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CONFLICTS
AND CRISES

by Fabio Seferi
European peripheries
(namely Eastern
Ukraine, the Black
Sea, and the Baltic
States) will remain the
pivot of the European
security architecture
in 2019. While land
conflicts in Eastern
Ukraine will still be of
low intensity, at sea
Russia will seek more
open clashes. On the
other hand, the
harshening of Kosovo
- Serbia relations will
need deeper
diplomatic efforts by
the EU and EU
Member States.
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Shifting (b)orders
There is no end in sight for the
conflict in Eastern Ukraine.
While Crimea has been
connected to the Russian
Federation from the bridge over
the Kerch Strait, the oblasts of
Luhansk and Donetsk are still in
the middle of a low intensity
conflict
With the death of the so-called Donetsk's People Republic Alexander
Zakharchenko in late August 2018, and the following (internationally
unrecognized) elections in Autumn, the situation is close to a stalemate. The
Ukrainian presidential elections on 31 March represent an important step::
according to the results, Russia could thrust its policy in the region towards more
destabilisation. The inability of Ukrainian authorities to get control of the region
after 5 years leaves a lot of doubts with regard to an effective end of the hostilities.
An increase of the conflict level remains unlikely in 2019.

While conflict and skirmishes pervade the
region's Eastern Flank, a new "old" wound
could open right at its heart.
Allegations of a possible territorial swap
between Serbia and Kosovo (with Kosovo
Northern municipalities exchanged for the
Serbian Presevo valley) will continue in 2019.
Although dismissed as not achieveable for the
time being, the "border correction" deal could
receive a new boost amid commercial wars
between the two countries.
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Source: The Economist

Indeed Kosovo has increased by 100% the tariffs on Serbia goods (coming
from Serbia and Bosnia), and even highlighting the goods with the flag of their
country of origin in the supermarket, mulilateral efforts are being carried forward
in several fora. The European Union keeps being committed to the region, even
though the situation looks difficult to control.
Moreover, the newly-formed National Army will bring not only a worsened
relationship with Serbia, but also problems of coordination with EULEX and its
competences, creating a perfect environment for clashes in border regions.

Frictions at sea

Source: Britannica.com

This is a very crucial year for the future of the Azov Sea, since Russia will aim at
the consolidation of its presence in its basin. With the virtual control over the
Kerch Strait (now that it holds both of its ends), Russia will likely conduct low
intensity skirmishes to harm ships and cargos directed to the Ukrainian port of
Mariupol. Since the loss of Sevastopol in Crimea, Mariupol has become the
second biggest port for Ukraine after Odessa. Its importance is also linked to the
big industrial area connected to and relying on it for supplies. Russia then will
aim at confining as much as possible the port Mariupol trying to disrupt the
industries of Eastern Ukraine.
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Moreover, Russia is showing its muscles even in the Black Sea. Most
probably a buildup of its fleet begun in 2018 will continue even this year.
Sevastopol plays a great role in the overall strategic map of the Russian
naval forces. Securing Crimea, and tying it to mainland Russia, has been one
of the most important objectives for the Federation in 2018. This year it can
focus more on ensuring a major role in the Black Sea. On the other hand, we
will probably witness a greater stretch of NATO allied forces in the same
Black Sea. This move, even if crucial at this point in time, does not seem
bearable in the long run.

Too Far East?
NATO's Enhaced
Forward Presence
will continue to
play a great role
for the overall
security of CentralEastern Europe.
The countries will search for even more collaboration with NATO allies and
specifically the United States (for example Poland and the proposal for the
creation of Fort Trump).
In principle the Alliance's Eastern flank (specifically the Baltic states) would be
really difficult to defend in case of a Russian aggression. Its distance among
However an open attack from Russia is unthinkable for the time being. Not
only it would wage war against all NATO members, but it would overstretch its
conflict frontline: starting from Crimea up to the Baltics. Furthermore NATO's
EFP serves exatcly to prevent such a possibility.
Alhough through conventional means Russia cannot attack the Baltic States,
the latter remain vulnerable to its hybrid warfare campaigns, with a possible
hike during the elections in Estonia (March) and Latvia (June).
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ENERGY AND
CLIMATE
by Flavia Di Mauro
In the realm of energy
politics and policies, 2019
has all the features to
become a pivotal year.
The completion of Nord
Stream 2 will add a crucial
element to Europe’s
energy markets. In this
context, the EU will direct
great integration efforts to
the baltic region, where a
Projects of Common
Interest will be completed
and another will make
significant steps towards
completion. Meanwhile, as
2020 gets closer, MS will
have to get ready to
switch to their 2030
environmental policy
goals
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Nord Stream 2
It is reported that by November of this year the first line of Nord Stream 2 will be
completed, while the second will be operational by December. The pipeline
will add a crucial element to Europe's energy geopolitics by adding 55 bcm per
year to the volume of Russia's exports to Europe while allowing Gazprom to
bypass Eastern Europe for delivering gas to its customers.

In 2019, Gazprom's contracts with
Ukrainian carrier Naftogaz will expire. In
case Russia would stop gas transit
through Ukraine, the country might lose
up to $2 bn per year in terms of transit
fees and see its energy security being
threatened.

$2 billion per year
Ukraine's estimated
financial loss in
terms of transit fees

While some pundits have pointed out that losses in terms of transit
fees might be compensated by lower gas prices of gas imported from
Europe, there is still hope for Ukraine to continue its gas trades with
Russia. A ministerial consultation o be held in May will most likely
decide the fate of the Ukrainian gas trade
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EU's Projects of Common
Interest
European PCIs are infrastructure projects that link the energy interests of EU
countries. They are intended to help the EU achieve its energy policy and
climate objectives, such as energy security and long-term decarbonisation.

Keep an eye on
Infrastructure
development in the
Baltic Sea

Nord Stream 2 has been widely criticised
as contrary to Europe's energy goals. Yet,
it should not be neglected that in 2019
the EU will work hard on the integration
of the baltic gas market.

Baltic Pipe
The Baltic Pipe Project is a strategic gas infrastructure project aimed at creating
a new gas supply corridor in the European market.The BP will allow transport of
gas from Norway to the Danish and Polish markets and neighbouring
countries.
While the BP is expected to be put into operation in 2022, this year will bring
significant developments to the project, which has been suffering several
stalling phases since it was launched in the early 2000s. In 2019, the project will
undergo three main phases:.

By the end of the year, this process will be completed, which will allow
construction works to begin by early 2020.
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Baltic Connector
The Baltic Connector pipeline will connect the Finnish gas network with the
Continental European Network,. The project is aimed at diversifying gas
sources and routes of Finland and the Baltic States and it is expected to be
completed by late 2019.

Energy Transition
As 2020 approximates, states will need to get ready to work on their 2030
targets. EU officials repeatedly called on member states to “do their homework”
throughout the course of 2018 but some of the MS failed to fulfil their
commitments.
As of today, 7 member states,
including Czech Republic,
Hungary and Bulgaria, have failed
to submit draft energy and climate
plans to the European
Commission by the due date of
December 31 2018.
The three countries, as other Member States which missed the target have time
until December 31 2019 to submit their plans. Togheter with this duty, MS are
expected up with their own long-term strategies by 1 January 2020, in order to
contribute to the EU’s Paris Agreement commitments.
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POLICY AND
INSTITUTIONS

by Elisa Martinelli

It is foreseeable that
2019 would be a
pivotal year for
Central Eastern
Europe from a
political point of
view. Crucial
elections will be
held at the national
level for several
States as well as at
the European Level
and top political
events and summit
involving the future
and the stability of
the Balkan region
will take place.
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How many seats each
country
will have in 2019?
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The EP elections in 2014 were
marked by a low turnout,
particularly in the Central Eastern
Europe. The participation rate in
general was 42.54%, but in
Poland, Slovakia, Slovenia and
Czech Republic the abstention
rate was notably high, reaching
over 75%.
It would be interesting to see if
this data will be confirmed at the
next elections.
The increasingly low turnout is a
symptom of a distance between
the public in general and the
European project.

One of the core event of the
year is undoubtedly the
European Parliament election
foreseen for May.
The EP election will represent a
critical juncture for the future of
the enlargement process: if the
populists and nationalists will
win the elections, it is very
probable that they will oppose
to any widening of the Union
and, in general, the new
parliament could be more
reserved towards further
enlargement.
Besides, the number of EP
decreases from 751 to 705,
after the UK withdraws from the
Union.

2019: an election year

Parliamentary elections will be held in Moldova on February and in Estonia on March.
Presidential elections will take place in Slovakia and Ukraine during March. The latter
election will be in the spotlight due to the continued tense situation, worsened by the last
facts, with Russia. The most quoted adversary of the outgoing President Petro Poroshenko
is Yulia Tymoshenko, a two-time prime minister, defeated by Poroshenko in the 2014
presidential election.
Between March and April presidential elections will be held also in Macedonia, and in
May it is up to Lithuania. The next presidential election in Latvia will be held in June. It will
be the first direct presidential election in the country: previously, the President was elected
by Parliament in a secret ballot.
For the next autumn general elections are scheduled in Polonia and presidential election
in Romania and Croatia.
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Keep an eye on:
After the ratification of the Prespa Agreement
by Greece’s Parliament in January, now it is
time for a full implementation of the
agreement. The ratification 11
was welcomed
by both NATO and EU leaders. According to
the Article 1.6 of the Prespa Agreement,
Macedonia will notify the entry into force of
the Agreement to all international,
multinational and regional Organizations, as
well as the UN member States.

In July is expected the sixth edition of the Berlin
Process Summit, a series of meetings launched
by Chancellor Merkel in August 2014 with the
aim to step up regional cooperation in the
Western Balkans and to support the integration of
these countries into the European Union.
The key topics of the next Summit between EU
and Western Balkan officials, hosted by Poland in
Poznan, will be economy, connectivity, civil
society and security.
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The deterioration of the relations between
Kosovo and Serbia reached a maximum at the
end of the 2018, with the imposition by Kosovo
of 100% tariffs on imports from Serbia (and
Bosnia-Herzegovina) and the decision made
by Pristina to create a national army. Without
the goodwill of the main protagonists, Belgrade
and Pristina, the normalization talks between
Kosovo and Serbia are intended to fail and with
them also the land swap. On the contrary, a
constructive dialogue that creates concrete
results would culminate in Serbia’s recognition
of Kosovo as an independent State.

The outcomes of the European Council in
June should provide a clear sense of direction
for the next steps in the EU’s enlargement
agenda. Indeed, the European Council in
June could mark the beginning of accession
negotiations with Albania and Macedonia and
could be the confirm of the future granting of
candidate status to Bosnia and Herzegovina
(expected on 1 November 2019).

The composition of the next European
Commission, that will be established in
November 2019, is the most immediate area in
which the region of the Western Balkans will feel
the impacts; not only for the 2019 but especially
for the long term, since the new Commission will
be in charge until the 2024.
It is advisable that the new EC appoints a
Commissioner responsible exclusively for the
enlargement portfolio and capable to sustain
and implement a more visible approach towards
the Region, including both the Countries that
have already joined the EU and also towards
those who will hopefully join the Union.

2019 could also be a crucial year for
Albania and Macedonia. According to
the decision of the EU Council of
Ministers of 26 June 2018, the accession
talks for these States will hopefully be
opened in June 2019.
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ECONOMIC TRENDS

by Giorgia Miccoli

Perspectives of growth in
the European Union
highlight the divide
between old Europe
and new Europe. Western
Europe’s growth in 2019 is
less optimistic than in the
past. Overall, however,
there is an evident
decrease in the forecasted
growth in Europe. From a
2.4% in 2017, 2019 GDP
percentage growth will be
limited to 1.9%.

GDP % changes in the region for 2019
Source: European Commission
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Economic forecast

"The fastest growing country
will be Slovakia, with a
percentage increase of its
Real GDP in 2019 of about 4.1"
Interesting is the gap between
Central Eastern EU member
states and the rest of the Union.
Indeed, Slovakia places at the
top three positions of the list, as
the third country in the EU,
whose growth will be more
remarkable in 2019. Malta and
Ireland score slightly better, with
4.9 and 4.5 respectively.
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In Central Eastern Europe, EU
member states will perform a
good economic improvement
compared to the 2018.
The fastest growing country will
be Slovakia, with a percentage
increase of its Real GDP in 2019
of about 4.1. According to the
European Commission, exports
are expected to replace
investments as the second pillar
of growth in 2019. Wage growth
is another important feature of
Slovakia’s future in the next
couple of years.

GDP Growth (%) from 2000 to 2017. A comparison between
Slovakia and European Union.
Source: World Bank

The Central Eastern European EU candidate members, Serbia, Albania, Montenegro
and FYROM do not distance themselves too much from the rest of the region.
Albania leads the group with a 3.9 percentage increase in GDP in 2019, followed by
Serbia (3.8), Montenegro (2.8) and FYROM (2.8).

Unemployment rate
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Employment is one of the main
indicators of a country’s economic
performance. Central Eastern Europe
is facing a slow but generalized
reduction of its unemployment rate.
The Czech Republic retains its role of
European country with the smallest
forecasted percentage of
unemployment in 2019. With 2.5%,
Prague scores better than the most
productive economies of the EU and
of its neighbourhood. Poland follows
the Czech Republic with a rate of
unemployment of 2.9, while Hungary
places at the third position with a 3.3.
Among Central Eastern EU member
states, Croatia is believed to be the
country with the highest percentage
of unemployment in 2019. However,
the most dramatic results are to be
found in the Western Balkans.

Unemployment in Albania is the lowest among the EU candidate states of the Western
Balkans. Serbia almost doubles the neighbouring Croatia and reaches a forecasted
percentual change in its unemployment of 12. Montenegro and the FYROM face a
change of respectively 14,9 and 20,6.
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European Funds
The economic literature has been
harshly involved in a controversy over
the role of EU funds in the growth of
Central Eastern Europe EU members.
Some believe that the EU is to be
thanked for the high performance of
these countries. On the contrary, a
different line of thought of the literature
argues that Brussels’ fundings have
nothing to do with the successful
recent past of this side of Europe.
However, the recent change in the
nature of EU cohesion programs will
probably render the fundings’ role less
prominent. The fact that now these are
constrained to a set of thematic targets
definitely affects economic growth.
According to the Polish
Ministry of Finance, the
balance between Poland
and the EU budget
exceeded of €100 billion.
Also, the Polish economy
has positively reacted to
these flows of funds, that in
turn have helped the
country with abundant
money for investments.
Indeed, Cohesion policy
makes up 61% of Polish
public investment, the
highest in EU after Portugal,
Croatia and Lithuania.
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37 bn

reduction in funding
for the Baltic states
and Visegrad group in
the next budget
period. Southern states
get €3.7bn more.
The European Commission will cofinance 85% of the projects managed
in Romania in the areas of transEuropean transport infrastructure,
subway infrastructure and multimodal transport, under the Large
Infrastructure Operational
Programme.

Impact of the 2014-2020 Cohesion Policy progammes, 2030
Source: European Commission Regional Policy

For Latvia the priority in 2019 EU budget is funding for cohesion, r esolution of the
crisis in the agriculture sector, as well as European neighbour relations instrument.

The Brexit effect

Source: EBRD

With little surprise Brexit will be a
disruptive event for Europe. More
specifically, it will have important
consequences for the eastern
European region. With an agreement to
be reached by the end of March, the
exit of London from the EU will be partly
detrimental for economic growth.
According to the European Bank for
Reconstruction and Development,
Slovakia and Hungary’s GDP relies
importantly on exports to the UK. 1.5 to
3% of their GDP derives from these
report November 2018
trade relations and mainly from the
automotive sectors.

Poland and Lithuania follow suit with an abundant amount of food products reaching
Britain’s shores, for a total of 1 to 2% of their GDP. Moreover, Brexit can push the regions
with the most complex and fragile economies to a decline of about 10 to 15%.

UK Import Map
Source: RS Components
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.
Labour movement will be
affected as well. 900.000 Poles
and 400.000 Romanians are
legally settled in the country and
the exit of the UK from the EU
will surely have an important
effect on these numbers in the
long run.
Smaller financial firms, in
addition, have built offices in the
region to escape Brexit. An
example is Lithuania’s case.
Indeed, eight UK fintechs
companies had detached
offices in the country. Poland is
moving in the same direction.
This will increasingly benefit
these countries’ economies.
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