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ABSTRACT

This paper discusses the state of readiness of the Central and East European countries
(CEEC) to become EU members over the next few years and the Union's capacity to absorb up
to ten CEEC over the next decade or so. This paper concludes that the economic and political
opening of the CEEC has been smoothier and took place with lesser societal conflicts than
initially expected. However, these changes have to master a set of difficulties that come from
too slow an adjustment to global challenges. This leads to impairments of international econo-
mic competitiveness that, in turn, slows necessary adjustment. The main reason is not lacking
democratic legitimacy but both the structural conservation of factors stemming from the socialist
past and the social consequences that come from an uncompromising opening of the economies.

The European Union has become an anchor of stability to the CEEC that guarantees both
democracy and economic security - much more than expected only a couple of years ago. The
Union's readiness to accept the membership of CEEC has, in a decisive way, contributed to
their societal, political and economic stabilization. The enlargement process, however, is
connected with problems the resolution of which realistically postpone its successful conciusion
at least into the year 2005 - even for the most transformed CEEC. The main reasons are (1) the
welfare gap between the EU area and the CEEC, (2) the need for more institutional and
economic changes in the CCEC to make them ready for accession, and, most importantly, (3)
the necessity for the European Union to prepare herself for accession by a comprehensive
financial reform and fundamentat institutional changes.


https://core.ac.uk/display/5075775?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

THE EUROPEAN UNION'S EASTERN ENLARGEMENT

LIMITS FOR THE PROVISION OF ECONOMIC STABILITY TO
CENTRAL AND EASTERN EUROPEAN COUNTRIES

by
Hanns-D. Jacobsen

Institut fiir Internationale Bildung Berlin Johann Heinrich von Thiinen
Berlin, Germany

Contribution to the

Fifth Biennal International Conference
European Community Studies Association-USA
May 29 - June 1, 1997
Seattle, Washington, USA



Contents

SUMMATY .ciuuuiiriiiiiiiitiiirinereeneeriniesetieeeesieertneserseserssessresssseneeesnnesssnessnnes ]
LINtrOQUCHION. ...evvviiiieii e e enst et s s s e aae s eneaes 2
1. The special importance of the European Union for East Central Europe......... 2

2. Starting-points within Eastern BUrOpe...........ccccuveieniiiricininemneeeneennsennen 3

I1. East-Central Europe's ability to join the European Union..............evvevenennnnnn.n 3
1. Political and institutional ChANGeS............ccuveuiinirrinienimneneneencenrensansns 3

2. ECONOMIC ChaNEES ...ecuiveirieniiiniiiieneiiaieereeennerneenneensensrensersmnennes 4

3. The Convergence Criteria........ocueenireenvenenienreisrenecreesenraereesneranens 5

III. The Position of the European UniOn.......c..veuveriiniiiriniiirenieieensereensensensnnne 6
L PrODIEMS . ceuiiecii i iei vt et e et e e e ea s san e 7

a. Opening of markets for goods, services, capital and labor................ 7

b. Application of the EU legal regulations. ...........cc.oeeuveneenreeennnnen 8

¢. Agreements among the CEEC Countries..........ceeueveveenrenenniencnnens. 8

d. Access to support by the EU: the agricultural and structural funds....... 8

e. Risks on behalf of the CEEC countries...........cvoueieniennvenieenenens 10

2. The AsSOCIation ABTEEMENLS .. ...u.ivererneieenrrrrsiereeieeinseeneesnennnsnnnns 11

3. Financial and technical aid: the PHARE Program............ccoccvuurvmneennreenn 12

4. Adjustment to the EU's legal regulations ...............cccevveevnrveeunmennnennes 13

3. The "structured dialogUE"..........uoevirneneiiineiiiii et eieeeeenteneresenannrens 14

6. The "initiation strategy” and the schedule for the accession ..................... 15

IV. Concluding REMArks ......c.ceuiuiiuiiiiinriieiiieiiiieeinienienresensenernesneemesesnes 16

A L (1o 20



SUMMARY

The Central and Eastern European countries’ efforts to becom;: members of the Europe-
an Union as soon as possible demonstrate their eagerness to benefit not only from market
access to the European Union and from access to the Union's agricultural and regional funds to
continue their transition to market economies. They also indicate their readiness to sacrifice
some vital areas of their newly-won economic and political autonomy to become part of the
comprehensive web of the EU's economic, political and social system.

On this background this contribution discusses the state of readiness of the Central and
East European countries (CEEC) to become EU members over the next few years and the
Union's capacity to absorb up to ten CEEC over the next decade or so. This paper concludes
that the economic.and political opening of the CEEC has been smoothier and took place with
lesser societal conflicts than initially expected. However, these changes have to master a set of
difficulties that come from too slow an adjustment to global challenges. This leads to impair-
ments of international economic competitiveness that, in turn, slows necessary adjustment. The
main reason is not lacking democratic legitimacy but both the structural conservation of factors
stemming from the socialist past and the social consequences that come from an uncompromi-
sing opening of the economies.

From the beginning the integration of the CEEC into the world economy has been
accompanied by comprehensive activities of international economic institutions. Trade organiza-
tions such as the GATT/WTO and financial institutions such as the IMF and the World Bank
have accepted these countries as members - no doubt an international recognition of their reform
successes and an obligation for these countries to stick to the rules of the game.

It must be added that the European Union has become an anchor of stability to the
CEEC that guarantees both democracy and economic security - much more than expected only a
couple of years ago. The Union's readiness to accept the membership of CEEC has, in a de-
cisive way, contributed to their societal, political and economic stabilization. There is almost a
contest among the CEEC on which one is going to meet the accession criteria first and best. The
enlargement process, however, is connected with problems the resolution of which realistically
postpone its successful conclusion at least into the year 2005 - even for the most transformed
CEEC. The main reasons are (1) the welfare gap between the EU area and the CEEC, (2) the
need for more institutional and economic changes in the CCEC to make them ready for acces-
sion, and, most importantly, (3) the necessity for the European Union to prepare herself for
accession by a comprehensive financial reform and fundamental institutional changes.



I. INTRODUCTION

I, T ial im f the Euro nion fi ntral Eur

During 1995 and 1996 it became clear that the European Union would prove to be more
important for the inclusion of Eastern Europe into the world economy than initially expected,
and other organisations (such as the European Bank for Reconstruction and Development
(EBRD), the European Investment Bank (EIB), the United Nation Economic Commission for
Europe (ECE), the Organization for Economic Cooperation and Development (OECD), the
International Monetary Fund (IMF) or the International Bank for Reconstruction and Deve-
lopment (IBRD/ World Bank)) would, at least in relative terms, lose part of their significance.

During the summer 1993, the European Council decided in Copenhagen, that in prin-
ciple it should be possible for the CEEC countries to join the EU if they fullfilled certain crite-
ria. One of the conditions for joining was an genuine institutional stability which had to guaran-
tee the democratic and constitutional order and the protection of human and minority rights. Ad-
ditionally, the future members would have to develop a functioning market economy to cope
with the competition and the market forces within the Union. Moreover, the CEEC are expected -
to adopt the aims of the economic and monetary union. Those criteria were specified in the
White Paper of 1995 and finally confirmed by leading west european politicians such as
Chancellor Helmut Kohl and President Jacques Chirac. This was very important since the
CEEC can now determine in which directions their reforms shall lead and what the measures
are supposed to accomplish. But at the same time, this has also increased the expectations
towards the EU on behalf of the CEEC, because most parts of Eastern Europe's population
count on a quick and steep rise in their living standards through EU help, even though these
hopes are very unlikely to come true.

The potential accession of the CEEC also calls for changes within the EU itself. It will
probably be the biggest challenge that the European Common Market has had to cope with since
its formation in 1957, because it will have to involve a fundamental reform of the European
Union. Incorporating the countries of Central Eastern Europe (first the CEFTA countries
including Slovenia, then the Baltic states and later the countries of South Central Europe, all in
all at least ten countries) is not comparable with the past enlargements of the early 70s
(admission of Great Britain, Ireland and Denmark) or even the last expansion of the EU in
January 1995 (admission of Sweden, Finland and Austria). Giving the EU membership to
these countries would change the character of the whole european unification process. Earlier
enlargements have only affected the size of the Union and can thus be seen merely as a change
in the members' quantity, whereas the integration of the CEEC would be a change of the Uni-
on's quality. The degree of this reform will be determined by the Intergovernmental Conference
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which started in March 1996 and is expected to be concluded later in June of this year. Its
outcome is extremely important for both the EU and Central Eastern Europe.

2 ing-points within mE

The foreign economic relations of the CEEC have undergone enormous changes since
the end of the Cold War in 1989/90, when the economic systems started to transform into mar-
ket economies and, finally, the Council for Mutual Economic Assistance (CMEA) was dis-
solved in 1991. In the beginning of the 1990s, the starting conditions within Central Eastern
Europe were quite unfavourable. The competivtiveness of the CMEA member states had dete-
riorated by a large extent as the traditional export markets (fellow CMEA members, who on
average had absorbed half of the exports) had practically disappeared. The CEEC had to adjust
to the fierce conditions of the world market and now needed to compete with the more pro-
ductive and aggressive Newly Industrialized Countries of Asia and Latin America. This reduced
their market shares as well as their foreign exchange earnings and thus necessarily resulted in a
decline in imports.

During the past years the CEEC have tried to raise the efficiency of their economies by
introducing market procedures, acquiring foreign capital and also by decentralizing, deregula-
ting and privatizing state-owned industries. Those institutional changes have lead to extensive
problems which are likely to continue in the forthcoming years. Resources have been realloca-
ted to a large extent. Because of this, however, large cuts in production became necessary from
which arose high unemployment which then led to serious social problems. Those consequen-
ces have naturally aggrevated the necessary adjustments and conceal the danger of political
drawbacks. Furthermore, the CEEC have hardly been able to divide labor between each other
efficiently to cope with the international economic challenges; the CEFTA (Central European
Free Trade Agreement), which consists of the Czech Republic, Hungary, Poland, Slovakia,
Slovenia and, starting on July 1, 1997, Romania, has not been very successful so far - for po-
litical and economic reasons. Instead of trying again, they count on help from and later mem-
bership in the EU, which they consider to solve most of their domestic economic problems.

II. EAST-CENTRAL EUROPE'S ABILITY TO JOIN THE EUROPEAN UNION

L. Political and institutional c]

The reforms of the political system and the introduction of an institutional setting charac-
terized by the division of powers has been accomplished almost completely in all ten CEE can-
didates that have applied for EU membership! and can be considered irreversible. The party

1 Those are (in order of application): Hungary (March 31, 1994), Poland (April 5, 1994), Estonia (November
24, 1994), Rumania (June 22, 1995), Slovakia (June 27, 1995), Latvia (October, 13 1995), Lithuania
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system has been consolidated and the state has withdrawn from most areas of public life. The
development of interest groups as well as freedom of the press are guaranteed. However, the
legal systems are not completely compatible yet, especially with regard to the area of human
rights. Even though minority rights are embodied in every country's constitution by now, some
irregularities have occurred by translating them into action, e.g. in Bulgaria, Estonia, Slovakia,
and Romania. The reform of the civil, commercial and economic law is progessing which is ne-
cessary to complete the establishment of the market-oriented economic system. Making legal
procedures and courses of law compatible to EU norms is seen as one of the major tasks for
making an accession possible.

2. Economic changes

When looking at the economic reforms one gets a less coherent picture, certainly due to
the different economic levels and structures within the several countries. The institutional trans-
formation of the economy (i.e. the liberalization of prices, markets and foreign trade) as well as
the jurisdiction in all relevant areas has been implemented in almost every CEEC. The restruc-
turing of the banking system has been tackled comprehensively, which presupposes the deve-
lopment of independent money and capital markets. Furthermore, the privatization has led to a
rapid increase of the private sector.

Nevertheless, there are distinct differences to be noticed between the different countries.
In the Czech Republic, Poland, Hungary or Estonia privatization has been very successful so
that by now almost half of the national product comes from private enterprises. In Bulgaria and
Romania, the shares are yet much lower (27 per cent respectively 35 per cent, figures for
1995). The banking and credit systems as well as the stockmarkets have proven to be
problematic as well.2 Even though a two-tier banking system with one central bank and several
commercial banks has been introduced in all CEEC, the central bank usually is not as
independent from the government as would be desirable and large shares of business banks are
still state-owned. Moreover, the banking sector often suffers from undercapitalization, which
diminishes its credit ceiling. In Romania for example, commercial banks have only conducted
15 per cent of all business transactions, in Bulgaria half of the debts are estimated to be bad

(December 8, 1995), Bulgaria (December 14, 1995), the Czech Republic (January 17, 1996), Slovenia (June
10 1996).

This section profits from the following sources: EUROPEAN BANK FOR RECONSTRUCTION AND
DEVELOPMENT: Transition Report 1996 (London: EBRD, 1996), pp. 136-209; BUSINESS CENTRAL
EUROPE: "Special Edition: The Annual," December 1995 and December 1996; WEIDENFELD, Werner (ed.):
Mittel- und Osteuropa auf dem Weg in die Europdische Imtegration (Giitersloh: Bertelsmann, 1995);
WEIDENFELD, Wermner (ed.): Demokratie und Markiwirtschaft in Osteuropa — Stategien fiir Europa (Bonn:
Bundeszentrale fiir politische Bildung, 1995).

2 Cf. SCHRODER, Klaus/PIEPER, Bernhard: Osteuropas Bankensystem — problematische Sanierung und Priva-
tisierung der Staatsbanken (Baden-Baden: Nomos, 1996).
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debts. Likewise, the stockmarket system is fairly underdeveloped, partly because savings are

usually not high enough to be invested in bonds and also because the supply of securities is still
small.

Another difficult problem is the disentanglement of formerly state-run enterprises and
the establishment of a proper competition law and an effective anti-trust policy. This is especi-
ally important when in some sectors there are not competitors enough, as e.g. in Slovenia,
Slowakia or Bulgaria.

The liberalization of foreign trade has proven to be one of the most difficult political
challenges. On the one hand, the population in the CEEC appreciates inexpensive foreign con-
sumer goods but, once they are imported, additional unemployment is inevitable. For that re-
ason, most countries (except Estonia) have introduced import tariffs to protect domestic produ-
cers. The structure of foreign trade has had to undergo tremendous changes after 1989. Now
the CEEC conduct one half to two thirds (Hungary) of their trade with the European Union.

In a nutshell, one can say that the first phase of reform in Central Eastern Europe has
been concluded quite successfully, even though there still are setbacks as e.g. in Bulgaria since
mid-1996. On the whole, the high inflation rates have declined, in the Czech Republic and
Slovakia even to less than 10 per cent p.a. Additionally, investment activities have increased so
that economic growth rates have risen everywhere in 1996, in countries such as Slovakia,
Slovenia and the Czech Republic up to 5 per cent and more. Those growth rates have started to
affect the labor markets, e.g. in the Czech Republic, where the unemployment rate has
decreased to under 3 per cent in 1996, or Estonia, where it was even less. In other countries,
however, a great number of workers lost their jobs due to rationalization and shut-downs of
factories, so that the jobless rate amounted to over 10 per cent in 1996 in Romania, Slovakia,
Bulgaria, Hungary, Slovenia and Poland.

3. The C Criteri

If the ability of Central Eastern Europe to join the EU was to be judged on the basis of
criteria that were applied throughout earlier enlargements, the result would be quite sobering.3
The Convergence Criteria are based on real economic data such as per-capita gross domestic
product (GDP). These data are important because they provide the base for the various transfer
payments provided by EU funds. Whether the EU-members will accept the enlargement or not
depends on how much they would have to transfer to those countries. It is a sad fact that even

3 Cf. GABRISCH, Hubert with Klaus WERNER: Die Integration der mittel- und osteuropéischen Linder in die
europdische Wirtschaft (Halle: Sonderheft 1/1995 des Instituts fiir Wirtschaftsforschung, 1995), p. 19.
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on the base of an average annual growth rate of 5 per cent until the year 2015 for the whole
region, the CEEC could still only reach 44 per cent of the average EU 's GDP.

The monetary criteria (budgetary deficit as a share of GDP, public debt as a share of
GDP, relative stability of prices and currency, level of interest rate) will make up for further
problems. All CEEC have to cope with the dilemma of either having high growth rates or of
keeping the inflation rate down. If they were forced to keep down inflation, economic growth
would be slowed and thus economic convergence would be delayed.

Examining the economic development, comparative advantages and trade structures of
these countries can be revealing because conclusions can be drawn whether or not the accession
could be successful and what risks and chances lie within the enlargement process. Much hope
has been put on direct investment as it is supposed to have a positive impact on the domestic
economy, but when one looks at the amount of direct investment in the CEEC, it turns out to
have been quite low. In 1994, the figure was 3.5 billion US$, which is only 1.5 per cent of
worldwide foreign direct investment. In 1995, however, there was a rise to approximately 9.4
billion US$. Indeed most western companies have tried to profit from the low wages and social
costs in Central and Eastern Europe. The influx of foreign capital obviously depends on the
EU's readiness to support the inclusion of the CEE countries into the Union.

II1. THE POSITION OF THE EUROPEAN UNION

Considering the revolutionary changes that came about in Central and Eastern Europe
since 1989/90 and the political, social and economic transformation that has occurred since
then, the EU had to come to a decision on how to react to these countries. As democratic insti-
tutions and market economies were evolving, they, in fact, did not have an alternative but
accepting their wishes to join the Union.# After all, it had always been the major objection
towards closer relations with the communist CMEA members that the CEEC were planned
economies, and with closer economic affiliation Soviet supremacy in Eastern Europe would
have been furthered.> This obviously has changed by now.

It is, however, not surprising that the EU members expressed their reservations towards
this wish, especially as it could affect the intended deepening. The initial reaction was

4 Cf. CAMERON, Fraser: "Die Politik der EU gegeniiber den Staaten Mittel- und Siidosteuropas," in: WEI-
DENFELD, Werner (ed.): Demokratie und Markswirtschaft ... (fn 1), pp. 423-436; cf. also: MAYHEW, Allen:
"Going Beyond the Europe Agreements — The European Union's Strategy for Accession,” in: FRANZ-
MEYER, Fritz/WEISE, Christian (ed.): Polen und die Osterweiterung der Europdischen Union (Berlin:
Sonderhefte des DIW No. 158, 1996), pp. 13-37.

5 Cf. BAUMER, Max/JACOBSEN, Hanns-Dieter: "EC and CMEA - Intricate Negotiations Between the Two
Integration Systems in Europe," in: FELD, Werner J. (ed): Western Europe's Global Reach - Regional Co-
operation and Worldwide Aspirations (New York/Oxford: Pergamon, 1980), pp. 110-124.
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suggesting a partial collaboration, for example by joining the EFTA (European Free Trade
Area)% and participating in the European Economic Area agreement. After that, one could think
about expansion of the Europe agreements, but more important was that the CEEC should try to
organize and unify themselves in an trade area as has been started in the CEFTA. Some of these
thoughts were translated into action but have been not very successful, as the accession to the
Union, from the beginning, remained East-Central Europe's first priority.”

The West has always raised objections towards a too hasty integration of the CEEC into
the EU. The financial consequences for both sides would be incalculable and the necessary in-
stitutional changes in the EU structure would threaten the Union's inner peace.8 Problems with
majority decisions in the Council of Ministers and within the European Parliament would arise,
as well as difficulties concerning the number of EU-commissioners and the turns of the EU
presidency. Those questions are being dealt with at the Intergovernmental Conference which
started in Turin at the end of March 1996. But what is equally important is a decision on how to
deal with the shift in the political and economic balance of power in the "New Europe".

The changed role of the unified Germany has been subject to many discussions as it has
altered the fragile equilibrium that had existed before German unification. It was apprehended
that the vast German influence on the Union was yet growing with the extension of the Union
by Finland, Sweden and Austria in 1995. Hence, the relative significance of the Mediterranean
countries, most prominently of France, Italy and Spain, was to decrease. Even though no
German government would consciously aspire such a position, those fears will make it even
more difficult to accept the CEEC's applications.

There can be, however, no doubt that regarding the Central and Eastern European
countries Germany acts for different reasons, although this may increase the fears noted above.
As a consequence of the World War II, the CEEC were burdened by belonging to a block they
did not favour and were not able to oppose. Subsequently, they were isolated politically as well
as economically which now in course of their transformation changed into enormous structural
and economic problems and a low standard of living. Germany has felt obliged to ease these
problems, starting in the 60s with the Ostpolitik, whose logical continuation now is to support
the CEEC's applications for joining the EU.

6 Cf. especially the most prominent proposal by BALDWIN, Richard: Towards an Integrated Europe (London:
CEPR, 1994,

7 Cf. KOVES, Andrés: Central and East European Economies in Transition — The International Dimension
(Boulder/San Francisco/Oxford: Westview Press, 1992) p. 93. ‘

8  Cf. WILING, Claudia: Institutionelle Konsequenzen einer Erweiterung der Europdischen Union — Eine dko-
nomische Analyse der Entscheidungsverfahren im Ministerrat (Baden-Baden: Nomos, 1995).



1. Problem Areas
a. Opening of markets for goods, services, capital and labor

The CEEC are attractive customers for EU producers, at least in the long run. To receive
the urgently needed hard currencies, they need to export themselves. However, the already de-
cided upon opening of the Western markets has maihly taken place in those areas that are not
very interesting to the CEEC, whereas the attractive markets for textiles, agriculture and steel
have been kept closed or opened only gradually. Until similar terms of competition (which
temporarily will lead to unemployment, social strain and wage-dumping) are established it will
prove necessary to accept periods of transition.

b. Application of the EU legal regulations

In 1995 the EU has published a White Paper® where the essential measures in the parti-
cular areas of the single market are described and a chronological order for the approximation of
the legal regulations is lined out. It is explicitly said that a "merely formal" transcription would
not suffice to obtain the hoped for economic results or to guarantuee an effective functioning of
the EU's single market after the expansion. Therefore, it is equally important to errect an
institutional framework which allows for a transformation of these legal regulations and their
implementation. This is a task which in the end could prove even more difficult. Thus, the EU
expects all countries that would like to join to already adjust to the conditions that prevail within
the EU. But it is often noted that in certain CEEC democracy and the rule of law are not yet
been realized.

c. Agreements among the CEEC

Naturally, the EU expects that existing bilateral problems are solved before the acces-
sion, especially the problems with minorities and border lines. Hence, Hungary and Rumania,
Hungary and Slovakia as well as the Baltic States have to come to terms accordingly.

d. Access to support by the EU: the agricultural and structural funds

For most CEEC the accession to the EU is not only a "return" to Europe und thus a
manifestation of their aim to become part of the all-European integration network, which gua-
rantees political and economic stability. Becoming a member of the EU would furthermore
mean an access to the structural funds, which imply a strong support for these countries as they
transform into market-oriented democracies. However, if the EU transferred to the CEEC what
itnow grants its present members, then the EU would completely collapse financially.

9 EU COMMISSION: Preparation of the Associated Countries for Integration into the Internal Market of the
European Union. White Paper (Brussels: KOM (95) 163 final, May 3, 1995).
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The differences in development levels are considerable: Denmark's current income per
capita is a quarter higher than the EU's average (125 per cent), whereas Portugal and Greece
reach only about half of the EU's average (50 per cent). The GNP per capita lies between about
25 000 ECU in Denmark and about 5000 ECU in Portugal. The differences between the 70 re-
gions of the EU are even steeper. In Germany for example there are regions whose economic
force lies much below the accounted average for all of Germany. In the 25 poorest regions of
the EU every fifth person is unemployed whereas in the 25 wealthiest regions the unemploy-
ment rate amounts to 5 per cent. In certain areas of Spain, the unemployment rate exeeds 30 per
cent, in Luxemburg this figure hardly reaches 2 per cent.

On the basis of purchasing power parity calculations income per capita in Poland and
Hungary only reaches half of the level of the two poorest EU-countries. If Poland and Hungary
were treated the same way as Greece and Portugal from 1999 on, then the subsidy per capita
would amount to 400 ECU, adding up financial requirements to about 20 billion ECU p.a.
Agriculture would need the biggest chunk of these subsidies. There are more farmers in CEEC
than in the EU as a whole. In Poland alone more than on quarter of the population works in
agriculture, whereas in the EU itis only 6 per cent respectively. In case of an accession and by
simply adopting the current agricultural policy, the EU would have additional costs of about 9
billion ECU by the year 2000. Some estimates rate the expenseé even higher.

Until 2010 the EU would have to pay subsidies of about 12 billion ECU or even more
to CEEC farmers. These amounts exeed the ability and probably also the willingness of the EU
to support Eastern Europe. Apart from the agricultural subsidies that make up for about half of
the EU budget, the structural and cohesion funds take up the second largest amount of about
one third of the budget. As the EU's solidarity policy tries to help structurally weak areas to en-
able them to adjust their economic standards and living conditions to the EU average, a massive
support (of some billions of ECU) for the CEEC in this area would become necessary as well.

After an accession of the CEEC, those members who now profit from the EU transfers
would have to cope with a limitation of these amounts. The enlargement of the EU towards
Central and Eastern Europe would inevitably be combined with a diversion of transfers from
the former receiving countries to the new members. Hence it follows that not only the CEEC
countries but also the EU will have to prepare for an enlargement towards Central Eastern Eu-
rope. An accession will not be possible without a previous drastical dismanteling of the EU
subsidies. Thus it is obvious that the EU enlargement and the EU reform or deepening are clo-
sely connected. This can only be solved by specifying subsidies even further. At the same time
the CEEC have to be prepared that sensitive areas will remain closed for some time and open up
only very slowly.
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Since the enlargement towards Central Eastern Europe is a doubtlessly necessary politi-
cal task, another solution could be to first of all safe money in other areas and secondly to
reduce support for the CEFTA countries to a justifiable degree. The following measures have
been proposed!®:

Concerning structural policy, the CEEC should not be treated according to the principle
of equal nominal treatment but rather by the principle of absorption capacity.' The current sup-
port for the four cohesion countries, currently supported by the Union, amounts to about 3 per
cent of their GDP. Particularly Greece has big difficulties to absorb such large sums without
coping with a declining rate of efficiency. In the CEFTA countries - with their low per capita
income - this rate would reach not 3 per cent but rather 8 per cent which would certainly
overburden the economy. Going down to 3 per cent would then total 12 billion ECU of sub-
sidies, not the expected 30 billion ECU. This amount would have to be raised, however,
according to the above-average growth in the CEEC until equal treatment with the cohesion
countries is reached. '

Furthermore, one should arrange for a transition period so that in the beginning only
part of the amount would be due. Moreover, the EU's structural policy should be reformed and
help should be limited to those countries and regions that are really in need. Only 27 per cent of
the EU population resides in these so-called "aim-1-areas"”, but over 50 per cent receive aid.

Reforms should be continued in the EU's agricultural policy. This is already inevitable
as a result of the Uruguay round agreements. Especially export subsidies are to be reduced and
grain prices should not be supported as much anymore. The national budgets should little by
little take over the compensatory direct help to the farmers.

The net costs for the accession of the CEFTA countries thus could be limited to 10 to 15
per cent of the EU budget, at least in the beginning. There remains, however, a strong tendency
that this amount would increase, e.g. when transition periods run out or when the structural ab-
sorption capacity rises. In any case, by these measures the EU would gain time and, what is
even more important, the efficiency of the EU system would also be enhanced.

Moreover, other transition regulations will be needed in the following areas: freedom of
movement for labor, harmonization of technical standards and norms, civil law and ecology.

10 Cf. the comprehensive study of the DEUTSCHES INSTITUT FUR WIRTSCHAFTSFORSCHUNG: Die wirtschafi-
liche Integration der assoziierten Linder Mittel- und Osteuropas in die Europdische Union - Auflen- und
binnenwirtschaftliche Auswirkungen im Hinblick auf die Kiinftige Mitgliedschaft (Berlin: Gutachten im
Aufirag des Bundeswirtschaftsministeriums, September 1996y); see also a shorter version of this proposal by
one of the authors of the study: FRANZMEYER , Fritz: "EU-Osterweiterung — Aktueller Stand und Problem-
felder,” in: JACOBSEN, Hanns-D. (ed.): Die Osterweiterung der EU (Berlin: Schriftenreihe Vol. 6 of the
Institute fiir Internationale Bildung Johann Heinrich vor Thiinen, 1996), p. 20.
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e. Risks on behalf of the CEE countries

The positive aspects of the accession of the CEEC will not show immediately for the
biggest part of the population. Even though access to western goods will be eased and their
prices might often decline, the overwhelming competion will take away many jobs in the indu-
stry and agricultural sectors increasing social problems at the same time. On the background of
growing foreign direct investment a possible result could be a rising apprehension over a
"selling-out" of the country and subsequently an increase in nationalism as has been noted e.g.
in Poland and the Czech Republic. As a consequence, the effort for reforms might slow down
and the political support of adopting EU regulations could decline. Existing weaknesses in the
public administration and the inability of adjusting to the required demands could reinforce the
EU's reservation towards advocating a speedy accession.

And this reservation still is quite strong. At best, Germany, the UK, the three Scandina-
vian countries and maybe Austria and the Netherlands support the accession. Most other coun-
tries remain neutral and some are strictly negative. Even though French president Chirac stated
during his recent visits in Warsaw and Prague that he "wished" Poland to be a member of the
EU by the year 2000'!, he might not have been quite serious. There are many reasons to
assume that Southern European countries, including France, will try to avoid too strong an
orientation of the EU towards the East and instead focus on the Mediterranean.'? Furthermore,
itis not clear at all on how the European Parliament will decide on this question.!3

Now, that the problems are identified, the measures of the accession should be descri-
bed. At a European Council meeting in Essen in December 1994, the EU has layed down an ac-
cession strategy, which consist of the Association Agreements, the PHARE Program, the
Adjustment to the EU's Legal Regulations, and the "Structural Dialogue".

> The 2 iation A
All ten CEEC that have applied to become members of the Union have already conclu-
- ded so-called Association Agreements with the EU. These Association Agreements constitute

11 Cf, "Chirac Tells Poles He Wants Them in NATO and EU in 2000", in: International Herald Tribune, Sep-
tember 14, 1996. The French President repeated this "wish" during his visit in the Czech Republic in April
of 1997.

12 Cf. EUROPAISCHES FORUM: Die Mittelmeerpolitik der Europdischen Union, Documentation (Bonn 1996);
ALIBONI, Roberto: "Siidmediterane Herausforderungen — Antworten der EU-Staaten sind gefragt," in: Inter-
nationale Politik 51, 2 (1996), pp. 9-14; "Politische und wirtschaftliche Zusammenarbeit im Mittelmeer-
Raum," Documentation, in: ibid., pp. 65-124.

13 In April 1996, the EU parliament passed a report with great majority which stated that the accession to the
East will probably protract until the end of the first decade of the next century, cf. "Warnung vor iiberha-
steter Osterweiterung”, in: Der Tagesspiegel (Berlin), April 18, 1996,
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the legal framework for the association between the accession candidates and the EU and
comprise political as well as economic relations.!4 The Association Agreements support Central
Eastern Europe throughout the transformation process and pave the way for the creation of a
free trading zone (agriculture is largely excluded). The markets are being opened asymme-
trically to the advantage of the CEEC countries: Within five years the EU reduces trade barriers
such as tariffs and quantitative restrictions. Yet, the associated countries are only obliged to do
that after ten years. However, there are sensitive markets, those for iron, steel, coal, energy and
textiles. They will only be liberalized to a limited extent in the forseeable future. Thus, the
market for trading g'oods has been opened in 1995 and for iron and steel in 1996. For textiles
the liberalization is scheduled to begin not before 1998. Furthermore, the EU can reaggrevate
the access to the markets for the CEEC by a "selective protection clause", which takes effect
when the domestic supplier is put under too much pressure in adjusting to this. This measure
covers predominantly industries that rely on manpower, energy and resources because in those
areas the CEE countries enjoy a comparative advantage.

Whilst these sensitive group of producis makes up for half of the exports in certain
CEEC (e.g. Rumania), they are quite unimportant regarding overall EU imports (between 1 per
cent and 4 per cent). This restricted access to the markets limits the CEE countries' chances for
growth on the basis of exports, which then again reduces business opportunities within the EU
for CEE companies.

A liberalization of the markets for agricultural products has turned out to be impossible
without a general reform of the common agricultural policy.!5 The CEEC have merely succee-
ded in attaining reduced rates of levies concerning subsidized products. Those preferential
advantages, however, are not considered to be of high significance.!6 Particularly the four Vi-

14 Cf. inter alia FAINI, Riccardo/PORTES, Richard (eds.): European Union Trade with Eastern Europe (London:
CEPR, 1995); MIZSHI, Kdlman/RUDKA, Andrzej (eds.): From Association to Accession - The Impact of
the Association Agreements on Central Europe's Trade and Integration with the European Union (Warsaw
etc.: Institute for EastWest Studies, 1995).

15 Cf. COMES, Stefan: Die Agrarpolitik der EU und die Osterweiterung (Bonn: Kurzanalysen der DGAP 13,
1995).

16 TANGERMAN, S.: "Some Economic Effects of EC Agricultural Trade Preferences for Central Europe," in:
Journal of Economic Integration, 8,2 (1993), pp. 152-174. For the economic significance of the
Association Agreements cf. also MESSERLIN, Patrick A.: "The Association Agreements between the EC
and Central Europe — Trade Liberalization vs. Constitutional Failure,” in: FLEMMING, John/ROLLO,
JM.C. (ed.): Trade, Payments and Adjustment in Central and Eastern Europe (London; RIIA and EBRD,
1992), pp. 111-143; NEVEN, D.: "Trade Liberalization with Eastern Nations — How Sensitive?," in: FAINI,
Riccardo/PORTES, Richard (ed.): European Union Trade with Eastern Europe — Adjustment and Opportu-
nities (London: CEPR, 1995), pp. 19-60; GABRISCH, Hubert: Die Integration der mittel- und osteuro-
pdischen Liinder... (fn. 3), pp. 82; INOTAI, Andréds: "Assoziierungsabkommen — Schritte zur Reintegration
ostmitteleuropiischer Staaten," in: Integration 15,1 (1992), pp. 25-35; 1ZIK HEDRI, Gabriella: "Die EG und
die Staaten des "Visegrdd Dreiecks". Zu den Assoziierungsabkommen der Europdischen Gemeinschaft mit
Polen, der Tschechoslowakei und insbesondere Ungarn,” in: Osteuropa 43,2 (1993), pp. 154-166; KLUN-
KERT, Susanne: "EU-Assoziierungspolitik und Visegrdd-Staaten — Jenseits von lllusion und Verzweif-
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segrad countries, which have been in association with the EU longer than others, complain
about still having disadvantages compared to the EU members when the markets are being libe-
ralized, in spite of the emphasized asymmetry. The main reason for that was, naturally, the
slow adaption to market conditions (quality, assortment and marketing), yet these countries
could not tolerate to accept a deficit in the agricultural sector in which they were used to obtain a
surplus, which was used to finance industrial imports.

As one can see, the CEE countries' expectations and the opportunties actually achieved
via the agreements differ greatly. All ten association countries thus show deficits in their trade
with the developed market economies, even the CEFTA leader, the Czech Republic.

Financial hni id: PHARE Pr m

The PHARE Program is the EU's most important instrument to financially and techni-
cally cooperate with the CEEC and to support the transition processeé and the political and
economical reforms. It was set off in 1990 for Hungary and Poland!” and was extended to all
Central and Eastern European countries, including the Baltic states as well as Albania and Slo-
venia. The Program is based on need and concentrates on a limited number of programs
according to the requests of the certain countries. The means of the PHARE Program are being
used for aid, mostly for technical assistance and the transfer of know-how, but also for
investment. For better organization of the investment programs, PHARE has extended its co-
operation with the EBRD and the EIB. Until the end of 1995, PHARE has supported projects
in 11 CEEC countries with an amount of 5.42 billion ECU.!8 Major emphasis is put on the
restructuring of state-owned firms and the development of the private sector in the CEEC
countries, 23.5 per cent of the funds available to PHARE were spent in this area. Other projects
that have been aided are the restructuring of agriculture, public administration and institutions,
reform of social service and employment, education and health, environment and nuclear secu-
rity. Infrastructure was particularly furthered since it had been decided in Essen in 1994 that 25
per cent of the PHARE means should be spent in that area. Furthermore, the CEEC are allowed
to spent 10 per cent of their PHARE assignment on financing their membership in joint pro-
grams with other countries. From 1995 to 1999, the PHARE budget amounts to 6,69 billion
ECU.

lung?," in: Integration, 17,3 (1994), pp. 190-192; LAUFER, Thomas (ed.): Europdische Union, Europdische
Gemeinschaft — Die Vertragstexte von Maastricht mit den deutschen Begleitgesetzen (Bonn 1994);
WYSOKINSKA, Zofia: "Das Assoziierungsabkommen zwischen Polen und der Europiischen Gemeinschaft —
Richtungen der Liberatisierung der Handelsumsitze," in: Osteuropa Wirtschaft 39,1 (1994), pp. 55-70.

17 This is where the name comes from: Poland-Hungary, Aid for the Reconstruction of the Economy
(PHARE).

18 Cf. http://feuropa.eu.int/en/comm/dga/phare/whatisph.htm, March 10, 1997.
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Compared to the CEECs' immense financial needs, this sum appears to be rather low.
At an estimated population in the CEEC of about 110 million the annual amount of grants adds
up to just 10 ECU per person. Moreover, there are other difficulties: Slovakia, for example, has
called off only 50 per cent of the grants PHARE had granted, partly because of the inability to
develop appropriate projects that could have been financed. On the other hand, the associated
countries ask for a rise of the support for they are not able to finance by themselves the badly
needed development of the infrastructure, as well as the necessary handling of the environmen-
tal problems, and the incorporation into the European communication networks.

L Ad; he EU's leeal lati

The 1995 White Paper titled "Preparation of the Associated Countries in Central and
Eastern Europe for Integration into the Internal Market of the European Union"1? was supposed
to function as a guide for the CEEC of how to adapt to the EU's legal regulations. It will serve
as a guideline when changing to the economic procedures required within the Union's market.
Yet, this will turn their current legal stucture upside down, particularly the civil and competition
laws.20

The White Paper distinguishes between the assimilation to the internal market and the
accession to the Union, which would mean that all EU regulations have to be taken over enti-
rely. The White Paper focusses on the regulations that are essential for the functioning of the
internal market. The Paper is divided into 23 sections. In each section it is pointed out what
problems should be dealt with primarily. Priorities concerning the individual sections are not
imposed. Furthermore, the Paper describes comprehensively the administrative and organisatio-
nal framework that is necessary in each section when the EU's legal regulations should to be
carried through efficiently. The regulations on the "four liberties” (free movement of goods,
services, people and capital) are explained in detail. -

Since the EU summit in Essen of December 199421, the "structured dialogue" is part of
the preparation for accession of the associated countries. The White Paper, which was ap-
proved in Cannes in June 1995, is supposed to give much of the needed assistance in this
process. This dialogue consists of meetings of the heads of state and government (usually once

19 Cf.fn9.

20 Cf. HERRNFELD, Hans-Holger: Recht europdisch. Rechtsreform und Rechtsangleichung in den Visegrdd-
Staaten (Giitersloh: Bertelsmann, 1995); PECHSTEIN, Matthias: "Osterweiterung und Zukunftsperspektiven
der Europidischen Union," in: Zeitschrift fiir Recht und Verwaltung 37,3 (1996), pp. 108-118.

21 Cf. PROTOCOLL OF THE EUROPEAN COUNCIL, Final Remarks of the Chair, Essen, December 9 and 10
1994, Appendix IV,
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a year), and meetings of ministers of the following areas: foreign affairs (twice a year),
development of the common market, particularly economic, financial and agricultural questions
(once a year), transportation, telecommunication, research and environment (once a year),
| justice and domestic policy (once a year), culture and education (once a year). Certainly, this
dialogue has led to intensified contacts, however, the CEEC criticize that those meetings usually
remain on a very general level and therefore should be supported by more frequent meetings of
experts. Furthermore, the CEEC should be involved in the development of regulations concer-
ning them, particularly in the areas of agricultural and social policies. With respect to the joint
foreign and security policies there have been almost no consultations, exept for the sanctions
policy against Yugoslavia, which had been supported by ail neighboring associated countries.
Hence it should be noted that the CEEC, except for Slovenia, have become associated members
of the West Europea Union (WEU) and are therefore included in its political consultation
process.

Concerning the co-operation in legal and domestic policies, the biggest problem here is
that the CEEC lag behind regarding the technical equipment as well as the lack of experts of in-
ternational standing and experience. All CEEC have realized the necessity of jointly fighting
organized and drug crime and to prevent trade with radioactive material. In 1994 and 1995 the
ministers of Justice and of the Interior brought forward a number of proposals concerning these
question as well as visa policies, the forgery of documents, the restitution of stolen cars and the
joint border controls after the Schengen agreement came into force

he "initiation " le for the accessi

The accession instruments described so far are all part of a greater "initiation strategy"”
which has been applied since the Essen summit in December 1994 and is supposed to "give the
associated countries a timetable at hand to prepare for accession"22. A substantial part of this
strategy is the CEE countries’ gradual takeover of the internal market regulations. The strategy
is supported by the joint development of infrastructure, the co-operation in transeuropean net-
works, the promotion of co-operation between regions in environmental and other matters, and
the co-operation on the state level in the areas of justice, foreign affairs, security and domestic
policy, cultural events and education. This integration is supported by the PHARE project
which emphasizes mostly the extension of infrastructure and intraregional co-operation.

The determination of the future stages of accession is difficult until because no definite
timetable has been set. The past phases and the next ones can be charactericzed as follows:

22 1bid,
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1. Negotiation, ratification and setting into force of the "Association Agreements”.

2.  Passing of the internal framework agreements at the European Council meetings in Co-
penhagen (June 1993), Corfu (June 1994), Essen (December 1994), Cannes (June 1995) and
Madrid (December 1995). At this last conference, the European Commission has been urged to
begin with "working out a comprehensive document for the accession". Hence, it is expected
that the commission will convey an extensive set of recommendations when the Intergovern-
mental Conference is closed as expected by summer 1997.

3.  Start of the Intergovernmental Conference in Turin in March 1996. In case the conclu-
sion will be delayed until 1998 or the member states are even unable to come to terms with a
reform of the EU, this will very probably lead to a delay of all following stages.

4. At best, negbtiations about accession of individual CEEC could start in the beginning of
1998. The EU guarantees for equal treatment of all countries that plan to apply for accession.

5. Yet, some CEEC such as the Bulgaria and Romania show worse economic, political and

institutional preconditions than e.g. the Czech Republic, Poland or Hungary. Thus it is pro-
bable that the EU will come to terms with the latter sooner than with the others. As a com-
parison it might be interesting that the negotiations with Autria, Sweden and Finland only took
thirteen months, negotiations with Spain and Portugal, however, lasted almost séven years. As
the length of the negotiations will mostly depend on particular and individual questions with
each candidate, it is unlikely that all CEEC will join the EU at the same point in time.

6. According to Article O of the Treaty on the European Union the EU and the applying
country determine in an agreement what conditions of admission will be applied and which ad-
Jjustments of the EU's own treaties will be necessary. This agreement has to be ratified by all
member states according to their constitutional regulations. Hence, it follows that an accession
is only effective after all fifteen member states have ratified it.

Considering these imponderablilities and all possible delays it is simply improbable that
even the furthest advanced CEE country will become EU member before 2002; the year 2005
_seems more realistic. But even then quite a long transition period is to be expected. This implies
that in all likelihood there will be no real and complete internal market with the CEFTA coun-
tries before the year 2010. This process is only likely to be accelerated by adjustment and tran-
sition periods until the complete takeover of the then attained level of integration ("acquis com-
munautaire") has been taken place. Earlier enlargements procedures may serve as examples. To
be sure, the financial burden of the enlargement can be handled, provided that the EU subse-
quently endeavors reforms concerning its budget and its inner structure.
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IV. CONCLUDING REMARKS

It has become obvious that since 1991 both sides, the Union and the CEEC, have
progressed greatly. The EU has realized that what was layed out in the Maastricht Treaty of
1991 had been based on a narrow integrational concept, centered on Western Europe which did
not meet the challenges of the new Europe. Thus, the preparation for an accession of the CEEC
paved the way for a fundamental change within the Union itself: the prospect of eastward
enlargement has increased the pressure for reforms.

Many CEEC have likewise progressed enormously. Poland, the Czech Republic and
Hungary, and also Slovenia, Slovakia and Estonia have stabilized and consolidated their eco-
nomyies and democracies faster than expected. The possiblity of an accession into the EU has
certainly functioned as a catalyst and has even set off a race of which country would meet the
accession criteria first.

The countries mentioned above have already reached the second phase of transforma-
tion, or at least they are very close to reaching it. The required stabilization can now merge into
an economic strategy for modernizing the economies which is closely connected with structural
and growth policies, and especially with the setup of functioning social security systems.

The past years have, however, also pointed out problems that could offset a more inten-
sive integration into the EU23:

a. Imbalanced trade between the EU and the CEE countries?4

Since the beginning of the 90s, the CEEC's foreign trade patterns have been reversed,
the main trading partner now being the EU members. Even though the Association Agreements
have been set out asymmetrically, they have, in fact, not succeeded in helping the CEEC in their
economic reconstruction. It must be kept in mind that sensitive sectors such as the market for
agricultural goods and heavy industry products have been left out. Because of the accruing

2B Cf. INOTAL, Andrés: "Auswirkungen der européischen Integration auf die Entwicklung Ostmittel- und Siid-
osteuropas,” in: NOTZOLD, Jiirgen (ed.): Wohin steuert Europa? (Baden-Baden: Nomos, 1995), pp. 209-235;
OW, Barbara von: "Die Heranfiihrung der Staaten Mittel- und Osteuropas an die Europiische Union —
Probleme und Perspektiven," in: WEIDENFELD, Wemer (ed.): Mittel- und Osteuropa auf dem Weg... (fn. 1),
pp. 267-279; WIDMAIER, Hans-Peter: "Democratic Social Policy in Economies of Central and Eastern
Europe after the Market Shock," in: HOLSCHER, Jens et al. (ed.) Bedingungen ékonomischer Entwicklung
in Zentralosteuropa, Vol. 5: Economic Policy and Development Strategies in Central and Eastern Europe
(Marburg: Metropolis, 1996), pp. 179-206; BAYLIS, A.: The West and Eastern Europe — Economic State-
craft and Political Change (Westport/Conn. and London: Praeger, 1994), pp. 173.

24 Cf. QUAISSER, Wolfgang: Der Auflenhandel Mittel- und Osteuropas im Lichte der Osterweiterung der
Europdischen Union (Munich: Report for the Bundesministerium fiir Wirtschaft, 1995); STADLER, Andreas:
Funktioniert die asymmetrische Handelsliberalisierung in den "Europaabkommen"? (Vienna 1995);
MOBIUS, Uta: "Handelspolitik der EU gegeniiber mittel- und osteuropiischen Lindern,” Contribution to the
Conference Transformation des Wirtschaftssystems in den mittel- und osteuropdischen Lindern — Aufen-
wirtschaftliche Bedingungen und Auswirkungen (Berlin: Deutsches Institut fiir Wirtschaftsforschung, June
27-28, 1996).
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surplusses, the EU's advantages so far have remained greater than those of the CEEC.
Subsidized EU agricultural goods are now ekported to the CEEC and thus supersede domestic
production, which is not competitive anymore because of the massive cuts in subsidies during
the free market reforms. By building up trade barriers to protect their domestic agricultural and
industrial production, the CEEC are induced to take a wrong, a protectionist direction.

b. The CEE countries' lacking effort to co-operate with each other2’

The CEEC countries have not adequately used all their possiblities to co-operate mu-
tually. This does not only apply for the co-operation between the Visegrdd countries (which has
failed mainly due to Czech opposition), but also to the Central European Free Trade Agreement
(CEFTA) as a whole. Yet, its members have in principle decided upon abolishing all trade
barriers among each other by January 1, 1997. Efforts, however, to introduce a customs union,
which means a uniform external tariff, have not been made so far.

c. Growing differentiation between the accession candidates26

Immediately after the political and economic changes at the end of the 80s and the be-
ginning of the 90s, it became clear that individual CEEC (which differed greatly in size of area
and population as well as economic infrastructure, anyway), would use different strategies for
the transformation of their economic systems. Poland, for example, applied the so-called
"shock-therapy”, at least in the very beginning, while Hungary employed a rather gradual
approach, by which the social costs were supposed to be eased.

The countries now become even less homogenous as they turn back to national tradi-
tions and as minority conflicts and other problems that had been repressed for decades break up
again, even among the Baltic states which have always been perceived to be so uniform. Some
countries have elected neo-conservative governments (such as the Czech Republic) or post- or
neo-communist governments (Poland or Hungary) which reinforces their heterogeneity.

25 Cf. ALTMAN, Franz-Lothar: "Chancen und Perspektiven der regionalen Kooperation in Ostmitteleuropa,”
in: WEIDENFELD, Werner (ed.): Demokratie und Marktwirtschaft ... (fn. 1), pp. 521-542; KOROSI, Istvén:
The European Union's Influence on the Visegrdd Countries and Regional Cooperation (Budapest: Working
Papers No. 60, Institute for World Economics, 1996).

26 Cf. GRANCELLL, Bruno: Social Change and Modernization — Lessons from Eastern Europe (Berlin/New
York 1995); MANDELBAUM, Michael (ed.): Post-Communism — Four Perspectives (New York: Council on
Foreign Relations, 1996); KUPCHAN, Charles A. (ed.): Nationalism and Nationalities in the New Europe
(Ithaca 1995); BROWN, 1.F.: Hopes and Shadows — Eastern Europe after Communism (Durham 1994).



19

d. Deterioration of the social conditions??

The economic transformation has resulted in the shut-down of companies, or at least in
a reduction of their workforce and in cuts in and depreciation of public benefits. Along with that
went the pauperization of wide parts of society. In spite of the now again growing economy,
most people have not managed to cope with the breakdown of the communist system as they
have not realized how to start over again. The success of further reforms therefore is closely
tied to the ability of the governments to combine economic growth with the creation of new jobs
and the development of a decent social security system. Only if the CEEC governments manage
that, they will be able to reduce the danger that social conflicts will erupt and that the opening
vis-a-vis the European Union will be threatened.

Thus, the EU will have to intensify its efforts in all these areas to keep the old atrocities,
which had almost seemed to be overcome in the 1989/90 euphoria, from redeveloping or rising.
Most of all, this means that the CEE countries' efforts for an EU accession have to be taken se-
riously and that promises made by the EU have to be reliable. This is particularly important as
several expectations of the CEEC, e.g. determining the date of accession, will not be be
compatible with those of the EU. Hence it follows that the EU has to accelerate its own inner
reforms: Overdue changes can now be carried through and the preconditions for an enlargement
into the East can be set. Furthermore, the EU should extend its financial aid for Central and
Eastern Europe.28 Investing and assisting now would certainly reduce the amount that must be
paid later. This statement, however, does not obscure the fact that the European Union faces
limits for the provision of economic stability to the CEEC. They main burden has to be taken by
themselves.

27 For some general considerations cf. UNITED NATIONS DEVELOPMENT PROGRAMME: Human Settlements
Under Transition - The Case of Eastern Europe & The CIS (New York: UNDP, 1996); MILANOVIC,
Branko: Poverty, Inequality and Social Policy in Transition Economies (Washington D.C.: World Bank
Policy Research Papers No. 1530, 1996). See also the corresponding contributions for each country in:
WEIDENFELD, Werner: Mittel- und Osteuropa... (fn. 1); THE WORLD BANK: From Plan to Market, World
Development Report, ch. 4 (Oxford et al.: Oxford UP, 1996), pp. 66-84; UNITED NATIONS DEVELOPMENT
PROGRAMME: Human Development under Transition - Europe & CIS (New York: UNDP, 1996).

28 Vgl. WHSE, Christian: "Von der Assoziierung zur Mitgliedschaft — Was kann die EU dazu beitragen, die
Osterweiterung zu erleichtern?," Contribution to the Conference: Transformation... (fn. 24), pp. 31.
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