct investments are important. For-
eign direct investments, besides contributing to the inflow of investment
capital aimed at covering the foreign trade deficit and increasing employ-
ment and export, allow for the transfer of new technologies and skills and
may bring about considerable improvements in term of economic compe-
tition on the local market. Foreign investments are usually complement-
ed by training courses for newly employed staff, which contributes to the
development of human resources in the host country and allows the state
to levy additional income taxes. Most importantly, the inflow of foreign
direct investments considerably contributes to economic growth – FDI is
the most vital driving force of economic growth. 

There are theoretical and quantitative studies regarding the impact of
political risk on the inflow of FDI. We will only mention one of these inter-
esting statistical studies8. The research survey sample includes 83 coun-
tries over the period 1984 to 2003. The political impact was measured
using 12 indicators of political risk monitored by the PRS group (IRCG
indices, figure No 1). The main findings of the research show that the vast
majority of indicators are closely linked to the level of FDI inflow. The clos-
est correlation is with the following indices: government stability, law and
order, and bureaucracy quality, while slightly less important are: invest-
ment profile, internal and external conflicts, ethnic tensions and level of
democracy. It is beyond doubt that the level of security of a state consid-
erably affects its economic development. Reports of world leading insti-
tutions relating to investments in any country include country risk as a pri-
mary component, and in particular, political risk. When it comes to assess-
ing the impact of NATO accession on FDI inflow or on other country devel-
opment indicators, the problem of quantifying the impact of NATO mem-
bership on political risk indicators and investors’ perception remains.
There are many theoretical discussions on the topic but it is almost
impossible to quantify that impact. All theoretical findings relating to the
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impact of NATO membership, to the investor’s perception and polit-
ical risk speak in favour of NATO membership, particularly when it
comes to the “states behind the Iron Curtain”. It is interesting to
raise the question of the resources which states allocate to the
armed forces i.e for their own security. The next chapter will provide
an overview of armed forces’ investment trends in the countries
mentioned earlier in this analysis.

Analysis of the trends of armed forces’ investments and
their relationship with economic growth 

There are various theoretical findings regarding the impact of
the armed forces’ investments on a country’s economy. On the one
hand, such investments bring about increased individual, business
and overall security of a country. The importance of the security
aspect for the economic growth and development of a country has
already been underscored. However, on the other hand, some argue
that an increase in investments in the military reduces investments
which might contribute to the economy development, e.g. invest-
ment in education, health services, culture etc. 

Empirical and statistical studies make a distinction between coun-
tries with lower and higher GDP per capita (p.c.) levels. Analyses show
that in the countries with a lower level of GDP per capita, an increase in
military investments implies growth in FDI and subsequently an
increase in GDP; on the other hand, the correlation between those two
parameters was negative in countries with a higher GDP level. Taking
developing countries into consideration, it is a fact that investments into
state security in the short run reduces the flow of investment capital in
other spheres of the economy, but, in the long run, they bring along pos-
itive results. A raise in the security level brings about an increase in
infrastructure investments which is important for both the foreign and
local business sectors. In terms of military investments in observed
countries (Figure 11), we have witnessed their slight growth in the year
of NATO accession in all countries, apart from Poland which recorded a
drop of 0,1%. 

The Baltic countries recorded a constant increase in invest-
ments until the year 2003, when stabilization took place and, as of
2000, the percentage of military investments dropped. The third
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group of countries in the year of their NATO accession recorded a
decrease in investments in the military. However, the observed coun-
tries saw slight differences in terms of GDP fluctuations. 

Figure 11. Investments in the military ( % GDP)

Source: Stockholm International Peace Research Institute (SIPRI)

The relationship between military investment and gross domestic
product was monitored and what we have here are absolute values for
both series of data. If the correlation coefficient is greater than 0,5, the link
between trends in parameter changes is strong - which is the case in all
observed countries apart from Hungary (figure 12). All correlations are
positive which implies that investments into the military and the level of
GDP record similar trends i.e an increase in military investments is paral-
leled by the a raise in GDP. All coefficients (apart from the one for Hun-
gary) are statistically significant, for the Czech Republic the coefficient has
a 90% significance, while for the other countries 95% - which is even bet-
ter. 

Figure 12. Correlation between amounts of military
investments and GDP

Remark: the critical values for “t” statistics for a 90% level of significant is 1.397,
while for a 95% significance level it is 1,859. All values of “t” above the critical value
show us that the observed coefficient is statistically significant. 
Source: CEVES
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The impact of military investments on economic growth and GDP dif-
ferentiates from country to country. To determine the impact an econo-
metric analysis would be needed, but since this would go beyond the
scope of this study, it will be omitted. Moreover, a distinction should be
made between pure military investments and those investments essen-
tial for the improvement of infrastructure, employment and other param-
eters relevant to civil sector investments. 

Theoretically speaking, there are fundamentally positive and negative
impacts of increased investments into the military and defence on the
economic growth of a country. Some positive results are dependent on
the level of achieved economic development and might include: 

- In a period of high unemployment, both groups of countries
may experience incentive effects of military investments
(though, it is a fact that any other type of investment might
have same effect).

- Defence sector gets direct benefits from the new technologies
being introduced, and those benefits are transferred to the civil
sector. 

- In less developed countries, defence costs could significantly
influence the growth of economy; if the resources are invested
into the improvement of infrastructure (roads, airports, com-
munication lines and the like). 

- Investments into human resources (training, courses, disci-
pline) are transferred to the civil sector labour.

- Investments into country defence (security) increase the safe-
ty and protection of all local and foreign residents.

It goes without saying that all of the above could be achieved through
investments into other sectors, apart from attaining an appropriate secu-
rity level. As stated above, a detailed analysis looking at the net effect of
investment into a country’s defence system would be needed. 

The literature even mentions a quantitative analysis of the impact of
armed forces investment on the inflow of foreign direct investments.
These impacts vary considerably according to the specificities of each
economy. 9

A survey analysis was conducted across 100 states in the period 1980-
1997 and its basic findings show that there is a negative impact of increased
military investments on the inflow of the foreign direct investments. How-
ever, this impact differs according to the country’s level of development.
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The survey was conducted in countries that are members of OECD and oth-
ers that are not. Generally speaking, we can assume that in less-developed
countries (not members of OECD) , an increase in military investments has
a negative impact on FDI inflows, while it is the complete opposite when it
comes to the developed countries (OECD member states). 

The analysis primarily included FDI (% of GDP), investments in the
military ( % of GDP and of total government spending), and the following
variables: level of market development (log BDP), economic growth (%
growth of BDP), level of trade (import +export/ GDP) and level of develop-
ment of a country (log BDP p.c.) Also, a parameter proxying international
crises in the observed period is included. The variables are listed accord-
ing to their impact (theoretical) on FDI. 

In the process of conducting the analysis, it was observed that all the
variables become effective with a delay of one period, and that the invest-
ments impact themselves. That is to say, investments in the previous year
increase the inflow of investments in the following year which is a ‘natu-
ral’ phenomenon. More developed countries attract higher investments
than countries with a lower GDP level. Another finding shows that FDI
inflows gradually adjust to changes in terms of military investments. 

A simple analysis of military investments and inflows of FDI (% of
GDP), Figure 13, shows a coefficient which indicates that the stronger rela-
tionships are negative. The correlation coefficients are significant in the
cases of Poland, Lithuania and Romania at the 90% level, while only for
Hungary are those coefficients significant at the 95%level. The coefficient
values show a highly negative correlation i.e. they indicate that an increase
in military investments is followed by a reduction in inflows of FDI. 

Figure 13. Correlation between military investments and FDI inflow 

Remark: the critical values for the “t” statistic for a 90% level of significance is
1.397, while for a 95% level of significance it is 1,859. All values of “t” above the crit-
ical value show us that the observed coefficient is statistically significant.
Source: CEVES

The result is not striking if we take into consideration the findings of
the previous analyses which show that military investments leads to a
reduction in FDI inflows and that the impact comes with a delay, i.e that
FDI inflows slowly adjust to changes in military investments. 
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It is interesting to take into consideration whether and what type of
relationship exists between changes in military investments and changes
in indicators of political risk. (Figure 14) 

Figure No.14. Correlation between amount of military investments
and political risk indicators

Remark: the critical values for “t” statistics for a 90% level of significance is 1.397 while
for a significance level of 95% it is 1,859. All values of “t” above the critical value show
us that the observed coefficient is statistically significant.
Source: CEVES

When it comes to the Baltic countries there is a significant correla-
tion, as well as in the cases of Poland, Hungary and Romania. Poland and
Romania have negative coefficients which imply that changes in levels of
military investments and changes in the values of political risk indicators
follow opposite trends. An increase in military investments implies a
decline in the risk indicators, and vice versa. Hungary and the Baltic coun-
tries have a positive coefficient, which means that if military investments
increase, political risk indicators will rise. 

The impact of military investments on economic growth, FDI inflow
and political risk differs depending on the characteristics of the observed
country, on the level of its development and of the situation in neighbour-
ing countries. Long term effects of investments in transition countries
implementing security sector reforms are positive. However, short-term
effects might be negative.

Conclusion

The goal of this analysis was to discuss whether and in what manner
NATO accession might affect economic growth and the overall develop-
ment of the Baltic and Central European countries. All this was intended
to contribute to the discussion around Serbia’s potential opportunity and
need to join NATO. We have identified country risk, and in the narrower
sense - country political risk as the main pillar in the relationship between
NATO integration and overall country development.

Transition economies see foreign direct investment as a driving force
for their further growth and development. FDIs signify considerable
inflows of financial resources, new technologies and skills, as well as an
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improvement in terms of competition and a reduction in unemployment.
All this contributes to speeding up economic growth and development.
One of the most fundamental parameters driving foreign investors to
place their capital outside their home country is host country political risk,
as well as other fundamental economic criteria. Political risk includes a set
of indicators which reflects the situation in a country in terms of quality of
government, the legal framework for doing businesses, level of democra-
cy and the rule of law. Those indicators comprise 50% of the overall value
of country risk that provides information about security level on both the
macro and micro level. Discussing country security we have examined
how armed forces’ investments (military/army) affect it overall security
(security in its narrow sense). 

The analysis gave the following results:
- All the observed countries recorded a GDP increase in the period

of NATO accession (immediately prior to and after the accession).
- Political risk indicators recorded an improvement in the observed

period. It should be noted that great relative changes of indicators
doesn’t correspond to their great changes in absolute terms.

- FDI inflows in the observed countries rose considerably in the
period of accession, both in absolute and relative value. 

- Military investments (% of GDP) were relatively stable over the
observed period and the following relationships were recorded: 1)
investment in military and GDP follow similar trends in all
observed countries, except for Hungary, 2) correlation with FDI
inflows is negative (military investment reduces FDI inflow) and is
significant only for Poland, Hungary, Lithuania and Romania, 3) cor-
relation with fluctuations of political risk indicators is significant
only in Poland, Hungary, the Baltic states and Romania. Poland and
Romania recorded a negative relationship which means that an
increase of military investments implies a reduction in the risk indi-
cators, while other countries record a positive relationship, which
indicates that an increase in military investments is followed by
the improvement of risk indicators. 

- Poland and Romania record a negative relationship between the
parameters mentioned i.e an increase in military investments
implies a deterioration of risk indicators while in other countries
this relationship is positive. 

Transition implies thorough reforms in all state sectors. One of the
characteristics of transition countries is insufficient market development,
as well as deep insecurity for the market players. These countries are in
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need of holistic security sector reform in order to improve security levels
and reduce business risk. NATO membership is a significant positive sig-
nal which implies the observed country is going through deep changes
and reduction of country risk. It bears adding that NATO is not only a mil-
itary alliance, but that it also stands for political partnership among mem-
ber states, which contributes to greater stability and democracy. 

The countries in our analysis have recorded significant growth and
development prior to, during and after NATO and EU accession. There are
no quantitative findings to prove that NATO membership is directly relat-
ed to growth and development. However, all parameters and theoretical
discussions imply that there is a positive relationship between a country’s
growth and development on the one hand and membership on the other.
It is certain that countries seeking membership have to conduct holistic
reforms of their security and economic sectors prior to accession. The
membership itself signals that reforms have been successfully complet-
ed and that this country is on a positive track of development. 
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Annex

Figure A1. Indicators of freedom of expression 
(% change in relation to previous year)

Source: World bank; figures calculated by the author.
Remark: for the first group of countries the highlighted sections denote changes in the
year after their accession to NATO, while for the other two groups of countries the high-
lighted sections denote changes in the year of their accession.

Figure A2. Political stability and absence of violence (% change in
relation to previous year)

Source: Source: World bank; figures calculated by the author.
Remark: for the first group of countries the highlighted sections denote changes in the
year after their accession to NATO, while for the other two groups of countries the high-
lighted sections denote changes in the year of their accession.
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Figure A3. Government effectiveness indicators (% change in rela-
tion to previous year)

Source: World bank; figures calculated by the author.
Remark: for the first group of countries the highlighted sections denote changes in the
year after their accession to NATO, while for the other two groups of countries the high-
lighted sections denote changes in the year of their accession.

Figure A4. Regulatory quality
(% change in relation to previous year)

Source: World bank; figures calculated by the author.
Remark: for the first group of countries the highlighted sections denote changes in the
year after their accession to NATO, while for the other two groups of countries the high-
lighted sections denote changes in the year of their accession.

88

Tatjana Karaulac



Figure A5. Rule of law indicators 
(% change in relation to previous year)

Source: World bank; figures calculated by the author.
Remark: for the first group of countries the highlighted sections denote changes in the
year after their accession to NATO, while for the other two groups of countries the high-
lighted sections denote changes in the year of their accession.

Figure A6. Corruption control indicators 
(% change in relation to previous year)

Source: World bank; figures calculated by the author.
Remark: for the first group of countries the highlighted sections denote changes in the
year after their accession to NATO, while for the other two groups of countries the high-
lighted sections denote changes in the year of their accession.
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Figure A7. Growth rate of gross domestic product 
(% change in relation to previous year)

Source: Eurostat

Figure A8. Foreign direct investments 
(% change in relation to previous year)

Source: Eurostat; figures are calculated by the author 
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EXPENSES OF PREPARATION FOR NATO
INTEGRATION - CROATIAN CASE

Summary

Security problems which impose themselves in the ever more inte-
grated, and yet, also potentially fragmented surroundings, and security
dilemmas deriving from it, still place on the agenda the questions related
to security. Therefore, the question of security still represents the key
issue of joining NATO. However, the topic of security can not be separat-
ed from economic and other questions which are directly or indirectly
connected with it. One of the basic ideas, at the time when NATO alliance
was created is given in Article 2 of the North Atlantic Treaty, which calls
for social and economic development within the Alliance, and cooperation
through the Economic Board. Membership in the NATO alliance itself dic-
tates the level of professionalism and modernisation of the candidate
country’s armed forces. Improved performance of the armed forces
implies indirect and direct benefits, like, for example, enhanced percep-
tion of a better security environment in the state and its neighbourhood,
as well as increased investments in the defence sector and infrastructure.
Direct benefits, apart from the aforementioned, derive from offset con-
tracts, spin-off companies, outsourcing and possibility of joined procure-
ment of armament by the member states. Therefore NATO membership
has global geopolitical, and geo-economics implications for each member
state.

Key words: direct and indirect benefit, offset contracts, spin-off com-
panies, outsourcing, professionalism and modernisation of armed forces,
human resources.
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Introduction 

Every debate about Croatia and its development strategies should be
put into an international context, just as each and every problem we might
have, be it regional or even local in today's world, should be put in its prop-
er international context. Membership in the NATO alliance and the EU,
regional cooperation and Stability Pact are contexts of that kind. Security
problems which impose themselves in the ever more integrated, and yet
also potentially fragmented surroundings, and security dilemmas deriving
from it, still place the question of security on the daily agenda. That ques-
tion, as a precondition of effective economic actions and political transac-
tions, has new dimensions, but it did not become less important. Sym-
metrical threats have been changed by asymmetrical ones (terrorism,
ecological and technical catastrophes/accidents, organized crime), which
also include huge risks and potential losses, and are even less predictable.

Economic effects on the industry of 
a member state - direct and indirect

Speaking about economic effects as a result of the Republic of Croa-
tia joining NATO, it is necessary to make a clear difference between direct
material and non-material gains, and also some of the downside effects
of the possible membership in the NATO alliance. The non-material gain
of membership is connected with the perception of a secure place for for-
eign investments, and therefore primarily reflects on the country’s long
term development. For the above mentioned reason, we talk about poten-
tial long term benefits that become apparent to the public after ten or
more years, which is why it is not possible to quantify and name them,
and add them to short term benefits. The above mentioned problem of
perception of the country’s image and its security status, has an impor-
tant role when deciding about the final destination of direct foreign invest-
ments ( FDI). The Republic of Croatia has a history of a rather painful tran-
sition form a socialistic to market economy system, and there is also a
perception of it as country which belongs to the group of Western Balkan
countries. This historical context influences the increased risk for poten-
tial investors and with that also the costs of investments. The role of
NATO in the scenario is primarily understood as a factor reducing the tran-
sitional costs. The calculation of the material gains is easier, but is not
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completely free of different estimates and therefore of possible conse-
quential mistakes. This hypothesis is best illustrated by the different esti-
mates of the costs of NATO enlargement of Central and East European
countries. Therefore, just before NATO expansion towards the countries
of the Visegrad group, we had three different projections of expenses for
the 1996-2010 period. The committee for finances of the US Congress
projected these costs at 60.6 to 124.7 billion US $, while the RAND Cor-
poration’s estimates ranged between 55 and110 billion US $. The Clinton
administration gave estimates within the range of 27-35US$: 13-17.5 bil-
lion US$ payable by new member states; 12.5-15.5 billion US$ by the
existing members/old members; and 1.5-2. billion US $ by the USA 1 .

Of course, the differences in the amounts derive from international
conditions and threats which NATO will face in the future and NATO deci-
sions about the ways and mode of its enlargement. Purely material ben-
efits of NATO membership that are the most easily measured are linked
to basic military calculations and changes within it.

In the case of low demand such investments can give a strong push
to the economic growth. Republic of Croatia does not have a case of low
demand, but its contents in the large proportion are expenses in the core
structure of government budget. If there would be a case of redirecting
of the calculated expenses in the core structure of median governmental
calculation into calculation of the military expenses, which implicates the
increase of the latter, and the change of the nature of calculation itself, by
directing the funds into productive investments, we could have a consid-
erable increase of economic growth. This economic growth, of course,
depends on the multiplication of military expenses. According to Bulgari-
an estimates, which seem quite realistic, investments into military sector
of 0,1% annually, will increase the GDP by 0.15-0.2%.2 In the case of
Croatia the space for the GDP increase is also found in increased produc-
tivity, and not only in the creation of new work places in the military indus-
try sector. We have and encouragement of outsourcing by spin-off com-
panies. Basically, when we have a case, where certain sections of a com-
pany, which are not adequately utilised within the main company, in the
new one create possibilities of synergistic effects, because services pro-
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vided by those new companies, now become useful to other users as
well, which do not have enough funds for opening same production sec-
tors/services/(Dujsin,2005:344). Apart from the aforementioned
advances, we also have others in the form of positioning the local
defence-industry companies on the regional and also global level. Many
companies will become more attractive for both foreign and local invest-
ments, once they have implemented the necessary modernization, which
is enabled by higher financial returns. Thus, with increased investments
into the defence sector, NATO membership also offers the possibilities
for a dynamic increase of various industrial sectors linked to the defence
industry as well as for the increase of calculated investments into infra-
structure. The system of national security is, naturally, linked with civilian
infrastructure such as roads, railways, telecommunication and energy net-
works. It is, therefore, logical to expect that investments of that kind will
have a far reaching effect on the GDP increase, and with it the increase
will collerate with the level of investments in a way/manner of multiplica-
tor calculation of expenses. One of the “myths” of economic-political
postulates is the necessity to decrease the calculated deficit. J. Stiglitz
warns of the importance of investments, especially into new technolo-
gies, for long-term development. For that, it is important to maintain the
balanced calculation( Dujsin,2005;329) “ but on the short-term deficits are
a crucially important for the recovery from the recession, and economical
and social expenses of protracted recession are big , much bigger than
the expenses linked to the deficit increase”. In this context, we ought to
emphasize that promoters of deregulation had a good use of “liberal
accounting regulations and also governmental subsidies and investments
in development and research. A huge portion of the new economy is
based on the Internet, as a result of government research, including
numerous innovations developed in government funded projects, i.e.
biotechnology, medicine and biology”. In terms of individual sectors, the
best potential for increase is found in the filed of energy, IT, industrial-
manufacturing and tourism, although it requires certain preconditions.
These preconditions are related to the adoption of ecological legislation
so as to ensure that the planning of military exercises and manoeuvres
and the choice of locations for military installations will meet all the nec-
essary requirements.

94

Luka Brkić 



Countries in transition, particularly the Check Republic, Hungary and
Poland have recorded an increase of direct foreign investments (FDI) as a
result of a changed perception of their security environment.

It is, therefore, important to emphasise that the total increase in the
FDI should not be directly linked with the state' intention to join NATO,
because a good portion of those investments come as a result of privati-
sation processes and reforms within the process of negotiations for the
EU accession. However, the influence of NATO membership can be eas-
ily seen in the case of Poland. Lower investments in Poland can , to a
degree, be linked with a perception of insecurity deriving from the “bad
neighbourhood” and the concern over the spillover effect of the potential
crisis, despite the foreign investors’ awareness of a huge potential mar-
ket of 40 million people. By all means, NATO membership per se cannot
be enough to attract foreign capital, but can be an important precondition
for the creation of a good investment climate.

Calculation of expenses for defence needs 
in the Republic of Croatia 

Calculation of military expenses of 4.5 billion kuna for 2007 was
1.74% of the GDP thus stopping the declining trend, which had reached
its lowest level of 1.69% of the GDP in 2006. The method of calculation
was finally changed after 15 years, and the share of expenses for the
salaries of employees in 2007 dropped from 73% to 58%, which is very
close to NATO standards, while the funds allocated for modernization
increased from 265 billion kuna in 2006 to 448 billion kuna in 2007. It is
important to mention that the calculation done by the Ministry of Defence
of Republic of Croatia (MORH) in 2007 was 4.081 billion kuna, and each
item involving equipping and modernization made 6.59% of the calculat-
ed sum.3

The Ministry's calculation for 2003 was 2.03% of the GDP and
amounted to 3.99 billion kuna. With the available data, it is easy to see that
investments in modernization and equipment were 343 billion kuna.
These data lead to the conclusion that these investments in 2006 were
probably on an extremely low level. The increase in the calculation for
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2007 due to equipment and modernization is substantial, compared with
2003. The MORH's calculation for 2007 speaks of a 9.95% allocation for
new equipment and modernisation. It is a mild increase of only 1.35% in
comparison with 2003. It is important to say, while comparing the struc-
tures of Croatian and Bulgarian military calculation, to emphasize better
proportion of expenses for staff and investments modernisation and
equipment. That kind of investment dynamics guarantees operability and
comparability of the security sector with NATO standards. Inevitably, a
conclusion can be reached, that the Republic of Croatia has to change this
unfavourable structure and the distribution of its calculated funds.

Influence of NATO on the national economy
NATO and military bases

The collective security of member states of any alliance implies
strong connections which require a different approach to national sover-
eignty. The first step is not just the comparability of one’s own armed
forces with those of other members of a particular military-political organ-
isation, but also involves active defence cooperation and a possibility of
granting special privileges, in the interest of collective security. Because
of that fact, it is not realistic to expect that the Republic of Croatia will be
in a position to avoid the stationing of military bases on its territory. In
Croatia, this is quite a controversial topic, provoking heated debates
between those in favour of joining NATO and accepting its bases and
those who oppose it. The opposition states that allowing the stationing of
NATO and its staff in Croatia, could have irreversible consequences on
eco-systems and the local economy, particularly tourism. However, it is
fair to say that the neighbouring countries, where NATO presence has
already been established, enjoy noticeable financial benefits, for the sim-
ple reason that the American soldiers, members of peacekeeping forces
in Kosovo (KFOR) and in Macedonia, tend to choose Romania and Bulgar-
ia as holiday destinations. They also take with them their families, and in
their role of tourists, spend more money than members of other nations.
The Greek example is even more interesting and offers a strong argu-
ment in favour of joining NATO. As a country with a strong orientation
towards tourism, is uses the fact that it has been very important for NATO
for decades in its favour. American military bases and installations (surveil-
lance centres, for example), and even the NATO command for the South
did not bring any detriment to the country's tourism. For example, in the
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last decade, cooperation with NATO on the isle of Crete has been elevat-
ed to a higher level with the rigging of German military installations in
addition to those of the Americans Croatia, in any case, has a lot to offer,
but there is a need for caution during negotiations for membership, as all
the parties involved - local community, MORH and NATO - should have
compatible interests,. There is a need to create a strategy which will clear-
ly select quality areas and land such as Zemunik airport. In comparison
with Romania and Bulgaria, it is not realistic to expect that thousands of
American soldiers will relocate from Germany. But NATO can (and so far
intends) to satisfy its needs in Croatia will smaller, quality units, with sev-
eral hundred of permanent personal stationed on important locations. 

As an example of positive influence of a NATO base on the local econ-
omy we can use the Economy study of the impact from 2006 under the
leadership of NATO Airborne Early Warning&Control Force E-3A Compo-
nent. It documents the positive financial impact of 262.4 million EUR,
which corresponds with NATO air-force base in the German town of
Geilenkirchen on local communities and neighbouring towns and munici-
palities in the radius of 200 km with a population of 450 000 citizens.4 The
whole financial effect of the aforementioned air-base on the German
economy is 417.8 million EUR. The main effects are an increase in con-
struction projects and employment of staff, including their wages, taxes,
services rendered, as well as construction and maintenance contracts for
the base. With precise measurement which includes multiplicators is was
calculated that 140.7 million EUR was used for the staff and 71.6 million
EUR for various contracts and services. There were 3,154 employees on
the base, many of them local, and the total number of indirectly created
jobs increased to 1,774 which generated 50.2 million EUR. Therefore, the
benefit of the presence of an air-base can be very positive, as long as we
take into the account the potential negative external effects. In the case
of Geilenkirchen it was the noise level and some flight routes had to be
modified.

The removal of negative externalities 

In short, NATO alliance does not impose any obligations related to
nature and environmental protection during military activities, leaving
each member state to regulate these issues in accordance with its needs
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or legislation. However, if there is a NATO military exercise on the territory
of any member state, there is a tendency to abide by the relevant laws of
the host country. Therefore, the so called nature protection factor and the
possible environmental impact of military operations depend on the exist-
ing laws and regulations of the host country, and the practical result will be
proportional to the democratic tradition of the society where the citizens
should trust in the good work of the related services. Therefore, argu-
ments of this kind coming to oppose NATO accession have no foundation.

Negative external effects which could be connected with NATO
forces and their actions can and should be successfully removed by appro-
priate legislative acts of the host country. Quality management of the envi-
ronment can minimise or offset such influences. Since MORH does not
have this kind of management of environmental protection incorporated in
its systems, and in view of the fairly limited financial and human resources,
the principles of environmental and nature protections during military activ-
ities may be on a basic level, which is very far from the good practices of
democratic countries.

Though, such a state of affairs is not surprising, having in mind the
recent historical events in the region, the fact that causes concern is the
inferior communication between MORH and citizens and civil organisa-
tions. The experience of ecological organisations is that the efficiency of
responsible inspections is poor and slow, and the badly written reports
about the state of the environment are usually received with huge delays
,after the expiry of any legal time limits for reaction. 

Furthermore, although MORH claims that all laws and by-laws regulat-
ing this matter in the Republic of Croatia have been adopted and come into
effect, as well as international acts which regulate issues related to the
protection of nature and the environment signed by the Republic of Croa-
tia, the report of the Agency for Environmental Protection states, that until
2006, despite their legal obligation, the Croatian Armed Forces registry of
emissions into the environment failed to provide any data, or at best
offered the incomplete figures. There is a broad consensus in NATO that
the agreed Environmental Management System is actually a crucial tool of
the Alliance and that the present socio-economic situation makes its imple-
mentation a must. On the other hand, the level, scope and ways of plan-
ning, implementing and evaluating the Environmental Management Sys-
tem, are left in the hands of each army. In that aspect, there is a good prac-
tice of interconnection between NATO member states to provide help in
the implementation of such systems to the so called “new arrivals”, which
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Croatia should see as an excellent opportunity. Germany may be regarded
as a flagship in this field, with strict implementation of ecological standards
and requirements for the military, but the Federal Parliament imposed this
obligation to its armed forces as recently as 2000. At this moment, the low
standards required for the protection of nature and the environment, and
the non-transparency work of various governmental institutions are mat-
ters causing grave concern in Croatia. In order to preserve the ecological
balance as a base for economic stability and efficiency, it is necessary to
work out and adopt the necessary legislation, and NATO membership pro-
vides an ideal chance to do just that. Efforts to achieve NATO ecological
standards offer long-term gains for Croatia. That would imply a more active
and effective policy in the affirmation of national interests, because non-
transparency and non-efficiency, with the lack of organisation in field, pro-
duce huge losses. Therefore, it is paramount to have proactive legislators
to obtain maximum gains from NATO membership and thereby also mili-
tary exercises with the minimal environmental risk.

“ Value for money”

Supporters of the idea of joining NATO emphasise the fact that a full-
fledged membership in the Alliance is feasible for the state, both from the
security and economic aspect, because the annual membership fee of 5.5
million $US makes less the one percent of the calculated the annual mili-
tary budget. It is necessary to say, that one should be cautious in giving
such statements, because there is always a danger of unpredicted addi-
tional costs. Of the total of 5.5 million $US, Croatia will give approximately
3.5 million for the NATO military budget, 800,000 for the civilian part of the
budget, and 1.2 million for security investments. According to the studies
of the US Ministry of Defence, the US Congress and the RAND Corpora-
tion, allocations of so small amounts do not guarantee Croatia’s security
and foreign investments should increase by twenty percent.5 Apart from
this, there is a calculation which states that until 2015, the successful
transformation and reform of the Croatian armed forces and the achieve-
ment of all required standards of a modern army require annual alloca-
tions of at least 25% of the calculated military budget, or a fraction more
than 200 million $US. With this kind of approach, also applied in other
newcomer member states, Croatian investments are planned at approxi-
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mately 1.6 billion $US by the year 2015. This approach aims to reduce and
stabilize the total expenses at the level of 2% of the GDP, which fits into
the long term NATO concept.6 The long term plan for Croatia to spend 1.6
billion $US until 2015 for the modernisation and new equipment of its
armed forces, is more than sufficient to acquire the necessary number of
new air planes, modern communication and IT systems, patrol boats, etc.
Extremely important is that both MORH and the Croatian government
insist on having offset contracts. This type of contract requires from the
supplier to cooperate with the domestic defence industry whenever pos-
sible. Norway, as a NATO member, represents an excellent example in
this respect, as every procurement over 50 million of Norwegian kroner is
done under the offset contract rules. Of course, it is possible to incorpo-
rate this type of cooperation into long term industrial policies and eco-
nomic strategy, and the benefits are revealed in the increased level of
expertise for the local civilian industry. The experience of the Norwegian
MoD emphasises the importance of offset programs in industrial sectors
where the Kingdom of Norway has a comparative advantage on the inter-
national scene, but also in those sectors which are deemed to be of the
importance for national security interests (IT and telecommunications,
satellite connections, rocket technology, ammunition, etc.). Only in 1997,
Norway managed to attract offset contracts with the total value of 1.8 bil-
lion kroner, which is a substantial sum, not to mention the hidden value
of the” know-how” of respectable multinational corporations such as
Daimler-Chrysler, and SAAB.7

Human Resources

According to the estimates of the Clinton administration, the expens-
es of NATO enlargement in the period between 1997-2010 would be in
the range of 27-32 billion $US. The newest figures of 30 billion $US fit into
this estimate, where the costs are divided in halves between the Alliance
and the new member states.8 To ease the process of transformation and
modernisation of armed forces in the first years of membership, NATO
will financially help the projects related to the initial capabilities of the
Croatian armed forces. Initial capabilities have to do with interoperability
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criteria. To put it simply, interoperability means that military or armed
forces of a certain member country can receive, accept, send and
exchange data with other member states of the Alliance, and that the
chain of command and communications are compatible so they could be
efficiently involved in joint operations. After two years of providing initial
help in achieving interoperability, NATO will continue helping Croatia until
its armed forces are modernized, or have gained the so called mature
capabilities. Of course, such preparations are mainly focused on the opti-
mal number of staff and an efficient policy of human resources. It will be
difficult for the Croatian defence organisations as well as its diplomatic
corps, to choose the appropriate personal to represent Croatia in NATO
Headquarters, Command Centres and various committees. It is estimat-
ed that once Croatia becomes a member, approximately 30 diplomats of
various ranks will be attached to these bodies. According to the MORH
calculations, Croatia will be paying 4 million EUR annually for general
NATO expenses, and an estimated additional 5 million EUR for the costs
of sending its personal to the required NATO Command Centres.9 At
present, the educational level of available officers is not satisfactory. In
2002 only 17% of members of the armed forces of the Republic of Croa-
tia had university or higher academic degrees.10 

The conscript system of military service was on the agenda of the
previous governments because the calculations showed that it not could
support the required number of soldiers and officers, or gratuity pro-
grammes for the retirement of redundancies. But, the reduced size and
transformation into a professional army will not reduce the budget. First
and foremost, because a professional soldier costs more that a conscript.
According to some MoD calculations, annual spending on a conscript
amount to 9,000 kuna, while one professional soldier costs ten times
more (90,000 kuna annually), which basically means that not a single
dime was saved by the introduction of professional soldiers.11 Moreover,
the calculated costs will grow over the next few years. In accordance with
NATO recommendations the increase will be up to 2% of the GDP. So,
although we have abolished the conscript system, the required funds will
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not be reduced, but on the contrary, will be increased. And, this prob-
lem of lacking adequate funds is compounded by the fact that many
military installations, facilities and buildings were simply given away
as gifts to local communities, and as a result MORH has lost millions
of kuna.12 If MORH executes all its plans, the number of soldiers will
not be considerably reduced, if at all. The forecast is that about 2,000
conscripts will apply, which is a sufficient number. Out of that, after a
period of time, 800 will be accepted for active service, which means
they will not have any further motivation for military calling . Howev-
er, to keep the fire burning, the Croatian government is preparing addi-
tional simulative measures. Every person wishing to be a police offi-
cer, fireman/woman or to work in the field of security, will have to go
through the military conscript system. In this case, the tax payers will
have to give slightly more money per capita on monthly basis, name-
ly approximately 2,000 kuna. For example, while MORH had its own
system for food preparation (canteens), daily costs per soldier were
30.20 kuna, while they now amount to 73,20 kuna!13 Therefore, a vol-
unteer conscript system, could serve as a filter for personal assess-
ment of each candidate, and his/her possible future continuation in a
professional service.

Preparation for membership

The defined criteria of eligibility of a state for joining NATO are pri-
marily political, economic and, finally, military.14 Only the fifth condi-
tion is related to a military component of the aspiring country, and
refers to what is expected from it: a satisfactory military force based
on the ability to defend its own territory and take part or contribute to
NATO missions outside the borders of the Alliance. The criteria
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Dnevnik, (26. 06. 2007.).
14 Five basic conditions for joing NATO are: 1. A functioing democratic political sys-

tem (including free elections, the respect of basic human rights and the rule of law) based
on market economy; 2. Civil-military relations based on democratic principles; 3. Treat-
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member states.
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defined in so a precise manner, considerably influence the military
reforms in countries undergoing transition. It should be noted that
although Poland, Hungary and the Check Republic actually became
full-fledged NATO members, they have not yet completed their armed
forces reforms, and the same can be said of other states in the
process of transition. According to the Bulgarian Minister of Defence,
Mr. N. Svinarov, a destructive period of military reform, namely reduction
of the number of personnel, units and equipment, is followed by a devel-
opmental phase, involving modernisation, complete or partial profession-
alization, etc. Although the aforementioned states are full members of
the Alliance, with all the rights and obligations, the transition countries
are lagging behind the so called “old” member states in terms of their
economic and other indicators. However, the key role in the policy of the
Alliance’s enlargement is that of strategic criteria. For example, at the
time of their accession Bulgaria and Romania did not fulfil all criteria for
NATO membership. Bulgaria did not have the required strategic docu-
ments. After joining NATO, the new members defined new deadlines for
the change of specific segments of their defence systems and achieve-
ment of interoperability in line with NATO requirements.15

Conclusion

Membership in NATO has global, geopolitical and/or geo-economics
implications on the economy of a state, and in particular:

1. A strong boost to direct foreign investments(FDI), because full
NATO membership stimulates capital (in)flows and increases the
feeling of security which can be expected from shared political
and regulative standards. All that should result in improved train-
ing and skills, increased productivity, technology transfer, moderni-
sation of installations and equipment, quality environment and
higher social standard.

2. Greater trust in political and economical future of new members.
Processes of legislative and administrative reforms lead to a more
stable legal framework, regulation and standards. All this give cre-
ates a good business climate which, in return, gives a chance for
long-term planning and investments.
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3. Economic aspects of modernisation of the defence sector as an
integral part of the defence sector reforms. Interconnection of
modernisation and equipping of the armed forces and security
sectors with elements such as policy of outsourcing, offset pro-
grammes, subcontracting, etc.

4. Joint projects and ventures as well as technological implementa-
tion and technological superiority and security. Cooperation in
research and development (R&D) (NATO Science Committee,
NATO Research and Technology Organisation).

5. Stronger international competitiveness of old and new member
states.

6. Increase in cross-border trade between old and new member
states.
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ADVANTAGES AND 
COSTS OF NATO INTEGRATION

– CHALLENGES FOR MONTENEGRO

Summary

When defining Montenegro’s position on NATO membership, sever-
al questions arise, e.g. – whether NATO has been transformed or is still
the organisation of the Cold War era, and also whether the concept of mil-
itary non-alliance is feasible? Also important are questions of whether the
Western Balkans is prepared for neutrality and if so, is that possible; is
NATO integration one of the forms of prevention of potential conflicts; is
it possible to identify the advantages and costs of membership; is the
cost of joining NATO commensurate with the related benefits; is Mon-
tenegro capable of building its own independent defence system, and is
there any point in that? Finally, there is the question about who makes the
decision on membership. 

Key words: transformation, military neutrality, advantages, costs,
individual.

MILITARY NON-ALLIANCE: MYTH OF THE PAST 
VS. ACTIVE POLICY

History indicates that the idea of European continent’s integration
essentially hinges on the understanding that security is a resource and
that co-operation is more profitable and mutually more beneficial than
conflict. European intellectuals of different periods have also thought
along those lines. 

That is the context wherein the creation of NATO and the EU should
be observed. In all fairness, unlike the EU, NATO was established as a
security integration in view of the danger caused by ideological differ-
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ences. The European Union, partly as the European Coal and Steel Com-
munity,1 was established as a means of preventing the conflict between
France and Germany, which caused the outbreak of three wars within a
hundred years.2

Are there any similarities with the Western Balkan region? Does the
Western Balkans need a lesson that Europe has learned in the past? Ever
since 1912 the Balkans has been the battlefield of a number of major
wars, bigger than those that took place in Europe. The First Balkan War,
which broke out in 1912, was followed by the Second Balkan War in
1913, and then a guerrilla war in Montenegro, caused by the decisions of
Podgorica Assembly and unification with Serbia.3 Then came the two
World Wars. The end of the 20th century was almost identical to its begin-
ning. The armed conflicts started in Slovenia and spread through Croatia,
Bosnia and Herzegovina all the way to Macedonia and Kosovo. All these
conflicts took place within a time span of 87 years, and from that point of
view we could say that there was an outbreak of war every nine years. 

Do we really understand what kind of a region this is? Does develop-
ment of economic co-operation contribute to the overall development of
society and of individuals, i.e. can the “spirit of economics overcome the
belligerent and violent nature of people such as those living in the Balka-
ns”?4 Is development of economic co-operation possible without a collec-
tive defence system in place?

By observing history and its consequences, we can conclude that
Western Balkan countries cannot maintain military non-alliance. Although
we consider the demilitarization of the Balkans a truly noble idea, worthy
of every respect and effort, we also find it ultimately utopian. Politics is
concerned with reality rather than emotions; therefore, in line with one of
its definitions, one must choose what is possible under the circum-
stances.5

106 1 Coal and steel were the traditional drivers of the war machine and it was neces-
sary to prove that cooperation in this domain was possible, as well as  to make any future
war unconceivable and materially unfeasible, as M. Jansen concluded. 

2 Franco-Prussian War (870 – 1871), World War I and World War II.
3 Better known as The Christmas Uprising – January 1919 – October 1929. It was a

guerrilla war against the Serbian troops in Montenegro which, with varying intensity, last-
ed for over 10 years. 

4 Veselin Vukotić, Opasne riječi, (CID Podgorica 2006.), p. 46
5 Milo Đukanović: “Politics is the art of the possible under the circumstances” .
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It is in the joint interest of both the transatlantic partners and Western
Balkan countries to make the idea of transatlantic integration operational.
From the perspective of the latter there are two essential reasons for this.
The first lies in the understanding that security is an economic category,
i.e. that integration brings economic benefits. The second reason sug-
gests that integration “narrows down the manoeuvring space for the stu-
pidity of politicians”.6 All events on the territory of the former Yugoslavia
at the end of the 20th century were caused by the “happening of the peo-
ple”, provoked by the “stupidity of politicians”, as well as that of the citi-
zens’ themselves. The renewal of links between individuals and business-
es on the territory of the former Yugoslav republics confirms the thesis
that there are no eternal friends or enemies in politics. However, in order
to continue and deepen co-operation, and also to protect it from possible
deviations, it is necessary to have an eternal interest or the minimum
common denominator of the Western Balkan countries’ politics
expressed in their integration into common security and defence struc-
tures.

When comparing Western Balkan with other countries, particularly
those who advocate the concept of military non-alliance, such as Ireland
and France, we tend to forget the historic and political context. Still, it is
interesting to note that these countries are members of the Partnership
for Peace (PfP), which makes one wonder whether theirs is the case of
true non-alliance, knowing the kind of cooperation unfolding within a
NATO programme.

Particularly interesting in this context is the case of Finland, which
being a neighbour to the Russian Federation pursues an appropriate for-
eign policy, taking into consideration Russia’s sensitivity to NATO enlarge-
ment. On the other hand, Finland contributes to NATO through its mem-
bership in the PfP as well as NATO peace-keeping missions, e.g. in Bos-
nia and Herzegovina, Kosovo and Afghanistan. By joining the EU Finland
has reaffirmed its involvement in the Western World and its readiness to
act on the global scene together with other EU member states. This was
clearly noted in a report submitted by the Finnish Government to the Par-
liament in 1995. It stated that “Since the end of the East-West division,
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the policy of neutrality that Finland followed in the Cold War is no longer
a viable line of action... In acceding to the Union, Finland has not made any
security policy reservations concerning its obligations under its founding
treaties or the Maastricht Treaty8”.9

When considering the concept of neutrality and military non-alliance,
the question is if it is truly possible nowadays, bearing in mind that the EU
Common Foreign and Security Policy (CFSP) is institutionally linked to
NATO’s European Pillar.10 The possibility of neutrality is also questioned
by the EU and NATO’s shared values, emphasized even by the European
Parliament: “Whereas NATO forms the core of European security and the
EU has sufficient potential to support its activities... strengthening the
European defence capabilities and deepening cooperation will benefit
both organisations”.11 In addition to this we should consider the status of
Finland since the formalisation of European foreign policy. ‘The establish-
ment of a true EU foreign policy is one of the projects of the officials in
Brussels. In this light, the question is whether Finland’s neutrality would
still be feasible. It seems that the key political argument for Finnish mem-
bership in NATO is the intention, as well as the need of this country to be
a party to decision making in the EU, particularly in the domain of the
CFSP, in order to be able to continue active participation in global process-
es.

Anyhow, the Western Balkan countries could hardly be compared
with Finland. They still have specific historic and political dimensions in
relation to other EU and/or NATO member states, and even in relation to
(the remaining) post-socialist countries. That precisely should be an
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8 The Treaty of Maastricht (signed in 1992, came into effect in 1993) introduced the
three pillars of the EU, among which the second pillar was Common Foreign and Securi-
ty Policy. 

9 Tomas Ries, Finland and NATO, (Department for Defence and Strategic Studies,
National Defence College Finland. 1999).

10 Proposed at the NATO summit in Brussels in 1994 and further elaborated at the
NATO summit in Washington DC in 1999; it represents the use of NATO’s European
resources and forces for crisis management operations under the auspices of the EU.
Within this Pillar it is possible to join forces of non-members states through the  Combined
Joint Task Forces (CJTF) Headquarters. 

11 European Parliament, Committee on Foreign Affairs “Report on the Role of NATO
in the Security Architecture of the EU”, (2008/2197 (INI)), Brussels, Rapporteur Ari Vata-
nen, January 2009.

Ivan Jovetić



important consideration in weighing the arguments pro et contra NATO
membership. Furthermore, the political reality shows that all post-social-
ist states12 had first joined NATO and only then become the EU mem-
bers. Although the political reality of tomorrow is subject to change, one
should not expect a departure from this unofficial rule.

ADVANTAGES, COSTS, MISCONCEPTIONS AND
CHALLENGES OF NATO INTEGRATION 

Bearing in mind that every policy has its advantages and disadvan-
tages, i.e. costs, misconceptions and challenges, we tended to define
them based on some theoretical observations,13 specifically with refer-
ence to Montenegro.

Advantages

Collective Defence

“The Parties agree that… [they] will assist the Party or Parties so
attacked by taking forthwith, individually and in concert with the other
Parties, such action as it deems necessary, including the use of armed
force[...].”14 From the legal point of view it is possible to say that this Arti-
cle is not precise enough and is therefore subject to free interpretation.
However, Article 5 expresses the core purpose of NATO existence,
regardless of the “form” of potential threats, i.e. the Cold War or a new
challenge. In the case of an attack one should expect an armed response
of member states, because their failure to do so would mark the end of
NATO, in view of the essential benefit that NATO provides to its member
states. This thesis is supported by NATO’s reaction to September 2001
and attacks on the USA. In all fairness, it is difficult to predict what would

10912 This refers to the fifth enlargement of the EU in May 2004, when the Union was
enlarged from 15 to 25 member states. Out of ten new member states, eight were post-
socialist countries.

13 John Kriendler, Ukrainian Membership in NATO - Benefits, Costs and Challenges,
(Occasional Paper Series no. 12, George C. Marshall European Centre for Security Stud-
ies June 2007)

14 NATO Handbook (ISBN 92-845-0178-4), Public Diplomacy Division, NATO, Brus-
sels, 2006. p. 389-390 and NATO On Line Library „Official Text: The North Atlantic Treaty“,
http://www.nato.int/docu/basictxt/treaty.htm 
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happen if NATO failed to react, but then the question is if anyone is really
prepared to question NATO readiness to act Furthermore, Article 4 of the
same Treaty stipulates that the Parties would consult together whenever
there is a threat to the territorial integrity, political independence or secu-
rity of any of them.15 Therefore it is possible to expect that NATO itself is
current with the developments and prepared for potential reaction. The
NACC, and then the EAPC and the PfP16 were all established in order for
NATO not to undertake the security guarantees it was not prepared to ful-
fil, due to outstanding reforms in potential member states and sensitive
foreign policy issues. This is definitely the most significant advantage of
NATO membership, but also the core purpose of the Alliance.

Economic Dimension of Security

Article 2 of the Washington Treaty refers to the establishment and
sustainability of economic co-operation among the member states. Due
to security guarantees, NATO member states had the chance to start the
process of long-term economic and social development. Nowadays
NATO includes 26 members, some of which are the most developed
countries in the world. Out of eight G817 states six are NATO members18.
Among the ten leading world economies in 2007, ranked by their nominal
GDP, seven are those of NATO members.19 As for 2008, according to the
same criterion, NATO members account for six out of ten leading world
economies.20

Still, it is very difficult to precisely quantify the economic gains, as
well as to pinpoint the economic advancement attributable to the devel-
opment of institutions and competitive advantages related to NATO
membership.
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15 Ibid.
16 NACC – North Atlantic Co-operation Council; EAPC – Euro-Atlantic Partnership

Council; PfP – Partnership for Peace.
17 Includes economically and politically most developed countries of the world.
18 USA, UK, Germany, France, Italy and Canada, whereas Japan and Russia are not

the members.
19 USA, Germany, UK, France, Italy, Spain and Canada. According to: IMF, World Eco-

nomic Outlook Database, October 2008: Nominal GDP list of countries, data for the year
2007. Also, World Bank: GDP, Data for the year 2007. 2008-07-01. 

20 CIA World Factbook: Field listing - GDP (official exchange rate), 2008. According
to this source Canada changed places with Brazil, which is now on the list of ten leading
world economies.  
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For the sake of comparison, in 200721 Montenegro was an attractive
destination for investments even without NATO membership. That year
Montenegro had the third largest foreign direct investments (FDI) per
capita of post-socialist states, after Estonia and the Czech Republic, both
of which were NATO members at the time. However, we can assume
that the FDIs would have been even larger had there been security guar-
antees of the Washington Treaty. A further assumption is that NATO
membership would additionally stimulate investors from the key NATO
member states to invest in Montenegro. Different investors take differ-
ent attitudes towards the risk, but it is an indisputable fact that capital is
“timid” and requires institutional security.

It is important to emphasise that NATO membership is not an instant
economic benefit per se; it is rather an additional mechanism that assists
globally competitive institutions of a country to attract FDIs in order to
increase the quality of individual living. The data for the Czech Republic
and Poland indicate that capital is attracted in consequence of integration
into the transatlantic institutions. After the Czech Republic and Poland
had been admitted into NATO in 1999, the inflow of FDIs in 2000
increased by 12% and 34% respectively. The increase in FDI inflow in
2005 over 2004, when they joined the EU, was 133% and 5.07% respec-
tively. Looking at Poland and the Czech Republic we note a conspicuous
GDP growth in 2000 and 2001 of 4.3% and 1.2%, i.e. 3.6% and 2.5% ,
while the relevant growth figures for 2005 and 2006 are 3.6% and 6.2%,
i.e. 6.3% and 6.7%. If we include Hungary in the observed sample, we will
note that the Hungarian GDP growth registered 5.2%, 4.1%, 4.1% and
3.9% in 2000, 2001, 2005 and 2006 respectively.22

Collective Security

The 21st century has brought new challenges to global security and
that is the context wherein one should look for the solutions. These chal-
lenges and the disappearance of the main reason for the original estab-
lishment of NATO led to its transformation. NATO is nowadays one of the
mechanisms for combating terrorism, organised crime and proliferation
of weapons for mass destruction. Cooperation among NATO member
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states enables the exchange of security information and establishment of
higher security standards, thus acting preventively against some of these
threats. In line with global changes this could easily become one of the
(most) important advantages of NATO membership in the years to come.

The Road to the EU

Officially, none of the documents of EU bodies specifies that NATO
membership is a precondition for that of the EU. Quite the opposite, the
history of establishment and enlargement of the two organisations reveals
no causal relation between memberships in the two transatlantic institu-
tions. The same may be concluded from the example of Cyprus and Malta,
both of which joined the EU without joining NATO first. However, if we
take a look at the historic context of post-socialist states and the context
of their EU and NATO integrations, we may note that none of the 12 post-
socialist states which joined the EU stayed outside NATO. In fact, they had
all been incorporated into NATO before their integration into the EU.

It is likely that the primary reason for their integration into NATO prior
to the EU lies in the fact that approximation to NATO standards largely
overlaps with the EU requirements, with additional adjustments to the
security and defence context. 

Furthermore, although there is no political condition linking the mem-
bership in the two organisations, it is necessary to emphasise that the
European Parliament looks upon NATO as the core of defence and securi-
ty in Europe (and beyond); therefore, it is expected that NATO will remain
the framework for primary security stabilisation of post-socialist coun-
tries.23

Increase of Montenegro’s International Influence and Partici-
pation in the Process of Decision Making

Despite the perception of its own importance, Montenegro is not a
key global player and cannot be one due to its size and power. Integration
into both transatlantic institutions would increase the international repu-
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23 European Parliament, Committee on Foreign Affairs, Report on the role of NATO
in the security architecture of the EU, (2008/2197(INI)), Session Document A-0033/2009,
Ari Vatanen (rapporteur), January 2009.
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tation and influence of Montenegro, since it would be seen as a serious
state committed to the rule of law and security of its citizens. Its
enhanced influence and image would then have a positive effect on
attracting the capital, which would lead to the improved quality of life for
Montenegrin citizens. NATO membership would be an indicator of Mon-
tenegro’s readiness to contribute to ensuring peace and security on the
global scene, whereas the voice of the official Podgorica would be heard
in the debate on many issues of international significance.

Compared with all other NATO arrangements, such as the PfP, mem-
bership alone enables participation in the decision making process. This
dimension is highly relevant, given all the consequences that NATO’s
decisions might have. It is a fact that member states differ in terms of
their political and economic distinctions and financial contributions to
NATO, and hence have different degrees of influence on specific NATO
decisions. Still, each member state, regardless of its size and actual polit-
ical and economic power, enjoys some kind of protection reflected in the
requirement for consensual decision making. Accordingly, none of the
members could officially force another to participate in decision making
or to take a decision on something it does not want or does not consider
its foreign policy priority. That point was , in a way, confirmed by the situ-
ation with the USA and Iraq .

(Further) Reforms Incentive 

The transition process is a process of economic, political, mental and
also security reforms. The main goal in the implementation of these
reforms is to increase the overall quality of life in Montenegro. In line with
that, the Montenegrin society is obliged to carry out the reform efficient-
ly, since that is the only successful way of completing this process. 

Still, as Mojmir Mrak noticed, “integration narrows down the
manoeuvring space for the stupidity of politicians”24. It is necessary to
continue the process of transatlantic integrations, since they give an addi-
tional impetus to the finalisation of the integration. This refers to the
strengthening of the rule of law, establishment and/ or development of
individual, economic and political freedoms, as well as to the reforms in
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the area of defence. The transition path of post-socialist states is the one
of persisting in the reforms and overcoming the challenges. The process
of transatlantic integration can also provide a political alibi for politically
unpopular moves, which is certainly not to be disregarded.

COSTS

Just like any other activity, the process of accession to NATO has its
disadvantages or costs. However, the political and financial contribution to
the Organisation should be observed as an investment, since it ensures
profits in the form of collective security which is a public good and
enables improvement in the quality of life. 

Membership Costs 

Taking into account the character, role and structure of NATO, the
costs of membership in the Organisation could be divided into direct and
indirect. 

Indirect costs represent the bulk of expenses related to the building
and maintaining of the member states’ armed forces, as well as their
inter-operability with NATO forces. Indirect costs further include the
expenses of deployment of the member states’ armed forces during
NATO-led operations. The PfP members incur most of these indirect
costs, since they have the obligation to build inter-operable armed forces
and to participate in parts of operations within the PfP programme.

However, there are several exceptions, such as NATO’s Airborne
Early Warning and Control Force. It uses aircraft with radar systems joint-
ly procured by the member states. They are the owners and jointly main-
tain and manage these aircraft An exception are also the investments that
refer to collective requests. They are funded by NATO itself rather than its
members, and cannot be assigned to any individual member state as its
exclusive obligation and responsibility. Indirect costs also include the
maintenance of the member states’ representative offices in Brussels
and SHAPE command in Mons.25
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The NATO standard for defence budget appropriations is around 2%
of the GDP. The latest research efforts by the IISS26 and SIPRI27, as well
as by the ISSP indicate that some non-member states , such as Finland
(1.14%), Austria (0.7%) and Ireland (0.42%) have lower appropriations for
defence than some of the members. From this point of view, we can con-
clude that NATO membership is more expensive than independent build-
ing and maintenance of defence capacities.

Viewed in relative terms, the thesis that NATO membership is more
expensive holds true. However, considered in absolute terms28 the thesis
is not valid. The percentages must always be seen in relation to their
basis. For example, Sweden, a non-member state, allocates 5.8 billion
USD, whereas Norway and Belgium, both NATO members, allocate 5 and
4.4 billion USD respectively. Switzerland, another non-member, allocates
3.5 billion USD, compared with Portugal’s 3.1. billion USD. Finland and
Austria, both non-member states, allocate 2.8 and 2.6 billion USD respec-
tively, whereas the respective allocations of the Czech Republic and
Romania as member states amount to 2.5 and 2.3 billion USD respective-
ly.

It is a fact that the largest and most powerful members of the Organ-
isation have absolutely the largest allocations, but that enables the less
powerful states to have lower defence costs. Some authors29 claim that
small states, Montenegro included, are free riders among NATO mem-
bers. Although small member states are definitely not free riders, since
they also bear the costs of NATO membership, it can be concluded that
membership brings them more benefits than costs. 

During 2006, 200730 and 200831 the military budget of Montenegro
amounted to 1.84%, 1.32% and 1.47% of GDP, or 39 million, 37 million
and 48 million EUR respectively. Montenegro’s 1.32% of GDP is well
within the recommended NATO standard (2% of GDP), but not too far
away from some militarily non-aligned states such as Finland (1.14% in

11526 International Institute for Strategic Studies, www.iiss.org .
27 Stockholm International Peace Research Institute.
28 IISS-International Institute for Strategic Studies: “The Military Balance 2008”. 
29 Rodolfo A. Gonzalez, Stephen L. Mehay “Burden sharing in the NATO alliance: An

empirical test of alternative views“, Public Choice 68: 107-116, 1991. Kluwer Academic
Publishers, the Netherlands.

30 MONSTAT www.monstat.cg.yu and Montenegrin Ministry of Finance, The Law on
Final Balance of the Budget of Montenegro for 2007, Podgorica, July 2008

31 Defence costs participation in GDP in 2008 and projection is by ISSP.
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2007). Furthermore, if we compare Montenegro with Finland, Ireland,
Austria, Cyprus and Malta, we find that only Montenegro and Malta have
similar defence costs in absolute terms. More precisely, Montenegro’s
costs were 5 million EUR higher than those of Malta in 2006 and 9 million
EUR in 2007. Neither Montenegro nor Malta are NATO members. Fin-
land, Ireland, Austria and Cyprus’ defence allocations are 2.8, 1.1, 2.6 and
0.39 billion EUR32 respectively. We may note that the stated sums are sig-
nificantly higher than 0.037 billion, i.e. 37 million EUR allocated by Mon-
tenegro.

Direct costs are the costs directly managed by NATO based on the
contributions of its member states. The modality of common funding of
NATO expenses is based on the formula established by the Organisation
itself, but also by the member states. Although the formula is subject to
change, due to the evolution of NATO and its activities and policies, it is in
fact based on a member state’s GDP, purchasing power parity and other
factors. This means that it is based on the ability of each member state to
contribute what represents a small portion of total expenses. The average
level of NATO members’ contributions to the common budgets is
0.027% of GDP, although it varies from one member state to another.33

It is important to emphasise that members finance only the costs of
those programmes in which they want to participate. When potentially
new expenses occur within NATO, its members jointly discuss the need
to apply the principle of common financing, i.e. whether the implementa-
tion of a certain project would be in the interest of all member states. One
should bear in mind that the principle of common financing, as well as the
making and implementing of all NATO’s policies, are based on a consen-
sus of the member states.

NATO’s common budget could be divided into civilian, military and
NSIP34 budgets. These three budgets are the only instruments within
which NATO sets specific objectives, as well as the hierarchy of those
objectives in relation to clearly defined priorities and goals of the Organi-
sation.
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The civilian budget is based on a precise correlation of NATO’s strate-
gic goals and resources needed for their implementation. This budget
covers the staff costs, operational, capital and programme costs. It is
implemented by NATO’s International Staff and supervised by the Civilian
Budget Committee. The system of financing this budget is primarily
based on the contributions that member states pay through their min-
istries of foreign affairs.

The military budget is intended for the expenses of maintaining the
international military structure and for operational costs. It caters for the
needs of the Military Committee, International Military Staff, military
responses to crises and their command-information-communication sys-
tems, as well as the needs of research and development agencies and
NATO’s Airborne Early Warning and Control Force. This budget is based
on contributions paid by member states trough their ministries of defence
and is controlled by the Military Budget Committee and implemented by
programme beneficiaries. It is important to emphasise that the rule “over
and above” applies both to the military and NSIP budgets.35

The NSIP budget implies investments in infrastructure, and the
investments needed by NATO’s strategic commands beyond the securi-
ty requirements of member states. This budget funds crisis response
operations, military installations and systems, airborne command and air
space control systems, satellite communications systems, military head-
quarters, runways, oil pipelines and oil reserves and ports, as well as nav-
igation systems. This budget, too, relies on contributions made by mem-
ber states through their ministries of defence. The beneficiaries are mem-
ber states or agencies and strategic commands, and the oversight is done
by the Infrastructure Committee.

According to the ISSP’s projections, Montenegro’s contribution to
the common budgets of NATO is represented in the table below for three
potential scenarios.36 All three scenarios are based on Montenegrin GDP
and the state’s contribution capacity. The first scenario additionally
includes the size of Montenegro and its army, the second one the aver-
age contributions of NATO members to the common budgets, and the
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36 The author is the ISSP analyst in the area of transatlantic integration and interna-
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third scenario adds maximum identified potential contributions of the
member state. The data shown in the table represent the direct costs of
Montenegrin membership in NATO.

Table 1: Projection of Montenegro’s contribution 
to NATO’s common budget

Source: Projections by ISSP, 2009

The research findings lead to the conclusion that the most likely sce-
nario is the second one, taking into consideration contributions into all
three NATO budgets, Montenegrin GDP, its contribution capacity, as well
as allocations of other member states. To be more specific, our projec-
tions indicate that the direct costs of Montenegro joining NATO member-
ship in 2009 would be 1.1 million EUR.

(Partial) Loss of Sovereignty and “Fine-tuning” Policies

Although NATO is not a supra-national institution, such as the EU,
where a significant part of sovereignty is transferred to the Union, acces-
sion to NATO also implies partial loss of sovereignty. More precisely, the
consensus principle requires the fine-tuning of common policies. This
means that member states must be prepared for compromise, especial-
ly when it comes to sensitive subjects on which some members have
clear and articulated positions, while some others may be relatively indif-
ferent. In line with that, it is possible to lose a part of sovereignty while
defining the “fine-tuning” policies for the purpose of achieving solidarity
and cohesion within NATO. Still, this does not spell the loss of sovereign-
ty in cases which are important for a member state. For example, Greece
has been very successful in holding its sovereign position on Macedonia’s
official name. Furthermore, we should not disregard the positive effects
of this process, since a member state has the possibility to influence deci-
sion making and to benefit from the decisions taken.
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MISCONCEPTIONS AND MYTHS

Lack of Guarantees of Collective Security 

The first misconception that refers to Article 5 is related to the lack of
collective security guarantees, specifically in the wording “…such action
as it deems necessary...“. One should not expect that there would be no
armed response in case of an attack, since that would mark the beginning
of the end of NATO, given that this is the essential benefit that member
states have from the Alliance. The second misconception refers to the fact
that, again in Article 5, NATO guarantees collective security to some mem-
ber states, as opposed to some others. Bearing in mind that each member
state contributes to NATO in line with its capacities, it is expected that they
will all enjoy equal treatment, at least when security guarantees are con-
cerned. The third misconception refers to the understanding that participa-
tion in the PfP programme is in itself sufficient. Since some states who
participate in the PfP programme are not NATO’s members, they do not
enjoy the right to guaranteed collective security stipulated in Article 5.

Incentive for Terrorism as a New Risk

The other “key” argument used by NATO’s opponents refers to the
“fact” that NATO membership would increase exposure to terrorist
attacks. Taking into consideration that terrorism is one of the new securi-
ty challenges, the possibility of a terrorist attack cannot be excluded,
regardless of the position of a particular state. Still, we believe that mem-
bership in NATO is one of preventive mechanisms in combating terror-
ism. Furthermore, facts indicate that the causes of terrorist attacks in
“old” NATO member states do not lie in their affiliation to the Organisa-
tion or in some of its decisions, but are of a completely different nature.
There has been no identified increase in terrorist attacks in “new” NATO
member states which joined the Alliance in 1999 and 2004.37 Terrorist
attacks mostly occur in weak security environments and conflict zones.
As the advocates of this argument usually invoke the sufficiency of par-
ticipation in the PfP programme, it is worth mentioning that the PfP mem-
bers also have some duties and responsibilities in operations and mis-
sions which could cause an increase in terrorist attacks, were these
attacks at all connected to the membership in NATO or its programmes.
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Incompatibility of Russian Investments 
and NATO Membership

The understanding that Russian investments are incompatible with
the foreign policy strategic goals of Montenegro and that they are poten-
tially dangerous because of the possible political influence on the country
is just one of the arguments used by some opponents of NATO member-
ship. All investors, Russian included, want the security for the invested
capital, which is exactly the reason why certain destinations differ in
terms of FDI inflow. One should not expect that Montenegrin member-
ship in NATO would lead to a drop of investments from any foreign state.
Still, even if this scenario were realistic, the benefits from NATO member-
ship are more significant for Montenegro than FDIs from any specific
country. It is also important to say that Russian investments are not as
substantial as some media try to present them. According to the Euro-
pean Parliament’s report, Russia is the fifth largest investor in Montene-
gro, after Hungary, the UK, Switzerland and Austria.38

A general conclusion which contradicts this argument is that capital
is looking for security regardless of the country of its origin and its politi-
cal and economic tradition and system, i.e. regardless of the destination
country and its political and economic tradition, system and defined for-
eign policy priorities. Furthermore, Russian investments are not at the
level projected by certain media. 

CHALLENGES

Public Opinion

According to a survey conducted by CEDEM,39 31.2% citizens of
Montenegro support NATO membership; 45.1% citizens are against and
23.7% take no stand on this issue. From the perspective of advocates of
NATO membership, there was a worrying trend of declining support
between February 2007 and June 2008. From the initial 36.6% of citizens
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who supported the membership, their number dropped to 26.3%. Citi-
zens’ support to NATO membership increased slightly in November 2008
to 26.9%. It is encouraging that support to membership increased again
in March 2009 to 31.2%, which brought it almost to the level of June
2007.40 At the same time, from February 2007 until November 2008 the
percentage of those who opposed membership evidently grew from
34.6% to 46.9%. However, the March 2009 survey noted the first
decrease in the number of NATO opponents by 1.8%, which brings the
current percentage down to 45.1%. That is a promising development for
advocates of NATO membership. In the given period of time we note a
decrease in the number of indecisive citizens from 28.8% to 26.2%. This
trend apparently continued and the March survey showed that 23.7% of
citizens had no clear position on the issue.

The most likely reasons for such a public opinion are the lack of infor-
mation, prejudice, myths and misconceptions. Still, the political opinion
and positions of individual citizens must not be subject to qualification of
other opinions and positions, since they should be the expressions of
everyone’s individuality. However, in order to formulate our position based
on facts we must have relevant information and define rational interests.
If even then irrational motives still prevail in the opinions so formed, they
should be accepted as such. It is very important to have an open dialogue
where arguments pro et contra would be presented in an appropriate,
professional and substantiated way. However, the lack of a substantiated
dialogue is evident. Consequently, a different climate should also be cre-
ated through the Communication Strategy on the Euro-Atlantic Integra-
tion of Montenegro, which should demystify NATO and everything that is
related to Montenegro’s possible membership in this Organisation. Public
opinion on integration is one of major challenges for Montenegro on this
path and this challenge should be tackled properly, regardless of how the
citizens would react to membership.

INSTEAD OF A CONCLUSION

Integration of Montenegro into transatlantic institutions41 is a mech-
anism of establishing the main development goal of Montenegro, i.e. the
mechanism of improving the quality of life of its citizens.
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NATO integration should be observed in the context of guarantees of
collective security, which is the essential motive for integration in line with
the projected development goal of Montenegro. The question that arises
is whether in case it opted to build independent defence capacities Mon-
tenegro could actually to do that with its 50 million EUR defence budget,
or whether a much larger military budget would have to be prioritised over
everything else. Our opinion is that Montenegro would not be capable to
do that with the given budget and also that there is no need to build all
forms of the military structure in Montenegro that are more suitable for
larger states. Therefore, we believe that the possibility to use common
NATO resources makes Montenegro’s membership much more accept-
able than the concept of independent defence forces of a militarily non-
aligned state, since that would imply lower costs expressed in absolute
terms. In the context of investments and/or costs, one should consider
the degree of the defence provided. If we compare a watch by an anony-
mous manufacturer with a Rolex, we note that they both tell the time.
However, the durability, precision and luxury of “ownership”, are all in
favour of the latter. We believe that security should be observed as luxu-
ry, even more so than in the afore-mentioned example, since in that way
space is created for additional attractiveness and competitiveness of
Montenegro on the global scene, which leads to the increased quality of
life of each individual in it.

Integration into two transatlantic institutions is very often observed
in a different way when it comes to the decision making method.
Notwithstanding the similarities and differences between the two institu-
tions, we are convinced that the decision on (non-)membership in one or
the other of the two organisations, must be processed identically. The
thesis that there is no need for referendum on joining the EU and that a
referendum on NATO membership is essential, is one of the fundamen-
tal theses of NATO opponents. They explain that it is sufficient to identi-
fy the public opinion towards the EU, i.e. towards NATO, and take the
position in line with that opinion. With all due respect to public perception
surveys, it is impossible to equalize public opinion’s statistical samples
with direct democracy. Furthermore, some advocates of NATO member-
ship are against the referendum. They believe that it would be very diffi-
cult to ensure the citizens’ support. At the same time, they forget that it
is necessary to create and implement comprehensive information and
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education campaigns on the advantages and costs of membership. They
also seem to forget about 26.2% citizens who have no firm opinion on
membership.

Both parties demonstrate a lack of understanding of the integration
process and the essence of sovereignty. Firstly, NATO itself is unlikely to
accept a state wherein public support to integration is insufficient.
Secondly, and even more importantly, each individual is a bearer of sover-
eignty and only a direct vote on important issues, full or partial transfer of
one’s already transferred sovereignty will give full legitimacy to the
process.

It is true that with this opinion we belong to the minority which recog-
nises the benefits of NATO membership, and which, at the same time,
does not neglect the meaning of its individual sovereignty, but it is also
true that the failure of individuals and minorities to accept the circum-
stances have always been at the core of civilisation’s development in gen-
eral. 
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THE ECONOMIC AND SOCIAL COSTS OF
ALBANIA’S ACCESSION INTO NATO

Summary

Achievement of NATO membership is one of the most important
Albania’s political golas since the early 1990s. Public opinion pools show
that Albanian public believes that the process of NATO integration is not
only about meeting military standards but also about meeting standards
which refer to economic and social development, respect for human
rights and democratic political order in general. Although there is no uni-
versaly applicable methodology for a measurement of potential social and
aconomical gains in a case of membership it is possible to make predic-
tions about short-term, middle-term and long-term costs and benefits in
a context of each particular country. 

Key words: NATO, public opinion, cost and benefit analyses, direct
costs, indirect costs 

Introduction

Since the early 1990s, the Albanian political and intellectual elites
have consistently pledged their commitment to perform the necessary
reforms to gain NATO membership. The accession process has involved
the participation of political actors, civil society and the public at large.
However, while such participation has proven to be very successful and
influential in international policy-making circles, think tanks such as the
Institute for Democracy and Mediation have addressed a major gap,
which has to do with the role of the public in processes related to Alba-
nia’s integration into NATO: measuring public perceptions of accession to
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the Alliance, including assessing the public’s knowledge about it and their
understanding of the responsibilities that such an accession entails.
Although Albanian society has made significant progress in carrying out
reforms in building a democratic society, a market economy and in the
security sector, it has become imperative for Albanian society at large that
Albania entering NATO also involves responsibilities and making contribu-
tions towards the accession process, not just becoming the beneficiary of
collective security.

In this context, the presentation on ‘Costs and Benefits of Albania’s
NATO membership’ for the audience of the ‘Business and Security’ con-
ference hosted by Center for Civic-Military Relations in Belgrade, Serbia
will focus on elements including but not limited to: a) the acknowledge-
ment of costs from a Prospective Candidate Country; b) public percep-
tions of NATO accession; c) the associated economic and social costs, as
well as the criteria for the identification and sharing out of those costs; d)
direct military and indirect, non-military costs. While references are made
in this presentation to a summary of proceedings of a regional conference
on the costs and benefits of Albania’s NATO membership from a nation-
al and regional perspective hosted by Institute for Democracy and Medi-
ation in May 2008 with the support of NATO’s Public Diplomacy Division
in Brussels, the views expressed in this paper are those of the Institute
and do not necessarily reflect the opinion of the Albanian authorities or
the donor, which has also supported the Institute’s research study on the
public’s perceptions of Albania’s integration into NATO.

For the most part, NATO integration has become subject to debate in
many countries seeking to join the Alliance. Although the debate has
mostly been of a political, diplomatic and military character, the level of
focus on an economic and social analysis of costs associated with the
integration varies from country to country. “The principle aim was to draw
out an all round balance sheet of all aspects of this process, with the
rights and obligations for relevant countries. In (Albania), that might be val-
ued as [sic] lukewarm debate”1. Such a debate may pave the way for
more active awareness-raising among all actors concerned about the
readiness of the country to accede to NATO and about aspects of afford-
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ability. Those include not only political but also economic, social and insti-
tutional costs because “political actions which do not bring about eco-
nomic consequences do not exist; similarly, the economic actions of the
moment [sic] spread their branches over the political line of a state.”2

Factors and effects relating to costs from the Albanian perspective as
a candidate country are not always quantifiable. Unlike the research study
undertaken by the Institute for Democracy and Mediation on the public
perception of Albania’s integration into NATO (carried out using a solid
research methodology as detailed below), there is no specific methodol-
ogy to be used as a guideline for a cost-benefit analysis of the process at
stake. To this effect, it has been widely recognized that the impact of
NATO membership for Albania needs to be analyzed from a mid-term to
long-term perspective (from the moment of invitation). Another factor to
be taken into consideration in analyzing the costs from the perspective of
Albania as a candidate country is that the responsibility for NATO integra-
tion does not fall entirely upon the Ministry of Defense but also upon all
the segments of the Government of Albania, thereby introducing eco-
nomic costs for all the stakeholders involved. Additionally, one “cost” that
must be acknowledged is that “NATO itself is undergoing a process of
transformation and appropriation under the new conditions of security
environment trying to respond to new global threats”.3

The research study on public perceptions of Albania’s NATO integra-
tion conducted by the Institute for Democracy and Mediation used a
research methodology based on direct interviews and surveys with cen-
tral and local public administrators, representatives from academia, NGO
and civil society activists, as well as representatives from the Albanian
business community. “A vast majority of respondents (89.4%) declared
their support to Albania’s membership into NATO. The most supportive
category of respondents appears to be civil society (NGOs) with almost
97% while the least support comes from the business community – 83%
of respondents who would vote for a referendum. Yet, their opinions are
quite divergent with regard to whether Albania needs a collective military
defense (which at present may be best provided by NATO). Collective mil-
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itary defense is perceived as a need for the country by 41% of respon-
dents while 36.9% do not share the same view”4. 

While such a survey identified a generally NATO-friendly Albanian
population with a positive opinion about NATO, most respondents agree
that integration is not only about military standards; it is a process that
requires meeting not only economic and social development standards,
but also political stability and the observance of certain democratic and
human rights standards, as well as more proactive efforts to combat cor-
ruption and organized crime as the worst threats to national security.

Interestingly, findings from the surveys conducted with representa-
tives from Albanian academia (Faculty of Economics of the University of
Tirana) corroborate the view that the general public perception regarding
the integration process is very positive (92% of respondents consider as
positive the invitation to the Bucharest meeting for Albania’s admission
into NATO and only 2.6% are against it). However, “public enthusiasm”
drops slightly when it comes to costs associated with the integration
process (namely, 77% of the respondents believe that the process shall
be accompanied by costs for Albania while 6.4% do not share the same
view). The support drops further when it comes to the implications of
accession for the defense budget. Specifically, 62% of those surveyed
believe that defense budget expenses amount to 2 -/+1% of the national
GDP while 27% believe that those expenses amount to over 3% of the
GDP. Further on the topic of budget allocations, 56% of respondents
believe that expenses should go to integration into EU structures, where-
as the rest believe that those should benefit other items of the state budg-
et. “The percentage of support drops (significantly) down to 52% in rela-
tion to the deployment of troops in dangerous zones such as Iraq and
Afghanistan”5. With a more realistic perception, “over 90% of respon-
dents are of the opinion that (Albania) lacks the proper financial, material
and managerial capacities to face natural disasters, terrorist acts and any
other potential invasion”6.128
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Since the quantification of costs stemming from the obligations of
member countries joining NATO is difficult, it makes more sense to cate-
gorize those costs according to different indicators. The broad categoriza-
tion of direct vs indirect costs would not constitute a solid basis for con-
ducting a thorough analysis of all costs associated with membership.
Therefore, we must look at those costs as short-term, mid-term and long-
term costs within the 2007-2012 timeframe and beyond. Associated
costs can also be categorized according to the form of investments,
either through the state budget or foreign financing (such as FDI7 and
other foreign assistance from international bodies or individual NATO
countries), or economic costs associated with national expenses to meet
obligations for accession not only to NATO but also to EU structures.
Some of the concerns, which have been voiced both by analysts and the
Albanian public at large, have to do with insufficient resources and limit-
ed military, budgetary and technical capabilities, compared to those nec-
essary to comply with the standards of the Alliance.

The spectrum of typical direct military costs includes costs such as
the contributions that each member country pays into the joint NATO
fund in order for the Alliance to perform its functions of investing in secu-
rity programs, organizing consultations, stationing troops within the
NATO area, etc. In addition to these costs are those necessary to finance
the representation of Albania to the NATO mission and structures, costs
for participation in NATO organized trainings, conferences and work-
shops, as well as costs for participations in joint military operations abroad
according to the agenda of the Alliance. Other direct military costs include
costs of carrying out the institutional and legal reforms required to meet
NATO accession standards. Also significant are those costs needed to
upgrade the infrastructure, information systems, and enhance human
resource capacities through the training of military and administrative per-
sonnel, etc. 

From a budgetary viewpoint, these costs cannot be analyzed sepa-
rately from the Albanian state budget, as compared to other member
countries. In terms of statistics, only one country in the whole of Central
and Southeastern Europe (Bulgaria) exceeds the minimum defense budg-
et size requirement (as a percentage of national GDP) - which is 2%. Alba-
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nia’s defense budget for 2007 was 1.82% of GDP. Projections show that
by the end of 2008, Albania’s defense budget will meet the 2% of the
national GDP threshold. 

Conclusion

For the sake of cost association and categorization, it seems more
appropriate to think of the indirect non-military costs in terms political and
socio-economic costs. The clear political repercussions of Albania’s NATO
accession relate to concerns about the impact of accession on the protec-
tion of national sovereignty, as well as doubts (yet not quantified) on the
part of the Albanian population at large with regard to Albania’s potential
deployment of troops in Iraq and Afghanistan. In addition, the “fulfillment
of NATO and EU Standards for the electoral process and judicial reform
constitute an additional cost”8, which can be interpreted as an indirect
cost to be incurred by all segments of the Government of Albania. Eco-
nomic reforms as well as social reforms to combat corruption, trafficking
and consolidate the rule of law should be also taken into account as indi-
rect, but significant costs, as the country prepares to join the Alliance. 
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NATO IMPACT ON THE LOCAL 
ECONOMY – THE CASE OF B&H

Summary

In analysing what membership in the “Partnership for Peace” (PfP)
programme and the ambition for reaching the status of a fully fledged
member of NATO has brought to the economy of Bosnia and Herzegov-
ina (B&H) we come to the conclusion that there are direct economic costs
and gains as well as a political benefit of belonging to the community of
shared values and participation in the decision-making processes. Partici-
pation in the “Partnership for Peace“ programme corresponded with the
increase in the Bosnia and Herzegovina’s GDP leading to a three times
higher inflow of foreign direct investments and, at the same time,
increase in the budget allotments for the defence system. The costs of
participation of Bosnia and Herzegovina’s soldiers in the international mis-
sion in Iraq belong to direct costs; however, the latter are not reduced to
the former alone. Nonetheless, Bosnia and Herzegovina did not fully par-
ticipate in covering the costs of soldiers in the Iraqi mission, as a half of
them were subsidised by the USA. 

Key words: Bosnia and Herzegovina, Partnership for Peace, collec-
tive security, defence system. 

Introduction

This paper deals with NATO’s impact on the local economy of Bosnia
and Herzegovina. We have already had the opportunity to learn, both from
the theoretical and practical point of view, what are the limitations which
preclude an accurate presentation of economic indicators realized by
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obtaining fully fledged membership in NATO. Bosnia and Herzegovina is
not an exception in this respect. However, it is important that the political
elites and the public in B&H have recognized the values which come
along with the Alliance’s membership. Therefore, this paper will focus on
the broader dimension of benefits arising from NATO membership, and
will only to a certain extent address the purely economic aspect of inte-
gration. 

The North Atlantic Alliance accomplishes its fundamental purpose by
guaranteeing freedom and security to its member states in line with the
principles set forth in the Charter of the United Nations. Depending on the
nature of the security challenges, in realisation of its goals the North
Atlantic Alliance applies its political influence as well as its military capac-
ities. Given the fact that the strategic environment has recently changed,
so has the response of the Alliance to security threats. Namely, the
Alliance still safeguards stability across its Euro-Atlantic jurisdiction, but it
also develops itself in order to be able to respond to new challenges and
threats. In the first place, the new risks relate to terrorism and security
threats outside the traditional concept of the NATO mandate. 

After the end of the Cold War, NATO adopted a broader definition of
security and initiated a more extensive strategy of partnership and coop-
eration throughout the Euro-Atlantic space. In the new development strat-
egy and enlargement of NATO, the West Balkan countries saw a chance
to ensure permanent peace in their territory, after the volatile events they
went through during the 1990s. NATO membership is the best guarantee
of peace and stability. In that manner, the former Yugoslav states started
their journey to NATO. On that road some of them were faster than oth-
ers, but all of them had the same goal -. to become fully fledged mem-
bers of NATO.

What did NATO membership bring to the countries in the region or,
to be more precise, what did it bring to Bosnia and Herzegovina?

Collective Defence 

The key and fundamental advantage of NATO accession is reflected
in the existence of collective defence, stipulated in Article 5 of the Wash-
ington North Atlantic Treaty. This Article of the Treaty at the same time
discourages any of the member states from launching an attack on one
another. However, should that happen, the state which has initiated the

132

Denis Hadžović



attack would have to reckon with the military strength of the entire
Alliance. Collective defence remains fundamental to NATO existence.
Therefore, the main benefit of NATO membership is reflected in the
reduction of risks endangering a country’s sovereignty and territorial
integrity. This is of vital importance for Bosnia and Herzegovina especial-
ly in view of the negative experiences in its recent and early history. 

Defence budget 

The cost of defence certainly varies in different states, and also
depends on the security environment. The reform of defence forces of
B&H brought about a significant reduction of budget allotments for
defence. Immediately after the war, the costs of the defence system rose
up to almost 10% of the GDP, which was also one of the reasons in favour
of rapid implementation of necessary reforms. The stabilisation of
defence costs occurred in the period of B&H’s efforts to join NATO’s
“Partnership for Peace” (PfP) programme, when the defence costs were
reduced to almost 2% of the total GDP. The increase in the B&H GDP was
followed by the increase in the country’s defence investments. Thus the
nominal defence costs grew from the moment when B&H joined the PfP.
However, their share in the GDP was reduced to 1.57%, which is still a
valid value. In 2006 the budget totalled EUR 140 million (278.1 mil con-
vertible marks), rising to EUR 143 million (285 mil. convertible marks) in
2007, to reach EUR 145 million (291 mil. convertible marks) in 2008. As
for the year 2009 the B&H Ministry of Defence is seeking an increase of
additional EUR 25 million (50.4 mil convertible marks) or about EUR 170
million (341mil. convertible marks) in total. The budget increase is in direct
relation with the increase in the needs of the armed forces, which desire
to become as compatible as possible with the forces of other NATO
member states. However, the structure of costs within the defence
forces is still unfavourable. A small amount of funds is earmarked for
modernization and research, and we, therefore, still cannot talk about a
developmental budget. Personnel costs and allowances account for 74%
of the total budget, thus presenting a huge obstacle to implementing the
developmental projects. It bears mentioning that in B&H there is a gener-
al consensus regarding Euro-Atlantic integrations. However, the request
of the Ministry of Defence for appropriate financial assistance is not well
received by political elites. Should we consider these requests in the con-
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text of average budget allotments for defence at the European level, we
would realize that there was real room for increase of the defence costs
in B&H.

Collective security

In addition to all the changes that happened after World War II, the
development of NATO into an organisation with an important role in the
collective security is of vital importance. This organisation developed its
capacities so as to be able to face various types of untraditional threats
that bring into danger the defence systems of its member states. When
it comes to Bosnia and Herzegovina, the transformation of its defence
capacities, demilitarization, professionalization and abolition of the com-
pulsory military service influenced the reduction of the defence costs. In
addition to defence reforms, reaching NATO structures required imple-
mentation of changes in other security agencies, primarily related to the
protection of secret data. On the other hand, despite the implemented
reforms, B&H, as well as many other countries, still does not have the
capacities to face the contemporary threats unaided. Therefore, the
strategic goal of B&H is to obtain NATO membership, which would allow
appropriate protection of its national interests through cooperation with
other member states while still keeping the national budget allotments at
almost the same level. It is of extreme importance that a fully fledged
member of NATO occupies an equal role in the decision-making process
within the Alliance as well as in creating defence and security policies.
The possibility of safeguarding and promoting individual national interests
in such a significant forum as NATO is of invaluable importance for a small
country like Bosnia and Herzegovina.

What is the price of NATO membership?

Obviously, accession to NATO cannot happen without certain risks
and costs. Sharing the risks and burdens are some of the key principles
at NATO’s foundations. Bosnia and Herzegovina will, as a fully fledged
member of the Alliance, share the burdens and risks the Alliance is facing
both quantitatively and qualitatively. As a member of the PfP, Bosnia and
Herzegovina has already assumed certain responsibilities towards the
Alliance. However, when it becomes a fully fledged member of NATO,
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these responsibilities will be greater. They include participation in NATO
interventions, which are not in direct connection with Article 5 of the
Treaty. At the Summit held in Riga in November 2006, an invitation for
accession to the PfP was extended to Bosnia and Herzegovina. At the
Summit in Bucharest in April this year (2008), the progress of B&H was
made public and thus B&H entered the process of a more intensified dia-
log with the NATO Alliance. It also bears mentioning that B&H will soon
become an official member of the “Adriatic-Ionian Initiative”, which
already gathers some Southeast European countries. Besides increased
budget allotments for developing cooperation within these programmes,
the costs of participation include additional funds that B&H would have to
earmark for the support of NATO’s civilian and military programmes.
Nowadays the armed forces of B&H participate in coalition forces in Iraq.
Although this is not a NATO intervention, it is still an opportunity for B&H
to contribute to the development of peace in the world together with
other members of the Alliance. In the context of the overall economic sit-
uation in B&H, the costs of sending two military units are certainly huge.
However, the expenses B&H bore in this particular case were significant-
ly reduced due to the USA subsidizing half of the costs. Taking into con-
sideration that our government is committed to sending morel troops to
future peace operations, we may assume that such initiatives will place
additional burden on the already tight financial allotments. Nevertheless,
since we have been receiving international military assistance for a long
time now, we are aware that it is necessary to provide support to peace
operations and our political elite have formulated a clear standpoint in that
respect. Accession to the Alliance implies certain obligations of state insti-
tutions. First of all, participation in the complex, rapidly evolving decision-
making processes presents a huge burden to state institutions. This pri-
marily refers to the line cooperation of state institutions and effective
cooperation with the National Assembly. When taking certain executive
decisions, e.g. concerning participation of military forces in peacekeeping
operations, it is necessary to obtain approval from the Parliament. NATO
membership also has a positive impact on the military industry of mem-
ber states. In the case of Bosnia and Herzegovina, accession to the NATO
Alliance would create greater possibilities for the development of this part
of the economy, which has only recently showed signs of recovery. This
branch of industry used to be one of the driving economic forces of our

135

NATO Impact on the Local Economy - The Case of B&H



country. Accession to the Alliance would allow our companies access to
a much greater market and, at the same time, create better prospects for
their harmonisation with the requirements of new customers. The mili-
tary industry actors are certainly aware that they would be unable to fight
the competition in a developed market such as this one, but some medi-
um scale enterprises could still use this opportunity to prove their worth
in this branch of industry.

What are the challenges that a state is facing in the
process of accession to the Alliance?

In the process of accession, the efforts the Alliance is making in influ-
encing state institutions to successfully implement the processes of mil-
itary, political and economic harmonization are of critical importance. In
Bosnia and Herzegovina circumstances are sometimes rather complex.
Although a large number of requirements was met prior to the accession
to the PfP, much still remains to be done by the state institutions of B&H.
Positive steps were made in relation to the reform of the defence sector,
probably one of the most developed sectors in the composition of B&H.
Lengthy and, at times, painful reforms have been successfully complet-
ed. The process of initial demobilisation and demilitarisation of the exist-
ing military (which, as per estimation, had more than 400, 000 soldiers
after the war) in order to establish professional armed forces numbering
10, 000 soldiers, implied significant compromises of political elites and,
certainly, great international assistance. Still, in the process of harmonisa-
tion with NATO standards, the biggest challenge of our governmental
structures remains the establishment of the efficient military under full
democratic control. The definition of the defence budget in B&H in the
context of prospective unfavourable economic and social circumstances
is an important determining factor of the B&H’s journey towards transat-
lantic integrations. 

Current Status 

After several years of positive economic developments, Bosnia and
Herzegovina is facing new challenges. The adoption of development poli-
cies will be additionally burdened by the combined impact of growing
inflation, foreign trade deficit, global economic crisis, growing fiscal obli-
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gations and larger welfare budget. Nevertheless, with the appropriate pol-
icy in place, Bosnia and Herzegovina might reach the rates of growth nec-
essary for future implementation of reforms. The ratification of the Stabil-
isation and Association Agreement proves that B&H leads its macroeco-
nomic policy in a structured manner. After its accession to NATO’s PfP,
B&H records a continued GNP growth. In 2006 this growth totalled 6%,
while in 2007 with a rate of 6.5% it was the second biggest GNP growth
in the region. Additionally, an increase in foreign direct investments broke
all records in the previous year (2007) when B&H received EUR 1, 680 mil-
lion-worth of investments. Given that investments in 2006 amounted to
EUR 550 million, investments in 2007 represent a huge step forward.
Improvement of the security situation after the country’s accession to the
PfP Programme also contributed to the increase in foreign direct invest-
ments. It bears mentioning that B&H recorded a three times higher FDI
inflow. However, we shall take this information with some reserve,
because at about the same time our country also came closer to the EU
integration processes. Moreover, the fact that foreign investments came
mainly from Serbia, Croatia, Slovenia and Austria should not be over-
looked. Furthermore, we hope that future developments regarding NATO
integration will increase our country’s credit worthiness and speed up its
economic growth. 

As it was the case with other countries, the economic growth in B&H
will face huge challenges in the coming period. Economic forecasts show
that production will register an increase of 5.5 %, while the official infla-
tion, with the continuing base inflation pressure, will probably come to 7.5
%. Furthermore, economic forecasts envisage the weakening of income
policy in the public sector and of the fiscal situation (from 0.3% GDP
deficit in 2007 to 2% GDP deficit in 2008). This will intensify pressures on
the market demand and thus contribute to a further growth of deficit
which might rise up to 16 % of the GDP. Additionally, the private sector
will be under the pressure of the growing governmental sector and more
stringent loan policies. These trends, in the context of an unstable finan-
cial environment, will pose risks to the midterm economic stability of the
country and will probably lead to restrictions in military budget allotments,
in the same manner as before. These circumstances might have a nega-
tive effect on the commitments our country took on in the process of fol-
lowing a roadmap to NATO. Therefore, instead of having a developmental
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military budget in place, we will remain at the level of a welfare budget,
which primarily focuses on covering personnel costs. 

In the process of NATO accession, beliefs and opinions of the gener-
al public play an important role. In order to successfully realize the acces-
sion, there should be a consensus among state institutions and the gen-
eral public on integration strategies. In addition to the existing support of
political elites, the citizens’ support is also significantly high (almost 80%),
which indicates that governmental bodies should speed up activities relat-
ed to meeting all conditions for NATO accession. Luckily, arguments
among political bodies in B&H during the past two years have not jeopar-
dised the journey of B&H towards NATO, but, on the other hand, did halt
the process of the EU accession.

In conclusion, I would like to underline that B&H foreign policy
defines the NATO and EU accession as its strategic priorities. However,
due to internal problems these priorities are sometimes neglected in real
life circumstances. We remain in hope that our political elites will, as soon
as practical, recognise the necessity of accession to Euro-Atlantic integra-
tions as it is the only viable road towards economic prosperity and a
brighter future for our citizens.
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HOW MUCH DOES THE ACCESSION OF THE
REPUBLIC OF MACEDONIA TO NATO COST?

Summary

The prospective membership of the Republic of Macedonia in NATO
implies certain costs, which are possible to determine by using the
already existing models for calculation of financial contributions to the
civilian and military budgets of the Alliance. However, NATO membership
unquestionably contributes to political stability, which ensures economic
development, primarily through the anticipated inflow of foreign invest-
ments. Consequently, remaining outside the system of collective securi-
ty might bring political and economic losses to a country. 

Key words: Republic of Macedonia, NATO, NATO budget, Strategic
Defence Review (SDR)

Introduction 

The Republic of Macedonia continues its efforts to develop a stable
democratic and multiethnic system founded on the respect of fundamen-
tal human rights and freedoms as well as on the economic prosperity and
to ensure its citizens’ welfare. The Republic of Macedonia also persists in
its efforts to become fully integrated into the Euro-Atlantic Community.
Such prospects are ensured through the implementation of reform
processes, full implementation of the Ohrid Agreement, economic devel-
opment, enhancement of the business climate and encouraging foreign
investments. 

Accession to NATO is the top strategic priority of the Republic of
Macedonia’s foreign policy. In reaching this goal, the Republic of Macedo-
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nia invested more than a decade in implementing in-depth and overall
reforms in the entire society. Article 20 of the NATO Bucharest Summit
Declaration (2-4 April 2008) clearly recognizes the Republic of Macedo-
nia’s reform processes and states that it fulfils the criteria for NATO
accession. Although the invitation for NATO accession was not extended
to the Republic of Macedonia at the Bucharest Summit, due to the resist-
ance of Greece, the Republic of Macedonia is still committed to becom-
ing a fully-fledged member of NATO. This initiative is supported by the
vast majority of its citizens – according to the latest survey, a total of 91%
of citizens are in favour of NATO accession. 

Budgetary support to NATO and EU integration 

The medium-term fiscal strategy covering the period from 2009 until
2011 envisages a policy of maintaining the macroeconomic stability and
encouraging long-term, high and sustainable GDP growth at the level of
6–7%, a low public debt not exceeding 40% of the GDP as well as fiscal
harmonisation, which will result in maintaining the fiscal deficit at the level
of 2% of the GDP. 

Program-Planning-Budgeting System (PPBS)

Since 2005 the Ministry of Defence adheres to the principles and
standards of multi-year planning, programming and budgeting in project-
ing and spending its funds.

Defence budget of the Republic of Macedonia 

Defence budget for the year 2008 amounts to 7.464 billion Macedon-
ian Denars (EUR 121 mil.). The budget structure remained unchanged
with. 50% for staff costs, 30% for operations and maintenance and 20%
for procurement and modernisation. In line with the ministerial guidelines
endorsed by the Government, a draft of the 2009–2018 defence develop-
ment plan was adopted. The draft was based on the planned financial
resources amounting to 2, 3% of the GDP. 

The NATO Alliance is an intergovernmental organisation, whose
member states set aside funds in order to enable this organisation to per-
form its daily work and to ensure standards and work conditions, consul-
tations, decision-making and subsequent implementation of the agreed
policies. 
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How much does the membership of the Republic 
of Macedonia to NATO cost?

In line with the membership policy, the Republic of Macedonia is
obliged to annually contribute EUR 2,400,000 to the NATO collective
budget. These funds do not include resources projected in the Strategic
Defence Review for the realisation of missions abroad and salaries of
diplomatic and military personnel in NATO Headquarters. 

The Budget of the Republic of Macedonia can cover these costs
since Macedonian taxpayers can sustain them. What will Macedonia get
in return is a question that certainly raises a lot of debate, especially
among citizens who pay their taxes in a timely manner.

“Nowadays NATO membership is a privilege and it implies gaining
greater respect from the international community and its institutions. It
also enables exercising greater influence on the regional and internation-
al politics. NATO membership is several times cheaper than the EU mem-
bership”, stated Nano Ružin former Macedonian Ambassador to NATO.

Calculation formula 

The amount of funds each member state should contribute to the
NATO budget is calculated in line with the established formula for the
Alliance’s member states. 

The criteria that determine the share every member state has to con-
tribute to the NATO budget, in general consist of:

- GDP level of the state concerned, 
- Citizens’ spending capacity/purchasing power.
The division of costs among member states is determined in line

with the two abovementioned parameters that jointly make up the so
called, citizens’ financial soundness. i.e. citizens’ ability to pay is in accor-
dance with the two parameters that combine to form the key for the divi-
sion of costs necessary for NATO functioning. 

According to approximate calculations, the Republic of Macedonia
should cover about 0.20% of the NATO budget fed from all member
states and 0.26% of other NATO budgets. 

According to currently available data, should the Republic of Macedo-
nia obtain NATO membership this year, its share would amount to around
EUR 400,000 in NATO’s civilian budget and around EUR 1,200,000 in its
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military budget. In order words, the share of Macedonia in security invest-
ment programmes would amount to approx. EUR 80,000. The Ministry of
Defence is responsible for providing the funds for the military budget and
security investment programmes, while the Ministry of Foreign Affairs is
responsible for allocations to the civilian budget. In general, and in line
with the existing criteria, the resources the Republic of Macedonia should
contribute to NATO funds range from 1.6% to 2% of national budget’s
resources earmarked for the defence sector.

Additional financing 

Besides providing contributions to NATO’s budgets, the Republic of
Macedonia, as well as other NATO member states through their member-
ship, assumes the following funding responsibilities:

1. Costs of the permanent mission of the Republic of Macedonia to
NATO;

2. Costs of its troops in NATO missions, partially or in full;
3. Preparations/equipping of its troops for international missions

(projections refer to 500 people in the first stage and around one
thousand in the second).

Defence budgetary items 

The amount of funds for the defence depends on at least two very
important elements. It primarily depends on the nature and scope of the
potential security threats drastically changed not only in the past decade
but also in the course of the last year. Furthermore,, most European coun-
tries, even the developed ones, cannot sustain high expenditures for
maintaining security and defence institutions. The reduction of security
and defence costs for the majority of countries implies the long awaited
peace dividend, although due to the recent changes in the security envi-
ronment, this syntagma might bear a figurative meaning. 

Obtaining equipment as per 
the Strategic Defence Review 

The two most important challenges for building future capacities and
abilities of the Republic of Macedonia’s Army are modernisation and pro-
curement of new equipment. The equipment must be in line with the
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army’s projected capacities, it must be compatible with NATO equipment
and must ensure uniformity and standardisation. Moreover,, the procure-
ment of equipment should be conducted in a transparent manner and in
line with the budget projections laid out in this Programme. Plans for
obtaining equipment are founded exclusively on the available financial
resources. Should our allies and partners provide us with assistance, we
will more rapidly reach the desired equipment capacity level.

Training in line with the Strategic Defence Review 

Central to the defence abilities and Army are training and competen-
cy level of its personnel. The projection of annual expenditures and invest-
ments needed in the period from 2004 to 2013 has been defined so as to
ensure the quality and sustainability of personnel training and education.
The costs are fully in line with the needs and budgetary projections
defined in the SDR.

Specifically assigned (armed) forces as 
per the Strategic Defence Review 

In line with the possibilities and assessments, the declared armed
forces ensure appropriate participation in the determined missions and
are equipped and trained in line with NATO standards. The funds for train-
ing, equipment and other needs, up to the moment of their deployment,
are secured in the budget of the Ministry of Defence. The costs of reali-
sation of missions, i.e. costs of armed forces’ stay and operations outside
the borders of the Republic of Macedonia are covered by other sources
previously approved by the National Assembly of the Republic of Mace-
donia and in line with the government’s programmes. 

Contribution of armed forces to international operations 

The Republic of Macedonia will continuously, and for a long period of
time, contribute to international operations by providing troops and mili-
tary staff that will increase to 8% of its overall structure of ground forces.
All this is in line with the developments of the Macedonian Army deploy-
ment capacities.

By the end of 2009 the Republic of Macedonia will have prepared a
medium infantry battalion with the strength of 600 men. This should be
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the Republic of Macedonia’s contribution to the wide range of NATO
operations. This battalion will be capable of performing high intensity
combat operations and manoeuvres in all terrains and climatic conditions.
It will be trained and evaluated in line with NATO standards and prepared
for deployment outside national state borders.

By the end of 2013 the medium infantry battalion should grow into a
medium infantry battalion group with the strength of at least one thou-
sand men. By the end of 2008, through ISAF assistance, the medical sur-
gery team will be expanded to 6 members, which is the capacity to be
maintained throughout 2009, when the team will be further enlarged in
line with the requirements and available capacities. Along with medical
team capacity building, contingents’ national logistics support will also
assume greater responsibilities. In 2009 the Republic of Macedonia will
continue providing contributions to the operation “Freedom for Iraq” in
line with demands and available resources. The contribution of the Repub-
lic of Macedonia in the implementation of EU operations ALTHEA in B&H,
UNIFIL in Lebanon and other operations headed by the UN will be adjust-
ed to requests and available resources. 

Property conversion 

The future Macedonian defence system will not need numerous
facilities, infrastructure and other properties currently in the ownership of
the Army. Property conversion will provide funds that are now unneces-
sarily spent on the defence, while the sale of this property will provide
multiple social and financial benefits to the Republic of Macedonia. Funds
obtained through property and other facilities’ sales should be allocated
to raising the defence staff’s living standards. Particularly, in line with the
projections and decisions of the Defence Ministry, Army units and the
command staff concerning their future plans, these funds should be uti-
lized to provide the defence and army staff with official accommodation
premises. For instance, the fact that Poland became the member of
NATO had no influence whatsoever on its geographic position. However,
after Poland had obtained NATO membership, foreign investors did not
find this geographic component significant. In the same vein, NATO
membership will not dislocate the Republic of Macedonia from the Balka-
ns, but will guard it against “Balkanization”. 
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In theory, NATO membership and greater inflow of foreign direct
investments come in parallel. The security gained through NATO mem-
bership implies political stability, respect of private property and law
enforcement. All the above-listed arguments are closely connected to the
requests presented in the process of NATO integrations. International
investors take these arguments into consideration when making a deci-
sion on their future investments. 

Participation in NATO brought to its member states the expansion of
foreign direct investments, while some countries have even seen their
investments’ inflow triple. This turnover is directly linked to political and
security stability ensured by the Alliance by means of providing guaran-
tees to the prospective investors for placing their capital in safe regions. 

The Republic of Macedonia will grow into an economically developed
and prosperous state, committed to raising the welfare, standard and
social security of its citizens, only if it becomes a safe country, and sub-
sequently a member of NATO and the EU. 

It is evident that the feeling of personal insecurity commonly increas-
es social insecurity, which then leads to asocial and occasionally extreme
forms of behaviour. Conversely, good economy reduces the feeling of
insecurity and social tensions thus making the society safer. It goes with-
out saying that there will be more funds for social programmes and state-
controlled institutions. Political stability pledged by NATO membership
gives a positive signal to foreign investors. In most cases huge invest-
ments are ensured by companies originating from NATO member states.
Experience shows that these companies closely follow NATO’s policy. 

When it comes to investments into NATO member states, investors
make decisions very quickly and do not need one-year or two-year analy-
sis to do that. The examples clearly show the importance of NATO in the
development of Macedonian economy.

NATO membership is a guarantee of security and safety and it repre-
sents one of the precognitions for investments. It implies greater inflow
of foreign investments, economy and stability enhancement, which are
the top priorities of the Republic of Macedonia. The Euro-Atlantic project
should facilitate political and economic integrations and the establish-
ment of collective security. “Under the NATO security umbrella Europe is
building a prosperous and integrated economy, develops trade and
strengthens democracy and free institutions. West European and North
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American countries have accepted the concept that ‘security is oxygen
for development’ and have made significant results in achieving that
goal.” Although Macedonia is considered to be a small market insuffi-
ciently attractive for investors, its economists strongly believe that NATO
membership will bring about a certain progresses in the country’s econ-
omy. Being a small and poor country, Macedonia sees its political and eco-
nomic future in Euro-Atlantic integrations. 

Should something go wrong with integration processes, we will
avoid the immediate consequences, but will eventually face them in the
long run. We can freely say that the Republic of Macedonia does not have
a choice – it will either remain a black spot or will adjust to the global
processes and enter integrations. “We are about to embark upon a phase
with many unknown facts, which have been optimistic thus far, but may
soon be watered down”.

However, in the event of a positive outcome, the economic benefits
for Macedonia will be doubtless. “The economic benefits will most prob-
ably overcome the potential costs which naturally come along.” Almost
immediately we will become a part of the European capital market. At
present, we are a part of the services market, while in the capital market
we have received only minor investments”. Until the invitation for NATO
membership is extended to Macedonia, its economy will be stuck in sus-
pense, diverting investors and blocking investments. In fact, the relevant
analyses show that after the integration economies of all countries saw
radical changes and some of them registered a doubled or occasionally
even tripled inflow of investments, All this boosts the economic develop-
ment of a country to a considerable extent. 
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THE POLITICAL OR MILITARY NEUTRALITY
OF THE REPUBLIC OF SERBIA

Summary

In this paper we provide a broad overview of the different aspects of
neutrality, ranging from historical, economical, to civilizational and securi-
ty aspects. As a relatively small country, the Republic of Serbia has to
view its security context through the prism of its international geopolitical
and geo-strategic relations, as well as other strategic factors relating to its
surroundings, whilst constantly bearing in mind its own national interests.
As a precondition to social development, security remains a great chal-
lenge for politicians and statesmen. A state which successfully deals with
the security dilemma, in most cases is in a position to effectively solve
other social problems. The art of governing and tackling such issues lies
somewhere between wisdom and pragmatism whereby national political
elites succeed in creating a suitable position for the state itself in relation
to modern society.

Key words: neutrality, integration

Introduction 

The present situation in the international community is characterized
by substantial changes in the sphere of international relations and the
quest for adequate concepts of personal, national and international secu-
rity. Since the end of the bi-polar world, on the global scene, new states
and new alliances have formed, including a new geopolitical structure and
a new configuration of international relations. The global connectivity and
inter-dependency between states - the key actors in the international
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arena, seen as the main characteristic of modern processes within the
international community, are profoundly affecting the security sector. In
defining the concepts of defence and security, it is necessary to respect
the fact that in modern international relations, the principle of using exclu-
sively one's resources, is now frequently substituted by or complement-
ed with membership of an international security organization. 

In such deeply changed circumstances, the Republic of Serbia facing
huge challenges, more so than any of its the neighbouring countries, is try-
ing to find its own place in the international community and security order,
and in the “architecture” of the region and the world. This process is run-
ning parallel to a process of transition in the Balkan region, which, general-
ly speaking is orientated towards European and Euro-Atlantic integrations.
A key question is the issue of alliance or relations with NATO and of poten-
tial integration into it and also towards European system of common secu-
rity. By becoming a member of the Partnership for Peace (PfP), the Repub-
lic of Serbia has sent a clear signal of its determination to participate in
NATO programmes. Active participation in the Partnership for Peace pro-
gramme represents the current level of Serbia's relation with NATO.

There is a number of factors when making decisions about and deter-
mining in what way a country/state will ensures its security. One of the
key factors is the geostrategic position of the country/state at stake. In the
case of the Republic of Serbia, this particular factor has played a dominant
role throughout history, as it does today. The geostrategic interests of
many countries are directly connected to regional stability and cross over
in this region.

Specificities of the Republic of Serbia’s 
geostrategic position 

The geostrategic and security position of a state is represented by
dynamic elements which often imply security challenges, risks and
threats which it may face both as a country and as a member of the inter-
national community. These elements represent factors which will deter-
mine to a great extent the development of the state itself and its inclusion
in economic, political and security collective arrangements.

The territory of the Republic of Serbia has always been at the cross-
roads of many different civilisations. In geographical, and particularly in
geostrategic terms, it represents the most convenient and most natural
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junction point between Europe, Asia, the Middle East and the Mediter-
ranean, as well as the intersection of the roads connecting Northern to
Southern Europe and Europe to the Middle East. Besides, , the Balkans
play a special role in global geopolitical terms. The term “Balkan” has a
quite negative connotation in the Western world; it denotes an area char-
acterised by disintegration processes, as opposed to the integration
processes at play in Western Europe.

The geopolitical position of the Republic of Serbia is characterized by
the historical burden of a very sensitive region, located at the heart of the
Balkan geopolitical melting pot, where the various strategic interests of
Central Europe, Eurasia, the Atlantic and the Islamic world intertwine. The
geographic and demographic factors which determine its geostrategic
position put Serbia into the group of ‘small countries’, with all the securi-
ty implications this implies.

At present Serbia is at the very bottom of the list in terms of econom-
ic development in Europe. During the last decade of the 20th century, Ser-
bia’s GDP was cut in half; even in the best of conditions it would take at
least a decade of growth for Serbia to achieve the average GDP of West
European countries. In addition to other factors, the aforementioned
points constitute key determinants in solving ongoing security dilemmas,
or in choosing the best security options for the country. Being a small
country with limited resources and pessimistic forecasts in terms of
demographics and regional development, we have to recognise that the
population losses incurred during the 20th century, we lost a chance to
make yet another wrong strategical assessment /estimate or decision in
the area of security. Every bad strategic decision in the field of security
could be fatal for the future of the Serbian state and of its citizens.

Therefore, it is important to view things through the prism of geopo-
litical and geostrategic relations in the world; taking into account econom-
ic interests as a precondition for wholesome development it is necessary
to always judge national interests and strategic decisions within the con-
text of faster social development.

The security of small states 

The security of the Republic of Serbia, as well as the security of
other relatively small states, can be examined from two perspectives.
The survival of small states can first be approached with a question:
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What can small countries do in order to guarantee their security? In
this perspective, which can be called introspective, the basic assump-
tion is that the deeds of small states indeed determine their destiny.1

Long-term survival is based on quality diplomacy whereby small states
must lead pragmatic politics, with a shrewd and crafty political
approach. This perspective might become dangerous though if we
accept the belief that the security of a small state depends only on its
determination and efforts. However, if the small state is aware of this
potential danger, it will by all means try to avoid it.

The second perspective goes against the fact that small states’
actions have a considerable effect on its future survival. In accordance
with this, the security of those countries is determined by foreign fac-
tors, be they wider processes such as alliances, or the result of the
individual policies of other, more powerful countries. The survival of
small states is dependent on the plans of big states. This corresponds
to a geopolitical or external perspective analysis of the security of
small states.

If we, on the other hand, try to be realistic, the truth is somewhere
in between those two options. However, it can not be denied that the
predominant factor in determining the security of any state is its for-
eign policy. Wisdom, balance, pragmatism in foreign policy undeniably
reflects on the level of security of a state. And the Republic of Serbia
is striving to pursue such a policy, both in general, and in the case of
Kosovo and Metohija. A lot of diplomacy and efforts have gone into
addressing this issue, so it should now be referred to the bodies of
international justice... At the same time, we should not ignore the fact
that justice and righteousness in international relations have become
relative, and are directly proportional to the level of interest in the issue
from the big powers; in this case, these interests are present, across
the whole region. Disregard for international law has throughout histo-
ry brought on huge calamities and the human race and civilisation to
the brink of extinction. Hopefully, with this historical understanding in
mind, the main actors will seek return to the foundations of interna-
tional law.
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Neutrality as path to security 

State neutrality has been perceived in different ways through-
out history. At the end of the 16th and at the beginning of the 17th

century, restraint and neutrality in war were not common character-
istics. For neutral countries, it was acceptable to be amenable to the
side which was supposedly fighting for the righteous cause. This
involved two key elements: permission for the army of the said war-
ring party to cross the neutral territory and the right of that same
army to recruit soldiers from the neutral state in order to bring the
conflict to an end. Only in the 19th century did neutrality come to
signify absolute impartiality. Then in the 20th century, during the
interwar period, the term of ‘differential neutrality’ came into usage
and no longer included impartiality and restraint as key criteria. This
type of neutrality could however include participation in economic
sanctions against one of the warring parties but also restraint in any
military involvement2 . This approach to the definition of neutrality
caused a lot of debate amongst different authors. One side advocat-
ed that this kind of approach to neutrality was in contradiction with
the term itself, whilst others agreed with the legitimacy of this new
definition.

States which decide to be neutral essentially have two goals: to
stay out of the conflict and to pursue their national interests in their
relations with both warring parties and third-party countries. For
neutral countries, it is typical to achieve their vital interests in a
peaceful and secure environment. By adopting such a stance, they
come to represent opposition to war and become an oasis of peace
in the midst of armed conflict. From the standpoint of defence, neu-
trality entails relying on one’s internal resources, seeking to build
relations with other countries through bilateral means and to protect
one’s own territory with one’s own forces, without external assis-
tance. In exploring the implications of the Republic of Serbia’s
choice for such a security option, we have to define a legal basis for
such a status as well as the constitutive elements of this action.

The legal elements which constitute precondition to acquiring
the status of neutrality can be divided into two groups: elements
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which are necessary to acquiring a status of permanent neutral-
ity manifested by the unilateral declaration of neutrality by that
state , and political elements which define the legal and political
framework of that status manifested by a declaration of third-
party countries, stating that they will recognize and guarantee
the permanent neutrality of a particular state3. Some authors,
who study this topic, believe that such a statement by a country
which wants to become neutral is not necessary; they cite the
cases of Luxembourg and Belgium as examples, whose neutrali-
ty only required to be recognized through a common declaration
between the big powers.

On the other hand, imposing the status of neutrality upon any
country, without its will and consent, is contrary to the UN Charter,
which guarantees the sovereign equality of all states. From a histor-
ical point of view, it should be noted that all countries which gained
the status of neutrality always made an official statement about
their intention and wish to acquire that particular status, regardless
of the interests of the big powers and of the popularity of such an
idea. From a legal point of view it was irrelevant whether that offi-
cial aspiration resulted from particular circumstances or pressures
(direct or indirect) or whether it derived from tradition. However, the
unilateral declaration of a state, without the support of international
legally binding documents, cannot be seen as valid from the stand-
point of international law. This is why both elements are seen as
necessary for any country to acquire the status of neutrality, which
also holds for the Republic of Serbia.

The Republic of Serbia is determined to uphold its status of neu-
trality as a security choice and guarantee of its sovereignty, territo-
rial integrity and constitutional order. This includes the establish-
ment and development of multilateral economic, political and mili-
tary relations, as well as good neighbouring relations with the coun-
tries bordering Serbia and across the Balkan region. The emphasis
is set on developing balanced relations with the big powers in order
to protect Serbia’s national interests, however remaining free of any
firm ties with and commitments towards any country or side. Today,
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in Europe, there are several neutral countries such as Austria,
Switzerland , Sweden, Finland and Ireland, which for the sake of
truth have sought to acquire this status under somewhat different
historical circumstances.

Austria gained its status as a neutral state in 1955, after a peri-
od under allied occupation in the aftermath of WWII; these same
allies in the meantime had ceased to be allies and had become bit-
ter enemies. Under such circumstances, a natural reaction was for
Austria to follow a constructive and peaceful path which leads to
introducing the status of neutrality and distancing itself from the big
powers of the time. Switzerland’s neutrality is based on a long and
deep tradition so it came as a natural result of being a neutral state.
The beginning of the 16th century constituted a key period, although
in those time Switzerland did not have an internationally recognized
status. Recognition and guarantees for its status of neutrality by
other countries came in the form of multiple interconnected interna-
tional legal documents at the beginning of the 19th century. The
backbone of Swedish neutrality is its abstinence from participating
in the wars and conflicts at the beginning of the 19th century. How-
ever, its status of neutrality is proclaimed in existing international
documents although some of the authors, who study neutrality as
process, call Sweden the “so-called neutral” state, emphasizing
that its neutral status is derived from its geostrategic location. Fin-
nish neutrality is based on a Finnish-Russian Declaration which guar-
antees friendly relations and cooperation between the two coun-
tries. However, this would not have been sufficient, had it not had
Sweden as a neighbour, which was already a neutral country.

Based on all the above, in the context of the security of the
Republic of Serbia, the following question arises: “Does our country
meet the preconditions and other necessary elements which would
allow it to acquire a status of neutrality?” Some of the elements dic-
tated by the status of neutrality are: the geostrategic position of the
country, a stable internal security situation, adequate economic
power, high GDP and the ability to development its armed forces.

It is quite clear that the ease in acquiring neutrality is directly
connected to a state’s immediate regional surroundings. If the state
is located in an unstable region, with unresolved historical and
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socio-political questions, its determination to become neutral will
not be an easy option. In South-East Europe, the consequences of
recent conflicts interwoven with transitional processes in the region
are still very present. And for those reasons, this region is still seen
as one of the most potentially unstable parts of the European conti-
nent. To this, we have to add the unresolved territorial disputes and
other disputes between the states formed as a result of disintegra-
tion of the SFRY.

History shows that security issues in the Balkan region, have
almost without exceptions always been solved by external factors.
Sometimes, it is possible for a state to maintain a relatively high
level of security by the simple fact that it does not have an impor-
tant geostrategic position, that is low geopolitical value for some of
the big powers. However, it certainly can not be said that Serbia
benefits from such a privilege of being in an unimportant geostrate-
gic position. Moreover, we also have to take into account the fact
that geopolitical importance is a variable category and certain
regions and states may in time become less important or even unim-
portant from an international point of view or vice versa.

Inner stability is a factor that influences the ability of a small
state to repel threats from the outside, and in turn becomes a fac-
tor for its final decision to acquire the status of neutrality. Small
states, with a society which managed to create inner stability and
peace are more resilient to security threats in comparison with
states which have problems of ethnic, racial, religious or other ten-
sions. According to theoretical researchers in this field, inner con-
flicts are the first phase in the process of a state losing its national
security. In Serbia the intensified process of democratisation in the
spheres of social life has had positive implications for changes in
terms of political, economic and social development. However, the
economic and social situation is still unfavourable, and organized
crime, corruption, ethnic and religious tensions, terrorism and other
problems such as those arising from transitional processes, add to
the complications. If we add the question of the status of Kosovo
and Metohija, the military presence of international forces and lack
of sovereignty on that part of the territory, neutrality as a security
choice can be put to question.
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Figure 1: Structure of defence expenditures 

Neutrality, from the defence perspective of a country, implies relying
on its own sources, and for that it needs for the state to have sufficient
economic strength and a gradual increase in funds for equipping its armed
forces with sophisticated military equipment because existing equipment
is usually out of date. States with high standards of living and a developed
economy are automatically more stable in terms of security. The economy
of small states serves directly to improve their security situation, and eco-
nomic ties with the world can be used to strengthening friendly relations
between two or more countries/states. Besides, for the foreign policy of
neutral states to be really efficient, it has to be connected to a successful
internal policy and an efficient defence system. In that sense one the key
elements is to have a sufficiently high GDP, so that necessary funds can be
allocated for the development of military requirements.

Political or military neutrality

Neutral countries, in general, and the Republic of Serbia in particular,
can not act as passive objects on the international political arena, con-
vinced that the status of neutrality will save them from the horrors of war,
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should a conflict erupt in their neighbourhood. Neutral countries them-
selves do not usually give reason for creating tensions in international rela-
tions nor do they contribute to the escalation of conflicts and misunder-
standings which could result in a war situation. However, though this act
of restraint represents an active approach to peacekeeping, it is usually
not sufficient for the absolute preservation of security. For that reason,
neutral states, as a traditional fact, are usually bearers of “good deeds” in
trying to find solutions to misunderstandings between two countries,
thereby actively contributing to relaxing international tensions and poten-
tial sources of conflict.

This particularity approach to neutrality can be viewed and analysed
as military neutrality, not as political neutrality. Needless to say, deciding
for a state to be military neutral is a political decision which reflects the
position that it is not interested in joining any existing military alliances,
but that it will lead its foreign and military policy in the sphere of security
issues independently, trying in that process and to the best of its abilities
to contribute to peace, trust, stability and security, both in the region and
worldwide. It is thus not just sole political neutrality which is assumed, but
a pro-active political approach to a policy seeking to preserve peace and
find solutions to all conflicts in a constructive manner, through dialogue
and without the use of force.

Neutrality as determination is completely in accordance, amongst
other things, with the Declaration of Principles which regulates the rela-
tions between the member states, as well as the final chapters of the
Helsinki Act, which stipulates within the framework of international law
that all member states have equal rights and obligations, and that they will
mutually respect the rights of a state to regulate its relation with other
states in accordance with its needs following the rules of international leg-
islation and the spirit of this Declaration. Their borders can be changed
only in accordance with international legislation, peacefully and under
mutual agreement. They also reserve the right to belong or not belong to
any international organisations, including the right to be or not a part of
multilateral international agreements and alliances; they have the right to
neutrality.

Finally, under the Resolution adopted by the National Assembly of the
Republic of Serbia on the protection of its sovereignty, territorial integrity
and Constitutional order of the Republic of Serbia, and where the deter-
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mination for the state to be neutral in relation to existing military alliances,
this is an opportunity for the citizens of Serbia to vote by referendum in
favour of or against the neutrality of their country. In accordance with that,
and based on the situation at the time, the people will finally be able to
decide about the future security position and strategic direction of their
country.

Conclusion 

Neutrality as security choice is promoted in cases when a state
wants to avoid any kind of side-taking in the sphere of security, of defence
integration, alliances and wars, and protect its national interests as
autonomously as possible. In order for a state to become neutral, in prin-
ciple it is necessary for it to make a statement about its neutrality, as well
as acceptance of such a status by external countries. Of course, it usual-
ly happens at particular historical moments. Even with the best of inten-
tions, the neutrality status of a country, including Serbia, does not auto-
matically give and guarantee its security, and might even sometimes cre-
ate new dilemmas and challenges. A favourable geostrategic position, the
internal stability of state and society, a developed and stable economy
with a high GDP can all contribute to making neutrality a successful
proposition. None of the mentioned preconditions can generate security
problems or have a negative impact on the security status of the state
itself. Neutrality as a term, is mainly linked to the military, or defence func-
tion of the state, and not to the political aspect of neutrality, bearing in
mind the fact that, in modern international relations, political neutrality
today is more of a theoretical concept than a reality.

The choice of a state to become military neutral means that it does
not want to join any existing military alliance, nor does it want to build one.
As a security decision, neutrality implies the active role of the state
towards politics which promote peace and solution-finding to conflicts
through political means, without the use of the force. Analysing possible
maintenance/preservation,its meaning and consequences of military neu-
trality of Serbia, it can be said in a particular moment the country was
forced to make this quite atypical move and change of its strategical ori-
entation. The future determination of military neutrality is closely connect-
ed, amongst other things, with international strategic decisions at the
level of the world and of the region of South East Europe; with ways of
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resolving the status of Kosovo and Metohija; with the level of security in
the strategic neighbourhood; the tempo of European integration and the
state of affairs of the EU itself; with the status and respectfulness of
NATO, as well as its intentions to follow and respect the principles of
international legislation of the most prominent and influential internation-
al actors in creating the relations between nations and countries. By
breaking international law and making a precedent, a gap is created for
the destruction and unlawful actions of various non-governmental sub-
jects and provides an opportunity for organizing and mutual help in their
actions throughout the world. Those are just some of the factors which
will decide on the survival of the Republic of Serbia’s military neutrality or
whether it is reconsidered by the legal and executive branches of power
for changes to be made within the legal framework.
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MILITARY NEUTRALITY VS. SECURITY
COOPERATION AND INTEGRATION

Summary

Finnish neutrality has a form of military non-alignement and non-
membership into existing military alliences although it is possible to envis-
age the entrance into a security system in a future. Defence policy is
based on maintance of credible military capabilities which are inter –oper-
ational according to NATO standards but it is also based on a strong sup-
port for EU’s security policy. The Law on peace support operations has
defined Finnish involvement in crisis management operations within the
UN, the EU, NATO or OSCE missions. According to relation between
number of citizens and soldiers in peace missions Finland is Europe’s sec-
ond contributor. 

Key words: Finland, neutrality, NATO, the European Union, multina-
tional operations

Introduction 

I will first make a correction to the heading of my introduction when
it comes to Finnish foreign, defence and security policy today. The con-
cept ́ neutrality´ or ́ military neutrality´ is somewhat misleading when look-
ing at the situation today.

During the Cold War and before Finland became a member of the EU
my country was known as a country pursuing a policy of neutrality. Our
neutrality was never based on the Constitution or on an international
treaty but was rather based on a pragmatic policy which was pursued
after World War II. Basically, it meant keeping ourselves out of the conflict
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between the super powers and maintaining good relations with all our
neighbours and other countries in the world.

Finland is not a neutral country any more. Since Finland has become
a member of the EU it has supported the development of common for-
eign and security policy of the union. We have also been in favour of
strengthening it further in line with the provisions of the Lisbon Treaty.

The defence policy of Finland is based on "military non-alignment".
Finland is not member of a military alliance even though the option of
membership is kept open. In the foreseeable future Finland wants to
maintain a credible defence capability of its own. Finland sees its partici-
pation in NATO/PfP cooperation as very positive. The interoperability of its
defence forces greatly contributes to the success of international crises
management operations.

Today Finland is one of the most stable countries in the world. Carry-
ing the Finnish passport gives you entry into practically any country in the
world. All this has also served our trade relations and made it possible to
build a prosperous welfare society with extensive foreign trade on a glob-
al level.

Our land area is big, 340 000 sq.km, and our border with Russia alone
is over 1300 km long. We want to be ready to defend our whole territory
. In a country of some 5 million inhabitants, across a big land area, armed
forces based on a conscription system combined with the high mobility
of these forces is seen as the best way of protecting Finnish society and
its way of life from any threat. 

The costof our defence system is close to the average European
level, even a little lower (5.3 % of the state budget this year, i.e. 1.27 %
of the GDP). New technologies cost more and more. The same applies
for crises management operations, in which Finland has been an active
contributor. A slight increase in the defence budget might be necessary
in the coming years.

Security overview 

The Government report "European Security Development and Fin-
nish Defence", which was submitted to Parliament in 2004, outlined the
key developments in the European security environment and their impact
on Finland. It went on to define the principles on which to develop Fin-
land's defence up to 2010 on the basis of an assessment of the interna-
tional situation and as part of Finland's overall security policy. A compre-
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hensive report on the long-term plans for Finland's defence system was
submitted to Parliament in the fall of 2004. A new plan has now been
drafted and its will be debated in our Parliament later this year.

From Finland's perspective, the European Union, Russia and NATO
are the central actors in European security. They are all undergoing
change and this affects the security and stability of Finland's environs in
Northern Europe. Finland, for its part, contributes to the stability of North-
ern Europe and of the entire continent by maintaining and developing a
national defence apparatus, which is credible in relation to the existing
security environment. 

In the spring of 2004, a parliamentary working group published a
study of various changes in our security environment. The parliamentary
group determined that while Finland still needed to maintain a credible
national defence system, increased solidarity and multilateral cooperation
was essential to counter today's threats. Finally, the parliamentary group
came to the conclusion that NATO membership must be seen as a real
option in our foreign and security policy in the future, but that a precondi-
tion for possible membership must be wide popular support. 

The goal of Finland's defence system is to safeguard the country's
independence, secure the livelihood of its citizens, prevent the Finnish ter-
ritory from being seized and ensure the normal functioning of the state
leadership. Finland's defence solution is based on territorial defence and
its reserve armed forces using general conscription.

Maintaining a credible national defence is the best way to avoid any
ambiguity about Finnish territorial sovereignty. A credible defence is also
a deterrent intended to prevent the threat of force in lower intensity
crises from escalating into war. The creation of capabilities for receiving
assistance in a crisis situation is also taken into consideration when devel-
oping Finland's defence.

In addition to military defence, the concept of homeland defence, or
total defence - honed for decades - includes measures concerning the
national economy, civil defence, the media, social welfare, communica-
tions and civil law and order. 

Military Defence and Peace Support Operations

Finland spends approximately 1.4 % of its GDP on military defence.
An essential part of the Defence Forces' capability goes towards materi-
al preparedness, and about one third of the annual defence budget is
spent on procurement.
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According to the Constitution of Finland, every Finnish citizen is
obliged to participate in or assist in national defence. Furthermore, all
male citizens are liable for military service. Depending on the training
received, conscripts serve a period of twelve, nine or six months.
Each year, over 80% of those called up complete their national serv-
ice. An essential part of national service is the refresher training of
reservists. Annually, 30,000 to 35,000 reservists are called up to
refresher training. 

Finland has no peacetime standing forces and all military units are pri-
marily training units with partial readiness and mobilisation. Finland's
wartime defence is based on rapidly deployable, well-trained, well-
equipped and mobile operational forces.

The new security environment and higher techno-military hardware
demands have led to the need to reduce the wartime strength of the
Defence Forces. This means, however, that the technical expertise of the
remaining forces must be constantly improved. The wartime strength of
the Defence Forces has been reduced from the earlier 450,000 to
350,000 troops. In developing Finland's defence system during the
course of the current decade, priority will be given to developing the com-
mand, control and information system, to training and equipping the
Army's readiness formations and to improving military crisis manage-
ment capabilities. 

Organisational development in the Defence Forces will be pur-
sued through further the implementation of the structural changes
outlined in the 2004 security and defence policy report. Finland's
international military crisis management capacity is developed to
meet the crisis management objectives of the European Union and
the UN, the primary tool for developing interoperability being the
NATO Planning and Review Process (PARP). The development of
troops and systems for crisis management purposes will also bene-
fit national defence. 

Finland can participate in military crisis management operations
implemented by the UN, the OSCE, the EU or NATO, provided these oper-
ations are under a UN or OSCE mandate consistent with the provisions
of the Finnish Act on Peace Support Operations. 

By law, Finland may have up to 2,000 peacekeepers deployed in oper-
ations at any one time. On average, there are approximately 1,000 troops
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simultaneously deployed on peace support operations. This level puts us
in the position of second largest crisis management troop contributor per
capita in Europe, right behind Norway. 

European Security and Defence

During the preparatory phase of the Intergovernmental Conference
(IGC), which later led to the Treaty of Amsterdam in 1997, Finland and
Sweden took played an active role in the inclusion of what are known as
the Petersberg tasks (humanitarian and rescue measures, peacekeeping
responsibilities and tasks of combat forces in crisis management, includ-
ing peace enforcement) in the activities of the European Union. The Fin-
nish-Swedish initiative paved the way for developing the Common Euro-
pean Security and Defence Policy in the Cologne and Helsinki European
Council meetings in 1999.

Finland supports a strong EU and participates constructively in devel-
oping the Union's security and defence policy. Finland's commitment in
developing the EU's crisis management capabilities complements the
work already done for years with the UN and through NATO's Partnership
for Peace Programme. While Finland continues to closely co-operate with
these organisations, it also contributes to the EU's capabilities to prevent
or react to crises and thus to strengthening the EU's position as an inter-
national player. 

During the Finnish Presidency of the EU, the Member States agreed
upon a Headline Goal for European military crisis management capability. 

The EU should endeavour to develop its military capabilities in order
to make the union a competent and credible partner for the United States,
as a strong transatlantic connection is a prerequisite for strengthening
security and stability across the wider Euro-Atlantic area. 

The EU Member States have decided to commit themselves to being
able by 2010 to respond to crises with rapid and decisive action, applying
a fully coherent approach to the whole spectrum of crisis management
operations covered by the Treaty on the European Union. This includes
humanitarian and rescue tasks, peacekeeping tasks and tasks of combat
forces in crisis management, including peacemaking. As indicated by the
European Security Strategy, this commitment might also include joint dis-
armament operations, support for third countries in combating terrorism,
and security sector reform. 
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Finland supports and actively promotes further strengthening of the
ESDP in such a way that all the elements remain open for all Member
States. Finland also welcomes the idea of bringing defence material co-
operation under an EU umbrella.

Finland's priority is to take part in Peace Support Operations under
the Nordic framework. The Nordic countries have developed the concept
of a common pool of forces for military crisis management within the
framework of the Nordic Coordinated Arrangement for Military Peace
Support (NORDCAPS). A Nordic force package was created in 2003up to
brigade level for Peace Support Operations. These troops could be used
in EU and NATO-led operations, as well as UN and potential OSCE-led
operations.

Finland and NATO

Finland cooperates with NATO in numerous ways. Finland signed the
Partnership for Peace (PfP) Framework document in May 1994 and joined
the Euro-Atlantic Partnership Council (EAPC) in June 1997. Finland also
participates in the NATO-led KFOR operation in Kosovo and in the ISAF
operation in Afghanistan. 

The key conclusions of a report published in the spring of 2004 were
that, from the military point of view, our current defence budget levels, if
realigned, could sustain the membership costs and Finland would be able
to fulfil all other entry criteria for NATO membership, with the exception
of popular support. Further reports on the subject were published last
year with similar conclusions.

Today, Finland is not aspiring to NATO membership but close and
constructive cooperation with the Alliance is high on the security and
defence policy agenda. While such cooperation focuses on specifically
European crisis management capabilities, it also enhances Finland's inter-
operability with other nations and thus indirectly also improves Finland's
national defence capabilities. 168
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SECURITY INTEGRATIONS 
AND SERBIAN DEFENCE INDUSTRY

CHANCE FOR SUSTAINABLE DEVELOPMENT

Summary

This paper is about current state in the sector of defence industry in
the Republic of Serbia, problems attached to the sector, its potentials and
expectations from the process of integration. Representatives of the sec-
tor envisage multiple benefits for the sector in a case of intensified
process of economic and security integrations of the Republic of Serbia,
manifesrtied in an increase of volume of trade but also in a transfer of
modern technology and increase of competitiveness of that industry.

Key words: defence industry, integrations, market

Introduction 

I would like to start with an illustration of the consequences of eco-
nomical isolation, by quoting Professor Mihailo Crnobrnja, who in his
analysis estimated it to have caused approximately 108 billion EUR of
total loss to the Serbian GDP. In 2003 a delegation of the Serbian defence
industry visited the USA. With the intention of renewing cooperation with
Boeing - with whom the Serbian defence industry had a past history of
cooperation, by producing certain sub-components and sub-systems - we
offered to become partners again. The answer was, mildly put, very
sobering and not pleasant at all. It was said that the relations and cooper-
ation which we had had in the nineties of the last century, when our com-
panies were directly cooperating with Boeing, was now history, and we
were advised that their addresses for cooperation are now in Turkey,
China, India… companies which had become Boeing's contractors and
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cooperation partners in the meantime. It was said, that we could try
instead to become subcontractors to those companies.

It seems to me that this example adds another dimension to the
analysis of the past and supplements Professor Crnobrnja's quantitative
findings about the scope of economic isolation in which our industry
found itself during the last decade of the twentieth century. However, the
key question now is about what the future can bring, and what the
defence industry can expect from the inevitable security integration?

Condition

Serbia formally started its process of integration in the security sec-
tor when it joined the Partership for Peace and signed the CEFTA agree-
ment in Bucharest. Our starting position, but at the same time our poten-
tial, is the condition of our own defence industry. 

The Serbian defence industry, in a more defined sense, is made up of
six companies, with predominantly state capital: “Zastava Oruzije”,
“Krusik”, “Sloboda”, “Milan Blagojevic” “Prvi Partizan” and “Prva Iskra
Namenska”. These companies with specialized programmes constitute
the so-called defence industry and mainly manufacture gun powder,
ammunition and small arms (pistol, rifles, etc.) of various calibres. Their
direct manager and main shareholder is the state itself, in the shape of the
Ministry of Defence.

A second segment of the Serbian defence industry includes a group
of companies within the metallurgic, electrical and chemical industrial
complex, which together make up a good portion of our defence indus-
try. Together with the aforementioned six companies, they represent a
strong and solid industrial base for our defence industry. For these com-
panies, the process of privatisation has already started, mainly by choos-
ing strategic partners, where the states tries to enhance or at least pre-
serve the technological bases and seeks the possibility to actively partici-
pate in the future in procurement of military equipment and armament.

The third and very important segment of our defence industry, partic-
ularly if we look at future development of various equipment, is the Mili-
tary-technical institute (VTI), the Technical Test Center (TOC) and three
technical repair factories (TRZ), all of them under the auspices of the Min-
istry of Defence and the Serbian Army. 
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Effects

Even now, it can be predicted with a lot of confidence, that an inten-
sification of security and economic integration arrangements, will have
multiple effects on the profit of the aforementioned companies, in the
field of the defence industry. For sure, effects can be expected in the fol-
lowing areas: 1. Market, 2. Technology, 3. Competitiveness, 4. Environ-
mental standards.

1. Security integration would make it possible for the local defence
industry to expand its market. In reality, military equipment made
in Serbia could be sold directly to NATO member states. In practi-
cal terms, at present this is almost impossible or - very difficult.
Membership of our country of the security integration arrange-
ment is a conditio si ne qua non for it to be able to take part in such
kind of cooperation. Improved conditions for the intensification of
industrial cooperation of the local defence industry with leading
national and international companies would additionally expand
the existing market.

2. The transfer of modern technology would be facilitated and would
thus increase. At the moment, the situation is very symptomatic.
Yugoimport-SDPR Company is the main exporter, and in terms of
financial transactions, 95% are related to export. With such a mar-
ket position, we have an understanding of the certain big manu-
facturers of modern, developed technologies to use the position
we have, and export such systems to the third markets through
our companies. But, when we start negotiations about the trans-
fer of such technologies to Serbia, interest is rapidly lost. The rea-
son for this, without further elaboration, is quite clear. Besides
what has already been said, another considerable benefit of secu-
rity integration would be the chance to bring about homogenisa-
tion, and consequently make Serbian products compliant with
NAMSA certified standards.

3. Technological renewal would certainly enhance business efficien-
cy of the domestic defence industry and make it more competi-
tive on the global scale.

4. Cooperation between partners from NATO countries in the frame-
work of long term projects would improve the highly hazardous –
in environmental terms - production of factories making gun pow-
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der, explosives, ammunition, by introducing NATO’s strict stan-
dards of environmental protection, which requires considerable
investments. One should member that in almost all local defence
industry factories - five out of six - the production process is high-
ly hazardous from an environmental perspective.

Potential

What would be the potential and methodology for positioning of Ser-
bian defence industry in the scope of security integration? In the first
place, Serbia’s defence industry has considerable experience in the whole
cycle from the development to the production of a wide range of arma-
ment-products, military equipment, including sophisticated weapons. It
has a comparative advantage in being familiar with development and
technological standards for the production of both Eastern (predominant-
ly Russian) and Western type products. The technological base, mostly
westernised, but also the research and development capabilities, with
high quality human capital, all contribute to the huge potential. Most of
the experts who work in the local defence industry were educated in our
military and technical academies, but a significant number of them also
completed further education and specialization in western countries, pre-
dominantly in the United Kingdom and France. 

I shall mention a few illustrative historical examples, not with the
intention to look back, but rather to give you as real a picture as possible
of the potential of the local defence industry in the process of security
integration. The defence industry under the former Yugoslavia (SFRY),
from the fifties to the eighties of the last century, engaged in considerable
cooperation with NATO. So-called “offshore” programmes were set up;
these were implemented in local factories and involved the production of
ammunition in accordance with American specifications, for the require-
ments of American forces stationed in Europe and the armed forces of
Greece and Turkey. I wish to emphasise that those states, together with
the former Yugoslavia, practically constituted, even though unofficially,
the southern part of NATO. Furthermore, a strategic partnership with the
French company “Aerospatiale” enabled the production of over 200 heli-
copters “Gazela”, alongside vast amounts of spare parts for these heli-
copters, parts of “Vajper” turbo-fan engines, hydraulic components and
elements for “ Boeing” aeroplanes, about 1,500 positions for Israeli
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“Galaxy” business aeroplanes, cargo doors for the conversion of B- 747
from passenger to cargo models (so-called “combi-models”), a superson-
ic test-tunnel, as well as the transfer Olin-Winchester technology for the
production of spherical gun powder in Lucani...

Under the Partnership for Peace programme, which can be taken as
a unique step towards potential accession and deeper security integra-
tion, Serbia has a lot to offer to the member countries. The local defence
industry can deliver components and spare parts from its regular produc-
tion lines of its constituent companies using either NATO or Russian stan-
dards. Then, available assets from armament and military equipment
form its surplus armed forces- be it from local, ex-Yugoslav, NATO or
Russian origin. Our local defence industry can repair, modernize and mod-
ify various types of armament and military equipment, of both Russian
and NATO origin, but can also transfer technologies for similar purposes
to partner countries. It is also worth mentioning the additional local poten-
tial for jobs in the field of design, construction, building and equipment of
complex military installations, as well as potential for training and further
education.

If we speak of NATO as a potential final security-integrated model, it
is also worth mentioning other possible models of cooperation between
the local defence industry and governmental institutions of leading coun-
tries from this group, most importantly the USA. This could involve partic-
ipation in programmes such as “Foreign military sales” (FMS) - a pro-
gramme of the American government for the provision of armament and
military equipment to countries friendly to the USA around the world.
Additionally, this could entail participation in programmes of the American
government which support anti-terrorist initiatives aiming to fullfil the
needs of armed forces and forces responsible both for internal security,
mostly in African countries, and for others too; participation in American
governmental programmes supporting the joint command of Iraq and
Afghanistan; participation in projects by private companies which are sup-
ported by the American government, and which deal with the setting up,
organizing, equipping and training of armed forces and other law enforce-
ment forces, as partners of the American state.

It should be mentioned that some companies within the Serbian
defence industry already participate in some of the aforementioned pro-
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grammes, but that is far from the combined potential which this industry
has. There is space for intensifying cooperation in the following fields:

1. Delivery of components, spare parts and semi-finished products
from Serbia's defence industry regular production lines, which are
essential to the sophisticated products of American companies.

2. Production in Serbian defence industry for the needs of American
manufacturers of armament and military equipment components
and semi-finished products on the basis of technical documenta-
tion received from partners in the USA or other European coun-
tries.

3. Cooperation in projects for research and development of sophisti-
cated armament and military equipment.

4. Creating join venture companies with partners from NATO mem-
ber-states.

Based on the data on the foreign trade of armament and military
equipment with NATO countries (see graphics), it is possible to draw var-
ious conclusions. I will limit myself to three.

Comment: Figures for 2008 are not complete 

First, foreign trade with NATO countries is modest in relation to the
total trade of our defence industry. In addition, import is significantly high-
er than export. Secondly, the volume of trade has grown continuously.
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Thirdly, what is hidden and cannot be seen directly from this graph, is the
tendency for imports to grow in the future, bearing in mind expected
increased budgets for the modernization of the armed forces and to pro-
vide for future needs for more sophisticated military systems, to be pro-
cured from NATO members-countries.

Models of cooperation

The success and speed of inclusion of our defence industry into
processes of security integration by all means will be influenced by mod-
els of cooperation. With regards to this, it is worth mentioning the so-
called “offset arrangements", in which the procurement of certain parts
of sophisticated systems of armament or other civilian equipment are
compensated for by the equivalent export of goods to the initial supplier.
This concept of cooperation is seen as an inevitable option, mostly
because of the subsequent deficit in foreign trade on the buyer’s end; but
such arrangements have to be meticulously planned.

Security integrations can provide an opportunity for developing a
country’s domestic defence industry, in particular in the case of joint
investments or cooperation with similar national, multinational or interna-
tional companies, which allow for the transfer of technology and know
how. The history of development of domestic defence industries is full of
such examples. 

Finally, I would like to mention conversion as an important potential
model for change in our defence industry. Thanks to continued develop-
ment, today in Serbia we have a considerable amount of facilities in terms
of defence infrastructure, and the trend will only keep increasing. For
example, considerable logistical capacity for life force-barracks and gar-
risons. In most cases those are solid buildings, sometimes with historical
background, numerous logistic bases, and warehouses with good infra-
structure. When taking into consideration the location of these facilities,
these constitute a respectable base for conversion into various premises
for civilian purposes to serve the needs of local communities.

When we think about the strategy of conversion, we should not for-
get that most of the factories which produce for the defence industry
have a positive impact on the local community and economy. An extreme
case is Lucani, where the gun powder employs most of the working pop-
ulation and directly impacts on the functioning of local economy.
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Tendencies

What are the global tendencies in the process of transformation of
the defence industry? In the last fifteen years, the general trend has been
to considerably change the organizational and functional access to the
development of armament and military equipment, and what was once
an exclusively governmental sector, these days is also dealt with by pri-
vate business. As result, we have teams of industry representatives of
(users) as tactical bearers and services responsible for development, usu-
ally part of the Ministry of Defence. Comparing with the previous period,
industrial part of the teams is now international, and such are the users
teams as well. Amongst NATO members, we have numerous examples.
In other words, both the ones who offer and the ones who demand come
together to unify their requirements. The continuous development of
complex systems of military technology, which becomes more and more
sophisticated by the day, increases the number of involved personnel.
Because of that, there is a growing need to form “integrator's system”
(such as SOSI), i.e. a company which brings together actors of subsys-
tems and commercial players. This is how a few giants were formed in
the military-industrial complex, which through their various sectors and
special teams manage a huge number of developing projects. In the USA
those are Boeing, Lockheed Martin, Raytheon, Northrop Grumman, Rock-
well Collins, General Dynamics...

These, as well as similar integration processes will without a doubt
influence on enchantment the development of Serbia’s defence industry.

There are interesting examples from East European countries in tran-
sition, from which our domestic defence industry can learn a few lessons.
These countries, unlike Serbia, were once members of the Warsaw Pact,
but the transitional processes of their defence industries happened in a
different period and were coordinated by the state. These processes gave
different results in the different countries. In order to prove that there is
no universal pattern, I shall quote just three examples.

Poland’s defence industry, whose manufacturers - best know manu-
facturer is the Bumar group - provide for almost all the demand of the
armed forces of the country, and has considerable export results on the
world market. All this was achieved through investments into develop-
mental projects, technological integration and cooperation with Western
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partners. The tank PT091, which is exported to Malaysia, is clear example
of this.

The Bulgarian defence industry has increased its offer of medium cal-
ibre ammunition and infantry armament, whilst reducing its production
costs. However, in the other sectors of the industry, production, and thus
sales, has shrunk considerably.

Hungary has practically closed down its production facilities whilst
maintaining a merely symbolic production of small calibre arms.

Role of the state

The domestic defence industry is predominantly in the hands of the
government. Because of this, the role of the state during the process of
security integration, as well as being political, must also have an econom-
ic dimension.

There is a huge probability that the process of security integration will
impose a new ownership structure on the domestic defence industry. For
that reason for the process to be monitored and economically feasible,
the executive power will have to take on an active role. Besides having a
regulatory role, which will assist in setting up the means and mechanisms
for ownership transformation, it is to be expected that the government
will act as a financial guarantor for certain factories in their preparatory
phase of seeking a strategic partner. Since armament and military equip-
ment are also political goods, the assistance of the governmental appara-
tus in marketing domestic defence industry products to foreign markets
will still be needed and is irreplaceable.

As a general conclusion: intensifying the process of security integra-
tion will not resolve the stack of inherited problems faced by the domes-
tic defence industry, but it will create an opportunity for its revival and sus-
tainable development.
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POTENTIAL IMPLICATIONS 
OF NATO ACCESSION: 

THE CASE OF HUNGARY’S 
MILITARY-INDUSTRIAL COMPLEX

Summary

Hungarian experiences attached to its military - industrial sector are
not necessarily applicable on Serbian military – industrial complex.
Despite this, Hungarian experiences regarding reorganization and partici-
pation of this sector in trade race are indicative and could serve as a sug-
gestion for representatives of the Serbian sector. The most important
suggestion is the one about expectations of accession into the EU and
NATO since military – industrial complex is not necessarily benefiting
from if it is not reorganized and if it is not applying high technological stan-
dards before a state’s admittance in integration processes. 

Key words: military-industrial complex, Republic of Hungary, the
European Union, NATO, regional cooperation, market 

Introduction 

Before going into this presentation on the “Potential implications of
NATO accession: The case of Hungary’s Military-industrial complex”, it
should noted that the Hungarian experience in this area might not provide
many elements of direct relevance to Serbia’s military-industrial complex,
both in the context of this panel discussion and in general terms. The
main reason for this are the significant differences in the relative positions
of these two countries’ military industries prior to their accession – in Ser-
bia’s case potential accession - to NATO. 

First of all, Hungary has never had a so-called “military-industrial com-
plex” in the original sense of the concept. We’ve only had (and still have)
individual companies who were involved in the production of products for
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military or defence purposes, while Serbia (and in the former Yugoslavia
in particular) had a military industrial complex with a wide variety of mili-
tary products, ranging from personal combat equipment, to airplanes,
enjoying great intellectual and material capabilities. 

The second element of significance for this conference is that the
whole “story” of Hungary’s defence industry started well before acces-
sion to NATO, so the findings in this paper only partially relate to the
process of NATO accession. 

Transformation of Defence Industry in Hungary

From 1991 (the end of the Warsaw Pact) till 1994, when Hungary
joined the PfP programme and took NATO and EU accession as the prior-
ity objectives of its foreign policy, its defence industry suffered big
changes. Under the Warsaw Pact (and throughout the socialist era more
broadly) all military industry was state-owned, controlled and directed by
each respective state (via the National Planning Office), and production
was divided up between the Pact member states through centralized
decisions. This means that what the Hungarian defence industry didn’t
produce what Hungary actually needed – far from it, or even what Hun-
gary could have sold on the world market (trade was anyhow also state-
owned and controlled, as you know), but those products which were dic-
tated through the Pact’s centralized system. As a result, there was quite
a big market for some Hungarian defence products, while Hungary
imported those which could have been (or even should have been) pro-
duced in Hungary. Consequently, after 1991 the Hungarian defence indus-
try lost 70-90% of its market, and at the same time found itself lacking in
key production capabilities. As a result, Hungary was forced to hold huge
reserve funds for both military and general goods. This might appear sur-
prising but in the beginning the defence industry companies did not per-
ceive this as a sign of the need to adapt to future changes, because their
production was sustained by the inertia of the system. There was a lot of
military equipment in the armed forces to maintain, repair or destroy,
which meant the state kept up, for the time being, enough orders for
them to maintain their production levels. 

Another important fact is that during this period the defence budget
was consistently reduced. (Later, this will have a crucial impact on the
defence industry, since the state will not be able to be either the owner
of defence companies, or the consumer of Hungarian defence compa-
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nies’ production.) However, by using the big reserve funds and selling
some of their infrastructure the armed forces managed to survive and
keep up supplies for a while, and all the more so since the armed forces
have been downsized, and have been permanently restructured. To be
honest, those force reductions were more budget-driven, than deliberate-
ly trying to achieve a certain structure or obtain specific well-defined capa-
bilities - at least until Hungary joined the PfP program. The point of this is
that Serbia is in a different situation since it has never been part of a mil-
itary-political alliance; therefore Serbia’s military-industrial complex has
never experienced such big change. (I should also add, that I am aware of
the fact that Serbia’s coming into existence has had a similar impact on
Serbia’s defence industry, but this goes beyond the framework of this
presentation.)

In 1993, after much debate, the Hungarian government took the polit-
ical decision of joining NATO and the EU. In order to achieve the objective
of NATO accession, Hungary first joined the PfP programme in 1994 and
started a rather conscious reform process of the armed forces, (although
budget restrictions also played sometimes leading role). In order to first
allow the Hungarian Defence Forces to structurally align themselves with
NATO structures, and then make them interoperable, they needed to be
modernized, provided with new equipment, etc. the defence industry
companies already understood at that time that they needed to adapt if
they wanted to survive and participate in this modernization programme.
(Running ahead, it turned out most of them were not able to do so, many
of them collapsed, while others went into “hibernation” status in hope of
a better future. Only very few of them were able to adjust and re-estab-
lish themselves as serious players on the Hungarian, and even less, on the
international defence market.)

Once Hungary’s NATO and EU accession was confirmed, actors
developed many fantasies, or hopes which later turned out be fantasy,
about the potential growth of the defence market, on both the national
and international levels, since “it should be bigger for a member than for
a non-member”. In a sense this might be true, but not automatically so. 

Firstly, even though it was clear that the Hungarian Home Defence
Forces needed to be restructured, modernized, equipped with new com-
mand and control systems, as well as other equipment in order to make
them interoperable, and eventually compatible with their future Allies’
defence forces, there were several obstacles to providing such armament
and equipment, and developing new systems. And despite the fact that
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the ownership structure of the defence companies had already changed
to a fully privatized one and the appropriate legal bases been created,
these companies had neither the financial, productive, nor even some-
times intellectual capacities to fulfil the new requirements. The main
problem was that there were different armament system standards at
the time, both in terms of armament per se and in terms of NATO quali-
ty protection standards. As a result, the Hungarian defence industry com-
panies (even those who had tried to adapt) were then not able (and prac-
tically none of them are even able now, since acceding to NATO) to com-
pete with their foreign counterparts, especially not with the big world-
famous multinational companies who were in a position to offer very eco-
nomically advantageous projects to the Hungarian government should
they purchase their products. 

Secondly, the Hungarian state itself, as mentioned above in relation
to the constant downsizing of the defence budget, was neither able to
help the Hungarian companies (as employers on the Hungarian labour
market) in order to maintain their intellectual and material capacities, nor
to make them competitive on the national and international markets, nor
even to provide resources for their conversion. As a result, the Hungarian
defence industry companies practically did not participate in the tenders
for the purchase of new armament equipment (it should be noted that
there weren’t many such tenders anyway). Additionally, the state was nei-
ther in a position to invest into research and development projects which
would have enabled the Hungarian companies to participate in tenders on
the national and international market. 

Thirdly, concerning their participation in multinational defence proj-
ects on the NATO or European levels, there is nothing ruling out the par-
ticipation of Hungarian defence industry companies, especially not since
Hungary has become a member state of these multinational organiza-
tions. What in reality excludes them it is their lack of knowledge, capaci-
ties and sources in terms of production, marketing and trade and some-
times the lack of political backing from the state. On the other hand, I
should also say that there doesn’t seem to be much willingness “to share
the cake” on the part of traditional defence industry multinational partici-
pants, neither in NATO, nor in EU related projects, even in the case of
well-prepared, license-holding allied partners. This is why the provision of
governmental backing to national companies (aka. lobbying) is very impor-
tant. Moreover, I should add that to participate in big projects is an oppor-
tunity, a chance for the national defence industry companies, even though
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it is hard to take advantage of, but it is practically impossible to take part
if you are not a member of the Alliance or the Union. 

Finally, all I have told you makes it an almost obvious proposition to
turn to the option of regional co-operation in the defence industry
between neighbouring countries. Of course, it is much easier if all of co-
operating partners are “members of the same club”. Since Hungary is
just a small player in the defence business, such co-operation may be of
greater interest to Hungary than to the Serbian defence industry, but it is
still worth thinking of. 

Conclusion

A summary of the potential implications of NATO accession based on
the Hungarian experience could be brought down to the following points:

1. The implications of such an accession can be very positive for
members with a highly efficient military-industrial complex (or
companies). Therefore, if Serbia wishes to take advantage of
accession she needs to maintain (or develop even, if necessary)
her military industrial complex at as high a level as possible. How-
ever, even if such a condition is fulfilled, the chance of a positive
outcome for this industry remains only a possibility, more than
mere hope but less than a certainty. This should not be over or
under evaluated. 

2. Once the political decision of accession is made, it is important to
set in motion a deliberate process of preparation and restructuring
of both the Serbian armed forces and the defence industry. This
process should be carried out in accordance with the accession
schedule. 

3. If Serbia begins the preparation process (e.g. meaning the political
decision is made) on time, she will have enough time to evaluate
and make priorities in terms of developing her military capabilities
and setting goals for production capabilities. By doing so, Serbia
will be able to use her - most probably limited - financial means in
the most efficient way. 

4. If Serbia can keep a competitive military industrial complex this
will support the wider national economy. In order to achieve a pos-
itive outcome however, Serbia needs to use all of the means it has
to continue backing its defence industry from the state level (cer-
tainly within the framework of NATO and/or via the EU legal sys-
tem).
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5. Even if accession does not produce rapid and direct results, join-
ing NATO (and maybe later or in parallel, the EU) remains a very
reasonable proposition, since it gives more security and provides
a sounder basis for economic growth in general.

6. In order to enable Serbia’s military-industrial complex to be com-
petitive the state should decide what part of the defence industry
it wants to keep as its own property, and which part needs to be
privatized. It is also important for the state to decide what kind of
activities (production, trade, foreign cooperation etc.) it wants to
keep open for all actors on the defence market to be involved in,
and what kind of them it does not. Thinking over all the previous
points, it is necessary to create a legal system which regulates the
whole spectrum of military-industrial complex activities.

7. Should Serbia decide to join (or not to join) NATO and/or the EU, I
would draw your attention to the possibilities for regional co-oper-
ation. This could be very constructive from my point of view since
we, here in the region, have common traditions and mutual under-
standing. 

8. Even if everything goes well, i.e. the decision is taken, the pro-
gramme for the preparation period is approved, there is always the
possibility of a lack of resources and of politicians having thou-
sands of priorities higher than sustaining the capabilities of the mil-
itary-industrial complex. This is why the military industrial complex
needs to have enough influence over policy-makers in order to
express its interests, since these are also the interests of the Ser-
bian economy in general. 

The above “wise ideas” about how Serbia’s military-industrial com-
plex could benefit from the NATO (EU) accession are easy to speak about
but much harder to follow through in practice. We in Hungary were not
successful in implementing them or at least not for the full range. We are
wise enough to summarize our experiences, but were not wise and
wealthy enough to avoid the negative impacts on our defence industry;
even though they were not directly related to Hungary’s accession to
NATO and EU. I am afraid that what the Hungarian defence industry has
lost out on is already irrecoverable. Serbia however is in a situation where
she can mitigate or even fully avoid these negative impacts by learning
from Hungary’s mistakes.
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