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- AN ANALY SIS OF INTER REGIONAL SPECIALIZATION AND
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Abstract: Inaperiod of globalization of business and industry economic analysis often focuses on international
transactions and organizational changes. Competition between key-regions of the world becomes a major topic in
internationd economics and business. A thorough treatment of the subject requires also an investigation of the
internal impacts of globdization in the regions considered.

The purpose of thispaper isto analyze the consequences of the increasing global orientation of key-sectors of the
European economy concerning regional cohesion in the European Union. Regional cohesion can be defined in
several ways, and the results of investigations of cohesion depends on a wide range of factors. Apart from the
indicatorschosen the size of the region are the most important. The first part of the paper providesabrief theoretical
introduction to the notions of regional coherence.

This project concentrates on a certain - in some respects unusual concept of cohesion. The notion of cohesion
appliedisbased on an investigation of patterns of interregional specializationand the spatid division of production
systems. The central hypothesisis thatincreased intra-industry trade (absolute and relative) indicates a formal and
qualitatively integration into the global and regional production system. Inter-indugry trade reflects differencesin
factor endowment of the countries studied.

Based on the historic experience from previous enlargements, the cohesion of the European economies is
investigated with point of departure in international trade statistics of the European Union member states. The
results and trends are compared with findings in traditional studies of regional cohesion in the European Union.
Finally a tentative assessment of economic cohesion in an enlarged European Union - depending on different
scenarios of enlargement and economic performance of the EU area - is sketched.

Key words: Regional economic integration - specialization of productionsystems -intra- and inter-industry trade,
FDI



1. Introduction

In a era of globalization of business and industry economic analysis often focuses on
international transactions and organizational changes. Competition between the key-regons of
the world is amajor topic in international economics and business. Behind the shell of smart
businessconceptsand self-promotion of metropolitan districtsand regions, thesetendenciesraise
the question of national and regional coherence. Particularly in a period of redistribution of
economic and political power from the traditional nation-state toward supranational actorslike
the EU or through privatization to non-governmental bodies the problem of interregional
disparities has been highlighted. The issue of cohesion in regonal economic associations like
the EU becomes adecisiveissuefor further integration. Particul arly in the more advanced forms
of economic integration the issue of re-distributive instruments becomes crucia (Molle 1999,
p146ff).

The purpose of thispaper isto analyze the consegquences of the increasing global orientation of
the key-sectors of the European economy concerningregional cohesion in the European Union.
In particular the challenge of new enlargements with East and Central European highlights the
problem of economic and political cohesion and asocial balanced developmentinall partsof the
Union. Therefore, a thorough treatment of the subject requires an investigation of the interna

impacts of globalization in the regions and counties in question.



2. The Concept of Cohesion

Regional cohesion can be defined in several ways, and the results of investigations of cohesion
depend on awiderange of factors. Apart from the chosen indicatorsthe size of theregion arethe
singlemost important factor. Thefirst part of the paper providesabrief theoretical introduction

to the notions of regional coherence and the conoepts applied in this analysis.

This project concentrates on a certain - in some respects unusual concept of cohesion. The
notion of cohesion appliedisbased on an investigation of patternsof interregional specialization
and the spatial division of production systems. Asaconsequencethefirst step of theanaysishas
to concentrate on the national level, focusing on the investigation of intra-regional trade of the
EU countriesand thedistribution onintra-and inter-industry trade. The central hypothesisisthat
increased intra-industry trade (absolute and relative) indicates a formal and qualitaively
integration into the global and regional production system. Inter-industry trade reflects
differencesin factor endowment of the countries studied. Preliminary results based on a study

of the Baltic Rim countries are reported.

2.1 Traditional concepts- an overview

Cohesion and disparities are central concepts in regional policy as well asin the literature on
economic integration. In particular integration beyond the level of customs unions is often
considered to have crucial impacts on regional disparities and as a conseguence on regonal
cohesion - economica as well as societal. The process of integration, and especialy the
accession of countries and regions on a lower level of economic performance, has major
implications not only on equity policy measures (see section 4 below) but also with on the

theoretical concepts employed:

“(1) it must take account of intra-union factor movements;

(2) it must address the implications of integration or harmonization of ingruments of national
economic policy other than commercial ones;

(3) it must address the evolution of integration by reference to criteria that go beyond that of
effidency in resource allocation.” (Robson 1987, p.3)

Inparticular thefirst aspectsareimportant, sincethe patternsof intra-union factor movement will

be decisive for thefuture of the union with regard to coherence and regional (in)equity. Out-
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migration will leave the remoteparts of the unionas depressed |ow-growth areas. Heavy inflow
of capital and infrastructure investments can probably solve the efficiency problem of particular
industries, but the German experience after the reunification has shown that also very huge
capital-inflows and transfer payments are not able to solve the inequity problems within a
reasonable time. Economic coherence is still unsolved despite of the fact that certain parts of
East-German business and industries are integrated in the German system of production. Social
and political cohesion seems to have become an issue of inaeasing relevance after the

honeymoon of reunification ended".

In a study of the long term development of regional disparities between European regons by

Molle and Boeckhout (1995) the concept of coherence tentatively was delimitated as:

“The concept of cohesion is a rather vague one. It is probably beg explained as the degree to which
disparities (imbal ances) in economic welfarebetween countries or regions within the European Union are
socially and politically tolerable. In practice, indicators like income per capita are used to measure
disparity. We assume that an increase in digarity is detrimental for cohesion and vice versa” (Molle &
Boeckhout 1995, p. 106)

Thisdelimitation of cohesion - well knowing that it suffersfrom alack of specification- will be
used in the discussion of the impacts of futureenlargementson disparities and (societal) equity
in the EU. In this regard the notion of ‘socially and politically tolerable’ is of considerable
importance. If larger disparitiesare acceptableand if longer transitional periodsareaccepted, the
smoother the process of enlargement will be. Experiences with re-distributional policy in
countrieswith very small regional disparitieslike Denmark hasshown that not the absol utelevel
of differencesbut therelative position matters. From apolicy perspectivetheimplicationisthat
major attention has to be given to the communication of realistic expectations - both in the

applicant countries and in the EU.

2.2 Interregional specialization - an alternative indicator of coherence?

A more complex measure of coherence within the system of production can be obtained by an

analysisof specialization of international trade. In this paper a simple estimation of an index

1. For a brief survey see Cornett 1999a
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measuring the degree of intra-industry trade (here defined as trade in similar product groups) as

a percentage of total trade is used?.

The ideabehind this approach isto identify some of the fundamental trends of cooperaion and
integration of the international system of production in a regional framework. It's well known
that geographic proximity is one, if not the most, important factor behind international trade.
Intra EU trade has dominated the foreign trade of the member states, just as trade with the EU
dominated the foreign trade of most non EU countries in Western Europe before they became
members. In particular business to business trade - an indicator of the integration of the
production system - is of increasing importance. In this perspective growth of intra-industry
trade can be seen as an indication of convergence of at least the production system of the

involved economies.

An analysisof intra-industry trade based on Grubel-Lloyd type of index’ isvery sensitiveto the
level of dis-aggregation of the data chosen for the analysis. If the dis-aggregation is very high,
I .ex. 4 or 5 digit level of the SITC (Standard International Trade Classification), theanalysis
provides detailed insight into the nature of bilateral trade and in particular in the nature of the
distribution of competitive advantages between countries. In any case also a less specified
analysis can provide useful insight in the development and direction of integration and
specialization process within the EU, and between EU and the candidate countries. Table 1

below reports preliminary results based on figures for the Baltic Rim Region, indicating a

2. The degree of Intra Industry Trade for a particular industry according to Grubel and Lloyd is:
| Xi - M|
GL,= (1- -mcmeee ) * 100 (1]

Average degree of Intralndustry Trade for all industries can be defined as:

YXi+M) - Y | Xi- M|
GLi= """""""""""""" [2}

GL, = 0 (all trade inter-industry)
GL;=100o0r 1inequation 2 (all trade intr a-industry)

For further elaborations of the topic see standard textbooks on intemational trade or international
economicsin general. This section is based on Nielsen etal.,1995 and L ithje 1997. For a discussion of
the Grubel & Lloyd index and probable modifications see L Uithje, 1997. The analysis in this chapter is
based on the simple version of theindex for all industries, equation [2]1tis important to stress that this
analyss does not provide insight with regard to whether the spezialization takes place on the import or
export side (Luthje 1997, p. 290).
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moderate pattern toward convergence of foreign trade toward a higher share of intra-industry

trade i ndicating the integration into the western, market based system of production?.

Table 1 Intra-industry trade inthe Baltic Rim

1988 1989 1990 1991 1992 1993 1994 1995 1996

Denmark:

WORLD 68 68 69 70 69 70 69 70 72
BALTIC RIM 67 70 71 71 70 70 69 70 72
BALTIC EAST 14 21 26 28 26 31 27 28 31
Germany:

WORLD 68 68 72 75 75 73 74 74 73
BALTICRIM 49 50 52 57 53 49 49 49 48
BALTIC EAST 27 29 33 38 30 27 28 31 31
Finland:

WORLD 52 54 57 57 61 59 61 62 61
BALTIC RIM 59 59 61 67 69 65 65 68 70
BALTIC EAST 15 17 18 58 29 21 26 28 30
Sweden:

WORLD 69 70 69 68 68 67 69 69 68
BALTICRIM 71 70 71 73 73 75 75 73 74
BALTIC EAST 26 38 41 44 28 35 33 36 39
Norway:

WORLD 41 40 40 40 37 38 38 38 37
BALTICRIM 46 51 46 46 44 44 46 46 47
BALTIC EAST 37 37 32 33 34 33 35 36 35
Poland:

WORLD 54 49 50 53 52
BALTIC RIM 45 42 43 45 46
BALTIC EAST 20 10 11 13 13

Note: Data accordingto Harmonized System Rev.1 1988-1997, Grubel Lloyd index estimated on 2 digit level
100 (100 commodities)

Source: OECD, ITCS 1998,

If the analysis is conducted on a rather modest level of dis-aggregation, the results have to be
interpreted carefully. In this casea high level or increasing share of intra-industry trade is only

an indication of sectoral convergence of the considered economies foragn trade sector. The

3. Data for thewhole EU will be available at the Barcel ona conference, see also Cornett 2000 (forthcoming
for further details of the study.
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figures reported in table 1 have to be seen in this perspective.

Table 1 provides a brief overview of the level of intra-industry trade of the 6 OECD member
countries intheregion. Apart from Germany the level of intraindustry trade for the old market
economiesin the Baltic Rim areaasawholeishigher compared to thetotal of foreign trade. The
considerablelow level of intraindustrial tradein the caseof Norway is caused by the high share
of crude oil and fud in Norway’s exports. With regard to East-West trade, intra-trade is
significant lower, but generally increasing during the period reported. The latter can be seen as
an indicator of increasing integration of the transition economies into the regional system of
production and specialization. An examination of non-agricultural trade confirms the pattern

reported in table three, generally with dightly higher scores on the Grubel Lloyd index?.

The figures of the Baltic rim countries as a whole shows a high degree of coherence of the

production system defined as high shares of intra-industry trade”.

The next section will shed some light on the coherence issue in amoretraditional perspective,
using figuresfor GDP per capita. Sincethe focus of thispaper is on coherence and enlargement
all analysiswill stick tothe national level not going into detailswith changesin theinterregional

balance of individual EU-countries.

4, For details see Cornett (2000) (forthcoming). For atechnical discussion of the Grubel-Lloyd index, see
Liithje (1997).

5. The figures reported here underestimate the intra-industry trade of the EU countries in the region due to
the fact that the lower level of intra-trade of thetransition economies (and Norway) areincluded.
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3. Regional Disparities before and after an East European Enlar gement

3.1 A simple scenario of conver gence

Regional disparities can be found in all societies independent from the size of the country and
the wealth of the nation. The saliency of the problem has usually more to do with the perception
of relative differencesthan the absol ute level of disparities. In aEuropean perspective perceived
disparities have been effected by red economic diffeences (like differences in economic
growth), statistical measures(first of all thedelimitation of theregions) and finally theincreasing
number of countriesinthe EU. In particular the last factor will become decisive if and when the
eastward enlargement takes place, see table 2 below andtable 4 in the next section with regard

to potential impacts on regional and structural policy measures

Table 2 Economic cohesion in the EU measured by GDP per capita

EU-6 EU-9 EU-12 EU-15 EU-21 EU-27 EU EU EU EU EU EU
6 9 12 15 21 27

GDP at current market prices EURO Number of countries below 75 % of
EU average
1961 1188 1
1971 2875 1
1973 3758 3503 1 3
1981 8896 8701 1 2
1986 13123 12453 11218 0 1 4
1991 17179 16608 15462 0 1 4
1995 19661 18704 17292 17514 1 2 3 3

1998 21655 21581 19987 20201 17872 16456 O 0 3 3 9 14

1999 22360 22548 20930 21135 0 0 3 3

Note: Tentative estimations converted from national currencies according to average annual exchange
rates for EU RO/ECU. Figures for non EU -member s converted from US-$

Sour ce: European Economy no 69.1999, table 1, 4, 54, Spiegel Almanach 2000, Danmarks
Nationalbank (2000) EBRD(1999)

If 1998 figures are used to estimate future disparities, the result is disappointing. In the EU-21

scenario all new applicants are below the ‘objective 1' threshold (see next section) of the EU
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structural policy. The EU-27 scenario is even more depressing. In spite of the lower threshold

only one of EU-21 scenario will be above the 75% level.

3.2 Regional integration and long run conver gence

As mentioned earlier regiona disparities and regional coherence are complex concepts, and

empirical measurement often depends on the indicators chosen. Nevertheless a slight trend

toward convergence has been reported in several studies based on income per capitafigures:
“The next approach is to check whether there has indeed been areduction of disparities. In other words to
what extent regional wealthlevel smeasured asincome per capita) have converged. there hasrecently been
a revival of interest in the isue of convergence, ... All these studies find a long-term convergence of
regional income levels, although they differ in their conclusions as to the speed of the process and the
causal factors. In recent years the trends towards convergence, that is lower disparities, has leveled off
(Molle etal. 1980, Molle and Boeckhout 1995; CIC 1996). However, the aggregate figures hide important
developments for individual countries. Particularly interesting is the case of Ireland. The growth of this

country has been so substantial that it is no longer eligible for objective 1 status (it's GDP/head is how
higher than 75 % of the EU average). (Molle 1999, p.154)

Long run chances in the geographical distribution of economic adivity are unavoidable, in
particular in countries engaged inregional economic integration. Someregionswill gain, others
will loose economic adivity and employment. Thiswasalready foreseen in the Treaty of Rome,
and will be discussed further in the remaining part of the paper. Speed and intensity of the
process of integration has revitalized the issue of regional disparities. Neverthelessit is hard to
estimateaconclusiveoverall picture®. What really matters are therel ative disparities withinand

between countries and the access to EU structural fund grants, see section 4 below. Table 3

6. Inasurvey of studies of the development of regional disparitiesin the postwar period Molle and Boeckhout
summarized:

“(a) Thereis much disparity in wealth between the regions of richer, northern member staes and those of
the poorer, mostly southern states.

(b) Thisdisparity decreased considerably and consistently duringthe study period

(c) Thedecreasein digaritieswasdue moslyto the convergence of the developmentlevds between EU
countries, for the national developments determined to a large extent the growth of the constituent
regions.

(d) The national GDP figures converged because the industrial structures of the European countries
becamemore alike, asmanufacturing and serviceswere devel oping faster in the poorer memberstates
than in the richer ones, while agriculture wasbeing phased out” (Molle & Boeck hout 1993,p.113f.)

(The condusonswerebased on: Molle W. (with Holst,B. van, and Smit, H.1980. Regional disparity and

regional development in the European Community. Farnbor ough: Saxon House; Haselen, H: van, and

MolleW.T.M . 1980. Regional disparity and assisted areasin aEuropean Community of twelve. Nederlands

Economic Institute, Foundation of Empirical Economic Research, 22.Rotterdam; Commission of the

European Communities. 1991. The regions in the 1990's - Fourth periodic report on the social and

economic situation and development of the regions of the Community. Brussels: OOPEC , and Barro, R.J.,

and Sala-i-Martin, X. 1991 Convergence across states and regions. Brooking Papers of Economic Activity

1991-1:107-182.)
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provides a deeper insight into the level and trends of regional disparities between states in

Europe.

The figures of table 3 prove atendency toward reduced disparities between the countries who
have been members of the EU since the beginning or have entered the Community early (the
1973 enlargement). Thistendency has been revarsed by most of the previous enlargements and
will be the most important result of the planned eastward enlargements. If Luxembourg is
omitted from the analysis the gap in 1998 (2000+ scenario) is reduced to less than 25 % of the
average for theoriginal 6 EU members. Reduced disparities - measured by GDP per cagpita- on
the national level do not necessary mean a more equal development if theanalysisismadeon a

more disaggregated level”.

Table3Variationsin GDP per capita, current prices, lowest and highest country score (EU=100)

1961 1973 1986 1995 +2000+

EU-6 ‘highest’ 152 (117) 142 (120) 125 (113) 173 (117) 184 (108)
‘lowest’ 69 66 84 69 85

EU-9 ‘highest’ 152(135) 132 (135) 182 (145) 178 (136)
‘lowest’ 54 64 72 85

EU-12 ‘highest’ 147 (149) 197 (152) 192 (1479
‘lowest’ 32 48 50

EU-15 ‘highest’ 195 (150) 190 (145)
‘lowest’ 48 50

EU-21 ‘highest’ 215 (164)
‘lowest’ 18

EU-27 ‘highest’ 233 (178)
‘lowest’ 7

Note: () Figures without Luxembourg, 1986 without Denmark

2000+’ : Calculation based on1998 figures.
Sour ce: See table 2

7. See f.x. Dunford (1994), Molle (1999), Armstrong (1995)
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4. Organizational and Structura preparations of the EU - Agenda 2000

Regional policy as an area of policy for the EU is close related to the issue of economic and
monetary integration. In many respects the introduction of a common regiona policy in the
aftermath of thefirst blueprintsfor an economic and monetary union 1975 represents aclassical
example of the spill-over mechanism originally formulated in the neo-functionalistic approach
to political integration by Ernest B. Haas®. The crucial argument with regpect to our topic isthat
the introduction of the EFRD, the European Fund for Regional Development can be seen asthe
first step to establish acommon instrument to solve the problems of regional disparities on the

community level.

Asmentioned the EU has been dealing with the problems of cohesion and in certain periods of
timeincreasing regional disparitiesfor along period. The common instrumentsfor regional and
structural policy has always been marginal compared to the size of the problemin spite of rise
of budgets by absolute and relative figures acoording to the Agenda 2000 budget plans (see
European Commission 2000c). The political support for structural measures has always been
powered by two sources, the intensification of integration (i.e. the various attempts to form an
Economic and Monetary Union) and the political support for enlargements’. Contrary to
previous enlargements the new entrants have to deal with a much more complex Union than
earlier new members. Thesingle market isimplemented to a considerable extent, and 11 of the
15 members have embarked on a single currency with huge commitments toward the
coordination of economic policy. This will limit the unilateral use of certain instruments of

traditional economic policy for the EURO members as well as for countries who have decided

8. For an introduction to thefield see Pentland 1973 pp.100 - 146. The core essence of the spill-over notion
is: “Thistermrefersto ‘the process whereby membersof an integrationscheme- agreed on some collective
goalsfor avariety of motivesbut unequally satisfied with their attainment of these goals - attempt toresolve
their dissatisfaction either by resorting to collaboration in another related sector (expanding scope of the
mutual commitment) or by intensifying their commitment to the original sector (increasing the level of
mutual commitment) or both.” ” (Schmitter, here quoted from Pentland 1973, p.118). That spill-over from
one sector to another is not an automatic process was early admitted by Haas and his collaborators. The
most specified elaboration of the concept can befound in Lindberg,L.N. & S.A. Scheingold 1970, p.134-
140.

9. Basically we are dealing with the classical dimensons of political integration, deepening and widening of
the regional framework of integration. Sometimes the latter includes the enlargement with new members.
Otherwise we have a third mainly empirical dimension dealing with enlargement. For a brief introduction
to the field with special attention to the process of integration of East and Central European Countries, see
Cornett 1999b, pp. 256 - 66).
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to peg their currency toward the Euro-bloc. National government will losetheir abilityto create
favorable conditions for economic growth through depreciation of their currencies, and the
Masstricht criterias on fiscal policy will limit the range of deficit spending, as well as the
common competition policy already limits theuse of industrial and regional policy measuresin

the Union'?.

Table4 Theimpact of successive enlargements of the EU

Increase in Increase in Increase in GDP per capita
area popul ation GDP (PPP) Change  Average (EU=100)
EU-12/EU-9 48 % 22 % 15 % -6% 91
EU-15/EU-12 43 % 11 % 8 % -3% 89
EU-26/EU-15 34 % 29 % 9% - 16 % 75
Eligible Eligible Objective 1 Objective 1
populationin population as
1000 % population in population as
1000 % (EU=100)
(EU=100)
EU-12 1989 140.6 43,3% 69.7 21,4 %
EU-15 1995 185.6 49,8 % 94 25,2 %
EU-26 2000+ 291.4 60,9 % 199.8 41,7 %
Note: EU-15 including G erman reunification, based on 1995 data
Source: European Commission (1997)

On the operational level the embarkment into the Agenda 2000 is the most important

precondition to enablethe EU to include new member states. Mainly inthefield of the Common

10. In many respects the judgement of K evin Allan from 1990 is morerelavant than ever: “... Under the EMS,
it will even be difficult for nations to devalue: the development of regionsis probably more dependent on
national growth than on regional development strategy or policy per se: The fact that nations will become
like regions must, in turn, give rise to concern for the regions” (Allan 1990, p.45). T he argument is also
relevant with regard to many transition economies due to the fact that they have chosenso-called currency
board arrangement to maintain a ¢able exchange rae for there currency, see Bie & Hahnemann (2000)
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Agricultural policy and the Structural policy reforms were inevitable™. Table 4 below
summarizes the impacts of an eastward enlargement with an unchanged structural policy, and
underlines the need for the 2000 reform.

With regard to the structural policy reform the aterations necessary, if the enlargement takes
placeaccording tothe planned schedul es, hasbeen included in the preparation of the 2000 - 2006
program period. (European Commission 2000). The * Second Report on Economic and Social
coherence’ will for the first timereview the issuefor aUnion of 27 member states.
“The Report will analyse the situation and trends in coheson at threelevels of national, regional
and social cohesion, particularly inthe fields of income, employment/unem ployment, demograp hy,
infrastructure provision and other factors underlying competitiveness for the first time, cohesion
will also be reviewed fora Union of 27 Member States.... The Second Report will concentrateon
policieswhich have moved on significantly (CAP, structural policy) and on topics not broached or

barely touched upon in the first one (trade tax ation, budget) The impacts of the sructural policies
on the eligibleregionswill beevaluated” (European Commission 2000a, p. 5)

The core essential isthe integrationof the specificproblemsof the enlargement processinto the
program provisions of the regiona policy. The most important features are the reduction of
objectivesfrom 7 to 3, and fewer Community Initiatives, 4 instead of 13", Finally, areduction
of the share of population of the EU-15 covered by the core elements of regional policy is
proposed. Central elements of the new structural policy are the structurd fund (European

Commission 2000b, p.2f) with is main objedive:

. to promote the devel opment and structural adjustment of lagging regions, defined
as GDP below 75 % of EU average (Objective)

. contribute to social and economic conversion of regionsin structural difficulties

outside the objective 1 regions (objective 2)

. measuresin the fields of human resource devel opment outside objective 1 region.
The new objective 3 covers activities according to the title of employment in the

Amsterdam treaty and the European Employment strategy.

11. Reformswere partly required for external reasonsas a consequence of the ongoing negotiationswithin the
WTO with regard to the subsidization of the farm sector in the EU, partly for internal reasons due to
financial constraintsthe prolongation of the existing policy would reinforce after an eastward enlargement.
For details, see Galloway 1999, in particular pp.19ff.

12. To some extent objectives and Community Initiatives are merged into one new heading, which at least
seemsto reduce the effects of the restructuring. Thistendency isreinforced by thelong phasing out period
for areas and activities not cov ered by the new program period.
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Thereformed structural policy isstill based onthe ERDF, ESF, the EAGGF and the Cohesion
Fund. The latter counts approximately for 10 % of the Structural Funds budget (European
Commission 2000b, p.5).

‘Structural Policy toward the new member states' will become a major target of the overall
structural measuresof the EU dueto thevery serious problemsof social and economic coherence
an enlarged union hasto face (compare table?2). The European Commissionsunderlined in their
statement on structural reforms tha:
“Several conditions need to met if thestructural policyisto cope efficiently with enlargement. To
achievethis, thecandidate countries must havetimeto adjust to the workings of structural measures.

The pre-accession strategy must therefore be strengthened so that, from 2000 and on, pre-accession
assistance is available.” (European Commission 2000b, p5)

The maor instrument are the reformed Phare-program and the ISPA, the Instrument for
Structural Policies for Pre-accession™. The central elements of the continued efforts of the
commission (European Commission 2000b, p.5f.) to prepare aregiona policy for the applicant

countries includes

. the above mentioned socio-economic analysis of the applicant countries in the

second report on coherence,

. the analysis of national legislation with regard to the readiness to adopt to the
‘acquis communnautaire’, the whole body of legal framework of the EU with

gpecial attention to the structural policy
. analysis of the negotiating position of the applicant countries.

In particular the second issue isof importance which previous enlargements have proved, i.e.
with regard to the regional policy traditions of the nordic countries not belonging to the EU
before 1995 (see Aalbu 1998). To some extent this process has been less complicated in the
applicant countries since the overall societal transformation after 1989 took EU principlesinto
consideration from the very beginning. Nevertheless they condtitute limits on national policy
making, and recent developmentsin CEEC’ shave shown that not all political groupsarewilling

to carry the heavy adaptation burden without questioning.

13. Pharewill have abudgetof 10.92 billion EURO between 2000 and 2006. | SPA of 7.28 billion and a pecial
financial instrument for agriculture will have 3.64 billion EURO, a total of approx 21 billion EURO.
(European Commission 2000b)
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According to the figures reported in the Agenda 2000 (European Commission 2000c), the EU
has reserved gpproximately 21 bill. EURO for pre-accession support to East and Centrad
European countries. An amount that will almost be doubled if the traditional co-financing
framework also takes place in this case. In any case a aucial issue will be to what extent the
CEEC’ swill be able to absorb the support available.

As stated by Molle (1999, p.158), the CEES's have to make a number of strategic choices
regardingtheavailableinternal and external resources. These choicesare not necessaryly mutual
in accordance with each other. The most important questionis probably the target-issue: equity
vs. efficiency of allocation. Related to this issue the question has to be solved whether support
to endogenous development of the attraction of Foreign direct investment shoul d have priority.
The last argument made by Molle deals with spatial development, i.e. balanced development ,
growth poles or growth corridors. In particular this issue requires a certain amount of

interregional c-ordination within and between the countries involved™.

14. An attempt to provide an overall assessment of spatial development in an contextof European Integration
can be found in Niels Boje Groth (ed.) Urban System and Urban Networks in the Baltic Sea Region
(forthcoming)
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5 Concluding remarks

Based on the historic experience from previous enlargements, the cohesion of the European
economies has been investigated in this paper with point of departurein traditional measures of
GDP per capita. As supplement a proposal of an aternative indicator of coherence of the
European economic system has been sketched based on the concept of intra-industry trade asan
indicator for the integraion of the European production system based on international trade
statistics. The latter can indicate more specific trends toward the integration of the systems of

production between the EU and the countries of Central and East Europe.

Preliminary results based on the Baltic Rim countries indicate a moderate tendency toward
adaptation of the transition economiestoward the pattern of international sharing of production
facilities and exploitation of competitive advantages developed within the European Union
member states. The results and trends seem to be in accordance with findings in traditional

studies of regional cohesion in the European Union, but further analysisis needed.

As a tentative conclusion the following assessment of economic cohesion in an enlarged

European Union can be made:

. Thefigures of the Baltic rim EU countries show a high degree of coherence of the
production systemdefined ashigh sharesof intra-industry trade, and similar results
are expected for the whole of the EU.

. For the original EU countries a dight tendency toward coherence measured by
GDP per capitawasfound, in particular when the smallest economy, L ux embourg,

is excluded.

. Scenarios for EU-21 and EU-27 based on 1998 GDP figures obviously show a

tremendous increase of disparities.

The survey of coherence based on economic figures indicates that the convergence problem in

an enlargement perspective cannot be solved by economic means, but requires a political and
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socia accept of differencesin an enlarged European Union. The historic analysis of the current

EU countries has shown that real convergence seems to be possible, but at a very low speed.

The obtained results for the 6 or 9 oldest EU members can only to a limited extent be used as

blue-prints for the future. Among the reasons are:

. The increasing global orientation of the European economy makes an internal

equity oriented policy less feasible, due to internationd competitiveness.

. The economic centers of EU compete global rather than continental, leaving the

(European) periphery behind as less favored regions.

. The potential conflicts between equity (regiona policy) and efficiency (R&D

policy) will become more manifested.

To solve at least some of the negative effects of the above mentioned trends cooperation and
integration of the European system of production is necessary. The exploitation of competitive
and comparative advantages within the enlarged EU seams to be an appropriate instrument to
improve economic growth and equity in the long run. The above sketched analysis based on
foreign trade seemsto provideafirst analytical tool toidentifytargetsfor new initiatives. Further
analyses of the regional cohesion, of the systems of production, and the division of labor are

required, both on the national and regional level.
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