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CH AP T ER      I  :  T HE P RO BL EM AT I Q U E

1.        Organization of the report   

S i nc e  M a r c h 1998, t he  thr e e  s o- c a l le d V i s e gr a d c ount r ie s  ( H unga r y, Cz e c h Re publi c  a nd P ola nd) ,
Cypr us , S love nia  a nd E s t oni a  a r e  ne goti a ti ng the i r  m e m be r s hip into the  E U . T his  a r e  c ons i de r e d to be  t he 
f i r s t w a ve  c ountr ie s . E ntr y i s  not  s c he dul e d to t a ke  pla c e  be f or e  2003, but m os t l ike ly e ntr y w il l be 
de la ye d a t l e a s t until  2005 , a s  indi c a t e d by t he  pr e s s  a t t he  ti me  of  w r it ing ( s umme r  2000) .

A  s e c ond w a ve  of  a ppli c a nts  i nc l uding S lova kia , Roma ni a , L i thua nia , L a tvia  , M a l ta  a nd Bul ga r ia  ha ve 
a l s o s t a r te d ne goti a ti ons  i n F e br ua r y 2000 f or  the ir  e ntr y int o the  E U , a s  a gr e e d a t  the  E U ’ s  H e ls inki
Counc il  of  D e c e mbe r  1999. T he y a r e  not the  f oc us  of  this  r e por t f or  dif f e r e nt  r e a s ons :

0)  the  r e s e a r c h pr opos a l of  N ove mbe r  1998 a ppr ove d by t he  F E M I S E  S t e e r ing Com mit te e  r e f e r r e d
only to t he  f i r s t  w a ve  of  a pplic a nts .

0)  a s  a n out c om e  of  the  K os ovo c r is i s  of  mi d- 1999, the  E U  de c ide d unde r  t he  pr e s s ur e  of  e ve nt s  t o
a c c e le r a t e  qui te  une xpe c te dly to ope n ne goti a ti ons  w it h a  s e c ond gr oup of  s ix a ppl ic a nt s  a nd a c c e pt 
T ur ke y a s  a  c a ndi da te  f or  a c c e s s ion.

0)  a l though the  of f i c i a l E U  pos i tion is  tha t a ny of  the  12 c ountr ie s  c onduc ti ng ne got ia tions  c oul d e nt e r 
w he n it  w oul d be  r e a dy i n t e r ms  of  the  a dopt ion of  t he     a c quis    , the  f a c t t ha t ne goti a t ions  w it h the 
s e c ond gr oup ha s  s t a r t e d tw o ye a r s  a f te r  t hos e  w i th the  f ir s t gr oup i s  l ike ly i n pr a c ti c e  to r e ta r d
the i r  e nt r y in r e la tion to the  f ir s t gr oup.

0)  I t  i s  pol iti c a lly i nc onc e iva ble  tha t c ount r i e s  in the  f ir s t  gr oup be  a s ke d to pos t pone  e ntr y unti l
( s om e )  c ount r i e s  of  the  s e c ond gr oup a r e  r e a dy f or  a c c e s s ion.

0)  T he  e nt r y of  s ix c ount r i e s  a t  the  s a m e  tim e  is  a     pr e m ie r e     i n the  E U ’ s  hi s t or y a nd is  a l r e a dy
c ons ide r e d t o le a d to ove r l oa d i n s om e  me m be r  c ountr ie s ; it  is  unli ke ly tha n mor e  tha n s i x c ountr ie s 
w oul d e nt e r  the  E U  a t the  s a m e  da t e .

Re ga r di ng pos s ibl e  e nt r y da te s , mos t e xpe r ts  do not e xpe c t the  f ir s t w a ve  of  a c c e s s i ons  t o t a ke  pla c e 
be f or e  2005 f or  dif f e r e nt r e a s ons  ( e .g. P ola nd’ s  e c onomy w i ll not be  r e a dy a s  i t s e e ms  until  t he n a nd a n
E nla r ge me nt w i thout  P ola nd is  di f f ic ult  to e nvi s a ge ) .

T he  ba s ic  a i m of  this  r e s e a r c h r e por t  i s  t o inve s tiga t e  t he  e f f e c ts  on M e dite r r a ne a n N on- M e m be r 
Countr i e s ( M N M Cs )  of  a ppl ying to the  s ix a ppl ic a nt s  f or  f ull  me mbe r s hi p i nt o t he  E U  be longing t o t he 
f i r s t w a ve  t he     a c quis        c omm una ut a ir e     a )  in the  dom a in of  t he  I nte r na l M a r ke t a nd b)  i n a ll  the  r e m a i ning
doma ins  w hic h a r e  i mpos e d on ne w  E U  m e m be r  c ountr ie s  ( s uc h a s  H ome  a nd J us tic e  A f f a i r s  or  the 
Comm on Comme r c ia l  P oli c y) . A  s e c onda r y obj e c t i s  to inve s ti ga te   how  the  s hi f t f r om a  E ur ope a n U nion
of  15 m e m be r  s ta t e s  to one  w i th 21 me mbe r  s t a te s  c ould a f f e c t c ount r i e s  in the  U ni on's  M e dit e r r a ne a n
pe r i phe r y. N ot  only the  s iz e  of  the  E U  c ha nge s  but a ls o i ts  pr of ile  a nd c e nt e r  of  gr a vity.  T his  r e quir e s 
a m ong othe r s  t o r e s e a r c h the  f or e i gn e c onomi c  poli c ie s ( inc luding tr a de  poli c y)  of  t he  s pe c if i c  c a ndi da t e 
c ountr i e s  now  a pplying t o e nt e r  the  E U  in the  e a r ly ye a r s  of  t he  X X I s t c e ntur y, na me ly thr e e  Ce nt r a l a nd
E a s t e r n E ur ope a n c ount r i e s , a  Ba lt ic  c ount r y a nd a  M e dite r r a ne a n c ountr y ( na m e l y Cypr us ) .

T he  r e por t pr oc e e ds  a s  f oll ow s :
F i r s t, it  f oc us s e s  on the     a  pr ior i    i mplic a t ions  tha t f or  M N M Cs  ha s  a ny s igni f ic a nt c ha nge  i n t he     a c quis 
c omm una ut a ir e    . T he  l a t te r  i s  c ons ta nt ly be ing e xte nde d to ne w  dom a i ns  a nd e mbr a c e s  a n e ve r - i nc r e a s ing
numbe r  of  c ountr i e s . M N M Cs  m us t ke e p t r a c k of  a l l thi s , gi ve n t he ir  e c onomi c  de pe nde nc e  on the  E U .
T he  r e por t br i e f l y r e vie w s  c hr onol ogi c a lly t he  r e c e nt his tor y of  r e la tions  be tw e e n t he  E U  a nd the  s ix
a ppl ic a nt  c ountr i e s  a nd the n ta ke s  s t oc k of  the  c ur r e nt ne goti a t ions  be t w e e n both. T he  r e por t  t ur ns  the n
it s  a tt e ntion to a  mor e  s ys te ma t ic  a na l ys i s  of  the  s pe c if ic  e f f e c ts  on M N M Cs  t r a de , i nw a r d F D I  a nd
mi gr a nt  f low s  of  the  e li mina t ion of  va r ious  e c onomic  ba r r ie r s  to the  move m e nt  of  goods , s e r vic e s , c a pi ta l
a nd pe opl e  be t w e e n the  E U  a nd the  s ix a ppl ic a nt  c ountr ie s . T he  S ingle  M a r ke t is  only a  pa r t of  the 
a c quis    . T he  E nl a r ge m e nt , inc or por a t ing s ix c ount r i e s  w i th the ir  ow n polic y tr a di tions , w il l a ls o c ha nge 
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the  E U  in s ome  r e s pe c t s  w hi c h mus t  be  e xpl or e d. A  ve r y im por ta nt  a s pe c t r e s e a r c he d i s  how  the  E ur o- 
M e di te r r a ne a n P a r tne r s hi p m ight be  a f f e c te d by the  ne xt E nl a r ge m e nt .

T he  out w a r d im pli c a tions  of  t he  ne xt E nla r ge me nt of  the  E U  ha ve  not  be e n e xte ns ive ly r e s e a r c he d unt il
now  give n the  topic a li ty of  t he  s ubje c t  a nd the  f a c t  t ha t  t he  te r ms  t o be  of f e r e d to a ppl ic a nt  c ountr i e s 
dur i ng the  ongoing ne got ia t ions  a r e  not  ye t know n. T hi s  r e por t  f ill s  a  ga p in t his  r e s pe c t, c onc e nt r a t ing on
the  impli c a t ions  f or  M e dite r r a ne a n N on me m be r  Countr ie s .

T his  r e por t is  or ga niz e d by c ha pt e r s . T he  numbe r ing of  f ootnote s  s ta r ts  a ne w  i n e a c h c ha pte r . L a r ge 
ta bl e s  a r e  i nc lude d in a n A ppe ndix.

2. Ba s i c  impli c a t ions  f or          M N M Cs  of  e xt e nding the  I nte r na l M a r ke t f or  goods , s e r vic e s  a nd f a c t or s  of 
pr oduc t ion t o the  ne w  a ppli c a nts 

I n f a c t , looki ng ba c k f or  a  m ome nt , t he  e c onomi c  int e gr a t ion of   the  ne w  a ppli c a nts , le a vi ng Cypr us 
a s ide , ha s  pr oc e e de d by pr ogr e s s ive  s te ps  s i nc e  t he  f a ll of  the  Be r li n W a l l m or e  t ha n a  de c a de  a go a nd
ha s  le d t o a  f or m ida bl e  inc r e a s e  i n t he  tr a de  i n goods  be tw e e n t he s e  c ount r ie s  a nd t he  E U  a s  w e ll  a s  i n
inw a r d F D I  ( s e e  t a ble  A 8) . M e mbe r s hip w ill  be  t he  la s t  a nd mos t impor ta nt s te p in the  pr oc e s s  of  hi s tor i c 
r a ppr oc he me nt of  E a s te r n E ur ope  to W e s t e r n E ur ope . F oc us s ing on tr a de  , f or  a  mom e nt, it  is  obvi ous 
tha t  the  de e pe ning in the  pr oc e s s  of  e c onomi c  i nt e gr a t ion of  t he  V i s e gr a d c ount r ie s , E s tonia  a nd Cypr us 
in t he  E U   w il l c ontinue  to l e a d t o a n inc r e a s e  i n t r a de  be tw e e n the  f or me r  a nd the  la t te r . D e pe ndi ng on
the  int e gr a t ion s ta ge  r e a c he d by t he  a ppli c a nts  a t a  give n poi nt  of  t ime  ( ope ni ng of  the  E U  ma r ke ts 
w i thout  r e c i pr oc i ty, a  F T A  or  a  Cus toms  U nion)  the  e f f e c t s  on M N M Cs  a r e  di f f e r e nt . M or e ove r  the s e 
e f f e c ts  de pe nd a s  w e ll  on t he  inte gr a ti on s t a ge  r e a c he d by the  M N M Cs  w it h t he  E U .

I n T a bl e  1 a  s c he me  w i th the  dif f e r e nt c a s e s  ha ve  be e n li s t e d, s pe c if ying in e a c h c a s e , t he  e xpe c te d t r a de 
e f f e c ts  on M N M Cs  , a ll ot he r  t hings  r e ma ini ng e qua l.

    T a bl e  1: T r a de  E f f e c ts  on        M N M Cs 

A ppl ica nt s  U ni lat er al EU F T A Cus t oms  U nion
         opening w i th EU 

M N M Cs 

U nil ate r a l         T r a de Tr ade      I ncr eas ed appl .
EU  opening          di ver s i on di ve r s i on        im por ts  f r om 

( P r e f .  i n f avour           M N M Cs       
of 
er os ion) EU  e xpor t er s 

F T A  w it h Tr ade            T r a de I ncr eas ed appl .
EU di ve r s i on   di ver s i on   im por ts  f r om 

( P r e f . ( in f avour  of       M N M Cs 
er os ion)   EU  expor te r s ) 

Cus t oms  U nion I ncr eas ed I ncr eas ed          I nc r e as e d
M N M Cs  i mp.       M N M Cs  i mp.         appl - M N M C
f r om  appl .  f r om  appl .          tr ade

T he  ta ble  mus t  be  r e a d a c r os s  a  gi ve n l ine , s inc e  the  f oc us  of  t his  r e por t  is  on t he  e f f e c ts  on M N M Cs . I n
e ve r y w indow  a r e  r e gis te r e d t he  e f f e c ts  w hic h c a n be  e xpe c t e d a t  di f f e r e nt  s t a ge s  of  inte gr a ti on of  the 
ne w  a ppli c a nts  w i th the  E U  on M N M Cs , a s  a  f unc t ion of  the  s ta ge  the  l a tt e r  a r e  in. F or  e a c h inte gr a tion
s t a ge  of  the  s ix a ppli c a nts  i n t he  E U  a r e  me nti one d the  a dditi ona l e f f e c ts  in r e la ti on to the  pr e vi ous  s ta ge .

T he  int e r pr e ta tion of  T a ble  1 is  c ompli c a t e d by dif f e r e nt  f a c t or s :

- the  int e r f e r e nc e  of  mult ila te r a l  w ith r e gi ona l li be r a l iz a ti on, e .g. t he  pr ogr e s s i ve  a ppli c a tion of  U r ugua y
Round r e s oluti ons  both by t he  E U , the  s ix a ppli c a nt c ount r i e s  a nd t he  M N M Cs  or  of  a  ne w  Round of 
mult ila te r a l  t r a de  ne got ia t ions  tha t w ould ha ve  e nde d s uc c e s s f ul ly be f or e  the  ne xt  E U  E nl a r ge m e nt .
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- r e gi ona l int e gr a t ion i nt o t he  E U  by dif f e r e nt M N M Cs  a nd di f f e r e nt  a ppl ic a nt s  i s  not  m a de  a c c or ding t o
the  s a m e  tim e t a bl e s . M os t M N M Cs  a r e  s t il l a t a  s ta ge  indic a t e d in the  f ir s t  li ne , but  not s o I s r a e l, w hic h i s 
in t he  s e c ond line  in pr a c t ic e  s inc e  1989 a nd T ur ke y i n t he  thir d s inc e  1996. I n t he  c ont e xt  of  t he  E ur o- 
M e d P a r tne r s hi p, T unis ia , J or da n, the  P A  a nd M or oc c o ha ve  a lr e a dy c onc lude d i ndus t r i a l F T A 
a gr e e me nt s  w it h t he  E U , w hi le  E gypt, A l ge r ia , S yr ia  a nd  the  L e ba non ha ve  not ye t  done  s o. But  a s  c a n
be  s e e n f r om  t he  ta ble  t he  r e la t ive  pos iti on of  M N M Cs  doe s  not  c ha nge  muc h w he n s w itc hi ng f r om li ne  1
to l ine  2. O nl y a  c us t om s  uni on r e gim e  ( li ne  3)  c a n le a d to di f f e r e nt  e f f e c ts . T hi s  onl y c onc e r ns  T ur ke y
f or  the  m ome nt . But  this  is  pr e c is e ly a n i mpor t a nt c a s e , s i nc e  T ur ke y is  by f a r , a mong the  M N M Cs , the 
mos t  im por ta nt  tr a de  pa r tne r  of  the  l a r ge s t a ppli c a nt c ount r ie s  ( a l l in Ce ntr a l  E ur ope ) .

W ha t  is  pr e s e nte d a bove  r e ga r ding tr a de  in goods  c a n be  a ls o a pplie d obvious l y to s e r vi c e s  ( a l though t he 
inte r na l r e gim e  of  the  E U  i n tha t c a s e  r e s e m ble s  mor e  a  f r e e  t r a de  a r e a  r a the r  tha n a  c us tom s  uni on) . T he 
c onc e pt  of  dive r s ion c a n a l s o be  a ppl ie d t o c a pit a l a nd l a bour  m ove me nts  ( in ot he r  w or ds  to inve s tm e nt 
a nd to mi gr a ti on) . T he r e f or e  the  s c he me  in T a bl e  1 c a n be  a ppl ie d f or  ma tt e r s  r e la ti ng to the  I nt e r na l 
M a r ke t in ge ne r a l .

O n t e r m s  of  me thods  us e d, a ns w e r s  to the  i s s ue s  r a is e d a bove  w il l be  ta c kl e d by a ppl ying e c onomic 
r e a s oni ng a nd tools  us e d in e mpi r i c a l  e c onom ic  r e s e a r c h.

3. T he  E U - 21 a nd the         M N M Cs       :  i s s ue s  of  poli ti c a l  e c onom y

W he n de a l ing w ith t he  e xte r na l pr of il e  of  the  ne w  E ur ope a n U ni on a f te r  t he  ne xt  E nla r ge me nt, t he 
f oll ow i ng que s tions  c ome  to m ind:

a . W ill  t he  c ha nge  in the  ge ogr a phic a l c e nt e r  of  gr a vity of  t he  E U  a f f e c t  it s  e c onomic  poli c i e s  r e ga r di ng
M N M Cs ? 

b. H ow  w i ll e ne r gy de pe nde nc y c ha nge ? 

c . W ha t  w ill  t he  li ke l y e f f e c t of  the  E nla r ge me nt  be  on t he  E U 's  ove r s e a s  de ve l opm e nt a s s is t a nc e 
poli c ie s ? 

d. H ow  w i ll the  E nl a r ge m e nt  a f f e c t  H ome  a nd J us ti c e  A f f a i r s , t a king i nto a c c ount t ha t by the  t ime  of 
a c c e s s i on, t he  S c he nge n A gr e e me nt w il l be  pa r t a nd pa r c e l  of  t he  E U 's  le gi s la ti on? 

e . Cha nge s  i n the  e c onom ic  pr of i le  a nd s iz e  of  the  E U  a nd i ts  outw a r d im pl ic a ti ons 

f . W ha t  w ill  be  t he  e xpe c te d pol ic y i nput of  the  ne w  m e mbe r  c ountr i e s  in M e di te r r a ne a n- r e la t e d is s ue s ? 

g.  W ha t a r e  t he  li ke l y ins ti tut iona l  c ha nge s  br ought a bout  by t he  c oming E nl a r ge m e nt a nd how  w il l this 
a f f e c t r e la t ions  w i th M N M Cs ? 

T he s e  a nd ot he r  r e l a te d is s ue s  w il l be  a ddr e s s e d e it he r  i ndivi dua ll y or  s ubs ume d i n Cha pt e r  V  , us i ng f or 
the  a na lys is  c ompa r a ti ve  s t a t is t ic s  a nd doc ume nta tion a s  w e ll a s  e xpe r t opini ons  c ol le c te d i n in- de pth
inte r vi e w s .

4. H ow  do the  a ppli c a nts  a nd         M N M Cs  c om pa r e ?  S ome  ba s i c  i ndic a tor s 

It is quite common , e.g. in European Commission documents, to draw statistical comparisons
between the EU 15  and the six applicant countries on the one hand ; and between the EU and
MNMCs on the other. Much less frequent is to draw comparisons between the two peripheral group
of countries. In the appendix to this report (see tables A1 to A8)  have been included basic economic
indicators for the EU 15, the applicant countries and the MNMCs, allowing for this second type of
comparison.

Focussing on 1999 GDP data, the aggregate GDP of the six applicants (including Cyprus) reached
293.8 billion $ in current prices, whereas the corresponding figure for  10 MNMCs (excluding Cyprus
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and Malta, but including Turkey) was 560.6 billion $. This means that the economic size of  the latter
group is about twice the one of the first wave of applicants. Of course both aggregate figures are
dwarfed by the one reflecting the aggregate GDP figure for the EU-15, namely  8494.5   billion $,
since MNMCs  represent  6.6  percent of that figure, while applicants barely  3.5 percent. .
Noteworthy is that the economic size of Poland is smaller than Turkey’s, but larger than Egypt ‘s and
Israel’s. The Czech Republic and Hungary can be compared in size to Algeria , but are larger than the
other Maghreb economies. Estonia and Cyprus are in the same league as Jordan, and smaller than
Lebanon, Syria or Tunisia.

A comparison of GDP growth rates shows that in the last three years (1997-99) the growth record of
the six applicants has been sustained at relatively high levels in Hungary, Poland and Slovenia, much
less so in the Czech Republic , Estonia and Cyprus, where growth rates have been fluctuating , at
times reaching very unsatisfactory levels, quite alike most MNMCs with the exception of  Tunisia and
Egypt , both of which sustaining growth rates above 5 percent.

GDP per Capita is both an indicator for relative living standards and for development levels. On
aggregate a comparison between the applicants and MNMCs shows clearly that the former have
higher income levels than the latter. Excluding the odd cases of Cyprus in the first group and Israel in
the second, the applicants 1999 GDP per capita range from Poland’s  3978 $ to Slovenia’s  10802 $,
while MNMCs 1999 GDP per capita range from 1045$ in Syria to 5131 $ in Libya. Noteworthy is
that Israel has a higher GDP per capita at current prices than any of the six applicants. To be noted
also is that the four Central European candidates and Estonia have been doing a lot of catching-up in
the last decade. A comparison of 1990 GDP per capita figures shows that  at the time Poland’s
income level was similar to the one of Algeria and Tunisia and smaller than the one of Turkey. And
Estonia was then in the same league as Morocco, Jordan, Syria and Lebanon.

In terms of inflation and monetary stability, MNMCs (with the important exception of Turkey) had
reached lower levels of inflation by 1999 than the applicants although both groups , starting from
different absolute inflation levels , have been doing quite well in the last five years  in terms of
reducing inflation.

With the help of WTO trade data it is easy to see that applicant countries have become very open
economies. The 1999 export / GDP ratios of Hungary, Estonia and the Czech Republic (about 50% or
more) were much higher  than those of the most open economies among MNMCs,  such as  Tunisia
(28% ) or  Israel  (27%). In absolute figures, the Czech Republic or Poland were exporting more than
Turkey or Israel, the two leading MNMC traders. A similar record can be observed on the import
side. Poland is by far now the leading importer among the countries in the EU’s neighbourhood: 44.5
billion $ in 1999, followed  by Turkey  with 39.2 billion $ and  Israel with 33.1 billion $.

The impressive record of  openness of the six applicants is confirmed when looking at FDI inflows.
On their own, they absorbed  billion  10.5 $ in 1998 (half of it to Poland), twice the amount  (5.2
billion $ ) attracted by the 10 MNMCs considered in the corresponding tables. 
S umm ing up,  a lthough  M N M Cs   a s  a  gr oup ha ve  a  la r ge r  e c onomi c  s iz e  t ha n t he  a ppl ic a nt  c ountr i e s  of 
the  f ir s t  w a ve , bot h gr oups  a r e  ve r y s m a ll  w he n c ompa r e d to the  E U 15. T he  gr ow t h r e c or d of  M N M Cs 
ha s  be e n le s s  impr e s s i ve  in t he  la s t thr e e  ye a r s   tha n the  one  of  t he  a ppli c a nts , pa r ti c ul a r ly in pe r  c a pit a 
te r m s . T his  is  pa r t ly due  to  ma s s i ve  F D I  i nf low s  int o the  c a ndida te  c ountr ie s ,  muc h le s s  s i gnif i c a nt in
the  c a s e  of  M N M Cs . T he  de gr e e  of  ope nne s s  of  t he  ne w  a pplic a nts  is  a l s o la r ge r   t ha n t he  one  of  the 
M N M Cs . O n the  othe r  ha nd, t he  r e c or d of  the  la t te r  i n te r ms  of  m one ta r y s t a bi li ty is  be tt e r  ove r a ll  tha n
the  one  of   the  a ppl ic a nt s .

5. A  s ur ve y of  E U  r e la ti ons  w ith t he  non- M e dite r r a ne a n a ppl ic a nt s  f r om 1988 t o 1998

U nti l 1988 t he  f r a m e w or k f or  tr a de  r e la tions  be tw e e n t he  E C a nd E a s te r n E ur ope  c ould be  l a r ge l y
s umm a r i z e d a s  be i ng c ha r a c t e r iz e d by a )  a  la c k of  a  c om pr e he ns ive  bila te r a l  a nd multi la te r a l  le ga l
f r a m e w or k; b)  a  num be r  of  s e c t or i a l  a gr e e m e nts , r e la ti ng to s e ns iti ve  pr oduc t s ;  c )  a n i mpr e s s i ve  numbe r 
of  de s t r uc ti ve  unil a te r a l E E C tr a de  pol ic y m e a s ur e s  gove r ni ng im por ts  f r om  s o- c a ll e d s t a t e - t r a ding
c ountr i e s . E xpor t s  of  a  la r ge  numbe r  of  goods  , i nc l uding s o- c a l le d “ dua l- us e  goods ”  f r om  the  E C to
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s t a t e - t r a ding c ount r ie s  w e r e  s ubje c t to s t r i c t e xpor t c ontr ols . By me a ns  of  a  ve r y a c ti ve  a nti - dumping
poli c y, t he  im por ts  f r om  s t a t e - t r a ding c ount r ie s  w e r e  r e s tr ic t e d on a  ma s s ive  s c a l e .

O n J une  25 1988 a  J oint D e c la r a t ion be t w e e n the  E C a nd CO M E CO N  e s ta bl is hing m ut ua l  r e c ogniti on
w a s  s igne d. I t  put a n e nd t o a  s it ua t ion of  de  jur e  non- r e c ognit ion of  the  E C by CO M E CO N  c ount r i e s  a nd
le d to a  qui c k a c c r e di ta tion of  mi s s i ons  of  thos e  c ountr i e s  to t he  E C. But  the  de c la r a t ion a s  s uc h la c ke d
s ubs ta nc e . S oon a f t e r  this  de c la r a tion, a  10- ye a r  a gr e e me nt  w i th H unga r y on t r a de , c omm e r c ia l a nd
e c onomi c  c oope r a ti on w a s  s igne d by t he  E C, la t e r  on w ith othe r  CE E C, s t il l unde r  c ommuni s t
gove r nm e nts . T he  s t r uc tur e  of  this  f i r s t ge ne r a ti on of  a gr e e me nt s  ( T r a de  a nd Coope r a ti on A gr e e me nts ) 
w a s  the  s a me . T he  t r a de  c ha pt e r  c onte mpla t e d the  gr a dua l e l imi na tion of  Q Rs , de a dline s  be ing s e t  f or 
1994 or  1995.  I t  w a s  too l it tle  a nd too l a t e . V e r y quic kly the s e  a gr e e m e nts  w e r e  s upe r s e de d ( but  f or  the 
c a s e  of  t he  c ount r i e s  of  the  CI S )  by a  num be r  of  ge ne r ous  unil a t e r a l me a s ur e s  t a ke n by the  E C w it hi n t he 
P H A RE  pr ogr a mm e . S pe c i f i c  ( to e x- Come c on c ountr ie s )  a nd non- s pe c i f i c  Q Rs  w e r e  e li mi na t e d or 
s us pe nde d on t he  s pot. M e a nw hile  CO M E CO N  w a s  di s s olve d in 1991.

A t  t he  P a r is  S umm it  of  J uly 1989, the  G - 7 a s ke d t he  E C Comm is s ion t o c oor dina t e  t he  s uppor t  f or  the 
pr oc e s s  of  pol iti c a l a nd e c onomi c  r e f or ms  in E a s t e r n E ur ope . M or e  pr e c is e l y i t w a s  a s ke d to c oor dina t e 
e c onomi c  a s s is ta nc e  f or  H unga r y a nd P ol a nd. T hi s  pr ogr a mm e  w a s  c a ll e d P H A RE , or igi na lly only a ime d
a t  s uppor ting r e f or m i n the s e  c ountr i e s  but la t e r  e xte nde d to Cz e c hos lova kia , Bulga r ia , Y ugos l a vi a , E a s t 
G e r m a ny a nd Roma nia  ( P ologne /H ongr ie : A c t ions  pour  la  Re c onve r s ion E c onomi que ) . I n D e c e mbe r 
1989 the  f ir s t  300 mil li on E CU  w e r e  a ll oc a te d f or  tha t  pur pos e  ( to be  s pe nt unt il the  e nd of  1990) . T he 
thr e e  Ba l tic  s ta t e s  w e r e  a dde d t o the  l is t  i n 1991/92. T he  P H A RE  pr ogr a m me , now  a  de c a de  old, ha s  be e n
ve r y s uc c e s s f ul. I t  ha s  be c om e  t he  la r ge s t  f ina nc ia l  i ns t r ume nt f or  know - how  tr a ns f e r  t o CE E Cs ; it s 
inf l ue nc e  on t he  tr a ns it ion pr oc e s s  ha s  be e n s ubs ta nti a l a nd r e c ogni z e d; it  s uppor t e d a r e a s  r e ga r ding
w hic h othe r  donor s  did not de vot e  ma ny r e s our c e s .

A s  pa r t  of  t he  P H A RE  pr ogr a mm e  of  r e f or ms  the  E C de c ide d a t  the   e nd of  1989 to e xte nd G S P  be ne f i ts 
to H unga r y a nd P ola nd a s  f r om  1990. T he  s a me  w oul d a pply a s  f r om  1991 on f or  Cz e c hos lova kia  a nd
Bulga r i a  ( Roma nia  ha vi ng r e c e ive d G S P  be ne f i ts  s i nc e  t he  1970s ) . By 1990, CE E Cs  ha d be e n pr om ote d
f r om  be ing c ons ide r e d s t a te - t r a ding c ountr ie s  t o be i ng c ons ide r e d G S P  c ountr i e s  in t he  E C’ s  pyr a m id of 
pr ivile ge . S ti ll, t his  t r e a tm e nt  w a s  le s s  ge ne r ous  t ha n t he  one  r e c e i ve d by M N M Cs  a t tha t tim e .

I n t he  e a r ly 1990s  the  m ood i n t he  E C w a s  one  of  “ w a it  a nd s e e ”  r e ga r ding CE E Cs . T he  s a m e  a pplie s  to
the  U S S R w hic h w a s  in a  s t a ge  of  dis inte gr a tion. T his  pr ude nc e  c a n a ls o be  e xpla i ne d by the  e c onom ic 
r e c e s s i on unf oldi ng in m uc h of  W e s te r n E ur ope . M or e ove r  m a ny i n the  E C s a i d t ha t a ny f ur t he r 
e nla r ge me nt ( i nc l uding t he  one  be i ng s t udi e d the n to i nc l ude  E F T A  c ountr ie s )  w ould unde r m ine  t he 
c ohe s ion w it hi n t he  E C. O the r s  w a nte d pr e c is e ly t his  t o ha ppe n ( e .g. the  U K ) , w hic h le d t he m  t o ba c k a 
quic k e nl a r ge m e nt  t ow a r ds  t he  E a s t . A s s oc i a t ion w a s  the n c ons i de r e d a s  a  s hor t t e r m r e s pons e  to be 
r e a l iz e d ove r  a  m e dium  t e r m  pe r i od of  t ime . S o w he n the  Com mis s i on la unc he d i n 1990 a  pr opos a l  to
c onc lude  a s s oc ia t ion a gr e e m e nts  c a lle d E ur ope  a gr e e m e nts  a s  a n a lte r na ti ve  to a c c e s s ion i t did pr oba bl y
not e xpe c t t ha t s uc h a gr e e me nts  w ould gr a dua lly e vol ve  tow a r d the  m a i n ve hic l e  to pr e pa r e  f or  a c c e s s ion.
T he  ne w  a s s oc i a ti on a gr e e me nt s  w ould c onc e r n 10 t o 11 c ount r ie s  in CE E C but not  e x- S ovi e t  U nion
c ountr i e s  w i th w hic h t he  ide a  w a s  to c onc l ude  s o- c a l le d P a r tne r s hip a nd Coope r a ti on A gr e e me nts 
( P CA s ) . T he r e f or e  f r om the n on, a  c le a r  dif f e r e nti a ti on w a s  done  be t w e e n the s e  t w o gr oups  ( w i th the 
thr e e  Ba l tic  c ountr ie s  be ing tr a ns f e r r e d qui c kl y la t e r  on f r om  t he  s e c ond to the  f ir s t gr oup) .

T he  f ir s t  E A s  ( E ur ope  A gr e e me nts )  w e r e  ne got ia t e d w i th P ola nd, H unga r y a nd Cz e c h a nd S l ova k
Re publi c s  a nd s igne d i n D e c e m be r  1991. I n 1993 E A s  w e r e  s igne d w it h Rom a ni a  a nd Bulga r ia . T he s e 
w e r e  a s s oc ia tion a gr e e me nts  a c c or ding t o a r t ic l e  238 w hi c h r e quir e d r a t if ic a ti on by a l l E U  me mbe r  s ta te s ,
the  E P  a nd t he  CE E Cs  c onc e r ne d t he ms e lve s . Be c a us e  t ha t m e a nt a  c ons i de r a ble  de la y i n t he ir  e ntr y i nto
f or c e , I nte r im  A gr e e me nt s  w e r e  s igne d s e pa r a te l y inc or por a t ing t he  E A s  tr a de  a nd tr a de - r e la te d
pr ovis i ons . T he  E A  w it h P ol a nd a nd H unga r y e nte r e d i nt o f or c e  only in 1994, w hi le  the  othe r  f our  E A s  in
1995. M e a nw hil e  E A s  w e r e  s igne d t ha t ye a r  w it h t he  thr e e  Ba l tic  S ta t e s  a nd s ti ll  la te r  on in 1996 w i th
S l ove ni a . T he  a gr e e me nts  c ont e mpla te d t he  e s ta bli s hm e nt of  indus tr i a l  f r e e  tr a de  i n a  pe r iod of  10 ye a r s .
T he  E U  e nde a vour e d to f r e e  the  a c c e s s  t o i ts  ma r ke ts  i n a  pe r i od of  f ive  ye a r s . T he r e f or e  the  a gr e e me nts 
w e r e  a s ym me t r i c  i n f a vour  of  the  CE E Cs . S pe c i f i c  pr ovis ions  a ppli e d to s te e l, te xt ile s  a nd c l ot hing ,
a gr i c ul tur e  a nd f is he r ie s . M ove m e nt of  pe r s ons , e s ta bl is hme nt, s upply of  s e r vic e s , pa ym e nts , c a pi ta l,
c ompe ti ti on a nd a ppr oxim a ti on w e r e  c ont a ine d in s pe c if ic  c ha pt e r s . A c c e s s  to E I B c r e dit s  w a s  a ls o
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c ont e mpla te d, a pa r t  f r om  P H A RE . N ote w or thy i s  t ha t a nt i- dum ping a nd s a f e gua r d m e a s ur e s  w e r e 
a l low e d unde r  the  E A s . T he y w e r e  s t il l a pplie d in the  e a r ly ye a r s  of  a s s oc i a t ion but w i th de c r e a s ing
f r e que nc y. S ti ll s ome  c onti nge nt  pr ot e c tion c onti nue s  to be  a ppl ie d by t he  E U  up t o thi s  ve r y da y on
f utur e  E U  me mbe r s  f r om  CE E C. Q ui te  s i gnif i c a ntl y a s  f r om 1994 the  E C c ons i de r e d the s e  c ountr ie s  a s 
ma r ke t e c onomi e s  f or  t he  a ppl ic a ti on of  a nti - dumping m e a s ur e s .

T he  CE E Cs  a nd Ba lt ic  c ount r i e s  los t ve r y quic kly inte r e s t in the  E A s  a nd pr e s s e d i nf or m a l ly f or  m or e ,
na me ly me mbe r s hip. But  a c c e s s ion be c a me  a  c ommon obj e c tive  to both the s e  c ountr ie s  a nd the  E U  onl y
a t  t he  Cope nha ge n E ur ope a n Counc il  of  21- 22 J une  1993. T he r e  i t w a s  a c c e pt e d tha t the  a s s oc i a t e d
c ountr i e s  or  t hos e  to be c om e  a s s oc ia t e s  ( c f . Ba lt ic  s t a t e s )  c oul d a pply f or  me m be r s hip. T he  E A s 
c ont a ine d in t he i r  pr e a m ble  only a  s e nt e nc e  s a ying t ha t a c c e s s ion w a s  the  a s s oc ia t e d c ountr y’ s  ul ti ma t e 
obje c ti ve , not  a  mutua l one  s ha r e d w i th the  E U . H ow e ve r  i n the  c onc lus ions  of  t he  Counc il  the  c ondi tions 
w hic h ha d to be  s a t is f ie d by the  a ppl ic a nt  c ountr ie s  w e r e  m e nt ione d, w it hout pr opos i ng how e ve r  a 
ti me ta ble  f or  a c c e s s ion. I t  w a s  s a id a l s o tha t a c c e s s i on w ould t a ke  pla c e  a s  s oon a s  the  c a ndi da t e  c ount r y
c oul d a s s ume  t he  obliga t ions  of  me mbe r s hip, inc luding s ta bi lit y of  ins ti tutions  gua r a nt e e ing de moc r a c y,
the  r ul e  of  la w , huma n r ights  a nd the  r e s pe c t f or  a nd pr ote c ti on of  m inor i tie s ;  the  e xi s t e nc e  of  a 
f unc tioni ng ma r ke t e c onomy a s  w e ll  a s  t he  c a pa c it y t o c ope  w it h c om pe tit ive  pr e s s ur e s  a nd ma r ke t f or c e s 
w i thin the  U ni on. T he     a c quis     w ould ha ve  to be  e nti r e ly a bs or be d w it h no opt - outs  pos s ible . T he  E U 
im pos e d on i ts e lf  a  c onditi on: t he  c a pa c it y to a bs or b ne w  m e mbe r s , w hile  m a inta ini ng the  mom e ntum  of 
E ur ope a n int e gr a t ion, a n is s ue  w hi c h w a s  not  a ddr e s s e d in t he  ot he r  e nla r ge me nt  to t a ke  pla c e  in 1995.
T he  e nl a r ge m e nt of  the  E U  t o the  E a s t  w oul d ha ve , it  w a s  r e c ogni z e d, im por ta nt im pli c a tions  f or  the  E Cs 
budge t, s tr uc t ur a l pol ic ie s  a nd  the  CA P . T he  S umm it  a l s o de c i de d on e mba r king i n a  s o- c a l le d s tr uc t ur e d
r e la tions hip w ith t he  c a ndi da te  c ount r i e s  a nd t hi s  i n the  t hr e e  pil la r s  of  the  E U . T he  “ A ppr oxima ti on “ of 
la w s  be c a me  a l s o a n im por ta nt  a s pe c t;  i n pr a c ti c e  it  m e a nt a  pr oc e s s  of  a l ignme nt of  E A s  c ount r ie s ’ 
le gi s la ti on w i th E C r ule s . D e  f a c t o c a ndida t e  c ountr ie s  w e r e  s uppos e d to do m uc h of  w ha t E E A  c ountr ie s 
ha d ha d t o do onc e  in the  E E A , onl y t ha t now  it  w a s  de c ide d tha t  a ppl ic a nt  c ountr i e s  w oul d ha ve  t o do
the  a ppr oxim a t ion w e ll  be f or e  e ntr y.

I n s pit e  of  the  i nt e r i m a ppli c a t ion of  the  E A s  the  bila te r a l  t r a de  de f ic it of  CE E C w i th the  E C di d t e nd t o
inc r e a s e . T he  E A  a gr e e me nts  c a me  unde r  c r i ti c is m f r om va r ious  qua r t e r s  f or  the  de gr e e  of  E C
pr ot e c t ionis m the y r e t a i ne d a nd this  is  w hy s inc e  Cope nha ge n a  s upple me nta r y e f f or t w a s  m a de  by t he 
Comm is s ion t o a c c e l e r a te  tr a de  li be r a l iz a ti on a nd ma ke  up f or  t he  ins uf f i c i e nc ie s  of  the  E A s . A l l dut ie s ,
Q Rs  w e r e  gone  by J a nua r y 1 1995. F or  s t e e l  Q Rs  w e r e  imm e dia t e l y l if te d w hil e  ta r i f f s  w e r e  pha s e d out
by 1996. A s  to te xt ile s , both ta r i f f s  a nd Q Rs  w e r e  e li mi na t e d e nti r e l y by D e c e m be r  31 1997. A gr i c ul tur e 
w a s  le f t a s i de . O n the  othe r  ha nd, CE E C w e r e  a l low e d unde r  the  E A s  to r a is e  t a r i f f s  f or  inf a nt indus tr y
r e a s ons . I t c a n be  s a i d tha t by 1997 CE E Cs  a nd Ba lt ic  c ount r i e s  w e r e  be ing t r e a te d c om me r c i a ll y a s  w e ll
a s  M N M Cs  a nd ha d the r e f or e  c a tc he d- up w it h t he m i n the  E U ’ s  pyr a mid of  pr i vil e ge  i n pr a c t ic e  a nd this 
is  s pit e  of  the  l a unc hing of  the  E ur o- M e di te r r a ne a n P a r tne r s hi p in Ba r c e lona  in N ove mbe r  1995. T he 
a s s oc ia ti on a gr e e me nts  t o be  c onc l ude d w it h e a c h M N M C did not c onte mpla t e  the  pos s ibili ty of  E U 
me mbe r s hi p, s ome t hi ng w hic h ha d be e n de c ide d r e ga r di ng CE E Cs , Ba lti c  c ount r ie s , Cypr us  a nd M a l ta 
a l r e a dy i n 1993.E ve n a  f or m a l  c ompa r i s on be t w e e n the  pr e s e nt c ontr a c t ua l  r e la ti ons  of  t he  E U  a nd it s 
tw o pe r iphe r ie s  s how s  tha t the  " E ur ope  A gr e e me nts "  by the ms e lve s  r e pr e s e nt  a  type  of  r e la tions hip of  a 
s l ightl y de e pe r  na t ur e  t ha n t he  one  e mbodi e d in t he  bi la t e r a l F T A  a gr e e m e nts  s i gne d or  to be  s igne d w i th
M N M Cs  i n the  c ont e xt of  the  E M P . F or  ins ta nc e  t he  " E ur ope  A gr e e m e nt s "  inc l ude  poli ti c a l 
c onditi ona li ty c l a us e s   r e qui r ing CE E Cs  t o but tr e s s  de moc r a c y, tr a ns pa r e nc y a nd t he  r ule  of  l a w . Both
type s  of  a gr e e me nts  ha ve  a s  a  f i na l goa l i ndus t r i a l f r ee  tr a de  a nd a s ymm e t r y in tr a ns it ion pe r iods  is  a  r ul e .
H ow e ve r  t he  la tte r  a r e  s hor te r  i n the  c a s e  of  t he  " E ur ope  A gr e e m e nt s "  ( 10 ye a r s  ins t e a d of  12 ye a r s  f or 
the  E U - M N M Cs  a gr e e m e nts ) . Re ga r ding te c hnic a l ha r m oni z a tion, the  " E ur ope  a gr e e me nts "  c onte mpl a t e 
the  a ppr oxim a t ion of  CE E Cs  l a w s  t o the  E U  a c quis  ove r  ti me , w hil e  the  E ur o- M e d a gr e e me nts  ha ve 
r a the r  a n ope n- e nde d a ppr oxim a ti on obje c ti ve . Cumula t ion of  r ul e s  of  or igin a m ong CE E Cs  i s  a ls o
c ont e mpla te d ( a nd i s  i n pla c e  s i nc e  1995) . Re ga r ding s a f e gua r ds  a nd a nti - dumping dut ie s  the y c a n be 
im pos e d by t he  E U  only a f te r  c ons ulta ti on w i th the  CE E Cs . T he r e  i s  no s uc h lim it a ti on in t he  c a s e  of  the 
E ur o- M e d a gr e e me nts . Re ga r ding s e r vic e s , r ight of  e s ta bli s hme nt, inte lle c t ua l  pr ope r ty r i ght s  a nd t he  f r e e 
move me nt of  c a pit a l , a ga in the  CE E Cs  a r e  s uppos e d to a djus t to the     a c quis        c omm una ut a ir e     ove r  t im e . I n
the  c a s e  of  M N M Cs , the r e  a r e  no s ubs ta nti a l pr ovi s i ons  r e ga r ding t he s e  ite ms .

T he r e f or e  e ve n a s s uming tha t CE E Cs  a nd Ba lt ic  c ount r i e s  ha d not  be e n of f e r e d m e mbe r s hi p by the  E U  in
1993, E A s  w ould ha ve  be e n pl a c e d s l igh t l y highe r  up i n the  E U ’ s  pyr a mid of  pr i vil e ge  t ha n t he 
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a s s oc ia ti on a gr e e me nts  t o be  s igne d w it h M N M Cs  unde r  the  E M P 1. N ote w or thy how e ve r  i s  tha t bot h
type s  of  a gr e e me nts  di d not  c ont e m pla te  the  int e gr a t ion of   the s e  tw o gr oup of  c ountr ie s  i n t he  E U ’ s 
I nte r na l M a r ke t, a  ma r ke d dif f e r e nc e  w i th me mbe r s hip i n t he  E ur ope a n E c onomic  A r e a  , a ppl ie d t o
E F T A  c ountr i e s  ( e xc luding S w i tz e r l a nd)  s inc e  1994.

6. T he  E U  r e la tions  w i th the  Re public  of  Cypr us  unti l 1998 ( e c onomi c  dim e ns ion) 

T he  A s s oc ia t ion A gr e e m e nt of  D e c e m be r  1972 pr ovide d f or  t he  c r e a tion of  a  c us toms  union i n t w o
s t a ge s , t he  f i r s t  of  w hi c h w a s  onl y c om ple te d by 1988. I n O c tobe r  1987, the  Re publ ic  of   Cypr us  a nd the 
E C s igne d a  pr otoc ol l a ying dow n t he  c ondi ti ons  a nd pr oc e dur e s  f or  the  i mple m e nta t ion of  the  s e c ond
s t a ge  w hi c h w a s  i ts e lf  divi de d i nt o t w o pha s e s . T he  f i r s t  pha s e  of  10 ye a r s  w ould la s t until  t he  e nd of 
1997. D ur ing t his  pe r i od, Cypr us  ha d to e nti r e l y a boli s h a l l c us tom s  dut ie s  f or  indus tr ia l pr oduc ts 
or igina ti ng in the  E C a nd a dopt the  E C' s  CCT 2. I n f a c t  a  Cus toms  U nions  ha d onl y t o be  in pl a c e  be t w e e n
the  Re public  of  Cypr us  a nd the  E C by the  e nd of  t he  s e c ond pha s e  in 2001 or  2002. T he  t w o pa r t ie s  ha d
a l s o to e lim ina te  a ll ta r if f s  on a  numbe r  of  ke y a gr ic ult ur a l pr oduc t s  i n Cypr us ' e xpor t ba s ke t i nc luding
ne w  pot a t oe s , c it r us  f r uit a nd w ine , w hile  Q Rs  impos e d by the  E C on Cypr us  w ould be  pr ogr e s s ive ly
e nla r ge d. T his  s e c ond pha s e  a s  f or e s e e n in A r ti c l e  29 of  the  1987 P r otoc ol , w ould la s t f our  or  f i ve 
ye a r s ( he nc e  the  da t e s  of  2001 or  2002) , dur i ng w hic h both pa r t ie s  w ould ta ke  the  ne c e s s a r y s te ps  to
c omple t e  f r e e  tr a de  in a gr i c ultur a l pr oduc ts . N ot w it hs ta ndi ng a l l t hi s , the  Re publ ic  of  Cypr us  s ubm itt e d a 
f or m a l a ppli c a tion f or  a c c e s s ion t o t he  E C on J ul y 4 1990.

7. N e goti a ti ons  f or  a c c e s s i on into the  E U  of  Cypr us  a nd s om e        CE E Cs  a nd Ba lt ic  c ount r i e s 

I n J uly 1997 a f te r  a gr e e me nt on the  T r e a ty of  A ms te r da m w a s  r e a c he d t he  Commi s s ion pr e s e nte d
A ge nda  2000. I t a ls o publis he d i ts  O pinions  on the  a pplic a t ions  on it s  de s k unt il the n. T he  A ge nda 
ba s i c a l ly ignor e d T ur ke y. Ba s e d on the  1997 L uxe m bour g E ur ope a n Counc il de c is ions  a nd on the 
s t r a te gic  ba c kgr ound e s t a bl is he d i n t he  A ge nda  2000 of f ic ia l ne goti a t ions  on a c c e s s i on s t a r t e d in M a r c h
1998 w i th a  f i r s t  ba tc h of  f our  CE E Cs  , one  Ba lti c  c ount r y a nd t he  Re publi c  of  Cypr us . Countr i e s  w e r e 
s e le c te d on the  ba s is  of  c omplia nc e  w it h t he  Cope nha ge n c r i te r ia  a nd a n a s s e s s m e nt  of  t he  c a pa c it y of 
c a ndida te s  t o a bs or b t he     a c quis    . N e got ia tions  s t a r te d w ith a  s o- c a ll e d s c r e e ni ng e xe r c is e . S o, A ge nda 
2000 w a s  ba s e d on dif f e r e nt ia tion, f l e xibi li ty  a nd  a ls o t he  ne e d of  inte r na l r e f or ms  of  the  E U . I n f a c t, the 
a c c e s s i on pr oc e s s  w a s  ope n f or  t he  12 a ppl ic a nt  c ountr ie s . T he  s e c ond w a ve  of  ( 6)  c a ndi da te  c ount r i e s 
w a s  invit e d to join A c c e s s i on P a r t ne r s hips , w hi c h me a ns  t ha t a ll  f or m s  of  a s s is ta nc e  to CE E C, inc luding
P H A RE  w ould f a ll w i thi n a  s ingle  f r a m e w or k. P r e - a c c e s s ion f ina nc ia l  a s s i s t a nc e  w ould be  i nc r e a s e d.
T ur ke y w a s  not  inc l ude d a mong the  lis t of  c a ndi da te  c ount r i e s  a nd w ould not a s s is t , e ve n if  invit e d, t o the 
L ondon Conf e r e nc e  of  e a r ly 1998 .I n A ge nda  2000 t he  Commi s s ion put the  t ot a l of  75 bn E ur os  a s  the 
e xtr a  c os t t ha t t he  E nla r ge me nt w a s   s uppos e d to c os t the  U ni on.

O ve r  the  ye a r s , t r a de  r e la t ions  ha ve  e xpe r ie nc e d a  dr a ma t ic  ge ogr a phi c  r e or ie nt a ti on a nd s tr uc tur a l 
c ha nge  ha s  r e s ult e d in r a pi dl y gr ow ing ma r ke t s ha r e s  on bot h s ide s . T he  tr a de  i mpa c t of  t he  E A s  ha s  be e n
im por ta nt  qua ntit a t ive ly. T he  E A  c ountr ie s  a lr e a dy e xpor t e d s ome  48%  of  the ir  e xpor t s  t o the  E U  i n
1992. A t tha t tim e , the i r  s ha r e  in e xtr a - E U  impor ts  w a s  onl y 3.3% . T oge t he r  w it h S love nia  a nd the  t hr e e 
Ba lt ic  s t a t e s  the  1994 s ha r e  in E U  e xte r na l im por ts  ha d r is e n to 5.74% . I n a gr i c ultur e  the  bil a t e r a l tr a de 
ba la nc e  ha s  s w ung dr a m a t ic a ll y i n the  E U ’ s  f a vour . T his  i s  due  not s ur pr is i ngly to the  f a c t tha t E U 
e xpor ts  a r e  s ubs idi z e d, w hile  CE E Cs  e xpor t s  to the  E U  a r e  not. F D I  invol ve d bot h i n the  pr iva ti z a tion
pr oc e s s  a nd in gr e e n f ie ld a c tivit ie s  ha s  c r e a t e d f unda me nt a l pi lla r s  f or  s us ta ina bl e  de ve lopm e nt ,
te c hnol ogic a l upgr a ding a nd l e ga l ha r m oni z a tion w it h the  E U .

I n pa s s ing, f r om a  s tr ic t e c onom ic  vi e w poi nt , a c c e di ng now a da ys  to the  E U  is  not a s  e a s y a s  it  us e d to be 
in t he  1980s  f or  S pa in, P or tuga l  a nd G r e e c e , c ountr i e s  w hic h c a n be  c ompa r e d f or  m a ny pur pos e s  to t he 
s i x a ppli c a nts  of  t he  f i r s t  w a ve . T he  a c c e s s ion of  thir d c ountr ie s  t o t he  E C i mpl ie d t he n “ only” : 1)  T he 

                                                          
1 An exception to what is said here is the 1995 EU-Israel agreement which contemplates the conclusion of
separate agreements between the two sides, e.g. in R and D leading to the integration of Israel in the EU’s
scientific space. Certain experts would place because of this the EU-Israel association agreement at par or even
above the EA in the EU’s pyramid of privilege.
2 T he  EC  a bol i s he d  l ong  a go ta r i f f s  on  C ypr us ' i nd us t r i a l  ex por t s .
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e s ta bli s hme nt of  a  c us toms  union be tw e e n t he  Comm uni ty a nd the  ne w  me mbe r s  ( r e l a ti ng to t r a de  in
goods ) ;  2)  t he  a ppl ic a ti on by one  mor e  c ount r y of  the  Com mon A gr ic ult ur a l P ol ic y a nd 3)  t he  a dopt ion
by t he  ne w  m e m be r  of  t he  c ont r a c tua l r e la t ions hip w hic h t he  E C ha d w i th thir d c ountr ie s . S inc e  the 
r a ti f ic a t ion of  t he  S i ngle  E ur ope a n A c t  in 1987, w hi c h r e s ulte d in the  c r e a ti on of  t he  S i ngl e  M a r ke t i n
1993, t he  e l im ina ti on of  a l l non- t a r i f f  ba r r ie r s  on tr a de  i n goods  a nd i n s e r vi c e s  be tw e e n t he  E C a nd the 
ne w  me m be r  w a s  the n a dde d t o the     a c quis .    W it h t he  r a ti f ic a t ion of  t he  M a a s tr i c ht T r e a ty ( in 1993)  t he 
la tt e r  w a s  e nl a r ge d a ga i n i n the  e c onom ic  f i e l d( s te ps  tow a r ds  E M U ) ; but  a l s o in t he  f or e i gn poli c y a nd
s e c ur it y f ie ld a nd in the  hom e  a nd jus t ic e  a f f a ir s . F i na l ly w i th the  r a t if ic a ti on of  the  A ms te r da m T r e a t y,
S he nge n i s  now  pa r t  of  t he  a c quis  a s  w e ll . ( inc l udi ng a  c ommon vis a  a nd a s yl um  poli c y) , s om e t hing
w hic h ha s  a l s o e c onomi c  impli c a t ions 3.

Cor e  is s ue s  not ye t  di s c us s e d in ne goti a ti ons  of  a c c e s s ion of  the  f ir s t w a ve  of  c ountr i e s  inc l ude 
a gr i c ul tur e , s tr uc t ur a l f unds  ,move m e nt of  pe r s ons  a nd  S c he nge n. T he s e  f our  is s ue s   a r e  ve r y s e ns i ti ve 
f or  the  E U  .

T o be  not e d he r e  tha t only r e c e ntl y a t the  H e ls inki E ur ope a n Counc i l of  D e c e m be r  1999, the  E U 
modi f ie d qui te  r a di c a l ly it s  A ge nda  2000 s tr a te gy by a nnounc ing it w a s  pr e pa r e d to ope n ne goti a ti ons  f or 
a c c e s s i on of  t he  s e c ond w a ve  of  s i x c ountr ie s  i n the  f ir s t s e m e s te r  of  t he  ye a r  2000, w hi le  T ur ke y w a s 
now  inc lude d i n t he  li s t  of  c a ndida te  c ountr ie s , a lt hough no da t e s  f or  t he  init ia t ion of  ne got ia t ions  w a s 
de te r mi ne d.

8. P r e s e nt s ta te  of  the  ne got ia t ions  on the  a dopt ion of  t he       a c quis  by the  f ir s t  w a ve  a ppl ic a nt s 

Negotiations towards the adoption of the    acquis    by the the six applicant countries of the first wave are
divided into 21 chapters. Not all of them have been opened yet at the time of writing, some of them
very important and sensitive such as the one on labour movements. Fortunately for the present
research project,key chapters having some bearing on MNMCs have been already been practically
closed. Below is a short report.

0) Adoption of the external    acquis   

The negotiations on this issue have practically been finished. They are not considered problematic.

The basic positions of the parties are as follows:
The EU has said applicants have to apply the Common Customs Tariff and all the bilateral
agreements the EU has with third countries at the latest at the time of accession. The applicants will
have to denounce any agreement with third countries that is incompatible with the    acquis    and become
a party to all EU external agreements. The EU has said that no transition periods will be granted.
Most applicants have requested to maintain their preferential agreements with one or the other of their
neighbours that are not becoming members of the EU. None of these neighbours is actually one of the
MNMC under focus in this report4.  But applicants have started to withdraw their requests.

In any case, no applicant has asked for derogations or transition periods regarding  the application of
the Euro-Med Agreements. In a specific case this has implications for an MNMC, namely Israel, in its
relation with Hungary. This country will have to abandon formally its Free Trade Agreement with
Israel, which contains important agricultural trade concessions made by Hungary to Israel. In fact
nowadays Israel is sometimes better treated by Hungary than the EU, a discrimination which the EU
asks to be eliminated forthwith. An example is cut flowers. At present there is a tariff quota open in
favour of Israel with zero tariff while on EU-originating imports there is a 2-3% duty. It is obvious
that with accession the situation will be reversed, since EU  exports will enter Hungary duty- and
quota-free, while Israel-originating imports will be traded according to the restrictive regime
determined in the 1995 Israel-EU agreement.

                                                          
3 For a detailed explanation of what is required nowadays from applicants with implications for third countries.
See Chapter II, section 1.
4   Strictly speaking Croatia which appears, e.g. in the list of Slovenia is a MNMC, but is not considered by the
EU under the EMP, but rather as a potential EU member.
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Candidate countries have also been asked  by the EU to inform it of  any bilateral negotiations the
applicants may conduct with third countries. Moreover any new trade agreements which they may
conclude between now and accession time should include a provision which enables them to
terminate the agreement before accession without need for compensation by the EU to the third
partner country.

The Commission has informed the candidates about recent elements entering the  “external    acquis   ” in
April 2000 such as the EU-South Africa FTA ,  the EU-Mexico FTA,  export credits, the new MEDA
Programme and the inclusion in the Barcelona Process of  Libya as an observer. Again no objections
were raised by any of the six applicants at that occasion (even if in fact the EU was not consulting but
rather informing them). Quite important in this respect is that any new    acquis    adopted from the time
of negotiating to actual accession must be incorporated by the applicants (e.g. the agreement between
the EU and Egypt to be concluded soon).

The Commission insists that seen from an MNMC perspective, the Enlargement will be a plus since
MNMCs will have to confront a single set of rules in 21 European countries and not “only” in 15 .
This means a considerable administrative simplification, greater certainty for traders and simplified
procedures.

0) Adoption of Single Market rules

Here mention is made of two issues that might have some bearing on the future relative position of
MNMCs in terms of competitiveness:

O ne  r e l a t e s  to P ola nd’ s  17 s pe c i a l  e c onomi c  z one s , w hi c h of f e r  t a x r e lie f  to pr oduc e r s  e s ta bli s he d the r e .
T he  E U  s a ys  the y a r e  i nc ompa t ibl e  w it h E U  c ompe ti tion r ul e s . P ol a nd s a ys  t ha t  i f  i t ha s  t o dis ma ntl e 
the m  pr oduc e r s  e s ta bli s he d in thos e  z one s  mi ght  l oc a te  e l s e w he r e .  T he  E U  ha s  how e ve r  s a i d c le a r l y tha t
no e xc e pt ion w ill  be  m a de  r e ga r ding s ta te  a i ds  or  c ompe ti ti on r ule s . N e got ia t ions  on this  ma tt e r  a r e  not 
ye t c om pl e te d. S hould the  opi nion of  the  E U  pr e va il, a s  i t looks  li ke , s om e  of  the  i ndus t r ie s  loc a t e d in
the s e  z one s  c ould pos s ibly s hif t  t he i r  loc a t ion t o othe r  la bour - r ic h c ount r ie s , inc l udi ng M N M Cs .

T he  s e c ond one  r e la te s  t o Cypr us ’  of f  s hor e  bus ine s s , de ve l ope d the r e  init ia l ly  a s  a n outc ome  of  t he 
L e ba non Civi l W a r , gr e a t ly e xpa nde d s inc e  the n a nd w hi c h s houl d be  pha s e d out  w ith a c c e s s ion i nto t he 
E U . I n a ny c a s e , Cypr us  w il l be  c a lle d to pos s i bl y r ol l ba c k pr e s e nt la x  ta x r ul e s . T he  is s ue  ha s  be e n
r a is e d by Cypr us  in pr e s e nt  a c c e s s ion ne goti a ti ons  s inc e  ma ny ba nki ng, i ns ur a nc e  a nd s hipping
ma na ge m e nt c om pa nie s  w il l be  a f f e c te d. T he  E U     a c quis     i s  not  l a r ge  in the s e  m a tt e r s . T he r e  i s  a n E U 
c ode  of  c onduc t on ha r mf ul bus ine s s  t a xa ti on. Cypr us  ha s  r e c e ntl y s a i d i t w il l a dhe r e  t o it. T he 
im pl ic a ti ons  f or  s ome  M N M Cs  m ight be  im por ta nt . F or  onc e , L e ba non c ould pos s ibl y r e c upe r a te  ba c k
s ome  of  t he  bus ine s s  l os t t o Cypr us  a s  a  c ons e que nc e  of  t he  Ci vi l W a r . I s r a e l  m ight be ne f it too. T his 
unle s s  the  m e na c e  of  s a nc ti ons  a nnounc e d qui te  r e c e ntl y by O E CD  c ount r ie s  on c ount r i e s  pr omoti ng by
the i r  pr a c ti c e  ta x e va s i on ma te r ia lis e s . I n s hi pping, the  E U  i s  a s king Cypr us  t o a pply the  E U ’ s  s oc i a l a nd
s a f e ty s t a nda r ds . T his  i s  i mpor t a nt be c a us e  Cypr us  ha s  the  f if th la r ge s t  m e r c ha nt f l e e t  i n t he  w or l d unde r 
it s  f la g a nd i s  good ne w s  f or  the  ma ny M N M C c it iz e ns  w or king f or  Cypr us  s hipping c om pa nie s ,
pa r t ic ula r ly f r om  t he  E a s te r n M e di te r r a ne a n.

3) Adoption of the Schengen     Acquis    (Chapter 26)

T he  E U  ha s  s a i d t he r e  is  no opt- out pos s ibil ity ope n t o the   a ppl ic a nt s  on thi s  s ubje c t. I n f a c t, the  E U  ha s 
obta ine d the  c oope r a ti on of  Ce nt r a l  E ur ope a n c ount r i e s  in c ont r ol li ng a s ylum s e e ke r s  a nd m igr a nts  s i nc e 
s ome  ti me  now . T his  is  t he  s o- c a ll e d Buda pe s t pr oc e s s . N oti c e  mus t be  ta ke n he r e  t ha t t he  S he nge n
a gr e e me nt  only e nte r ed i nto f or c e  a  c ouple  of  w e e ks  be f or e  the  A ms t e r da m  T r e a ty in A pr i l 1999. T he  E U 
is  he lping t he  a ppl ic a nt  c ountr i e s  w i th te c hnic a l  a s s i s ta nc e  a nd mone y t o r e i nf or c e  the ir  e xte r na l bor de r s .
T he  dir e c t i mplic a t ion f or  mos t M N M Cs  c it iz e ns  is  obvi ous . E nte r ing t he  ne w  me m be r  c ountr ie s  l e ga ll y
or  i lle ga lly w ill  be  m or e  dif f ic ul t t ha n now . F or tr e s s  E ur ope  w i ll be  e nla r ge d f r om 15 to 21 c ountr ie s . F or 
ins t a nc e  a s  s how n i n T a ble  2 be l ow  Cypr us  w i ll ha ve  to e l im ina te  E gypt a nd S yr i a  of  the  l is t  of  c ountr ie s 
f or  w hi c h e ntr y vis a s  a r e  c ur r e ntl y i s s ue d f r e e  a t t he  bor de r  a nd S love nia  w i ll  ha ve  to i mpos e  e ntr y vis a s 
on T uni s i a n a nd T ur kis h pa s s por t  holde r s . T his  is  in or de r  f or  t he s e  a ppli c a nts  to a djus t  to t he 
r e quir e me nts  s e t by the  S c he nge n r ul e s  ( s e e  T a bl e  17 w hi c h s pe l ls  out w hi c h M N M Cs  vis itor s  mus t 
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obta in vi s a s  t o e nt e r  the  S c he nge n a r e a ) 

T a bl e  2:  M N M Cs  f or  w hic h e nt r y vi s a  r e qui r e me nts  a r e  w a i ve d by individua l  a ppl ic a nt  c ountr i e s 

M N M Cs 
Cypr us * E gypt** , I s r a e l** a nd S yr ia **
Cz e c h Re publ ic I s r a e l
E s tonia I s r a e l
H unga r y I s r a e l
P ola nd N one 
S l ove ni a I s r a e l, T uni s i a  a nd T ur ke y
Source   : World Travel Guide, 1999, UK Edition

* Holders of Turkish Republic of Cyprus refused entry
** Visa issued free provided onward or return tickets and sufficient funds to cover duration of stay
*** Provided visa for Latvia or Lithuania has been issued by the latter

On the other hand, in the case of Israel, the Enlargement will be liberalising, since Poland, Cyprus and
Estonia will have to drop any of the existing visa requirements applied by these three countries in
view of the fact that Schengen countries do not require visas from Israeli visitors. Of course should
the entry of the Republic of Cyprus be linked to a political arrangement with the Turkish Republic of
Cyprus, this would be excellent news for the people of that part of the island, since they would be free
to visit without any entry visas not only the other part of the island but also all the other 20 EU
member states, a quantum change for them.

4)Adoption of the     acquis    on labour movements.

Not much can be said for the moment since the chapter is not yet open yet. The only thing that is
known is that in this instance the EU will ask for transition periods to delay the application of the
acquis    and that the applicant countries are likely to accept. Spain, Portugal and Greece had at the time
of their own negotiations to enter the EC to accept a seven-year transition period. It is not likely that
this time, the transition period will be shorter than that. The implication for MNMCs is then that any
knock-on effects on them will take time to materialise.

Finally it should be noted in passing that applicant countries are not asked to adjust their foreign
policies (apart from renouncing to an individual trade policy), since these are covered by the second
pillar. In other words CFSP is not part of the    acquis    which means concretely that the new member
countries can maintain their own foreign policies regarding conflicts opposing MNMCs among
themselves (e.g. the Israeli-Arab conflict; the Turkey-Greece conflict and so on).

CH AP T ER I I :  T RAD E I M P L I CAT I O N S  O F T HE CO M I N G  EN L ARG EM EN T  FO R M N M CS     

1. E C E nl a r ge m e nt  vie w e d f r om  a n M N M C’ s  pe r s pe c tive  in ma tte r s  r e la te d t o t r a de  in goods 

T he  pur pos e  of  this  c ha pte r 5 i s  to e xplor e  the  w ide r     tr a de     i mplic a t ions  of  the  a c c e s s ion of  the  f ir s t w a ve  of 
s i x c ount r ie s  int o the  E U  on M N M Cs  a nd e va l ua t e  s om e  of  the  pos s ible  tr a de  e f f e c t s . O f  c our s e ,
M N M Cs  c a n e xpe c t ma ny ot he r  e f f e c t s  f r om t he  ne xt  E nla r ge me nt, a s  e xpla i ne d i n Cha pt e r s  I I I  a nd I V ,
s uc h a s  s ome  i nve s t me nt dive r s ion6 a nd s ubs tit ut ion i n t he  E U  of  m igr a nts  f r om  the  S outh by m igr a nts 
f r om  the  f ut ur e  m e m be r  s ta t e s . A s  indic a te d, the  te r ms  of  t he a c c e s s i on a gr ee me nts  be ing negot ia t e d s i nc e 
M a r c h 1998 a r e  not know n ye t. T his  is  not too i mpor t a nt, how e ve r , w he n de a ling w it h tr a de  is s ue s  s i nc e 
the  tr a de  c ompone nt  of  t he  f utur e  E nl a r ge m e nts  is  a l r e a dy i n t he  ma ki ng, by t he  pr ogr e s s i ve 
im pl e me nt a ti on of  t he  E ur ope  A gr e e me nts , s igne d be tw e e n 1991 a nd 1995 ( t he  la s t  one  w it h E s t onia ) 
a nd the  Cus t om s  U ni on a gr e e me nt be tw e e n the  E U  a nd Cypr us .
                                                          
5 This chapter is a much-extended, revised and up-dated version of the interim paper presented at the FEMISE
conference of February 2000 in Marseilles (France). It takes into account remarks made by those attending the
presentation of the paper. Helpful comments were also provided by Jakob Kol, of Erasmus University in
Rotterdam, on an earlier version of this chapter.
6 T he r e  is  s o m e  e m pi r i c a l  e v i d e nc e  tha t  thi s  ha s  h a pp e n e d al r e a dy  r e ga r di ng  S p a i n. S e e  El t e t o( 1 99 5) . 
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N ote  tha t  this  c ha pte r  l ooks  int o the  t r a de  impa c t of  thi s  E nl a r ge m e nt on M N M Cs  Tu r k e y in c lu d e d ,
s i nc e  f or  a l l pur pos e s  t he  la tte r  is  not e xpe c t e d to e ntr y int o the  E U  i n the  f or e s e e a ble  f utur e  a c c or di ng to
a l l e xpe r ts  c ons ult e d.

V i e w e d f r om a n M N M Cs  pe r s pe c t ive , the  a c c e s s ion of  t hi r d c ount r i e s  to the  E C im pli e d unti l J a nua r y
1993 s e ve r a l  dif f e r e nt  but a l l s ignif ic a nt  s te ps , de r i ving f r om the  a dopti on by ne w  me m be r s  of  the  s o- 
c a ll e d    a c quis              c omm una ut a ir e    : 1)  T he  e s t a blis hm e nt  of  a  c us t om s  uni on be tw e e n the  Com munit y a nd t he 
ne w  me m be r s  ( r e la ti ng to tr a de  i n goods ) ; 2)  the  a ppli c a t ion by one  m or e  c ountr y of  the  Comm on
A gr i c ul tur a l  P oli c y a nd 3)  the  a dopti on by t he  ne w  m e m be r  of  t he  c ont r a c tua l r e la t ions hip w hic h t he  E C
ha d w it h M N M Cs . A l l t he s e  thr e e  t hings  w e r e  s uppos e d to ha ppe n a lw a ys  af t e r  or  at  t h e  t im e  of 
ac c e s s i on . M N M Cs  ha d a l s o to c ons ide r  4)  w ha t  ne w  me m be r s hip me a nt i n te r ms  of  t he  E C’ s  la r ge r 
e c onomi c  a nd poli ti c a l  s iz e ; 5)  how  t he  c e nt e r  of  gr a vi ty of  the  Com munit y c ha nge d w i th e ve r y
inc or por a tion of  ne w  m e m be r s ;  6)  w hic h ins ti tut iona l  c ha nge s  de r ive d f r om e ve r y E nla r ge me nt;  7)  w hi c h
pa r t ic ula r  i nput in poli c y- ma king the  ne w  me mbe r s  br ought  a long.

S i nc e  t he  r a ti f ic a t ion of  t he  S i ngle  E ur ope a n A c t  in 1987, w hi c h r e s ulte d in the  c r e a ti on of  t he  S i ngl e 
M a r ke t in 1993, M N M Cs  m us t a ls o be  a w a r e  of  t he  pos s i bl e  i mplic a t ions  of  8)  the  e li mi na t ion of  a ll  non- 
ta r i f f  ba r r i e r s  on tr a de  in goods  a nd i n s e r vic e s , c a pita l a nd m a npow e r  be tw e e n the  E C a nd t he  ne w 
me mbe r .

W i th the  r a t if ic a ti on of  the  M a a s tr i c ht a nd the  A ms te r da m T r e a t ie s , the     a c quis     w a s  e nla r ge d a ga in in t he 
e c onomi c  f i e l d( pla ns  f or  t he  c r e a tion of  a  M one t a r y U nion) ; but  a l s o in t he  in the  dom a i n of  hom e  a nd
jus t ic e  a f f a ir s  ( s t e ps  t ow a r ds  a  c omm on vi s a , a s ylum  a nd mi gr a ti on polic y;  a doption of  the  S c he nge n
a gr e e me nt  a t  t he  E U  le ve l) . T he  is s ue  r e le va nt to this  c ha pte r  i s  w he the r  the  a dopti on by the  ne w 
me mbe r s  of  t hi s  pa r t of  the     a c quis     a f f e c t s  M N M Cs  t r a de  or  not a s  w e ll. I t doe s  not  s e e m  s o a s  f a r  a s 
H ome  a nd J us ti c e  A f f a i r s  is  c onc e r ne d, w hi c h c e r t a inly mi ght ha ve  a  t hir d- c ount r y im pa c t on e s ta bli s he d
or  pote nt ia l  m igr a nts  ( s e e  Cha pt e r  I V ) , but not  on t r a de . T he  a dopt ion of  the  e ur o by t he  s i x ne got ia t ing
c ountr i e s  a nd the ir  e ntr y i n the  E M U  mi ght  obvi ous ly ha ve  t r a de  impli c a t ions  f or  M N M Cs  ( s i nc e  t he 
e xc ha nge  r a t e  is  a n im por ta nt  non- ta r if f  ba r r ie r  w hic h is  e l imi na te d i n a ny mone ta r y uni on) . But e ve n i f 
the  out c ome  of  the  on- going a c c e s s ion ne goti a ti ons  a r e  not ye t  know n, it  c a n be  a s s ume d quit e 
r e a s ona bl y t ha t none  of  the  s ix “ f ir s t- w a ve ”  c ountr i e s  w i ll  a c c e de  to E M U  upon a c c e s s ion but  l a te r , if  not
muc h la te r . A c c or di ng to dif f e r e nt  l e ga l e xpe r ts 7, ne w  m e m be r  c ountr ie s  w ill  ha ve  t o w a i t a  m ini mum of 
tw o ye a r s , e ve n i f  a t the  t im e  of  e nt r y the y c omply w i th a l l t he  M a a s tr i c ht c r i te r ia  a nd thi s  in or de r  t o
c he c k w he the r  the  i nf l a t ion r a te  ove r  t he  f i r s t  t w o ye a r s  a f te r  a c c e s s ion is  in li ne  w i th w ha t  is  r e que s te d by
the  c r i te r ia . I n a ny c a s e , mos t of  the  a ppli c a nts  a r e  f a r  a w a y f r om  c omplying w ith a t l e a s t s ome  of  the 
M a a s tr i c ht c ondit ions .

T he r e f or e  a nd to s um up ba s ic a ll y t h e  t r ad e  im p ac t  on  M N M C s  of  t h e  n e xt  En lar ge m e n t  w i ll  n ot  b e 
af f e c t e d  b y t h e  ad d it i on s  m ad e  t o t h e  ac q u is  in  t h e  1990s .

F ur t he r mor e , s ome  of  t he  s t e ps  s pe c if ie d a bove  ma y be  of  li ttl e  pr a c t ic a l c ons e que nc e  de pe nding on the 
e xis ting r e l a t ions hip be tw e e n the  ne w  m e mbe r  a nd the  M N M C i n que s ti on. F or  e xa mple , i f  a t the  da te  of 
joining, e .g. in 2005, t he  a c c e ding c ountr y c onduc te d w it h the  M N M C a lr e a dy i ndus t r i a l f r e e  tr a de , a s  is 
li ke ly to ha ppe n in the  bil a t e r a l r e l a t ions hip be tw e e n I s r a e l or  T ur ke y a nd V i s e gr a d c ountr ie s , the 
a doption by the  l a t te r  of  t he  1995 I s r a e l- E U  A s s oc ia ti on A gr e e me nt or  the  T ur ke y- E C Cus toms  U nion i s 
not goi ng to m a ke  m uc h of  a  dif f e r enc e . I s r a e l, i nde e d,  ha s  c onc l ude d by now  f r e e  tr a de  a gr e e me nt s  w it h
f our  of  t he  s i x f ir s t w a ve  c a ndi da te s  ( H unga r y, P ola nd, t he  Cz e c h Re publ ic  a nd S love nia ) . O r  Cypr us '
f or m a l e ntr y i nto t he  E U , a s  is  li ke l y by 2005, w oul d not  a dd muc h a s  f a r  a s  M N M Cs  i ndus t r i a l e xpor ts 
a r e  c onc e r ne d to the  c om ple ti on of  the  c us toms  union be tw e e n Cypr us  a nd the  E C s c he dule d to ta ke 
pl a c e  a lr e a dy by 20018, s i nc e  i n t ha t c a s e  Cypr us  w oul d ha ve  to a dopt  t he  F T A  a gr e e m e nts  w hic h t he  E U 
ha s  s igne d w it h dif f e r e nt M N M Cs  unde r  the  E M P  s e ve r al  ye ar s  b e f or e  C yp r u s  ac t u al ly e n t e r s  t h e  EU .

                                                          
7 See, e.g. Wall Street Journal, July 28 2000.
8 Note, however, that Cyprus has recently asked the EU not to proceed with the establishment of the Customs
Union and the EU has agreed, having decided to focus instead on the accession negotiations.
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I n t his  r e s pe c t i t is  to be  note d tha t    tr a de - w is e     CE E Cs  , E s toni a  a nd Cypr us  a r e  be i ng inte gr a te d
pr ogr e s s i ve l y int o the  E U      w e ll  be f or e  f or ma l a c c e s s ion   , the  l a t te r  a c tua l ly s i nc e  t he  e a r ly 1970s  w he n a 
f i r s t a s s oc i a t ion a gr e e m e nt  w a s  s i gne d. CE E Cs  a nd E s tonia  ha ve  s ta r te d t he ir  r e a l tr a de  i nte gr a ti on w i th
the  E U  only in the  e a r ly a nd mid 1990s ( a f t e r  be ing os tr a c i z e d f or  ma ny ye a r s  by the  E C, c ons i de r e d a s 
" S ta te  T r a di ng Countr i e s " , a nd i n the  c a s e  of  E s t oni a  a s  pa r t of  the  U S S R) . S l ove ni a  is  a  s pe c i a l c a s e 
s i nc e  on the  one  ha nd it  w a s  unt il  1991 pa r t  of  Y ugos l a vi a  w hi c h unti l t he n w a s  be ne f it ing f r om G S P 
tr e a tme nt  in t he  E C on i ts  indus tr ia l  e xpor t s  ( i.e . ba s ic a l ly ta r if f - f r e e  quota s ) , w hil e  H unga r y, e x- 
Cz e c hos lova kia  a nd P ol a nd w e r e  give n    a d hoc     t r a de  c onc e s s ions  by the  E C s inc e  1988, c ons is ti ng f i r s t  i n
the  e li mi na t ion of  Q Rs  a nd the  c onc e s s i on of  m os t - f a vour e d na tion tr e a t me nt;  the n in 1990 t he y w e r e  up- 
gr a de d to G S P  s ta tus  ( Cz e c hos lova kia  in 1991)  a nd ne xt  in 1991 w ith t he  c onc l us ion of  t he  s o- c a ll e d
E ur ope  A gr e e me nts     f r e e  t r a de  w a s  t o be  e s ta bli s he d be t w e e n the s e  c ountr ie s  a nd the  E C ove r  a  pe r iod of 
10 ye a r s , s t a r ting f r om 1992 ( but e xc luding ke y i ndus t r ia l s e ns i tive  s e c tor s  s uc h a s  s t e e l, s t e e l  pr oduc ts ,
te xt ile s  a nd c lot hi ng) 9. I n f a c t , a s  a  r e s ult  of  , a ga i n, a d- hoc  de c is ions  in the  m id- 1990s , CE E C e xpor ts  to
the  E U  w ould obta in ta r i f f -  a nd quota - f r e e  a c c e s s  into the  E U  by 1997 or  1998, e ve n f or  a ll the  s e ns it ive 
indus tr ia l pr oduc ts 10. A s  a  r e s ul t a nd not s ur pr is ingly, E U  indus tr i a l  im por ts  f r om  CE E Cs  ha ve  i nc r e a s e d
tr e m e ndous ly i n r e c e nt  ye a r s . F or  ins ta nc e  t ota l impor ts  inc r e a s e d by mor e  tha n 71%  to a  tot a l  of  E CU 
Bn 26.3 i n one  s i ngle  ye a r , 1994 ( to be  c ompa r e d w it h a  11%  gr ow th r a te  of  E U  impor ts  f r om M N M Cs ) .
CE E Cs  r e pr e s e nte d a lr e a dy by 1994 5%  of  e xtr a - E U  impor ts  ( up f r om 3%  one  ye a r  be f or e )  t o be 
c ompa r e d to a  M N M Cs  s ha r e  of  8% , dow n f r om 9%  in 1991.E U  m a nuf a c tur e d i mpor t s  f r om CE E Cs  a nd
f r om  M N M Cs  r e pr e s e nte d t he n 75%  a nd 51%  r e s pe c t ive ly of  t ot a l im por ts  ( t he  s ha r e  of  te xti le s  a nd
c l ot hing a lone  r e a c hing 17.5%  a nd 22.7%  r e s pe c t ive ly) 11. A c c or di ng to E ur os ta t, the  CE E C a r e  t he 
s e c ond mos t im por ta nt pa r tne r  s i nc e  1997, a he a d of  t he  M N M Cs , a c c ount ing f or  9.7%  of  e xtr a - E U  tr a de 
in t ha t  ye a r  ( the  U S  be i ng the  f ir s t one  w it h 20% ) . A nd t he  E U  r e pr e s e nt e d in 1997 71.8%  a nd 55.5%  of 
the  CE E Cs  t ot a l im por ts  a nd e xpor ts  r e s pe c t ive ly.

T he  big e xc e pt ion t o t he  li be r a l iz a ti on e f f or t ma de  by the  E C is  of  c our s e  a gr i c ul tur e . I n f a c t i t s e e ms  tha t 
the  E U  w i ll not a dm it the  pr i nc i pl e  of  f r e e  tr a de  in a gr i c ultur e  w i th the  ne w  m e mbe r  s t a t e s  until  a t l e a s t
the i r  f or ma l  e ntr y int o the  E U  i f  not  l a te r .

2. T r a de  e f f e c ts  of  inte gr a ti ng the  s ix f i r s t w a ve  c ountr ie s  i n the  E U  on M N M Cs : A  ta xonom y

F i ve  type s  of  s t at ic  e f f e c t s  mus t  be  dis t ingui s he d: 

A . T r a de  dive r s ion e f f e c ts  in E U  m a r ke t s  ( pr e f e r e nc e  e r os ion) 

T he  ge ne r a l tr a de  r e gi me  pr ovide d f or  i n t he  E ur ope  A gr e e me nts  c ont e m pla te d f ul l a nd im me dia te 
li be r a l iz a ti on f or  mos t indus tr i a l  pr oduc t s , but a  l ow e r  li be r a l iz a ti on f or  s e mi - s e ns iti ve  a nd s e ns i tive 
pr oduc t s . N o r e a l  t r a de  li be r a l iz a ti on f or  a gr ic ult ur a l e xpor ts  is  i n t he  of f i ng until  w e ll  i n t hi s  de c a de .
V i e w e d f r om a n M N M Cs  pe r s pe c t ive  i t m e a ns  tha t the  e r os ion in it s  pr e f e r e ntia l s ta tus  i s  be i ng e nti r e l y
de la ye d i n a gr ic ult ur e  a nd ha s  be e n pa r tia ll y de l a ye d unt il  tw o ye a r s  a go ( 1998)  f or  goods  f or  w hic h t he 
M N M Cs  nor ma l ly ha d s om e  c om pa r a t ive  a dva nt a ge  ( c l othing a nd te xt ile s  or  s t e e l  pr oduc ts ) ; f or  a ll the 

                                                          
9  The agreements were signed only in 1994/1995 but the trade  and trade-related provisions were enforced
sooner by interim agreements without waiting for the ratification needed for mixed association agreements on
the part of the EP, all the EU member states and the associated country’s parliaments. Note that only from the
entry into force of these Europe Agreements the EC considered the partner as a market economy, not a state-
trading economy anymore. This has been important for the application e.g. of anti-dumping measures. Note that
since 1992 after the Europe agreements were signed 8 anti-dumping investigations have been opened against
Poland(representing 1% of imports from the EU). In the years 1998-99 there were 10 goods subject by the EU to
anti-dumping measures (including iron and steel products, zinc, polypropylene and urea ammonium).
10 A comparison of the trade aspects included in the Europe and the new EMP agreements shows that
cumulation of rules of origin among CEECs is contemplated in the former (and is in place since 1998).
Regarding safeguards and anti-dumping duties they can be imposed by the EU only after consultation with the
CEECs whereas there is no such limitation in the case of the Euro-Med agreements. Regarding services, right of
establishment, intellectual property rights and the free movement of capital, the CEECs are supposed to adjust to
the     acquis        communautaire     over time. In the case of MNMCs, there are no substantial provisions regarding these
items.
11 A l l  da t a  e x t r a c t e d  f r om  Eu r o pe a n Co m m i s s i o n( 1 99 5) . 
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ot he r  goods  the  e r os ion took pla c e  long a go a t le a s t  s inc e  the  m id 1990s  a nd the r e f or e  no s upple m e nta r y
tr a de  dive r s ion a ga ins t M N M Cs  s hould be  e xpe c t e d c ompa r e d to the  pr e s e nt s it ua tion12. I n f a c t  f or  mos t
indus tr ia l pr oduc ts  it  s hould be  pos s ible  by now  to s e e  w ha t ha s  ha ppe ne d, a l though not  ye t f or  s e ns it ive 
pr oduc t s  a t le a s t  f or  a  c oupl e  of  ye a r s . T he  r e a s on is  tha t  de ta ile d s ta ti s ti c a l da t a  by s e c tor s  is  a va i la ble 
now  f or  1996 a nd 1997. I n a ny c a s e  a l l w ha t c ould be  s a id, w ould r e la t e  to the  e li mina t ion of  t a r if f s  a nd
qua ntit a t ive  r e s t r i c ti ons . O t he r  non- ta r if f  ba r r i e r s  w ill  be  e li mina t e d on ly at  t h e  t i m e  of  ac c e s s i on , i .e . i n 
t h e  m id d l e  of  t h i s  d e c ad e . I n othe r  w or ds , t he  c omple t ion of  a  S ingle  M a r ke t  e m br a c i ng the  E U  a nd t he 
ne w  me m be r  c ountr ie s  i s  not  e xpe c t e d to ta ke  pl a c e  be f or e  t he  da te  of  a c c e s s i on ( i f  not  l a te r , s i nc e  s om e 
tr a ns it ion pe r iods  might  be  of f e r e d by the  E U  t o the  a ppl ic a nt s , e .g. in t he  a ppli c a tion of  E U 
e nvi r onme nta l s ta nda r ds ) . A  t ypi c a l e xa mpl e , a l though by no me a ns  t he  mos t  im por ta nt  one , w oul d be 
r ule s  of  or i gi n i n the  E ur ope  A gr e e me nt s  w hi c h w i ll be  pha s e d out onl y t he n. A  f unda me nta l c onc lus i on
is  tha t  , be yond w ha t ha s  a lr e a dy t a ke n pl a c e , m or e  t r ad e  d ive r s ion  i s  b ou n d  t o oc c u r .

B. T r a de  dive r s ion in the  s ix a ppl ic a nt  c ountr i e s ’  m a r ke t s 

E A s  pr ovi de  f or  t he  c r e a tion of  indus tr ia l  F T A s  be tw e e n t he  E U  a nd the  CE E Cs ( i nc luding S love nia )  a nd
E s tonia  ove r  a  pe r i od of  10 ye a r s  ( e ndi ng in 2002) . T hus  the  l a t te r  a r e  of f e r ing pr e f e r e nc e s  t o t he  E U ,
ge ne r a l ly s i nc e  1997 or  1998 a nd on a n inc r e a s i ng ba s i s , w hic h t he y do not  a nd w il l not  e xte nd to
M N M Cs     unti l a c c e s s ion a t le a s t    13  .        T his  ge nuine  t r a de  dive r s ion e f f e c t ( in the  V i ne r ia n s e ns e )  i s  s uppos e d
to be  s m al l, in s ome  c a s e s  ne gligible , give n the  l ow  le ve l s  of  initi a l  tr a de  be t w e e n CE E Cs  a nd M N M Cs .
A nd mos t M N M Cs  pr oduc e r s  a r e  not c om pe ting in the  c a ndida t e s ’  m a r ke t s  w it h E U  pr oduc e r s  a nyw a y.
H ow e ve r  m uc h de pe nds  on the  c ountr y one  s pe a ks  a bout  a nd the  de a ls  the  l a t te r  c uts  w ith t he  c a ndi da te 
c ountr i e s  be f or e  a c c e s s i on. T he  c a s e  of  I s r a e l c ome s  t o m ind. N ot onl y I s r a e l i e xpor ts  to H unga r y ove r la p
w i th s ome  E ur ope a n e xpor ts  in the  s a m e  ma r ke t, but I s r a e l be ne f i ts  f r om  e a s y a c c e s s  the r e  f or  a l l i ts 
indus tr ia l a nd s ome  a gr i c ul tur a l  pr oduc ts  be c a us e  both c ountr i e s  ha ve  s i gne d a n F T A  w hi c h e nte r e d i nto
f or c e  i n 1996. T he  s a m e  a ppli e s  to S l ove ni a , the  Cz e c h Re publi c  a nd P ola nd ( but  not to E s tonia  a nd
Cypr us ) . T ur ke y ha s  tr ie d t o do muc h the  s a m e , a l though not  a l w a ys  w i th the  s a m e  s uc c e s s  a s  I s r a e l14. I n
s um, I s r a e l a nd T ur ke y ha ve  t r ie d a lr e a dy to pr ot e c t  t he m s e lve s  f r om pot e ntia l tr a de  di ve r s i on in E a s t e r n
E ur ope  by s i gning F T A  a gr e e me nts  w ith s e ve r a l CE E Cs . T his  is  not the  c a s e  how e ve r  of  othe r  M N M Cs ,
s uc h a s  E gypt.

C. T r a de  e xpa ns ion a nd de s t r uc ti on e f f e c ts  a s  a  r e s ult  of  c a ndida te  c ountr ie s  a dopti ng the  CCT  a nd the 
CA P 

G e ne r a l ly s pe a king, c a ndida te  c ountr i e s  mus t  ad op t   b y t h e  t im e  of  ac c e s s i on  l ow e r  indus tr ia l  pr ot e c tion
le ve ls  vi s - à - vis  thir d c ountr ie s  t ha n t hos e  a ppli e d now  by a dopt ing, e .g., the  pr e s e nt low  pos t U r ugua y- 
Round CCT 15. T H E RE  I S  A N  I M P O RT A N T  E X CE P T I O N  T O  T H I S  RU L E :  E S T O N I A . T he 
gove r nm e nt of  E s t onia  de c ide d to ba s i c a lly a dopt uni la te r a l  f r e e  tr a de  s om e  t im e  a go. I t know s  tha t  this 
w i ll  ha ve  to c e a s e  onc e  it e nte r s  the  E U  by a dhe r ing t o t he  CCT  a nd t he  CCP .

F or  a gr ic ult ur a l goods , the  E s toni a  e xc e pt ion be c ome s  the  r ule  f or  a l mos t a ll  t he  “ f ir s t w a ve ”  of  c ountr ie s ,
s i nc e  l e ve ls  of  a gr ic ult ur a l pr ote c ti on a r e  low  a t pr e s e nt, pa r t ic ula r ly i n H unga r y a nd P ola nd. H unga r y is 
pa r t  or  w a s  pa r t until  r e c e nt ly of  the  Ca i r ns  gr oup in W T O  f or um s  ( ! ) . E nt r y into the  E C ma y i mpa ir 
obvi ous ly M N M Cs  a gr ic ult ur a l e xpor ts  to the  f our  CE E Cs  a nd E s tonia  s inc e  the y w il l ha ve  to a dopt  t he 
E C's  hi gh a gr i c ul tur a l  t a r i f f s  a nd the  CA P ' s  N T Bs , s ti ll a ppli e d on m os t  E U 's  a gr i c ul tur a l  i mpor t s  f r om
                                                          
12 Strictly speaking, this is not Vinerian trade diversion, since what the EU has done is to end discrimination
against CEEC and in favour of MNMCs rather than offering a better treatment to CEECs than to MNMCs. The
author of the report wishes to thank S.Hirsch, of Tel Aviv University, for attracting attention to this point.
13 The reason being that upon accession, but probably after a transition period the candidate countries have to
adopt all the EMP agreements providing for industrial free trade; see later. This effect comes on stream later
than effect A and increasingly from 1998 until 2002, when all these applicant countries will have eliminated
their tariffs and QRs on EU exports(although not yet other NTBs which they will do at the time of accession).

14 As explained later, Poland , fearing Turkish competition in its own textile market , has refused for the moment
to enter into free trade relations with Turkey.
15 The CCT will cease to apply on MNMCs originating exports once the new member states will have adopted
the EU-MNMCs bilateral trade agreements. But this will apply only to exports     conforming with origin rules and
after a transition period to be decided yet in the current negotiations.
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M N M Cs . I n pr a c tic e  H unga r y a nd P ol a nd ha ve  ha d to a djus t s ome  of  the i r  a gr ic ult ur a l pr i c e s  up in the 
pr oc e s s  of  a dj us t me nt to the  a c quis . E ve n Cypr us  f e a r s  t ha t  e ntr y in the  E U  ma y i mpl y tha t f ood pr i c e s 
w i ll  go up w hi c h e xpla ins  not  s ur pr is ingly i ts  r e que s t , a c c e pt e d me a nw hi le  by t he  E U , t o s ki p the  s e c ond
s t a ge  i n the  i mpl e m e nt a t ion of  t he  Cus t oms  U nion a gr e e me nt w it h the  E U , w hic h w a s  s uppos e d t o e nt e r 
into f or c e  by 2001 a nd w oul d ha ve  impli e d a n e a r l y ha r m oni z a tion of  its  a gr i c ultur a l pol ic i e s  w i th the 
CA P  a nd r is i ng m.f .n. ta r i f f s . T hi s  w ould ha ve  me a nt i n tur n a  s ha r p inc r e a s e  i n the  pr ic e  of  a gr ic ul tur a l 
inputs  im por te d f r om t hi r d c ount r i e s .

D . T r a de  dive r s ion e f f e c ts  in f a vour  of  M N M Cs  i n the  E U  m a r ke t s 

T he  ne w  m e mbe r s  c ountr ie s  a r e  a s ke d a lr e a dy s inc e  the  s igna tur e  of  the  E ur ope  a gr e e m e nt s  to
a ppr oxi ma te  ove r  ti me  the ir  l a w s  t o t he  E U  a c quis  r e la t ing t o te c hnic a l, s oc i a l a nd e nvir onm e nt a l 
ha r m oni z a tion ( i.e . hi gh E U  s ta nda r ds  a nd nor ms ) , w hil e  t he  E ur o- M e d a gr e e me nts  ha ve  r a the r  a n ope n- 
e nde d a ppr oxim a ti on obje c ti ve . T hi s  m e a ns  tha t s ome  e xpor t- or i e nte d f i r m s  w hi c h a r e  l oc a te d now a da ys 
in t he  c a ndi da te  c ount r i e s  w i ll los e  c ompe ti tive ne s s  i n r e l a ti on to f ir m s  loc a t e d in M N M Cs  w he r e 
pr oduc t ion s ta nda r ds  m us t not  be  a ppr oxima te d t o E U  le ve l s . T ha t  c oul d pe r  s e  of f e r  to M N M C- ba s e d
f i r m s  ne w  e xpor t pos s i bi lit ie s .16

E . T r a de  c r e a t ion e f f e c t s  be t w e e n CE E Cs /E s t oni a / Cypr us  a nd M N M Cs 

Cypr us  f i r s t( 2001 i n the or y)  a nd t he n t he  ot he r  f ive  ne goti a t ing c ountr ie s  ( a t the  t im e  of  a c c e s s ion, s a y
2003- 2005)  w il l i nt e gr a t e  t he  E U 's  Cus t oms  U nion, a dopting thus  in the ir  r e la ti ons  w ith t hir d c ount r ie s 
the  E U 's  e xte r na l a gr e e me nts  ( i nc luding t he  a s s oc ia ti on a gr e e me nts  w ith M N M Cs ) . T his  i s  l ike ly t o
ha ppe n not s oone r  t ha n 2003 a nd pr oba bl y by 2005 f or  t he  f i r s t  w a ve  of  e nt r a nts . T hi s  i mplie s  tha t
M N M Cs  e xpor t s  c om pl ying w it h or i gi n r ul e s  w i ll a c c e de  f r e e l y i nt o t he  indus tr ia l m a r ke t s  of  the  s ix
a c c e ding c ount r ie s  in the  m iddle  of  t hi s  de c a de . I t me a ns  a s  w e l l f a c ili ta te d a c c e s s  f or  s om e  a gr ic ult ur a l
pr oduc t s , pa r t ic ula r ly t hos e  not  c ompe t ing w ith E U  pr oduc ts  ( e .g. t r opic a l  f r ui t, of f - s e a s on f r ui t a nd
ve ge ta ble s 17) . I n t he  r e ve r s e  di r e c ti on, M N M Cs  w hi c h ha ve  or  w i ll  ha ve  s i gne d by the  tim e  of  a c c e s s i on
of  t he  s i x a pplic a nts  into the  E U , bi la te r a l  f r e e  tr a de  a gr e e m e nts  in the  c onte xt of  the  E M P , w il l ha ve  to
di s m a nt le  a t  onc e  or  pr ogr e s s ive ly de pe ndi ng on t he  c a s e  the ir  t a r i f f s  a nd Q Rs  on impor ts  or igi na ting in
ne w  me m be r  c ountr ie s . O bs e r ve  tha t  ge ne r a l ly s pe a king M N M Cs  w il l ha ve  t o dis ma ntl e  e nt ir e ly t he i r 
ba r r ie r s  on e xpor ts  f r om  the  ne w  m e mbe r s  lat e r   ( on ly i n  2010 or  2012)  t h an  t h e  lat t e r  w il l h ave  t o vis - 
à- vi s  M N M C s  ( i.e . u p on  ac c e s s i on  t o t h e  EU ) . S o the r e  w il l be  s om e  as ym m e t r y in t he  tr e a t me nt of 
bi la te r a l  tr a de  f low s  be tw e e n the  ne w  m e mbe r  s t a t e s  a nd M N M Cs  ( I s r a e l e xc lude d) .  I t is  ye t t oo s oon to
pr e dic t  t he  s i z e  of  this  e f f e c t. I t w il l va r y a c c or ding t o the  M N M C one  r e f e r s  to. O f  c our s e  t he s e  tr a de 
e f f e c ts  m ight ta ke  pla c e  muc h s oone r  tha n jus t indic a t e d, s hould M N M Cs  s ign bil a te r a l F T A  a gr e e me nt s 
w i th the  s ix ne goti a ti ng c ountr i e s  ( a s  I s r a e l a nd T ur ke y w i ll or  ha ve  a l r e a dy done  w ith t he  f our  V i s e gr a d
c ountr i e s ) .

A n i nte r e s ti ng c a s e  of  “ e xt r e me ”  t r a de  c r e a t ion w ill  oc c ur  w he n a s  a  r e s ul t of  Cypr us  a c c e di ng to t he  E U 
it  w ill  ha ve  t o e li mina t e  a ll  tr a de  ba r r ie r s  on i mpor t s  f r om i ts  ne ighbour , T ur ke y, f r om w hi c h nothing i s 
im por te d a t pr e s e nt . T he r e f or e  t hi s  w il l be  a n ide a l  c a s e  of  a  s w it c h f r om  a  n o- t r ad e  s it u at ion  t o a  f r e e 
t r ad e  s it u at ion . G i ve n t he  pr oxi mi ty of  the  tw o c ountr ie s , T ur ke y c ould be c om e  a n im por ta nt s uppl ie r  of 
Cypr us  ( s e e  la te r  s e c t ion 8 f or  e m pir ic a l e va lua t ions ) .

S umm ing up t he  s t a t ic  e f f e c ts , i n in d u s t r y f or  M N M Cs  ne ga ti ve  t r ad e  d ive r s ion  e f f e c t s  s ta r te d to ta ke 
pl a c e  s e ve r al  ye ar s  ago but  w i ll  be  a mpl if ie d r i gh t  u n t il ac c e s s i on . P os i t ive  t r ad e  e f f e c t s  i n the  f or m  of 
mor e  e xpor ts  t o t he  ne w  me m be r  c ountr ie s  w il l c om e  on s tr e a m at  t h e  t i m e  of  ac c e s s i on  w it h t he 
e xc e pti on of  I s r a e l  a nd T ur ke y w hi c h w i ll be ne f it  or  a r e  a l r e a dy be ne f it ing f r om f r e e  a c c e s s  i nto t he 
ma r ke ts  of  s e ve r a l ne w  a ppl ic a nt s . T his  c ont r a s ts  w i th agr i c u l t u r e , w he r e  ne ga ti ve  tr a de  e f f e c t s  on
M N M Cs  a r e  not to be  e xpe c te d u n t i l t h e  t i m e  of  ac c e s s ion  at  t h e  s oon e s t  an d  af t e r  t h e  e n d  of 
t r an s it ion  p e r iod s  p r ovi d e d  f or  in  t h e  s ix f u t u r e  ac c e s s i on  t r e at ie s  at  t h e  l at e s t  ( 2010? 2013?) . W ha t
is  s a id f or  a gr ic ul tur e  a ppli e s  to c om m e r c ial s e r vic e s  a s  w e l l. S ome  of  t he m  a r e  la bour - int e ns ive , s uc h a s 

                                                          
16 No reference is made here to consumer standards in the EU because these must be respected by anybody
selling in the EU market, MNMC producers included.
17 Jordan Producers in the Jordan Valley are counting in such possibility in view of the high income elasticities
for such products in some of the applicant countries.
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r oa d ha ul a ge . A  r e l e va nt  e xa m ple  w ill  s uf f ic e . T ur ki s h f i r m s  c om pe t e  now a da ys  on a  l e ve l pla yi ng f i e ld
w i th E U - ba s e d c om pa nie s  f or  c a r go to a nd f r om t he  Ce nt r a l  E ur ope a n a ppli c a nts . O nl y a t the  t im e  of 
a c c e s s i on, t he y e nt e r  the  E U ’ s  I nte r na l M a r ke t f or  s e r vic e s , im pl ying be t te r  t r e a tm e nt f or  E U - ba s e d
ha ul a ge  f ir m s  tha n f or  T ur ke y, s inc e  the  Cus tom s  U ni on the  la t te r  ha s  w i th the  E U  d oe s  n ot  c ove r 
s e r vic e s .

T ur ning now  to d yn am ic  e f f e c t s , the  E nl a r ge m e nt  i s  e xpe c t e d to i nc r e a s e  the  ne w  me mbe r  c ount r i e s ’ 
s t a nda r ds  of  l ivi ng ( t hr ough dif f e r e nt me c ha nis ms ; s e e  Ba ldw in 1994) , w hic h i n tur n w il l inc r e a s e  t he i r 
im por ts  both f r om  m e mbe r s  a s  w e l l a s  f r om non m e m be r  c ountr ie s , inc luding M N M Cs . T his  is  a  pos it ive 
tr a de  e f f e c t , w hi c h ve r y muc h w i ll  de pe nd on the  inc om e  e l a s tic it ie s  of  i mpor t  de ma nd f or  t he  ki nd of 
pr oduc t s  the y impor t f r om M N M Cs  ( e .g. c i tr us  f r uit , t r opic a l  f r ui t) . H ow e ve r  i f  the  ne w  me mbe r 
c ountr i e s  de c i de  a f te r  a c c e s s ion t ha t  t he y w is h t o e nt e r  the  M one ta r y U nion s oone r  r a the r  tha n la te r , the y
w i ll  ha ve  to i mpos e  upon the m s e l ve s  t ough ma c r oe c onomi c  r e s tr i c t ions  to c ompl y w it h M a a s tr i c ht
c r it e r i a , s ome thi ng w hic h i n tur n w il l ke e p the  r a te  of  gr ow th l ow .

3. P r e f e r e nc e  e r os i on in E U  m a r ke t s 

U nti l now  the  be s t w a y t ha t  a ppl ie d e c onom is ts  ha ve  to a s s e s s  the  i mpor t a nc e  of  the  pot e ntia l f or  t r a de 
di ve r s i on in E U  m a r ke t s  a s  a  r e s ul t of  e nl a r ge m e nt i s  by looki ng a t  t he  de gr e e  of  s i mil a r ity i n t he  r a nge  of 
pr oduc t s  s uppl ie d by t he  ne w  me mbe r ( e .g. P ola nd)  a nd the  outs ide r  ( e .g.T unis ia ) . I n this  r e s pe c t  one 
s hould not i gnor e  t ha t  t he  E ur ope  A gr e e me nts  be tw e e n CE E C a nd the  E U  ha ve  pr oc ur e d t a r i f f - f r e e 
a c c e s s  in the  la t te r  f or  s e ns iti ve  pr oduc t s  s uc h a s  te xti le s  a nd c l ot hing, a nd s te e l  pr oduc t s  onl y s inc e  a 
c ouple  of  ye a r s , but not  e ve n tha t  f or  CA P  pr oduc ts  ( i nc l uding pr oc e s s e d f ood) . T his  c ha nge s  w ith
me mbe r s hi p. Cr iti c a l he r e  i s  tha t f or  both t he  CE E Cs  a nd M N M Cs  t he  pr inc ipa l  ma r ke ts  f or  a l l t he s e 
pr oduc t s  c ons i de r e d “ s e ns it ive ”  by the  E U  a r e  by f a r  i n t he  E U  i ts e lf . H e nc e  the  i mpor t a nc e  of  s t udying
e xpor t ove r l a p be tw e e n t he  tw o gr oups . A  num be r  of  e xpor t  s imi la r it y inde xe s  a r e  m e ntione d i n the 
e c onomi c  lit e r a tur e , a mong w hic h t he  be s t know n i s  t he  F i nge r - K r e i nin i nde x of  s i mil a r ity of  e xpor t 
pa tt e r ns . F or  tw o c ountr ie s  ( a  a nd b)  e xpor t ing t o a  t hir d ma r ke t( c )  the  f or m ul a  i s  a s  f ollow s :

S  =      m in ( S i     ,S i     )  x 100
     i          a c      bc 

w he r e  S i      a nd S i     r e pr e s e nt t he  e xpor t s ha r e s  of  c ommodi ty i          a c          bc 
in t he  e xpor ts  to c  of  a  a nd b r e s pe c ti ve l y. F or  e a c h c om modit y the  l ow e r  of  the  t w o is  s e le c t e d. A n i nde x
of  100 indic a t e s  pe r f e c t  ove r la p, w hi le  0 r e pr e s e nts  no ove r la p.
T his  inde x  w a s  us e d i n a n e a r li e r  pa pe r  by one  of  t he  a uthor s  of  t hi s  r e por t 18 t o a s s e s s  t he  de gr e e  of 
ove r la p of  a )  a gr ic ult ur a l;  b)  i ndus t r i a l a nd c )  ove r a ll I s r a e l' s  e xpor t  pa tt e r ns  ( t o t he  E C)  in 1990 w i th a 
c a ndida te  to E C m e m be r s hip f r om the  CE E C gr oup( P ola nd)  a nd one  f r om  t he  M e dit e r r a ne a n( Cypr us ) .

D a ta  w e r e  ta ke n f r om t he  U .N . Comm odi ty T r a de  S ta tis ti c s , di s a ggr e ga te d a t the  S I T C t hr e e - di git  l e ve l,
i.e . a  r e la t ive ly high l e ve l of  di s a ggr e ga ti on. A gr ic ult ur a l a nd r a w  ma te r ia l e xpor t s  w e r e  ta ke n a s  t hos e 
inc l ude d unde r  c a te gor ie s  S I T C 0, 1, 2 a nd 4, w hi le  indus tr ia l  e xpor t s  w e r e  r e pr e s e nte d by t he  r e ma ini ng
S I T C c a te gor ie s . Re s ul ts  a r e  r e pr oduc e d in T a bl e  3.

T a bl e  3: E xpor t s im ila r i ty inde xe s  I s r a e l- P ola nd a nd I s r a e l -        Cypr us ( 1990)    

A gr i c .e xp. I nd.e xp. T ota l e xp.

I s r a e l -  P ol a nd 21.32 25.78 23.31
I s r a e l-   Cypr us 37.38 14.74 21.44
S O U RCE    : U .N . Comm odi ty Tr ade S ta tis ti cs  1990

S e ve r a l  i mpor t a nt  c onc lus ions  w e r e  the n dr a w n:

1)  O ve r a l l, the  I s r a e l i 1990 e xpor t pa t te r ns  to t he  E C w e r e  not ve r y s imil a r  to thos e  of  P ol a nd a nd Cypr us .

                                                          
18 S e e  To vi a s ,  A .( 19 95) .
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2)  F oc us s ing t he n on pr i ma r y pr oduc ts , a s  P omf r e t  a nd ot he r s  did i n t he  e a r l y 1980s , a  de c a de  be f or e  tha t,
f or  a ll  M N M Cs , it  a ppe a r e d tha t I s r a e l e xpor t  pa tt e r ns  w e r e  the n mor e  s i mil a r  to t hos e  of  Cypr us  tha n to
thos e  of  P ol a nd.

3)  T he  pa tte r n of  I s r a e l 's  indus tr ia l  e xpor t s  t o the  E C i n 1990 w a s  t ota ll y dis s im il a r  to the  one  of  Cypr us 
a nd a ls o dis s i mil a r  to t he  one  of  P ol a nd.

T he r e f or e  in t e r m s  of  pote nti a l tr a de  dive r s ion a ga i ns t I s r a e l i a gr ic ult ur a l pr oduc t s , it  s e e m e d    a  pr ior i    t ha t
only the  e nt r y of  Cypr us  into the  E U  w ould be  of  s om e  c onc e r n f or  I s r a e l . H unga r y ma y a ls o be 
me nt ione d in t his  c ont e xt. A l though a ppr opr i a te  da ta  f or  H unga r y c oul d not  be  obta ine d, i t i s  w e l l know n
tha t  I s r a e l a nd H unga r y ha ve  be e n c om pe ting f or  s ome  t ime  now  in E C m a r ke t s  of  goos e  li ve r  a nd s ome 
f r ui t. I n a  ne w  s e r ie s  of  t e s ts , ba s e d on 1994 da ta  f or  H unga r y' s  e xpor t s  to the  w or ld by s e c t or s  a t t he 
S I T C 2- di git  l e ve l ha s  a llow e d t he  a uthor s  t o c a l c ul a t e  e xpor t  s imi la r it y inde xe s  be tw e e n this  c ountr y a nd
M N M Cs . Re s ul ts  a r e  r e pr oduc e d in T a bl e  4. D a ta  us e d on e xpor ts  t o t he  E C di s a ggr e ga te d a t the  S I T C
tw o- digit  le ve l w e r e  f r om 1994.

T a bl e  4: E xpor t s im ila r i ty be tw e e n H unga r y a nd         M N M Cs  ( 1994) 

M or oc c o 38.12
I s r a e l 49.12
E gypt 36.30
T ur ke y 51.63
J or da n 33.07
A l ge r ia  6.56
T uni s ia 43.40
S O U RCE    : U .N . Comm odi ty Tr ade S ta tis ti cs  1994; ow n c al cul at ions .

F r om  the  ta ble  it  a ppe a r s  t ha t e xpor t  ove r la p i s  highe s t in r e la tion to T ur ke y, I s r a e l a nd T unis i a . T he r e  i s 
le s s  ove r la p w ith M or oc c o, E gypt  a nd J or da n a nd no ove r la p w it h A lge r ia . T his  or de r  is  not a s t oni s hing.
T he  f ir s t  gr oup i s  s pe c ia l iz ing a mong othe r s  i n te xti le s , c lothing, f ood a nd s ome  t ype s  of  ma c hi ne r y, a s 
doe s  H unga r y. A  c los e  look s how s  t ha t  ove r la p w a s  hi gh in t he  c a s e  of  T ur ke y f or  S I T C 05( ve ge t a bl e s 
a nd f r uit ) , 67 ( i r on a nd s t e e l) , 77 ( e l e c t r i c a l  m a c hine r y a nd pa r ts  t he r e of )  a nd 84( c lothing) . I n t he  c a s e  of 
T uni s ia  a nd I s r a e l a ls o the s e  tw o la s t c a t e gor i e s  c a n be  f ound w ith pe tr ol e um  pr oduc ts  a l s o be ing w e ll 
r e pr e s e nt e d in the  c a s e  of  T unis ia - H unga r y, w he r e a s  in the  c a s e  of  I s r a e l- H unga r y, ove r la p i s  a ls o high
f or  te l e c omm unic a ti ons  e qui pm e nt .

T he s e  f igur e s  a r e  not di r e c tl y c om pa r a ble  w i th thos e  i n T a ble  5 be l ow , dis pla yi ng inde xe s  of  e xpor t 
s i mi la r it y be t w e e n M N M Cs  a nd s ome  ot he r  CE E Cs 19. F or  t he  la tt e r , da ta  us e d a r e  di s a ggr e ga te d a t the 
S I T C 3- di git  l e ve l f or  1994, s om e t hing w hi c h    c a e t e r i s  pa r ibus     t e nds  to low e r  t he  inde xe s  i n r e l a ti on to
inde xe s  us ing da t a  a t a  le s s  di s a ggr e ga te d le ve l .( F or  H unga r y the r e  w a s  no s uc h da ta ) .

T a bl e  5: E xpor t s im ila r i ty inde xe s         M N M Cs -        CE E Cs       ( 1994) 

Roma nia    S l ove ni a P ola nd Cz e c h Re p

I s r a e l 20.56 27.49 27.47 27.24
E gypt 27.50 26.10 29.34 23.82
J or da n 17.63 21.70 21.50 18.95
A l ge r ia 12.06  3.03  3.95  4.08
M or oc c o 29.06 22.67 29.04 19.14
T uni s ia 39.94 29.74 33.51 25.50
T ur ke y 40.67 35.66 46.33 37.47
S O U RCE    : U .N . Comm odi ty Tr ade S ta tis ti cs  1994; ow n c al cul at ions .

                                                          
19 T he r e  w e r e  no  da t a  f o r  Bul ga r i a  a nd S l ova ki a .
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T his  ta bl e  t e l ls  s e ve r a l  things : 

F i r s t , ove r a l l t he  de gr e e  of  s i mi la r it y be t w e e n the  t w o gr oup of  c ountr ie s  i s  not  t oo hi gh ( no i nde x is 
s upe r ior  to 50) . A m ong t he  CE E Cs  s e l e c t e d in t he  ta ble , the  l e s s  s imi la r  t o M N M Cs  i s  the  Cz e c h
Re publi c . P ola nd a nd Rom a ni a  a r e  on t he  w hol e  t he  mor e  s i mi la r  t o M N M Cs  i n the ir  e xpor t pa tte r ns  t o
the  E C a m ong CE E Cs , w hile  S love nia  is  in a n i nt e r m e dia r y pos it ion. I t is  di f f ic ult  to pla c e  H unga r y
a m ong CE E Cs  give n da ta  li mit a t ions .

O n t he  ot he r  ha nd, c om bi ning T a ble s  4 a nd 5 a ll ow s  to s ta t e  tha t a mong M N M Cs  by f a r  t he  le s s  s i mil a r 
to s e le c t e d CE E Cs  i n te r ms  of  i ts  e xpor t pa t te r ns  i s  A lge r i a , a nd the n J or da n. M or oc c o a nd E gypt  c ome 
a f te r , be c a us e  a l though I s r a e l i s  in the  s a m e  c a t e gor y a s  t he s e  la s t tw o w he n i t c om e s  to T a bl e  5, the  high
le ve l of  e xpor t ove r la p be t w e e n I s r a e l a nd H unga r y m us t be  s ingl e d out i n T a ble  4. I t a ls o a ppe a r s  c le a r ly
f r om  the  la s t tw o t a bl e s  tha t , ove r a l l, it  is  T uni s i a  a nd e ve n mor e  T ur ke y w hic h m us t  be  c onc e r ne d by
pote nti a l  tr a de  dive r s ion de r ivi ng f r om  the  CE E Cs  i nt e gr a t ion i n t he  E U . F or  i ns t a nc e , t he  hi ghe s t  s c or e s 
in T a bl e  5 ( > 30)  a r e  f ound f or  t he  bi la te r a l  inde xe s  of  T ur ke y- P ola nd, T ur ke y- Roma ni a , T unis ia - 
Roma nia , T ur ke y- Cz e c h Re publi c , T ur ke y- S love nia  a nd T unis ia - P ola nd. A  c l os e  l ook a t the 
di s a ggr e ga te d da t a  s how s  tha t  in t he  c a s e  of  T ur ke y, ove r la p i s  ve r y high in r e lat ion t o a ll  CE E Cs  s e l e c t e d
f or  ir on a nd s te e l ba r s (  S I T C 676) . I n t he  c a s e  of  T ur ke y-  P ol a nd t he r e  is  a l s o hi gh ove r l a p f or  me n a nd
boys  c l ot hing a nd knit te d w e a r ( S I T C 841)  a nd " ot he r  t e xtil e  a nd a ppa r e l pr oduc ts "  ( S I T C 845) ;  i n t he 
c a s e  of  t he  T ur ke y -  Cz e c h Re publi c , ingot s  of  ir on a nd s te e l ( S I T C 672)  w hil e  in the  c a s e  of  T ur ke y- 
Roma nia  w ome n a nd gir l  c lot hi ng a nd kni tte d w e a r ( S I T C 847) . T uni s ia  a nd Roma nia  a r e  c om pe ting in
e xpor t ma r ke ts  of  f e r t ili z e r s ( S I T C 562) , me n a nd boys  c l ot hing a nd knit te d w e a r ( S I T C 841) , w ome n gir l 
a nd c lothing a nd knitt e d w e a r ( S I T C 842)  a nd f ootw e a r ( S I T C 851) .

A  c ompa r i s on of  T a ble s  3 a nd 5 s how s  tha t e xpor t ove r l a p be tw e e n I s r a e l a nd P ol a nd i nc r e a s e d f r om 
1990 to 1994 ( f r om 23.31 to 27.47, s e e  f igur e s  in bold) . T his  is  not a s t onis hing give n the  i ndus t r i a l
tr a ns f or m a ti on of  P ola nd w i th a  ma r ke d s hi f t  tow a r ds  s pe c ia l iz a ti on in l ighte r  i ndus t r i e s  tha n a t  the 
be gi nni ng of  t he  1990s . T hi s  impr e s s i on is  c onf ir me d l a te r  on w i th da ta  of  1996.

I n f a c t  I s r a e l , a mong ot he r  M N M Cs ( s uc h a s  T ur ke y a nd T uni s ia ) , ha s  a lr e a dy be e n f e e li ng the  pinc h
s i nc e  s e ve r a l ye a r s , e ve n i n the  doma in of  c lot hi ng a nd t e xtil e s  w hic h i ni tia ll y w e r e  of f ic i a l ly e xc lude d
f r om  the  f r e e  tr a de  r e gi me  pr ovi de d f or  in t he  E ur ope  A gr e e me nts . T he r e  ha ve  be e n w a ys  to ge t a r ound
it , e .g. out w a r d pr oc e s s ing r ule s . I t  i s  w e l l doc ume nt e d tha t s i nc e  t he  e nd of  the  1980s  the r e  ha s  be e n a 
de loc a l is a ti on pr oc e s s  t a ki ng pl a c e  i n E ur ope  w he r e by te xti le  a nd c lothi ng f i r m s  ha ve  be e n be i ng move d
to E a s t e r n E ur ope , tha nks  t o a  s pe c ia l tr a de  r e gi me  c a lle d O P T  ( O ut w a r d P r oc e s s ing T r a f f i c ) . T his  ha s 
pos e d f or  ins t a nc e  a  ne w  pr oble m  f or  I s r a e li  te xt ile  f ir m s  w hi c h ha d be e n e xpor ting ove r  the  ye ar s  f i be r  or 
c l ot h t o the  E C f or  f ur t he r  pr oc e s s ing the r e , m a king good us e  of  the  dut y-  a nd quota - f r e e  pr ovis i ons 
c ont a ine d in t he  ol d 1975 E C- I s r a e l F T A  a gr e e me nt . T hi s  pr i vil e ge d tr e a t me nt doe s  not a pply if  the 
I s r a e li  t e xt il e  e xpor t s  a r e  pr oc e s s e d i n CE E Cs  s inc e  in tha t  c a s e  te xt ile s  a nd c lot hi ng e xpor te d f r om t he r e 
w i ll  not c om pl y w it h or i gin r ule s . I s r a e l tr ie d t o e xt r a c t E U  c onc e s s ions  in the  c onte xt of  the  ne goti a t ions 
f or  the  1995 a gr e e m e nt  a nd la te r  on w it h no s uc c e s s  ( e .g. a c c e s s ion t o t he  P a n- E ur ope a n c umula t ion of 
or igin s ys te m) . A s  is  w e ll know n, the  O P T  r e gim e  is  s l ow l y be i ng pha s e d out a s  the  c onc e s s ions  of f e r e d
by t he  E U  in t he  c onte xt  of  t he  E ur ope  a gr e e me nts  a r e  be i ng or  ha ve  a lr e a dy be e n a pplie d to CE E Cs 
te xt ile  e xpor t s . T his  ne w  r e gime  how e ve r  br i ngs  no s ol uti on to t he  pr obl e m  c onf r onte d by the  I s r a e l i
te xt ile  i ndus t r y s i nc e  O P T  w a s  i nt r oduc e d. T he r e f or e , w hi le  it  c a nnot  be  s a id t ha t  t he  pr oc e s s  of  E U 
E nla r ge me nt to CE E Cs  i s  the  or igina l c a us e  of  t he  de mi s e  of  I s r a e l’ s  te xti le  indus tr y, it  is  c e r t a i nly a 
r e inf or c i ng f a c tor .

T he r e  i s  a ls o now  a ne c dot ic a l e vide nc e  t ha t a  pr oc e s s  of  de loc a l is a ti on of  I ta l ia n t e xtil e  S M E s  to
Roma nia  i s  t a king pla c e  s inc e  a  numbe r  of  ye a r s  t o t r y to r e duc e  unit  la bour  c os ts . Re l e va nt  he r e  i s  t ha t
I t a l ia n f ir m s  ha ve  c hos e n t o loc a t e  t he ir  w or ks hops  in Roma nia  r a the r  tha n T uni s ia  w hic h is 
ge ogr a phi c a l ly c l os e r  to home 20.

                                                          
20 Of course other factors than erosion of preferences given to MNMCs might have played a role, such as the
better legal environment , the stronger commitement to reform and the better treatment of foreign investment in
CEECs. Some experts told to this author that MENA is perceived as a region with intractable problems. And
cultural differences may play a certain role in decisions made by investors (e.g. Scandinavians are said to have a
worse image of Mediterranean countries than of Mitteleuropa).



19

A  thir d s e r i e s  of  s imi la r it y inde xe s  inc or por a t ing m or e  c ountr ie s  ha ve  be e n c a l c ul a t e d this  ti me  f or  t he 
ye a r  1996 us ing    only     E U  in d u s t r ial i mpor t  da ta  di s a ggr e ga te d a t the  t w o- le ve l digit of  the       Har m on i z e d 
S ys t e m       ( c a te gor ie s  25- 99) 21. I n f a c t  w ha t  is  c a lc ul a te d he r e  is  the  de gr e e  of  s im ila r i ty of  E U  i ndus t r ia l
im por ts  f r om  dif f e r e nt  or igins . T his  ti me  a l s o a n ove r a ll  M N M C i nde x in r e la t ion t o e a c h c a ndi da t e 
c ountr y ha s  be e n c a lc ula te d a s  w e l l a s  a n ove r a ll  CE E C inde x i n r e l a t ion t o e a c h M N M C. A l l t he  inde xe s 
f or  the  i ndi vi dua l c ount r ie s  ne got ia t ing now  ( t he  s i x a ppli c a nts ) , but a ls o f or  the  f our  Ce ntr a l E ur ope a n
c ountr i e s  a nd E s t onia  ( c a ll e d in t he  ta ble  CE E C5)  a r e  a ls o c a l c ula t e d, a s  w e l l a s  f or  t he  CE E Cs  be l onging
to t he  s e c ond w a ve  of  ne got ia ting c ount r ie s . F i na lly, inde xe s  r e la t ing t o a l l the  Ce nt r a l a nd E a s t e r n
E ur ope a n c ount r ie s  c ons i de r e d now  f or  a c c e s s ion ( c a l le d CE E C10)  a s  a  bloc k ha ve  be e n inc l ude d. N o
c a lc ula ti ons  w e r e  m a de  f or  M a lta . Re s ul ts  a ppe a r  in T a bl e   A 9 in t he  A ppe ndi x.

F r om  the  ta ble  it  a ppe a r s  t ha t t he  1996 s t r uc tur e  of  i ndus t r ia l E U  im por ts  f r om  M N M Cs  w a s  mor e  s i mi la r 
to t ha t  of  Cypr us  ( 43)  t ha n t o t ha t of  CE E Cs  be l onging t o the  f ir s t w a ve  of  ne got ia ting c ount r ie s  ( 33.6) .
O ve r a ll  s imi la r it y is  la r ge r  w he n the  CE E C10 ( 36.5)  a r e  c ons ide r e d tha n w he n the  CE E C5 a r e  t he  one s 
unde r  f oc us .

L ooking a t t he  ta bl e  hor iz ont a ll y it a ppe a r s  r a the r  s ur pr is ingly tha t  E U  i ndus t r ia l impor ts  or igi na ting in
the  Ba l ti c  c ountr ie s  l ook m or e  a li ke  to the  one s  f r om the  M N M Cs  ( inde xe s  r a nging f r om  47 t o 62.8)  tha n
f r om  ot he r  c a ndida t e  c ountr ie s . A m ong t hos e  tw o gr oups  mus t  be  dis t ingui s he d:  1)  T he  le a s t s im ila r  to
M N M Cs  ove r a l l a r e  H unga r y, S l ove ni a , the  Cz e c h Re publi c  a nd the  S lova k Re publ ic  ( w it h i nde xe s 
r a nging f r om  27.7 t o 29.5) ;  2)  I n a n inte r me dia r y pos i tion  a r e  P ol a nd, Roma nia , Bul ga r ia  a nd
Cypr us ( inde xe s  r a nging f r om  36.5 t o 43) . T he  s ur pr is ing r e s ult  r e ga r ding t he  Ba lti c  a ppli c a nts  is  due  to
the  impor ta nc e  tha t  c r ude  oil  a nd pe t r oc he mi c a l s  pla y in the  e xpor t s  of  the s e  t hr e e  c ount r ie s . N oti c e  mus t
be  t a ke n how e ve r  tha t mos t of  the s e  pr oduc ts  a r e  s im pl y t r a ns i ti ng the  t hr e e  c ount r i e s . T his  i s  w hy la te r 
on a  ne w  ta ble  is  pr oduc e d e xc ludi ng this  ti me  H S  c a te gor y 27 ( s e e  T a ble  A 10) .

F r om  the s e  ove r a l l f igur e s , a  f i r s t c onc lus i on is  tha t  f or  the  M N M Cs  a s  a  w hole  a nd f oc us s ing onl y on
indus tr ia l pr oduc ts  only the  a c c e s s ion of  the  “ s e c ond w a ve ”  of  c ountr ie s  w ill  be  m or e  pr oble ma tic  f or 
the m  tha n the  a c c e s s ion of  the  “ f i r s t  w a ve ” .

D i f f e r e nc e s  in the  vul ne r a bil ity of  t he  va r i ous  M N M Cs  a na l yz e d a r e  e vide nt. T he  de gr e e  of  s im ila r i ty of 
CE E C5 a nd I s r a e l is  the  highe s t a m ong M N M Cs  ( 42.9) , f ol low e d by T ur ke y ( 37.6) , T unis i a  ( 31.3) ,
M or oc c o ( 28.5) , L e ba non ( 26.9) , J or da n ( 23.2) , E gypt  ( 22.0) , A l ge r ia ( 9.5) , S yr ia ( 11.6)  a nd L i bya  ( 8.2)  in
tha t  or de r . T his  or de r  doe s  not c ha nge  muc h if  ins te a d of  f oc us s ing on t he  CE E C5 t he  f oc us  i s  la i d on the 
CE E C10.

M os t  a l ike  Cypr us ’  indus tr i a l  e xpor ts  t o t he  E U  a r e  thos e  f r om  T ur ke y ( 53.3) , M or oc c o ( 51.8) , T unis ia 
( 51.1)  f ollow e d by L e ba non, I s r a e l  a nd onl y the n J or da n, E gypt , S yr ia , A lge r i a  a nd L ibya .

T ur ning now  to the  individua l  M N M Cs , a ppli c a nt c ount r i e s  f or  w hi c h the  c or r e s pondi ng inde x i s  highe r 
tha n 30 ( in  b old  h igh e r  t h an  40)  ha ve  be e n indic a t e d: 

T ur ke y   : a l l but  f or  L it hua ni a  a nd L a tvia , be i ng hi ghe s t  f or  C yp r u s , Bu lgar ia an d  R om an i a.

I s r a e l    :   Cypr us , Bu lgar i a, t h e  C z e c h  R e p u b li c , Hu n gar y, L i thua nia , P ola nd, R om an ia, t h e  S l ovak 
R e p u b li c  an d  S love n ia.

T uni s ia    :  C yp r u s , Bulga r i a , E s tonia , Li t h u an ia, P ola nd a nd Roma ni a .
M or oc c o: C yp r u s , Bu lgar ia, L i thua nia  a nd Rom a ni a .

L e ba non    : Cypr us , Bu lgar i a, E s tonia , Li t h u an ia, Roma nia , t he  S l ova k Re publi c  a nd S l ove ni a .

                                                                                                                                                                                     

21 EU import data drawn from Eurostat are used here and later on to calculate indexes instead than export data to
the EU as reported by MNMC and acceding countries to the UN used in previous indexes. The assumption is
that there are no gaps between bilateral trade flows as reported from exporting countries and as reported by the
EU.



20

E gypt   : Es t on ia, Lat vi a, L i thua nia .

J or da n   : Bulga r i a 

S yr i a     :   Lat via, E s tonia .

A l ge r ia  a nd L i bya    :  Lat via.

T he  c onc l us i on is  t ha t  f or  A l ge r ia , S yr ia , E gypt, J or da n a nd L ibya  the  a c c e s s ion of  the  s ix c ur r e nt ly
ne gotia ti ng c ount r i e s  doe s  not pos e  a ny pa r t ic ula r  pr oble m w he n f oc us s ing on indus tr ia l  pr oduc ts  ( s e e 
be low  f or  a gr i c ul tur a l  pr oduc ts ) . T hi s  a ppli e s  by a nd la r ge  to L e ba non a nd M or oc c o a s  w e l l. Cl e a r ly ,
looking a t t he s e  inde xe s , T ur ke y a nd I s r a e l s houl d be  the  m os t  c onc e r ne d a mong M N M Cs  by the  c omi ng
e nla r ge me nt of  2003- 2005, T unis i a  be i ng in a n i nt e r m e dia r y pos it ion.

I t  i s  e a s y t o s e e  w hy by looking t he  ta ble  ve r t ic a ll y:  T he  Cz e c h Re publi c  ha s  a  quit e  s im ila r  e xpor t
s t r uc tur e  to t he  one  of  I s r a e l( 42.2)  a nd T ur ke y ( 37.8) , muc h le s s  in the  c a s e  of  ot he r  M N M C.  T he  s a m e 
a ppl ie s  f or  H unga r y a nd S love nia . T he  c a s e  of  P ol a nd i s  i nt e r e s t ing. O ve r a ll it s  e xpor t  pa tt e r n t o the  E U 
is  l e s s  s imi la r  t o I s r a e l a nd T ur ke y tha n the  othe r  thr e e  V i s e gr a d c ount r ie s  but  t he n T uni s i a  ha s  s ome thi ng
to w or r y a bout  ( e .g. i n the  t e xt il e  a nd c l ot hing s e c tor )  r e ga r di ng E U  im por ts  f r om  P ola nd.

A l l the s e  r e s ults  r e inf or c e  w ha t  w a s  f ound f or  1990 a nd 1994, s how i ng a s  w e ll  t ha t  ove r  t ime  i t a ppe a r s 
tha t  the  c om ing E nl a r ge m e nt  s e e m s  to be  mor e  of  a  pr oble m  t o I s r a e l  t ha n i t w a s  a  de c a de  a go.

I n t a bl e  A 10 s imi la r it y inde xe s  of  E U  i ndus t r ia l impor ts  f r om di f f e r e nt or igi ns  ha ve  be e n r e c a lc ula te d
e xc l udi ng this  ti me  c a te gor y H S  27, i .e . c r ude  oi l a nd de r i va t ive s , be c a us e  t he ir  inc lus i on te nds  t o dis tor t
the  r e s ul ts  a bove , le a di ng to the  r e s ul t t ha t M N M Cs  a r e  hi ghly s i mil a r  to Ba lt ic  c ountr i e s  in t he i r  e xpor t
pa tt e r ns  to the  E U . T his  is  only due  to the  f a c t tha t the y s e r ve  a s  t r a ns i t c ountr ie s  f or  oi l tha t the y do not
pr oduc e  t he m s e lve s , a s  i ndi c a te d be f or e . I n the  r e vi s e d t a ble  it  a ppe a r s  now  tha t Cypr us  ( 59.5% ) ,
Bulga r i a ( 50.4% )  a nd Roma nia  ( 49.1% )  a r e  the  mos t s im il a r  to M N M Cs , E s tonia  a nd L it hua ni a  c om ing
only the n in t he  r a nki ng. O n the  othe r  ha nd now  L a tvia  is  t he  le a s t  s imi la r .

O t he r  c onc lus i ons  dr a w n on the  ba s is  of  the  a ll - i nc l us ive  t a bl e  r e m a i n, in pa r t ic ula r  t ha t f or  M N M Cs  t he 
a c c e s s i on of  t he  s e c ond w a ve  a c c e s s ions  w i ll  be  m or e  pr oble ma t ic  tha n the  f ir s t 22.

G e ne r a l ly s ome  tr a de  dive r s ion a ga ins t M N M Cs  ha s  be e n a nd w il l be  ine vi ta ble  a s  a  r e s ult  of  t he  long- 
dr a w n pr oc e s s  of  pr e f e r e nc e  e r os ion w hic h s ta r t e d in 1988. A ll  this  ha s , is  a nd w i ll be  ta ki ng pl a c e 
inde pe nde ntl y of  w he the r  or  w he n a c c e s s ion of  E a s te r n E ur ope a n c ountr ie s  i nto t he  E U      w il l t a ke  pla c e .

S ome  of  t his  t r a de  dive r s ion is  in f a c t  “ r e ve r s e  tr a de  di ve r s i on”  i n the  s e ns e  tha t the  c onc lus ion of  tr a de 
a gr e e me nt s  be t w e e n the  E C a nd M N M Cs  i n the  1970s  did pr oba bly le d t o s om e  tr a de  di ve r s i on a ga i ns t 
s ome  or  a ll of  the  c ount r ie s  ne got ia t ing now  a c c e s s i on to t he  E U .

T he  ma i n f indi ngs  of  t hi s  l ong s e c tion a r e  c omple me nta r y to r e c e nt r e s e a r c h publis he d by Br e nton of 
CE P S  in 1999. H e  pr ove s  tha t the  a s s e r t ion he a r d in the  E U  w he r e by it  is  S pa i n, P or t uga l a nd G r e e c e  tha t 
s hould be  c onc e r ne d by c ompe t iti on in E U  m a r ke t s  in s o- c a ll e d s e ns i ti ve  pr oduc t s  a s  a  r e s ult  of  t he  e ntr y
of  V i s e gr a d c ount r ie s , Cypr us , S love nia  a nd E s t oni a  in the  E U  is  w r ong. H e  the n pr ove s  tha t the 
c ountr i e s  tha t  s hould be  mos t  c onc e r ne d by t his  ne xt  E nla r ge me nt  a r e  thos e  CE E Cs  e xc lude d f r om  the 
ne xt  E nla r ge me nt( s uc h a s  Roma nia )  a nd T ur ke y. T hi s  r e por t  pr ove s  tha t  to t his  l is t  one  s houl d a dd othe r 
M N M Cs , s uc h a s  I s r a e l a nd T unis i a .

F ur t he r mor e  Br e nton him s e l f  in a nothe r  a r ti c le  c onf ir ms  tha t a s  a  r e s ul t of  the  de c is i on ta ke n a t the 
L uxe mbour g S um mit  of  1997 t o ta ke  f ir s t  s i x out  of  11 c ount r ie s  int o the  E U , thos e  l e f t  out w ould s uf f e r 
not onl y f r om tr a de  di ve r s i on but f r om inve s tme nt  di ve r s i on a s  w e ll , be c a us e  the  s ix to be  a dm itt e d f i r s t

                                                          
22 In this revised table, the index is more than 50% for Cyprus with Turkey, Tunisia and Morocco, Bulgaria-
Israel and Lithuania-Lebanon and between 40% to 50% for Cyprus-Egypt, Bulgaria with Morocco and Lebanon;
Israel with all Eastern European countries; and Estonia with Turkey.
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w oul d be  pa r t of  the  S ingle  M a r ke t , not  only of  t he  E U 's  Cus tom s  U ni on. T he  s a me  a ppl ie s     te l       que l     t o
M N M Cs 23.

F ur t he r  s e c t or i a l  r e s e a r c h done  by S t e t te r  ( 1997)  s how s  t ha t r e ga r ding I s r a e l , Re ve a le d Compa r a ti ve 
A dva nta ge  e xis ts  f or  m a ny c a t e gor i e s  of  goods  f or  w hic h s e ve r a l CE E Cs  ha ve  a ls o a  high RCA  ( s e e 
be low  t he  s e c t ion de vote d i n thi s  r e por t t o RCA  ove r la ps  be tw e e n the  s ix a ppl ic a nt  c ountr ie s  a nd the 
M N M Cs ) . H unga r y ha s  the  mos t ove r l a ps  w ith I s r a e l  ( e .g. m e a t pr e pa r a t ions , e dible  ve ge t a ble s ,
pr e pa r a ti on of  ve ge ta ble s , oi l s e e ds , f e r t ili z e r s  a nd s om e  t e xtil e  a r t ic le s ) . P ola nd f ollow s  f r om  c l os e  a nd
mos t ly f or  t he  s a me  pr oduc t s . E s tonia , S love nia  a nd the  Cz e c h Re publi c  c om e  l a t e r  in tha t  or de r .
G l oba ll y s pe a king a bout 15.3%  of  a ll I s r a e li  e xpor ts  t o t he  E U  a r e  c onc e r ne d, a c c or ding t o S t e t te r .

O ne  mor e  poi nt , w hi c h w or r i e s  I s r a e l a nd T ur ke y, a nd w hic h s houl d w or r y ot he r  M N M Cs , is  tha t  a s  f r om 
e a r l y 1998, CE E Cs  be ne f i t f r om P a n- E ur ope a n c umula t ion; e .g. a n H unga r i a n r a w  ma t e r ia l  c a n be 
e xpor te d f or  pr oc e s s ing f ur the r  into P ola nd, the  P ol is h s e mi - m a nuf a c t ur e d pr oduc t c a n be  s e nt the n f or 
f ur t he r  pr oc e s s ing to the  Cz e c h Re publi c , w hic h c a n e xpor t the  good on a  duty- f r e e  ba s i s  to the  E U .
M N M Cs  a r e  not inc lude d i n t he  s ys t e m a nd w il l not  be . T he  E U  i s  onl y thi nking now  in the  pos s i bil it y of 
c umula t ion a mong M N M Cs . I t  doe s  not ta ke  muc h to unde r s t a nd t ha t  f r om  a n e c onom ic  vi e w poi nt  I s r a e l
w oul d be  muc h be t te r  of f  w i th P a n- E ur ope a n c umula t ion t ha n w it h c umula t ion w it h othe r  M N M Cs 
be c a us e  CE E Cs  a r e  mor e  indus tr ia liz e d tha n the  f or me r ; the r e f or e  intr a - i ndus t r y tr a de  be tw e e n I s r a e l  a nd
CE E Cs  ha s  mor e  pote nti a l  tha n w i th ot he r  M N M Cs .

Re f e r e nc e  s hould be  ma de  now  to de gr e e  of  ove r l a p of  E U  a gr ic ult ur a l impor t pa t te r ns  f r om  the  a ppli c a nt
c ountr i e s  in r e la ti on to thos e  f r om M N M Cs . T his  is  done  in T a bl e  A 11 i n t he  A ppe ndi x. T he  f ir s t  thing
tha t  s t r i ke s  t he  obs e r ve r  i s  tha t in r e la t ion t o CE E Cs , s i mil a r ity i s  highe r  i n a gr ic ult ur e  t ha n i n i ndus t r y. I n
pa r t ic ula r , P ola nd’ s  a nd Cypr us ’ s  s im il a r i ty to M N M Cs  a ppe a r s  to be  r e la tive l y high ( inde xe s  be ing
56.4%  a nd 57.5%  r e s pe c ti ve l y) . T hi s  s e e ms  im por ta nt gi ve n t ha t  P ola nd is  t he  la r ge s t  a gr i c ul tur a l 
e xpor te r  a mong the  a ppli c a nts  a nd ha s  a  la r ge  unus e d pote nt ia l  a nd tha t Cypr us  ha s  a  c ompa r a ti ve 
a dva nta ge  in s ome  M e di te r r a ne a n- type  pr oduc t s  ( e .g. c i tr us  f r uit ) . S i mil a r ity be tw e e n E U  impor ts  f r om
Cypr us  a nd t hos e  f r om E gypt , J or da n, M or oc c o a nd I s r a e l s e e m t o be  pr e tt y high. F or t una te ly f or  t hos e 
c ountr i e s , Cypr iot a gr ic ult ur a l e xpor ts  to t he  E U  a r e  s ma ll  in a bs olute  numbe r s . I n thi s  r e s pe c t, in  te r ms 
of  c ompa r a ti ve  a dva nta ge , i t is  M or oc c o t ha t s hould be  qui te  c onc e r ne d by the  ne xt E nl a r ge m e nt, not
only be c a us e  of  Cypr us  but pa r ti c ula r ly be c a us e  of  P ol a nd’ s  a c c e s s i on to t he  E U  ( bil a te r a l s im ila r i ty
inde x e qua l to 51.1% ) , P ola nd be ing a  l a r ge  e xpor te r  of  bot h f r uit a nd ve ge ta bl e s . I t i s  pr e tt y s tr iki ng tha t 
the  s ha r e  of  f r ui t a nd ve ge ta ble s  in E U ’ s  a gr i c ul tur a l  i mpor t s  f r om P ol a nd r e a c h mor e  tha n 20 pe r c e nt , a 
f a c t  f r e que ntl y ne gle c te d. O n the  othe r  ha nd, n e it h e r  Tu r k e y n or  Tu n is ia h ave  r e as on s  t o b e 
c on c e r n e d  b y t h e  c om in g En l ar ge m e n t , w hic h i s  a  quit e  s tr iking c onc lus ion. I n t he  c a s e  of  T ur ke y this 
is  due  to it s  c onc e ntr a t ion i n t oba c c o e xpor ts  to the  E C;  i n t he  T uni s ia n c a s e , this  holds  f or  ol ive  oil .

F i na lly , a l though onl y indir e c t ly r e la te d w ith t he  is s ue  of  t r a de  di ve r s i on in E U  m a r ke t s , one  s hould
me nt ion he r e  t ha t  t he  s i x ne goti a t ing c ountr ie s  a r e  be ing he lpe d ma s s ive ly in t he i r  pr e - a c c e s s ion
s t r a te gie s  t o be  a ble  to c ope  w i th E U  dome s t ic  c ompe ti tion, muc h mor e  tha n the  othe r  f i ve  tha t  w e r e  le f t 
be hi nd until  t he  H e ls i nki de c is i on, not  to s pe a k of  T ur ke y a nd othe r  M N M Cs . I t  is  c a lc ul a te d tha t in the 
f i r s t ye a r  of  me m be r s hip the  s ix a ppl ic a nt s  w il l ge t  on a ve r a ge  170 E CU  pe r  c a pita  f r om  t he  di f f e r e nt
pr ogr a m s  the  E U  ha s ; t he  s e c ond w a ve  c ount r i e s  w i ll r e c e i ve  by t he n 23 E CU  pe r  c a pit a  a nd M N M Cs 
muc h le s s  tha n tha t  : A l l of  the m toge t he r  e xc l uding I s r a e l  ( w hi c h doe s  not ge t  a nyt hing)  a r e  r e c e i ving
a bout 2 bn E CU  pe r  ye a r  i n loa ns  a nd gr a nt s  f or  a  popul a t ion of  m or e  t ha n 170 mi ll ion pe ople ; i .e . a  l itt le 
mor e  tha n 10 E CU  pe r  c a pita ) .

4. T r e nds  in i ntr a - indus tr y t r a de  be t w e e n the  E U  a nd i ts  tw o pe r iphe r ie s    

T he  pr ogr e s s ive  t r a de  inte gr a tion of  CE E Cs  i nt o t he  E U  da te s  ba c k to the  1990s , pa r t ic ula r l y a f t e r  the 
inte r im  i mpl e m e nt a t ion of  t he  E ur ope  A gr e e me nts . I t  ha s  be e n s a id tha t muc h of  the  ne w  t r a de  be t w e e n
the  tw o pa r t ne r s  is  of  t he  intr a - i ndus t r y tr a de , e ve n of  the  i nt r a - f i r m type , p ar t i c u lar ly b e t w e e n 
Ge r m an y an d  t h e  C EEC s , a nd tha t the r e  is  a  pr oc e s s  going on le a di ng to t he  indus tr ia l  i nte gr a ti on of 

                                                          
23 Meanwhile as is well known, a decision has been taken at the Helsinki European council of December 1999 to
initiate negotiations with the 5 countries of the second wave plus Malta, which obviously takes care of the
criticism of Brenton (1999), but not of the criticism made in this report relating to MNMCs.
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CE E C into the  indus tr i a l  ti s s ue  of  W e s t e r n E ur ope . T he  a uthor s  of  t hi s  r e por t  ha ve  t r ie d to s t udy t he  is s ue 
r e ga r di ng s e ve r a l  CE E Cs . S uita bl e  da t a  w e r e  not  a va i la ble  f or  the  Cz e c h Re public . M or e  c onc r e t ly, us i ng
thr e e - digit le ve l  t r a de  da t a  f r om P ol a nd, Roma nia , S love nia , H unga r y24 a nd the  E U , I ntr a - I ndus tr y T r a de 
I nte ns i ty I nde xe s  ha ve  be e n c a lc ul a te d, w hic h a r e  r e pr oduc e d i n T a ble  625. T he  s e c ond c olumn r e f l e c t s 
the  s ha r e  of  i ntr a - indus tr y t r a de  in tota l  t r a de  of  the  f our  CE E Cs  s e l e c t e d, w hi le  the  f ir s t one , only intr a - 
indus tr y tr a de  be tw e e n t he  la tte r  a nd t he  E U .

T a bl e  6: I nt r a - indus tr y tr a de  inde xe s  f or  s e ve r a l        CE E Cs  ( 1994)    

E U W or l d  
P ola nd 0.347262 0.391682
Roma nia 0.236813 0.279699
S l ove ni a 0.534313 0.573675
H unga r y 0.589230.4576
S our ce:     U N  Com modit y Tr a de  S t at is t ic s  1994; ow n c al cul at ions .

I t  i s  i nt e r e s t ing t o not e  t ha t t he  s ha r e  of  int r a - indus tr y tr a de  in t he  tota l  t r a de  of  thr e e  of  t he  f our  CE E Cs 
s e le c te d is  not l a r ge r  i n t r a de  w i th the  E U  tha n in tr a de  w ith t he  w or ld, but  r a the r  the  c ontr a r y. I t me a ns 
tha t  intr a - i ndus t r y tr a de  i s  mor e  pr e s e nt in tr a de  f low s  of  the s e  t hr e e  c ount r i e s  w i th tr a de  pa r t ne r s  ot he r 
tha n the  E U  tha n w i th the  E U  its e l f  ( e g. w it h V i s e gr a d c ount r ie s  or  the  CI S ) . O ne  c a nnot  f ind a ny ot he r 
s a ti s f a c t or y e xpl a na ti on to t he s e  odd r e s ult s . O bs e r ve  tha t  H unga r y i s  t he  r e a l  a nd int e r e s t ing
e xc e pti on( s e e  mor e  be l ow ) .

Compa r i ng the  f our  CE E Cs  l e a ds  to the  non- c ont r ove r s i a l r e s ul t tha t the  l e ve l of  intr a - i ndus t r y tr a de  w ith
the  E U  is  hi ghe s t  now a da ys  in H unga r y a nd S l ove ni a  a nd low e s t in Roma nia 26.

F or  c om pa r a t ive  pur pos e s , s im ila r  inde xe s  f or  dif f e r e nt M N M Cs  ha ve  be e n c a l c ul a t e d. I t i s  obvious l y
e s s e nti a l  to c ompa r e  t he  r e la tive  le ve l s  of  int r a - indus tr y s pe c ia l iz a ti on of  t he  tw o E U  pe r iphe r ie s ,
pa r t ic ula r ly i n t he ir  r e la t ions hip w i th the  E U  ( s e e  ta ble  7) .

T a bl e       7 : I nt r a - indus tr y tr a de  inte ns i ty inde xe s  of         M N M Cs ( 1994)    

E U W or l d
T ur ke y 0.214234 0.283418
T uni s ia 0.242365 0.297952
M or oc c o 0.148978 0.163583
I s r a e l 0.393388 0.56757
E gypt 0.096649 0.146956
S our ce:     U N  Com modit y Tr a de  S t at is t ic s  1994; ow n c al cul at ions .

A  c ount r y- to- c ountr y c om pa r is on s how s  t ha t  a mong M N M Cs  onl y I s r a e l  ha s  hi ghe r  ge ne r a l intr a - 
indus tr y tr a de  inde xe s  t ha n P ola nd a nd Rom a nia  a nd s im ila r  to thos e  of  S love nia  or  H unga r y. I t  is 
s ymptom a t ic  tha t the  l e ve l of  I s r a e l' s  int r a - indus tr y tr a de  is  m uc h l ow e r  in tr a de  w ith t he  E U  tha n w i th the 
w or l d, s ome t hi ng r e f le c t ing t he  f a c t tha t I s r a e l ha s  a tta ine d hi gh le ve l s  of  intr a - i ndus t r y s pe c ia l iz a ti on in
tr a de  w it h t he  U S  ( in hi gh te c h)  a nd not i n tr a de  w i th the  E U . N ote  t ha t  e xa c tl y t he  r e ve r s e  i s  ha ppe ning
w i th H unga r y w hic h s e e ms  a l r e a dy t o be  " hooke d"  on t he  E U .

                                                          
    24 D a t a  f or  H u ng a r y  w e r e  a va i l a bl e  o nl y  a t  t he  t w o- di g i t  l e ve l .

    25 T he  i n de x u s e d i s  the  G r ub e l - Ll oyd  I nde x: 

( x   +   m  ) -      x  -  m
G L    =  - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 

( x      +    m     ) 

    26 The  co m p a r i s o n be t w e e n H un ga r y an d t he  ot he r  t hr e e  CE EC s  m a y  be  bi a s e d  be c a us e  of  t he  di f f e r e nt  le ve l s  of 
da t a  di s a ggr e g a t i on  a v a i l a b l e  f o r  the  f or m e r  a n d f or  t he  la t t e r . 
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I ntr a - i ndus t r y tr a de  bot h w it h t he  E U  a nd w i th the  w or ld s e e ms  unim por ta nt  f or  M or oc c o a nd E gypt.
I ntr a - i ndus t r y tr a de  ha s  the  s a m e  r e l a t ive  i mpor t a nc e  f or  T ur ke y a nd T unis ia  a s  f or  Rom a nia .

T he  a na lys is  of  t he s e  inde xe s  le a ds  t o the  t e nt a t ive  c onc lus ion tha t T unis ia  a s  S l ove ni a  a nd H unga r y s e e m
to i nc r e a s ingl y r e l y on int r a - indus tr y s pe c ia l iz a ti on, m a i nly w ith t he  E U . T hi s  i s  not  pr oble ma t ic  be c a us e 
T uni s ia  i s  not  s pe c ia l iz ing i n t he  s a me  indus tr ia l s e gme nts  tha n S l ove ni a  a nd H unga r y. I s r a e l on the  othe r 
ha nd is  s low ly de ta c hi ng it s e lf  f r om E ur ope , indus tr ia lly s pe a ki ng. I t a ppe a r s  a ga in tha t  it  i s  pr i ma r il y
T ur ke y a m ong M N M Cs  w hi c h mi ght  be  c onc e r ne d s hould a  c l e a r  t r e nd tow a r ds  the  indus tr i a l  inte gr a ti on
of  Roma ni a , P ola nd a nd othe r  CE E Cs  i nt o W e s te r n E ur ope  be c ome  t he  or de r  of  t he  da y. H ow e ve r  t his  i s 
not e vi de nt ye t f r om t he  inde xe s  c oll e c te d.

5. T he  de gr e e  of  ove r l a p in Re ve a l e d Compa r a tive  A dva nta ge  be t w e e n the  A pplic a nts  a nd M N M Cs 

A well-known and frequently-used index of Revealed Comparative Advantage (RCA) is given by the
following expression:

IRCAabj=  Xabj – Mabj /  Xabj + Mabj

Where IRCAj is the index of revealed comparative advantage of country a in trade with b for sector j
in the economy

Xabj = exports from country a to country b in sector  j as reported by a

Mabj= imports of country a from country b in sector j  as reported by a

Where  j  = 1……n   with n equal the number of sectors in the economy.

The index can take values from 1 to –1.  In order to get a sense regarding which sectors country a has
a comparative advantage ,  only those with a quite high index are selected. Of course the index can be
criticised for many reasons , e.g. it implicitly assumes that trade barriers are inexistent or that the
overall balance of trade of the country is in equilibrium. However the method seems pretty
appropriate if the idea is to get a rough indication of the sectors with comparative advantage at a very
disaggregated level. Incidentally, the high level of disaggregation chosen is also likely to reduce the
amount of intra-industry trade not captured usually by the index.

In what follows RCA indexes have been calculated on the basis of data furnished by the EU
COMEXT trade data base at the 4-digit level. Since the raw data obtained are actually exports and
imports of the EU to and from, respectively, the six applicant countries as a group and 10 individual
MNMCs for the years 1997 and 1998,the RCA index calculated is the following:

RCAbaj=  Mabj – Xabj /  Mabj + Xabj where
Mabj= Average 1997-98 EU imports from one of the MNMCs or from the Applicants as a group

And Xabj= Average 1997-98 EU exports to one of the MNMCs or to the Applicants as a group

Where b= one of the MNMCs or the Applicants as a group and a = the EU

Of course the assumption is that Mabj = Xbaj and that Xabj = Mbaj

Therefore the closer the index calculated (RCAbaj) comes to –1 the higher is supposed to be the
comparative advantage that one of the 16 countries under focus have in sector j in the EU market.
Precaution has been taken not to rely on trade data for only one year, which might be exceptional. An
average of 1997 and 1998 data has been systematically taken.

RCAbaj has been calculated for 1236 product groups(i.e. n = 1236 ). Only indexes lying between –0.8
and –1 have been selected. The next step has been to sort out only those sectors where there is overlap
between on the one hand the six applicant countries as a group (The Applicants) and each one of the
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MNMCs selected. Finally RCA indexes for the MNMCs as a group lying between –0.8 and –1 have
been sorted out and compared to the corresponding ones of the Applicants.

Table 7 below reports the number of categories of products for which the RCA index ranges between
–0.8 and –1 for all the 16 countries selected.

Table 7: Number of HS categories for which RCA       Is below –0.8 (by country)

Czech Republic  91 Morocco 128
Hungary 105 Algeria  45
Poland 110 Tunisia  86
Estonia  71 Libya  26
Slovenia  48 Egypt  95
Cyprus  33 Israel  86

Jordan  32
Syria  84
Lebanon 35
Turkey 129

Source   : See text

The table confirms a familiar argument whereby large countries (in demographic and economic
terms) tend to have a larger range of products regarding which they have comparative advantage than
smaller ones.

Table 8 lists the number of product category overlaps of RCA indexes ranging from –0.8 and -1 for
the 10 Mediterranean countries selected, both individually and collectively, and the Applicants taken
as a group. If the number of overlaps is taken as an indication of vulnerability to potential trade
diversion as a result of the first wave Enlargement, it appears clearly that Turkey, Morocco, Tunisia ,
Israel are much more vulnerable than Jordan, Lebanon , Libya, confirming previous findings (see
export similarity indexes above in a preceding section of this report). Slightly surprising and
somehow at odds with previous findings is that both Egypt, Algeria and Syria appear to be in the
same group as Israel and Tunisia and much more vulnerable than Jordan, Lebanon and Libya.

T a bl e  8: N um be r  of  ove r l a ps  be tw e e n RCA  pr oduc t  c a te gor ie s  ( r a nging f r om  –0.8 a nd –1)  of  A ppli c a nt
Countr i e s  of  t he  f i r s t  w a ve  a nd         M N M Cs  ( a ve r a ge  1997- 98 da ta ) 

All MNMCs 20
Morocco 15
Algeria 12
Tunisia 14
Libya  4
Egypt 13
Israel 13
Jordan  6
Syria 12
Lebanon  6
Turkey 16
Source   : See text

On the other hand it is not surprising that the number of RCA overlaps between the MNMCs as a
group and the six applicants (20) is larger than for individual MNMCs .

Content-wise, as a group, MNMCs seem to be highly vulnerable to competition by the applicants in
EU markets (see Table A12 in the Appendix) for, among others, the following products: live fish
(301), fruit and nuts uncooked or preserved (811, 812), animal feed (2308), one inorganic chemical
product , i.e. hydrogen peroxide (2847), women  clothing not knitted or crocheted (6206), sacks and
bags (6305), some articles of natural stone (6801), pig iron (7201) and lead ores and products derived
therefrom (2607, 7802).
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Looking at individual MNMCs, below are identified some of the products where vulnerability seems
highest (see Tables A13 to A22 in the Appendix)27:

Morocco    : Semi-processed fruit and nuts, oil-cake (a kind of animal feed), lead ores, paper and
paperboard, wood marquetry, women’s clothing (not knitted or crocheted).

Algeria    : Semi-processed fruit and nuts, lead ores, tar , pig iron.

Tunisia    : Oil-cake, cement, lead ores, tableware and kitchenware made of wood, women’s
clothing (not knitted or crocheted), products of natural stone.

Libya    : Semi-finished products of iron or non-alloy steel.

Egypt   : Natural honey, some vegetable materials used for plaiting (bamboos, rattan, osier),
sub-products of sugar manufacture, limestone, coke.

Israel   : semi-processed fruit, some types of animal feed, some inorganic chemical
compounds (e.g. hydrogen peroxide, carbides).

J or da n   : p r od u c t s  of  n at u r al  s t on e .

Syria    semi-processed fruit and nuts, vegetable materials used for plaiting (bamboos, rattan,
osier), oil cake, limestone, women’s clothing not knitted or crocheted, felt headgear,
products of natural stone.

Lebanon    : clock and watch cases.

Turkey    : natural honey, semi-processed fruit and nuts, vegetable materials used for plaiting
(bamboos, rattans, osier), sub-products of sugar manufacture, cement, some inorganic
chemical compounds as chromium oxides and hydroxides, women’s clothing not
knitted or crocheted, sacks and bags, products of natural stone, semi-finished
products of iron or non-alloy steel.

By an d  lar ge , t h e  t yp e  of  p r od u c t s  li s t e d  , in c lu d in g c lot h in g, p r oc e s s e d  f ood  ( m os t ly lab ou r - 
in t e n s i ve )  an d  ir on  an d  s t e e l  p r od u c t s  ar e  t yp i c ally c on s id e r e d  ye t  as  “s e n s i t i ve ” i n  t h e  EU .
How e ve r  t h e r e  ar e  als o s om e  c h e m ic als  an d  c on s t r u c t i on  m at e r ials , w h i c h  ar e  p r i m ar y r e s ou r c e - 
in t e n s i ve .

In Table A23 in the Appendix the exports in value (average 1997-98) actually done by MNMCs to the
EU15 in the categories reported above, in which they are individually or as a group vulnerable
because competing with the applicants in the EU, are reported. The main result is that vulnerable
exports (as defined here) represent less than 2% of the MNMCs exports to the EU , i.e.  880 Mo.$,
more than half of it originating from Turkey (458 Mo. $) and Morocco (161 Mo. $) with higher shares
of vulnerable exports (3.64% and 3.24% respectively). At the other extreme this share is less than 1%
for Algeria, Libya, Jordan and Syria and quite interestingly Israel (which on the basis of the number
of overlaps seemed above to be trade-wise among the MNMCs mostly affected by the Enlargement).

Finally, in Table 9 below the number of     bilateral overlaps    of RCA categories ranging between 0.8 and
1 (in absolute numbers) have been reported. It appears that in terms of the amount of sectors
concerned by the Enlargement, for most MNMC the principal countries in terms of competition are
Poland and Hungary, followed by Cyprus and the Czech Republic. This rule does not hold only for
Jordan and Lebanon, for which it is  the entry of Cyprus into the EU which should be followed with
particular interest. For Syria , as well, the number of overlaps with Cyprus is quite high. These results

                                                          
27 Note that waste and scrap of metals, as well as ash and residues or human hair have been disregarded, all
being a tiny part of the international trade of MNMCs.
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are not surprising in view of the fact all these four countries belong to the same sub-region as Cyprus,
namely the Eastern Mediterranean.

Although not as important as the two main competitors (Poland and Hungary), for Egypt and Turkey
it appears that Estonia is also a country to watch, whereas for Israel and Morocco that holds for the
Czech Republic.

T a bl e  9: N um be r  of  bil a t e r a l ove r l a ps  be tw e e n RCA  pr oduc t  c a te gor ie s  ( r a nging f r om  –0.8 a nd –1)  of 
A ppl ic a nt  Countr i e s  of  t he  f i r s t  w a ve  a nd M N M Cs  ( a ve r a ge  1997- 98 da ta ) 

Morocco Algeria Tunisia Libya Egypt Israel Jordan Syria Lebanon Turkey

Czech Re. 14 11 15 5 16 15 10 12 11 13
Hungary 24 14 20 10 28 22 10 21 10 26
Poland 27 15 20 6 20 19 8 18 10 30
Estonia 11 13 10 8 16 11 6 12 12 15
Slovenia 7 3 8 2 6 8 4 5 6 9
Cyprus 10 12 13 7 14 16 12 15 15 11

6. Trade in services   

A . T r a de  in f i na nc i a l s e r vi c e s 

All the applicants are called to apply without transition periods the acquis communautaire from the
date of accession. This is particularly relevant for the Republic of Cyprus, which has functioned until
this very day as an off-shore financial centre. In this connection, ans as reported by the press, in April
2000 an informal ECOFIN council in Lisbon decided that the ultimate goal of the EU is to introduce
by 2010 an information exchange system between EU tax authorities, signaling the end of banking
secrecy, one of the main features of off-shore financial centers. The Feira European Council of June
2000 reached a compromise whereby from 2003 until that date  member countries will have a choice
between imposing a withholding tax of 20 to 25% on interest earned by non residents and sharing the
revenue with the investor’s state of residence or exchange information with other EU tax authorities.
To be noted is that the six applicants have     not    the choice between the two systems. They must apply
the exchange information system    from the date of accession     and this of course applies to Cyprus28.
The EU has dressed a list of non member countries with which it wants to held discussions to bring
them in line with the EU legislation until 2003. Switzerland is among them, but not so any of the
MNMCs. Among them, at least two have some characteristics of off-shore financial centers, namely
Israel and Lebanon. If no negotiations are conducted by the EU with them until the entry of Cyprus
and other applicants, one of the consequences of the first wave Enlargement is that Israel and the
Lebanon will attract some of the off shore business in financial services done currently by Cyprus ,
particularly because partly they address themselves partly to the same clientele from the CIS, Eastern
European countries and some Gulf countries. It is of course very difficult to quantify this “reverse
trade diversion” effect favouring some MNMCs but it cannot simply be dismissed because of this..

B. T r a de  in tour i s m  a nd a ir  t r a ns por t  s e r vic e s 

There are contradicting factors which might affect the relative competitiveness of MNMCs in relation
to the applicants in tourism and air transport services after Enlargement takes place. Of course, the six
and the 10 do not always compete for the same kind of tourists. But there is certainly some overlap, if
only because all 16 countries are in the EU’s close neighbourhood, attracting visitors on short-term
packages in the spring and in the autumn. Moreover, among the applicants is Cyprus, a Mediterranean
country.

                                                          
28 Cyprus has in fact agreed to eliminate harmful tax practices by the end of 2005 in order not to appear in the
follow-up report presented to the OECD Ministerial Council meeting of June 2000.
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a. Factors affecting MNMCs negatively

1) Fifth-freedom rights and cabotage applied to the six applicants imply that the cost of air
transport from Western Europe to tourist destinations in the applicant countries will tend to
decrease(e.g. any EU-based company will be able to take passengers from Paris to Larnaca;
not so from Paris to Tunis).

2) The applicants will adopt the euro before the MNMC do, which will eliminate the need to
exchange money in intra-EU travel; ticket prices will be stable because quoted in euro; any
remaining exchange controls will have been abolished by the time of accession.

3)Entry in the EU increases the perception of the applicants as totally safe and stable
countries.

b. Factors affecting MNMCs positively

1) Food prices will rise after Enlargement, according to all experts, as a result of the adoption
of the CAP by the applicants.

2)Wage levels in applicant countries will tend to converge to the EU average, once the
enlarged Single Market  for goods and manpower is in place.

3)The price of land in some tourist spots is also set to rise with the freedom given to any EU
citizen to buy land in the applicant countries (something feared , e.g. in Poland).

4)Tax-free shopping will be eliminated in flights between EU15 member countries and the six
applicants.

It is very difficult to quantify these expected effects, but again this is not a reason to neglect them. On
balance, the positive factors seem to dominate the negative factors. Among the latter, the price of air
transport does play a relatively lesser role because distances are small.

7. T he  e xpa ns i on of  tr a de  be t w e e n the  s ix a ppli c a nts  a nd the  M N M Cs  a s  a  r e s ult  of  t he  a doption by the 
f or m e r  of  the  e xt e r na l  a c quis 

O ne  of  the  out c om e s  of  t he  c oming E nl a r ge m e nt i s  tha t ta r if f  ba r r ie r s  c ur r e nt ly a ppl ie d by t he  s i x
a ppl ic a nt s  w il l be  a boli s he d on indus tr ia l  pr oduc ts  or igi na ting in M N M Cs  a t the  l a te s t  by t he  ti me  of 
A c c e s s i on. I n tur n ta r if f s  on M N M C indus tr ia l i mpor t s  f r om A ppli c a nt c ount r ie s  w il l be  e l imi na te d a t t he 
la te s t by the  tim e  individua l  M N M C a r e  c a l le d t o e li mi na t e  the ir  ta r i f f s  on E U - or i gi na t ing pr oduc ts 
a c c or di ng to t he  ti me t a ble s  i ns c r i be d i n e a c h of  the  E M P  a gr e e me nts . I n s ome  c a s e s  t he s e  bil a t e r a l tr a de 
f l ow s  a r e  a l r e a dy now  e xe mpt f r om be i ng c ha r ge d w ith t a r i f f s  ( e .g. be tw e e n I s r a e l a nd f our  of  the 
a ppl ic a nt s  a nd be tw e e n t he  la tte r  a nd T ur ke y) . T he  que s ti on is  t he n by how  muc h the s e  E a s t- S outh tr a de 
f l ow s  w il l e xpa nd? 

T he  me t hodol ogy us e d he r e  t o e s t im a te  t he  im pa c t of  a  c ount r y’ s  dis c r imi na tor y ta r if f  li be r a l iz a ti on on
im por t tr a de  w ill  be  s im ila r  to the  one  us e d by Cline  e t a l . 1978, L a ir d a nd Y e a t s  1990, Butt e lm a n a nd
M e ll e r  1992 a nd K a r e me r a  a nd K oo 1994.

I n t he  s i mul a t ions  ma de  la t e r , t he  s i mplif yi ng a s s um pt ion ha s  be e n ma de  tha t indus tr ia l  f r e e  t r a de 
be tw e e n t he  M N M Cs  a nd the  A ppli c a nt c ount r ie s  ha s  be e n i ntr oduc e d in 1996 ( a nd not i n 2008 or  2010,
a s  c ont e m pla te d i n mos t of  the  bil a te r a l E M P  A gr e e me nt s ) 29. T he r e f or e  w he n a n inte r pr e t a ti on of  t he 
s i mula t ions  is  ma de  la te r  on, the  r e a de r  w il l ha ve  t o ta ke  int o a c c ount tha t the  r e s ult s  obt a i ne d give  a n

                                                          
29 Free trade has been actually introduced in both directions  between Turkey or Israel and most of the applicant
countries of the first wave since 1996 or any case had to be introduced following FTAs signed between the
parties(Poland being an exception); in any case free trade between Turkey and all of the six applicants should
prevail by the end of 2001, since Turkey must complete by then the adoption of the EU’s commercial policy
with third countries, as explained before.
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indi c a t ion of  the  " ma xim um"  e f f e c t  w hic h c ould de r ive  f r om the  i mpl e m e nt a t ion of  F T A  r e la tions hips 
be tw e e n t he  M N M C a nd t he  A ppl ic a nt s . T he  r e a de r  w ill  ha ve  t o t a ke  not e  a s  w e l l tha t a gr ic ult ur e  i s 
e xc l ude d f r om the  s imula tions .

A  f i r s t  pote nt ia l  e f f e c t  de r i ving f r om the  e lim ina ti on of  t a r i f f s  by e .g. a  M N M C on a ppli c a nt c ount r ie s 
( A C) , s uc h a s  H unga r y, i s  w ha t i s  c a l le d he r e  t he  va lue  of  tr a de  c r e a tion ( V T Cj ) , i.e ., t he  va lue  of  ne w 
im por ts  t ha t  t he  M N M C doe s  f r om the  A C. T his  inc r e a s e  in the  M N M C's  im por ts  of  a  gi ve n c la s s  of 
pr oduc t s  ( i.e . a n H S  c a t e gor y)  c a n be  e s ti ma te d by t he  f oll ow i ng e qua tion: 

V T Cj   =   V M A Cjo  *  E m  *  tj   /  (  1 +  tj o)           ( 1) 

w he r e 

V T Cj   =   V a lue  of  tr a de  c r e a te d i n s e c tor  j  of  t he  M N M C
V M A Cjo  =   I nit ia l va l ue  of  im por ts  w hic h the  M N M C doe s  i n s e c tor  j  or igina ti ng in A C. T hi s  va l ue  is 
the  pr oduc t of  the  qua nt ity i mpor t e d f r om A C ti me s  t he  e xpor t unit va lue  of  t he  good e xpor te d by A C to
the  M N M C ( i.e . the  w or ld pr ic e  a ugme nte d, de pe ndi ng on w hic h c a s e  one  c ons ide r s , by the  t a r i f f 
im pos e d by A C) .
E m   =   P r ic e  e la s t ic i ty of  t he  M N M Cs  i mpor t  de ma nd in s e c t or  j.
tj   =  P e r c e nt c ha nge  i n the  t a r i f f  a ppl ie d by t he  M N M C in s e c t or  j a s  a  r e s ul t of  a pplying t he  F T A  r e gim e 
to A C.
tj o  =   I nit ia l l e ve l of  the  ta r if f  a pplie d by the  M N M C on impor ts  of  s e c t or  j or i gi na t ing i n A C be f or e 
im pl e me nt ing t he  F T A .

E qua tion ( 1)  a s s ume s  t ha t t he  M N M C is  a  s m a l l i mpor t e r  in w or l d te r ms , a  quit e  r e a li s ti c  a s s um pti on a nd
tha t  a ny c ha nge  i n its  t r a de  pol ic y i s  not  going to a f f e c t w or ld pr ic e s . F r om  t he  M N M C’ s  pe r s pe c tive  the 
a s s umpt ion i s  s im pl y t ha t t he  e xpor t- s uppl y pr i c e - e l a s tic it y of  the  Re s t - O f - t he - W or l d ( RO W )  is  inf i nit e .
T he  F T A  i s  not  going t o a f f e c t t he  te r m s  of  tr a de  be tw e e n t he  M N M C a nd t he  RO W .

T he  s e c ond e f f e c t  pr oduc e d is  w ha t  is  c a ll e d he r e  the  va l ue  of  t r a de  dive r s ion  ( V T D j ) , i.e . the 
s ubs tit ut ion of  e xt e r na l  s upply s our c e s  de r i ve d f r om  a  c ha nge  in r e la tive  pr i c e s  c a us e d by t he  M N M C's 
di s c r im ina tor y tr a de  li be r a l iz a ti on in f a vour  of  t he  A C. I n othe r  w or ds  i t is  the  dif f e r e nc e  be tw e e n w ha t 
w a s  impor te d be f or e  the  F T A  f r om  t he  RO W  a nd w ha t  is  i mpor t e d f r om it  a f te r  t he  F T A  is  im ple me nte d.
T he  qui te  r e a l is t ic  a s s umpt ion i s  ma de  tha t it is  the  c ount r y be ne f it ti ng f r om the  pr e f e r e nc e  ( he r e  A C) 
w hic h w il l e xpor t  t o t he  pr e f e r e nc e - donor  c ount r y ( he r e  t he  M N M C)  t hi s  dif f e r e nc e 30. T his  e f f e c t c a n be 
e s ti ma t e d in t hr e e  dif f e r e nt w a ys .

W he n one  doe s  not  know  t he  e l a s t ic ity of  s ubs ti tution be t w e e n di f f e r e nt s uppl y s our c e s , one  c a n us e  tw o
va r i a nt s . T he  f ir s t  is  t he  Ba ldw in- M ur r a y f or m ula  : 

V T D j  =  V T Cj   * V M RO W jo  / Q j o ( 2a ) 

w he r e :

V T D j  =  V a lue  of  t r a de  di ve r te d i n s e c tor  j  of  t he  M N M C.
V M RO W jo =   V a lue  of  im por ts  tha t  the  M N M C doe s  in s e c tor  j f r om RO W  be f or e  im ple me nta ti on of 
the  F T A 
Q j o  =   V a lue  of  the  M N M C's  dome s ti c  pr oduc ti on in s e c t or  j

H ow e ve r  a nd gi ve n t ha t  Q j o is  a  f igur e  w hi c h is  f r e que ntl y unknow n, V e r door n ha s  s ugge s te d t he 
f oll ow i ng f or m ula , la r ge ly a c c e pte d a mong s c hol a r s  i nt e r e s t e d in e va l ua t ing e mpir i c a lly t he  tr a de  e f f e c t s 
of  e c onom ic  inte gr a tion: 

V T D j   =    V T Cj    *  (   V M A Cjo  /   V M A Cjo  +   V M RO W jo)       ( 2b) 

                                                          
    30 S e e  Ba l d w i n  a nd M u r r a y 197 7,  p. 33 , S a w ye r  a nd S p r i n kl e , 19 89,  p .64 .
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W he n one  doe s  ha ve  e xpli c it  va lue s  f or  the  e la s ti c it y of  s ubs t it uti on be tw e e n dif f e r e nt  s our c e s  of  s uppl y,
one  c a n us e  the  f or mul a  of  L a ir d- Y e a ts 31 : 

   V M A Cjo * V M RO W jo * E s  [ -   tj  /  ( 1 +  tj o)  ] 

V T D J  =  - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -    ( 2c ) 

V M A Cjo +  V M RO W jo +   V M A Cjo * E s  [ -    tj  /  ( 1+  tj o) ] 

w he r e 

E s  =  E l a s tic it y of  s ubs t ituti on be tw e e n the  M N M C's  im por ts  of  s e c t or  j or igi na ting in RO W  a nd thos e 
or igina ti ng in A C

F or  thi s  r e por t, a f te r  a n i n- de pth a na l ys i s  of  pr os  a nd c ons  of  e a c h f or mula 32 i n the  c a s e  s tudie d he r e  ( i.e .
the  c r e a t ion of  F T A s  be tw e e n M N M Cs  a nd the  s ix A ppl ic a nt s )  a nd of  the  a va ila bl e  da t a , the  a ut hor s  ha ve 
opte d f or  V e r door n' s  f or mul a  ( 2b) . T he  W or ld Ba nk a nd U N CT A D  ha ve  i n the  pa s t  pr of us e ly a ppl ie d
( 2c ) , us i ng 1.5 a s  t he  s t a nda r d va l ue  of  the  e la s t ic i ty of  s ubs ti tut ion of  impor ts  ( E s )     f or  a ll  s e c t or s  a nd f or 
a l l c ount r ie s     f or  la c k of  s ome thing be tt e r . O the r  a uthor s  ha ve  us e d a  va lue  of  3 a nd ot he r s  2.  I t m us t be 
s t r e s s e d how e ve r  tha t a l l a r e  gue s s e s ti ma t e s , not  va lue s  e s tim a t e d e c onome tr i c a lly, s ome thi ng w hic h
s e e m s  pr e tty, if  not t ot a ll y a r bit r a r y. A c c or di ng to s ome  e c onome tr ic i a ns , a l l t he  va lue s  us ua l ly a dopte d
le a d to a n ove r e s ti ma t ion of  the  va lue  of  tr a de  dive r t e d ( V T D j ) . T he r e f or e  in this  s t udy t he  a uthor s  ha ve 
di s r e ga r de d the  L a ir d- Y e a ts  f or mula  a nd opt e d ope nly f or  ( 2b) , f or  w hi c h da ta  a r e  i nc ide nt a ll y a va il a bl e .

T he  tot a l  tr a de  e f f e c t  f or  a  give n s e c t or  ( i .e . a  s pe c if i c  H S  c a te gor y)  is  gi ve n by the  s um of  V T Cj  a nd
V T D j  a nd is  c a lle d the  t r a de  e xpa ns ion e f f e c t be t w e e n the  F T A  c ount r i e s  ( T T E j ) , i.e .: 

T T E j   =   V T Cj   +   V T D j    ( 3) 

T T E j  c a n be  inte r pr e te d a s  t he  tota l  i nc r e a s e  in the  va l ue  of  t he  M N M C's  i mpor t s  f r om a n A C due  to the 
di s c r im ina tor y e l im ina ti on of  the  f or m e r ’ s  t a r if f s  on A C. T hi s  i s  the  va lue  of  the  i nc r e a s e  in e xpor t s  by
the  A C to the  M N M C a nd i s  c om pos e d by t w o e l e me nt s : the  va l ue  of  ne w  impor ts  by the  M N M C f r om
the  A C a nd t he  va lue  of  the  M N M C’ s  im por ts  w hic h ha ve  be e n dive r t e d f r om  the  RO W  t o t he  be ne f it  of 
the  A C (  the  V T D j  e f f e c t) .

W ha t  is  s a id unti l he r e  a bout  pote nti a l  im por ts  of  M N M Cs  f r om A C c a n be  a pplie d te l que l  in t he  r e ve r s e 
di r e c ti on ( I .e . f ut ur e  e xpor t s  of  M N M Cs  t o A C) 

D a ta  va li d f or  the  ye a r  1996 a r e  us e d t o c a l c ul a t e  t he  di f f e r e nt  f or m ula s  a nd a r e  ta ke n f r om  T RA I N S 
( T r a de  A na lys i s  a nd I nf or ma ti on S ys te m) , 1997 e di tion, a  pr ogr a m  a nd da t a  ba nk pr oduc e d by
U N CT A D , w hic h int e gr a t e s  inf or ma ti on on ta r i f f s  a nd N T Bs  w i th im por t da ta  by c ountr y a nd going a ll
the  w a y up t o a  s ix- di gi t l e ve l of  di s a ggr e ga ti on a c c or di ng to t he  H a r m oni z e d Com modit y D e s c r i pt ion
a nd Coding S ys t e m( H S ) 33. T he  a ut hor s  ha ve  opt e d f or  a  t w o- di gi t di s a ggr e ga ti on le ve l, w hic h m e a ns 
doing a ll  the  c a l c ula t ions  f or  a  t ota l of  71 indus tr ia l s e c tor s . I m por t de ma nd pr i c e - e l a s tic it ie s  by s e c tor s 
ha ve  be e n ta ke n f r om dif f e r e nt c ountr y s tudi e s , e .g. t he  one  of  Boudia f  ( 1997)  w i th e s ti ma t e s  f or  11
indus tr ia l s e c tor s  r e pr e s e nti ng mor e  tha n 90%  of  T unis ia ' s  indus tr i a l  im por ts .

T he  ma i n r e s ul ts  a r e  r e por t e d in T a bl e  A 24 i n t he  A ppe ndi x.

                                                          
    31 La i r d a nd  Y e a t s  ( 19 91) , p.8 5. 

    32 S e e  i n  p a r t i c ul a r  the  d i s c us s i o n by S a w ye r  and  S p r i nkl e ( 198 9)  a n d S h i e l l s  e t  a l . ( 19 86 ) .

    33 U N CT A D .  TRA I N S  CD - R om , S w i t z e r l a n d,  19 97 . Ta r i f f  da t a  f or  I s r a e l ,  no t  ava i l a bl e  in TR A I N S ,  w e r e  ta ke n
di r e c t l y f r o m  the  I s r a e l  i m po r t  ta r i f f  boo k. 
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Re ga r di ng f utur e  a ddit iona l  e xpor t s  f r om t he  A ppl ic a nt s  t o M N M Cs , only I s r a e l, M or oc c o, T unis ia  a nd
T ur ke y a m ong t he m  w e r e  s e le c t e d a s  de s t ina ti on c ount r i e s , be c a us e  of  da t a  lim it a ti ons  ( e .g. J or da n ta r if f s 
di d not  a ppe a r  in t he  T RA I N S  1997 e di ti on) . F oc us s ing on pr oje c t e d a ddit iona l  e xpor t s  a s  a  r e s ult  of  t he 
E nla r ge me nt by the  s ix a ppl ic a nt s  to the  f our  s e l e c t e d M N M Cs  ( i.e . in the  ta ble  T T E j ) , f r om the  t a ble  it 
a ppe a r s  f r om  t he  ta ble  t ha t  t he y a r e  quite  l imi te d, s i nc e  a lmos t  none  of  t he  bi la t e r a l f l ow s  a r e  la r ge r  tha n
10 M o $. T he  pr oba bl e  r e a s on f or  the s e  r e s ult s  is  tha t M or oc c o a nd T unis ia  a r e  qui te  s m a ll  m a r ke t s  i n $
te r m s , w he r e a s  I s r a e l a nd T ur ke y ha ve  r e la ti ve l y low  m os t - f a vour e d- na tion ( i.e . G A T T )  t a r if f s  now .

I n t he  r e ve r s e  di r e c ti on, f ut ur e  a ddi ti ona l impor ts  of  s ome  a ppl ic a nt s  f r om t he  M N M C, na m e ly t he  Cz e c h
Re publi c , H unga r y a nd P ola nd ha ve  be e n c ons i de r e d, a ga in f or  da t a  l im ita ti ons . I t tur ns  out tha t the 
a ddi tiona l e xpor t  pote nt ia l  of  T ur ke y i n t he  di r e c ti on of  t he  Cz e c h Re publ ic  ( 87 M o $) , H unga r y ( 72
M o$)  a nd P ol a nd ( 92 M o $)  i s  qui te  r e ma r ka bl e . T he  s a m e  a pplie s  f or  M or oc c a n a nd T unis i a n e xpor ts  t o
P ola nd ( 33 M o.$ a nd 30 mi lli on $ r e s pe c t ive ly) . A ga in t he  r e s ul ts  a r e  not  t oo s ur pr is ing: the  t hr e e  E a s te r n
E ur ope a n c ount r ie s  ha ve  me dium- s iz e d e c onomi e s , a c tua l ly the  l a r ge s t a mong the  A ppli c a nts , a nd s t il l
r e la tive l y high m.f .n. ta r i f f s .

T he r e f or e  the  ma i n r e s ul t of  thi s  e xplor a t ion i s  tha t M N M Cs  a r e  going t o be ne f it f r om the  E nl a r ge m e nt  i n
te r m s  of  the  a ddi ti ona l indus tr i a l  e xpor ts  t o t he  thr e e  l a r ge s t E a s te r n E ur ope a n e c onom ie s .

8. Estimation of the trade potential between Turkey and the Republic of Cyprus

The case of Turkey’s future trade relations with the Republic of Cyprus deserves particular attention
in this report because at present both countries do not trade with each other directly. Although the
Republic of Cyprus has officially eliminated not long ago boycott legislation on imports from Turkey,
one of the authors of this report has been told by experts that unofficially Cypriot importers are still
applying it for fear of  the reactions of consumers. The situation is similar regarding Turkey’s imports
from the Republic of Cyprus. The starting point is therefore one of  no-trade. Of course there is no
trade neither between the Republic of Cyprus and the Turkey’s occupied part of the island.

The situation on the ground is likely to change as a result of the  perspective of Cyprus becoming a
EU member in the coming years. In fact it should change even should Cyprus’entry into the EU be
postponed or suspended and this for the following reason: Both Turkey on the one hand and Cyprus
on the other have a Customs Union agreement with the EU. As a result, Turkey has endeavoured to
adopt until 2001 all the EU’s external trade agreements, including the Customs Union agreement
between the Republic of Cyprus and the EU. The same applies symmetrically to the Republic of
Cyprus although in this instance it must be noted that both Cyprus and the EU are now in agreement
not to proceed with the implementation by Cyprus of the second stage contemplated in the agreement
of 1988 reached between the two sides, because that would distract Cyprus from its other obligation
to adopt the acquis in order to become an EU member. In theory, at least, as from 2001, Cyprus
exports to Turkey should get duty-free access to that country, i.e. preferential treatment in relation to
other WTO member countries. The same can sensibly be said in the reverse direction.

In fact this is not likely to happen.  However if Cyprus becomes a member of the EU, Turkey could
not openly discriminate in trade against a part of the EU’s territory. That would openly violate the
rules of the Turkey-EU agreement and endanger Turkey’s status as a candidate for entry into the EU.
In reverse the Republic of Cyprus, being now part of the EU’s customs territory,  could not
discriminate against Turkish imports which enter the EU free of any duties or quantitative restriction.

Analytically one must distinguish between two stages in the future improvement of trade relations
between the Republic of Cyprus and Turkey. The first phase is tantamount to a normalization of trade
relations where the two sides decide to end all formal and informal trade boycotts remaining and treat
each other on a most-favoured basis. This could be called the GATT-WTO phase. But there is a
further second phase, when both sides apply between themselves the same (free) trade regime as they
do apply on imports originating in the other 20 EU member countries.

In order to estimate the un-exploited trade potential between Turkey and Cyprus a simple model
based on the one developed in the 1960s by Linnemann (1966) has been used. This model describes
the flows from origin country i to a destination country j in terms of supply factors in the origin
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country, demand factors in the destination country and various stimulating or restricting factors
relating to a specific bilateral trade flow, such as distance (Brenton et. al, 1998, 4). The idea is to
estimate Turkey’s trade potential with the Republic of Cyprus on the basis of Turkey’s own bilateral
trade with 73 countries , including the individual members of the EU. The model used here is as
follows:

L og( I mpor ts ) =  a  +  b1*l og( G D P j )  +  b2*l og( P O P j )  +  b3*l og( D i s t )  +  b4*S E A  +  b5*CU  +  b6*F T A 

L og( E xpor ts ) =  a  +  b7*l og( G D P j )  +  b8*l og( P O P j )  +  b9*l og( D i s t )  +  b10*S E A  +  b11*CU  +  b12*F T A 

Variables:

Imports and Exports:  those are the dependent variables. Data is in millions of US $ and was taken
from the “Direct Trade Statistics Quarterly” (December 1999) of the IMF.

POP:  this variable proxies the physical size of an economy. Larger economies have less need to trade
than smaller ones to gain from specialization or scale economies (Hamilton and Winters 1992, p.80)
and therefore the coefficient is expected to be negative.  Data  is in million people and was taken from
the “International Financial Statistics” of the IMF (February 2000).

GDP- this variable gives us both an indication about the demand for imports of the destination
country and supply of exports (referring to variety and size). A larger domestic product means greater
total demand and  a greater demand of imports of the destination country. At the same time the origin
country’s size and variety of export supplies depend on its own GDP. Therefore both imports and
exports are positively correlated with GDP so  that the coefficient is expected to be positive. Data  is
in $ billion and was taken from the IMF’s  “World Economic Outlook” database (April 2000)
(www.imf.org).

Note that since Turkey's trade flows with different trade partners in the world are computed for a
single year, Turkey's GDP and population (POP) data are constants. Therefore those variables are not
included in the estimated equation. If instead Turkey's trade flows over several years would have been
examined, there might have been some level of variation in the data and these two variables from the
equation should and would not have been omitted.

Dist:  the variable “Distance” captures transport costs. The assumption is that the  higher the distance
between two trade partners  and the higher are  transportation costs and the lower will be the expected
volume of bilateral trade.

SEA:  a dummy variable that receives the value 1 when the trade partner is located on the
Mediterranean, Adriatic or Black Sea (short maritime distance to the discussed country).

CU : dummy variable that receives the value 1 when a Customs Union exists between Turkey and the
partner country (and 0 otherwise). More concretely this refers to the 15 EU member countries with
which there is at present a CU trade regime between the latter and Turkey.

FTA: dummy variable that receives the value 1 when a FTA relationship exists between Turkey and
the partner country (and 0 otherwise). More concretely this refers to 9 Eastern European and Baltic
countries, Israel and again the 15 members of the EU.

The results of the estimation are as follows:

I. Potential exports from Turkey to Cyprus

Log(Exports)= 13.16+0.55*log(GDPj)-1.35*log(Dist)+1.13*CU -0.97*FTA

R square: 0.65, No. of observations: 73

The variables Border, SEA and POP were found to be insignificant up to standard level.
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The current export potential of Turkey to Cyprus corresponding to what could be described as a sheer
“normalization” of trade relations can now be estimated (i.e. assuming there is no free trade regime
between both countries  and Cyprus is not a member of the EU):

Exports = ((2.718)^ 13.15)*(543^ -1.35)*(9.11^0.55) =351.67 Mo.$

(2.718 is the natural log of the autonomous component in the equation)

When Cyprus would become a member of the EU (CU=1, FTA=1), Turkey’s exports to Cyprus
would increase by a further 71 Mo.$, i.e. by about a further 20% :

Exports = ((2.718)^ 13.15)*(543^ -1.35)*(9.11^0.55)*(2.718^(-0.97))*(2.718^1.13) =422.22 Mo.$

II. Potential imports of Turkey from Cyprus

Log(Imports) = 8.12+0.98*log(GDPj) –0.93*log(Dist)

R square: 0.75, No. of observations: 73

The variables POP, CU, FTA ,SEA and BORDER were found to be insignificant up to standard level.

The import potential of Turkey from Cyprus when normal trade relations are established again
between the two countries can now be estimated (i.e. assuming there is no free trade regime between
both countries  and Cyprus is not a member of the EU):

Imports= ((2.72)^ 8.11)*((9.11)^ 0.98)*((543)^(-0.93)) =83.44 Mo.$

(2.72 is the natural log of the autonomous component in the equation)

When Cyprus would become a member of the EU Cyprus’ exports to Turkey would not increase
further, since the  the dummies CU and FTA were discarded, not being statistically significant.

Given that there was no trade between Turkey and Cyprus in 1998, the year used for data on which
these estimations are based, it appears that in $ terms, “normalization” of trade relations between the
two countries would be much more important than the entry of Cyprus in the EU     per se   . It would rise
trade between the two countries from zero to 430 Mo. $, whereas the entry of Cyprus to the EU would
add to that “only” another 70 Mo.$ to a non negligible total of 0.5 billion $ . Some experts believe
that “normalization” of trade relations and the Enlargement are linked in the sense that Enlargement is
inconceivable without “normalization” but the latter is also inconceivable without Enlargement.
Cyprus and Greece will not tend to normalize trade relations with Turkey if the perspective and actual
entry of Cyprus in the EU is excluded or delayed forever. This is why it can be said that the entire
annual estimated potential trade flows of 0.5 Bn $ between Turkey and Cyprus can be attributed to the
prospective inclusion of Cyprus in the EU.
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Detailed results for the econometric estimations made follow below:

LS // Dependent Variable is LEXPORT
Date: 08/24/00   Time: 17:37
Sample: 1 77
Included observations: 73
Excluded observations: 4 after adjusting endpoints

Variable Coefficient Std. Error T-Statistic Prob.
LDIST -1.34911 0.165733 -8.14028 0
LGDP 0.554686 0.074723 7.42324 0
FTA -0.973023 0.355135 -2.739869 0.0078
CU 1.133988 0.430733 2.632692 0.0105
C 13.15559 1.25227 10.50539 0

R-squared 0.650512     Mean dependent var 4.645232
Adjusted R-squared 0.629953     S.D. dependent var 1.544491
S.E. of regression 0.939536     Akaike info criterion -0.0587
Sum squared resid 60.02551     Schwartz criterion 0.098177
Log likelihood -96.43983     F-statistic 31.64253
Durbin-Watson stat 2.225545     Prob(F-statistic) 0

LS // Dependent Variable is LIMPORTS
Date: 08/24/00   Time: 17:59
Sample: 1 77
Included observations: 73
Excluded observations: 4 after adjusting endpoints

Variable Coefficient Std. Error T-Statistic Prob.
LGDP 0.981984 0.072524 13.54013 0
LDIST -0.93138 0.163588 -5.69346 0
C 8.119876 1.224209 6.632752 0

R-squared 0.723842     Mean dependent var 4.869686
Adjusted R-squared 0.715952     S.D. dependent var 2.003175
S.E. of regression 1.067615     Akaike info criterion 0.171083
Sum squared resid 79.78619     Schwartz criterion 0.265211
Log likelihood -106.827     F-statistic 91.73909
Durbin-Watson stat 1.826663     Prob(F-statistic) 0

CHAPTER III: The impact of the coming Enlargement on investment flows

1. I ntr oduc t ion

The purpose of this chapter is to examine the influence of the EU enlargement on the MNMCs in
respect of the FDI channel. First, the importance of FDI inflows to the receiving countries is
examined. The next question addressed is what is the expected influence of the eastward enlargement
on the return to capital in the candidate countries and how it should influence the FDI inflows into the
MNMCs. In the third part after an analysis of  the flow of FDI to the CEECs and to the MNMCs
during the 1990's , the chapter examines whether there was a shift of FDI from one periphery to the
other. In the last part a forecast of the future investment  effects of the Eastward Enlargement is made,
relying for that  both  on a Gravity-type  model and  on the experience of the 1980s EU enlargements.
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2. T he  I m por ta nc e  of  F D I 

The flow of foreign direct investment (FDI) is critical to the success of liberal and open economies.
Investments allow economies of small countries with low capital per worker, and therefore low
productivity, to increase production in a relatively short period of time, to a level that was not
previously attainable. The flow of foreign direct investments increases per-worker capital. Since
increasing the amount of one of the means of production will increase the productivity (in terms of
marginal production) of another means of production that participates in the production process, the
increase of per-worker capital increases the productivity of workers and is expected to increase their
wages.

FDI needs not be analyzed only as a flow of money. The participation of foreign investors has its
unique added value and involves indirect contributions, both to the specific enterprise and to all of the
receiving economies:

0. New technologies- foreign investors bring with them technologies that are unknown in less
advanced economies. In many cases the acquisition of new technology by one enterprise paves
the way for its use in other factories and industries in the receiving economy. This process of
spillover magnifies the effect and increases the importance of FDI.

0. Management methods- foreign investors and companies not only introduce capital and
technology, but they also bring management skills with them, which may be unknown to the
receiving firm and lead to an increase in its efficiency and profits. Just as for technology, a
transfer of management skills and standards, not only to the receiving enterprises, but also to
other firms and industries, is to be expected.

0. Access to foreign markets- in many instances FDI is made by multinational corporations which
own their own distribution systems or use their products as intermediary goods in other factories
they owe in different countries. Local factories can sell their products to consumers and markets
to which they have been previously denied access, and therefore increase their sales and profits.

0.    Stimulation of reforms – in order to attract foreign investors, local governments are obliged to
guarantee a favorable business environment by conducting comprehensive structural reforms,
exposing the economy to foreign trade and guaranteeing the free movement of capital, etc.

3. The effects of the        EU's Enlargement of FDI inflows into MNMC in Theory

In order to understand the cross effects of the EU enlargement on the MNMC FDI inflows, one
should bear in mind that those two peripheries are competing for the same limited amounts of capital,
whether their owners are located in the EU, USA, Japan or any other country. General conclusions
can be drawn from the theory of international trade using a simple static model of partial equilibrium
in an open economy. This analytical tool is appropriate here since capital can be thought of as a
means of production. The model assumes three countries (I, J, K); in each country there is a supply of
capital by the households and a demand for capital by the firms. Since there is uncertainty about the
success of the investment, the price (=rate of return) in each market is defined in terms of
expectations {E(r)}.

The assumption is that free movement of capital prevails; therefore a household invests in the country
where the expected rate of return is the highest 34. The free movement of capital creates a global
market in which the level of expected rate of return is E(rw) and it is valid in all markets. In the
example above, this level is higher than the local level of country I, therefore country I is a net source
of FDI in the amount of Qi1-Qi0. At the same time, the international level of the expected rate of
return is lower than the local level in countries J and K, therefore the latter are expected to draw FDI
in the amount of Qj1-Qj0 and Qk1-Qk0, respectively35. It should be noted that the parity relates only

                                                          
34 Symmetric information is assumed, although asymmetric information does not change this conclusion.
35 Qi1-Qi0 = (Qj1-Qj0) + (Qk1-Qk0)
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to the expected rate of return, therefore, nothing precludes differences in rates of return between
various countries. This can be explained by differences in risks related to the varius countries.

The accession of country K to the EU will substantially increase its producers' profitability and the
return on capital, and therefore the flow of inward FDI.  The accession to the EU promises free access
for industrial and agricultural goods and free access for services to the affluent markets of Western
Europe. This is achieved by abolishing both customs tariffs and non tariff barriers (NTBs), which
reduce the per unit cost of K's producers in their export destinations, and make them much more
profitable.36 Since investments are taken here as a means of production, an increase in production
leads to an increase in demand for investments in country K (from Dk to D'k).  The local expected
rate of return will rise to E(r'k), raising the world expected rate of return to E(r'w). Country J will
have to be prepared to pay a higher expected rate of return on imported capital and therefore will
receive a smaller inflow of investments.

In addition to the direct influence on local producers’ profitability, the accession process forces the
candidate countries to make substantial reforms. These include deregulation, adaptation of free
market norms, privatization, reduction of government holdings in the economy, and adaptation of
international standards related to monetary and fiscal policies, the free movement of capital, etc.
These reforms should lead to a favorable business environment and open vast business opportunities
for foreign investors, as well as creating large inflows of FDI.

Whereas, many economic activities need time to adjust to changes in the institutional framework,
such as membership in the EU, investors operate according to the future and investments tend to take
place before the changes actually occur. Therefore, if a specific country is expected to experience a
change in the future that will render its producers more profitable, we may expect to see an inflow of
FDI  prior to this occurrence .

4. T he  e f f e c ts  of  t he  E U  E nla r ge me nt on F D I  inf low s  to the  M N M C in pr a c t ic e 

F D I  inf low s  fr om the  EU  to the  M N M Cs  in abs ol ute  te r m s , not onl y did not de c r e a s e  dur ing the  1990s ,
but ac t ua lly inc r e a s e d dr a m a t ic a ll y. As  one  ca n se e  in Ta bl e  10, EU - or igina ti ng FD I  flow s  into  M a gr e b
a nd M a s hr e k countr ie s , toge t he r  with Is r a e l  and Tur ke y, expe r ie nc e d an 82.1%  inc r e a s e  be tw e e n 1992
a nd 1996, re a c hing in tha t ye a r  ECU  812 mi ll ion. Mor e ove r , the  inc r e a s e  in FD I  inf low s  to  M a gr e b
c ountr i e s  inc r e a s e d by mor e  tha n 600%  dur i ng tha t  pe r i od.  The  re a s on for  thi s  une xpe c t e d re s ult is 
pr oba bl y a dr a ma t ic  inc r e a s e  in  EU  FD I  out f low s . As  one  ca n se e  in Ta ble  xxx, tota l FD I  outf low s  fr om
the  EU  inc r e a s e d by 48.8%  be t w e e n 1992 and 1996. Fur the r m or e , extr a - F D I  outf l ow s  fr om the  EU 
inc r e a s e d by 139.9%  dur i ng tha t pe r iod. This  tr e nd is  an expr e s s ion of  a globa l  cha nge  in inve s tm e nt
ha bi ts . In the  pa s t , whe n inf or m a t ion fa c i li tie s  we r e  not  as  ef f ic i e nt as  the y ar e  toda y, inve s tm e nt abr oa d
w a s  c ha r a c t e r iz e d by hi gh ri s k. Inve s t or s  us ua ll y ope r a t e d in the i r  hom e  or  ne ighbor i ng count r i e s , whe r e 
inf or ma ti on wa s  re l a ti ve ly ac c e s s i ble . Toda y, inve s t me nt ha bit s  ha ve  cha nge d dr a ma ti c a l ly. Due  to
a dva nc e d te c hnology, inve s t or s  ha ve  ve r y ac c ur a te  and up- to- da te  inf or ma ti on about  the i r  inve s tme nt s .
F i na nc i a l  inve s tm e nt ma r ke t s  ha ve  be c om e  globa l . Alt hough dis t a nc e  st ill  wa ge s  cos ts  on re a l  inve s t or s 
                                                          
36  Trade creation is assumed to be larger than trade diversion.
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a t  the  pr e s e nt , the y ar e  muc h low e r  tha n the y we r e  20 ye a r s  ago and FD I  fl ow s  ar e  muc h hi ghe r  toda y
tha n the y we r e  in the  pa s t.

T a bl e  10:  Ge ogr a phi c a l  br e a kdow n of  FD I  outf low s  fr om EU  me mbe r  count r ie s    37

1992 1993 1994 1995 1996
Total 67,107 64,361 74,687 99,150 99,833
Extra EU 17,828 24,157 24,129 45,580 42,766
CEEC 2,117 3,238 2,868 5,589 4,829
Magreb Countries 32 152 227 126 225
Mashrek Countries 22 87 145 204 50
Israel 23 36 36 109 178
Turkey 369 280 398 317 359
Source   : Eurostat (1999), EU Investment Yearbook 1998 - Data.

There are several other reasons for the sharp increase in the flow of FDI in the 1990s. First, debt
rescheduling in a wide range of countries made them more creditworthy. This was quite relevant for
countries in Latin America and the CEECs, which were facing huge debt problems in the 1980s.
Second, growing productivity as a result of structural reforms and the responsible macroeconomic
policy that was taken by the governments after stabilization programs made the countries doing those
efforts more attractive to FDI. Third, the decline in world real interest rates at the beginning of the
1990s led investors to be tempted by emerging markets where the expected rate of return was
substantially higher(Lopez-Mejia, 1999, 15).

A diversion effect can be detected by examining FDI flows using relative terms - share of FDI to
country j in the total FDI outflow and in the extra-EU FDI outflow. Table 11 shows a significant
increase from 3.2% in 1992 to a peak of 8.3% in 1995 in the share of EU FDI flows to the CEECs as a
share of the total EU FDI outflow. Moreover, examining the share of EU FDI outflows to the CEECs
in extra-EU FDI outflows (Table 11) a significant diversion effect is detected. During the period
1992-1996 the share of FDI flows to the CEEC increased from 11.9% in 1992 to 27.1% in 1996. One
should recall that the increase of country j's share must come at the expense of all other countries.
Therefore, just as the partial equilibrium model above has predicted, improving the institutional
framework of the CEECs and making them candidates for EU membership, will translate into less
FDI flowing into all other countries, all other things equal. Nevertheless, if one examines the share of
EU FDI flows to the MNMCs in the total extra-EU FDI outflows, it appears that not only it did not
decrease, but the share of the Magreb and Mashrek countries together, with Israel and Turkey,
increased to 4.6% in 1996 from 2.5% in 1992. Therefore, one must conclude that even if there was a
diversion of FDI flows from the EU to the CEECs, the MNMCs were relatively unaffected by it.

T a bl e  11:  S ha r e  of  F D I  outf low s  to M e di te r r a ne a n a nd a ppl ic a nt  Countr ie s       in  tot a l  E U  F D I  outf l ow s 
1992 1993 1994 1995 1996

CE E C 3.2% 4.8% 4.3% 8.3% 7.2%
Magreb Countries 0.0% 0.2% 0.3% 0.2% 0.3%
Mashrek Countries 0.0% 0.1% 0.2% 0.3% 0.1%
Israel 0.0% 0.1% 0.1% 0.2% 0.3%
Turkey 0.5% 0.4% 0.6% 0.5% 0.5%
Source   : Eurostat (1999), EU Investment Yearbook 1998 - Data.

                                                          
37 Reinvested earnings are excluded.
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T a bl e  12:  S ha r e  of  F D I  outf low s  to M e di te r r a ne a n a nd a ppl ic a nt  Countr ie s  i n t ot a l e xtr a - E U  out f low s 
1992 1993 1994 1995 1996

CE E C 11.9% 18.2% 16.1% 31.3% 27.1%
Magreb Countries 0.2% 0.9% 1.3% 0.7% 1.3%
Mashrek Countries 0.1% 0.5% 0.8% 1.1% 0.3%
Israel 0.1% 0.2% 0.2% 0.6% 1.0%
Turkey 2.1% 1.6% 2.2% 1.8% 2.0%
Source   : Eurostat (1999), EU Investment Yearbook 1998 - Data.

T he  la c k of  s i gni f i c a nt dive r s ion of  F D I  i nf low s  f r om the  CE E C t o t he  M N M C c a n be  pr ove d us i ng a 
G r a vity- t ype  of   mode l .  T his  mode l  ha s  be e n f r e que ntly us e d i n r e c e nt  ye a r s  f or  e mpi r i c a l  s tudie s  of 
f or e ign t r a de  a nd l a te r  on f or  e mpir i c a l s tudie s  on F D I  f low s  ( Br e nton, D i  M a ur o a nd L uc ke  ( 1998)  a nd
Br e nton ( 1999) ) .

The Gravity model, which was developed in the mid-1960s (Linnemann 1966),describes exports to or
FDI stocks of  an origin country (i) in a destination country (j) for a given year. As explained in
Chapter II, these magnitudes are described as a function of the income and population of the origin
country (supply factors), as  a function of income and population of the destination country (demand
factors) and the distance between the two countries. Beside those basic variables, the model can be
completed with dummies, such as the posession of  a common border, a common language,
membership in the same trade block  and so on, variables which might influence bilateral transaction
costs.

S pe c if i c a lly,  t he  e qua t ion us e d ha s  the  f or m: 

LnXij = a + b1lnGDPj + b2lnPOPj + b3lnDISTij + Dkij

Xij is the value of FDI stock in $US million from the EU in country j in 199638. FDI stocks rather than
flows are used in the modelling because data on flows can be negative. Since the Gravity model is a
dual logarithmic equation, it cannot operate with negative data filling in both for the dependent and
independent variables.

GDPj is country j's gross domestic product in $US billion in 199639. POPj is country j's population in
millions in 199640. DIST is the average distance from all EU members' capitals to country j's capital.
Since data are pooled from one origin country in one year, GDPi and POPi are constants and therefore
do not have explicit expression in the equation.

The stock of FDI in country j can be explained by the level of production of that country and its
absolute size, which is expressed by the size of its population. FDI stocks are expected to be
positively correlated to the country's GDP since the flow of FDI is larger between wealthier nations.
FDI stocks are expected to be negatively correlated to the country's size since large countries are
expected to be self sufficient in terms of FDI. The relations between FDI stocks and the distance
between the two countries is not obvious. One one hand, there are long distance incentives for firms
to invest in country j by establishing subsidiaries because distance increases  trade costs. On the other
hand, the larger the distance between the headquarters and the subsidiary, the higher the operational
costs related to management of the latter. Nevertheless, empirical studies show that distance has an
overall dampening effect, but to a lesser extent than for trade (Brenton, Di Mauro and Lucke, 1998).

Four dummy variables are added to the equation that represent geographical locations:
0. EU that is equal to 1 if a country is currently a member of the EU and 0 otherwise.
0. CEEC1 that is equal to 1 if a country is one of the candidate countries that are expected to

access the EU in the first wave and 0 otherwise.

                                                          
38 Source: Eurostat, EU Direct Investment Yearbook – 1998.
39 Source: IMF, World Economic Outlook database (April 2000).
40 Source: IMF, World Economic Outlook database (April 2000).
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0. CEEC2 that is equal to 1 if a country is one of the candidate countries that are expected to
access the EU in the second wave and 0 otherwise.

0. MMNC that is equal to 1 if a country is one of the Mediterranean non-Member States and 0
otherwise.

Significance of each of the variables means that the FDI inward stock of this specific group of
countries is higher (when the coefficient sign is positive) or lower (when the coefficient sign is
negative) compared to the "normal" FDI inward stocks from the EU 41.

Results:
Regression of the basic equation using 1996 data has shown high explanatory power (R-square =
0.719) and the equation is highly significant. The regression also shows that the variable DISTij is not
significant although the coefficient sign is negative, as  expected. This might be explained by the
large flows of EU FDI flows to the emerging markets in South America and Asia.

Regression 1
Dependent variable :
I nc l ude d obs e r va t ions : 
R-squared:
Prob(F-statistic):

LnFDI
54
0.719
0.000

Variable Coefficient Std. Error T-statistic Prob.
LnPOPj -0.729 0.140 -5.189 0.000
LnGDPj 1.146 0.130 11.196 0.000
LnDISTij -0.079 0.170 -0.463 0.645
C 8.954 0.142 6.302 0.000

When the EU and the CEEC1 dummy variables are added to the basic equation (without DISTij), the
regression results (see regression 2) show a positive, significant coefficient of EU (at 10.8%
confidence level) and CEEC1 (at 8.6% confidence level). This means that the EU member countries
and the CEECs candidates of the first wave have a higher level of FDI inward stock from the EU than
the "normal"42 level. Moreover, if a country is to become an EU member, its FDI inward stocks are
expected to increase in the long run by 91%. This is so given that the EU's dummy coefficient is 0.647
(see regression 2) and since  Ln Xij is augmented by 0.647, that means that Xij  is multiplied by
1.909. In a separate exercise the CEEC2 and MNMC dummy variables have been added. It appears
that the coefficient of those two dummies are found to be negative but insignificant  up to standard
level. This means that the amount of FDI inward stocks from the EU in those countries is statistically
the same as the "normal" level. The negative sign indicates that there is a tendency for those countries
to have lower level of FDI inward stocks than the "normal" level. Regression 2 above omits therefore
these two insignificant dummies. The explanatory power of the regression is even higher than
regression 1 (R-square = 0.774) which is  highly satisfactory statistically speaking.

Regression 2
Dependent variable :
I nc l ude d obs e r va t ions : 
R-squared:
Prob(F-statistic):

lnFDI
55
0.774
0.000

Variable Coefficient Std. Error T-statistic Prob.
LnPOPj -0.632 0.141 -4.344 0.000
LnGDPj 1.410 0.140 10.044 0.000
EU 0.647 0.400 1.635 0.108
CEEC1 0.100 0.568 1.753 0.0857
C 7.312 1.146 6.381 0.000

                                                          
41 For EU countries EU FDI inward stocks refers to stocks owned by all other countries in the EU.
42 Taking into account population and gross domestic product of the receiving country.
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The graph below shows the (de-facto) FDI inward stocks from the EU to selected CEECs and
MNMCs compared to the potential FDI stocks. Potential A is the "normal" FDI stock calculated
using the basic equation's estimators without the dummy variables. Potential B is the FDI stock
calculated using the second equation's estimators, assuming CEEC are to become EU members. From
this graph it can be seen that the de-facto FDI inward stocks into Hungary, the Czech Republic and
Poland are much higher than the "normal" stocks predicted by the gravity model, on the basis of  EU
FDI stocks in the entire world. The de-facto FDI inward stocks are even higher than the expected
stocks assuming those countries are to become EU members (using 1996 population and GDP data).

Potential and De-facto FDI Inflow stocks From the EU into
 Selected CEEC and MNMC (1996)
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N e ve r the l e s s , the  es ti ma te d long te r m  equi li br i um  for  the s e  st oc ks , us ing as  an inde pe nde nt va r ia bl e  a
f i c t iti ous  GD P  of  the  Ea s te r n Eur ope a n appli c a nts  ca lc ula te d on the  ba s i s  of  the  1996 EU  ave r a ge  pe r - 
c a pi ta , is  $18,886 mil li ons  for  Hunga r y, $19,042 mil li ons  for  the  Cz e c h Re publi c , and $53,180 mil li ons 
f or  Pol a nd. The  unde r l yi ng as s um pt ion is  tha t in the  long run the  applic a nt's  GD P  pe r  ca pita  will  be 
s i mi la r  to the  E U 's  ave r a ge  now a da ys . As  se e n the s e  st oc ks  ar e  fa r  gr e a t e r  tha n the  cur r e nt one s .

CH AP T ER      I V :  L ABO U R M I G RAT I O N     

1. I n t r od u c t ion 

F or e ign wor ke r s ' re mit ta nc e s  ar e  one  of  the  mos t impor ta nt sour c e s  of  for e ign cur r e nc y for  the  MN M C
c ountr i e s  and ac c ounte d for  3.8%  of  the ir  GD P  in 1993 (e xc l udi ng Is r a el, Le ba non, and Jor da n, as  se e n in
ta bl e  13) . Thi s  flow  of  mone y is  us e d not only as  addi tiona l inc ome  tha t  inc r e a s e s  pr iva t e  cons um pt ion,
but  a l s o as  a ma jor  sour c e  of  for e ign dir e c t inve s t me nt (F D I )  tha t  inc r e a s e s  the  pr oduc t ion ca pa bi lit ie s  of 
the  M N M Cs  ec onom ie s  the ms e lve s . Ha vi ng la r ge  num be r s  of  M N M Cs  cit iz e ns  wor king abr oa d is  a
r e s ult of  the  inc om e  ga p be tw e e n M N M Cs  and the  af f lue nt  countr ie s  in Eur ope  and the  Pe r s ia n Gul f .
T his  ga p ca n be  thought of  as  pr oc ur i ng  a  re la ti ve  adva nta ge  in la bor  se r vic e s  to the  M N M Cs  tha t would
ha ve  re s ulte d in a move m e nt  of  la bor  fr om the  M N M Cs  to thos e  we a l thy and hi gh- inc om e  count r ie s , ha d
the r e  be e n a fr e e  ope n ma r ke t  for  la bour . Si nc e  the  inc om e  pe r  ca pi ta  in the  CE E C is  re la tive l y low ,
c ompa r e d to the  pr e va i li ng one  of   EU  cur r e nt  me mbe r  count r i e s , one  shoul d expe c t the  ac c e s s i on of  the 
CE E Cs  to the  EU  to af f e c t the  cur r e nt  inf l ow  of  re mi tt a nc e s  fr om  the  EU  to the  M N M C's  and af f e c t  one 
of  the i r  impor ta nt sour c e s  of  for e ign cur r e nc y.
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Table        13 :Workers remittances flowing to the         MNMCs (1993)

Country Workers Remittances
($ billions, 1993)

Percent of GDP

ALGERIA 0.2 0.5%
EGYPT 5.7 12.0%
JORDAN 1.0 18.7%
MOROCCO 2.0 7.3%
SYRIAN ARAB REPUBLIC 0.6 4.3%
TUNISIA 0.6 4.1%
TURKEY 2.9 1.6%
Total 13.0 3.8%
Source: IMF, World Economic Outlook, April 2000; IMF, Balance of Payment Yearbook, 1994

This chapter examines whether the EU enlargement to low income countries could influence the flow
of migrant remittances from the EU to the MNMCs. In the first part of the chapter a conventional
view is put forward, using  economic theory to show how the accession of low-income countries to
the EU might affect the labor market of affluent EU countries in general, and specifically, real wages
and unemployment. On the basis of  this economic analysis  political-economic conclusions on the
likely impact on the EU migration policies toward the MNMC are drawn. Finally, using these results
the chapter focuses on the likely effects on remittances from the EU to the MNMCs and on the
MNMCs economies in general. In the second part of this chapter the conventional approach  is
questioned by raising several issues:

Will enlargement really lead to mass migration from the CEECs to the EU?

Are human resources in the CEECs of the same type as in the MNMCs, so that mass movements of
workers from the CEECs to the EU could have a negative incidence on employment and wages
levels?

Is the EUs migration policy to the MNMCs so liberal that it might dramatically change as a result of
additional supply of the applicant’s citizens in the EU labor markets?

Which lesson has been learned from former experiences, especially from the accession of Spain,
Portugal and Greece, and from the "Europe 1992" program?

At the end of this chapter a tentative estimation of the overall effect is made, taking into account the
conventional approach and the questions raised above.

2. E c onom ic  a na lys i s  of  imm igr a t ion

In order to estimate the effect of the Eastward enlargement on the MNMCs, an examination of the
motivation for migration at the individual level should be made. The motivation for migration varies
(e.g. it can be grounded on political, ethnic, economic, cultural reasons). In this chapter the focus is on
the economic motivation for migration.

From the viewpoint of economic theory, the main motivation for deciding to migrate is the desire of
workers to improve their economic conditions. The assumption is that workers are in a constant
process of searching for a better job in terms of higher productivity and higher income (Werner, 1999,
p.6). The gravity model sums up the economic motivation for migration:

    

Vp =
n = 1

N
∑

E2−E1
n(1+i)

− C
n(1+ i)n= 11

N
∑ −Z
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The motivation is expressed by the present value of net benefits (Vp) and it is a function of the
present value of the increase in earnings (E2 – E1). Whereas E2 are the earnings from the new job in
year n, E1 are the earnings from an existing job in year n, N is the length that the new job is expected
to last,  i is the interest rate, n is the year in which benefits and costs accrued. C are the direct or
indirect monetary costs resulting from a move in the year n and Z is the net psychological cost of a
move. Whenever Vp is positive, the expected earnings are higher than the costs and the person is
expected to migrate (McConnell et al., 1995, p.257).

In order to demonstrate the anticipated effect on the labor markets caused by the  CEECs accession
into the EU, the theory of International Trade can be put into practice. The political-economic
discussion often uses of  a static partial equilibrium model. The assumption is made that only one
kind of profession exists (therefore a unified labor market) and a positively sloped labor supply curve.

There are two markets:
 § The EU market in which S = SEU = S0
 § The CEEC market, where wages are given exogenously and the number of workers willing to
move to the EU countries (taking into account adjustment costs such as language) is a function of
the offered wage in the EU and is given by SCEEC.

Before enlargement S = S0; therefore the wage is W0 and the number of employees L0.
Enlargement will make the CEECs full members of the EU and will allow free movement of labor.
The EU15 labor demand curve will be facing additional supplies of workers (SCEEC) that will
increase the total supply of labor in the EU15 market to S1. The increase in supply will reduce the
real wage to W1 and increase the total number of employed from L0 to L2, whereas the number of
local EU15 employed will be reduced from L0 to only L1.

Table 14:        Labor costs per worker in manufacturing ($ per year)
Hungary 2,777 Austria 26,087

Poland 1,257 Belgium 28,735
Slovenia 9,6321 Denmark 35,615
Egypt 1,863 Finland 31,330
Israel 26,635 France 38,900
Jordan 3,125 Germany 63,956
Morocco 3,391 Greece 15,89926,0

45Syria 4,338 Italy 35,138
Turkey 7,958 Ireland 25,414

Netherlands 39,865
Portugal 7,577
Spain 20,585
Sweden 29,043
United Kingdom 26,045

Source: The World Bank, World Development Indicators 1999

According to this analysis, and in light of the high unemployment EU countries have experienced in
the last decade,  anti immigration feelings can be expected to develop among the local constituents.
Not surprisingly,  extreme right-wing or xenophobic  parties have gained power or electoral appeal in
Europe since the 1980s, especially in districts that were highly exposed to immigration waves. One of
the most well known examples is the success of Le Pen’s party in  the municipal elections in several
towns in southern France. Another recent example was the success of Jorg Haider’s Freedom Party in
Austria in the 1999 elections. Haider’s party  won 23% of the vote of  Austrians as a whole and more
significantly  43% of the vote of blue-collar workers  who fear(ed) to be hit by a short-term wave of
migration from Eastern Europe as a result of Enlargement (Financial Times, June 16 2000).

Besides the direct influence on the receiving economy via the labor market, immigrants impose costs
on the receiving economy by increasing the government expenditure in Social Security.  As long as
immigrants are young healthy men and women, who come on their own, and do not gain citizens



42

rights, their productivity is relatively high, their medical and social needs are low and they are net
contributors to the pubic sector43. But, in reverse, when the immigrants are older, come with their
families and receive citizenship, their net productivity is lower. On the other hand,  their medical and
social needs are greater so that their net contribution to the public sector is lower. Whenever an
immigrant is entitled to citizenship and citizenship rights, he is entitled to a larger public services
basket and his net contribution is much smaller. This is especially relevant in Welfare State-type of
countries, where citizens enjoy varied and high quality services on one hand and are required on the
other hand to transfer to the State a large part of their income to finance the public sector.

In those countries xenophobic feelings can be expected, independently of the current economic
situation, and surprisingly among the high- income population as well, which carries most of the
fiscal burden. This could contribute to explain the success of Jorg Haider’s extreme right wing
Freedom Party in Austria’s 1999 election.

In order to avoid the loss of their voters and their political power, centre-  and even left-wing parties
may adopt a restrictive migration political platform. Governments headed by these parties may choose
to limit the number of immigrants from non-European countries (Mayhew, 1998, p.343).  Moreover,
they might restrict their rights for social services, deny working permits to foreigners, disallow
foreign workers to bring their families, impose restrictions on entry visas required from  low-income
countries’ nationals and  on the concession of refugee status to the asylum-seeker. For example, in
December 1992 the German coalition parties (Christian Democratic Union and the Christian Social
Union) and the opposition party SDP (Social Democratic Party) launched a joint bill for the
amendment of the Basic Law regarding those seeking asylum in Germany. Until 1993, persons who
sought refuge in Germany requested political asylum under Article 16 (II,2) of the Constitution
stating that: "Every politically persecuted individual has a right to asylum." The purpose of the
amendment was to prevent "economic refugees" from entering Germany, i.e., those persons who only
want to reside in a country where they have better economic prospects than  in their country of origin
(Cohen-Weisz, 1999, 4).

The adoption of restrictive migration policies should decrease the number of MNMCs workers in  EU
labour markets and , thus, the flow of remittances to the former’s home countries. This will have
significant effects not only on local MNMC consumption but on  fixed capital formation as well.

One must bear in mind that for this scenario to take place, all of the assumptions on which the present
analysis is made should hold simultaneously. But, do all of these assumptions stand up in reality?
Will labor markets be freed so that there will be  a substantial flow of labor from the applicant
countries? Are all workers the same? Are the workers from the CEEC competing with workers from
the MNMC in  the same labor market(s)?

3. Questioning the Conventional Wisdom

A . W ill  E nla r ge me nt  L e a d to m a s s  m igr a t ion f r om  t he  f i r s t  w a ve  a ppl ic a nt s  to the  E U ? 

Free movement of labor is one of the four freedoms on which the Common Market is based on. First
guaranteed by the Treaty of Rome (1957), later in the Maastricht Treaty (1992), every citizen of a
member state of the EU is entitled to work in any of the other member countries and compete with
local workers for the same jobs on equal terms. EU's eastward enlargement will result in the accession
of  four CEEC and one Baltic country into the EU as full members, so that citizens from the new
member states will be allowed free access to the current EU member labor markets.

As one can see in table 15 below, GDP per capita differences between the first wave candidates and
EU current members are huge. In 1999, the EU's per capita average was 4.9 times higher than the first
wave candidates' average. Moreover, if one looks at the gap between specific countries, the
differences are much higher. For example, Luxembourg's GDP per capita was 12.6 times higher than
Estonia's, or Germany's GDP per capita was 6.5 times higher than Poland's, both of  whom share a
common border. Therefore, the Commission has concluded that there is a strong incentive to East-
                                                          
43 I n te r m s  of  t a xe s  pa i d com pa r e d  t o s e r vi c e s  c o ns um e d. 
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West migration despite high unemployment in Western Europe (EC Commission, Agenda 2000,
1997).

Table 15: GDP per Capita, Current prices (U.S. dollars per person)
Country 1997 1998 1999 2000 2001
TOTAL EU-15 22,251 22,939 22,877 22,554 23,654
First wave candidates 4,331 4,659 4,652 n.a. n.a.
CYPRUS 13,197 13,872 13,965 n.a. n.a.
CZECH REPUBLIC 5,166 5,489 5,181 n.a. n.a.
ESTONIA 3,036 3,392 3,504 3,818 4,202
HUNGARY 4,510 4,659 5,071 5,447 5,869
POLAND 3,698 4,060 3,978 4,244 4,697
SLOVENIA 9,549 10,024 10,802 n.a. n.a.
LUXEMBOURG 42,096 43,722 44,206 43,263 45,987
DENMARK 31,961 32,903 32,727 32,294 33,606
SWEDEN 26,786 26,819 26,870 27,048 28,440
AUSTRIA 25,616 26,110 25,793 24,959 26,319
GERMANY 25,780 26,233 25,782 24,859 26,238
NETHERLANDS 24,130 24,926 24,988 24,682 26,460
BELGIUM 24,336 24,982 24,760 24,002 25,183
UNITED KINGDOM 22,641 24,097 24,633 25,751 26,216
FRANCE 24,325 24,958 24,594 23,730 24,771
ITALY 20,587 21,050 20,734 20,142 21,239
SPAIN 14,394 14,996 15,369 15,159 16,141
S our ce:  I M F , W or l d Economic  O utl ook, A pr il  2000

Differences in net economic advantages, especially differences in wages, are the main causes of
migration, but the cost of migration, in terms of leaving one's family, friends and culture are very
important to consider. Different languages, cultures and traditions make it difficult for immigrants to
integrate into the local population, and tend to limit personal decisions to migrate. These
considerations are limiting the potential of mass migration in practice (Mayhew, 1998, p. 336). The
cost of labor migration seems to remain high even if legal restrictions on international movement of
workers are abolished in the area which integrates. Therefore, the assumption easily accepted of a so-
called symmetry between capital flows and movement of labor is false (Werner, 1999, p.15). In its
assessments of implementation of the "Europe 1992" programme, the EC Commission claims that
although there was a steady increase in the number of EU nationals working in other Members States,
migration was confined to specific occupations such as managers, professionals or specialized
technicians (EC Commission, 1996). Nevertheless, one should bear in mind that the current income
gap between the EU15  and the four CEECs plus Estonia is significantly higher than that between the
EU9 and Greece, Spain and Portugal on the eve of their accession, or the income gap between EU
member states in the mid-1980s  at the  time they had to complete their Single Market. Therefore, the
economic incentives of CEEC’s citizens to migrate are considerably higher, compared to former
accessions.

A factor that may limit the migration wave is the potential immigrant’s expectations regarding the
economic future of the region he lives in. If a person believes that his home region is to experience
economic growth that will lead to increases in his own economic condition and labour income, he will
focus less on the average income gap between his home region and a potential migration destination.
The accession to the EU will allow free movement of goods and services. Since wages in the
applicant countries are much lower than in the current EU members, theory expects the candidate
countries to be specialized in labor-intensive goods and services. According to the Stolper –
Samuelson theorem, this will lead to an increase in demand for labor in the candidate countries, and
increase in wages that will reduce migration incentives .

A  r e por t publi s he d by the  Com mis s i on in M a y 2000 e s t im a te s  tha t onl y 335,000 pe opl e  a  ye a r  w i ll   m ove 
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f r om  the  10 a c c e s s i on s t a te s  a f t e r  e nla r ge me nt, of  w hom onl y one  thir d w il l  s e e k w or k ( F ina nc ia l  T ime s ,
J une  16, 2000) . T he s e  numbe r s  a r e  c e r ta inl y not  t he  ma s s  mi gr a ti on f l ow s  pe ople  a r e  s o c onc e r ne d a bout .

N u mbe r  of  r e s i de n ts  f r om  Eas t e r n  Eu r ope  in  t h e  EU 

1998 2010* 2030*

Austria 103,000 351,013 469,931

Belgium 10,773 36,713 49,151

Denmark 8,863 30,204 40,437

Finland 11,985 40,844 54,681

France 22,000 74,974 100,374

Germany 554,869 1,890,933 2,531,556

Greece 20,131 68,604 91,846

Ireland 200 682 912

Italy 34,490 117,538 157,359

Luxembourg 700 2,386 3,194

Netherlands 9,606 32,736 43,827

Portugal 781 2,662 3,563

Spain 10,539 35,916 48,084

Sweden 26,191 89,256 119,495

UK 39,000 132,908 177,935

Total 853,128 2,907 3,892,345
*projection
Source: DIW-Berlin and IGIER-Bocconi report for European Commission.

Moreover, the population of the successful European economies is aging, thereby creating a need for
foreign workers, in order to maintain the share of the working age population. It is estimated that by
2050 the EU, as a whole, will have to import 1.6 million workers per year (Germany 487,000 ; France
109,000). Seen from another slight different perspective, it appears that in order just to keep the ratio
of workers per pensioners steady, the EU would need to import 13.5 million immigrants a year
(Economist, May 6th, 2000). Thus, even if a substantial amount of CEECs' migrants would actually
flow to the EU , the member states’ economies would be able to absorb them in the medium and long
term without undue difficulty.

B. Are human resources in the CEECs actually of the same kind as those of the MNMC, so that mass
movements of workers from the CEECs to the EU may have a negative effect on MNMCs migrants’
employment and wages levels?

Mass migration from the CEECs and Estonia does not necessarily directly imply a decrease in
migrant remittance flows from the EU to the MNMCs. This will happen only if the human resources
in the CEECs are actually similar to that of the MNMC, so that both CEEC's and MNMC's workers
are competing in the same labor market. Furthermore, if one disaggregates the EU's labor market
functionally, he may also discover that the human resources in the CEECs are not the same as in
current EU members. Therefore, the effects predicted at the beginning of this chapter on wages and
unemployment in the EU members might not be relevant at all.

One may think of several indicators to estimate similarity in labour patterns of the two peripheries.
One indicator that may be useful for the purposes of this chapter is the distribution of the labour force
among major sectors in the economy. The accession of a “similar” country in terms of this
distribution is expected to affect third countries more significantly than the one of a “dissimilar”
country. One can see in table 16 the high share of employed in the agriculture sector in many of the
CEECs and the MNMCs. There are substantially high shares of employed in the agricultural sector in
Poland, Egypt, Morocco and Turkey. On the other hand,  comparing the corresponding shares in the
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industrial and the service sectors, one can see that in  CEECs, the share of  the service sector as an
employer is substantially higher than in  MNMCs and the one of the industrial sector substantially
lower than in  MNMCs.

Table 16: Distribution of the       labor force
Male Female
Agriculture Industry Services Agriculture Industry Services

Czech Rep. 13% 9% 54% 36% 33% 55%
Estonia 18% 11% 48% 34% 34% 55%
Hungary 19% 11% 42% 32% 39% 57%
Poland 27% 28% 45% 25% 28% 48%
Slovenia 5% 6% 52% 39% 43% 54%
Algeria 18% 57% 38% 7% 45% 36%
Egypt 29% 32% 22% 7% 39% 37%
Israel 4% 2% 37% 15% 55% 77%
Jordan 10% 41% 28% 4% 63% 55%
Lebanon 6% 10% 34% 22% 60% 68%
Libya 7% 28% 27% 5% 66% 68%
Morocco 35% 63% 28% 19% 37% 18%
Syria 22% 69% 30% 6% 49% 25%
Tunisia 23% 42% 33% 32% 44% 27%
Turkey 29% 59% 27% 12% 38% 19%
Source   : The World Bank, World Development Indicators – 1999.

On the other hand, if one examines the literacy rate among the adult population (over 15 years old),
one can see a substantial difference between the two peripheries. Whereas the CEEC's rate is almost
100%, most MNMC's countries do not exceed 87%. Furthermore, the literacy rate in Algeria,
Morocco and Egypt, all of them highly populated and who are highly dependent on remittances, does
not exceed 62%.

Table 17 :Rate of Literate in Adult Population  in          MNMCs and        CEECs

Country Literate Country Literate

Algeria 61.6% Czech Rep. 99.9%

Egypt 51.4% Estonia 100.0%

Israel 95% Hungary 99.0%

Jordan 86.6% Poland 99.0%

Lebanon 86.4% Slovenia 99.0%

Libya 76.2%

Morocco 43.7%

Syria 70.8%

Tunisia 66.7%

Turkey 82.3%

Source   : CIA, Factsbook, 2000

Besides 'objective variables' such as education and professional training, the human resources of the
two peripheries differ in terms of their linguistic, geographical  and cultural “proximity” to the EU, as
well as in terms of  the existence of former migrant communities in the various EU member states. As
already mentioned, when discussing the Gravity model, those variables determine the cost faced by
the potential migrant. Not surprisingly the final destination of migrants of these two peripheries are by
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and large dif f e r e nt, s o tha t  the  e f f e c t of  ne w  f low s  of   CE E Cs  m igr a nts  into the  E U 15  on t he   M N M Cs 
or igina ti ng mi gr a nt s  s hould be  qui te  li mit e d.

Because of geographical, ethnic and linguistic “proximity”, most migrants of CEECs origin are
settling in the northern and eastern parts of the EU, especially Germany and Austria. The diagram
below shows that in 1998 87% of the Eastern European citizens living in EU countries were based in
Austria and Germany. Immigration from the MNMCs is much more dispersed.

Number of Residents from the Eastern 
Europe in the EU (1998)

Germany
68%

Austria
13%

Other
19%

Source: Financial Times based on the DIW-Berlin and IGIER-Bocconi report for the European Commission
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From the two diagrams above, one can easily infer that the major destination of  migrants from the
former French colonies is France itself. Therefore there would not be a substantial geographical
overlap of Maghreb-originating migrants and CEEC migrants, even in the event of mass migration to
the EU from the CEECs . On the other hand, for  all other MNMC migrants, Germany is a major
destination. This is especially true for Turkey where 80% of its emigrants settle. When one examines
the MNMCs as a whole, Germany ends up as the new home country for 50% of the migrants from
MNMCs. Therefore, if patterns of migration stay the same in the future, mass migration from the
CEECs might affect the MNMCs in general, and especially the countries of the Eastern
Mediterranean and Middle East.
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C. Would the EU's migration policy toward MNMC dramatically change as a result of  a possible
arrival of additional labour supplies from the applicant countries into EU labor markets?

Even if all previous assumptions are held, resulting in EU's members' governments adopting a
restrictive policy toward MNMC immigration, remittance flows from the EU to the MNMCs would
be reduced only if one assumes that the current policy is somewhat liberal. However, if , on the
contrary, it can be proven that in fact the EU members' policy is already restrictive, the number of
MNMCs citizens working in EU member countries is already abnormally small and one cannot
expect easily a further decrease in the MNMCs migrant residents in the EU.

Under the original EEC Treaty, the Community had no power to prescribe rules for entry of third
nationals into the territory of Member States and the migration policy was thought to be an exclusive
concern of   member states. This view was challenged in the European Court of Justice (Demirel case)
and is at odds with the long-term intention to enable third-country nationals to move around freely
within the Union (Hailbronner, 1994, p.969). Moreover, the Amsterdam Treaty has integrated the
Schengen 'Acquis' into the framework of the European Union. The Schengen 'acquis' consists of rules
in various areas from visa policy and travel from third countries to requests for asylum, extradition,
and so on, as well as of the Schengen information system.

Up until the 1970s, most European countries pursued a formal liberal policy toward labour migration.
The import of cheap labor by the rich European economies was essential to their fast growth over the
three decades following the World War II. The economic crisis of 1973 and the outbreak of violence
against immigrants has changed this liberal attitude and made migration policy heavily restricted and
preferential. The EC member states’ policy was not intended to attain zero immigration, but
immigration control was and has been directed at countries with a high emigration potential. The
main feature of the present EC members immigration policies is that while meeting international
obligations with respect to refugee migrations, the general posture of the EU countries towards
immigration is a negative one.  EU member countries firmly discourage further immigration into
Western Europe from the South and the East and prefer to foster economic (mainly trade and
investment) relations with their neighboring countries to substitute for migration .

Since  “overstaying” is a major source of illegal immigration, entry visa policies are an expression of
the overall immigration policy. Entry visa regulations are expected to be highly restrictive in countries
which are facing major immigration problems, and especially toward citizens of countries which are a
potential source of major immigration. Table 17 shows entry visa requirements of the EU Members
toward the MNMCs and toward the first wave applicant countries (including the Republic of Cyprus).
As is apparent, none of the MNMCs' citizens, except for Israelis, Maltese and the permanent Turkish
residents of  a Schengen country, is allowed free access to  EU countries without visa. At the same
time, the applicant countries' citizens, except for Estonia, are allowed access without entry visas,
something quite striking since the  incentive for most of them of staying illegally in  EU member
countries is almost the same, considering the relative income gaps between the two peripheries and
the EU15.
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Table 17: Applicant countries and/or         MNMCs for which entry visa requirements are  waived
by individual EU member states   

Applicant Countries MNMCs
Austria All but Estonia* Israel, Malta
Belgium All but Estonia Israel, Malta, Turkey**
Denmark All Israel, Malta
Finland All Israel, Malta
France All but Estonia Israel. Malta
Germany*** All but Estonia Israel, Malta
Greece All but Estonia Israel, Malta
Ireland All Israel, Malta
Italy All but Estonia Israel, Malta
Luxemburg All but Estonia Israel, Malta
Netherlands All but Estonia Israel, Malta
Portugal All but Estonia Israel, Malta
Spain All but Estonia Israel, Malta
Sweden All Israel, Malta
United Kingdom All Israel, Malta
Source: World Travel Guide, 1999, UK Edition.

*    Nationals of Czech Rep. For Stays up to 30 days.
**   Nationals of Turkey provided they reside permanently in a Schengen country,
*** Germany does not recognize passports issued by Palastinian government.

To sum up, using a Neo Classical partial equilibrium model with (only) one unified labor market
leads to dire forecasts of  rising unemployment and wage reduction among some  European-based
economists. That analysis is based mainly on the assumption that the free movement of labor in the
enlarged EU will lead to mass migration flows from East to West. Another concern is that
immigration of socially weak segments of the population will put a further burden on the generous
social security systems and will in all likelihood increase dramatically the Government’s budget
deficit. From former experience, growing unemployment can be followed by the rise of right wing
radical parties, whose electoral platform is based on promoting aliens’ hate, or the adoption of a
(even) more restrictive policy toward immigration by the center parties that fear loosing their political
clout. Since a large share of the MNMCs’ foreign currency earnings and domestic investments are
based on the remittance of income by foreign workers, this might severely harm their economies.  In
this chapter it was shown that this analysis and its conclusions regarding the MNMCs should not
prevail since its assumptions are flawed and do not seem to fit the reality on the field. First, from the
experience of previous EU enlargements, it appears that labor movements in Europe are limited
mainly by linguistic, cultural and psychological barriers. Second, the type of labor service which will
be offered by CEEC potential migrants is not necessarily the same as the type offered by  MNMC
migrants already in the EU and therefore CEECs’ migrants do not necessarily compete with MNMCs’
migrants. As shown, the labor distribution in the CEECs and the MNMCs is not the same although the
share of employed in agricultural activities is high in both areas. Moreover, the rate of literacy in the
CEECs is substantively higher than in the MNMCs, which might point to different education levels
and therefore to totally different job profiles filled by migrants of the two peripheries in EU labour
markets. Finally it was shown that the EU countries’ official policies toward immigration have been
restrictive since the 1970s. Therefore, it is unlikely that it can  worsen much further as a result of
economic conditions on the ground.
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C H A P TER  V :   M A I N  C ON C LU S I O N S 

In this short chapter, a summing up of the main conclusions of this report follows.

The basic assumption is that the six applicants belonging to the first wave (namely Poland, Hungary,
the Czech Republic, Slovenia, Estonia and the Republic of Cyprus) will enter the EU by 2005. This
will happen probably only after a political arrangement of some sort between the two parts of the
island of Cyprus is reached.

But in the area of trade in goods, trade diversion against MNMCs has already taken place since the
mid-1990s as a result of the progressive trade integration of the six applicants into the EU’s Single
Market. As an illustration of what was found, the demise of the Israeli textile and clothing industry
since a number of years is due partly to this phenomena. The research shows that the coming
Enlargement is of particular relevance for industries in Israel, Turkey and Tunisia. Egypt and
Morocco will be more affected by the inclusion in the EU of the “second wave” of applicants. Taken
as a group, for MNMC the accession of these “second wave” countries (which would include
countries such as Romania and Bulgaria) will be more problematic than the first. Regarding this
coming Enlargement,  first, the levels attained of intra-industry trade between Tunisia and the EU do
not seem to be affected until now. Second , on the basis of overlap in RCA indexes, it appears that
only a small amount of inter-industry trade between the MNMCs and the EU will be vulnerable (
about 2 percent of the MNMCs exports to the EU), although reaching between 3 to 4 percent in the
cases of Turkey and Morocco (while at the other extreme Algeria, Jordan, Syria and Lybia will be not
at all affected by trade diversion). The principal countries in terms of competition are Poland and
Hungary, followed by Cyprus and the Czech Republic. For Eastern Mediterranean countries the entry
of Cyprus is the most relevant in terms of potential trade diversion. Not surprisingly the report shows
that competition  is important for processed fruit and nuts, some types of clothing, sacks and bags, pig
iron and some articles of natural stone.

In financial services, some off-shore type of activities operated by Lebanon and Israel could gain
from the obligatory withdrawal imposed by the EU on Cyprus (as a condition for EU entry) in off-
shore financial operations considered harmful by the EU (and other OECD countries). The MNMCs
tourism sector could also gain from the fact that competing countries among the applicants will see
their food and land prices, as well as wages rise, something which will not be compensated by the
cheapening of intra-EU air transport.

The trade potential between the MNMCs and the six applicants after the Enlargement is not large in
absolute numbers, but MNMCs exports to the six will increase by more than the imports of the former
from the latter. Morocco and Tunisia are likely to find that Poland will become one important export
destination for them. There is one important exception to what is said here. Turkish exports to the
Republic of Cyprus should expand from essentially zero nowadays to about 500 Mo. $ per year, a non
negligible sum. In turn the Republic of Cyprus’ exports to Turkey could reach about 80 Mo.$ per
year.

Turning now to investments, the report concludes that, while there has been a significant expansion of
FDI flowing into Central Europe since a decade,  until now the feared diversion of FDI from MNMCs
to the six applicants has not taken place. This is proved by using a Gravity model and also comparing
statistics.

In the domain of migration, MNMCs should be concerned by the reinforcement of the EU’s external
border, embracing in the future 21 European countries, not 15 as in the past and also by the extension
of the EU member countries restrictive migration policies to the new applicants.   On the other hand,
for established MNMCs migrants in Germany and the Benelux, new competition by Eastern European
workers emigrating freely to those countries after the Enlargement is a daunting perspective. There is
less of a potential problem for Maghrebian workers established mainly in Southern Europe (including
France). More generally, the impact will be limited by the fact that many of the potential Eastern
European migrants carry with them skills which are different than the ones held by MNMCs migrants.
In other words MNMCs migrant remittances do not seem to be at risk.
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Among other effects of the Enlargement relevant to MNMCs are that:

1) Negotiations for the right to fish in Cyprus exclusive economic zone will have to be conducted by
MNMCs with Brussels, not with Nicosia anymore.

2) On balance, Turkey’s prospective entry into the EU could  be impaired, since some of the
applicants are wary to it for different reasons.

3) Although in terms of population and geographical area, the enlarged EU will expand by almost a
fifth, MNMCs trade dependence on the enlarged trade block will only rise by 1 percentage point.

4) The EU 21 will be more energy-dependent on the ex-CIS and logically will try to diversify this
geographic dependence, something which may favour some energy-rich MNMCs (e.g. Algeria,
Egypt).

5) The Barcelona Process will lose steam , all other things being equal. This is for different reasons.
The institutional reform to be approved at the end of 2000 is likely to be slightly detrimental to future
EU policies regarding the  MNMCs. Apart from Cyprus, the new members will be more interested in
developing the EU relations with their own neighbours in Northern, Eastern (including Russia and the
Ukraine) and South-Eastern Europe. Bilateral relations between the EU21 and individual MNMCs
will not be under the focus of the EU as now but for the exception of relations with Israel and Turkey.

6) On balance the Enlargement is likely to result in a further liberalisation of the CAP for the kind of
goods for which MNMCs have a comparative advantage.
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