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Abst r act
The aim of this paper is to examine the inmpact of the accession
of CEE countries in the EU In this context, it is inportant

first of all to chart the ways in which accessions have changed
the 'weight' and role of the EU in the GPE on previous
occasions. Cearly, for the ECCEU itself, the expansion of its
econom ¢ and commercial 'space' has created institutional and
other stresses, often revolving around the allocation of
resources and the nmaintenance of various political-economc
"bargains'. From the outset, there has also been a tension
bet ween generalised external support for European integration
and thus for enlargenent on the one hand, and fears of 'trade
di version' and other danaging effects on the other.

Once we have |ooked at the patterns of possible 'w nners' and
"losers' and at patterns of notivations, we need to exam ne the
process of accession itself. The key focus here is two-fold:
first, the ways in which the process can be seen as an econonic
bar gai ni ng process, and the second question, which is about the
ways in which the countries of central and eastern Europe have
become nore 'integrated’ with the EU even before becom ng fornal
Menber States; have econonmic actors and narkets responded even
in advance of the negotiations thensel ves?

Keywords: EU, CEE, enlargenent, integration, dobal Political
Econony, Transition Econom es
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| nt roducti on

On 1 May 2004, the European Union (EU) welconed ten new nenbers
including eight from post-communist states. Wth the addition of
Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Mal ta, Pol and, Slovakia and Slovenia (in 2007 Bulgaria and Romani a),
the EU now conprises of 27 nations. Together these have a conbi ned
popul ation of 480 mllion.

Enl argenent was initiated with the main objective to transfer into
the Central and Eastern Europe the three axes of peace, stability and
prosperity that the Union has already nanaged to achieve within the
framework of Europe of the 15. This is an attenpt w thout precedent
given that no previous enlargenment (1973, 1981, 1986, 1995) had
nei ther the extent nor the expectations of the |atest one.

Started in Luxenmburg in 1997, the enlargenent process aims at the
stability and the prosperity for the entire European continent. In
March 1998 the EU entered into negotiations with five Central and
Eastern European Countries; the Helsinki Sunmt in Decenber 1999
opened the door to another five Eastern applicants.
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Since the beginning of the 1990’'s, nmuch progress has been nmade in the
transition of the post-conmunist economies into capitalist nmarket
econom es. Currently nost of the accession countries seem to be on
the right track on their reforns.

European integration has gained considerable nomentum over the past
couple of years. After conpletion of the internal narket and the
i ntroducti on of Euro, the European Union put Eastern Enlargement on
high priority. These processes of deepening and wi dening integration
put substantial adjustment pressure on the econom es invol ved.

In the economic field the accession of 12 countries brought about 120
mllions additional consunmers into the European Uni on. However, sone
of those countries are so small that the EU econony would hardly
notice their entry. A though, the inpact of the accession countries
in the European Union creates great opportunities and strengthens
significant it’'s global position.

O course the contenporary financial crisis delivers different signs
and different orientations. There is a need for a new econom c plan
that could recover the economies from the harnful effects of the
crisis.

Previ ous enl argenents - The econom c “weight” of the EC/ EU

In the period between 1950's and 1990's the EC EU has grown
significantly. It has extended both its nenbership and the scope of
its character in several inportant ways. The EC started as a trade
bloc and it’'s easily understandable from the treaties and the power
that the Comunity gave to the Conm ssion to represent EC in several
negoti ations as GATT (Tsoukalis 2003). After that, the decade of
1980's characterized of the reform to single nmarket union w thout
borders and during the 1990’s fromthe successful effort for nonetary
union and the process for the biggest enlargenent of the European
hi story.

The European Community (EC) and its successor the European Uni on (EU)
have ensured peace and stability anong its nenber states for over
fifty years. Its expansi on has been publicized in the nedia under the
term "EU enlargenent”, and politicians and citizens are debating its
possi bl e inmpact in long term period.

In 1973 Denmark, Ireland and the United Kingdom joined the six
founding states (Belgium Luxenburg, the Netherlands, Italy, France
and the Federal Republic of Gernmany) in an enl arged European Econom c
Comunity (EEC). In 1981 Geece acceded to the European Community
(ECQ, followed by Spain and Portugal in 1986, Austria, Finland and
Sweden in 1995.

The enl argenent, however, is a nmuch broader process and with multiple
aspects, which the average European can hardly grasp: The EU is being
altered, transforned, and expanded; in other words, it is being
enlarged. This is a fact that regards all of us and should be in the
centre of our concerns with regard to the future of Europe.

The EU enlargenents definitely enhance the EUSs political and
economic role in the global community. The reality is that the
Enl argenent of the European Union is an attenpt wth historical
significance closely linked not only to the Foreign Policy of the
Union but also to its internal operation. Now the Union forns the
world largest trading entity (Bretherton & Vogler 1999).
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According to Bretherton and Vogler (1999) the nmain reason of the
establi shment of the European Union was the stinmulation of trade and
economic growh. In 1958 the trade between EC nenbers was 35% of
their overall total, by 1975 it was 49% and by 1992, 59% (Bretherton
& Vogl er 1999: 47). The fact that between 1958 and 1992 the European
Comunity enlarged from six to twelve nmenbers gave to the EC the
opportunity to grown its presence in the global econony.

The European Union now is the world' s | eading exporter of goods: over
973 billion euro in 2001, alnost a fifth of the world tota
(http://ww. ecdel . org. au/ eu_gl obal pl ayer/):

The world' s leading exporter of services: 291 billion in euro
2000, 23.9 % of the world total

The world's leading source of foreign direct investnment (362
billion euro in 2000) and the second largest honme for foreign
investment (176.2 billion euro in 2000) after the United States
(304.9 billion euro)

The main export market for sone 130 countries around the gl obe

A relatively open econony: international trade accounted for over
14 % of its gross donmestic product in 2000, conpared with 12 % for
the United States and 11 % for Japan

According to Gos and Steinherr (2004) the initial enlargenent
process of the EC was driven by political and econom cal paraneters
up to 1990. During this period, there was an urge for the western
European countries to thrive and prosper according to what was
thought to be “the western civilisation” race against the communi st
threat. On the other hand, eastern European countries were racing to
prove there own cause. Subsequently, the collapse of the conmmuni st
regines in 1989/90 presented the countries of both eastern and
western Europe with the challenge of conpletely redefining their
rel ati onship.

During the 1990's the eastern enlargenent of the EU became a highly
prioritised policy issue and not just sinply an economc cost-
benefit consideration. It was nostly a priority with global economc
and political dinensions. The two mgjor strategic ains of the
enl argenent were projecting political stability and strengthening
Europe as an economic power. (Kristensen & Jensen 2001: 47).

According to Dent (1997:115) in the 1990's the major notivation for
the CEE countries was a closer co-operation with Western Europe. This
co-operation was called the process of “Europeanization”, a nultiple
action which included the return to the participation in “Wst
European cultural, political, and econonic exchange”. (Dent 1997:118)

The end of the cold war created a radical reorientation of the
European Union (EU) policy towards the countries outside the Union,
especially the neighbours in the eastern part of the European
continent. The imediate response was technical and financial
assistance for reforns (Sedel neier & Wallace, 2000: 428).

West er n—Eur opean countries had to deal with problens such as the
devel opnent of the energing countries, China's new econonmc policy
and Latin Arerica's inflation problenms (G os & Steinherr, 2004). Al
these created the feeling of an unstable global political and
econoni cal environment. The |atest financial crisis was
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The econonmic situation in the Central and Eastern Europe Countries
The peaceful revolution which swept Eastern Europe in 1989 is
probably the nost significant event in global terns of the past 45

years. It is happening on the very doorstep of the European
Comunity. It is represents a challenge and an opportunity to which
t he EC has given an i mredi at e response

(Commi ssion 1990:5).

After the collapse of Communismin CEE countries, there were serious
econom c and political problens which these countries were urgently
trying to tackle (Inflation rates, institutional reform free narket
econony etc.). Joining the EU | ooked very prom sing for solving these
pr obl emns.

During the 1990's the European Union was one of the nmjor gl obal
powers wth stable political environment and pronising economc
growth. At the sane tinme the Central and Eastern European countries
were facing problens in nmany sectors of the economic and politica
life.

For the nmpjority of the central and eastern European state the
concept of a “return to Europe”, including nmenbership of European and
economic and political institutions and the redirection of their
trade flows away fromthe former Soviet Union towards western Europe
becane a major political, as well as economc, objective (Smth
2000). The debate that started i nmmredi ately was about the processes of
political and economic transformation in CEE countries the ongoing
process of EU enlargenent and the question about the boundaries of
Eur ope (Hudson 2003).

In 1990's the financial balance and the econonical gap between the
countries of the Eastern - Central Europe and the EU were
significant, portrait in the huge gap and the difference in inflation
rates
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Figure 1: Inflation (H gh group)
Source: The W Iliam Davidson Institute, working paper nunber 937/2008
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Figure 2: Inflation (Baltic group)
Source: The WIIiam Davidson Institute, working paper nunmber 937/2008
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Figure 3: Inflation (Low group)
Source: The WIIiam Davidson Institute, working paper number 937/2008
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Figure 4 Gross Domestic Product in EU and the CEEC s
Source: WIIiam Davidson Institute based on EBRD Transition Report 2002

The sceptici smand the econom c cal culus of the integration

EU wanted to enbrace the CEEC s. There was a political incentive to
enl arge but there was sone scepticismregardi ng the econom ¢ cal cul us
of admitting a large nunber of generally poor and economcally
fragile new nenbers were particularly conplex. The debate about
Eastern enlargement of the EU had been acconpanied by wdely
diverging estimates of the actual cost involved. Skeptics preferred
to cite maximum figures, while proponents adopt naxi nrum estimates.
(Sal vat ore 2000)

There were fears in both the “old” nenber states and the applicant
countri es about the consequences of the enlargenent. On one hand, the
candi date countries were concerned about the social and economc
consequences from the radical change of the political regine which
created an uncertainty about the future. On the other hand, the “old”
nenber states e feared the negative inpacts of enlargenent
(Kristensen & Jensen, 2001). At the same tinme sonme argued that
there were benefits to gain than to lose (Steinherr 1997) For
exanple, the ten CEEC s have a total land area of 1.1 mllion square
kiloneters and a population of 106 mllion. This corresponds to 33%
of the territory of the EU and 19% of its population. On average,
nore than 25% of the working population (i.e. a total of 9.5 mllion
people) is enployed in agriculture (EU 6% or 8.2% mllion). (DFPR
Wor ki ng Paper 2 1996)

The issue of the enlargement of the EU is not sinply an econonic
cost- benefit issue. The enlargenent has been described by Gos and
Stei nherr (2004: 264) as a political inperative. It is first of all a
project with a world political dinmension, with two major strategic
ains; the projecting political stability and strengthening Europe as
an econom c power. (Kristensen & Jensen, 2001)

From t he begi nning, the European Union showed the target and set the
goal for the enlargenent and the criteria for the accession of the
candi date countries. The Treaty of the European Union (TEC) and the
conmi t ment from the European Conmi ssion that any European State coul d
apply for nenbership in the EU open a wde door for CEEC s
(Bretherton & Vogler: 1999). The challenge was great and the
countries that facing harnful post - communist problens had to take
this chance.

Apart from the role to the accession process of the Copenhagen
Council and the Essen European Council, other Councils like the
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Madrid (Decenmber 1995) and the negotiations before the Treaty of
Anst erdam (1997) had to deal with this very inportant issue for the
future of the European Union. (Sedelneier & Willace; 2000) The
Luxenburg sunmt of Decenber 1997 marks the start of formal
negoti ations for accession. In the sunmt of Decenber 2002, again in
Copenhagen, the European Council decided to endorse the negotiation
results achieved for as many as 10 countries. In an informal European
Council meeting in Athens in April 16, 2003 the heads of the state
signed an accession treaty (Kohler, 2003).

The bargain for the accession had many agreenents and many nore
efforts for the transition and eventually the integration of the
CEEC s. According to Gross and Steinherr (2004: 264) the single nost
inmportant trade initiative for the transition econonm es were the so-
called “Europe Agreenents” (EA) between the EU and the Forner
Czechosl ovaki a, Hungary and Pol and signed in Decenber 1991 (Bulgaria
and Rormania followed a year later and the three Baltic countries and
Sl ovenia also singed later). The nmain aim of these agreements was to
liberalize trade between the EU and the country in question. Apart
fromregulating trade policy issues, they also set out the guidelines
for political dialogue and for cooperation for exanple, in the areas
of industry, environmental protection and transport. The Europe
Agreenents al so include provisions and sinplifications for bringing
national laws into line with EU law, which help the accession
candi dates greatly in their preparations for joining the EU

This bargain process can be viewed as “asymetric”. The EA' s
established a free trade area for trade in goods between EU and the
respective partners within the period up to ten years. The provisions
of the Agreenents were “asymmetric”; the period for phasing out
import restrictions was usually nuch shorter for the EU than for the
CEEC partner. In nost products the EAs allowed free entry into the EU
fromthe start. But for other “sensitive products” (coal, iron, stee

etc.) was stipulated in separate protocols for the elimnation of
tariffs by the EU The agriculture renained excluded fromfree trade
since 2000. (Gross & Steinherr, 2004: 266) Additional this “asynmetry
“ in trade balance can be viewed in nany Mediterranean countries,
according to Tsoukalis (2003:80): “On average 50% of their trade is
conducted with the EU.for several Mediterranean countries, tourist
revenues and mnmigrant remttances from EU also represents a very
substantial part of their foreign exchange receipts...the relationship
between the two sides is highly asymetric.”

Before the accession there was a long period of refornms during which
these countries were gradually integrated in the EU econonically.
The effort for the transformation reformin CEE s had a strong fight
agai nst the m croecononm ¢ and nacroeconom ¢ probl ens (Dent, 1997).

From that point, we could easily say that the first years of the
1990’ s were years of reformin the two main sectors of the econonica
life; Mcroecononic and Macroeconom c. According to Dent (1997: 111)
the “M croecononi c dislocation” had the above:

The absence of market nmechanism | ow productivity- no information
on prices and cost.

Differences in sectoral developnment- nore devel oped the heavy
i ndustry and |ess developed the industry for consunmer goods and
servi ces.

The lack of a legal conmercial and conpany structure.
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The problem of market notivation - Non- existence of property
ri ghts and absence of conpetitive forces.

Repressed inflationary pressures: arising from the extensive
application of price and wage control s
Monetary policy: soft budgetary controls and the reliance of
foreign debt in some countries created poor financial disciplinary
condi ti ons.
- Mass hi dden unenpl oynment
Al so, according to Dent (1997: 112) there were four points of
t he “Macroeconom c i nbal ance”:

Inflationary pressures
Soft budgetary control and nonetary policy.

Lack of investnments and the transfer from the heavy industry
to consuner industry.

High rate of unenpl oynent

Real convergence went hand in hand with considerable progress in
nom nal convergence as inflation rates, interest rates and governnent
deficits approached the |l evels that were being seen in the old Menber
States. However, from md-2007, as a consequence of the financial
crisis, macro-financial stability came under pressure in several new
Menber States with Hungary and Latvia asking for bal ance of paynents
support to overcone liquidity constraints. This reassessnment of risk
in enmerging markets, in turn, is leading to a significant contraction
in economc activity in many new Menber States of sone are likely to
see, at least tenporarily, a widening of the inconme gap with their
ri cher neighbors in the EU. (EU econony 2009)

Achi evenents of the first years after Integration in the EU

The accession process has contributed to significantly inprove
living standards in the new Menber States, fostering econonic and
soci al cohesion within the Union. Incone per capita rose from 40%
of the old Menber States' average in 1999 to 52%in 2008.

Rapid trade integration has fostered a nore efficient division of
| abor and strengthened conpetitiveness in the EU The degree of
trade openness in the new Menber States has reached a very high
| evel . Their average GDP share of exports and inports now anounts
to 56% of GDP, up from 47% before enl argenent.

New Menber States have been rapidly nodernizing their econom es.
They have devel oped functioning nmarket economes and the capacity
to cope with conpetitive pressures and market forces within the
Single Market. They have also increasingly aligned their
production structures with those of the old Menbers. Agriculture
and manufacturing are nore inportant in the new Menbers (anounting
to 4¥% and 21%% of GDP respectively in 2006, conpared with 1¥% and
16% in the old Menmber States). Nonethel ess, the service-based and
know edge-i ntensive econony has progressed in recent years. The
share of services in GDP grew from 56% of CGDP in 1995 to 63% in
2006, conpared to 72% of GDP in the old Menber States.

- Investnments from old Menber States have been a key driver of
econom ¢ transformation in the new Menber States. In the run-up to
accessi on, new Menber States nade great progress towards
nmacroeconom ¢ stability and rapidly enbraced the Ilegal and
institutional frameworks of the EU
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- Investnent and activities funded under cohesion policy were also
instrumental to facilitating the restructuring process in the new
Menber States, while strengthening econonmic and social cohesion
t hr oughout the Uni on.

- The EU accession process also brought about a new framework for
product market regulation in the new Menber States, including for
conpetition policies and state aid. New Mnber States have a
hi gher share of openly announced public procurenment (5%%6 of GDP
agai nst 3¥# of GDP for the EU as a whole in 2007). According to a
Eur obaroneter survey of 2007, 71% of small and nediumsized
enterprises (conpared with 63%in the old Menber States) feel that
there is a significant increase in conpetition.

- Integration of new Menber States agricultural markets and rural
economes to the EU was acconplished wthout any najor internal
econom ¢ or social problens

- In old Menber States, concerns raised about nassive |abor
mgration prior to enlargenment have not materialized.

( Eur opean Econony 1/2009)
Concl usi on
The accession of eight Central and Eastern European countries (CEECs)
to the European Union in 2004 brought sone inportant benefits. The
new nmenbers gain fromthe reduction barriers to trade and investnent.
By 2010, the movement of labor will also be freed. But accession to
the EU is neither a necessary nor a sufficient condition for econonmc
growth. The conbined effects of narket access and econonmic
i beralization, not EU nenbership, optinm ze econom c growth.

Even a full absorption of EU structural and cohesion funds will not -
of itself - guarantee a lasting inpact on the growh of the recipient
countries or regions. It is therefore necessary to identify the

condi tions under which the inpact of the funds can go beyond the
short-term positive demand effects and generate a positive supply
response in the long run.

In ny opinion, we all acknowl edge, apart from the economc and
nonetary union, the need for political union. Furthernore, by neans
of efficient reforns, we have to take care so that the enlarged Union
continues to be in a position to reach deci sions.
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