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ECONOMIC ASPECTS OF SECURITY IN EUROPE

Note by the Executive Secretary

The present note focuses on the economic, socia and environmenta dimensions of
security, highlighting their importance as well asthe diveraity and complexity of their
interrelaionships. Its conclusions point to two mgor chalenges which the ECE and other
regiond inditutions have to face in addressing these multifaceted aspects of security:

Q) The need to develop broader and more integrated gpproaches to security by: (a) giving
proper consideration to the economic and socia conditions of sustainable security, and to their
policy implications; (b) ng various economic, socid and environmenta risks which may
have compounding effects through interactions, both among themsalves and with other
dimensions of security;

2 The need to bring the conclusions of such integrated assessments to the political leve,
involving dl relevant players, in particular the politica bodies with decision-making
respongbilities for security in the region.

In order for the ECE to contribute to meeting these two mgor chalenges, the
Commisson may wish:

To invite PSBs to place more emphadis on the analyss of those policies, within their
respective areas of work, which have an impact on security, and to adjust their programme of
work accordingly;
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To request the Steering Group to integrate the outcomes of the policy andyses and
dialogue developed by PSBs, with aview to consdering policy responses to security issues within
a cross-sectord framework;

To request the secretaridt, in its cooperation with subregiona groupings, to highlight and
develop the security dimension of its contributions to various projects and activitiesin these
subregions; thiswould apply, in particular, to its activities related to the Stability Pact, SECI,
SPECA, CEl and BSEC;

To encourage the secretariat to share its analyses with other inditutions which have dso
developed an andytica capacity on security-related issues, with a view to consolidating and
Integrating these capacities, exchanging views on risk assessments and corresponding policy
condderations, and making more visible the outcome of such exchanges,

To invite the Executive Secretary: (i) to consder with the Secretary Generd of OSCE how to
improve the modalities of cooperation between the two organizations in order to fully exploit their
complementarities and, thereby, to maximise the impact of such cooperation;(ii) to put the
Security issue as an item on the agenda of the annud regiond coordination meeting convened by
the ECE or to organize, when necessary, an ad hoc meeting on specific security issues, together
with the rdlevant organizations,

To request the Executive Secretary, when ECE analyses indicate possible threats to
security, to draw the attention of the Commission to such risks so that appropriate action can be
taken;

In such cases, to invite the ECE Executive Secretary to consult dso with the Executive
Heads of other relevant UN and non-UN organizations, such as the High Commissioner for
Human Rights, the Secretaries Generdl of OSCE and NATO, in order to share ECE' s andlysis of
the dtuation and, if consdered necessary, to prepare recommendations for action which would
then be conveyed to the gppropriate political bodies and authorities, both within the United
Nations and the regiona security organizations,

To invite the ECE Executive Secretary to report on progress made at the 2003 annual
sesson of the Commission.
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l. I ntroduction

1. Security isabout the creation and preservation of safe spaces for individuals, communities
and states to pursue their ams in peace, with a reasonable degree of predictability and Sability,
and with due regard and respect for the ams and interests of others. The focus of thisnoteison
the role of economic factors in securing the peace among states, but if security isseen asa
continuum running from individua's through various levels of community to the state and the

globa system, then there can be no hard and fast line between the local, nationa and
international. This broader notion of security has rapidly gained ground since the end of the cold
war, with percelved threats to stability no longer dominated by risks of armed conflict between
East and West or, rather, between two super powers. However, as the incidence and risk of armed
conflict between Sates has fdlen sharply, the frequency of civil war and other intra- State tensions
have risen. In the ECE region there were 17 secessionist conflicts between 1990 and 1998, most
of them involving war or large-scae violence and most of them a consequence of the dissolution
of Yugodaviaand the Soviet Union.

2. Human rights violations have been prominent in those internd conflicts, both as cause and
consequence, and, as aresult, human rights, which were brought to the fore by the Helsinki
processin the 1970s, now figure prominently in any discusson of security and threatsto the
peace. Indeed, the human rights focus on the individual has helped to widen the concept of
security to include issues ranging from the economic (dability and economic rights), through
hedlth (HIV/Aids), to the environment (transboundary pollution and water), and so on. 2 If
Security is now seen asinvolving not only military risks but aso threats to sability arising in the
economic, socid and environmenta spheres, their combination with the different levels of
community (local, nationd, regiond, global) leads to a dense matrix of security relations and
risks. This broader agenda aso involves many more actors than was the case when the principal
threat was inter-gate violence: NGOs and civil society organizations are very active in the fidds
of human rights and the environment, and virtudly dl internationa organizations contribute in
oneway or another to strengthening security and maintaining the peace. Thisisnot redly new in
the case of the economic organizations, but the enlarged and more complex concepts of security
have thrown this dimension of their work into sharper relief. One serious potentid problem with
this plethora of issues and actorsis how to coordinate al the sources of information about the
potentid risks in different sectors (which, as will be argued below, interact in waysthat are
difficult to predict) and assess whether or not the risksinvolved are locd or present athreat to
sysemic Sability.

3. Another approach to security, which aso enlarges the agenda, derives from the economic
concepts of externdities and public goods. Many of the threets to regiond or globa stability arise
from negative spillovers from events and activities in a given country to its neighbours. large and
sudden flows of refugees and migrants escaping from civil war or economic failure,

transboundary environmentd pollution, and so on and so forth, can al create tensons and threaten
regiond stability. One of the key tasks of internationa organizationsisto try to eiminate or
internalise these effects by persuading their member countries to adopt and adhere to norms and
gandards of conduct ranging from the protection of human rights through technica standards for
transport to the control of environmenta pollution. As discussed below, financia assistance and
gppropriate advice in getting economic development under way can aso make amagjor
contribution to reducing the incidence of many of such externdities.
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4.  The concept of apublic good — that is, agood or service whose consumption by one person
does not reduce its availability to others, from which no-one can be excluded, and whose
availability cannot be removed by an individua refusing to cooperate (e.g. by not paying taxes) -
has been extended to cover “global” public goods* such as security and peace (or rather, as
discussed below, a“just” peace), clean air and water and so on. A mgor issue hereis who will
supply such goods and pay to maintain them.

5. Thus, sincethe early 1990s the concept of security has become much more complex and
multi-faceted than Smply the assessment of the risks of military conflict between states. The
potential sources of ingtability are seen to be more numerous and the issues to be addressed vary
according to whether the risks are located at the locdl, nationd, regiona or globd level. And,
as noted above, the number of actors involved — sate and private, nationd and internationd — is
large, raising questions about the risks of overlap and alack of coordination leading to afallure
to take preventive action. Therest of thisnote is organised asfollows. the next section
discusses how to place economic issuesin a broader framework for security and stability; this
framework is then used to suggest some of the threets to stability and how policies might react
to them. The discussion then turns to the work of the UNECE in the context of promoting
Security with emphasis on selected areas of the work programme where the potential risks
appear to be grestest. A concluding section makes some suggestions as to how the UNECE
contribution might be used more effectively in promoting and safeguarding security.

II. Security and the Economic Dimension

6.  There has dways been an economic dimenson in many of the threats to peace asthelong
succession of violent conflicts over trade, naturd resources, water rights and so on bear witness.
But assigning amgor role to economic factors in conceptions of globa security is especidly
characteristic of the 20" century. In his criticism of the Versailles Tresty of 1919, Keynes
rebuked its authors for not understanding that “the most serious of the problems which claimed
their attention was not politica or territorid, but financid and economic, and that the perils of the
future lay not in frontiers and in sovereignties, but in food, cod and transport...”. He dso
complained that the Treaty contained “no provisons for the economic rehabilitation of Europe —
nothing to make the defeated Central Europeans into good neighbours, nothing to stabilise the
new states of Europe, nothing to redlaim Russia...”®.

7. By 1941, however, after both capitalism and democratic government in Europe had been
virtualy destroyed, the Allied governments gave considerable weight to the economic dimenson
in their priorities for the post-war order. The third freedom in President Roosevelt’s Four
Freedoms Speech of January 1941 was “freedom from want — which trandated into world terms
means economic understandings which will secure to every naion a hedthy peacetime life for its
inhabitants - everywherein theworld”.” Thefifth principle of the Atlantic Charter of August
1941 urged the dlied governments “to bring about the fullest collaboration between dl nationsin
the economic field with the object of securing, for dl, improved labour sandards, economic
advancement and socid security”. At the heart of al such statements was the premise thet the
economic well being of countries was a primary determinant of their interna stability and in their
maintaining peaceful relaions with one ancther. The obverse was of course the belief that the
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failures of inter-war capitalism had been a mgor factor leading to the Second World War. The
satesmen who were largely responsible for creating the new post-war international order were
clearly in no doubt as to the importance of the economic dimension of security and thiswas
reflected in the network of international economic ingtitutions they created, a network which has
since greatly expanded and to which the UNECE and the other regional commissons of the
United Nations belong.

8.  For most of the period from 1948 to 1989, however, the international economic inditutions
were not generally percelved to be an integra part of the internationa security system. Security
thinking and arrangements mainly referred to the reations between states and were essentialy
concerned with the military balance between the two blocs of East and West. 1ssues such as
domedtic stahility, law and order, human rights and economic wdfare did not figure prominently
in the basic military caculus. Security and economics were for the most part kept in separate
boxes. This narrow concept of security was largely unshaken by the various politica revolts that
occurred in Eastern Europe from the early 1950s. However, it was the Helsinki process, and
especidly the Helsinki Act of 1975, that revived the idea that security was not Smply amatter of
military balances and inter-gate relaions. socia factors, human rights and economic
performance were dso crucia. This was apposite because the eventua collapse of Soviet
hegemony in Eastern Europe and the collapse of communist regimes throughout the region owed
more to domestic economic and socia factors than to the rdlative strength of military aliances®
By 1990 the shift in emphasis was very marked. In its London Declaration in July NATO stressed
its politica role and indsted that security was not Smply amilitary matter but a function of
democratic systems of government and viable market economies. Democracy, humean rights and
the market economy were judged to be interdependent and moved up the agenda of dl the
international organizations, politica and economic.’ This recovery of the wisdom of an earlier
generation, which can be seen as a culmination of the Helsinki process, amounts to the
recongtruction of alibera order of security in the ECE region where the use of force is rgjected as
ameans of resolving disputes and a common framework of laws, norms and standards put in its
place. Democratic process and economic development are key foundations of the system, but so
are human and minority rights which are seen as legitimate matters of concern by the internationd
community and, when violated, a reason for pressure on national authorities and, in extreme cases,
grounds for outsde intervention. Power relations do not disgppear of course, but smaller
countries have a gregater influence in the ingtitutions of this order than they would under a
hegemonic system. The principa ingtitutiona components of this security-cum-economic order

in Europe are the EU, NATO, the Council of Europe and the OSCE; but there are also a number
of other organizations, ether technically speciaised or the regional arms of globa organizations,
which for many years have played a vitd role in establishing and nurturing the habits of regiond
cooperation. The UNECE belongs to this latter group.

9. A key dement of this broader approach to security and of the ingtitutiona framework for a
new order is aneo-Kantian concern for justice. The cold war period was certainly one of peace
and stability, abeit without the absence of anxiety that is normally associated with the idea of
security, but most of the population of Eastern Europe would not have regarded it as“just”.
Current concerns for human rights, for economic prosperity, and for equitable and sustainable
development reflect not smply a search for stability but also the desire for a“just peace”’.X° This
was Kant's concern when he discussed the conditions for a“universa and lasting peace”. ! Kant
indsted that persons must be treated as ends themsalves and not as mere means to achieving the
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purposes of arbitrary rulers, where the subject was not a citizen, i.e., where the state was not a
republic, it is“the amplest thing to go towar”. Thustheinterna congtitution of the Sate and its
externd rolein promoting peace are inextricably linked, and so Kant’'s condition for peace is that
the condtitution of every state should be republican. This clearly anticipates the current emphasi's
on human rights and the thesis of the * democratic peace’, namdly, that liberd democracies never
declare war on one another. The thesisimplies that the members of the security community not
only share acore set of vaues but that they commit themsalves to certain norms and rules of
behaviour, and to an indtitutiona framework for the peaceful and consensud resolution of
disputes and conflicts. These vaues and processes determine both their internd political
arrangements and the conduct of inter-state relations. Countries that seek membership of the EU
and NATO, for example, are in effect not only seeking security in the narrow, traditiona sense of
the term but aso recognition as states that subscribe to the vaues and accept the disciplines of the
community of liberal democracies?

I11. Democracy and Economic Performance

10. Before summarising the essentia eements that ensure the stability of a socio-politica-
economic system, an important step in the argument isto ask if it matters for economic
performance whether a political system is democratic or not. Although the most prosperous
countries in the world are democratic, doubts are sometimes raised about the direction of
causation and it is often suggested that in poorer countries democracy may retard economic
development, for example, by encouraging high rates of consumption & the expense of
investment and by generdly undermining the ability of governments to take difficult and, in the
ghort run, painful decisonsin the country’ s longer term interest. If this were true, then the current
ingstence on liberd democracy asapillar of internationa security could be counter-productivein
many cases. The contrary argument is that democratic process and free ingtitutions are vitd in
promoting development and higher living standards. A key point is that democretic societies tend
to be much better a solving their problems and achieving their aims than authoritarian Sates.
Thisis because problem solving involves processes of trid and error, the encouragement and
toleration of open criticism, and awillingness to change direction as aresult of that criticism.*
Thelatest Nobd prize winner in economics, Joseph Stiglitz, has vigoroudy argued for the
importance of the democratic process for economic development: inter alia, the mechaniam of
“voice’ helpsto reduce the incidence of disruption by disgppointed groups, and the ingtitutions for
participation and consultation make it easier to creste the necessary consensus for reform.#

11. While admitting that knowledge about the causes of economic growth and the reasons for
inter-country differencesin performance is limited and often ambiguous about directions of
causdlity, the empirica evidence tends to support this view of the instrumenta effectiveness of
democracy. Inarecent study of 67 developing economies (including 9 ECE member countries)
over the period 1970-1989, countries with higher levels of palitica and civil liberties achieved
significantly higher growth rates than those with autocratic governments’® Moreover, the results
reject the notion of reverse causdlity™® (i.e. that democratic environments are the resuilt of
economic growth) and thus support the views of Popper, Stiglitz et. al. that democracy promotes
development. Not al democracies are economically successful, but thisis not because they are
demoacratic but because of policy mistakes, inefficient bureaucracies, bribery and corruption, and
so on, none of which are the monopoly of one régime or another. In newly independent states, or
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states with nascent democratic indtitutions, the effects of policy errors, corruption etc. may well be
much greater than €l sawhere and threaten both democracy and economic development.

12. One particular problem, however, that may apply to a number of ECE countriesin the CIS,
Is the so-called “resource curse”’, the paradox that countries with large endowments of natura
resources, especialy oil and non-fud minerals, tend to grow more dowly than resource-poor
countries and to be more prone to civil wars’” The evidence for the negative effect of ail in
restraining the development of democracy in poorer countries appears to be robust, and is not
confined to the Middle East. The suggested links between oil and authoritarianism include: a
rentier effect, whereby the government uses low tax rates and high spending to deflate popular
pressure for democracy; repression, whereby governments build up their interna security systems
to ded with incipient revolt; and a modernization effect, whereby the lack of movement into
industrial and service sector employment reduces pressures from the population to demand
democratic rights.'®

V. The Requirementsfor Systemic Stability

13. Bringing together the various strands in the above discussion, the stability of apolity or any
economic, political or socid system can be seen to depend crucidly on three main pillars, namely,
legitimacy, order, and welfare.

Legitimacy concerns the judtification of a government’ s authority over its citizens (or of an
internationa or supranational body over its members), the procedures by which that authority is
bestowed and exercised, and more generaly the manner in which palitica, economic and other
ingtitutions are rooted in and reflect the values and traditions or, in the words of Adam Smith, the
“mora sentiments’ of the population concerned. As presented above, the liberd order, and the
countries that embrace it, seeslegitimacy as bestowed by the congtitutiond principles and
processes of representative democracy. Thisis acore principle that leaves plenty of scope for
vaiation in the waysit isimplemented in practice and, indeed, for disagreement over whether the
emphasis should be more on the role of liberty and free choice (alaLocke) or on equaity and
socid judtice (ala Roussean).

Order refersto the agreed laws, rules, socid norms and informa conventions which
condtitute the structure of incentives to pursue acceptable forms of behaviour (in the paliticd,
socid and economic fields, and so on) and to sanction the unacceptable. It includesthe
ingtitutions required for government to implement its policies and for citizens to pursue their
legiimateams. A well-ordered legidative and judicid structureis crucd for meeting this
criterion.

The welfare e ement recognises that popular support for inditutions and the system asa
whole will not be sustained (or even created) if economic performance persstently falls below
expectations and too many citizens regard the digtribution of benefits and costs asunjust. As
Adam Smith put it, “ Justice is the main pillar that upholds the whole edifice”. *°

14. Saidying these basic requirements is important for maintaining the stability of any socio-
political system, beit anationd system or the European Union, an international economic
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arrangement (the Gold Standard, Bretton Woods, EMU etc.) or a collective security system
(NATO, the Warsaw Pact). With hindsght, it can be seen that what was happening in centra and
eastern Europe and the Soviet Union over along period up to 1989 was a smultaneous and inter-
related deterioration in dl three of the dements identified above — governments were increesingly
seen by the populations they governed to lack the legitimacy of popular support; the political and
socid order was undermined by disilluson with the indtitutions of the state (enhanced in eastern
Europe by resentment at interference by aforeign hegemony); and there was along-standing
deterioration in economic performance and individua wefare.

15. Thefact that no one predicted the revolutions of 1989 (except with amargin of error of
severd decades) underlines the difficulty of ng threats to systemic sability. The causd
relations among socia and politica phenomena are extremely complex, more so than in the
natural sciences. Thisisaso the case for the relationships between the three components of
gability suggested here: they are dmost certainly nortlinear and they are probably subject to
Myrdal’s process of “circular causation”.?° A serious deterioration in economic well-being may
not disturb the stability of the system if popular support for ingtitutions remains strong and if
indtitutions fulfil the expectation that they will respond to socid distress. In contrast, areatively
smaller deterioration in dl three dements might pose a much greater threat to stability. There are
a0 possible offsats within the system:  rgpid income growth may distract attention from
indtitutional weakness, or, more ominoudy, nationaism may compensate, at least for awhile, the
failings of indtitutions and poor economic performance but & the risk of afuture deterioration in
internationd relations. The tolerance of socid and economic hardship by different populations at
different times is one of the most difficult maiters for policy makers to judge — and as aresult they
are frequently taken by surprise either by sudden explosions of discontent or even by their non
appearance when most expected.?! The suggestion was sometimes made in the late 1990s that
early-warning indicators of economic threats to Sability be constructed but it is unlikely thet
smple methods, using regresson anadyss for example, would be very useful. Much more gpplied
research and quantitative andysis need to be done on this set of complex economic and
inditutional relationships. Conceptudization of the relations between economic and non-
economic variables is necessary, but the find assessment of risk will have to be largely amatter of
judgement about the interaction between quantifiable and non-quantifiable variables. Some
suggestions as to how such judgements may be improved are made below.

V. UNECE and Regional Security

16. How doesthe work of the UNECE fit into the more generd framework of security?
Although the agenda for security was congderably enlarged in the wake of the Helsinki Processin
the 1970s and by the collgpse of communism in the early 1990s, economic collaboration among
al the countries of Europe was aready seen by the founders of ECE in 1947 as“making an
important contribution to the political unity of the major powers’.?? Although that contribution
was severely condrained in the early years of the cold war, al members of the Commission
agreed on the inditution’s importance as an ingrument for regular consultation and as a“ bridge”
between east and west. Since 1954, when the Soviet Union decided to participatein dl the
technical work of the Commission, there has been continuous interaction and cooperation between
al the member States of the region. The importance of such regiona cooperation in the security
context was recognised in the Find Act of the CSCE in 1975 and subsequently in the Concluding
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Document of the Vienna Follow-Up Mesting of the CSCE in 1989. In the latter, governments
sated that they would “make further use of the existing framework, resources and experience of
the ECE in areas of ggnificance for the implementation of the recommendetions of the CSCE”.
Cooperation with the OSCE has since developed extensively, not least because Basket Two of the
Find Act of the CSCE covered many of the areas covered by the Commission. (Infact, the
negotiations on many elementsin this Basket were facilitated by the fact that they had aready
been extensvely discussed in ECE, an example of positive feedback from the “micro-levd” of
cooperation). In part for historica reasons, cooperation among governmentsin ECE has focused
on alarge number of precisaly defined technica problems on which the interested parties could
negotiate without raising larger questions about their economic and socid systems. The latter
condraint has now diminished, but in fact thistype of “grass-roots’ or bottom-up cooperation has
proved to be very successful.>® Although much of the work in developing conventions, norms
and standards rarely hits the headlines (because of its technical nature) it provides considerable
and direct benefits to member countries and is an important part of the process of rule-setting for
internationa relaions which, in turn, facilitates the economic integration of the region. The fact
that substantia economic benefits are obtained from such cooperation helps to underpin the
commitment of member states to the process Snce success raises the opportunity costs of not
cooperating. But from the perspective of the arguments presented earlier, the larger significance
of thistechnical work isthat it has helped to creste a framework in which the habits of
cooperation to overcome differences of interest and seek common ground have become deeply
entrenched over the course of nearly 50 years. Thisisno small achievement and reflects what a
collective security sysem isaming to achieve a the macro-levd. Aslong asit remains senstive
to the changing needs of member countries, especialy those with more distant prospects, or no
intention, of joining the EU, it should remain an important ECE contribution to long-run stability

in the region.?*

17.  Oneof the reasons for enlarging the security agenda to include economic, humanitarian
and other issues is to anticipate the worsening of problems with security implications in these
areas, where they often develop unseen by palitical leaders until it istoo late to avoid acriss.
Although much of the cooperation in ECE requires steady and undramatic activity over long
periods, it isimportant to ask whether the work in the Commission’s speciaised areas points to
any emerging problems that, |eft unattended, could eventudly lead to serious internaiond
tensons. The next section identifies anumber of such possble threats and the final section makes
some suggestions as to how to respond to them.

VI. Threatsto Stability in the ECE Region

18. Although there is a consensus that security in generd is greetly enhanced by economic
prosperity, repect for human and minority rights, and so on, the discussion above on the
components of systemic stability was scepticd asto the feashility of linking particular economic
circumstances to specific security risks. Economic forecasting is il highly unrdiable and to link
formal economic forecasts to socid and politica outcomes would border on the reckless.
Nevertheless, it does seem sengble to ask in afairly pragmatic way whether there are fegturesin
the economic situation that might lead to increased tensions and to discuss whether thereis a case
for precautionary action. A number of areas of risk are suggested here, some regiona and some
sectoral. It isnot meant to imply that these are the only areas where there are potentia risks but
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that prima facie they do gppear to be sufficiently important to judtify increased attention by the
Commission, its Subsidiary Bodies, and the secretariat.

19. It has been clear for some time that progress in the trangition process in eastern and central
Europe and the former Soviet Union has been very uneven — asmdl number of countriesin
central Europe have been moving ahead but others have been faling behind especidly in south
east Europe and the CI1S.2°> The ECE region is highly fragmented in terms of GDP per head — a
highly prosperous Western Europe with ardatively large degree of convergence contrastswith a
highly variegated but low-income periphery inthe east. A small group of centra Europeans
(Slovakia, Hungary, Czech Republic, and Sovenia) have average levels of GDP (in purchasing
power parity dollars) that are some 50- 70 per cent of the EU average; Poland and the Baltic States
are somewhat lower but growth and expectations are relatively strong. In south east Europe (or
the Bakans), however, GDP per head is on average at best a quarter of the EU average (and in
Albaniamuch less). For most of the latter countries the 1990s have been a decade of economic
regress and the gap between them and the prosperous west has increased — indeed the difference
between them and centra Europeisaslarge, if not larger, than that between the latter and western
Europe. Economic backwardness and stagnation, as well as high (double digit) rates of
unemployment, especialy among young males, create ided conditions for organised crime, drugs
and human trafficking, and the flow of illegd migrantsto the EU. The structurd problems of the
region are degp-seated and of long Standing:  given their unfavourable initia conditions at the

dart of trangtion, the lack of strong ingtitutions, and their locationa disadvantages vis-a-visthe
European centre, the standard policy package for reform has not proved very successful. A key
factor for the region’s development is the outlook for sustained growth in the Y ugodav economy.
Although the present government has made significant progress with reform, so far it has received
little of the expected financid support from the international community. (Y ugodaviadill hes

over hdf amillion refugees within its borders and unemployment is around 30 per cent).

20. Another group of countries that deserves close attention is Central Asa and the Caucasus
where some of the poorest countries in the ECE region are to be found, with levels of GDP per
head that are well below afifth of the EU average. Some of them will benefit from natura
resource endowments (especialy energy) but this can be amixed blessing, as noted earlier. For
those with such resources akey question iswhether they are willing and able to design a strategy
to move towards the “Norwegian” mode or smply default into a Gulf-state rentier society. At
present many of these countries are dso important links in the networks of internationa crime and
drug trafficking.

21. Intermsof the three components of stability discussed earlier there are dangers that failures
in one or two of these may create vicious circles that will be difficult to bresk without coordinated
assistance from outside. In most of south east Europe, governments are democraticaly elected
and changes have occurred peacefully, but indtitutions are often fragile or missing thereby
reducing the effectiveness of economic policy which, in turn, hel ps to weaken economic
performance and undermine the reputation of government. The combination of sub-optimal
ingtitutions and economic hardship will increase the temptation to resort to more authoritarian
rule, ostensibly to overcome opposition to reform. In CIS countries with the prospect of
subgtantid oil revenues that temptation will be greater ill.
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22. At present little information is available about the digtribution of income within these
countries and how it is corrdaed with minorities and different ethnic groups. Given the potentid
for secessionist conflict in various parts of these regions>® amuch closer monitoring of economic
and socid conditions within these countries (and their correlation with other factors such as
human rights) would appear to be important.

23. Among the sectors of ECE's work where there are problems with important implications
for security that can be eadly identified are environment and energy, and in both cases some of
the most pressng issues in these areas ae located in the relatively high risk countries of the
region identified above.

24. The ECE isthe only panEuropean indtitution for developing environmenta cooperation and
sustainable development in the region. Environmental degradation, resource depletion and
associated pill-overs to neighbouring countries have congderable potentid to creste conflict and
ingability in theregion. ECE sfocusison awide range of transboundar;/ problems— ar
pollution, water-courses, industrial accidents — and the five conventions?” that it has developed
condtitute an important ingtitutiona and legal framework for enhancing regiond cooperation and
solving disputesin a peaceful and equitable manner. The Convention on Environmental 1mpact
Assessment and on Access to |nformation, Public Participation in Decision Making and Access to
Justice in Environmental Matters (the Aarhus Convention) underpin the importance of
trangparency and public support in resolving conflict and, as such, make asignificant contribution
to the “ democratic peace’.

25. Neverthdess, mgor problems remain and one of the most serious concernsriver water.
Digputes over its use, over the actions of upstream states in reducing flows, over pollution and
qudity are widespread. Moreover thisis an area where the reach of regiond environmental
agreementsis ill limited. No agreements exist so far for dl the riparian states in the CIS and
south east Europe for the protection and sustainable use of mgor rivers such as the Bug, Debeda,
Dniestr, Dnepr, Gandari, Psou, Sava, Terek, and Trebisnjica In Centra Asathere are mgor
conflicts of interest over the use of transboundary waters between, on the one hand, for example,
Kyrgzstan and Tgjikistan, who want to increase their hydro-electric capacity, and, on the other,
Kazakhstan, Turkmenistan and Uzbekistan where the priority isfor irrigation water. Many of the
countriesin central Asia, the Caucasus, and south east Europe have yet to join the Convention on
transboundary watercourses which would oblige them to reach bilateral and multilaterd
agreements. Countries that are unable to ratify and comply with ECE’ s environmentd agreements
wesken their impact on the region as awhole and increase the risks to security. Given the
reputation of water as amajor cause of conflict,?® thisis a dangerous set of problems that require
urgent action.

26. The problems of energy are more multi-faceted and diffuse and do not appear to present
Security risks as precise or urgent as those mentioned above. But energy is obvioudy acrucid
Input to the region’ s economies and disruptions in supply, price shocks and so forth can have very
damaging economic and socia consequences. The requirements for energy security cover awide
range of issues including reducing excessve dependence on one type of energy or source of
supply, ensuring the physica safety of supply linesfor gas and oil, managing the process and
consequences of liberdizing energy markets and so on. Solving such problemsis more a matter of
sugtaining research and policy efforts over the medium term rather than responding to essily
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identified, specific threats. Among the members of the CIS, however, there have been a number of
energy-related disputes for which more urgent resolution is desirable. These concern arange of
ISsues such as pricing, non- or late payment for imports of energy, theft from trangit pipelines,
access rights to trangt infrastructures, and supply cuts sometimes with aleged politica motives.
These bilaterd frictions increase the uncertainty in the region and discourage investment by
domestic and foreign investors dike?®

27. InECE swork inthe internationa trade and trangport sectors, specific risks to security are
perhaps less common and not so easily foreseeable as those affecting water use, but interruptions
to trade and didocation of trangport connections can impose major economic costs on the
countries affected. An example of the latter is provided by the closure of the Danube and of road
links through Y ugodavia during the Kosovo conflict. More generally, the poor state of regiond
trangport networks as well as other obstacles to the smooth conduct of international economic
transactions, such as cumbersome bureaucratic procedures and other causes of long delays at
border-crossings, can create major bottlenecks in the process of regiona recovery and integration

28. Trade facilitation, better internationa transport systems, and coordination of the norms and
standards governing their operation al support the broader process of economic integration in the
ECE region, aprocess which isregarded as key in reducing the risks of violent conflict between
dates and, depending on the didtribution of the benefits, within them aswell. The important
assumptions are that integration increases prosperity for al the countries concerned and, seeing
that their improved wdfare is dependent on one another, this leads to their increasingly strong
commitment to the peaceful resolution of disputes. Somewhat paradoxicaly, however, increased
integration aso increases the vulnerability of economiesto disruption from gtrikes, accidents, and
acts of terrorism. This arises because the economic benefits of integration are closdy related to
economies of scale and an increasingly speciaised divison of [abour between enterprisesin
different countries. In turn, the latter lead to increased dependence on trade and on the means of
international communication. This increased inter-dependence is reflected in higher ratios of
trade, especidly of intra-industry trade, to GDP; but it is aso graphicdly illustrated by such facts
asthat ametaworkers drike in Germany can lead to warnings of job layoffsin Paris and
Birmingham within aweek, while afire in a components factory in Toulouse can bring a car
production linein Géteborg to ahdt in days, the closure of two Alpine road tunnels can quickly
have a sgnificant impact on the North Italian economy; and a breskdown in just one or two
computer systems can bring the civilian air traffic control system in Europe to a virtud standdtill.
Action to reduce the risk of terrorist attacks on key ingtdlations will, other thing being equd, raise
transaction cogts, nationa and internationa, throughout the region and thus dow the process of
red integration. How significant this could be is difficult to judge, but it isimportant to recognise
that, by their very nature, advanced, complex economies are full of such vulnerabilities

VIl. Responding to Economic Risksto Security

29.  ECEisnot asecurity organization dthough, like other internationa economic
organizations, its activities help to strengthen the foundations of the security sysem. A mgor
advantage of the ECE, however, derives from the combination of its pan- European and North
American membership and the multi-sectora nature of the work of its Principal Subsidiary Bodies
and its secretariat. Thisis an organization where, for example, expert work on energy, the
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environment and transport iswell established and where it should be possible to achieve aclose
integration of activities in these key sectors. Moreover, the combination of sectord expertise and
the participation of al European countries should mean that both a multi- sectoral approach to
specific sub-regions and a broader approach to sectoral issues should in principle be much easier
to achieve than in most other regiond inditutions. Theissue for ECE is rather how to
communicate its concern about the possible security implications of particular problems arisng
within its sphere of competence to those more directly concerned with security and to have those
concerns addressed in a broader political context. The discussion needsto ded firgt with what
ECE should itsdf do to make its assessments carry weight and attract attention and then with what
needs to be done to improve coordination with other indtitutionsin the region.

30. Oneof the conclusons from the andysis of the three main pillars of sability was that
interaction between socid, politica and economic factors was likely to be complex, two-way and
nortlinear. One of the difficultiesin dedling with this sort of problem isthat it rarely coincides
with the traditional boundaries of expertise, and experts often tend to remain within their specia
areas with little regard (or even sympathy) for the perspectives of other disciplines or indeed for
the consequences of their recommendations outside their particular field of respongbility. There
arered problems here of andytica integration as well as the defence of “turf”, but attemptsto
improve matters should be pursued in nationd and international organizations, and within the
ECE itsdf.

3L In ng the problems of a particular sub-region or sector the ECE dready has afairly
wide range of expertise that can in principle be brought to bear in making a reasonably
comprehensive analysis and presenting well-argued conclusions and recommendations. Thus, in
the case, say, of a sub-region such as Centrd Ada or the Balkans, Economic Analyss and
Statistics should be able to provide the broad framework of analysis and set out the principa
economic problems and policy issues; Trade and Transport ought to be able to provide a coherent
andysis of the obstacles to the recovery of sub-regiona trade and integration (south east Europe,
for example); Energy and Environment would provide smilar inputs in their areas of competence.
Similarly, in the case of sectord issues, Energy or Environment, for example, should be able to
draw on the support of Economic Analyss, Statistics, and Trangport. In practice, thistype of
coordinated effort is difficult to redize, not because the rdlevant saff is unwilling but because

their expertise is sometimes too narrow for such broader policy perspectives or, asis usudly the
case, because their resour ces are dready fully engaged by their respective PSBs. The latter are
a0 usudly reluctant to see what they regard as “their resources’ being used for purposes which
are perceived to be “outside their own agenda’. 'Y et some attempt at more integrated approaches
to policy anadyss needs to be made dong these linesif authoritative judgements are to be reached
asto the implications of ECE swork for security in individua countries and the region as a

whole.

32.  Theneed for sharper focus aso applies to the resources devoted to technical assistance.
Thus, if the water problems of the Caucasus and centrd Asa areidentified asamgor security risk
then it should become a priority for technica assstance to enable countries to ratify and

implement the Conventions and other agreements designed to reduce or remove such risk and
enhance the prospects for peaceful solutions through cooperation. Technica ass stance should
therefore be amatter of projecting the available expertise of the secretariat and its PSBs and
targeting it at clearly defined priorities.
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33.  Themoredifficult task, however, isto integrate the various economic and technica
assessments from ECE with those from other disciplines and other organizations so that an overal
judgement can be made as to the seriousness of any security threat. Thereisno point in every
“expert” and inditution overgating the importance of his or its concern: if everythingiséa risk
nothing will be done. Political leaders and their security advisers will need to have some idea,

say, of whether the probability of conflict in region or country A is high or low, and whether it is
greater than in region or country B before they decide whether they should act. A second Sagein
the assessment of risks identified by ECE within its spheres of competence, therefore, would be to
Invite comparable assessments in the same problem areas by experts in human rights,
congtitutional law, public administration, and other specialist subjects not covered by ECE. If
there is a pogitive correlation between the various anadyses the Executive Secretary might then
decide to bring the matter to the attention of the Commission (under Rule 6 of the Rules of
Procedure) and seek its advice on whether and how to proceed in drawing the atention of higher
political bodies, such as the Security Council or regiona security organizations, to the percelved
threat to security.

VIIl. Conclusion

34.  Themgor risksto security and peace in the ECE region now appear to reside not so much
in the prospect of violent inter-state conflict but in a number of interna sources of ingtability. The
latter may eadily become violent, not least because of the relatively easy access to sophisticated
wesponry by dissdent groups. The danger of war, however, isincreased if interna conflicts,
especidly those involving ethnic or other minority groups, lead to intervention by outside Sates.
Such internd conflicts, even when they engage rdatively smal numbers of armed combatants,

tend to create large-scae civilian suffering (large numbers of casudties, refugees and other
displaced people) and considerable economic costs which can spill over to neighbouring states
often with de-stabilisng consequences. The prospects for security and peace are greetly improved
by states with thriving economies and socidly acceptable distributions of incomes and wedlth;
gates with high levels of poverty and gross inequdities of incomes and wedlth increase the risks

of ingtability and disruptions of the peace. The prevention of violent conflict dependsto alarge
extent on competent and honest governments, which are accepted as legitimate by those that they
govern, and which are capable of creating order (in the broad sense of paragraph 13 above) and
sugtaining an acceptable level of economic welfare. Economic integration is aforce for increased
prosperity and reducing the risks of inter-state conflict, but the mechanics of the process dso
make economies more vulnerable to terrorist attacks and other forms of disruption.

35.  Thefaluresof preventive diplomacy areredly dueto alack of information and andysis
rather than a politica will to act. The duty of an internationd civil service, however, isto gather
the appropriate information, conduct the analysisto the best of its ability, and leave such doubts to
others.

36. Thefailuresof preventive diplomacy may be linked to alack of information and a narrow
andytical framework. The outcomes of renewed efforts for broader and sounder andysis and
information should be fed into the policy debate a nationd, regiond and internationd levels o
that the political will to act can be strengthened. Therefore international economic organizations,
such as the ECE, have a mandate to strengthen the economic foundations of security and a
respongbility to warn of any threatsto it. Such warnings must be made on the basis of thorough
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and competent anadysis if they are to carry credibility, and they must then be brought to the
atention of politica bodies with decison-making responsibility for security.
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