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Executive summary 
 

In the short time available for this evaluation of the Macro-Financial Assistance (MFA) 
instrument the following tentative conclusions have emerged. We respond first to the 
follow-up of the five main recommendations of the Court of Auditors Report of 2002: 
 
Value-added and complementarity. First, the MFA adds quantitatively to the funding of 
the IMF and World Bank as a straightforward co-financing mechanism, copying the 
conditions set by the IFIs. Second, it also can be complementary in contributing a 
combination of loan and grant tranches, unlike the IMF that can only grant loans. Third, 
the MFA’s grant resources has led to several operations where the grants become the 
means to repay earlier loans, for which case the EU devised a rather original species of 
financial instrument, which might be called a ‘conditional debt-forgiveness grant’ (but 
which resulted from special circumstances that we would not expect to be repeated).  
Fourth, the MFA is in its South-East European operations part of the much wider and 
deeper process of European integration, which can deliver strategically important results 
summarized in the word ‘Europeanisation’, where the precise contribution of the MFA 
cannot be isolated; but this may be where to look for seeking greater effectiveness in the 
future (see further below on effectiveness). Given that there seems to be a global trend 
towards less demands on IMF resources, the utility of simply adding co-financing to IMF 
operations may be declining, whereas the rationale of enhancing the European 
Neighbourhood Policy would seem to be growing. This would imply a case for loosening 
the present subordination of the MFA to IMF operations. 
 
Harmonised approach. The Court of Auditors were correct in pointing out in 2002 that 
the differences between the Meda and Tacis instruments meant a lack of harmonization of 
these instruments in relations to the MFA, with Meda able to make general budgetary 
grants whereas Tacis was largely restricted to technical assistance. However this may be 
less so in future. The Commission has proposed to unify Meda and Tacis in a new 
European Neighbourhood Policy Instrument (ENPI). If accepted by the Council and 
Parliament, the ENPI will be able, for example, to make structural adjustment grants as a 
‘regular’ programmed instrument for both the Eastern and Southern also for both. This 
could leave the MFA instrument more clearly focused on balance of payments support, 
although it is still the case that the MFA has structural adjustment conditions attached to 
it, implying a mix of policy objectives.  
 
Decision making. We note that the Commission has responded to the recommendation to 
prepare written guidelines for MFA operations, and the ‘Vademecum’ document of 
DGECFIN is now very comprehensive on operating procedures. However on matters of 
transparency we find the non-publication of the conditionalities unjustified and 
undesirable.   
 
Financial management. We have seen no evidence of direct financial irregularity.  
However a policy question for consideration is whether there should not be a minimum 
standard of (de-)corruption as a qualifying criterion for grant aid, since the NIS 
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beneficiary states are grossly corrupted, and it is impossible to affirm that general un-
earmarked funds entering the state budget may not be misappropriated in such cases. 
 
Evaluation. The present organisation of evaluation work is flawed. It should be reshaped 
so as to create ‘Chinese walls’ between the executive Directorate General for Economic 
and Financial Affairs (DG ECFIN) of the Commission and the authority for the 
evaluation function, which could be done in several ways (internally within the 
Commission, or externally through the Court of Auditors, or the European parliament). 
DG AIDCO has a specific evaluation unit, but its remit does not extend to the MFA. 
 
We respond now to the further issues raised in our terms of reference. 
 
Legal basis. It is now anomalous that such a substantial instrument be without a regular 
legal basis, given the substantial sum proposed in the Financial Perspectives for 2007-
2013. It would be logical therefore for the MFA to be given a regular framework 
regulation, and not continued on the sole basis of ad hoc Council decisions for each 
operation, but the Council has so far refused this.  
 
Efficiency. We have not found reason to question the technical efficiency of MFA 
operations in general, and as noted above the ‘Vademecum’ document of the Commission 
is very comprehensive on operating procedures.    
 
Effectiveness. Overall the MFA may be ranked as a secondary instrument, forming 
however part of two very powerful processes, namely the work of the IFIs in the field of 
conventional economic policy, and that of the EU as leading agent of transformation and 
Europeanisation of its closest neighbours. The Europeanisation process seems to be 
working in the Balkans, but the IFIs and the EU’s Neighbourhood Policy (ENP) are not 
yet able to overcome the resistances to the reform of governance in the NIS states.  
 
The scope for enhancing the MFA’s effectiveness lies in being part of a more incisive and 
effective ENP, and for example the MFA’s conditionality could be harmonized with the 
criteria for the future ‘Governance Facility’ of the ENPI (see further below on political 
pre-conditions).  
 
Budgetary implications. The use of MFA funds has been of two types: first, monies paid 
via the central bank into the state budget, and, second, payments by the EU closely linked 
in timing and effective purpose to debt reduction or forgiveness operations.  
 
The Commission proposed for the 2007-2013 Financial Perspectives the sum of €1.2 
billion for the MFA, in addition to €14.3 billion for the ENPI. The Commission has 
revised these amounts in the light of the European Council’s decisions of December 
2005, with the MFA now allocated €665 for the seven years, but the final amount is 
subject to ongoing inter-institutional negotiations over the Financial Perspectives. If the 
new budget line for MFA is agreed and were later supported by a framework regulation, 
then it would be normal (according to practice with other external aid instruments) for the 
Commission to be empowered to take operational decisions, after only consultations with 
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the Council and Parliament. However if operations for a given year exceeded the amount 
inscribed in the budget, then of course the normal co-decision procedure would be used to 
raise the budget allocation. 
 
Political pre-conditions. We add a further comment on one of the guiding principles set 
by the Council, namely that MFA operations should only be for states that fully respect 
democracy and the rule of law seems not to have been consistently followed, maybe 
because the MFA is so closely tied to IMF operations; or maybe because the standard has 
been set very low. Some tranche payments have been activated in response to specific 
political developments such as following the assassination of the Serbian prime minister, 
and the ‘Rose Revolution’ in Georgia, or suspended in other cases.  
 
The ENPI is now proposed to include a ‘Governance Facility’, which would be allocated 
on the basis of performance in relation to political criteria. While the details of this 
proposal have not yet been published by the Commission, there would be a possibility 
here to make the MFA subject to the same eligibility criteria, which would reinforce the 
conditionality of the EU’s overall package of instruments.  
 
Future priorities. While the 1990s saw considerable needs for the IFIs to counter 
financial instability in European transition countries, making it reasonable for the EU to 
share the burden with the IMF, future priorities are likely to be different. The ongoing 
challenges in Balkan and East European states are less narrowly financial, and rather to 
improve economic governance, improve democracy and curb corruption, i.e. to complete 
the transformation of these states in line with modern European values and standards. In 
this context one option could be for the MFA to be made into more of a regular, medium-
term structural instrument, combining grant and loans with multi-year conditionality, and 
serving usefully alongside the other instruments of European Neighbourhood Policy and 
Stabilisation and Association Process. Another option would be for it to remain focused 
on responding to exceptional macroeconomic shocks. If demands for this shock-absorber  
type of MFA operation indeed decline, then some of the resources that to be allocated to 
the MFA under the 2007-2013 Financial Perspectives might be transferred in  a few years 
time to the  ENPI and/or Cards/IPA instruments.                         
.  
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1. Terms of reference for the study 
 
The European Parliament has asked that this assessment of the EU’s Macro-Financial 
Assistance (MFA) devote particular attention to the following issues: 
 

a. The Court of Auditors report of 2002 recommendations: 
o Need to ensure added value and complementarity 
o Need for a harmonised approach 
o Need for greater clarity of decision-making 
o Need for improved monitoring of financial management 
o Need for comprehensive evaluations 
 

b. Legal basis 
 
c. Efficiency 
 
d. Effectiveness 
 
e. Budgetary implications 

 
The criteria set by the Council of MFA operations have also to be recalled (these are 
however largely covered in the above): 

o Exceptional character 
o Geographic proximity and respect for democracy and human rights 
o Complementarity with IFI operations 
o Conditionality for macro-economic adjustment and structural reform 
o Financial discipline 
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2. History and purpose of the MFA 

 
2.1 Instrument and objectives   
The EC's Macro-Financial Assistance (MFA) is conceived to support, under exceptional 
circumstances and on an ad hoc basis, macroeconomic stabilisation and balance of 
payments of accession of candidate states and neighbouring states. Starting from 1990, 
the structure of this assistance underwent two major changes. First, the MFA was 
extended to a growing number of countries neighbouring the EU, thus progressively 
changing the geographic balance of assistance from the early years. Second, it also 
became clear that while the original objective of supporting macroeconomic stabilisation 
and the balance of payments was still necessary for some countries, in the case of others 
the MFA could more usefully be directed at supporting the recipient’s structural reform 
process.  
 
MFA operations are implemented in association with support programmes from 
International Financial Institutions (IFIs), in particular the International Monetary Found 
and the World Bank.  
 
MFA is extended by a decision of the Council upon the proposal by the Commission and 
after consultation of its Economic and Financial Committee and of the European 
Parliament. The Commission’s Directorate General for Economic and Financial Affairs 
(DGECFIN) is in charge of MFA implementation in beneficiary countries, with the 
Economic and Financial Committee serving as a forum for consultations with the 
Member States. 

 
The legal basis for MFA to third countries is provided by individual Council decisions 
taken on the basis of Article 308 of EC Treaty. There is no framework regulation defining 
the overall strategy and objectives. However, the ECOFIN Council agreed in 1995 and 
confirmed in 2002 five principles which should govern the policy of MFA, which are its 
exceptional character, political pre-conditions, complementarity, conditionality, and 
financial discipline (the so-called ‘Genval criteria’, named after the place where the 
Council happened to meet on that occasion). 

 
The first countries to which MFA was extended were Central and Eastern European and 
ex-Soviet Union countries with the aim of supporting or triggering economic and 
structural reforms in their transition to full market economies.2  

                                                 
2 See e.g.  

Albania: 2004/580/EC of 29/4/2004 (OJ L261/116 of 6.8.2004) 
Armenia, Georgia and Tjikistan: Council Decision 97/787/EC of 17.11.97 (OJ L 322 of 25.11.97) and 
2000/244/EC of 20.03.2000 (OJ L 77 of 28.03.2000) 
Bosnia and Herzegovina: 2002/883/EC of 5.11.2002 (OJ L308/p28 of 9.11.2002) 
FYRoM: 1999/733/EC of 8.11.1999 (OJ L294 of 16.11.2003) and 2001/900/FF of    10.12.2001 (OJ 
L334 of 10.12.2001) 
Serbia and Montenegro: 2002/882/EC of 5.11.2002 (OJ  L308/p25 of 9.11.2002) and 2003/825/EC of 
25.11.2003 (OJ L311/p28 of 27.11.2003) 
Moldova: Council Decision 2002/1006/EC of 19.12.02 (OJ L 351 of 28.12.02) 
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Map1: EU Macro-Financial Assistance to Third Countries 
 

 
 
 
Despite the multiplication of MFA assistance it remains an instrument to be used only 
under exceptional circumstances and was not considered a regular policy instrument.  Its 
use has always been closely coordinated with the international financial institutions, 
especially the IMF and the World Bank. It is intended to fill residual financial needs, and 
to be discontinued as soon as a beneficiary country restores sustainable external financial 
situation.  
 
Hence, unlike other EC financial instruments with macro-economic objectives (notably 
the direct budget support provided under the MEDA Regulation and the EDF Cotonou 
Agreement), MFA is not meant to provide a regular financial support framework for 
structural changes or more generally the economic and social development of the 
beneficiary countries.  

 
However this exceptionality seems now diluted in practice, with increasing attention paid 
to medium and long-term issues of poverty and structural reform. For example the stated 
objectives of the recent MFA for Armenia have targeted reform efforts to alleviate the 
social hardship of the accompanying austerity measures, as well as contribute to 
economic restructuring towards market economy, contribute to poverty reduction and 
ease the country’s external financial constraints, all in cooperation with the IMF/WB 
structural support and economic reform programs. 
  
 
 

                                                                                                                                                  
Ukraine: Council Decision 2002/639/EC of 12.07.02 (OJ L 209 of 06.08.02) 
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2.3  Summary of  operations  
Over the years, the number of countries to which the MFA contributed support expanded, 
and this led to changes in the geographic balance of assistance of its operations. As 
shown in Figure 1 recording the shares of new Council decisions allocated to different 
groups of beneficiary states, there have been three broad phases. In the first from 1990 to 
1994 the Central and East European candidate states were the main beneficiaries. In the 
second period from 1995 to 2000 the NIS states were the main beneficiaries. Since then 
the Western Balkans have benefited most.  In particular, as a result of the conflicts in the 
Western Balkans, the Kosovo conflict of 1999 and of the political changes in Serbia and 
Montenegro (former Yugoslavia), a clear tendency for a relative increase of MFA to the 
countries of the Balkans developed. 
 
                       Figure 1: Macro-Financial Assistance to Third Countries (Council Decisions) 
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Source: Graph done using data from the Report from the Commission to the Council and the European 
Parliament, COM(2004).  

 
The NIS beneficiaries have been Armenia, Georgia, Tajikistan, Moldova and Ukraine, 
while the South-East European beneficiaries have been Albania, Bosnia & Herzegovina, 
the former Yugoslav Republic of Macedonia (FYRoM), Kosovo, Romania and Serbia & 
Montenegro.   

 
MFA decisions by the Council Decision have not always been fully disbursed. This has 
been, in the past, the result of either improved external financial conditions (Hungary and 
Slovakia for example), or because of refusal of the beneficiary to draw on non-
concessional loan resources (as was the case of Albania), or it has been delayed because 
of a slowing-down in the reform process (as in Romania and Georgia). On other 
occasions the EC reconsidered and redefined the terms of the assistance and reshaped the 
operations.  
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As illustrated in Figures 2 and 3, there is normally a time lag between the Council’s 
decision and actual disbursement, but on occasions this is due to protracted negotiations 
over conditions.   
 

Figure 2: MFA Council Decision (in millions of Euro) 
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Figure 3: MFA Disbursed (in millions of Euro) 
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Since the beginning of MFA, the absolute amounts committed by the EC have fluctuated 
substantially in parallel with the volume of financial support provided by the international 
community. This reflects the exceptional and case-by-case character of MFA.    
 
A key feature of MFA is that the aid can take the form of both loans and grants. The 
proportion of the grants has been increasing, reflecting the degree of poverty and limited 
debt service capacity of recipients.  While the share of grants in the total MFA was only 
4% in 1990-1999, it rose to 42% for 2000-2003. 
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3. Overview of performance by MFA client states 
 
The 11 states and entities receiving support from MFA have in almost all cases been 
registering good or excellent economic growth since the turn of the century. This marks a 
fundamental development in the post-communist transition, since the decade of the 1990s 
saw initially very severe losses of output, to which was added in the case of the Balkans 
the impact of the Yugoslav wars. The only case of poor growth performance since the 
turn of the century has been FYRoM, which however was hit by serious ethno-political 
tensions.  
 
Inflation rates have been much improved in the South-East countries, with notable 
reductions from high inflation rates in Serbia and Romania. In the CIS states the 
performance has been somewhat less good, with Moldova and Ukraine still with double 
digit inflation at the end of the period covered.  
 
Fiscal balances were in most cases brought to low levels, with even three cases in 2004 of 
positive fiscal balances (FYRoM, Serbia, Georgia). However the budget deficits of 
Albania, Kosovo and Ukraine have remained at potentially unsustainable levels.  
 
The current accounts of the balance of payments showed very large deficits for the most 
aid-dependent economies of Bosnia and Kosovo through out the period. Most other states 
are still experiencing deficits at potentially unsustainable levels, although Ukraine had by 
2004 achieved a very large current account surplus due to a boom in metal commodity 
prices.  
 
Table 1: Selected Economic Indicators: Country Data 

Economic 
Indicator Country/Region 2001 2002 2003 2004 

estimate Average 

Albania 7.2 3.4 6.0 6.0 5.7 
Bosnia and Herzegovina 4.5 5.5 3.5 5.0 4.6 
FYRoM -4.5 0.9 3.2 2.2 0.5 
Romania 5.7 5.0 5.2 8.3 6.1 
Serbia and Montenegro 5.5 4.0 2.7 4.8 4.3 
Kosovo 21.2 1.2 3.1 3.2 7.2 
Southeast European Average 6.6 3.3 4.0 4.9 4.7 
Armenia 9.6 13.2 13.9 5.0 10.4 
Georgia 4.7 5.5 11.1 8.4 7.4 
Moldova 6.1 7.8 6.3 7.3 6.9 
Tajikistan 10.2 9.1 10.3 10.5 10.0 
Ukraine 9.2 5.2 9.4 12.0 9.0 

GDP at 
constant 
prices 
 
(% change) 

CIS Average 8.0 8.2 10.2 8.6 8.7 
Albania 3.1 5.2 2.4 3.0 3.4 
Bosnia and Herzegovina 3.1 0.4 0.6 N/A 1.4 
FYRoM  5.5 1.8 1.2 -0.4 2.0 

Consumer 
Price (end 
year) 
 Romania 34.5 22.5 45.3 11.9 28.6 
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Serbia and Montenegro 92.5 21.5 11.6 9.5 33.8 
Kosovo 11.7 3.6 1.0 1.8 4.5 
Southeast European Average 25.1 9.2 10.4 5.2 12.4 
Armenia 2.9 2.0 6.2 2.0 3.3 
Georgia 3.4 5.4 7.0 7.5 5.8 
Moldova 6.4 4.4 15.7 12.5 9.8 
Tajikistan 12.5 14.5 13.7 8.5 12.3 
Ukraine 6.1 -0.6 8.2 12.3 6.5 

(% change) 

CIS Average 6.3 5.1 10.2 8.6 7.5 
Albania -7.6 -6.1 -4.1 -4.8 -5.7 
Bosnia and Herzegovina -3.3 -2.2 -4.0 -0.1 -2.4 
FYRoM -7.2 -5.7 -1.6 1.4 -3.3 
Romania -3.5 -2.0 -2.0 -1.4 -2.2 
Serbia and Montenegro -0.7 -3.4 -4.0 0.5 -1.9 
Kosovo 7.2 6.2 2.5 -7.0 2.2 
Southeast European Average -2.5 -2.2 -2.2 -1.9 -2.2 
Armenia -3.8 -0.4 -1.1 -1.5 -1.7 
Georgia -2.0 -2.0 -2.5 0.7 -1.5 
Moldova -0.3 -0.9 0.2 -1.5 -0.6 
Tajikistan -0.1 -0.1 0.9 -0.4 0.1 
Ukraine -1.5 0.2 0.1 -4.5 -1.4 

Fiscal 
Balance 
 
(% of GDP) 

CIS Average -1.5 -0.6 -0.5 -1.4 -1.0 
Albania -3.2 -6.5 -5.1 -5.6 -5.1 
Bosnia and Herzegovina -16.2 -20.0 -18.0 -15.8 -17.5 
FYRoM -6.5 -9.5 -3.3 -6.0 -6.3 
Romania -5.0 -3.6 -6.1 -7.6 -5.6 
Serbia and Montenegro -4.6 -8.8 -10.2 -11.0 -8.7 
Kosovo -8.6 -11.6 -15.8 -18.0 -13.5 
Southeast European Average -7.4 -10.0 -9.8 -10.7 -9.4 
Armenia -9.5 -6.2 -6.8 -5.0 -6.9 
Georgia -6.4 -5.8 -7.2 -7.5 -6.7 
Moldova -2.58 -4.4 -6.8 -6.7 -5.1 
Tajikistan -7.0 -2.7 -1.3 -1.9 -3.2 
Ukraine 3.7 7.5 5.8 10.2 6.8 

Current 
Account 
 
(% of GDP) 

CIS Average -4.4 -2.3 -3.3 -2.2 -3.0 
Albania 0.8 0.9 1.3 0.9 1.0 
Bosnia and Herzegovina 5.1 4.6 5.1 N/A 4.9 
FYRoM 0.8 0.5 0.8 0.7 0.7 
Romania 4.4 6.5 7.1 11.7 7.4 
Serbia and Montenegro 1.3 2.4 4.5 3.7 3.0 
Kosovo 0.3 0.3 0.5 0.3 0.4 
Southeast European Average 2.1 2.5 3.2 3.5 2.8 
Armenia 3.6 3.7 4.0 3.7 3.8 
Georgia 1.4 1.7 1.3 1.6 1.5 
Moldova 2.1 1.9 1.7 2.0 1.9 
Tajikistan 1.9 1.8 1.9 2.3 2.0 
Ukraine 1.7 1.9 2.4 3.8 2.5 

Official 
foreign 
exchange 
reserves 
(end year) 
 
EUR in mln 

CIS Average 2.1 2.2 2.3 2.7 2.3 
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Source: Commission Staff Working Paper on the Implementation of Macro-Financial Assistance to Third 
Countries in 2004, COM(2005)245 final, pp. 52-53. 
 
A longer view of the movement of indicators of the post-communist transition and of 
progress in achieving better standards of economic governance is available, using 
comprehensive data published by the EBRD and World Bank. Comparisons may be made 
between the two groups of South-East European and NIS states receiving MFA support 
with the ambitious standard that has come to be set by the 8 new member states of the EU 
from Central Europe.  
 
The two sets of indicators are complementary. The EBRD transition indicators are 
covering relatively precise features of the economic system, such as privatization, 
competition policy and banking reform (see Annex Table 1 for details). The World Bank 
governance indicators cover issues such as government effectiveness, corruption and the 
rule of law (see Annex Table 2). Many of these indicators are central to the structural 
adjustment conditions required for MFA operations.   
 
The EBRD transition data have the great merit of starting in 1989 and therefore cover the 
whole of the post-communist transition so far. Not surprisingly in view of the rather 
standard features of the communist regimes, all three groups of states started in 1989 
from largely similar situations. As portrayed in Figure 4, the 8 candidate states of Central 
Europe got off to a very fast start, and within 5 years had moved three quarters of the way 
towards the basic regime features of the EU economies. The South-East European states 
made only much more gradual progress, hindered by the Yugoslav wars. The NIS states 
made the slowest start of the three groups, reflecting their greater political, cultural and 
geographic distance from Western Europe. However by the mid-1990s they were making 
more rapid progress, and on these measures they re-joined the South-East European states 
by 2004.  
 
However several of these EBRD transition indicators reflect very basic and relatively 
early reforms, such as privatization and liberalization of prices and foreign exchange 
markets, where the transition could be achieved quite fast. Other more complex reforms, 
calling for new institutional capacities, have advanced towards EU standards much less 
fast, for example for competition policy, and the regulations of securities markets and  
infrastructural networks. These indicators have more in common with the World Bank 
governance indicators. Here, as shown in Figure 5, the broad picture is that the 8 
candidate states had by the time of their accession in 2004 gone a long way towards 
achieving EU standards, whereas the South-East European states remained far behind, 
and the NIS states even more so. Particularly disappointing is that on these measures the 
NIS group seems to have been falling back rather than progressing.   
 
There is a relatively consistent pattern of results for the indicators of government 
effectiveness, regulatory quality, corruption and the rule of law (Annex Table 2). Overall 
the South-East European states are progressing, but remain way behind the 8 new 
member states. The NIS states on the other hand are further behind and not even 
progressing. This seems to reflect the deep entrenchment of corrupt oligarchical systems 
that have emerged as following the early period of liberalisation and privatisation. 



Figure 4: EBRD Aggregate Transition Indicator – Regional Data3  
 

 

EBRD Aggregate Transition Indicator

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

Year

Tr
an

si
tio

n 
In

di
ca

to
r S

co
re

EU 8

Southeast
Europe
CIS

                                                 
3 EU 8: Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovenia, Slovakia. 
  Southeast Europe: Albania, Bosnia and Herzegovina, FYRoM, Romania, Serbia and Montenegro 
  CIS: Armenia, Georgia, Republic of Moldova, Tajikistan, Ukraine. 
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Figure 5: World Bank Governance Indicator: Regional Data4

 
 

                                                 
4 EU 8: Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovenia, Slovakia. 
  Southeast Europe: Albania, Bosnia and Herzegovina, FYR Macedonia, Romania, Serbia and Montenegro 
  CIS: Armenia, Georgia, Republic of Moldova, Tajikistan, Ukraine. 

 



 
To summarise the essential features with a not too unreasonable caricature, the new 
entrepreneurs were successful first in stealing the former state assets and then buying the 
government. Further reinforcing this picture, whereas the South-East European states 
have made serious progress in the quality of their democracies, the NIS states have made 
no progress at all on this account (see Table 3 below, and  the ‘voice and accountability’ 
indicator in Annex Table 2). Hence the system of corrupt oligarchies, which often 
succeed in controlling parliaments as well as buying governments, is proving so difficult 
to reform. Even in Ukraine following the Orange revolution the oligarchs are continuing 
to have a disproportionate grip on the present (and probably next) parliament.  
 
These deep problems of governance in the NIS states also present problems for the 
attempted conditionalities of the MFA, especially to the extent that the conditions extend 
beyond relatively technical economic policy matters, and go into structural adjustment 
conditions that involve qualitative aspects of governance. The basic story seems to be that 
the combined efforts of the IMF, World Bank, EBRD and EU have not been able to get 
the NIS states onto sound paths of improving economic and democratic governance. In 
the South-East European states these indicators are moving more favourably, no doubt 
due to their closer proximity to the EU and perspectives of EU membership. This is 
pointing towards an overall assessment of the MFA’s effectiveness in South-East Europe 
as a possibly useful but still only secondary instrument with the entire European 
integration process as the main driver; whereas in the NIS states in the absence of this 
driver the combined efforts of the international community have not been strategically 
effective, although there may have been more technical and short-term benefits.   
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4. Operations by country 
 
This chapter necessarily draws on the Annual Reports of the Commission on the 
implementation of MFA operations, since the limited time and resources allocated to this 
study did not permit detailed or original examination of each of the country cases. 
However greater detail is provided in chapter 5 for a number of cases.   
 
4.1 South-East Europe 
4.1.1 Albania 
The Kosovo war in 1999 led the Council to agree upon a €20 million loan in 1999 to 
Albania in order to compensate for the adverse impact of the Kosovo war. However this 
loan was never disbursed. The Kosovo crisis turned out to be relatively short, refugees 
returned home rapidly and the country’s balance of payments position, which the MFA 
was indeed to help, turned out to be better than expected.  

 
However later, in June 2002, the IMF approved a Poverty Reduction and Growth Facility 
for the three years to June 2005. The IMF asked the EU to support this programme, and 
in April 2004 the Council decided on a new MFA loan to Albania totaling €25 million. In 
view of Albania’s low level of development the Council decided to give a part of the 
MFA in the form of grant (€16 million) and the rest (€9 million) in the form of a loan. 
The loan would carry a maturity of 15 years with a 10 year grace period.. The condition 
for the MFA were agreed in October 2004, and addressed questions of public finance 
management, public administration, financial sector reform, improvement of business 
environment and private sector development. These conditions were also presented 
politically in the context of the EU’s Stabilization and Association Process The release of 
the assistance was postponed in view of the better than expected balance-of-payments 
performance in 2004. A MoU was signed in May 2005, and a first grant tranche of €3 
million disbursed in December 2005. At the time of writing disbursement of the loan 
tranche of €9 million awaits ratification of the agreement by the Albanian parliament.   
 
While Albania’s macroeconomic growth and inflation performance have been favourable 
in the 2000s so far, improvements of its governance has been slow, and its ranking by the 
World Bank indicators remains poor, especially for corruption. Similarly its democracy 
rating, while gradually improving, remains below average for South-East Europe. 

  1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 
 

2004 
 

2005 
                

Decision Amount 70  35     20     25   

                

Disbursed  35 35  15 20   0         0  

 Loan 35 35             

 Grant    15 20        
  

3 
                

 
4.1.2 Bosnia & Herzegovina 
Continuously since the Yugoslav war of the 1990s and the Dayton Agreement of 199x 
which decided on the shape of the newly independent Bosnia and Herzogovina (BiH) the 
EU and international community have been heavily engaged in supporting the new state’s 
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internal security, political institutions and economy. The MFA has bee activated under 
two Council decisions in 1999 and 2002. The most recent operations were initiated after 
the IMF approved a Stand-by Arrangement Bosnia and Herzegovina (BiH) in August 
2002. The Council then agreed in November 2002 to provide MFA support of up to €60 
million, with a loan facility of up to €20 million and a grant facility of up to €40 million. 
The assistance was made conditional upon a satisfactory track record by BiH in the 
adjustment and reform programme agreed with the IMF. The objective of this assistance 
was to support the balance of payments and help ease the country's external financial 
constraints, as well as to support reform efforts and the implementation of common 
institutions and policies, consistent with the Dayton peace agreement.  
  
After the signature of a MoU in December 2002, the first a €15 million grant tranche of 
the MFA assistance was disbursed in February 2003. A Supplemental MoU, signed in 
July 2003, fixed the second tranche amount at €20 million (with a grant component of 
€10 million and a loan component of €10 million). This also set out economic policy 
conditions to be implemented before release of the third and final tranche of up to €25 
million would comprise a €10 million loan element and a €15 million grant element.  
 
Macroeconomic and structural reform objectives defined in the Supplemental MoU 
agreed in July 2003 concerned public finance reform and administration, financial sector 
reform, private sector development and business environment and statistics. As explained 
further below (section 5.1) the MFA conditions involved issues of institutional and even 
constitutional organisation of powers between the state and its autonomous entities, for 
example for VAT collection. Due to delays in meeting these conditions the second 
tranche was only released at the end of December 2003 (grant component) and January 
2004 (loan component). Further delays in the implementation of the authorities’ reform 
agenda have also delayed the release of the third tranche. By the end of 2004, the 
economic policy conditions had largely been met, but further efforts were still deemed 
necessary by the Commision for the full implementation of the assistance programme. 
The last grant tranche of €15 million was disbursed in June 2005. The last loan tranche of 
€10 million still awaits ratification by the Bosnian parliament.    
 
Bosnia’s growth performance has remained modest, while its huge current account 
deficit, still amounting to 16% of GDP in 2004, reflects the economy’s high level of 
dependence on foreign aid and migrant remittances. Modest progress is recorded in the 
EBRD’s transition indicators, but the quality of governance and democracy remains very 
weak. The EU and High Representative have been continuously engaged in state building 
efforts, and this has linked to conditions for disbursement of MFA grants (see further 
below in section 5.1).  

  1999 2000 2001 2002 2003 
 
2004 

 
2005 

         
Decision Amount 60   60     

Disbursed 25 20 15  25 
  
10 

  
15 

 Loan 10 10    
 
 10 

 

 Grant 15 10 15  25 
  

15 
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4.1.3 Former Yugoslav Republic of Macedonia (FYRoM) 
The EU’s aid to FYRoM has been heavily influenced by priority political need to avoid 
that its delicate state of inter-ethnic relations degenerate into a new Balkan civil war. 
Following an earlier MFA loan operation decided in 1997, the Council decided in 
November 1999 to provide with further €80 million support to FYRoM with up to €50 
million as loans and up to €30 as grants. A first tranche €30 million was disbursed the 
year after the decision was taken, and a second tranche of €22 million at the end of 2001. 
This followed the terms of an IMF Staff Monitored Programme, and was responding to 
the political and economic situation in the country after the 2001 ethnic conflict. In 
December 2001 the Council decided accordingly on an additional grant of €18 million.  

 
The conditions included progress in the area of public administration reform, public 
expenditure management and fiscal reform, enterprise restructuring and private sector 
development, and financial sector reform. The final loan and grant tranches were 
disbursed in December 2003 in the light of a satisfactory fulfilment of the economic 
policy conditions that had been established in a Special Memorandum of Understanding 
(SMOU) between the EC and FYRoM signed in September 2002. Further conditions 
were agreed regarding inspections, fraud prevention, and audits in order to take account 
of the obligations by the new EU’s Financial Regulation.  
 
Since the period of serious ethnic tensions in 2002 FYRoM has succeeded in reforming 
its constitution and restoring stability to inter-ethnic relations. However these difficulties 
were unfavourable for business confidence, and macroeconomic growth has been 
mediocre. The quality of governance according the World Bank is still weak, although 
the rating of its democracy has improved considerably, and this is reflected in the EU’s 
decision in 2005 to grant FYRoM candidate status.   
  1997 1998 1999 2000 2001 2002 2003 
         
Decision Amount 40  80  18   
         
Disbursed 25 15  30 22  46 
 Loan 25 15  10 12  28 
 Grant    20 10  18 
         
 
4.1.4 Serbian & Montenegro 
The EU’s support for the remains of the former Yugoslavia, now the Union of Serbia & 
Montenegro, began immediately after the fall of the Milosevic regime in 2000. A first 
major MFA package totaling €345 million was implemented in 2001 and 2002 after the 
authorities had satisfactorily met structural adjustment conditions in line with the IMF 
programme, mainly in the areas of public finance, private sector development and 
banking sector reform. In early November 2002 the Council decided to provide the 
country with further MFA for up to €130 million. The objective of the second MFA of 
€130 million was to underpin economic policies in the context of the three-year IMF 
Extended Arrangement (2002-2005) approved in May 2002, and in particular to support 
the balance of payments and strengthen the foreign exchange position of the country. It 
was agreed to allocate 90% of the aid to Serbia and 10% to Montenegro. 
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Following very soon after the assassination of the Serbian Prime Minister, the EU agreed 
to a request from the Serbian Ministry of Finance, to front-load outstanding commitments  
with a relatively large tranche, given the vulnerable financial situation of the country. A 
further tranche of €65 million, including a €35 million grant, was disbursed in August 
2003, after the Commission was satisfied that the economic policy conditions in the areas 
of public finance reform and administration, banking sector reform and private sector 
development had been fulfilled to a satisfactory degree.  
  
Following identification by the IMF of additional financing needs in the context of the 
ongoing stabilisation programme, the Council decided in November 2003 to increase the 
current MFA by €70 million. However in the light of delays with the implementation of 
the policy conditions, it proved necessary to extend the life of the commitments until 30 
June 2006. A MoU for the €70 million, with grants €45 million and loans of €25 million, 
was signed in November 2005. A grant tranche of €25 million was disbursed in 
December 2005, with the remainder to follow in 2006.  
 
On all main structural indicators, for transition, governance and democratic freedoms, 
Serbia in particular has made important progress since the overturn of the Milosevic 
regime after the Kosovo war. However its growth performance has been not as strong as 
would be desirable, and its balance of payments deficit remains extremely large.   
   2000 2001 2002 2003 

 
2004 

 
2005 

         

Decision Amount  20 345 130 70    

Disbursed  20 260 115 75 
 

10 
 

25 
 

 Loan   225 30 40   

 Grant  20 35 85 35 10 25 

         

 
4.1.5 Romania 
Since 1991, the EU has supported Romania’s transition process through four MFA 
operations, the latest of which was approved in November 1999 when the Council 
granted Romania a balance-of-payments loan of up to €200 million within the framework 
of a $400 million Stand-By Agreement (SBA) with the IMF. As an accession candidate 
state this was a typically high degree of co-financing of the IMF’s programme by the EU. 
 
Implementation however has not been smooth. After the release of the first €100 million 
tranche in June 2000, the IMF programme was suspended and so also were disbursements 
under the MFA. However after the IMF had approved a new 18-month Stand-by 
Agreemetn, the Council agreed in January 2002 to make a MFA loan of €100 million, to 
be disbursed in two tranches, subject to the satisfactory implementation of the SBA and 
adequate progress in the country’ structural adjustment process.  
The Commission judges that programme achieved important results in terms of macro-
economic policies and structural reforms, in particular notable progress with regard to 
disinflation, energy tariffs realignment and budgetary policy. Structural reforms 
progressed occurred in the privatisation of state-owned enterprises, control of the wage 
bill in the public sector and adjustments in the price level and structure in the energy 
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sector. However the Commission subsequently decided in July 2004 to de-activate the 
remainder of the programme, given the absence of pressing need for the assistance to be 
disbursed.                           
 
Romania has made gradual progress according to the EBRD’s transition indicators. 
Similarly its record according to the World Bank’s governance indicators has seen only 
hesitant progress. While its performance on these accounts has been clearly better than all 
other MFA beneficiary states in either South-East Europe or the NIS states, it continues 
to lag a long way behind the new member states. However Romania’s macroeconomic 
performance has been improving significantly, with robust growth, lower inflation and an 
improved fiscal balance.    
 

  1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 
               
Decision Amount 375 80  125     200     
               
Disbursed  375 80  55  70   100   50 
 Loan  375 80  55  70   100   50 
 Grant              
               

 
4.1.6 Kosovo 
Following the war over Kosovo in 1999 the EU has played a significant part in the 
entity’s economic governance, providing leadership and resources for the economic pillar 
of the UNMIK administration. A first exceptional financial assistance grant of €35 
million was committed in 2000 as part of a broader Community assistance package of 
€360 million, with another grant of up to €30 million approved in June 2001. These funds 
were provided in close cooperation with the IMF and the World Bank. The purpose was 
to enable the establishment and continuation of essential administrative functions and to 
support the development of a sound economic framework. 

 
Of the second grant of €30 million, €15 million was disbursed in mid-September 2001 
following the signature of a Memorandum of Understanding (MoU) between UNMIK 
and the Community. The release of the second tranche was made subject to satisfactory 
compliance with economic policy conditions as laid down in the MoU. These include 
measures to promote the financial and private sector development, to produce macro-
economic statistics and develop the budget’s revenue base. Based on broadly satisfactory 
implementation of conditionality and further identification of needs in the context of the 
donor co-ordination meeting on 5 November 2002, the second tranche of €15 million was 
disbursed in December 2002.  
 
There have been no further MFA operations in Kosovo, but support from the CARDS 
programme has continued on a substantial scale.  
  2000 2001 2002 2003 

 
2004 

Decision Amount 35 30    

       

Disbursed 35 15 15   

 Loan      

 Grant 35 15 15   
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4.2 NIS states 
A Council Decision of November 1997 provided for exceptional financial assistance to 
Armenia and Georgia, and this was extended to Tajikistan in a further Council Decision  
March 2000. The reason why these three countries were grouped together is that they had 
all been beneficiaries of a food aid credit from the EC in 1992 in the early days after the 
collapse of the Soviet Union. However the future of these post-Soviet states was then 
totally unpredictable. With hindsight one might judge that the EC’s decision to supply 
food aid on credit at that time was a mistake, and that the precarious financial situation of 
these young states in the early stages of the post-communist transition would have made 
grant assistance more suitable, following the grant assistance that had already been 
extended the previous two years to the Soviet Union and Russia.  
 
The exceptional financial assistance (EFA) decided in 1997 and 2000 in favour of 
Armenia, Georgia and Tajikistan is officially described as providing financial support to 
the three countries, given the particularly critical economic and social challenges in the 
context of transition to market economic systems. However a central feature of the 
operations was to new loans to refinance the 1992 credits, and then to use successive 
grant tranches to help the beneficiary state repay the new loans. The precise formula for 
the grants has been to disburse them soon after the beneficiary state makes advanced debt 
repayments, becoming effectively a ‘conditional debt forgiveness’ operation. However 
this formula is unlikely to be repeated.      
 
4.2.1 Armenia 
The MFA commitment was made in 1997 after it became clear to the IMF that Armenia 
would have difficulty in repaying its 1992 debt to the EC, thus endangering the 
continuation of IMF operations there. Armenia’s exceptional financial assistance under 
the MFA consisted of a loan of €28 million, disbursed in December 1998, and a total 
grant amount of up to €30 million. The grant was paid in five instalments during the 
period 1998-2005. Through early principal repayments Armenia reduced in steps and 
finally completed in 2005 reimbursement of its debt to the Community. The MFA 
operation is analysed in more detail in section 5.1 below.  
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4.2.2 Georgia 
The Council decided in November 1997 on a MFA operation for Georgia comprising a 
loan of €110 million, which was disbursed in July 1998, and a total grant amount of up to 
€65 million foreseen to be paid in several tranches. Owing to uneven progress in the 
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fulfillment by the authorities of the conditionality for the successive grant payments, only 
four grant installments totaling €25 million were paid during the period 1998-2003. Due 
to difficulties with fiscal policies, Georgia was not able to continue borrowing from the 
IMF and in September 2003 the Poverty Reduction and Growth Facility (PRGF) was 
suspended. Under these circumstances, the EC decided not to make a further grant 
tranche at that time.    

 
However, following the Rose Revolution in November 2003 the Commission judged that 
the prospects for economic and governance reforms were much improved, including for 
fiscal consolidation, reform of public administration, anti-corruption measures and 
energy sector programmes. The Commission co-sponsored with the World Bank a 
donors’ conference in June 2004, and pledged a total of €125 million support, including a 
re-programming of the €40 million remaining of the 1997 commitments. Of this amount 
€6.5 million was disbursed in 2004 and a new Council Decision on a grant of €33.5 
million was adopted in December 2005.  The Commission’s intention is to disburse €19 
million on 2006 and €14.5 million in 2007. As in the case of Armenia, the grant 
payments would be linked to preceding reimbursements of debt to the EC.  
 
Georgia’s macroeconomic performance is improving, with strong growth, low inflation 
and a sound fiscal balance. However indicators of the quality of economic governance 
and of the democratic institutions has remained poor, and disappointing in view of the 
high hopes created by the Rose Revolution.    
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4.2.3 Tajikistan 
MFA support for Tajikistan, as in the cases of Armenia and Georgia, this operation was 
also triggered by the need to reimburse the 1992 food aid credits. Tajikistan received a 
loan of €60 million under the Council Decision of March 2000 (disbursed in March 2001) 
and a total grant amount of up to €35 million to be disbursed in successive annual 
tranches over the period to end-2004. The grants were to be disbursed conditional upon, 
and following successive debt repayments to the EC.  
 
The Commission judged in its latest Annual Report of June 2005 that Tajikistan has made 
satisfactory progress in macroeconomic policies and in structural reform. As a result 
Tajikistan has benefited from the maximum of grant tranches, with some leniency in 
regarding the amount of debt repayment required in relation to the grant tranches (e.g. in 
2001 and 2002 Tajikistan was required to repay only €8 million of debt, compared to the 
maximum of €12 million stipulated in the MoU.  There is a final tranche still outstanding.  
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Indeed, Tajikistan’s macroeconomic growth has averaged an impressive 10% since 2000, 
and its rating according to the EBRD’s transition indicators have made some steady 
progress, albeit remaining the least advanced of all 10 MFA client states. However its 
record according to the World Bank’s governance indictors is outstandingly bad, easily 
the worst of all the 10 MFA states by a significant margin on every one of the six 
different measures, including on the rule of law and corruption. The Commission in its 
Annual Report of June 2005 reported that it had performed an operational assessment of 
Tajikistan’s financial management in June 2004 with the aid of an external consultant. 
The assessment concluded that “the framework for sound financial management of the 
Ministry of Finance and Economy and the National Bank of Tajikistan is effective with 
regard to formal compliance with internal control requirements. However it requires 
improvement with respect to effectiveness of internal control, financial management and 
planning”. We suspect that this to be a euphemism, given that Tajikistan the world 
(placed in 154th position out of 169 countries surveyed by Transparency International). Its 
performance according to separate democracy ratings remains also outstandingly bad, 
and the worst again of all 10 MFA states.  
 
From this it appears that the Commission gave overriding weight to macroeconomic 
economic criteria and debt repayment obligations, flowing also from the matching of 
conditions set by the IMF. This may be understandable as an act of assistance to the one 
of the most impoverished and conflict damaged countries in the world. However it also 
meant neglecting the principle that the beneficiary maintain ‘full respect for effective 
democratic mechanisms and the rule of law’.  
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4.2.4 Moldova 
Moldova made a good start on structural reform in the beginning of the 1990s, which led 
notably to an early accession to the WTO, and this is one of the reasons why the EC 
provided the country in the 1990s with two macro-financial assistance packages, in the 
form of medium-term loans (of €45 million and €15 million respectively). A Decision on 
a further loan of €15 million was adopted in 2000. 

 
But a subsequent slowing of reform efforts and poor implementation of laws resulted in a 
largely unsatisfactory business environment, with serious problems of corruption, 
absence of a good regulatory framework, and the disappointing privatization proceeds.  
 
Because of the failure of Moldova and the IMF to arrive at a financing agreement, there 
were no disbursements of the 2000 loan. The Council decided in December 2002 to 
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cancel the €15 million loan, and make a new grant of €15 million in its place, which 
would not be disbursed until there was a working financial agreement with the IMF. But 
the IMF and Moldova failed to make an agreement, and so the MFA commitment expired 
at the end of 2005.   
 
While Moldova’s macro-economic performance has been broadly satisfactory, the 
transition and governance indicators of the EBRD and World Bank are showing poor and 
either stagnant or even deteriorating ratings.  
 
  1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

              
Decision Amount 45  15    15  15     

              

Disbursed 25 20 15           

 Loan 25 20 15          

 Grant             

              

 
4.2.5 Ukraine 
In October 1998, the Council granted to Ukraine a third MFA of up to €150 million. The 
first tranche of €58 million was disbursed in July 1999. Discussions on the conditions for 
the release of the second tranche, however, were interrupted due to problems with the 
IMF’s Extended Fund Facility. A Council Decision approving this new assistance (and 
cancelling the undisbursed part of the 1998 loan facility) was adopted in July 2002. This  
amounted to €110 million (including the €92 million that remained from the 1998 
operation) and had a longer maturity than the 1998 operation (15 years instead of 10) and 
a longer grace period (10 years instead of 7). 

 
However by 2002 Ukraine’s macroeconomic performance was improving strongly with 
rapid growth and a surplus on current account that steadily rose from 3.7% of GDP in 
2001 to as high as 10.2% of GDP in 2004, fuelled by a world boom in demand for 
metallurgical products. In these circumstances Ukraine had no need for foreign aid. 
However the MFA commitment remains outstanding, without in this case an expiry date, 
and so is available as a stand-by facility in the case of future needs. 
 
Meanwhile, however, the quality of governance in Ukraine remained very poor according 
to World Bank indicators, as did indicators of the quality of democracy. Public 
dissatisfaction in the thoroughly corrupted system of oligarchal pseudo-democracy 
eventually led to the Orange revolution of late 2004, but unfortunately this has not led so 
far to a demonstrable improvement in the functioning of the government and legislative 
powers. The fact that the IMF and then EU agreed to loan operations in 2002, in the last 
period of President Kuchma’s increasingly discredited administration, illustrates how the  
MFA, in following as co-financier of IMF operations, had little regard for the political 
pre-conditions that are supposed to be a criterion for MFA.  
 
  1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 
            
Decision Amount 85 200   150    110  
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Disbursed  85 100 100  58     
 Loan  85 100 100  58     
 Grant           
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5. A closer look at some case examples 
 

5.1 Two cases from the Balkans 
This concerns MFA operations in two Western Balkan states – Bosnia & Herzogovina, 
and Serbia & Montenegro, where the EU has special interests in building up the viability 
of states threatened by dysfunctional governance between autonomous entities, or 
possible secession and fragmentation of the common states. These cases illustrate the 
most pronounced instances of EU value-added in the sense of specific conditions going 
beyond the traditional macro-economic terms negotiated by the IMF.  
 
The implementation of the MFA operations was certainly complicated by the institutional 
set-up of these highly decentralized states with contested authority over economic policy 
making. Both Bosnia & Herzegovina and Serbia & Montenegro are made up of two 
highly autonomous and separately managed economic units – the Bosno-Croat Federation 
and Respublika Srpska in Bosnia and Herzegovina, and the two constituent parts of the 
State Union of Serbia and Montenegro. In both cases the EU set special economic 
conditions demanding a higher degree of economic harmonization between the 
constituent economies. In the case of Bosnia and Herzegovina the EU requested the 
unification of customs administration and harmonization of indirect taxation policy in the 
country. In the case of Serbia and Montenegro the EU demanded trade policy 
harmonization between the two republics initially, until a change of EU policy in autumn 
2004 
 
In the case of Bosnia and Herzegovina, the EU requirement for implementing the VAT at 
state level and the ensuing demand for transferal of competences from the entity 
governments to the central government was part of the SAP conditionality as well as the 
MFA conditionality of the €60 million operation agreed by the ECOFIN Council in 
December 2002. This is an example where the MFA complemented the EU’s strategic 
policy goal of state-building in Bosnia and Herzegovina. And although the MFA 
conditions were framed in strictly economic terms, the political implications were clear. 
The IMF abstained from expressing a view on the matter leaving the leadership to the EU 
on this subject. Implementation of the programme was difficult and marred with delays 
on the Bosnian side as domestic politics proved very contentious and antagonistic. In an 
attempt to secure domestic agreement on the issues, the High Representative of the 
international community set up a special Indirect Taxation Policy Commission on chaired 
by a retired European Commission official, and including local representatives from both 
entities. A compromise was reached during the course of 2003. The Bosnian Council of 
Ministers officially approved a new Law on the Indirect Taxation System in Bosnia and 
Herzegovina  in October 2003 and the State Parliament endorsed it in December 2003. 
By mid-2005, the ground work for the introduction of the state-level VAT had been 
completed and since 1 July 2005 the Indirect Taxation Authority started to register VAT 
taxpayers in its four regional centres in Banja Luka, Mostar, Sarajevo and Tuzla. The 
VAT law was passed in January 2005 and the introduction of VAT is officially planned 
for January 2006. It took longer than expected to introduce all of the necessary legislative 
and institutional changes as a result of domestic political resistance to the EU specific 
demands. These domestic changes did not occur without external pressure and the MFA 

 29



package was one of the many EU instruments used to convince the Bosnian leadership of 
the necessity to reform. Altogether, however, the EU membership perspective was the 
most important incentive from the EU’s toolkit which had an impact on the policy 
behavior of politicians in power in Bosnia and Herzegovina.  
 
In the case of Serbia and Montenegro, the two constituent economies are even more 
independently run from each other than the two entities in Bosnia and Herzegovina. The 
two republics have separate currencies, national banks and monetary policies; different 
trade regimes, levels of tariff protection and customs administration procedures. Their 
different economic policies are a reflection of the structural disparity between the 
industrial and inward-looking Serbia favouring higher protection of domestic producers 
and the service-orientated and outward-looking Montenegro opting for greater openness 
to the world market. Because the two republics manage their economic affairs completely 
independently and face different challenges, the MFA conditionality is bound to target 
structural problems in the two economies separately. Although the agreed MFA financial 
package is officially directed to the State Union of Serbia and Montenegro which is the 
legal entity internationally recognized, for practical reasons, the implementation of the 
programme is entirely decentralized and so is the process of certifying the State Union’s 
compliance with the MFA conditions. In principal, the two republics are hostages of each 
other’s policy failures since disbursement decisions of successive tranches are made on 
the basis of fulfillment of the policy conditions by both of them. The EU did try to push 
the two republics into agreeing on a higher degree of economic harmonization using all 
instruments at its disposal, including promises for an accelerated EU accession path, but 
confronted with the firm opposition of Belgrade and Podgorica, it relaxed its economic 
policy demands in September 2004. The Commission then announced that it would 
proceed with separate trade policy negotiations with the two republics in the framework 
of a single Stabilisation and Association Agreement. In this case, the MFA was also part 
of a bigger political game affecting the strategic relations between the EU and Serbia and 
Montenegro, but neither the financial incentives nor the membership perspective were 
successful in convincing the two leaderships in the merits of nurturing closer economic 
ties between the two republics.  
 
5.2 Two cases from the Caucasus  
This concerns Armenia and Georgia where, as for all NIS countries, the EU’s general 
political and economic engagement has been much weaker than in the Balkans. The EU’s 
MFA has been clearly subordinated to IMF and World Bank operations. The EU’s most 
evident value-added was in its ability to mobilize grant as well as loan funds, and to use 
the grants to a large extent to pay off its debt to the EU that had arisen under earlier loan 
operations.  
 
For Armenia this was critical to avoid the risk of Armenia defaulting on its external debt 
obligations, which would in turn have caused suspension of ongoing IMF and World 
Bank operations. The MFA operation of 1998 to 2004 had its origins in an earlier trade 
credit of €58 million extended by the EU to Armenia in 1992, when in the early days of 
post-Soviet independence it needed financial aid to buy food imports from the EU. In the 
following years Armenia met its interest payment obligations under this credit, but was 
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unable to repay principal. This led to negotiations with the EU, IMF and World Bank 
over what to do. The IMF had in particular a condition of “no arrears towards third 
parties”, which if not respected would have meant suspension of IMF programmes. It 
might also have meant suspension of other programmes such as the EU’s Tacis. Debt 
restructuring through submitting a request to the Paris Club was a conceivable scenario, 
but would not have been welcomed by the EU, IMF or World Bank.  
 
The principle was underlined that Armenia had to repay its debt obligations. Negotiations 
ensued between Armenia, the EU and IMF to ensure respect of this condition. The result 
was a €58 million package decided under an EU Council Decision of November 1997, 
composed of a fresh loan of €28 million disbursed in a single tranche in 1998, and €30 
million of grants to be disbursed in a first tranche of €8 million in 1998 and four further 
tranches of €5.5 million. The grant tranches were to be dependent of respect for structural 
policy conditions.  
 
The €28 million MFA loan was paid in 1998 shortly after Armenia had reimbursed the 
outstanding €51 million from the 1992 loan. Technically the MFA was described as a 
fresh operation, although one might more realistically describe it as de facto a partial re-
financing and re-scheduling of the 1992 debt. In the following years the grant tranches 
were closely linked as a matter of conditionality and timing of payments to the repayment 
of principal of the 1998 loan. Technically these were described as grants in support of 
macro-economic and structural policy reforms. However they were approximating de 
facto to conditional debt-forgiveness grants. In the course of the annual operations from 
1998 to 2004, there was in 2000 one instance of suspension of both debt repayment by 
Armenia to the EU and payment of the planned grant tranche by the EU, confirming the 
pattern of the de facto  ‘conditional debt-forgiveness grant’.            
 
The conditionalities negotiated and monitored over this period have concerned a very 
wide range of objectives, such as business climate reform, including for foreign 
investment; civil service reform, including anti-corruption policy; energy sector reform, 
including privatization and nuclear power plant closure; financial sector reform, 
including privatization and regulatory reform; and fiscal reforms, concerning tax 
administration and collection. 
 
Were these conditionalities successful? For an official view we quote from the 
Commission’s  2003 Annual Report (p. 17), which made the following assessment. “On 
structural reforms, the Commission services concluded that, of the eleven specific 
conditions in total, ten conditions were fulfilled. On the particular circumstances 
pertaining to the record high growth in 2003 and the tax policy measures planned for 
2004, a waiver was given on one condition concerning the tax-to-GDP ratio. Overall the 
fifth grant tranche conditionality was therefore met to a satisfactory degree, and the 
Commission services considered appropriate to proceed with the release of the €5.5. 
million grant tranche as soon as Armenia will have reduced its debt towards the 
Community through an early principal repayment of €7 million as agreed”.    
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An independent view may be formed of Armenia’s performance in terms of structural 
policy objectives from the detailed data of the EBRD and World Bank are reported in 
Annex Tables 1 and 2. The EBRD’s transition indicators do indeed show gradual 
progress from 1998 to 2004 on most of the nine scores. Substantial progress was 
achieved for some of the early transition indicators such as small-scale privatization, 
price, trade and foreign exchange liberalization. Limited progress however was in 
evidence for large-scale privatization, enterprise restructuring, competition policy and 
infrastructural reforms, and no progress at all in the banking and financial sector. 
Moreover the World Bank’s governance indicators show an even less favourable picture, 
with a poor and hardly improving performance from 1998 to 2006 on aggregate for six 
component indicators, with notable deterioration for voice and accountability, political 
stability, and the rule of law, alongside some improvement on account of government 
effectiveness, regulatory quality and corruption.  
 
The Armenia operations from 1998 to 2004 thus amounted a package of grants and loans, 
subject to complex macro-economic and structural policy conditionalities largely 
established by the IMF and World Bank and replicated by the EU. However the EU’s 
schedule of grants over a seven year period, linked closely to the debt repayment 
schedule, meant that the EU was effectively undertaking a rather special type of financial 
package, which might have been more transparently termed a “conditional debt-
forgiveness grant”. However, for reasons presumably of convention in ministry of 
finance circles, it has been described in ways that obscured this reality. We do not wish to 
criticize this form of MFA intervention either as a matter of principle or policy. On the 
contrary, it amounts to an interesting instance of EU value-added, made possible by its 
comprehensive arsenal of financial loan and grant instruments, and its considerable 
flexibility in decision-making methods. However there was a certain lack of transparency 
in its description in the official documents. In addition the performance of Armenia to 
judge by available indicators was mixed, with some useful advance on account of several 
transition indicators, but still very poor and in some cases still deteriorating performance 
on governance indicators. The conditionality process with regard to the quality of 
governance did not therefore deliver impressive results.        
 
Georgia’s Rose Revolution in November 2003 was the political trigger leading to the 
most recent MFA operation, which was announced at the donors’ conference of June 
2004 in manifest  support for the new government. Also in June 2004 the IMF approved a 
Poverty reduction and Growth Facility for the three years to 2007, and the World Bank 
prepared a Country Assistance Strategy.  
 
The technique of successive grant tranches used in the MFA operation, each subject to 
conditionalities, is intended to reinforce specific policy objectives agreed also with the 
IMF and World Bank. The type of operation here is similar to that described in more 
detail above for Armenia. The text of the Council Decision makes the purpose and 
conditions of this further ‘conditional debt-forgiveness grant’ clear: “ The Community 
shall make available to Georgia macro-financial assistance in the form of straight grants 
to a maximum amount of €33.5 million with a view to supporting economic reforms and 
helping the country improve debt sustainability” (Article 1). “The grant amount shall be 
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made available to Georgia in at least two instalments insofar as the net debtor position of 
the beneficiary towards the Community has been reduced, as a rule, by at least a similar 
amount” (Article 2). “The first grant instalment shall be released on the basis of a 
satisfactory implementation of the economic programme supported by the IMF under the 
Poverty Reduction and growth facility; the second and any further instalments shall be 
released on the basis of a satisfactory implementation of the IMF-supported economic 
programme and any other measures agreed with the Commission …” (Article 3). 
 
The MFA also forms part of a wider effort by the EU to develop its Neighbourhood 
Policy relationship with Georgia, as is also the case for Armenia. An Action Plan is under 
preparation at the time of writing. At the time of writing the actual results achieved look 
thin and partial, and according to the Commission in its Ex Ante Evaluation Statement of 
November 2005 less favourable than observed in either Armenia or Tajikistan. The 
Commission further draws the conclusion from these several experiences that “there is a 
need to focus the policy conditionality on a more limited number of key reforms, where 
monitoring and a closer policy dialogue with the authorities can be maintained by 
Commission services. Synergy between macro-financial assistance and other types of 
Community support (notably food security, and technical assistance) also need to be 
further developed5”.   

                                                 
5 Commission Staff Working Document, “Annex to the Proposal for a Council Decision providing Macro-
Financial Assistance to Georgia – Ex Ante  Evaluation Statement”, SEC(2005)1449, 14.11.2005.  
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6. Specific evaluation issues 
 
6.1 Follow-up of the Court of Auditors report of 2002 
The Court of Auditors made 5 explicit recommendations, as in the highlighted passages 
below.   
 
6.1.1 Value-added and complementarity. 
 
“The Commission should ensure added-value of MFA operations compared to the 
programmes of the IFIs, and complementarity with other EU instruments”. 
 
The Court of Auditors in 2002 recommended that the valued-added of the EU's 
interventions should be more clearly established by comparison with those of the World 
Bank and IMF. This pursuit of 'EU value-added' is an easily said and frequently heard 
term, but the Court of Auditors failed to specify what they meant by this.  How then 
might one define the EU's value added in these operations?  
 
One view would be to recognise simply that the EU has agreed to engage in some burden 
sharing with the IFIs for beneficiary states that are close to the EU, that it accepts the 
leadership role of the IFIs in setting the conditions, and that it would reduce the 
effectiveness of the operations if the EU sought to define different conditions. The EU's 
value-added is then one of a good team-player, who makes a useful financial 
contribution. This view is much more solid in its justification than arguments sometimes 
heard that the EU's contribution has to be 'distinct', when this sounds like nothing more 
than institutional egotism.  Indeed when the beneficiary state is being asked to commit to 
quantified targets for the budget balance and money supply (for example), it would be 
simply incompetent and irresponsible for the EU to be competing with the IMF 
with different numbers, or for the European Parliament or Court of Auditors to be 
pushing in this direction.  
 
The ECOFIN Council has indeed favoured this ‘team-player’ approach, in which the 
team captain is to be the IMF.  According to this logic the EU's MFAs should normally 
only be activated to accompany and effectively co-finance IMF and/or World Bank 
operations6. Moreover the EU is to wait for the IMF and/or World Bank to agree first the 
conditions with the beneficiary state, and the Commission is then to copy them with 
minor if any differences for its own operations. Further, the Commission's MFA is only a 
minority financier of the aid extended to the beneficiary states by the international 
financial institutions ands bilateral donors. The EU's share in total financing to the ten 
beneficiaries was on average 21% in the years 1990 to 2003, and on average 13% for the 
three most recent years for which the data has been published by the Commission (2001-
2003). 
   
A second view of EU value-added arises in the case of beneficiary states that have 
serious European aspirations, either for full membership, or for a deep integration with 
                                                 
6 An exception arose for Kosovo, which as a non-state cannot be eligible for IMF and World Bank 
operations.   
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the EU without membership. In these cases the MFA can be seen as part of the extensive 
array of policy instruments that the EU can bring to bear in its accession negotiations, or 
through its Stabilisation and Association Agreements in the Balkans, or the European 
Neighbourhood Policy. The EU is in principle uniquely placed to derive synergetic 
benefits from its comprehensive set of policy instruments, which are joined up with the 
EU's values-based ideology. In other words, the MFA may be seen as making 
a contribution to 'Europeanisation strategy'. However for MFA to make a contribution to 
this kind of EU value-added it is important that the beneficiary states perceives the EU as 
a credible and integrated policy actor, which may not always be the case. The 
compartmentalisation of the many Directorates General and committees of the 
Commission and the many formations of the Council and its working groups are 
complications here. One may note for example that the Commission's policy documents 
on SAAs and ENP Action Plans virtually never refer to the MFA instrument, maybe 
because it is meant to be ‘exceptional’, maybe because of  
institutional compartmentalisation.  
 
The conventional view in the EU institutions is that the MFA can best work for both 
these views at the same time, i.e. amplifying the resources of the IMF and bringing also 
the Europeanisation aspect. In this case one could say that there were both value-added 
and complementarity. As we saw above (chapter 5) this ideal case may come closest to 
reality in the Western Balkans, whereas in the NIS the MFA looks like little more than a 
supplement to IMF resources. The MFA can be seen as also an instrument of the 
European Neighbourhood Policy, but the ENP is itself not yet a credible agent of 
Europeanisation, and the MFA is only very loosely attached to it.  
 
Therefore this conventional view risks defying the so-called Tinbergen rule7, according 
to which one cannot have more policy objectives than instruments. The subordination of 
the MFA to IMF operations risks meaning that there is indeed only one instrument, and 
that  talk of EU value-added is little more than empty rhetoric. For the future it may be 
questioned whether this subordination of the MFA to the IMF in the European 
neighbourhood should continue. This is part of a much wider question about the future 
role and ambitions of the EU in the neighbourhood. This question can only of course be 
answered by the institutions themselves. However the independent analyst can observe 
underlying tendencies and speculate about their implications. There is manifestly an  
increasing tension between the EU membership aspirations of close neighbouring states 
and the political capacity and will of the EU to carry on admitting new member states. At 
the same time the EU perceives the need to have a credible neighbourhood policy in the 
interests of its own security. A conclusion might then be drawn that the EU will need to 
upgrade its ENP in the direction of much greater inclusion in EU policies, tending 
towards ‘virtual membership’ systems. This could imply for the MFA that its present 
tight link and subordination to the IMF should be loosened, so as to make room for a 
more explicit, credible and powerful set of ENP instruments. 
 
 
 
                                                 
7 After the late Dutch economist Jan Tinbergen. 
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6.1.2 Harmonised approach 
 
“The Commission should find a more harmonized approach for macro-economic 
assistance”. 
 
The point made by the Court of Auditors was that the use of the MFA instrument had 
become very different as between the Mediterranean versus European beneficiary states. 
As confirmed by the Commission in its replies8 this is because the Mediterranean version 
of the MFA, namely the Structural Adjustment Facility (SAF) became part of the grant 
facilities of the Meda programme. However this is a rather theoretical point, since in 
practice the Mediterranean has seen no new MFA (or SAF) operations since 1994. On the 
other hand MFA operations have been committed during this period in a majority of 
South-East European and NIS beneficiary states, with disbursements in almost all years 
since 1994. This is reflecting the fact that the Cards and Tacis programmes cannot make 
general budgetary grants, and Tacis is limited mainly to technical assistance.     
 
However the recommendation of the Court of Auditors for a more harmonized approach 
seems to be getting a positive response through the introduction of the new European 
Neighbourhood Partnership Instrument (ENPI), which will be single instrument replacing 
both Meda and Tacis. If the Mediterranean experience is a guide to the future one might 
expect some demands for MFA-type grants for the European beneficiary states to be 
diverted towards the ENPI, with less recourse to MFA itself. This could mean the MFA 
reinforcing the initial criterion of ‘exceptionality’ adopted by the ECOFIN Council in 
1995. 
 
On the other hand the Commission included a substantial proposal in the 2007-2013 
Financial Perspectives for €1.2 billion of budgetary grants, in addition to €14.3 billion for 
the ENPI. Given also that the European Neighbourhood Policy is a single policy for both 
Meda and Tacis states, and ENPI will be a single financial instrument, there is now a 
need to clarify the future role of the MFA and the grant facilities of the ENPI. It was 
notable that in 2003, under the impact of the Iraq war, the EU agreed to make a ‘shock-
absorber’ grant of €35 million to Jordan under the Meda programme. If ENPI will be able 
to undertake these types of operation in the future the MFA will indeed be ‘exceptional’. 
The allocation of ENPI’s resources will be programmed by partner state on a ‘regular’ 
multi-year basis. The case for having also MFA as a reserve resource for unexpected 
shocks, which would be definition not be programmed in advance, is in this case not 
implausible, so to endow the EU with a full range of instruments.   
 
For the Western Balkans the current CARDS assistance instrument has, as in the case of 
Tacis, not been empowered to make general budget support grants. However the 
Commission has proposed that the CARDS will, together with PHARE and SAPARD 
instrument for accession candidates, be replaced by the new Pre-Accession Instrument 
(IPA). The IPA would according to the Commission’s proposal be able to make general 
budget support grants, but this is not yet accepted by member states in the Council. It 
                                                 
8 See the annex to the Court of Auditors’ 2002 Report, “The Commission’s Replies”, OJ, C121/19, 
23.5.2002 
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would indeed be a logically harmonized system for both the ENPI and IPA to be 
endowed with similar powers of budget support, with MFA being available as an 
‘exceptional’ instrument to serve both South-East Europe and the ENP states.   
 
In conclusion, whereas the Commission’s reply to the Court of Auditors report in 2002 
could point to the differences then between the Meda and Tacis instruments as a reason 
for lack of harmonization of instruments, this seems likely to become less valid for the 
future when a unified ENPI will be replacing Meda and Tacis. It appears that under 
current proposals  both the ENPI and the IPA will be able to undertake some MFA-type 
grant operations, in which case the availability of a reserve ‘exceptional’ MFA resource 
could have a sound logic.  
 
However there would still be a case for coherence between the ENPI/IPA and the MFA. 
One possible way for doing this would relate to the proposed ‘Governance Facility’ of the 
ENPI, according to which a certain fund of resources would be set aside to benefit states 
that perform well according to political criteria. If the EU wished to be explicit in the 
political pre-conditions for MFA operations, which it has so far failed to do, it might 
harmonise  the political criteria to be used in both the ‘Governance Facility’ and the 
MFA. For example benchmarks might be established with respect to some combination 
of governance, democracy, governance and (de-)corruption, for which quantitative 
indicators are now regularly published by the World Bank, EBRD and other sources. 
 
6.1.3 Decision-making 
 
“The Commission should make its decision-making clearer”. 
 
The Court of Auditors in 2002 called for the Commission to establish written guidelines 
for various phases of the management of MFA operations. The Commission has 
responded to this request, having drawn up a comprehensive document entitled 
“VadeMecum on EC Macrofinancial Assistance to Third Countries”. This substantial 
document (of 27 pages in its version of 1 December 2005) sets out the principles of MFA 
operations, the inter-institutional procedures between Commission, Economic and 
Financial Committee, Council and Parliament for decision-making, details of financial 
procedures to be followed, and policy on evaluations.  
 
In general we have no comment on this document, except that it seems to be thorough, 
and that we have heard no general complaints about failure to follow these procedures. 
 
We do however have some comments on the transparency and seriousness of MFA 
conditionalities. 
 
Regarding transparency, the conditionalities of MFA operations are not published. We 
have however seen (not from Commission sources) some examples of the full texts of 
these conditions, and are not persuaded that there is good reason for them to be kept 
secret. Secrecy might be justified if the conditions information that had to be kept from 
public scrutiny for reasons of state security or if their publication might destabilize 
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financial markets. From what we have seen these criteria are not met. The conditions are 
on the contrary often quite banal in character.   
 
On the other hand a good reason for publication is that public debate on matters of 
economic policy would be better informed, and the commitments made by the 
beneficiary government and the EU institutions would be open for scrutiny. This would 
be positive for transparent and democratic governance, and would allow either or both the 
parliament of beneficiary states and the European Parliament to question the relevant 
authorities in the event that the conditions were not being met. In particular, the quality of 
democratic governance in many of the beneficiary states is very poor, and in such 
situations publication of the conditions would be a positive contribution to the political 
system.     
 
A possible reasoning is that the beneficiary government might at times be more willing to 
enter into desirable conditions if these were kept from public view, for example to avoid 
accusations that they were being subjected to unacceptable external interference. A 
counterargument is that secrecy makes it easier for the parties to slide over problems of 
non-compliance in order to avoid politically sensitive situations. The most persuasive 
reason for publication is indeed to reinforce the pressures for compliance on both parties. 
This links also to the issue of political pre-conditions, which seem not always to be taken 
seriously by the EU in its operations in NIS states, which is probably also because the 
IMF restricts itself to economic policy conditions.  (We return to the question of political 
pre-conditions in section 6.6 below). 
 
We have not found reason to question the technical efficiency of MFA operations in 
general, and note that the VadeMecum document of the Commission is very 
comprehensive on operating procedures. However on matters of transparency we find the 
non-publication of the conditionalities unjustified and undesirable.   
 
6.1.4 Financial management 
 
“The Commission’s monitoring of the quality of financial management should be 
improved”.  
 
The Commission carries out operational assessments of how the financial transactions are 
completed in the beneficiary state, normally at both the central bank and the ministry of 
finance. There has already been a report prepared with the aid of an external audit 
company assessing the adequacy of the financial procedures and controls, which we have 
not seen. We have not become aware of particular problems arising under this heading. 
The Commission has now awarded a framework contract to an audit company, and 
assessments are to be conducted for each beneficiary state 
 
Even when technical audits reveal no irregularity surrounding the direct MFA 
transactions, there remains the rather fundamental question, in the case of states with very 
bad records of corruption, whether the EU funds entering into the general budget are 
correctly managed, rather than get diverted into private hands through corrupt practices 
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somewhere in the system. However this question is virtually impossible to answer when 
funds go into a general budget, where money if fungible, and where there EU cannot 
control or audit the whole budget. If some budget funds are diverted into private pockets, 
it is impossible to say whether this is money coming from general taxation or foreign 
assistance.  
 
                                   Table 2: Corruption ratings 1998 - 2004 

 1998 2004 
Albania -0.92 -0.72 
Bosnia and Herzegovina -0.35 -0.54 
FYRoM  -0.30 -0.52 
Serbia and Montenegro -0.97 -0.48 
Romania -0.18 -0.25 
Southeast European Average -0.58 -0.50 
Tajikistan -1.12 -1.11 
Georgia -0.64 -0.91 
Ukraine -0.89 -0.89 
Moldova -0.51 -0.86 
Armenia -0.71 -0.53 
CIS Average -0.77 -0.86 
EU 8 Average 0.34 0.49 

  Source: World Bank governance indicators. 
 
What can be reported are the general corruption ratings of the partner states, and their 
trend, as in Table 1. From this it is evident that all the MFA partner states have very 
much worse ratings than the average of the 8 new member states (average rating now 
+.49). By comparison the South-East European states average -.50, whereas the NIS 
states are a further category worse with an average of -.86. It is notable also that whereas 
both the 8 new member states and the South-East states on average improved their rating 
over the period 1998 to 2004, the NIS averages deteriorated still further from their 
already very bad levels. Overall this means that for the worst performing countries 
(Tajikistan, Ukraine, Moldova, Georgia and Albania) there have to be general doubts 
whether budgetary funds may not be diverted into private hands. Tajikistan is ranked in 
in 144th place out of the 158 countries surveyed world wide by Transparency 
International. 
 
While we have heard no evidence of direct financial irregularity in MFA operations, a 
question for consideration is whether there should not be a minimum standard of (de-
)corruption as a qualifying criterion for MFA grant aid as well as the ‘Governance 
Facility’ of the ENPI (as suggested above under 6.1.2).  
 
6.1.5 Evaluations 
 
“The Commission should carry out comprehensive evaluations”.  
 
The Court of Auditors in 2002 advocated that more priority should be given to carrying 
out evaluation. Since then the Commission (DG ECFIN) has commissioned one in-depth 
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report on Armenia, whose results have not yet been published. The Commission also in 
2005  made a framework contract, under which a set of evaluation studies could be 
undertaken over a number of years. No evaluations have been completed yet under this 
contract.  
  
Our view is that the institutional organisation of this evaluation work has not been 
correctly designed. A fundamental principle of evaluation activity is that it should be 
undertaken independently of the hierarchy responsible for the execution of the policy. At 
present DG ECFIN is responsible for the execution of MFA operations, makes the 
contracts for their evaluation, and has contractual power to accept or reject the evaluation 
reports, and to decide whether the evaluator should be paid. However this involves an 
institutional moral hazard. It is normal for an institution to want to protect its own 
reputation for doing a good job. This is especially so in cases such as the present one 
where the role of the Commission and DG ECFIN is not a strong one in relation either to 
the ministries of finance of the member states, who work collectively to oversee the 
Commission in the Economic and Finance Committee, or the IMF and World Bank who 
are the leading institutions in this field.  
  
It is therefore recommended that DG ECFIN should not have the task of evaluating its 
own responsibilities, also since it has its own substantial staff resources and are perfectly 
well informed themselves of the strengths and weaknesses of MFA operations. The 
principle of ‘Chinese walls’ generally used by major financial institutions should be 
applied, i.e. that operating procedures provide for clear separation of functions that 
otherwise run risks of conflicts of interest and moral hazard. The attribution of execution 
and evaluation functions to different Directorates in DG ECFIN is not in our view 
amounting to an effective ‘Chinese wall’.  
  
To correct this weakness three alternatives could be considered: 
a/ The Commission itself should make its own internal ‘Chinese wall’, giving the 
evaluation function to a DG and Commissioner other than those with the executive 
responsibilities.  
b/ The Court of Auditors could commission in-depth studies to research institutes that 
have macroeconomic expertise. 
c/ The European Parliament could commission evaluation studies, as with the present 
study, but done on more than the present very small scale.  
  
6.2 Legal basis  
There are indeed unresolved questions of legal base, which relate to well-known issues of 
inter-institutional relations as well as matters of operational efficiency.  
 
The status quo is that there is no framework Regulation governing the MFA, only some 
guiding principles adopted at an informal ECOFIN Council meeting in 1995, namely the 
five so-called Genval criteria: exceptionality, complementarity, conditionality, political 
pre-conditions, financial discipline.  
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This means that each MFA operation has to have its own Council Decision as its legal 
base. This means in turn that each decision requires unanimity in the Council, with only 
consultation of the Parliament. The Commission and Parliament might well prefer to 
have a framework Regulation, but the ministries of finance of member states prefer to 
keep things as they are. One argument from the member states may be that this helps 
preserve the ‘exceptionality’ of MFA operations, but behind this may lie a certain 
institutional conservatism with respect to the balance of institutional power in the hands 
of the member states, and in particular the Economic and Finance Committee behind the 
ECOFIN Council.  
 
One disadvantage of the status quo is that the procedures each time for a new MFA 
operation are heavy and time-consuming. This can conflict with the objective of rapid 
response to a situation where ‘economic shocks’ have triggered an urgent need for an 
MFA operation, and is thus a factor reducing the efficiency of the system.  
 
A second disadvantage may lie in a lesser credibility of the EU’s overall commitment to 
the beneficiary states, and a weakening of the potential synergies between the various EU 
instruments available. The absence of the framework regulation has to mean a perceived 
uncertainty whether the resource actually exists, and this hardly helps the build-up of the 
perceived incentives that the EU offers to the partner states.    
 
It is surely now anomalous for the very substantial) provision for the MFA to be 
proposed by the Commission for the 2007-2013 Financial Perspectives (initially €1.2 
billion, now revised down to €665 million) without there being a framework regulation to 
give it a regular legal base. If the finally accepted Financial Perspectives include a new 
budget line for the MFA, the Commission may be expected then to propose an amount of 
€95 million in the annual budgets, which would be decided with the participation of the 
Parliament according to the normal co-decision rules of procedure.  
 
6.3 Efficiency 
We understand that ‘efficiency’ is here meant to be a relatively technical matter, 
concerning mainly whether the Commission has been an efficient executive, and whether 
the institutional arrangements for decision making have worked smoothly.  
 
The Court of Auditors in 2002 recommended that the Commission establish written 
guidelines for its operating procedures. As reported above this has been done in the form 
of a detailed VadeMecum document by DGECFIN. We have heard no evidence that these 
procedures have not in general been correctly followed, although of course we have not 
been inside the workings of the institutions. 
 
We have however criticized the non-transparency of the conditionalities (6.1.2) and the 
lack of consistency over stated political pre-conditions (6.6).   
 
6.4 Effectiveness 
An evaluation of the effectiveness of the MFA has to return to the issues of value-added 
and complementarity already discussed (6.1.1), in recognizing where this instrument fits 

 41



into the institutional and systemic landscape. MFA is a secondary instrument linked 
however to the two very powerful external influences on the beneficiary states. These 
external influences are (a) the international financial institutions (IFIs), notably the IMF 
and World Bank, and (b) the processes of European integration and 'Europeanisation'.  
  
The IMF and World Bank are together the leading external influences on macroeconomic 
policies (IMF) and structural and poverty reduction policies (World Bank). Both 
institutions devote continuous attention to the evolution of economic policy in all the 
partner states, publish a continuous flow of detailed analyses, and occupy the lead role in 
formulating policy recommendations and conditions for financial support. The roles of  
the IFIs, while at times controversial, are undoubtedly important influences on economic 
policy making in the MFA beneficiary states. To the extent that the MFA adds resources 
to their operations, replicating the same conditions, it can be said to share in this 
transmission of influence.    
  
However the MFA also figures in the EU's wide range of instruments aiming at a 
successful post-Communist transition and 'Europeanisation' of the partner states. A 
summary assessment of effectiveness is best made by treating separately the three classes 
of beneficiary state from the standpoint of EU policies, which differ hugely in their 
intensity. 
First, for the accession candidate states (Romania among the MFA beneficiary partner 
states) there is the extremely deep and powerful process of becoming compliant with the 
acquis communautaire and the Copenhagen criteria for accession. The regular monitoring 
reports of the Commission review macroeconomic and structural policy developments. In 
the accession negotiations the strongest conditionality features relate to structural policies 
through the requirements of acquis compliance, whereas the macroeconomic aspects are 
dealt with in a less precisely binding manner. The IMF and World Bank have for their 
part come to cooperate deeply with the Commission, since their own conditionalities 
have to fit in with the accession process. Here the EU becomes the lead actor, and the 
IFIs supporting actors.  However the role of the MFA in this broad accession process is 
only secondary. The question of effectiveness of the MFA and of the accession process 
are  inextricably tied up together, especially with regard to structural reforms. The EU as 
a whole is powerfully effective through the condition of acquis compliance. The World 
Bank has also an influential part in fostering structural policy reform. The overall 
Europeanisation process has been strategically effective. The MFA conditions have been 
a part of the story, but not the real driving force.  

Second, there is for the Balkan non-candidate states the Stabilisation and Association 
Agreement process (SAA), which however includes the 'perspective of membership', and 
thus a major incentive for becoming compliant with the EU acquis, and a factor of 
leverage for conditions requested by the EU. In these cases too the role of the EU has 
become increasingly important, and the IMF and World Bank are again working closely 
with the Commission. The relationship between the IFIs and the EU in these cases is 
weighted more heavily in favour of the IFIs in terms of leadership than for the accession 
candidates, but this is gradually changing in favour of more prominent EU leadership, 
given that the 'membership perspective' question becomes more politically vivid (e.g. 
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with FYRoM's candidature). The number of MFA operations for the SAA states has been 
considerable. The IMF has retained the lead role for macroeconomic conditions, but for 
structural policies the influence of the EU becomes more important. In addition the EU is 
sometimes adding very important constitutional/institutional conditions to promote state-
building, which the IMF is willing to defer to (as we saw in chapter 5 for Bosnia and 
Serbia & Montenegro). Subject to longer time lags compared to the accession candidates, 
the SAA process seems to become a strategically effective Europeanisation process, with 
the MFA playing again a useful but secondary role.       

Third, for the former Soviet Union states the framework is set in the Partnership and 
Cooperation Agreements (PCA) with the EU, which have since 2004 been enhanced by 
the Action Plans of the European Neighbourhood Policy (ENP). Both the PCA and ENP 
processes are relatively much weaker than the preceding two categories, although for 
some of the partner states the 'colour revolutions' have given a political momentum to the       
broad process of Europeanisation. Nonetheless the lead roles for conditional assistance 
and general economic policy advice have clearly been with the IMF and World Bank, 
with only limited effectiveness in terms of structural economic policies and improved 
governance. MFA operations have been clearly subordinated to the conditions set by the 
IFIs, and the overall results have been mediocre.   
Overall the MFA may be ranked as a secondary instrument between two powerful 
processes, namely the work of the IFIs in the field of conventional economic policy, and 
that of the EU as leading agent of transformation and Europeanisation of its closest 
neighbours. These processes have been very effective in the accession candidate states, 
increasingly so in the Western Balkans too, and not so effective in the NIS.   
 
We quote the assessment of one well-placed individual with direct experience of the 
MFA in a beneficiary state: “The MFA has been a useful complement to the operations of 
the IMF. The Commission copied the conditions of the IMF, but added some points of its 
own to show its ownership, and this caused some complications. In due course it seems to 
us that the IMF is going to leave increasingly responsibility for our countries to the EU, 
as it did in Central Europe, so it would be better for the EU to equip itself legally and 
institutionally to do the job itself.9” 
 
6.5  Budgetary implications 
The use of funds has been divided into two main categories: (a) monies paid into the 
central bank or the state budget, and (b) into debt reduction or forgiveness operations. In 
the case of debt reduction or forgiveness operations, as for Armenia, Georgia and 
Tajikistan, the formalities are that the MFA grant is paid over to the beneficiary soon 
after a debt repayment to the EU. If the beneficiary state were short of liquid reserves to 
repay the EU debt at that time, then the certainty of the EU grant being paid days later 
                                                 
9 Quotation from an interview with the Vice-Prime Minister of a European state, who was 
personally  responsible for negotiating a MFA operation. 
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would make a commercial bridging loan easy to arrange. The formality is that the earlier 
debt was repaid on time, and that a fresh conditional grant was operation was decided on 
specific conditions However this is essentially a ‘wash operation’, with money flowing in 
and out of the Commission and beneficiary central bank in short intervals.     
 
The Commission proposed for the 2007-2013 Financial Perspectives the sum of €1.2 
billion, now revised down to €665 million in the light of the European Council’s 
decisions of December 2005, with inter-institutional negotiations over the final Financial 
Perspectives still ongoing. Supposing that agreement is reached on a substantial amount 
for the MFA, it would then be logical for this new budget line to be supported by a 
framework regulation, on the basis of which (if the normal practices for other external aid 
instruments were followed) the Commission would be empowered to take operational 
decisions after consulting the member states and Parliament. 
 
The European Parliament’s role in the decision-making budgetary procedure would still 
be affected by whether operational demands arising in a given year fall within or beyond 
the commitment appropriation inscribed under the MFA budget line. The commitment 
appropriation would be made at the beginning of the budget procedure, usually without 
knowledge of what demands for its use will be made. If subsequent demands are within 
this commitment amount, then the Parliament has no decisive role in activating a specific 
MFA. However if the demands exceed the commitment provision it has its usual 
budgetary powers for co-determining the supplementary or amended budget.  
 
The EU has established a Guarantee Fund for external lending operations. According to 
the Regulation of 1994 (amended in 1999) an amount corresponding to 9% of the loan is 
paid from the EU budget into the guarantee fund. For example the loan to Bosnia decided 
in 2004 of €20 million leads to a payment of €1.8 million into the Guarantee Fund.  
 
6.6  Political pre-conditions 
Four of the five ‘Genval criteria’ have been discussed already above, notably the 
exceptional character (6.2), complementarity (6.1.1), conditionality (6.1.1), and financial 
discipline (6.1.4).    
 
However the question of the political pre-conditions calls now for explicit discussion. 
The Commission’s vade mecum says that “MFA is in principle reserved for third 
countries geographically close to the EU territory, which respect democracy and human 
rights and with which the EU has important political, economic and commercial ties” 
(Vade mecum p. 9).  The Court of Auditors 2002 Report uses more explicit and 
demanding language, with MFA to be extended only to countries demonstrating “full 
respect for effective democratic mechanisms including multi-party parliamentary 
systems, the rule of law and guarantees of human rights” (OJ C121/9 of 23.5.2002).  
 
Of the MFA client states all of the Balkan cases have seen some progress since 1999, 
although only Romania is getting close to the quality of democracy seen now in the new 
member states (see Table 3).  
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Albania, Bosnia and Serbia all had very poor ratings in 1999, in the same range as the 
CIS states at that time. These scores are so poor that that one cannot reasonably use the 
language of “respect for democracy”, and certainly not “full respect for effective 
democratic mechanisms, the rule of law, ..”.  However since 1999 there has been a 
parting of the ways between the Balkan and CIS states. While the Balkan states have 
improved the quality of the democratic quality of their political regimes, the CIS states 
have in four cases (Armenia, Georgia, Moldova, Tajikistan) actually regressed from 
already poor levels, with Ukraine showing only a minor improvement and remaining with 
a poor rating. What interpretation is to be made of this data?  
 

Table 3: Nations in Transit – Democracy Score 

 
1999- 
2000 2005 

Albania 4.75 4.04 
Bosnia and Herzegovina 5.42 4.18 
FYRoM 3.83 3.89 
Serbia and Montenegro 5.67 3.75 
Romania 3.54 3.39 
Southeast European Average 4.64 3.85 
Tajikistan 5.75 5.79 
Georgia 4.17 4.96 
Ukraine 4.63 4.50 
Moldova 4.25 5.07 
Armenia 4.79 5.18 
CIS Average 4.82 5.10 
EU 8 Average 2.12 2.00 

 
NOTE: The 2005 Democracy Score is an average of ratings for Electoral 
Process, Civil Society, Independent Media, National Democratic 
Governance, Local Democratic Governance, and Corruption. Previous 
scores include a single, combined Governance rating.  The scale is 1 to 7, 
where 1 represents democracy of the highest quality, and 7 represents the 
most undemocratic regime possible.  

 
 
First, as regards what has been happening to these political systems, the ‘parting of the 
ways’ between the Balkans and the CIS states has meant for the Balkans the process of 
‘Europeanisation’ gradually taking hold. But for the CIS states it has meant the 
consolidation of regimes that might be called ‘oligarchical pseudo-democracies’. The 
Europeanisation of the Balkans, although a difficult and still incomplete process, has 
nonetheless been a reality driven by the combination of the incentive of membership 
perspectives, the nearby example of candidate and (now) new member states, and the 
multiple instruments of EU intervention in the region. This has been reinforced by the 
EU’s powerful conditionality and monitoring system, both for the accession candidates 
such as Romania, and in less demanding form for the countries in the SAA process. The 
MFA instrument has in this context been a useful part of the EU’s range of instruments, 
but only a secondary element compared to the strategic impact of the entire relationship 
with the EU.   
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For the NIS states this powerful incentive and conditionality system has not applied. In 
its absence the political systems of the newly independent states have degenerated from 
the standpoint of democratic criteria. All the post-communist states of Europe, from 
Central Europe to the former Yugoslavia and former Soviet Union, began the transition 
process with what the EBRD now calls ‘early transition measures’, such as liberalisation 
of markets and privatisation. However there then has to follow ‘deeper transition 
measures’, which call for sound regulatory policies, the rule of law, the curbing of 
corruption etc. It now becomes clear that the EU’s conditionality system for actual or 
future candidate states has been extremely effective in promoting these ‘deeper transition 
measures’. However no such system has been at work in the CIS states, and basically the 
model became one in which the newly empowered leaders entered into corrupt collusion 
with the oligarchs, i.e. the owners of the newly privatised assets.  
 
There was no countervailing force to oppose the consolidation of these ‘oligarchical 
pseudo-democracies’, until the people and civil society in some cases found the strength 
to overthrow these rotten regimes, as in the Rose and Orange revolutions in Georgia and 
Ukraine. However even then it proved easier for the street protests to overturn a rotten 
regime than to install a better alternative. For example a respected Georgian political 
scientist has commented that it is far from clear whether these ‘colour revolutions’ will 
succeed, or rather fall back into what he calls a ‘banana republic’ mode, under which a 
so-called democratic revolution throws out a rotten regime, only to be replaced by an 
equally undemocratic leadership, which in turn will be thrown out later by another 
democratic revolution10.   
 
Regarding the political context for MFA operations, we have observed several instances 
when the activation or suspension of operations was linked to important political 
developments, for example positive decisions taken in favour of Serbia after the 
assassination of Prime Ministr Djindic, aid offered to Albania in the wake of the Kosovo 
war, and aid activated for Georgia soon after Rose revolution. On the other hand it seems 
the woeful ‘oligarchical pseudo-democracies’ in the NIS states has also been well served 
by the MFA, for example Kuchma’s Ukraine and the hugely corrupted Tajikistan. One 
explanation for this is that the MFA operations have been so closely tied to the operations 
and conditionalities of the IMF. The NIS states are all member states of the IMF, whose 
staff are mainly looking after their special responsibilities for monetary stability and 
macro-economic policy. The World Bank now pays more attention to governance 
indicators, but its gives greater weight to poverty than to democracy as condition of 
eligibility for its operations. When the IMF asks the EU to co-finance its operations in the 
European neighbourhood with the MFA, it seems the political criteria for the EU are set 
so low that as of today only a Belarus would be turned down by the EU.  
 
Overall, while political developments have often triggered the activation or suspension of 
MFA operations, the stated political pre-conditions for MFA operations have not always 
been observed, maybe because the MFA is so closely tied to IMF operations; or because 
                                                 
10 Ghia Nodia, “The Dynamics and Sustainability of the Rose Revolution”, in Michael Emerson ed., 
“Democratisation in the European Neighbourhood”, CEPS, 2005.  
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more precisely in three cases (Armenia, Georgia and Tajikistan) the real objective was to 
escape from a debt default hazard, or because the standard has been set so low that it 
would exclude only cases of egregious dictatorships such as Belarus.  
 
Future priorities. The priorities of the next decade look like being quite different to those 
of the 1990s, which saw considerable needs for the IFIs to counter financial instability in 
European transition countries, making it reasonable for the EU to share the burden with 
the IMF. On the other hand future priorities are likely to be different, given that the post-
communist transition has moved on to a new phase. The ongoing challenges in Balkan 
and East European states are less narrowly financial, and rather to improve economic 
governance, improve democracy and curb corruption, i.e. to complete the transformation 
of these states in line with modern European values and standards. This means that a 
MFA instrument that combines grant and loans with multi-year conditionality could serve 
usefully alongside the other instruments of the Stabilisation and Association Process and 
European Neighbourhood Policy. But this would be more of a regular, medium-term task, 
rather than one of exceptional financial crises or emergencies. This would reinforce the 
case for regularizing the legal basis for the MFA and thus install it more explicitly, or less 
equivocally, in the range of EU instruments                         
.  
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Annex Table I: EBRD Transition Indicators: Country Data 
 

Transition 
Indicator Country/Region 1996 1998 2000 2002 2004 Average

Albania 2.00 2.00 2.00 2.33 2.33 2.13 
Bosnia and Herzegovina 1.00 2.00 2.00 2.33 2.33 1.93 
FYRoM 3.00 3.00 3.00 3.00 3.33 3.07 
Romania 2.67 2.67 3.00 3.33 3.67 3.07 
Serbia and Montenegro 1.00 1.00 1.00 2.00 2.33 1.47 
Southeast European Average 1.93 2.13 2.20 2.60 2.80 2.33 
Armenia 3.00 3.00 3.00 3.33 3.33 3.13 
Georgia 3.00 3.33 3.33 3.33 3.33 3.26 
Moldova 3.00 3.00 3.00 3.00 3.00 3.00 
Tajikistan 2.00 2.00 2.33 2.33 2.33 2.20 
Ukraine 2.00 2.33 2.67 3.00 3.00 2.60 
CIS Average 2.60 2.73 2.87 3.00 3.00 2.84 

Large scale 
privatization 

EU 811 Average 3.33 3.54 3.54 3.67 3.71 3.56 
Albania 4.00 4.00 4.00 4.00 4.00 4.00 
Bosnia and Herzegovina 2.00 2.00 2.33 3.00 3.00 2.47 
FYRoM 4.00 4.00 4.00 4.00 4.00 4.00 
Romania 3.00 3.33 3.67 3.67 3.67 3.47 
Serbia and Montenegro 3.00 3.00 3.00 3.00 3.33 3.07 
Southeast European Average 3.20 2.27 3.40 3.53 3.60 3.40 
Armenia 3.00 3.33 3.33 3.67 4.00 3.47 
Georgia 4.00 4.00 4.00 4.00 4.00 4.00 
Moldova 3.00 3.33 3.33 3.33 3.33 3.26 
Tajikistan 2.00 3.00 3.33 3.67 3.67 3.13 
Ukraine 3.00 3.33 3.33 3.67 4.00 3.47 
CIS Average 3.00 3.40 3.46 3.67 3.80 3.47 

Small Scale 
privatization 

EU 8 Average 4.21 4.25 4.33 4.33 4.33 4.29 
Albania 2.00 2.00 2.00 2.00 2.00 2.00 
Bosnia and Herzegovina 1.00 1.67 1.67 1.67 2.00 1.60 
FYRoM 2.00 2.00 2.33 2.33 2.33 2.20 
Romania 2.00 2.00 2.00 2.00 2.00 2.00 
Serbia and Montenegro 1.00 1.00 1.00 2.00 2.00 1.40 
Southeast European Average 1.60 1.73 1.80 2.00 2.07 1.84 
Armenia 2.00 2.00 2.00 2.33 2.33 2.13 
Georgia 2.00 2.00 2.00 2.00 2.00 2.00 
Moldova 2.00 2.00 2.00 2.00 1.67 1.93 
Tajikistan 1.00 1.67 1.67 1.67 1.67 1.54 
Ukraine 2.00 2.00 2.00 2.00 2.00 2.00 
CIS Average 1.80 1.93 1.93 2.00 1.93 1.92 

Enterprise 
restructuring 

EU 8 Average 2.96 2.88 2.96 3.12 3.17 3.02 

                                                 
11 New EU member states from Central and Eastern Europe which joined the European Union in 2004: 
Estonia, Czech Republic, Hungary, Latvia, Lithuania, Poland, Slovakia, Slovenia. 
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Albania 3.67 3.67 4.33 4.33 4.33 4.07 
Bosnia and Herzegovina 3.00 4.00 4.00 4.00 4.00 3.80 
FYRoM 4.00 4.00 4.00 4.00 4.00 4.00 
Romania 4.00 4.33 4.33 4.33 4.33 4.26 
Serbia and Montenegro 2.67 2.33 2.33 4.00 4.00 3.07 
Southeast European Average 3.47 3.67 3.80 4.13 4.13 3.84 
Armenia 4.33 4.33 4.33 4.33 4.33 4.33 
Georgia 4.00 4.33 4.33 4.33 4.33 4.26 
Moldova 3.67 3.67 3.67 3.67 3.67 3.67 
Tajikistan 3.67 3.67 3.67 3.67 3.67 3.67 
Ukraine 3.67 4.00 4.00 4.00 4.00 3.93 
CIS Average 3.87 4.00 4.00 4.00 4.00 3.97 

Price 
liberalisation 

EU 8 Average 4.08 4.21 4.21 4.29 4.29 4.22 
Albania 4.00 4.00 4.33 4.33 4.33 4.20 
Bosnia and Herzegovina 1.00 3.00 3.00 3.00 3.67 2.73 
FYRoM 4.00 4.00 4.00 4.00 4.33 4.07 
Romania 3.00 4.33 4.33 4.33 4.33 4.06 
Serbia and Montenegro 1.00 1.00 1.00 3.33 3.33 1.93 
Southeast European Average 2.60 3.27 3.33 3.80 4.00 3.40 
Armenia 4.00 4.00 4.00 4.00 4.33 4.07 
Georgia 3.00 4.00 4.33 4.33 4.33 4.00 
Moldova 4.00 4.00 4.00 4.33 4.33 4.13 
Tajikistan 2.00 2.67 3.33 3.33 3.33 2.93 
Ukraine 3.00 2.67 3.00 3.00 3.00 2.93 
CIS Average 3.20 3.47 3.73 3.80 3.86 3.61 

Trade & 
Forex 
System 

EU 8 Average 4.21 4.21 4.29 4.33 4.33 4.27 
Albania 1.67 1.67 1.67 1.67 2.00 1.74 
Bosnia and Herzegovina 1.00 1.00 1.00 1.00 1.00 1.00 
FYRoM 1.00 1.00 2.00 2.00 2.00 1.60 
Romania 1.00 2.33 2.33 2.33 2.33 2.06 
Serbia and Montenegro 1.00 1.00 1.00 1.00 1.00 1.00 
Southeast European Average 1.13 1.40 1.60 1.60 1.67 1.48 
Armenia 1.00 1.00 1.00 2.00 2.00 1.40 
Georgia 2.00 2.00 2.00 2.00 2.00 2.00 
Moldova 2.00 2.00 2.00 2.00 2.00 2.00 
Tajikistan 2.00 2.00 2.00 1.67 1.67 1.87 
Ukraine 2.00 2.33 2.33 2.33 2.33 2.26 
CIS Average 1.80 1.87 1.87 2.00 2.00 1.91 

Competition 
Policy 

EU 8 Average 2.50 2.62 2.79 2.83 2.88 2.72 
Albania 2.00 2.00 2.33 2.33 2.67 2.27 
Bosnia and Herzegovina 1.00 2.33 2.33 2.33 2.67 2.13 
FYRoM 2.67 2.67 2.67 2.67 2.67 2.67 
Romania 3.00 2.33 2.67 2.67 3.00 2.73 
Serbia and Montenegro 1.00 1.00 1.00 2.33 2.33 1.53 
Southeast European Average 1.93 2.07 2.20 2.47 2.67 2.27 
Armenia 2.00 2.33 2.33 2.33 2.33 2.26 
Georgia 2.00 2.33 2.33 2.33 2.67 2.33 

Banking 
reform & 
interest rate 
liberalisation 

Moldova 2.00 2.33 2.33 2.33 2.67 2.33 
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Tajikistan 1.00 1.00 1.00 1.67 2.00 1.33 
Ukraine 2.00 2.00 2.00 2.33 2.33 2.13 
CIS Average 1.80 2.00 2.00 2.20 2.40 2.08 
EU 8 Average 2.96 3.13 3.33 3.50 3.58 3.30 
Albania 1.67 1.67 1.67 1.67 1.67 1.67 
Bosnia and Herzegovina 1.00 1.00 1.00 1.67 1.67 1.27 
FYRoM 1.00 1.67 1.67 1.67 2.00 1.60 
Romania 2.00 2.00 2.00 2.00 2.00 2.00 
Serbia and Montenegro 1.00 1.00 1.00 1.67 2.00 1.33 
Southeast European Average 1.33 1.47 1.47 1.74 1.87 1.57 
Armenia 1.00 2.00 2.00 2.00 2.00 1.80 
Georgia 1.00 1.00 1.67 1.67 1.67 1.40 
Moldova 2.00 2.00 2.00 2.00 2.00 2.00 
Tajikistan 1.00 1.00 1.00 1.00 1.00 1.00 
Ukraine 2.00 2.00 2.00 2.00 2.33 2.07 
CIS Average 1.40 1.60 1.73 1.73 1.80 1.65 

Securities 
markets & 
non-bank 
financial 
institutions 

EU 8 Average 2.50 2.79 2.96 3.08 3.17 2.90 
Albania 1.33 1.33 2.00 2.00 2.00 1.73 
Bosnia and Herzegovina 1.33 1.33 2.00 2.33 2.33 1.86 
FYRoM 1.67 1.67 2.00 2.00 2.00 1.87 
Romania 1.00 2.67 3.00 3.00 3.33 2.60 
Serbia and Montenegro 1.33 1.67 2.00 2.00 2.00 1.80 
Southeast European Average 1.33 1.73 2.20 2.27 2.33 1.97 
Armenia 1.67 2.00 2.33 2.33 2.33 2.13 
Georgia 1.00 2.00 2.33 2.33 2.33 2.00 
Moldova 1.33 2.00 2.33 2.33 2.00 2.00 
Tajikistan 1.00 1.00 1.00 1.00 1.33 1.07 
Ukraine 1.00 1.67 2.00 2.00 2.00 1.73 
CIS Average 1.20 1.73 2.00 2.00 2.00 1.79 

Overall 
Infrastructure 
Reform 

EU 8 Average 2.29 2.67 2.92 3.08 3.13 2.82 
Albania 2.48 2.48 2.70 2.74 2.81 2.64 
Bosnia and Herzegovina 1.37 2.04 2.15 2.37 2.52 2.09 
FYRoM 2.59 2.67 2.85 2.85 2.92 2.78 
Romania 2.41 2.89 3.04 3.07 3.18 2.92 
Serbia and Montenegro 1.44 1.44 1.48 2.37 2.48 1.84 
Southeast European Average 2.06 2.30 2.44 2.68 2.78 2.45 
Armenia 2.44 2.67 2.70 2.92 3.00 2.75 
Georgia 2.44 2.78 2.92 2.92 2.96 2.80 
Moldova 2.56 2.70 2.74 2.78 2.74 2.70 
Tajikistan 1.74 2.00 2.15 2.22 2.30 2.08 
Ukraine 2.30 2.48 2.59 2.70 2.78 2.57 
CIS Average 2.30 2.53 2.62 2.71 2.76 2.58 

EBRD 9 
Average 
Transition 
Indicator 

EU 812 Average 3.23 3.36 3.48 3.58 3.62 3.45 
Source: EBRD Transition Report, 1989-2005. 

                                                 
12 New EU member states from Central and Eastern Europe which joined the European Union in 2004: 
Estonia, Czech Republic, Hungary, Latvia, Lithuania, Poland, Slovakia, Slovenia. 
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Annex Table 2: World Bank Governance Indicators13: Country Data 
 

Governance 
Indicator Country/Region 1996 1998 2000 2002 2004 Average 

Albania -0.35 -0.26 -0.05 -0.1 0.03 -0.15 
Bosnia and Herzegovina -1.2 -1.11 -0.37 -0.29 -0.14 -0.62 
FYRoM -0.06 0.06 -0.03 -0.3 -0.02 -0.07 
Romania 0.03 0.24 0.43 0.41 0.36 0.29 
Serbia and Montenegro -1.38 -0.96 -0.32 -0.23 0.12 -0.55 
Southeast European Average -0.59 -0.41 -0.07 -0.10 0.07 -0.22 
Armenia -0.57 -0.31 -0.3 -0.44 -0.66 -0.46 
Georgia -0.52 -0.37 -0.21 -0.29 -0.34 -0.35 
Moldova -0.21 -0.03 -0.01 -0.32 -0.47 -0.21 
Tajikistan -1.42 -1.37 -0.93 -1.07 -1.12 -1.18 
Ukraine -0.39 -0.14 -0.39 -0.64 -0.62 -0.44 
CIS Average -0.62 -0.44 -0.37 -0.55 -0.64 -0.53 

Voice and 
Accountability 

EU 814 Average 0.82 0.88 0.97 1.01 1.08 0.95 
Albania 0.2 -0.6 -0.61 -0.5 -0.97 -0.50 
Bosnia and Herzegovina -0.41 -0.42 -0.34 -0.75 -0.85 -0.55 
FYRoM 0.21 -0.3 -0.82 -0.94 -1.04 -0.58 
Romania 0.56 0.2 0.01 0.34 0.22 0.27 
Serbia and Montenegro -1.2 -1.68 -1.06 -0.86 -0.97 -1.15 
Southeast European Average -0.13 -0.56 -0.56 -0.54 -0.72 -0.50 
Armenia 0.41 -0.4 -0.6 -0.57 -0.51 -0.33 
Georgia -0.72 -0.81 -0.79 -1.71 -1.26 -1.06 
Moldova -0.14 0.12 -0.09 -0.06 -0.62 -0.16 
Tajikistan -2.67 -1.56 -1.43 -1.17 -1.19 -1.60 
Ukraine -0.22 -0.19 -0.48 0.12 -0.27 -0.21 
CIS Average -0.67 -0.57 -0.68 -0.68 -0.77 -0.67 

Political 
Stability 

EU 8 Average 0.82 0.89 0.78 1.03 0.80 0.86 
Albania -0.31 -0.54 -0.75 -0.46 -0.36 -0.48 
Bosnia and Herzegovina N/A -0.81 -0.54 -0.85 -0.54 -0.69 
FYRoM -0.19 -0.43 -0.52 -0.37 -0.17 -0.34 
Romania -0.55 -0.61 -0.59 -0.3 -0.15 -0.44 
Serbia and Montenegro -0.6 -1.02 -1 -0.69 -0.21 -0.70 
Southeast European Average -0.41 -0.68 -0.68 -0.53 -0.29 -0.52 
Armenia -0.32 -0.46 -0.88 -0.39 -0.34 -0.48 
Georgia -0.35 -0.4 -0.72 -0.77 -0.8 -0.61 

Government 
Effectiveness 

Moldova -0.48 -0.49 -1.04 -0.6 -0.73 -0.67 

                                                 
13 Aggregate governance research indicators for 1996–2004, for six dimensions of governance: voice and 
accountability; political stability and absence of violence; government effectiveness; regulatory quality; 
rule of law; control of corruption. The resulting estimates of governance have an expected value (across 
countries) of zero, and a standard deviation (across countries) of one. This implies that virtually all scores 
lie between -2.5 and 2.5, with higher scores corresponding to better outcomes. 
14 New EU member states from Central and Eastern Europe which joined the European Union in 2004: 
Estonia, Czech Republic, Hungary, Latvia, Lithuania, Poland, Slovakia, Slovenia. 
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Tajikistan -1.47 -1.37 -1.39 -1.13 -1.05 -1.28 
Ukraine -0.61 -0.97 -0.78 -0.76 -0.67 -0.76 
CIS Average -0.65 -0.74 -0.96 -0.73 -0.72 -0.76 
EU 8 Average 0.45 0.49 0.59 0.71 0.72 0.59 
Albania 0.16 -0.58 -0.06 -0.36 -0.08 -0.18 
Bosnia and Herzegovina -2.09 -1.3 -0.73 -0.9 -0.66 -1.14 
FYRoM -0.16 -0.16 0.13 -0.09 -0.19 -0.09 
Romania -0.43 0.3 -0.27 0.04 -0.06 -0.08 
Serbia and Montenegro -1.18 -1.93 -0.83 -0.59 -0.72 -1.05 
Southeast European Average -0.74 -0.73 -0.35 -0.38 -0.34 -0.51 
Armenia -0.74 -0.47 -0.39 0.11 0.05 -0.29 
Georgia -0.84 -0.79 0.56 -.8 -0.64 -0.50 
Moldova 0.07 -0.39 -1.11 -0.16 -0.49 -0.42 
Tajikistan -1.88 -1.71 -1.33 -1.26 -1.16 -1.47 
Ukraine -0.59 -0.89 -1.22 -0.62 -0.48 -0.76 
CIS Average -0.80 -0.85 -0.70 -0.55 -0.54 -0.69 

Regulatory 
Quality 

EU 8 Average 0.67 0.72 0.73 0.99 1.08 0.84 
Albania -0.32 -0.93 -0.76 -0.94 -0.8 -0.75 
Bosnia and Herzegovina -0.19 -1.04 -0.84 -0.86 -0.76 -0.74 
FYRoM -0.56 -0.33 -0.32 -0.45 -0.44 -0.42 
Romania -0.29 -0.25 -0.22 -0.15 -0.18 -0.22 
Serbia and Montenegro -1.2 -0.91 -0.98 -0.95 -0.72 -0.95 
Southeast European Average -0.51 -0.69 -0.62 -0.67 -0.58 -0.62 
Armenia -0.46 -0.35 -0.52 -0.48 -0.58 -0.48 
Georgia -0.84 -0.74 -0.57 -1.2 -0.87 -0.84 
Moldova -0.2 -0.13 -0.55 -0.53 -0.65 -0.41 
Tajikistan -1.41 -1.42 -1.28 -1.29 -1.18 -1.32 
Ukraine -0.67 -0.76 -0.72 -0.84 -0.83 -0.76 
CIS Average -0.72 -0.68 -0.73 -0.87 -0.82 -0.76 

Rule of Law 

EU 8 Average 0.35 0.48 0.55 0.65 0.68 0.54 
Albania 0.05 -0.92 -0.61 -0.83 -0.72 -0.61 
Bosnia and Herzegovina N/A -0.35 -0.48 -0.61 -0.54 -0.50 
FYRoM -0.99 -0.3 -0.45 -0.73 -0.52 -0.60 
Romania -0.18 -0.38 -0.45 -0.32 -0.25 -0.32 
Serbia and Montenegro -0.92 -0.97 -1.05 -0.74 -0.48 -0.83 
Southeast European Average -0.51 -0.58 -0.61 -0.65 -0.50 -0.57 
Armenia -0.65 -0.71 -0.74 -0.69 -0.53 -0.66 
Georgia -1.05 -0.64 -0.71 -1.03 -0.91 -0.87 
Moldova -0.21 -0.51 -0.84 -0.9 -0.86 -0.66 
Tajikistan -1.64 -1.12 -1.05 -1.07 -1.11 -1.20 
Ukraine -0.74 -0.89 -0.96 -0.97 -0.89 -0.89 
CIS Average -0.86 -0.77 -0.86 -0.93 -0.86 -0.86 

Corruption 

EU 8 Average 0.31 0.34 0.52 0.45 0.49 0.42 
Albania -0.10 -0.64 -0.47 -0.53 -0.48 -0.44 
Bosnia and Herzegovina -0.97 -0.84 -0.55 -0.71 -0.58 -0.73 
FYRoM -0.29 -0.24 -0.34 -0.48 -0.40 -0.35 
Romania -0.14 -0.08 -0.18 0.00 -0.01 -0.08 

World Bank 
6 Average 
Governance 
Indicator 

Serbia and Montenegro -1.08 -1.25 -0.87 -0.68 -0.50 -0.88 
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Southeast European Average -0.52 -0.61 -0.48 -0.48 -0.39 -0.50 
Armenia -0.39 -0.45 -0.57 -0.41 -0.43 -0.45 
Georgia -0.72 -0.63 -0.59 -0.97 -0.80 -0.74 
Moldova -0.20 -0.24 -0.61 -0.43 -0.64 -0.42 
Tajikistan -1.75 -1.43 -1.24 -1.17 -1.14 -1.35 
Ukraine -0.54 -0.64 -0.76 0.62 -0.63 -0.39 
CIS Average -0.72 -0.68 -0.75 -0.47 -0.73 -0.67 
EU 815 Average 0.57 0.63 0.69 0.81 0.81 0.70 

 
Source: Kaufmann D., A. Kraay, and M. Mastruzzi 2005: Governance Matters IV: Governance Indicators 
for 1996-2004, http://www.worldbank.org/wbi/governance/govdata/.  
 
 

                                                 
15 New EU member states from Central and Eastern Europe which joined the European Union in 2004: 
Estonia, Czech Republic, Hungary, Latvia, Lithuania, Poland, Slovakia, Slovenia. 
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Annex Table 3

 
Source: European Commission, Annual Report, 2004 
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Annex Table 4 
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	2.1 Instrument and objectives   
	The EC's Macro-Financial Assistance (MFA) is conceived to support, under exceptional circumstances and on an ad hoc basis, macroeconomic stabilisation and balance of payments of accession of candidate states and neighbouring states. Starting from 1990, the structure of this assistance underwent two major changes. First, the MFA was extended to a growing number of countries neighbouring the EU, thus progressively changing the geographic balance of assistance from the early years. Second, it also became clear that while the original objective of supporting macroeconomic stabilisation and the balance of payments was still necessary for some countries, in the case of others the MFA could more usefully be directed at supporting the recipient’s structural reform process.  


