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THE CURRENT SITUATION IN SERBIA

WEDNESDAY, MARCH 17, 2004

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON EUROPE,
COMMITTEE ON INTERNATIONAL RELATIONS,
Washington, DC.

The Subcommittee met, pursuant to call, at 2:30 p.m. in Room
21d72, Rayburn House Office Building, Hon. Doug Bereuter pre-
siding.

Mr. BEREUTER. The Subcommittee will come to order. Today, the
European Subcommittee is considering the current situation in Ser-
bia, and we will hear first from Deputy Assistant Secretary of State
for European Affairs Kathleen Stephens, then Dr. Daniel Serwer of
the United States Institute of Peace, and then Professor Dr.
Svetozar Stojanovi¢ of the Serbian-American Center in Belgrade in
two separate panels.

Serbia is at a critical moment in its history. One year ago (as of
last Friday, March 12th) Prime Minister Djindjic was assassinated.
The United States Congress overwhelmingly passed a resolution
expressing its condolences and deepest sympathies to the people of
Serbia, and pledged to assist Serbia in its efforts to fight organized
crime and corruption. After an impressive initial crackdown on or-
ganized criminal groups by the subsequent government in response
to this tragic event, the fate of bringing the perpetrators of the as-
sassination to justice is uncertain today. Only five of the 13 in-
dicted suspects in the case have been brought to trial, a trial that
began 2% months ago. The rest remain at large. Recently, a key
witness who was to testify at the trial was murdered, execution-
style, by an unidentified gunman in front of his home on March
1st.

In the first national parliamentary elections since Prime Min-
ister Djindjic’s assassination, Serbia held elections on December 28,
2003. While approximately 60 percent of the vote went to demo-
cratic and reform-oriented parties, the Serbian Radical Party, led
by war crimes indictee, Vojislav Seselj, received the most votes of
any single party, and the Socialist Party of Serbia, the party of
Slobodan Milosevic, made a significant showing.

Why is this? Is it because of the widespread frustration of the
Serbian people with the Serbian economy, and prospects for eco-
nomic development? Is it because of frustration and cynicism with
regard to organized crime and corruption in many parts of Serbian
society? Is it a reaction to the international community’s external
pressure on Serbia to cooperate with the International Criminal
Tribunal for the Former Yugoslavia, and Chief Prosecutor Carla
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Del Ponte’s perceived intervention in the Serbian election by
issuing new indictments on October 20th of last year?

The purpose of this hearing is to consider the results of the Ser-
bian election and to assess the current situation in Serbia today.
Where is Serbia headed? What are the policy priorities of the new
government? What can be done to facilitate economic development
in Serbia? To what extent is the Serbian economy key to the eco-
nomic development of the Balkans region? What is the status of the
criminal justice system within Serbia? How can the United States
Government help the Serbian people to achieve important reforms
and to integrate into the Euro-Atlantic institutions? Has the Euro-
pean Union reformulated its policy of assistance to Serbia by condi-
tioning further political integration with Europe on prosecution of
war criminals but proceeding with financial and development aid
without conditions? How can Serbia become a partner and ally of
the United States, both in the region and in the world?

These are a few of the important questions for Serbia today. And
the answers to these questions will have implications for the entire
Balkans regions—and, I might add, for U.S. and NATO military
forces in the region.

One note. The Federal Republic of Yugoslavia ceased to exist in
February 2003, when the Yugoslav Federal Parliament adopted a
constitutional charter which created the new state union of “Serbia
and Montenegro.” Because the recent Serbian elections raise funda-
mental questions about the direction of Serbia, this hearing will
primarily focus on the current situation in the Republic of Serbia
and not the union of Serbia and Montenegro.

I encourage our witnesses to discuss the current situation in Ser-
bia and to address any and all issues that are important to the Bal-
kans region as a whole. This will help us better understand and
more precisely define our foreign policy goals as they relate to Ser-
bia, Serbia and Montenegro, and the Balkans region, and Europe.

I would like to close with one other area of thought. The impor-
tant issues with respect to the current situation in Serbia and with
respect to United States-Serbian relations are not easy issues. How
can we help the Serbian people overcome the past decade, a tragic
one, and begin working together with Europe and the United
States in partnership? It is true, of course, that many people in
Serbia today are skeptical of Euro-Atlantic institutions, particu-
larly NATO. We have to try to change that.

How can we help the Serbian people to continue to pursue demo-
cratic reforms? James Dobbins, the former senior adviser for the
Balkans to the previous Administration and a former Assistant
Secretary of State for Europe, made the following observation re-
cently. It is controversial, so I welcome witnesses and Members to
comment on it, if they care.

“It is argued that the international prosecution of war crimes
will advance the cause of both justice and reconciliation.”

This is his statement.

“Those most guilty would be punished while many followers
would be educated and reformed. The highly publicized
Milosevic trial does not seem to have had the latter effect, if
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rising support among Serb voters for ultranationalist parties is
a guide.”

He goes on to say:

“At issue is not just the balance between justice and reconcili-
ation in Serbia but between the carrots and sticks employed by
the international community to promote reform there. The
democratic regime that overthrew Mr. Milosevic 3 years ago
found itself under immediate pressure to yield defendants for
The Hague Tribunal. Having done so, Serbia has not received
aid in the magnitude that the United States or Europe pro-
vided to Bosnia or Kosovo after their conflict, let alone the
amounts lavished today on Iraq. It serves little purpose for the
international community to impose justice in The Hague if it
is not making a commensurate effort to promote democratic re-
form in Belgrade, and generous aid for post-conflict reconstruc-
tion should not be reserved for countries that must first be in-
vaded in order to be transformed.”

As I said, I invite witnesses and Members to comment on Former
Assistant Secretary Dobbins’s comments, if they care to. It is a pro-
vocative observation but one, I think, that we cannot ignore.

My Ranking Member, Mr. Wexler, the gentleman from Florida,
is involved right now on the Floor on the Iraq resolution debate,—
I will be involved later—and he has indicated that he wanted me
to go ahead. It may be that Mr. Chris Smith, not a Member of the
Subcommittee but a Member of the Full Committee, and Mr. Ben
Cardin, a Democrat from Maryland, not a Member of the Com-
mittee, but both gentlemen being involved in the U.S. House dele-
gation to the OSCE will ask to be involved in the discussion and
perhaps to make an early statement. When, in fact, I have a Demo-
cratic Member, I will entertain a unanimous consent so that that
is possible.

But now we would like to move to the first witness, Deputy As-
sistant Secretary D. Kathleen Stephens. She is a career Foreign
Service officer with the rank of Minister Counselor. She assumed
her duties as Deputy Assistant Secretary for European and Eur-
asian Affairs on December 5, 2003. Among her assignments as a
career Foreign Service officer, Ms. Stephens was Director for Euro-
pean Affairs at the National Security Council in 1994 and 1995 and
a Political Officer at the U.S. Missions in Belgrade and Zagreb in
1991 and 1992.

Secretary Stephens, your entire statement will be made a part of
the record. I understand your statement is approximately 8 min-
utes long. You take whatever time you need and proceed as you
wish.

STATEMENT OF THE HONORABLE D. KATHLEEN STEPHENS,
DEPUTY ASSISTANT SECRETARY, BUREAU OF EUROPEAN
AND EURASIAN AFFAIRS, U.S. DEPARTMENT OF STATE

Ms. STEPHENS. Thank you very much, Mr. Chairman, and thank
you for inviting me to testify before your Committee today. I am
very pleased to have this opportunity to share with you some of the
transformations that are taking place today in the Republic of Ser-
bia, to talk about how far we have come in our relationship, to un-
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derscore our continued commitment to a stable and prosperous Ser-
bia, and to outline some very serious challenges that still lie before
us, and you have outlined some of those already, and I thank you
for that.

As you know, I have submitted a written statement which ad-
dresses in some detail what we see as the most important issues
for the United States and for our relationship with Serbia as we
look both to where Serbia has been and where it is going. And,
again, Mr. Chairman, I would thank you for already outlining some
of those issues, which I would also say would include the important
and central issue of reforming the economy and restructuring it;
the progress that has been made in the key area of defense re-
form—much has been done, much remains to be done; Kosovo,
where the United States is today perhaps, as we look at some dis-
turbing events there, recommitting itself to working with the inter-
national community and the United Nations and with leaders in
both Pristina and Belgrade toward a stable, democratic future for
all of the citizens of Kosovo; and for the other issues which you
mentioned, the future of the state union and so on.

Some of these are addressed in some detail in my written state-
ment, but in the interest of time, I thought I would open by focus-
ing my initial remarks on, as you suggested, the recent election,
the implications of that election, and where we think we are head-
ed, and, in particular its impact on United States policy, notably,
our assistance policy and the approach we take to the central ques-
tion of cooperation with the International Tribunal in The Hague
and the related issue for us of certification.

You have already noted, Mr. Chairman, that it was just over a
year ago that Serbia was rocked by the assassination of Prime Min-
ister Djindjic. Rather than crumble in the face of that violent at-
tack on the republic’s very new democratic institution, Serbian
leaders did stand firm and fought back by an extraordinary, sweep-
ing crackdown on organized crime and official corruption. As you
have already noted, the energy and optimism and the commitment
in those initial months did dissipate over the course of the summer,
and by November 2003, Prime Minister Zivkovic had called for
early elections.

The elections which were held on December 28th did provoke
some rather alarming headlines that might have led some leaders
to believe that Serbia had returned to the Milosevic era. As you
have noted, it did not, but we shared the concern of many of Ser-
bia’s friends. The Serbian Radical Party, as you noted, had received
the largest number of votes, 28 percent, but still not enough to
form a government. Milosevic’s Socialist Party received only 8 per-
cent. And what the headlines did fail to capture, and I appreciate
your highlighting it, Mr. Chairman, was that democratic parties
did capture more than 60 percent of the ballots cast, indicating
that a clear majority of the Serbian voters supported a democratic
future for Serbia and not remnants of the past.

But with the great split in the democratic vote made worse by
a number of election laws which essentially discounted a significant
percentage of that vote, it took 2 months of negotiation before a mi-
nority, three-party, coalition government could be formed. That was
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formed on March 3rd, led by Former Yugoslav President Vojislav
Kostunica.

The new government has presented a legislative program that fo-
cuses on domestic issues: Adopting a new constitution, harmonizing
Serbia’s legal framework with EU standards, building state union
institutions with Montenegro, fighting corruption. Parliamentary
leaders have also called for new presidential elections in the late
spring so that Serbia is envisioned to have both a new constitution
and a new President by June 28th.

It is a very ambitious agenda, and to go to your point, Mr. Chair-
man, about what led to some of the votes and what were the under-
lying discontents, many analysts do believe that much of the Radi-
cals’ electoral success can be attributed to protest votes, that is,
voters expressing their dissatisfaction with government scandals
and little perceived improvement in the average citizen’s standard
of living.

There is a lot of polling data that confirms that economic
issues—jobs, pensions, inflation—were and remain foremost in vot-
ers’ minds. A poll done after the formation of the government has
indicated that when asked what the priorities of the new govern-
ment should be, more than 70 percent of those polled indicated that
they should be improving the standard of living, economic recovery,
and reducing unemployment. All of the other issues seem to fade,
at least at this moment, into almost nonexistence in the minds of
the public.

The economy has been stabilized over recent years, but growth
remains anemic, and unemployment is unacceptably high. Overall
unemployment—the figures are not very precise—is somewhere be-
tween 20 and 30 percent, but it is as high as 80 percent or even
higher in some areas, clearly creating very fertile ground for the
messages of nationalist and populist politicians, the ones that were
responded to in the last election.

But that underlying economic malaise and concern is one reason
why this Administration feels so strongly about our commitment to
economic reform and to cooperation in pursuing that as a part not
only of our policy in Serbia and Montenegro but of our overall pol-
icy to stabilize the Balkans and hasten their journey toward Euro-
Atlantic integration.

The United States has invested $622 million in supporting Ser-
bia and Montenegro’s development, of which $123 million has been
dedicated to facilitating economic reform.

Last year, on December 4, 2003, after close consultation with
Congress, Secretary Powell removed one of the last Milosevic-era
sanctions by restoring normal trade relations to Serbia and Monte-
negro. With the restoration of NTR, trade will now depend on con-
tinuing progress on economic reforms. We want to increase oppor-
tunities and protection for United States business and to dem-
onstrate to a clearly skeptical Serbian public the mutual benefits
of economic cooperation.

It is very notable that in 2003, despite sometimes all of the dark
news that seems to come from Serbia to the United States press,
it was thanks to investments by American firms, including U.S.
Steel, Phillip Morris, IBM, that the United States was the largest
source of new foreign investment in Serbia, investing approxi-
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mately $900 million. We want to continue and increase United
States investment in Serbia as it rebuilds and reforms its economy.

I mentioned our bilateral assistance to Serbia. It is tailored more
broadly to help Serbia build institutions necessary for foreign in-
vestors and also for an open democratic society to take root and to
prosper. This assistance to Serbia, which is budgeted at $100 mil-
lion, approximately, in this fiscal year, represents almost one-quar-
ter of our State Department’s SEED budget. That reflects the crit-
ical role that a democratic Serbia and Montenegro plays in ensur-
ing long-term peace and stability in the Balkans. In addition to eco-
nomic reform, this assistance supports democratic governance, rule
of law, independent media, and in addition to these funds, the
State Department also provides assistance to strengthen Serbia’s
export and border-control programs.

So we think we can and we want to help Serbia in its trans-
formation, but in order for Serbia to succeed, it must meet its inter-
national obligations. The most important unmet obligation, an un-
resolved legacy of the Milosevic era, is that of apprehending and
transferring to The Hague those indicted for horrendous war
crimes. To that end, for the past 4 years, Congress has conditioned
SEED and other assistance to Serbia, requiring that assistance be
suspended by a certain date unless the Secretary certifies that Ser-
bia is cooperating with the International Tribunal.

When Congress first included a certification provision for Serbia
in the Fiscal Year 2001 SEED budget, cooperation with the tri-
bunal was virtually nonexistent. Serbia has come a long way since
then, and I would note this, I think, in partial comment on Ambas-
sador Dobbins’s observations, which you quoted earlier. A total of
23 indictees have gone from Belgrade to The Hague. This number
includes, of course, Slobodan Milosevic, as well as another former
President. And since the creation of the state union and the assas-
sination of Prime Minister Djindjic last March, Belgrade officials
have increased their efforts to locate and arrest fugitive ICTY
indictees. Forgive me for using an acronym. “ICTY,” I will say, in-
stead of the “International Tribunal.”

The Serbian Government has also created a special prosecutor
and court dedicated to war crimes cases, and this is something, I
think, which has not received a great deal of attention here in the
United States. But an important test for this new court began on
March 9th, with the opening of the trial of seven defendants ac-
cused of participating in the deaths of approximately 200 POWs
and civilians at the Ovcara Farm near Vukovar in Croatia in 1991.
And I learned just a couple of hours ago that, today, a Belgrade
district court sentenced Sajha Sietan to the maximum penalty al-
lowable, 20 years, for his part as a leader in the so-called
“Skorpion” paramilitary unit, convicted of the murder of 14 ethnic
Albanians in Kosovo in 1999.

Despite improved efforts by the Serbian Government in 2003 to
locate and arrest the fugitive indictees still at large, we do believe,
however, that there are as many as 16 indictees who spend a pre-
ponderance of their time in Serbia. This includes General Ratko
Mladic, indicted, as you know, of course, in connection with the
massacre at Srebrenica and other crimes, as well as three high-
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ranking generals whose indictments ICTY made public in October
of last year and who are now living openly in Belgrade.

The United States and the international community do speak
with one voice on this. It is unacceptable that these individuals
have thus far eluded justice.

Without speaking to Secretary Powell’s upcoming decision, I can
say, vis-a-vis certification, that the Administration is not presently
satisfied with Belgrade’s level of cooperation. As a member of the
United Nations, Serbia and Montenegro is obligated to cooperate
fully with the tribunal, a U.N. institution. “Cooperation” means ap-
plying full effort to locate, arrest, and transfer fugitive indictees, as
well as making witnesses and documentary evidence available to
the tribunal.

We are particularly focused on our effort to see Ratko Mladic
brought to justice. We believe that this would be a transforming
event for Serbia and Montenegro’s democratic development, and, as
I have already emphasized, a key obligation of Serbia and Monte-
negro to the international community.

In the past 2 months, Secretary Powell, Under Secretary Gross-
man, and Under Secretary Larson have all pressed home to Ser-
bia’s new leadership the need to resolve Serbia’s outstanding tri-
bunal obligations, especially including transferring Mladic to the
tribunal. I delivered the same message when I met with Serbian
leaders, including the new Prime Minister, in Belgrade on March
4th.

Cooperation with the tribunal is the key to Serbia and
Montenegro’s future integration into the Euro-Atlantic institutions,
including membership in NATO’s Partnership for Peace and
progress toward a stabilization and association agreement with the
EU. We will continue to press this obligation.

Mr. Chairman, Slobodan Milosevic was once described as the
first politician to realize that Tito was dead. What we now have is
a policy that recognizes that Milosevic is behind bars, that his re-
gime is over, and that Serbia is on a new path. Even though the
challenges that Serbia faces are daunting, we have seen real
progress in promoting economic reform and democratic values, but
there is still work to do. The challenge now is to continue the hard
work of consolidating democratic institutions, restructuring the
economy, and honoring Serbia’s international obligations.

We want Serbia to succeed. This is an essential part of our over-
all policy of promoting Balkan stability. We are watching the new
government closely and will judge it on its actions. We now look
to the new government to demonstrate its commitment to Serbia’s
future. We will be there to assist Serbia if it chooses to continue
along the path toward Euro-Atlantic integration. Thank you, Mr.
Chairman.

[The prepared statement of Ms. Stephens follows:]

PREPARED STATEMENT OF THE HONORABLE D. KATHLEEN STEPHENS, DEPUTY ASSIST-
ANT SECRETARY, BUREAU OF EUROPEAN AND EURASIAN AFFAIRS, U.S. DEPARTMENT
OF STATE

Thank you for inviting me to testify before your committee today, Mr. Chairman.
I am pleased to have this opportunity to share with you some of the transformations
that are taking place today in the Republic of Serbia—to share how far we have
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come in our relationship, to underscore our continued commitment to a stable and
prosperous Serbia and to outline the serious challenges that remain before us.

Just over a year ago, on March 12, 2003, Serbia was rocked by the assassination
of Prime Minister Zoran Djindjic. Rather than crumble in the face of this violent
attack on the republic’s democratic institutions, Serbian leaders stood firm and
fought back by launching a sweeping crackdown on organized crime and official cor-
ruption. The investigation into the assassination revealed to the Serbian public a
nexus between organized crime, corrupt government officials and networks opposed
to cooperation with the International Criminal Tribunal for the former Yugoslavia
(ICTY). The public was appalled by the assassination and welcomed the emergency
measures instituted in its immediate aftermath, in the belief that Serbia’s leaders
were serious about completing the reform process that started with the ouster of
Slobodan Milosevic on October 5, 2000.

Unfortunately, the energy and optimism that flourished in the spring of 2003 dis-
sipated over the course of the summer. The Zivkovic government found itself caught
up in a series of public controversies and political scandals that eroded public con-
fidence and political support. In November 2003, Serbia’s third attempt to elect a
republic president failed due to insufficient voter turnout; a candidate from the ex-
tremist Serbian Radical Party stunned observers by capturing almost half the votes
cast. Parliament became bogged down in extended debate on confidence motions
challenging the government’s leaders. In November 2003, Prime Minister Zivkovic
called early elections.

ELECTION RESULTS

Alarming headlines reporting the results of the December 28th parliamentary
elections might have led readers to believe that Serbia had returned to the Milosevic
era. It did not—but we were concerned. The ultra-nationalist Serbian Radical Party
received the largest number of votes, 28 percent of the vote, but not enough seats
to form a government. Milosevic’s Socialist Party received only 8 percent. What the
headlines failed to highlight was that democratic parties captured more than 60 per-
cent of the ballots cast.

Our analysis shows that the Serbian electorate has remained remarkably stable
in the three years since the end of the Milosevic regime. In fact, democratic parties
received a larger percentage of the vote in December than they did when the Demo-
cratic Opposition of Serbia (DOS) coalition ran against Milosevic in September 2000.
The democratic bloc is fragmented, however: as a result, 9 percent of the pro-demo-
cratic, anti-nationalist vote (more than 450,000 votes) went to parties which failed
to meet the 5 percent threshold necessary to win seats in parliament. Had these
parties combined tickets with one of the larger democratic parties, the democratic
bloc would have captured 23 additional seats.. Under Serbia’s Milosevic-era electoral
rules, however, these “lost” seats went disproportionately to the party with the larg-
est plurality—the Radicals. Thus, although the Radicals received approximately a
quarter of the vote, it now has a third of the seats in Parliament. One of the first
acts of the new Parliament was to correct this anti-democratic anachronism by low-
ering the parliamentary threshold.

On March 10, 2004, after two months of negotiation, Parliament confirmed a mi-
nority three-party coalition government led by former Yugoslav President Vojislav
Kostunica. The new government has presented a legislative program that focuses
on domestic issues: adopting a new constitution, harmonizing Serbia’s legal frame-
work with EU standards, building state union institutions with sister republic Mon-
tenegro, and fighting corruption. Parliamentary leaders have called for new presi-
dential elections in the late spring, so that Serbia will have both a new Constitution
and new president by June 28.

THE ECONOMY

Many analysts believe that much of the Radicals’ electoral success can be attrib-
uted to protest votes—i.e., voters expressing their dissatisfaction with government
scandals and little improvement in the average citizen’s standard of living. Polling
data confirms that economic issues—jobs, pensions, inflation—are foremost in vot-
ers’ minds. Although the economy has been stabilized, growth is anemic and unem-
ployment high. Overall unemployment is 20-30%, but it is as high as 80-100% in
some areas—creating fertile ground for the messages of nationalist and populist
politicians. Although price and currency stabilization halted a dramatic rise in pov-
erty during the 1990s, 20% of Serbs live at or under the poverty line.

Current economic data paint a picture of fragile macroeconomic stability, threat-
ened by continued microeconomic weakness and a lack of growth. Key indicators are
mixed. GDP may have grown by as little as 1.5% in 2003, somewhat slower than
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in the previous two years. Although the previous government worked closely with
the IMF to successfully stabilize macroeconomic indicators and increase fiscal dis-
cipline, non-financial sectors of the economy remain dominated by loss-generating
socially-owned enterprises. Lack of jobs is a key source of public dissatisfaction.
And, as Serbia has yet to address restructuring of large enterprises, the situation
is likely to get worse before it gets better.

Economic reform is always difficult, but it has shown results. The average month-
ly wage in Serbia has increased from an equivalent of 50 Euros in October 2000
to 164 Euros today. Real wages have risen by 123%. Per capita GDP has increased
from less than $1000 in 2000 to about $1940 in 2003. Unfortunately, this is only
half of the level it was in 1989.

This Administration’s commitment to economic cooperation is an important part
of our overall policy to stabilize the Balkans, including Serbia and Montenegro.. The
United States has invested USD 622 million in supporting Serbia and Montenegro’s
development, USD 123 million of which has been dedicated to facilitating economic
reform. In FY2003, the United States Government provided over $31 million in eco-
nomic-related assistance to Serbia. Our assistance focuses on strengthening those
institutions that will promote and sustain economic reform and the transition to a
market economy. Through USAID, we are providing assistance to enact macro-
economic reform, improve bank supervision, strengthen the central bank, prepare
for WTO accession, restructure and privatize troubled enterprises, reform tax poli-
cies and enhance the business and investment environment. U.S. Treasury rep-
resentatives advise their Serbian counterparts on rationalizing tax policy, control-
ling public debt, rehabilitating troubled banks and combating financial crime. We
closely coordinate our economic assistance activities with other major donors.

On December 4, 2003, Secretary Powell removed one of the last Milosevic-era
sanctions by restoring Normal Trade Relations to Serbia and Montenegro. This cre-
ated a new opportunity to promote positive economic cooperation as a key pillar of
our bilateral relationship. With the restoration of NTR, trade will now depend on
continuing progress on economic reforms. We want to increase opportunities and
protection for U.S. business, and demonstrate to a skeptical Serbian public the mu-
tual benefits of economic cooperation. In 2003, thanks to investments by American
firms including U.S. Steel, Philip-Morris and IBM, the United States Was the larg-
est source of new foreign investment in Serbia, investing approximately USD 900
million. We want to continue and increase U.S. investment in Serbia as it rebuilds
and reforms its economy.

ASSISTANCE

Our bilateral assistance to Serbia is tailored to help Serbia build the institutions
necessary for an open democratic society to take root and prosper. This assistance
to Serbia—USD 100 million in FY04—represents almost a quarter of the State De-
partment’s SEED budget, reflecting the critical role that a democratic Serbia and
Montenegro plays in ensuring long-term peace and stability in the Balkans. In addi-
tion to economic reform, this assistance supports democratic governance, the rule-
of-law, and independent media. In addition to SEED funds, the State Department
also provides assistance to strengthen Serbia’s export and border control programs.
We intend to continue to work closely with the Congress to ensure that our assist-
ance package is targeted to support US interests in Serbia and Montenegro.

CERTIFICATION/ICTY COOPERATION

In order for Serbia to succeed, it must meet its international obligations. The most
important unmet obligation—an unresolved legacy of the Milosevic era—is that of
apprehending and transferring to The Hague those indicted for horrendous war
crimes. To that end, for the past four years, Congress has conditioned SEED and
other assistance to Serbia, requiring that assistance be suspended by a certain date
unless the Secretary of State certifies that Serbia is “cooperating with the Inter-
national Criminal Tribunal for the former Yugoslavia including . . . the surrender
and transfer of indictees or assistance in their apprehensmn 1nclud1ng making all
practicable efforts to apprehend and transfer Ratko Mladic.”

When Congress first included a certification provision for Serbia in the FYO01
SEED budget, cooperation with the Tribunal was virtually non-existent. Serbia has
come a long way since then. A total of 23 indictees have gone from Belgrade to The
Hague. This number includes two presidents, including Slobodan Milosevic. Serbia
and Montenegro has institutionalized procedures for cooperating with the Tribunal
through legislation and through the National Council for Coordination with the
ICTY, which reviews and responds to requests from the ICTY Prosecutor for access
to witnesses and documents. Serbia’s amended Law on ICTY cooperation has made
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it much easier for government officials to receive national security waivers, allowing
them to cooperate with ICTY investigators and testify in Tribunal proceedings. And,
since the creation of the state union and the assassination of PM Djindjic in March
2003, Belgrade officials have increased their efforts to locate and arrest fugitive
ICTY indictees.

The Serbian government has also created a special prosecutor and court dedicated
to war crimes cases. An important test for this new court began on March 9, 2004,
with the opening of the trial of seven defendants accused of participating in the
deaths of approximately 200 POWs and civilians at the Ovcara Farm near Vukovar
in Croatia in 1991. This is only the most recent domestic prosecution of war crimes
charges in Serbian courts. Last September, the Belgrade District Court convicted
and sentenced four defendants for the abduction and murder of seventeen Muslims
in October 1992. The Special Prosecutor is also in midway through the case against
a leader of the “Skorpion” paramilitary unit charged with the murder of nineteen
ethnic Albanians in Podujevo, Kosovo in 1999.

Despite improved efforts by the Serbian government in 2003 to locate and arrest
these fugitive indictees, we believe that as many as 16 ICTY indictees spend a pre-
ponderance of their time in Serbia. This includes Gen. Ratko Mladic, indicted by
ICTY in connection with the massacre at Srebrenica and other crimes, as well as
three high-ranking generals whose indictments ICTY made public in October 2003
and who are now living openly in Belgrade. The United States—and the inter-
national community—speak with one voice on this: it is unacceptable that these in-
dividuals have thus far eluded justice.

Without speaking to Secretary Powell’s upcoming decision, I can say that the Ad-
ministration is not presently satisfied with Belgrade’s level of cooperation. As a
member of the United Nations, Serbia and Montenegro is obligated to cooperate
fully with the Tribunal, a UN institution. Cooperation means applying full effort to
locate, arrest and transfer fugitive indictees, as well as making witnesses and docu-
mentary evidence available to the Tribunal. We are particularly focused on our ef-
fort to see Ratko Mladic brought to justice.

As noted earlier, the state union and republic governments have come a long way
on ICTY cooperation in the past three and a half years. While we commend Serbia
for establishing institutions to facilitate cooperation with the Tribunal, the inter-
national community also expects Serbia to render indictees to face justice before the
Tribunal. Our expectations extend beyond establishing procedures for cooperation—
plainly stated, we are looking for results. With Ratko Mladic still at large, the three
recently-indicted generals living freely in Belgrade and twelve other indictees unac-
counted for, this Administration cannot be satisfied with the current level of co-
operation with the Tribunal.

In the past two months, Secretary Powell, Under Secretary Grossman and Under
Secretary Larson have personally pressed home to Serbia’s new leadership the need
to resolve Serbia’s outstanding ICTY obligations, including especially transferring
Mladic to the Tribunal. I delivered the same message when I met with Serbian lead-
ers in Belgrade on March 4. Cooperation with the Tribunal is the key to Serbia and
Montenegro’s future integration into Euro-Atlantic institutions, including member-
ship in NATO’s Partnership for Peace and progress toward a Stabilization and Asso-
ciation Agreement with the EU. We will continue to press this obligation.

KOSOVO

Overcoming a legacy of war crimes is not the only challenge that the current lead-
ers of Serbia inherited from the Milosevic regime. Since the conclusion of the 1999
NATO campaign, Kosovo has been administered by the UN Mission in Kosovo
(UNMIK). UNSCR 1244 called for the establishment of an interim administration
for overseeing the development of provisional democratic self-governing institutions
to ensure conditions for a peaceful and normal life for all inhabitants in Kosovo.

The United States government does not support any particular future status out-
come for Kosovo. Instead, we are focused on achieving eight standards identified by
the United Nations in 2002 as critical for Kosovo’s democratic development. These
standards are the same we would expect any modern, European society to achieve.
The standards address rule of law, functioning democratic institutions, freedom of
movement, sustainable returns and the rights of minority communities, the econ-
omy, property rights, a dialogue with Belgrade, and the Kosovo Protection Corps.

The United States and our Contact Group partners (UK, France, Germany, Italy,
Russia and the EU) have proposed setting a Review Date to evaluate Kosovo’s
progress towards meeting the internationally-endorsed standards outlined by
UNMIK. Under Secretary Marc Grossman rolled out the Review Date strategy with
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UN SRSG Harri Holkeri and the Contact Group during his visit to the Balkans in
November 2003.

The first comprehensive review will occur around mid-2005, and earlier if
progress warrants it. If the review is positive, then the international community
would be prepared to begin a process—as yet undefined—to determine Kosovo’s fu-
ture status. If the review is negative, we will set a subsequent Review Date. The
Review Date process gives shape and focus to the UN-endorsed policy of “standards
before status.” Its timetable strengthens the will and the ability of the international
community and Kosovo to build institutions in Kosovo consistent with international
standards for democracy, tolerance and rule of law.

We have not ruled out any future status outcome. But the outcome must be one
that enhances regional stability. The leaders and people of Serbia play a major role
in this process. A stable, democratic, multi-ethnic Kosovo is in the interest of Serbia
and Montenegro and the entire region. Belgrade’s playing a constructive role—for
example, supporting the review date process and participating in the Belgrade-
Pristina dialogue—is the surest route to ensuring satisfactory resolutions for the
issues of greatest concern to the Serbian public: the return of persons displaced from
their homes, the security of Serbs living in Kosovo and protection of minority rights.
These are also concerns for the UN and for the Contact Group, concern reflected
in UNMIK’s Standards for Kosovo.

Serbia hosts the largest number of displaced persons in the region—over 500,000
refugees and IDPs within its borders. Approximately 225,000 of this number are
ethnic Serbs who left homes in Kosovo. Although displaced persons have returned
to Kosovo at a steadily increasing pace each year since 2000, the overall number
of returns is very small. Fewer than 10,000 Serbs have returned to Kosovo. Violence
against Serbs has declined dramatically since 1999, but the appalling murders of
Serbs in Obilic and Gorazdevac in 2003 and in Lipljan in February are compelling
evidence that much work remains to be done. We urge all the citizens of Kosovo
to cooperate fully with UNMIK, KFOR and the Kosovo Police Service, so that the
perpetrators of these crimes can be brought to justice and all residents of Kosovo
can enjoy the right to live in a safe and secure environment.

STATE UNION

Just over a year ago, the republics of Serbia and Montenegro redefined their rela-
tionship, transforming what had been the Federal Republic of Yugoslavia into the
looser state union of “Serbia and Montenegro.” The state union is led by a president
and a five-member Council of Ministers responsible for Foreign Affairs, Defense, In-
ternal and External Economic Relations and Human and Minority Rights. All other
governmental authority has devolved to the republic governments. Despite the many
compromises at the core of the state union structure, differing views about relations
between the republics make the future of the joint state uncertain in the minds of
many of its citizens.

The republics do agree, however, that accession to the European Union is the key
long-term goal of their joint foreign policy. Since the adoption of the state union’s
Constitutional Charter in February 2003, both Belgrade and Podgorica have worked
to harmonize laws in the two republics so that both are consistent with standards
in the EU. Given that the two republics have developed increasingly divergent fi-
nancial, economic and monetary systems, this has been an arduous process, one that
will likely continue for many months.

The European Commission is now conducting a feasibility study to evaluate Ser-
bia and Montenegro’s readiness to negotiate the serious obligations contained in a
Stabilisation and Association Agreement, the first step on the path to accession. If
the outcome of the feasibility study is positive, the European Commission will ini-
tiate negotiation of this contract designed to help Serbia and Montenegro undergo
the political and economic transition necessary for a closer relationship with the Eu-
ropean Union. The EC has delayed completion of the feasibility study—originally ex-
pected in the spring of this year—for a variety of factors, one being Serbia’s record
on ICTY cooperation.

DEFENSE REFORM

Progress on defense reform has been one of the true success stories for the state
union in the past year. Assuming the position of state union Defense Minister after
the Djindjic assassination, Boris Tadic immediately undertook a military house-
cleaning. He pledged full cooperation with the ICTY, dismissed Milosevic-era gen-
erals and senior officers, disbanded the “Military Commission on Cooperation with
The Hague” (which, contrary to its name, obstructed cooperation with the Tribunal),
and signed an order placing all army and MOD personnel under the obligation to
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apprehend and/or report any information on fugitive war crimes indictees. Tadic has
also implemented a sweeping agenda of defense and security reform, subordinating
the military to civilian control for the first time in more than fifty years. Serbia and
Montenegro is in the process of adopting new National Defense and Security Strate-
gies, creating a framework to right-size and modernize the military services. These
strategies identify NATO not as the enemy but as the objective.

Implementation of these reforms is essential—and we want to help. On May 6,
President Bush determined that a bilateral military relationship with Serbia and
Montenegro serves the U.S. national interest. We are ready to initiate an Inter-
national Military Education and Training program to support defense reform in Ser-
bia and Montenegro, as soon as Belgrade signs an Article 98 agreement. We are pre-
paring ourselves for an expanded bilateral military relationship by building up the
Office of the Defense Attache at Embassy Belgrade and by engaging state union offi-
cials in discussions with our senior military leaders in the region. In November
2003, Defense Minister Tadic and Army Chief of Staff Krga visited AF South. In
December, Admiral Johnson returned the courtesy, presiding over the first visit of
a U.S. naval vessel to Serbia and Montenegro with a call at the Port of Bar on De-
cember 16 and meetings with Defense Ministry and military officials in Belgrade
the following day.

On June 19, Serbia and Montenegro formally requested an invitation to join
NATO’s Partnership for Peace in a letter to then Secretary General Robertson. Bel-
grade is aware that two outstanding issues must be resolved before it can be invited
into Partnership for Peace: full cooperation with the ICTY and Belgrade’s claims
against eight NATO allies in the International Court of Justice. Once these issues
are resolved, the United States will support Serbia and Montenegro’s membership
in the Partnership for Peace.

Last July, state union Foreign Minister Svilanovic and then Serbian Prime Min-
ister Zivkovic offered to contribute a military unit to an international military oper-
ation engaged in the Global War on Terror (GWOT). Although discussions regarding
a possible deployment were suspended once parliamentary elections were called in
November 2003, we look forward to exploring this option now that the elections are
over and republic and state union ministries are being filled. Serbia and Montenegro
has also offered diplomatic support for the GWOT, welcoming the fall of Saddam
Hussein and offering material support to the new government in Afghanistan.

CONCLUSION

Milosevic was once described as the first politician to realize that Tito was dead.
What we now have is a policy that recognizes that Milosevic is behind bars, that
his regime is over and that Serbia is on a new path. Mr. Chairman, even though
the challenges that Serbia faces are daunting, we have seen real progress in pro-
moting economic reform and democratic values. There is still work to do. The chal-
lenge now is to continue the hard work of consolidating democratic institutions, re-
structuring the economy and honoring Serbia’s international obligations. We want
Serbia to succeed. This is an essential part of our overall policy of promoting Balkan
stability. We are watching the new government closely and will judge it on its ac-
tions. We now look to the new government to demonstrate its commitment to Ser-
bia’s future. We will be there to assist Serbia if it chooses to continue along the path
toward Euro-Atlantic integration.

Mr. BEREUTER. Secretary Stephens, thank you very much for
your clear and very well-organized testimony.

As I mentioned earlier, the Ranking Member, the gentleman
from Florida, Mr. Wexler, was involved in a debate on the Floor,
and I now recognize him for an opening statement.

Mr. WEXLER. I very much appreciate the Chairman’s indulgence
and want to thank him for holding today’s hearing. I have very
much appreciated the Deputy Secretary’s testimony, and I thank
you as well for being here with us.

I am going to focus my opening statement predominantly on Ser-
bia. While I know there are some Members of Congress and Ameri-
cans who still view Serbia with a jaundiced eye because of the hor-
rific atrocities that took place during the Balkan Wars, it is critical
that the United States, European Union, and the international
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community assist the Serbian Government and people as they work
toward building a lasting democracy with stability and freedom.

It is self-evident that Serbia’s success as a democratic nation is
critical to long-term stability and prosperity in the Balkans. These
goals, including political and economic transformation and integra-
tion into Euro-Atlantic institutions, can only occur if the new gov-
ernment in Belgrade comes to a definitive conclusion that its future
lies with the West, not with the sentimental past of ultranation-
alism.

I join many of my colleagues who were deeply disappointed and
taken aback that Prime Minister Kostunica chose to rely on Mr.
Milosevic’s party to support the new government. For many here
in Washington this is a step backwards after having taken signifi-
cant steps forward since the fall of Mr. Milosevic.

Domestically, Prime Minister Kostunica must deliver on his
pledge to the Serbian people to crack down on rampant corruption,
further strengthen democratic and civil institutions and the rule of
law, as well as reform Serbia’s weak economy. Belgrade must also
continue to support the successful transformation of the Serbian
and Montenegrin military, as well as the sweeping defense and
military reforms undertaken by Defense Minister Tadic. This was
a true success story in Serbia, where, for the first time in 50 years,
the defense ministry came under civilian control. Minister Tadic
also managed to uproot and discard many of Milosevic’s generals
and military officials and cooperated with The Hague.

The Prime Minister has significant obligations to address before
Serbia joins NATO’s Partnership for Peace and before it negotiates
the EU’s Stabilization and Association Agreement. So far, the
Prime Minister has sent mixed messages to Washington, Brussels,
and The Hague. I was encouraged by his speech on March 2nd be-
fore the Serbian Parliament, where he stated, and I quote:

“Membership of the European Union is something that has to
be done. There is no alternative to the European road for Ser-
bia and Montenegro.”

However, I was deeply disturbed by his February 21 statement,
where he said:

“Cooperation with the International Criminal Tribunal for the
Former Yugoslavia is not a priority for his government.”

While the United States and the EU should assist Serbia and
Montenegro on its path toward European integration, it must be
made abundantly clear to the new government that the door to the
EU and NATO will remain closed unless Belgrade fully cooperates
with the ICTY and turns over General Mladic to the tribunal.

Mr. Chairman, Serbia is at an historic crossroad, and we must
be ready to offer both carrots and sticks as Belgrade makes difficult
political and economic decisions. It is very much in America’s inter-
est to ensure that Serbia’s path to democracy is not blocked or hin-
dered by forces connected to the war and destruction of the 1990s.
It is in this vein, I hope that Prime Minister Kostunica continues
to build his country for a prosperous future while at the same time
reconciling with the painful past. And, again, I thank you for giv-
ing me the time.
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If T could, Mr. Chairman, ask for unanimous consent to put in
the record Representative Cardin’s statement as a member of the
Helsinki Commission.

Mr. BEREUTER. Without objection. And I will ask that Congress-
man Chris Smith’s, also a member of the Commission, statement
be made a part of the record.

Mr. WEXLER. Thank you.

Mr. BEREUTER. Without objection, that will be the order in both
cases, and I thank the gentleman for his statement. We will now
proceed with questions under the Subcommittee’s 5-minute rule. I
will say to Mr. Wexler, I think, by the looks of things, we should
be able to go to two rounds with the Secretary before we go to the
second panel. And in light of one of the comments you made near
the end of your opening statement, Mr. Wexler, I want to focus a
little bit on the European Union in my first question.

They recently postponed completion of a feasibility study on the
drafting of a Stabilization and Association Agreement with Serbia
and Montenegro until the new government’s policies become clear.
So far, so good. If that is the case, why is the EU moving ahead
with plans to approve approximately 300 million euros in economic
aid to Serbia and Montenegro on March 25th? Does the EU not
condition economic assistance on cooperation with the International
War Crimes Tribunal?

Ms. STEPHENS. Thank you, Mr. Chairman. My understanding is
the EU does not condition its economic assistance in the same way
that the United States conditions our assistance. That said, we
speak with one voice on the issue of cooperation with the tribunal
and the issue of democratic and economic reform. I know that EU
leaders have spoken, both publicly and privately, about this in re-
cent weeks and, in particular, have pointed to the feasibility study,
which is the path to the EU, as a path that can only be pursued
once there is full cooperation with the ICTY.

Mr. BEREUTER. Madam Secretary, has the U.S. formally com-
mented to the EU about the 300 million euro aid package?

Ms. STEPHENS. We try to coordinate our policy in the Balkans
and in Serbia and Montenegro very closely with the EU because we
do share the joint objective of accelerating Serbia and Montenegro’s
movement toward integration into Europe, and, yes, we have con-
sulted closely with them about how we approach these issues and
how we can best, as Congressman Wexler talked about, use carrots
and sticks and encourage the best outcome.

Mr‘.? BEREUTER. Did we express a difference of opinion on this
issue?

Ms. STEPHENS. As I said, my understanding from the EU is that
they approach their assistance and the issue of conditionality in a
different way. They see the feasibility study and the kinds of things
that they say publicly and politically as their means of reinforcing
their concerns.

Mr. BEREUTER. I understand that that is apparently the case, but
I am really asking, have we officially commented and expressed
anyh ?concerns about that differentiation that they are proceeding
with?

Ms. STEPHENS. I was actually in Brussels last week, and we dis-
cussed this, and we have had some other discussions as well, and
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I do not know exactly what their timetable is for their own assist-
ance. What they did say to me is they feel that much of their as-
sistance is aimed not at supporting the government but at devel-
oping the kinds of institutions that will be needed to join Europe.
We are trying to coordinate as closely as we can, given that we
have different rules, different ways of sometimes approaching it.

Mr. BEREUTER. From that, I gather, we did not object or did not
express our concerns.

Although there has been some macroeconomic progress, and you
pointed that out, perhaps more than the American public under-
stands and maybe more than the public generally understands.
Still I understand one of the challenges that we hear about from
Serbians, but also from Americans who are interested in Serbia, is
that the registration, pursuit of the various licenses to conduct a
business as a small business entrepreneurial person or family, is
very difficult today. Do you know if Serbia is attempting to effec-
tively deal with this problem, and have they requested assistance
from the European Union or the United States or any other entity?

Ms. STEPHENS. My understanding is that our assistance pro-
grams—I do not know about the EU assistance programs, but we
have assistance programs that are specifically aimed at promoting
a better business environment for small businesses, addressing, as
I mentioned in my testimony, the overriding issue of unemploy-
ment, and the way to do that may be by promoting small business
development, cutting through the bureaucracy. That is a part of the
overall economic institutional reforms that we are supporting.

Mr. BEREUTER. I will come back and talk a bit about the Inter-
national Criminal Tribunal and Serbia’s cooperation or noncoopera-
tion in a minute or 2.

I would like to turn to the Ranking Member for his questions.

Mr. WEXLER. Thank you again. I have somewhat of a conflict
within my own thinking. On the one hand, it seems the reforms
adopted within the Defense Ministry in Serbia are nothing less
than profound in an extremely positive way, and I would think ev-
eryone in the United States, as well as everyone in the European
Union, would both applaud it and want to pursue a path that en-
courages that kind of reform.

So, on the one hand, if we talk about the need for the Govern-
ment to cooperate with the International War Crimes Tribunal,
and if we go beyond just simply saying cooperation and say that
there is a nexus between cooperation and then entry into the Euro-
pean Union and entry into NATO’s Partnership for Peace, I am cu-
rious what effect a failure of an invitation to NATO’s Partnership
for Peace at the Istanbul Summit would have on the reform effort?
Would we be undermining it, in your view? Is that an appropriate
equation of carrot and stick? Leave it at that for now.

Ms. STEPHENS. Thank you. As I outlined in some detail in my
written testimony—I did not mention it earlier, but I appreciate
your mentioning and emphasizing this whole area of defense re-
form, the particular role that Defense Minister Tadic has played,
in really some leading and some very courageous and transforming
ways, the reform of this key institution in ways that would be hard
for us to have imagined a couple of years ago. We want to support
this and are supporting this in every way that we possibly can,
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and, again, in my written testimony, I do outline the way we have
tried to deepen our military-to-military relationship and our sup-
port for those reforms.

We feel, and I think that we are joined by our NATO allies in
feeling, however, that in order for Serbia-Montenegro to join the
Partnership for Peace, they do need to demonstrate cooperation
with the ICTY, as well as drop some suits that they have brought
in the ICJ, in order to, again, put the legacy of the Milosevic years
behind them, and I think that is how I would characterize this
issue of cooperation with the ICTY.

Serbia has come very, very far, as I have outlined, in terms of
doing some things that were politically very, very difficult and in
some ways very dangerous to fulfill their obligations. It is time now
to close the book on ICTY. It is time to close the door on the
Milosevic years, and the way to do that is by coming to closure on
these remaining indictees, notably, Ratko Mladic.

If they fail to do that, if they fail to get into PFP in June. It is
March. I believe there is still time for success, and this Administra-
tion and our efforts are devoted to working with this new govern-
ment in every way we possibly can to make success the outcome
because it is just too important to the region, and it is too impor-
tant to us, and it is, most of all, too important to Serbia and Monte-
negro to fail.

Mr. WEXLER. The thing that I would be most interested in hear-
ing, at this point, which I think, is where the Chairman suggested
he was going. I was in The Hague a couple of weeks ago and met
with the prosecutor, and the prosecutor voiced her satisfaction with
American participation and cooperation, and I applaud the State
Department for that. I know