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EXECUTIVE SUMMARY 

 

EU Enlargement to the East 

 

• Since its creation almost half a century ago, the European Union has not been static.  It has 

undergone a series of enlargements, growing in the process from 6 Member States to 15 and 

expanding its population base from 200 million to 376 million.  These enlargements have taken 

the EU north to Scandinavia and south to the Mediterranean. 

• Following the collapse of central planning in Central and Eastern Europe, the EU moved swiftly 

to engage the former communist states, with the negotiation of the Europe Agreements.  That 

engagement has now progressed to the point where a formal commitment to enlargement was 

made at the Nice Summit in December 2000 to further enlargement.  This commitment could 

lead to the accession of 10 Central and Eastern European countries (and 3 Mediterranean 

countries). 

• The criteria which the CEEC countries will have to meet prior to accession, relating to: stability 

of institutions; rule of law and human rights and the functioning of a market economy.  All of the 

aspiring Members have to reach agreement on all 31 Chapters of the acquis communitaire and 

inevitably are moving at different speeds. 

• Some of the larger CEEC’s already undertake a substantial proportion of their trade with the EU 

(see Figure ES1).  As Figure ES2 shows, there are substantial differences in tariffs between the 

applicants and the EU, with in general, higher tariffs on manufactures and lower tariffs on 

agricultural products in the CEECs. 

• The exact time frame for enlargement is uncertain.  Even those which are seen as potential ‘first 

wave’ joiners are some way from closing all Chapters of the acquis.  In addition potential drag 

factors include complications with systemic issues like migration and agriculture and potential 

tensions between enlargement and monetary union. 

 

EU Trade Preferences 

 

• Since its creation, the EU has negotiated scores of preferential trade agreements and 

arrangements.  Some have resulted at the initiative of non-Members, some at the EU’s initiative; 

some have also proven to be stepping stones to eventual accession.  The EU’s preferential 
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arrangements are now so pervasive that only 8 of its trading partners are subject to most favoured 

nation tariffs. 

• A hierarchy of preferences exists, sometimes called ‘the pyramid of privilege’.  With the 

proliferation of regional trading arrangements in general and the conclusion of the Europe 

Agreements in particular, the ordering of countries in the pyramid has changed significantly in 

the last decade.  At the beginning of the 1990s, Lome countries were near the apex of the 

pyramid, they are now somewhat further down.  Moreover, the combination of further 

multilateral liberalisation has ensured that the value of preferences has diminished. 

• The European Commission is publically committed to further multilateral liberalisation and will 

be pressing for a new Round of multilateral trade negotiations at the Doha Ministerial.  However 

enlargement is likely to mean that the EU becomes even more bilateral/minilateral in its 

approach to trade policy for a number of reasons: more EU agencies will be involved in policy 

formulation; there will be a greater diversity of “domestic” interests to be served and intra-EU 

trade will dominate total EU trade to an even greater degree. 

 

EU Aid Policies 

 

• Although aid disbursements from individual Member States are some 4 times as large as EU 

disbursements through the European Development Fund, European Investment Bank and 

External Relations Directorate, the latter still exceed $5 billion per annum.  In fact, as a single 

entity, the EU is the fourth largest donor worldwide. 

• The direction of EU aid has changed quite strikingly over the last decade.  At the end of the 

1980s almost all EU aid was disbursed to developing countries, with 60% going to ACP 

countries and around 1% to CEECs and former states of the Soviet Union.  At the end of the 

1980s ACP share had declined to less than a third and the CEEC/NIS share had exploded to more 

than a third. 

• It is likely that enlargement will result in further aid diversion.  New budgets have been created 

to smooth the adjustment process and it is inevitable that these will come under greater pressure.  

Moreover, enlargement could increase the population eligible for assistance under structural 

funds by 20%, and those eligible for the ‘lions share’ of structural funds by 60%.  Putting EU 

budgets under this kind of additional pressure reduces the likelihood of increases in aid budgets. 
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Trade and Investment Effects of Planned Enlargement 

 

• A number of analysts have deployed both gravity models and computable general equilibrium 

models to assess the impact of CEEC accession on intra-EU trade.  Evidence from gravity 

models is mixed but if anything it suggests that much of the expected increase in ‘east-west’ 

trade has taken place already in the wake of the Europe Agreements. 

• CGE modelling offers a potentially richer basis for analysis.  The CGE work which has been 

completed thus far also suggests that the aggregate trade effects will be modest.  However as 

Figure ES3 shows, not unexpectedly, there could be substantial changes where agricultural trade 

is concerned.  Available CGE results also suggest that the new entrants will benefit relative to the 

incumbents. 

• The impact of enlargement on the trade flows of outside countries will be fashioned by a number 

of direct and indirect influences including: changes in the terms of trade and relative incomes 

between EU and non-EU countries and changed export opportunities in existing and new 

Member States.  CGE models predict that the impact on imports from outside countries will be 

modest, though in areas where the process of tariff approximation results in large upward 

adjustments for the CEECs (as in for example wheat, sugar cane, bovine animals and dairy 

products) or large downward adjustments (as in some manufactures), the potential for significant 

changes in export opportunities exists. 

• Predicting the potential impact of enlargement on inward investment in Eastern Europe is more 

difficult.  It is certainly the case that investment has increased following the Europe Agreements.  

One basis for making a judgement is by reference to the experience of the Mediterranean 

countries following the Southern enlargement.  In that case, an increase in FDI preceded, but did 

not follow enlargement.  If that were repeated in the case of the CEECs, the potential for 

significant investment diversion would seem to be limited. 

 

Previous EU Enlargements and Developing Country Interests 

 

• An alternative to gravity or CGE modelling which endeavours to predict what might happen, is 

to evaluate what has happened in the case of comparable enlargements, most notably to the 

South.  The accession of Greece, Spain and Portugal was expected to affect developing country 

trade interests in two ways: extension of the geographical domain within which developing 

countries received preferences; and potential preference dilution. 
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• All of the southern countries increased their imports from non-EU countries following accession, 

with a particularly marked increase in Spain.  These imports were however predominantly from 

other OECD countries. 

• One area where there was marked trade diversion was agriculture and foodstuffs as a 

consequence of all three countries being fully integrated into the CAP.  For example, prior to 

accession over 70% of imports of meat and live animals and 80% of cereal imports of the 

southern members originated from outside the EU.  These dropped dramatically following 

accession.  There was also significant preference dilution in the case of many fruits, vegetables 

and olive oil. 

• Preference receiving developing countries will potentially benefit from the extension of the 

preference area following enlargement, since the import shares of developing countries in the 

CEECs are small in absolute terms.  Some market expansion should also follow from the 

lowering of tariffs towards EU levels.  Agriculture is presently excluded from the accession 

negotiations, which should mean that the very significant trade diversion which followed the 

southern enlargement is not repeated. 

• The southern enlargement involved no direct impact on the new EU Members’ access to 

developing country markets.  Of course, pro-competitive and efficiency effects may have had a 

longer term indirect effect.  Since the eastern enlargement coincides with EU efforts to change 

the philosophy of ACP engagement to one of reciprocal liberalisation, that of course may be 

different this time around. 

 

Implications and Opportunities of Enlargement for CARICOM 

 

• The threat of preference erosion is only an issue for CARICOM to the extent that their exports to 

the EU have less favourable access relative to the CEECs after enlargement.  Where industrial 

products are concerned, this is not a serious issue given their relative unimportance to 

CARICOM at this stage and the fact that implementation of the Europe Agreements had already 

moved the CEECs towards the apex of the pyramid of privilege. 

• Although the exact mapping of arrangements for agricultural support in the CEECs is still 

unclear, this is likely to be more of an issue for CARICOM, since the scope for preference 

erosion is greater.  A key factor here is the extent of overlap between CARICOM and CEEC 

exports to the EU.  In fact, calculations reveal that the extent of export overlap is very limited.  

This suggests limited scope for CARICOM export losses from preference erosion. 
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• CEEC imports from CARICOM are presently at modest levels, typically less than 0.5% of their 

total imports in any given broad product category.  Moreover, it is also the case that when one 

narrows the country and product focus imports are concentrated in a relatively few product lines 

and countries.  The potential exists therefore for increased import penetration in the CEEC 

market, as CARICOM suppliers displace either CEEC or extra-regional producers or where post-

accession income growth stimulates demand for imports. 

• The impact of income growth on exports is potentially greatest in services, especially tourism 

where demand is highly income elastic.  This is of course especially important for CARICOM.  

Illustrative calculations using recent data on the origin of tourist arrivals in Barbados highlight 

the very considerable potential for organic growth in this market. 

• Of course, if a REPA was established between CARICOM and an enlarged EU, this would add a 

further dimension.  Using the analytical model developed by the authors for an earlier analysis of 

a possible REPA with the EU, we estimate that a REPA with an enlarged EU would increase 

CARICOM imports from the CEEC by around 20%, albeit from a small base. 

• Since the overall impact of enlargement on CARICOM trade is likely to be modest, there is no 

reason to suppose that trade induced investment effects will be great.  As noted earlier there are 

no reasons for believing that investment diversion from CARICOM will occur on a marked 

scale.  If anything enlargement should increase the relative attractiveness of CARICOM 

locations for investments, given the access CARICOM exports will enjoy in an enlarged EU. 

 

Enlargement and CARICOM Trade and Investment Policy Options 

 

• Earlier work on RNM negotiating options evaluated the impact on economic welfare, revenue 

and adjustment of three strategies: restricted reciprocity with the EU (as in a REPA); extended 

reciprocity (with the EU and US); full multilateral liberalisation.  In welfare terms multilateral 

liberalisation unambiguously dominated extended reciprocity and restricted reciprocity.  It also 

however created more short run structural adjustment and trade tax revenue depletion.  It is in 

principle possible to maintain the dominance of multilateral liberalisation with partial 

liberalisation and targeted adjustment policies. 

• A key question is, would enlargement alter these rankings?  The answer is unambiguously no.  

Some of the orders of magnitude would of course alter as the size of the region with which a 

reciprocal liberalisation is negotiated.  Thus a larger EU would reduce the differences between 
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restricted and extended reciprocity, but not by very much given the size of the CEECs relative to 

the US. 
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Figure ES2: Tariff Structure in EU and CEEC Compared
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Figure ES3: CGE Estimates of Full Enlargement on 

Outside Countries' Exports (% changes)(1)
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CHAPTER 1 INTRODUCTION AND OVERVIEW 

 

1.1 Content 

 

Between December 1991 and June 1996, the European Union (EU) signed comprehensive 

association agreements, so-called Europe Agreements, with eleven former Comecon countries of 

Central and Eastern Europe (CEECs).1  All the agreements provide for full reciprocal (though 

asymmetrical) trade liberalisation in industrial products, as well as partial liberalisation of 

agricultural trade.  The agreements also envisage substantial further financial and technical co-

operation for the associated countries. 

 

The Agreements reflected a desire on the part of the EU to engage with and prepare the CEECs for 

full integration into the established European economy.  A fundamental driver is foreign policy, to 

redirect the gaze of the adjusting Eastern bloc countries and help stabilize their economies.  But of 

course it will also mean a shift in trade and development co-operation policy which effectively 

places the Associated States at the top of the EU’s so-called pyramid of trade and aid preferences for 

developing countries.  This has raised understandable concerns among the EU’s traditional partners 

in the developing world, in particular the African, Caribbean and Pacific (ACP) countries, which 

prior to 1995, enjoyed a higher position in the EU’s pyramid through successive renewals of the 

Lomé Convention.  ACP countries, like other EU traditional partners in Latin America, fear that 

even closer economic relations with the Associated States will lead, (as it has already done) to a 

diversion of EU trade, aid and investment flows away from traditional partners to Eastern Europe. 

 

 

1.2 Aims of Study 

 

The broad aim of this study is to inform the RNM’s negotiating position with the EU on post- Lomé 

trade, investment and development arrangements.  To that end, it has two specific objectives: 

 

(i) to assess the consequences of further EU enlargement for CARICOM with particular 

reference to trade, investment and development cooperation, including 

                                                                 
1 With Hungary, Poland and former Czechoslovakia in 1991; with Romania and Bulgaria, the Czech and Slovak 
Republics in 1993; with Estonia, Latvia and Lithuania in 1995; and with Slovenia in 1996. 
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• the identification of potential trade and investment diversion impacts on CARICOM; 

• the identification of potential trade expansion opportunities associated with eastward 

expansion 

 

(ii) to develop recommendations for CARICOM negotiating positions taking into account the 

results of the above analysis. 

 

 

1.3 Outline of Report 

 

We begin in Chapter 2 with a review of the enlargement process, referring not only to the Eastern 

enlargement but to the Southern enlargement which preceded it.  As well as reviewing the current 

status of the negotiations and expected time frame, we discuss the prospects of eventual enlargement 

to a Union of 27 states.  Chapter 3 concentrates on the EU’s preferential trading arrangements, both 

those which are longstanding and those of more recent origin.  A particular focus here is the changes 

in the pyramid of privilege over the last decade.  Chapter 4 reviews EU aid provisions, again paying 

particular attention to changes over the last decade.  In Chapter 5 we evaluate trade and investment 

effects of enlargement, focussing on intra- and extra-EU trade and outward FDI from the EU.  

Chapter 6 evaluates previous enlargements and developing country interests.  Chapter 7 shifts the 

focus to potential opportunities for CARICOM while Chapter 8 reviews potential policy options.  

Finally, Chapter 9 concludes.   
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CHAPTER 2 EU ENLARGEMENT TO THE EAST 

 

2.1 Introduction 

 

The aim of this Chapter is to review current preparations for enlargement to the East and assess the 

timeframe within which such changes might take place.  As indicated in the Introductory Chapter 

however, this is not the first enlargement that the Union has undergone and we will place the current 

negotiations and developments in a longer term context. 

 

 

2.2 Previous EU Enlargements 

 

The then European Economic Community was created by the Treaty of Rome and established in 

1957.  The motivation behind its creation was as much political as economic, being seen as the 

anchor for stability in a part of the world which had been ravaged by large scale military conflict on 

two occasions in the first half of the twentieth century.  Politically the venture has clearly been a 

success in that Western Europe has enjoyed its longest period of peace in a very long time.  In many 

respects it has also been an economic success, particularly in the area of liberalisation of trade in 

manufactures and harmonisation of standards and regulations.  That success has led to requests from 

a range of other European countries to join the Union and the various waves are set out in Table 2.1. 

 

Table 2.1    EU Enlargements 

Member States Date of Accession 
Belgium 
France 
Germany 
Italy 
Luxembourg 
Netherlands 

1957 

Denmark 
Ireland 
United Kingdom 

1973 

Greece 1981 
Portugal 
Spain 

1986 

Austria 
Finland 
Sweden 

1994 
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The first enlargement took place in 1973 with the accession of Denmark, Ireland and the UK.  In one 

sense this was a relatively straightforward enlargement since Denmark and the UK were 

industrialised ‘northern’ economies and Ireland was well on the way to becoming one.  Although the 

relatively small agricultural sector in the UK created some problems, it did indeed prove to be fairly 

straightforward.  The accession of Greece in 1981 and Portugal and Spain in 1986 provided more of 

a challenge however since these were far from being northern industrialised economies.  Average 

income per capita was significantly below that for the EU as a whole, let alone the core, and 

structurally their economies were nothing like as diversified.  These enlargements made the EU 

geographically much more diverse but also economically more diverse.  As we shall see in Chapter 

6, these characteristics make the Southern enlargement potentially useful as a predictor of some of 

the possible effects of the Eastern enlargement. 

 

Table 2.1 suggests that the final enlargement took place in 1994, with the accession of Austria, 

Finland and Sweden.  De jure this is indeed the case, though de facto a previous ‘enlargement’ took 

place with the reunification of Germany, which effectively meant that the former German 

Democratic Republic joined the Union.  Austria, Finland and Sweden were relatively 

straightforward, the GDR less so.  As we shall see, experience with the latter will be useful in 

considering eastern expansion.   

 

The key point to note from this section is that, following its creation over 40 years ago, the EU has 

not been static.   It has undergone a series of enlargements which have seen it grow from 6 to 15 

Member States and from a population of 200 million to one of 376 million.  In the process it has 

become a much more diversified group of countries. 

 

 

2.3 Enlargement to the East (and South) 

 

As noted in the Introduction, negotiation of the Europe Agreements followed hard on the heels of the 

collapse of Central Planning in the CEECs and negotiations for enlargement have followed hard on 

the heels of the Agreements.  Serious negotiations began in fact in 1998 and a formal commitment to 

proceed to accession was made at the Nice Summit in December 2000.  Since there are potentially 

12 or 13 countries involved, it is reasonable to ask why, at a time when Europe is embarking on 

another great experiment in the form of economic and monetary union, such a major enlargement has 
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been contemplated?  There are in fact a number of factors driving the process: longstanding 

historical and cultural ties between some Central European Members and non-Members (for instance 

Germany and Poland); powerful foreign policy imperatives, given that as we can see from Figure 

2.1, the countries concerned comprise what was formally the iron curtain; a desire to provide an 

external anchor for the reforms which have been undertaken; and of course a desire to use economic 

integration to stimulate prosperity in the East in the way it has appeared to do in many other parts of 

the Union. 

 

Table 2.2   Expected Waves of Enlargement 

 
• WAVE 1 

Czech Republic 
Estonia 
Hungary 
Poland 
Slovenia 
Cyprus 

 
• WAVE 2 

Bulgaria 
Latvia 
Lithuania 
Romania 
Slovakia 
Malta 
Turkey 
 

 

It is expected that enlargement will take place in two waves; the countries involved in each are set 

out in Table 2.2.  Those targeted for the first wave are either those which are small and have 

stabilized quickly (like the Czech Republic and Slovenia) or countries where there is a strong 

political imperative (like Poland).  Those in the second wave are somewhat further back in terms of 

stabilization and reform.  As can bee seem from Table 2.3, in terms of GDP per capita relative to the 

EU average, the most advanced is not actually one of the Eastern countries, but one of the small 

island states in the Mediterranean, Cyprus.  Of the CEECs, only in Czech Republic and Slovenia 

does GDP per capita exceed 60 per cent of the EU average.  In Bulgaria, Latvia and Romania, it is 

actually less than 30 per cent of the EU average.  As a group the potential new Members are 

somewhat poorer than the EU and collectively, this does not constitute a small enlargement: 

collectively the countries could increase the EU’s population by 170 million i.e. 45 per cent.  
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Figure 2.1   Potential Members of the EU 
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Table 2.3  Macroeconomic Indicators for Acceeding Countries 

 

 Population 
(millions) 

1998 

GDP € 
billion 

PPP 1998 

GDP per 
head €/PPP 

1998 

GDP per 
head as % 

of EU 
average 

(PPP) 1998 

GDP 
growth 

(%) 1998 

Inflation 
rate (%) 

1998 
annual 
average 

Bulgaria 8.3 38.2 4600 23 3.4 22.3 
Czech Rep. 10.3 125.7 12200 60 -2.3 10.7 
Estonia 1.4 10.2 7300 36 4.0 8.2 
Hungary 10.1 99.0 9800 49 5.1 14.3 
Latvia 2.4 13.2 5500 27 3.6 4.7 
Lithuania 3.7 22.9 6200 31 5.1 5.1 
Poland 38.7 301.8 7800 39 5.0 11.8 
Romania 22.5 123.7 5500 27 -7.3 59.1 
Slovak Rep. 5.4 50.2 9300 46 4.4 6.7 
Slovenia 2.0 27.4 13700 68 3.9 7.9 
Cyprus 0.7 10.3a 14790a 77a 5.0 2.2 
Malta 0.4 n.d. n.d. n.d.a 4.1 2.4 
Turkey 63.4 404.7 6380 32 2.8 84.6 
Source: Eurostat from national harmonized sources 
a) 1997 
 

 

2.4 Criteria and Timeframe for Enlargement 

 

The principles underlying the Eastern enlargement were set out at the Copenhagen Council in 1993.  

The economic and political criteria that the CEEC countries would be required to meet before they 

could join the Community related to: 

 

• the stability of institutions guaranteeing democracy 

• the rule of law and human rights 

• the existence of a functioning market economy 

• the ability to take on obligations to political, economic and monetary union. 

 

The negotiating position of all of the candidate countries thus far has been that they should receive 

equal treatment with existing member states in all institutional and policy respects, including voting 

rights, the nomination of Commissioners and support under CAP.  But they face the problem that 

they are negotiating about the structure of the institutions of the EU that may be subject to significant 
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change.  The current Inter-Governmental Conference (IGC) negotiations have yet to reach final 

decisions on voting procedures and country voting weights and on the split of negotiating 

competence between the Community and member states in external negotiations.  The assumption is 

that the new members will have to accept the outcome of these negotiations. 

 

Although Cyprus has a long-established market economy, the other first wave candidates have a 

shared background as formerly, centrally-planned economies.  They have shared also in the last 

decade an intensive process of economic and institutional reform, partly under the guidance of the 

multilateral institutions (in particular the EBRD, IMF, World Bank) and significantly as part of the 

bilateral Europe Agreements with the EU itself.  These Association Agreements sought to establish a 

free trade area in industrial products with the EU by 2002.  The Agreements also cover the main 

areas in which the Community acquis is to be adopted, and are being used to draw up schedules for 

incorporating the acquis and introducing Community legal rules and standards into their national law 

prior to accession. 

 

Table 2.4   Chapters of the Acquis Communautaire 

 

Chapter 1 Free movement of goods Chapter 17 Science and research 
Chapter 2  Freedom of movement for persons Chapter 18  Education and training 
Chapter 3 Freedom to provide services Chapter 19 Telecommunications and 

information technologies 
Chapter 4 Free movement of capital Chapter 20 Culture and audio-visual policy 
Chapter 5 Company law Chapter 21 Regional policy and coordination 

of structural instruments 
Chapter 6 Competition policy Chapter 22  Environment 
Chapter 7 Agriculture Chapter 23 Consumers and health protection 
Chapter 8  Fisheries Chapter 24 Cooperation in the fields of justice 

and home affairs 
Chapter 9 Transport policy Chapter 25 Customs union 
Chapter 10 Taxation Chapter 26  External relations 
Chapter 11 Economic and monetary union Chapter 27 Common foreign and security 

policy 
Chapter 12 Statistics Chapter 28 Financial control 
Chapter 13 Social policy and employment Chapter 29 Financial and budgetary 

provisions 
Chapter 14 Energy Chapter 30 Institutions 
Chapter 15 Industrial policy Chapter 31 Other 
Chapter 16 Small- and medium-sized 

undertakings 
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All the first wave CEECs now have the bulk of their external trade with the EU, over 60% in the 

case of the Czech Republic, Estonia and Hungary.  However the pace and extent of the wider 

economic and institutional reforms is much less uniform.  Poland and especially Hungary and 

Estonia have implemented more rapid and ambitious reforms, but reforms have been more gradual in 

Slovenia and less effective in the Czech Republic. 

 

In general the first wave applicants are viewed as being at the liberal end of the Community trade 

policy spectrum, though in the case of Slovenia it is seeking very long transitional periods for its 

sensitive sectors (e.g. steel, footwear and textiles).  Poland is the exceptional case as far as industrial 

products are concerned.  The country has the greatest problems with the scale and competitiveness of 

its heavy goods industries, and there are greater domestic pressures here for protection and for 

resistance to foreign ownership and inward investment.  Overall, however, these CEEC countries are 

more open economies than Portugal and Spain were in 1986.  Some CEEC candidates are seeking to 

preserve some of their past trading relationships (e.g. with former COMECON countries) or new 

links with the new countries that have emerged from the former Soviet Union.  To the extent that any 

are preserved, they would serve to erode further EU preferences to other developing countries. 

 

Besides requiring the acceding countries to implement Community acquis (see Table 2.4) as quickly 

and fully as possible, the main concern of the EU negotiators on trade policy issues has been to avoid 

significant increases in the external protection of new members.  This would risk complex 

negotiation in the WTO and compensation from third countries adversely affected by a higher CET 

than the tariff previously imposed on their exports by the new members.  Efforts are being made to 

align applicant countries’ tariffs with the EU tariff before accession.  Table 2.5 compares current EU 

tariffs with those of the CEA as a whole, and with Poland and Hungary.  We can see from this that 

manufacturing tariffs are generally higher in the CEA than EU but agricultural tariffs are generally 

lower.  Harmonisation would tend therefore to lower manufacturing tariffs in the CEA countries, but 

raise them on agricultural products. 
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Table 2.5  Current Average Tariffs by Product Groups: EU and CEA Compared 

 
Product Group Poland Hungary CEA EU15 
Wheat 20.3 0.0 -3.9 49.0 
Other Grains 24.4 -22.8 -5.8 13.7 
Vegetables, Fruit, Nuts 10.7 9.4 11.1 4.2 
Oilseeds 1.6 13.2 -6.0 0.0 
Beet and Cane Sugar 0.0 0.0 0.0 45.5 
Other Crops 6.2 12.8 11.3 2.1 
Bovine Animals 3.5 4.1 2.1 63.8 
Other Animal Products 33.5 12.8 3.4 3.5 
Raw Milk 50.0 33.3 33.3 93.6 
Bovine Meat 3.5 3.4 2.6 63.8 
Other Meat 35.2 13.4 4.4 4.9 
Dairy 10.1 58.8 29.0 93.1 
Processed Sugar 49.7 81.0 14.1 50.5 
Other Processed Food  8.4 14.4 10.2 6.5 
Extraction 1.5 1.5 1.4 0.1 
Tobacco and Beverages 1.2 45.2 43.7 14.7 
Textiles 5.8 7.3 11.6 6.3 
Clothing & Leather 3.5 11.3 13.0 7.3 
Furniture and Lumber 11.6 0.4 7.4 1.3 
Petroleum Products 11.5 0.2 7.9 0.5 
Chemicals 10.5 2.9 8.1 2.7 
Iron and Steel 0.1 0.0 7.0 1.9 
Non-Ferrous Metals 9.9 0.8 3.8 0.8 
Motor Vehicles 13.0 15.1 14.4 6.7 
Other Manufactures 8.5 0.5 8.7 1.9 
Electrical Machinery 5.2 8.6 8.4 3.4 
Average 7.3 4.6 7.5 2.7 
Source: Francois and Rombout (2001) 

 

There remain significant differences in other areas.  Agriculture is one of the most difficult issues for 

the Eastern enlargement.2  The crux of the problem is the budgetary ceiling on EU agricultural 

spending and the unwillingness of the existing Member States to accept lower income under the 

CAP.  In line with the exclusion of agriculture from their Europe Agreements, the EU is offering 

accession to the CEEC countries without parity of treatment under the CAP.  Not surprisingly the 

CEEC candidates strongly reject this position and the idea of second-class status with EU 

membership.  (See Munch (1998) for further material on this topic.) 

 

                                                                 
2 Cyprus allies itself with the existing ‘Southern’ EU members as regards the CAP treatment of fruit and vegetables. 
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Estonia and the Czech Republic are less concerned with this issue.  The former abolished tariffs and 

most agricultural support post-independence, and in 2000 had to reintroduce some agricultural tariffs 

as part of the process of approximating with the EU tariff.  In the case of the Czech Republic 

agriculture is relatively unimportant, accounting for only 2% of GDP.  The agricultural sector 

(essentially mountain agriculture) is also small in Slovenia, but is also generally uncompetitive and 

protected by high tariff and internal price supports.  It seeks a long transition to liberalisation. 

 

Hungary is much more competitive in agriculture, but vocal in its demands for current levels of CAP 

support being part of the EU acquis, as is Poland (having suspended accession negotiations as a 

result in April 2000), but for different reasons.  25% of the Polish workforce is in agriculture, and 

farmers’ incomes are much lower than the rest of the economy.  The small average farm size 

supported by specific tax distortions, means that the scope for improving competitiveness is 

constrained.  Faced with competition from EU exports which continue to receive export subsidies, 

Poland retaliated in 1998 and again in 2000 by increasing a number of agricultural tariffs (in breach 

it was claimed by the EU of the Europe Agreement and its ‘standstill’ requirement.3)  Even if Poland 

were to obtain the full CAP price regimes (though it has not been offered), it would be anxious about 

the competitive challenges from within the EU.  (For additional discussion on Eastern enlargement 

issues see Arndt, Handler and Salvatore (2000).) 

 

Besides the political motives to anchor democracy and political reforms through EU membership, 

the CEEC applicants will also be anxious to further their economic development through improved 

access to EU resources and aid, issues which we take up in Chapter 4. 

 

 

2.5 When Will Enlargement Occur? 

 

At the commission level there is enormous commitment to the enlargement agenda and very 

considerable resources are being invested in preparation for it, (as we will see in the next section).  

There is however still a long way to go and a number of potential drag factors are in play.  As we 

have seen, the process involves twelve sets of bilaterals of each of the 31 Chapters of the acquis 

communitaire listed in Table 2.4.  The most advanced in the process are Cyprus, Estonia, Slovenia, 

                                                                 
3 Poland subsequently reduced the number of tariff increases, retaining them only on some diary products, sugar, malt 
and some grains. 
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Hungary and Poland with 18, 18, 18, 17, and 15 Chapters closed respectively.  Quite aside from the 

enormity of the task faced in reaching closure, there are real difficulties over a number of systemic 

issues, particularly agriculture and migration.  A second potential drag factor is negotiations over 

potential representation and voting rights.  New allocations and arrangements with respect to 

qualified majority voting were agreed at the Nice Summit.  As we subsequently saw with the 

outcome of the Irish referendum on enlargement in June 2001, this is not an issue which is 

necessarily concluded.  A third possible drag factor is the speed of adjustment in the East.  For most 

of the CEEC countries adjustment has taken a classic J curve form, with real output declining 

initially, in some countries very sharply, before recovering.  In many of the Eastern countries they 

are still quite a long way from being ready to accede.  In this respect, it is worthwhile reminding 

ourselves of the GDR experience: it was integrated extremely quickly and has enjoyed enormous 

support from (the former) West Germany, but is still on an adjustment transition. 

 

The final potential drag is possible conflict between widening and deepening European integration.  

Enlargement is clearly targeted at deepening.  The latter has moved a long way, with eleven Member 

States adopting the Euro in January 1999.  It will take an enormous step with the issue of Euro notes 

and coin and the withdrawal of national currencies in January 2002.  In principle, the new Members 

are eligible to join and at least in terms of the narrow Maastridt criteria, some could even bid for 

entry now!  There are bound to be transitional strains associated with currency unifications and these 

too could slow up the process of enlargement. 

 

 

2.6 Conclusions 

  

Enlargement is not a new phenomenon for the European Union, it has now gone through the process 

several times, increasing its membership from 6 to 15 in the process, almost doubling its population 

and increasing its diversity.  Notwithstanding this, the enlargement to the east is of a different order 

of magnitude.  It could increase the Union by a further 12 countries, increase its population by a 

further 40 per cent and increase its diversity dramatically. 

 

The political drivers behind enlargement are very powerful indeed and are likely to mean that some 

kind of enlargement will occur.  Exactly which countries will be first to accede, and when, is more 

difficult to say given the potential drag factors we have identified and the concurrent preoccupation 
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of the EU with monetary union.  Despite this uncertainty over exact timing, we need to evaluate the 

potential impact of enlargement on preferences and aid, which we do next. 
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CHAPTER 3 EU TRADE PREFERENCES 

 

3.1 Introduction 

 

Since the commitment of the original 6 Member States to the (then) EEC, almost fifty years ago, the 

Community/Union has striven towards a common set of trade policies.  It negotiates as a single 

entity within the WTO in setting MFN tariffs and other border measures.  It also negotiates as a 

single entity outside the WTO with regard to preferential access arrangements.  Any such 

arrangements which, by definition involve deviations from MFN rates are subject to WTO approval 

under Article XXIV of the GATT.  In practice, the hurdles which that Article has imposed are easily 

vaulted and the EU has negotiated dozens of preferential access agreements since the beginning of 

the 1960s right up to the present day.  This myriad of agreements has resulted in what has become 

known as the ‘pyramid of privilege’.  So extensive are the EU’s preferential arrangements that 

imports from only eight WTO Members are subject to MFN tariffs – Australia, Canada, Hong Kong, 

Japan, Korea, New Zealand, Singapore and the US.  Where a particular trading partner stands in this 

pyramid determines its access terms not only relative to MFN, but relative to others who benefit 

from one set of preferences or another.  Moreover, that position can alter through time as one 

agreement is superseded by another and as erstwhile non-members become members.  The purpose 

of this chapter is to review the evolution of the EU’s pyramid, the position of the CARICOM 

countries in it and any likely changes in their relative access arrangements following Eastern 

enlargement. 

 

 

3.2 EU Preferential Trade Agreements and Arrangements 

 

As noted above, since its creation, the EU has entered into a succession of preferential trade 

agreements or arrangements.  These have often been ‘demand driven’ in the sense that non-members 

have pressed for a negotiated agreement for fear of market exclusion; they have occasionally been 

‘supply driven’ in the sense that the EU has pressed negotiations to support broader foreign policy 

objectives; some have been contrived as stepping stones to accession; others are part of the EU’s 

trade and aid portfolio; some are single country agreements; most are multi-country.  In sum, there is 

no ‘off the shelf’ type of arrangement and the detail and components vary enormously. 
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Table 3.1 sets out Agreements and Arrangements currently extent and their membership.  

 

Table 3.1  EU Preferential Trade Agreements 

Agreement or Arrangement Countries 
European Free Trade Association Iceland, Liechtenstein, Norway, Switzerland 
Europe Agreements Bulgaria, Czech Republic, Estonia, Latvia, Lithuania, 

Poland, Romania, Slovakia, Slovenia 
Euro-Mediterranean Partnership Algeria, Cyprus, Egypt, Israel, Jordan, Lebanon, Malta, 

Morocco, Palestinian Authority, Syria, Tunisia, Turkey 
Cotonou Agreement Angola, Antigua and Barbuda, Bahamas, Barbados, 

Belize, Benin, Botswana, Burkina Faso, Burundi, 
Cameroon, Cape Verde, Central African Republic, 
Chad, Comoros, Congo, Cote d’Ivoire, Djibouti, 
Dominica, Dominican Republic, Equatorial Guinea, 
Ethiopia, Fiji, Gabon, Gambia, Ghana, Grenada, Guinea, 
Guinea-Bissau, Guyana, Haiti, Jamaica, Kenya, Kiribati, 
Lesotho, Liberia, Madagascar, Malawi, Mali, 
Mauritania, Mauritius, Mozambique, Namibia, Niger, 
Nigeria, Papua New Guinea, Rwanda, St. Christopher 
and Nevis, St. Lucia, St. Vincent and the Grenadines, 
Sao Tome and Principe, Senegal, Seychelles, Sierra 
Leone, Solomon Islands, Somalia, Sudan, Suriname, 
Swaziland, Tanzania, Togo, Tonga, Trinidad and 
Tobago, Tuvalu, Uganda, Vanuatu, Western Samoa, 
Zaire, Zambia, Zimbabwe.  

Trade, Development and Cooperation 
Agreement with South Africa 

South Africa 

Free Trade Area with Mexico Mexico 
Interregional Partnership Agreement 
with MERCOSUR 

Argentina, Brazil, Uruguay 

Generalised System of Preferences 146 Developing Countries 
Autonomous Tariff Measures Bosnia-Herzegovina, Croatia, Yugoslavia, Macedonia 
Partnership and Cooperation 
Agreements 

Russian Federation, Azerbaijan, Kazakhstan, 
Kyrgyzstan. Moldova, Ukraine 

Source: WTO (2001)  

 

The European Free Trade Association (EFTA) was formed by the Stockholm Convention in 1960 to 

contribute to ‘the harmonious development and expansion of world trade’.  Its original membership 

comprised Austria, Denmark, Norway, Portugal, Sweden, Switzerland and the UK.  A number of 

those countries are now full Members of the EU and several others have joined EFTA since that 

date.  It is now of limited economic importance.  However, its former weight in the European arena 

meant that it was in a position to negotiate bilateral free trade agreements (in manufactures) with the 

Union.  These subsequently become formalised in 1992 by the Treaty establishing the European 
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Economic Area (EEA), though even this does not include all four EFTA countries since Switzerland 

rejected the Treaty by referendum.  The purpose of the Treaty is to permit free movement of goods, 

services, labour and capital throughout the EEA.  In effect it makes the three EFTA countries ‘virtual 

members’ of the Union with, in principle, no difference in access arrangements for firms based in 

those countries and those in EU Member States. 

 

The rapid meltdown of central planning in Eastern and Central Europe provided the stimulus for the 

negotiation of the so-called Europe Agreements.  The first were signed with Czechoslovakia, 

Hungary and Poland (1991), with subsequent Agreements being concluded with Bulgaria, Estonia, 

Latvia, Lithuania, Romania, Slovenia, (and the Czech Republic and Slovakia following the 

dissolution of Czechoslovakia).  These agreements commit both sides to the complete elimination of 

tariff and non-tariff barriers on industrial products following a transition period of 10 years, with the 

transition being shorter for the EU than the CEEC state.  The Agreements also commit the CEECs to 

approximate the legal environment for corporate activity, IPR arrangements, phytosanitary, 

consumer protection, health and safety arrangements and so on, with the eventual aim being “… to 

provide an appropriate framework for the gradual integration into the Community…”.  Although as 

we saw in the previous chapter, no timetable is set, a number of the Associated States have already 

applied for membership.  In both economic and geopolitical terms the countries covered by the 

Europe Agreements are of far greater significance to the EU than any other group of countries 

subject to preferential arrangements a fact which is reflected in the speed and terms on which the 

agreements were concluded. 

 

Former States of the Soviet Union (FSSU) and of Yugoslavia (FSY) also benefit from a range of 

preferential access provisions.  With respect to the former, Partnership and Cooperation Agreements 

(PCAs) have been concluded with the Russian Federation, Azerbaijan. Kazakhstan, Kyrgstan, 

Moldova and Ukraine.  These permit both sides to offer MFN and national treatment subject to other 

RTAs and commitments to developing countries on preferences.  Quantitative restrictions on trade 

are ruled out, subject of course to the usual exceptions, (textiles and clothing, iron and steel, 

agriculture and so on).  Arrangements for FSY – Bosnia-Herzegovina, Croatia, the Federal Republic 

of Yugoslavia and Macedonia – are different again.  Here a range of (one way) tariff preferences 

have been granted, albeit on a limited range of products and subject to quotas and ceilings.   
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The final (in part) European agreement is the Euro-Mediterranean Partnership with Algeria, Cyprus, 

Israel, Jordan, Lebanon, Malta, Morocco, the Palestinian Authority, Syria, Tunisia and Turkey.  The 

objective of this is the creation of an Euro-Mediterranean Free Trade Area by 2010.  The 

Agreements provide reciprocal commitments on market access in industrial products to facilitate 

bilateral free trade, with some limited concessions on agriculture and fishery products.  As with the 

Europe Agreements, the transitional period is shorter for the EU than the partner countries. 

 

Where developing countries are concerned, the single most important preferential agreement of the 

last 25 years has been the Lome Convention.  This was first signed in 1975 and underwent 3 further 

renegotiations until the expiration of Lome IV in February 2000.  The Convention was a 

comprehensive trade-and-aid agreement between the EU and 71 African, Caribbean and Pacific 

states, the purpose of which was “… to promote and expedite the economic, cultural and social 

development of the ACP States and to consolidate and diversify their relations with (the Community 

and its Member States) in a spirit of solidarity and mutual interests..”, (Article 1 of the Lome 

Convention).  The same overall philosophy underlies the Cotonou Agreement, which replaces Lome.  

This Partnership Agreement provides for duty free access on industrial and processed agricultural 

imports from 70 of the ACP countries, (South Africa being subject to a separate, bilateral Trade 

Development and Cooperation Agreement), on a non-reciprocal basis.  This of course violates the 

MFN provisions of Article I of GATT, for which a waiver has been given until 2007.  After that time 

it is expected that Cotonou will be replaced by a new set of WTO compatible trading arrangements, 

which could for example take the form of a family of Regional Economic Partnership Agreements 

(REPAs).  In the meantime the EU has committed to further improving access for ACP countries, in 

particular for the 39 which are least developed countries (LDCs), granting duty free and quota free 

access on “essentially all products” from these countries by 2005 at the latest. 

 

Of course, the EU also offers preferential access to developing countries more generally through its 

Generalised System of Preferences.  This was first introduced by the EU in 1971 and its most recent 

version covers 146 developing countries.  Its product coverage includes processed agricultural 

products, fish, mining products and industrial products.  The GSP is far from straightforward and 

transparent, with preferences not only being differentiated by product and country, but also being 

subject to an element of conditionality.  With regard to product coverage, a system of ‘preference 

modulation’ applies.  Thus, for “very sensitive products”, (agricultural products, textiles and textile 

articles, iron and steel), the duty applicable is 85% of MFN duty; on “sensitive products”, 
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(agricultural products, chemicals, plastics and rubber products, leather goods, footwear, wood and 

wood products, paper, glass, copper appliances and motor vehicles), duty is 70% of MFN; and on 

“semi-sensitive products” the duty is 35% of MFN.  It is only on non-sensitive products that duty 

free access applies.  One exception to these are for the least developed who, in principle, benefit 

from duty free access on all industrial products and some agricultural products.  (It should be noted 

that these are of course exactly the same provisions for LDCs as pertain under Lome/Cotonou.)  The 

other exception is for those countries which have successfully applied to obtain the Community’s 

special incentive arrangements by adhering to a range of internationally recognised core labour 

standards, (see WTO 2001). 

 

The agreements/arrangements outlined above cover all of those which apply in a pani-European 

context as well as those which apply to developing countries is general.  As can be seen from Table 

3.1 a range of recent RTAs have been/are being concluded with Latin American countries.  It should 

also be noted that Mutual Recognition Agreements (MRAs) have also been concluded with a number 

of OECD countries, (Australia, Canada, New Zealand and the US).  These are essentially reciprocal 

commitments on a range of standards and regulations. 

 

 

3.3 The Pyramid of Privilege 

 

The EU has, since the early 1960s had preferential access arrangements in place for at least some 

countries.  Through time, the number of countries covered has grown inexorably, to the extent that 

there are only 8 countries globally to which full MFN applies.  These, together with a handful of 

other state trading countries constitute the population of trading partners to which some form of 

preferential arrangement applies.  The growth in bilateral/multilateral preference arrangements is 

quite extraordinary and is linked both to the growth of the Union and the spread of regionalism in the 

world economy (see Bhagwati, Greenaway and Panagariya, 1998).  As the EU’s range of agreements 

has proliferated, so too has the number of tiers in its pyramid of privilege, as shown in Figure 3.1.  

10 years ago, there would have been half as many tiers, with no EEA, Euro-Mediterranean 

Agreements, Europe Agreements or Partnership and Cooperation Agreements.  Moreover, if the 

height of the pyramid symbolises the degree of preference over MFN, it would have been a taller 

pyramid and the Lome countries would have been at the apex, just below EFTA countries.  In the 

1990s, a further round of multilateral trade negotiations were concluded, with across the board cuts 
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in MFN tariffs, which inevitably resulted in further preference erosion.  Alongside this, the geo-

political map of Europe has been completely redrawn, with the result that the EU’s near neighbours 

to the East and South now sit at the apex of the pyramid.  Thus, from an ACP standpoint, Lome-

Cotonou preferences are now worth somewhat less than they once were, both relative to MFN and 

relative to other preference receiving countries which, have climbed above them in the pyramid. 

 

Figure 3.1  The Pyramid of Privilege in 2001 
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The other characteristic of EU Preferences which is worthy of note is their growing complexity and 

opacity.  As they have become more pervasive and extensive, so they have evolved into what 

Bhagwati aptly describes as ‘the spaghetti bowl’, as set out in Figure 3.2.  With more and more 

agreements being concluded, it is likely that this interwoven set of agreements and arrangements will 

become even more densely packed. 
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Figure 3.2  The European Spaghetti Bowl 
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3.4  Enlargement and EU Trade Policies 

 

As we have seen, current plans for further enlargement of the EU continue a long run process which 

began in the early 1970s and has seen the number of Members States almost triple in 30 years.  

Successive enlargements have resulted in a much more diverse Community than existed with the 

original 6, particularly with the integration of the Mediterranean Members.  However the anticipated 

enlargement east will increase diversity by an order of magnitude.  Depending upon how far it goes, 

it could increase the Union’s population and land mass by around a third, decrease average per capita 

income by around one sixth and increase the number of Member States involved in decision making 

by a further 12.  Notwithstanding some long standing historical links between some existing Member 

States and many potential entrants, (for instance through the Austro-Hungarian Empire), this could 

result in a massive change in the EU’s domain, bringing with it a substantial increase in complexity 

and diversity.   

 

WTO commitments and multilateral liberalisation 

 

Since its creation the EU has participated actively in multilateral trade negotiations (MTNs), 

including most recently the Uruguay Round.  The latter was protracted, ultimately lasting 7 years.  

This was partly because of the record number of countries involved in the negotiations and partly 

because of the sheer breadth of negotiating issues.  Many commentators have argued that it was also 

partly due to the fact that the two major superpowers, the EU and US, were more interested in 

regional developments: the Single Market Programme and NAFTA respectively.  Despite 

protestations to the contrary, there is some credence to this view, especially where the EU is 

concerned.  A successful Single Market Programme was ultimately more important to the European 

Commission than a successful Uruguay Round, for the simple reason that the former was critical to 

reviving the momentum behind integration in Europe, which had manifestly flagged, the latter was 

not.  Indeed, the Uruguay Round was seen by many as providing a potential threat to cohesion 

insofar as significant areas subject to protection, agriculture and textiles and clothing in particular, 

were candidates for liberalisation. 

 

Publicly the Commission remains committed to the launch of a further Round of MTNs.  Thus the 

conclusions from the Stockholm Council in March 2001 stated: 
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“An open and strong system of multilateral trade rules provides the best 

basis for enhancing the contribution of external trade to the Union’s 

strategic goal.  The Community should pursue its active role in order to 

achieve consensus on the launch of a new inclusive round of multilateral 

trade negotiations ….. at the WTO Ministerial Conference in Doha ….. 

November 2001.  This new round should respond to the interests of all 

WTO members in particular developing countries ….” 

 

With regard to the latter the EU’s target is the so-called “everything but arms” initiative whereby the 

48 least developed countries can export to the major markets, including the EU, free of tariffs and 

quotas on all products except the arms trade.  (If implemented, this policy would impact on ACP 

countries, but not CARICOM.) 

 

No doubt the EU will support the initiative for a new round at the Doha Ministerial.  But, it is 

important to remember that only 8 of the EU’s trading partners, (albeit some of the most important) 

are subject to full MFN access arrangements; that, as at Seattle, the EU (like the US) will arrive in 

Doha with a shopping list which includes labour standards and environmental standards; and that if a 

round is indeed initiated, it will be being negotiated at the same time as the Commission is 

preoccupied with enlargement.  As with the Single Market Programme and the Uruguay Round, 

enlargement is likely to take priority. 

 

Preferential trading arrangements 

 

The range and scope of the EU’s bilateral and minilateral trade agreements is such that almost all of 

its trading partners are subject to one form of preferential agreement or another.  Revealed 

preference suggests that increasingly this is the European Commission’s preferred way of doing 

business: negotiate FTAs and PTAs on a bilateral basis rather than a multilateral basis.  This would 

not really matter if FTAs/PTAs were unambiguously a stepping stone to free trade.  It is unlikely that 

this is in fact the case given the complex criss-crossing of arrangements and the resulting 

complications associated with rules of origin, a phenomenon described by Bhagwati (1995) as the 

‘spaghetti bowl’.  This results when PTAs criss-cross and innumerable tariff rates become applicable 

depending upon arbitrarily-determined and frequently a multiplicity of sources of origin, with the 
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result being a preference ridden world which is opaque and discriminatory rather than transparent 

and non-discriminatory, (see Figure 3.2). 

 

Enlargement is unlikely to result in the EU becoming less bilateral and more multilateral, in fact, 

quite the contrary is likely to be the case.  Among the consequences for external trade policy for 

enlargement are: 

• more EU agencies involved in policy formulation and implementation 

• a greater diversity of community interests to be served 

• a greater proportion of total EU trade being intra-trade, not only due to the static effects of 

enlargement, but also due to gravity effects 

• further erosion of the benefits of pre-existing preferences as a consequence of a larger number of 

countries benefiting from duty free access and lower MFN tariffs 

• Potential trade diversion in some areas. 

 

There is unlikely to be any explicit change in European FDI policies as such following investment.  

Nonetheless, one can expect to see an increase in EU FDI in the East.  In the late 1980s, European 

investment in the CEECs was trivial, amounting to around 20 million ECU.  By the mid-1990s this 

had risen to 5 billion ECU, or around 12 per cent of total outward investment.  Previous 

enlargements have been associated with a surge in inward investment and the likelihood is that 

convergence towards European standards will reinforce the attractions of proximity and growing 

labour market flexibility to make the new entrants even more attractive as hosts. 

 

 

3.5 Conclusions 

 

The EU has concluded a large number of preferential trading arrangements with a large number of 

countries.  Indeed, so pervasive have such arrangements become that only 8 trading partners access 

the EU market at MFN tariff rates.  Exports from the CARICOM countries have of course entered 

the EU market on preferential terms under the Lomé arrangements.  Over the last decade the value of 

these preferences have declined, partly due to the effects of multilateral trade liberalisation, but more 

importantly as a consequence of changes in the relative position of the ACP countries in the pyramid 

of privilege.  Although the ‘everything but arms’ initiative seems attractive, it is of course hedged 
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with qualifications and restrictions.  Thus, looking to the future, it is unlikely that CARICOM 

countries can expect a significant improvement in their relative position in the pyramid of privilege.  
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CHAPTER 4   EU AID POLICIES 

 

4.1 Introduction 

 

Unlike trade and investment policies where the Commission has overall responsibility for 

negotiating and implementing common policies, aid policies are (at least) two tier.  The EU does 

have an overall framework, though responsibility is actually divided across two Directorates, 

(External Relations and Development).  It does not quite have a single budget with around half from 

the EU Budget, a third from the European Development Fund (EDF), and most of the remainder 

from the European Investment Bank (EIB), but EU commitments and disbursements are quite 

separate from those of the individual Member States.  In other words, some European aid is 

administered by the Commission on a bilateral/multilateral basis and some by the Member States.  In 

fact of the total European disbursements, less than one fifth is administered by the Commission.  

Collectively the individual Member States are far more important donors than the EU as an 

“individual” donor.  Thus, in 2000, official development flows from the Commission amounted to 

almost $5 billion, whereas those of the individual Member States exceeded $25 billion.  (Together 

they accounted for almost 60% of all Development Assistance Committee (DAC) commitments.)  

Despite this contrast, our focus in this Report will be on EU aid flows rather than those of the 

individual Member States.  The former is driven by the Union’s development policy, and should 

therefore be subject to a greater degree of collective decision making, whereas the latter is driven by 

the more (nationalistic) priorities and historical links of individual states.   

 

 

4.2 The Shifting Focus of EU Aid 

 

As a distinct entity the importance of the EU as a donor increased in the 1990s.  At the start of the 

decade it was the sixth largest donor, by the end it was fourth largest, after the US, Japan and 

Germany, in that order (see Table 4.1). 

 

At the start of the 1990s over 90% of EU aid was Official Development Assistance (ODA) and 10% 

Official Aid.  By the end of the decade these proportions had changed to 65% and 35%.  As Table 

4.2 shows, this reflects a dramatic change in the direction of EU aid over the decade.  At the end of 

the 1980s the ACP countries were overwhelmingly the most important recipients of EU aid, 
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accounting for around two thirds of total disbursements.  At that time, the then centrally planned 

CEEC and NIS countries received no official aid whatsoever.  More or less the same ordering 

applied to the ‘pyramid of privilege’ in aid as in trade: ACP countries were close to the top, FSSU 

countries were firmly at the bottom.  As we saw with trade preferences, the ending of the Cold War 

and subsequent shift to more market oriented economies changed the EU’s geo-political focus 

dramatically as resources were ploughed into the CEEC economies to accelerate and support the 

transition.  Initially this took the form of support to Poland and Hungary through PHARE, (Poland 

and Hungary Assistance for Economic Restructuring) launched in 1990.  Its eligibility was quickly 

extended to Bulgaria, the former GDR, Romania and the former Yugoslavia.  Through the mid 1990s 

it was extended further to incorporate Albania, Estonia, Latvia, Lithuania, Slovenia, Croatia and 

Bosnia-Herzegovina.  There is in fact now a direct linkage between PHARE and the Europe 

Agreements.  PHARE was originally established as a technical assistance fund, with resources 

coming direct from the EU budget.  Following the Essen Summit in 1994, it explicitly became linked 

to the pre-accession preparations of the CEEC states.  In other words, PHARE has become the 

financial instrument which facilitates enlargement. 

 

The linkage of PHARE to accession is in itself a source of concern from the perspective of non-

European recipients of EU aid, for the simple reason that there will be strong pressures for these 

budgets to rise rather than fall to maximise the prospects for successful enlargement.  This is likely 

to mean that budgets for non-EU recipients, which have declined in the 1990s, could decline further.  

In fact there are even greater grounds for pessimism since PHARE is not the only window through 

which pre-accession aid will be disbursed.  In 2000, two new windows were opened, ISPA and 

SAPARD.  The former is the Instrument for Structural Policies for Pre-Accession.  It will disburse 

€1 billion per annum from 2000 – 2006 to support infrastructure and environmental improvements in 

the transitional economies.  It will be complemented by the Special Accession Programme for 

Agriculture and Rural Development, which will have €0.5 billion per annum for 6 years to facilitate 

structural adjustment in the agricultural sector.  A further complicating factor is that these will be the 

responsibility of separate Directorates and of course different Directorates to other parts of the aid 

budget! 
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Table 4.1  Net Official Development Assistance Flows in 2000 

     Provisional Data 

 2000 
ODA     ODA/GNP 

Real Percent 
change 1999 

Real Percent 
change 1999 

1999 
ODA    ODA/GNP 

Real Percent 
change 1998 

 USDm % (1) to 2000 (2) to 2000 (2) 
excluding 

countries no 
longer 

eligible for 
ODA (3) 

USDm % (1) – 1999 (2) 

Australia  995 0.27 9.3 9.4 982 0.26 -1.5 
Austria  461 0.25 -0.1 0.3 527 0.26 19.6 
Belgium 812 0.36 21.7 21.7 760 0.30 -11.1 
Canada 1 722 0.25 -2.2 -2.2 1 699 0.28 -1.9 
Denmark 1 664 1.06 7.3 7.3 1 733 1.01 2.9 
Finland 371 0.31 0.1 0.1 416 0.33 9.1 
France 4 221 0.33 -13.9 -2.1 5 637 0.39 2.3 
Germany 5 034 0.27 5.9 6.5 5 515 0.26 2.2 
Greece 216 0.19 28.7 28.8 194 0.15 8.9 
Ireland 239 0.30 7.3 7.3 245 0.31 25.2 
Italy 1 368 0.13 -14.3 -14.2 1 806 0.15 -18.4 
Japan 13 062 0.27 -17.9 -18.2 15 323 0.35 27.1 
Luxembourg 116 0.70 9.1 9.1 119 0.66 8.3 
Netherlands 3 075 0.82 10.0 14.4 3 134 0.79 5.6 
New Zealand 116 0.26 -0.4 -0.1 134 0.27 4.2 
Norway 1 264 0.80 -9.6 -9.6 1 370 0.91 0.5 
Portugal 261 0.26 6.7 6.7 276 0.26 7.7 
Spain 1 321 0.24 8.3 8.3 1 363 0.23 0.7 
Sweden 1 813 0.81 22.3 22.4 1 630 0.70 7.2 
Switzerland 888 0.34 0.1 0.1 984 0.35 13.0 
United Kingdom 4 458 0.31 35.6 35.7 3 450 0.24 -10.6 
United States 9 581 0.10 2.7 2.2 9 145 0.10 2.5 
        
TOTAL DAC 53 058 0.22 -1.6 -0.2 56 442 0.24 6.5 
        
Average Country Effort 
 

0.39    0.39  

Memo Items        
1. European 
Commission 

4 876  12.6 12.6 4937  -0.6 

2. EU countries 
combined 

25 431 0.33 6.4 9.8 26805 0.32 -0.4 

3. G7 countries 39 446 0.19 -4.8 -3.3 42575 0.21 7.3 
4. Non-G7 
countries 

13 612 0.46 8.3 9.2 13867 0.44 4.3 

(1) DAC Members are progressively introducing the new System of National Accounts. 
This is leading to slight upward revisions of GNP, and corresponding falls in reported ODA/GNP ratios. 

(2) Taking account of both inflation and exchange rate movements. 
(3) Aruba, French Polynesia, Gibraltar, Korea, Libya, Macao, the Netherlands Antilles, New Caledonia, 

Northern Marianas and the Virgin Islands transferred from Part I of the DAC List of Aid Recipients 
(ODA recipients) to Part II of the List (Official Aid Recipients) on 1 January 2000 – see Annex 1 for 
complete List. 
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Table 4.2  Regional Distribution of Official Development Assistance (ODA) and Official Aid (OA) (commitments m ecu) 

 

 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1998 1999 
 
Official development assistance (ODA) 

         

Total 2553 3855 4176 3299 2633 4156 5143 5399 5966 5658 4595 4633 
ACP 1141 2632 2869 1994 1362 2123 2765 2774 3514 2599   
South Africa 17 19 30 25 31 58 81 91 103 125   
Asia 140 257 226 426 317 383 470 504 451 696   
Latin America 160 156 159 210 222 286 338 401 390 486   
Med & Middle East 401 149 309 511 386 1133 655 711 757 869   
CEECs - 0 1 36 66 30 373 695 407 427   
NIS - - - - - 19 91 38 130 154   
Global unallocable 704 643 582 96 249 124 370 185 213 301   

 
Official aid (OA)             
Total 0 2 20 16 622 1411 1454 1448 1349 1685 2174 2658 
CEECs - 2 0 15 617 815 866 893 886 1018   
NIS 0 0 20 0 5 596 588 554 463 667   

 
Total ODA + OA 2553 3857 4196 3315 3255 5567 6597 6847 7315 7343 6769 7291 
Share of CEECs + NIS (%) 0 0 0.5 1.5 24.1 26.2 29.1 31.2 25.6 30.1 >32.1 >36.5 
Share of ACP (%) 44.7 68.2 68.4 60.2 41.8 38.1 41.9 40.8 48.0 34.4   

 

Source: Adapted from Cox and Koning (1997) and OECD (2001) 
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Table 4.2 also picks out a line labelled NIS.  This is aid disbursed to the so-called newly independent 

states under the TACIS, or Technical Assistance Programme for the former republics of the Soviet 

Union.  This was launched in 1991 and now provides grant-financed technical assistance to 13 states 

of Central Europe and Eastern Asia (Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgystan, 

Moldova, Mongolia, Russia, Tajikistan, Turkmenistan, Ukraine and Uzbekistan).  As can be seen 

from Table 4.2 this has grown in importance in the 1990s and is now equivalent to over 40% of the 

total aid received by ACP countries. 

 

 

4.3 ACP Aid Under Lomé and Cotonou 

 

As Table 4.2 shows, the ACP share of total EU has declined dramatically over the last decade and its 

absolute value has also fallen.  Given the contemporaneous increase in aid to central and eastern 

Europe, it is difficult to argue that there has not been some ‘aid diversion’.  Moreover, as we have 

argued above, the likelihood of further diversion cannot be ruled out.  Under the Cotonou 

Agreement, the EU has made aid commitments which it claims will increase disbursements 

significantly and reverse the declining trend of recent years.  Specifically it has identified €13.5 

billion of new EDF allocations and committed €9.9 billion of overhanging EDF resources.  In 

addition €1.7 billion of the EIB’s own resources are to be made available.  Over the next 7 years this 

adds up to €25.1 billion or (on average) €3.6 billion per annum. 

 

It is also intended that the disbursement mechanisms will be rationalised such that aid will be 

administered more efficiently and deployed more effectively.  Thus EDF resources will be 

channelled through just two instruments – grants and risk capital; resources will not be frozen into 

particular projects, giving greater flexibility in their use; regular reviews of developments and 

performance will occur; a rolling planning cycle will be put in place. 

 

 

4.4 Enlargement and EU Aid 

 

Commitments to aid flows under Cotonou have then been made, but of course, given the income per 

capita of most Caribbean economies, this is unlikely to be a major source of external finance going 
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forward.  Putting that to one side, we should ask the question, is it possible that enlargement could 

lead to further aid diversion?  As we have seen earlier, it is likely that some diversion has taken place 

already with the re-orientation of resource flows towards Eastern Europe.  Will that cease with 

accession of these countries? 

 

In principle, enlargement should have no direct impact on aid allocations and disbursements.  In 

practice however it could.  Table 4.3 sets out the impact of successive enlargements on per capita 

GDP in the EU and as can be seen, enlargement to 26 would reduce average per capita GDP 

significantly.  Table 4.4 drives through the point further by focusing on the proportion of the 

population eligible for assistance under structural funds.  With enlargement, this proportion increases 

dramatically, especially where those in so-called Objective 1 areas are concerned.  The key point 

here is that much more by way of resources will be required for “intra-EU aid”.  To meet these 

demands whilst maintaining commitments to external aid will require increased taxation of Member 

States in general and the richer Member States in particular.  If increased tax revenues at the 

European level are not forthcoming then other budgets, including the external aid budget will be at 

risk.  

 

There is also an important interaction with plans for monetary union which it is important to 

recognise.  Adoption of the single currency and a single monetary policy removes a potential 

instrument of adjustment from Member States’ national governments, namely the exchange rate.  

Faced with asymmetric shocks and/or differential growth rates Member States will have to rely more 

heavily on labour market adjustment.  Sluggish adjustment, due to differences in institutional 

arrangements or limited mobility of labour between Member States will lead to differences in 

unemployment between States.  If such differences become protracted, that in turn will put more 

pressure on demand for regional and structural funds.  As with enlargement, this either needs to be 

met from increased taxes or from redistributions from other budgets. 
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Table 4.3  Impact of Successive Enlargements of the EU 

 
(based on 1995 
data) 

Increase in 
area 

Increase in 
population 

Increase in total 
GDP (in 

purchasing 
power parities) 

Change in per 
capita GDP 

Average per 
capita GDP 

(EM6 = 100) 

EUR 9/EUR 6 31% 32% 29% -3% 97 
EUR 12/EUR 9 48% 22% 15% -6% 91 
CUR 15/EUR 12 
including 
German 
unification 

43% 11% 8% -3% 89 

EUR 26/EUR 15 34% 29% 9% -16% 75 
Table 4.4  Changes in the Population Eligible for Assistance Under Structural Funds 

 

(based on 1995 
population 

figures) 

Eligible 
population (in 
thousands) 

Eligible 
population as % 

(EU=100) 

Objective 1 
population (in 
thousands) 

Objective 1 
population as % 

(EU=100) 
EUR 12 

1989 
140 600 43.3 69 700 21.4 

EUR 15 
1995 

185 600 49.8 94 000 25.2 

EUR 26 
2000 + 

291 400 60.9 199 800 41.7 

 

 

4.5 Conclusions 

 

The EU has grown in importance as a distinct source of aid during the 1990s.  At the same time there 

has been a dramatic shift in the direction of this aid.  As with preferences, the ACP countries were 

close to the top of the ‘pyramid’ at the end of the 1990s.  During the last decade however the CEEC 

countries have moved rapidly up the rank order from receiving no EU official aid to accounting to a 

similar share as received by the ACP countries. 

 

Given that the ACP share and absolute amount of EU aid has fallen over the last decade, it is 

difficult not to believe that there has been some ‘aid diversion; caused by the EU’s shift in geo-

political focus and the derive to support the transitional economies on its eastern borders.  Despite 

the commitments under Cotonou, the likelihood of further diversion to the CEEC economies cannot 
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be ruled (especially for the higher per capita income ACP countries).  The budgetary pressures 

associated with structural adjustment following enlargement, especially given monetary union, may 

constrain the EU’s ability to maintain commitments to external aid. 
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CHAPTER 5 TRADE AND INVESTMENT EFFECTS OF PLANNED 

ENLARGEMENT 

 

5.1  Introduction 

 

This chapter focuses on the available evidence on the likely quantitative effects of EU enlargement 

on trade and investment both in- and outside Europe.  The studies reported on are not ones that have 

focussed on the trade effects on specific countries and products, especially ones that are of 

immediate or direct reference to the CARICOM countries.  These studies do, however, help to build 

up an analytical framework with which to focus on the specific interests of the Caribbean region.  

They also provide helpful quantitative estimates of the aggregate trade and investment effects, which 

can be used as reference points for the CARICOM-centred analysis in the next chapter.  

 

The remainder of the chapter is organised as follows.  In section 5.2 the potential aggregate and 

sectoral effects of enlargement on intra-European trade are considered.  This is followed in section 

5.3 by a review of the evidence on the potential impact of EU enlargement on extra-European trade.  

We turn in the next section (5.4) to an assessment of the expected foreign investment creation and 

diversion effects of enlargement.  Finally the conclusions of the chapter are set in section 5.5. 

 

 

5.2  Potential Effects on Intra-EU Trade  

 

A process of economic liberalisation and transition has been underway in Eastern Europe since the 

late 1980s, and this combined with the specific trade-creating and diverting effects of the preferential 

trade liberalisation associated with the Europe Agreements has already brought about a substantial 

reorientation of the potential Eastern members’ trade towards the EU.  With a few specific 

exemptions and time periods, exports to the EU from the countries of Central and Eastern Europe 

(CEECs) since transition have consistently grown at faster rates than total exports to the EU.  For 

example Polish exports to the EU have doubled during the 1990s, while total exports to the EU grew 

by less than one third.  For many of the CEECs the share of imports from the EU was now well in 

excess of 60%.  This reorientation towards trade with DME’s in general and EU specifically has also 
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brought about substantial structural change in trade.  Brenton (1999) shows that products that 

comprised a large share of the CEEC’s exports to the EU in 1988 now contribute much less.   

 

Given that the tariff liberalisation (in industrial products in particular) with ‘Eastern’ signatories of 

Europe Agreements is nearly complete, it is legitimate to ask whether ‘Eastern’ enlargement will 

induce substantial further increases in intra-European trade.  Concentrating here on trade-creation 

rather than diversion issues which are discussed in later sections, there are a number of possible 

sources of further trade growth.  Firstly, the process of trade re-orientation associated with transition 

to market economies may not be complete.  Secondly the exclusion of certain ‘sensitive’ sectors thus 

far from the process of intra-European trade liberalisation may have restricted trade creation in these 

sectors, and there is significant trade potential to be developed in these sectors.  Thirdly there is the 

issue of the ‘Eastern’ countries accession to the Single Market, and the associated removal of less 

visible trade barriers such as technical barriers to trade.  The last of these three possible effects is 

most difficult to quantify.  There has however been some empirical assessment of the first two 

possible effects. 

 

Gravity model predictions of aggregate trade potential and trade in sensitive products 

 

Gravity models of bilateral trade flows have been fairly widely used to assess divergences between 

actual and potential trade flows in a number of trade policy contexts, including in analysing the trade 

potential of transition economies (e.g. Wang and Winters, 1994; Baldwin, 1994).  The gravity model 

explains the level of trade between two trading partners in terms of pull and resistance factors; the 

pull of their respective incomes and population and the resistance to trade from distance (and 

associated transport costs) and other policy and natural barriers to trade.  If the model explains a high 

proportion of the actual variation in the trade between EU and all its trading partners, then it can be 

used to investigate whether the EU’s trade with the CEEC countries is small compared with EU’s 

‘normal’ trade in total or in specific products. 

 

Wang and Winters (1994) and Baldwin (1994) estimate a gravity model for EU trade with western 

DMEs, and then use the estimated model to predict ‘normal’ trade with the transition economies 

using actual incomes of, and distances between the EU and transitional economies.  They then 

compare the actual with the predicted flows, and use the divergence between the two to predict large 
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increases (up to five fold) in 1985 trade levels.  Although, as we report above, there has been a large 

increase in EU- CEEC trade post- the late 1980s, it has not been as large as predicted by this gravity 

model analysis.  There is either substantial further scope for EU- CEEC trade expansion from the 

further transition of the CEEC economies, or the predicted trade expansions are over-estimated.  

More recent work by Brenton and Gros (1995) and Brenton (1999) suggests the latter.  They argue 

that inappropriate measures of GDP were used for the CEEC countries to predict (which upwardly 

biased) the potential trade estimates.  For their re-estimated model they conclude that the re-

orientation of the CEEC’s trade has already taken place in general and that there is not large 

increases in total intra-Europe trade to be anticipated from this source. 

 

It is widely viewed that the CEECs are relatively well endowed with unskilled labour, and have a 

comparative advantage in a European context at least in sectors that require relatively intense use of 

unskilled labour (and physical capital) such as steel, textiles and clothing, footwear and chemicals.  

These have traditionally been treated as sensitive sectors in high income industrial countries 

including the EU, and been subject to special protective regimes or greater use of contingent 

measures such as anti-dumping actions.  Even if total EU- CEEC trade is broadly in line with 

‘normal’ levels, it is possible that trade in these specific sensitive products is well below its potential 

level.  There is evidence for instance that exports of sensitive (industrial and agricultural) products 

from the CEECs to the EU have not increased in general post-transition.  This has encouraged some 

commentators to conclude that it is trade barriers that are restricting the CEEC’s scope to exploit 

their comparative advantage.  Indeed Vittas and Mauro (1997) reach a similar conclusion on the 

basis of the gravity modelling methodology described above and applied to disaggregate/sector level 

trade flows.  But Brenton (1999) doubts the empirical robustness of this conclusion, and argues that 

since the only substantive remaining barrier to CEEC industrial exports to the EU are the contingent 

protection measures he does not feel that EU enlargement would cause a major increase in sensitive 

products. 

 

CGE evidence 

 

There are in fact methodological problems in applying gravity models to disaggregated trade flows, 

and it is therefore useful to consider evidence on the intra-European trade effects of enlargement 

based on alternative methodologies.  Computable General Equilibrium (CGE) modelling evidence is 
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available.  This evidence is also in general consistent with the earlier conclusions about the limited 

additional trade intra-Europe affects to be expected from formal accession to the EU (e.g. Baldwin, 

Francois and Portes, 1997).  Indeed given the relative sizes of the existing EU membership and 

potential members (with all of the CEEC countries equivalent to about 5% of the EU’s GDP), the 

relative importance of the other’s markets in each’s trade (with the CEEC accounting for about 5% 

of the EU’s exports and the EU for about 50-60% of the CEEC’s), the prior liberalisation of intra-

European trade barriers, and given that accession would involve significant tariff adjustment by the 

CEEC’s (cutting the overall tariff, but lowering the average industrial tariff and raising of the 

average agricultural tariff) and minimal adjustment of the EU CET structure, it will not be surprising 

that the larger trade, welfare and restructuring effects will be experienced by the joining rather than 

the existing EU members. 

 

Table 5.1  Estimated GDP Effects of Enlargement  

(% change) 

 
  Partial Enlargement Full Enlargement 
European Union 0.0% 0.1% 
Hungary 3.1% 3.6% 
Poland 2.9% 2.9% 
Other CEA -0.1% 5.1% 
North America -0.1% -0.1% 
Former Soviet Union -0.1% -0.1% 
Other OECD -0.1% -0.2% 
Rest of World 0.0% -0.1% 
Source: Francois and Rombout (2001) 

 

Francois and Rombout (2001) conduct the following ‘enlargement experiments’ in the context of a 

multi-region/multi-product CGE modelling exercise which: - 

(i) harmonises enlarged EU border trade barriers to estimated post- Uruguay Round 

levels for current EU membership 

and  (ii) extends EU (15) CAP prices to Eastern agricultural sector, but not subsidies 

and (iii) sets services barriers (estimated tariff equivalents) at current estimated levels 

and (iv) partially enlarges the EU, with Poland and Hungary joining 

or (v) fully enlarges the EU, with all CEA (Central European Associates) joining. 
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Table 5.1, which reports on the welfare/GDP effects of the partial and full enlargement experiments, 

confirms the priors that in relative terms enlargement considerably benefits the potential members 

and that the impact effects on non-joiners (even the existing EU) is very small.  (Note of course that 

this is from narrow trade policy effects, and abstracts from any induced impacts on technology 

transfer or the spatial distribution of investment.)  As a consequence the estimated trade flow impacts 

are also concentrated on the candidates for EU membership.  Table 5.2 reports the aggregate import 

effects and the detailed export effects for only the EU and the CEA countries.   

 

Table 5.2  Estimated EU and CEA Trade Effects of Full Enlargement 

      (% change) 

 
 EU Hungary Poland Other CEA  
Total imports 0.2% 8.3% 13.3% 23.9% 
Exports of:     
Wheat 0.7% 8.2% -34.0% -31.8% 
Other Grains -1.0% 105.5% -58.8% 17.3% 
Vegetables, Fruit, Nuts 1.4% -9.8% -27.4% -22.0% 
Oilseeds 1.0% -47.1% -45.0% -10.9% 
Beet and Cane Sugar 2.4% -62.1% -34.3% 12.4% 
Other Crops 1.2% -15.5% -33.5% -20.3% 
Bovine Animals  -20.9% 225.5% 383.3% 352.9% 
Other Animal Products 3.4% -49.3% -81.4% -28.6% 
Raw Milk 0.1% -23.8% 539.7% 341.1% 
Bovine Meat -2.5% 289.1% 457.5% 337.9% 
Other Meat 2.4% -35.9% -70.6% -21.1% 
Dairy -4.7% 10.9% 719.0% 236.7% 
Processed Sugar -0.2% -67.1% -13.1% 82.2% 
Other Processed Food  0.6% 5.8% 11.4% 5.8% 
Extraction -0.1% -3.6% 1.7% -5.4% 
Tobacco and Beverages 1.4% 6.3% 49.7% 78.7% 
Textiles 1.1% 7.1% 10.4% 12.5% 
Clothing & Leather 1.2% -2.3% 2.9% 44.8% 
Furniture and Lumber 1.4% 0.9% -6.7% -14.2% 
Petroleum Products 0.5% -2.0% 0.8% -1.6% 
Chemicals  0.3% -2.9% 1.0% -1.6% 
Iron and Steel 0.3% -5.8% -8.2% -1.9% 
Non-Ferrous Metals  0.1% -3.9% -3.6% 1.7% 
Motor Vehicles -0.1% 19.7% 51.8% 91.4% 
Other Manufactures 0.7% -2.0% -5.5% -9.8% 
Electrical Machinery -0.1% 10.5% -6.0% 32.7% 
Utilities 0.7% -9.6% -11.9% -20.2% 
Construction 0.8% -11.1% -8.5% -16.2% 
Trade and Transport  0.0% -7.7% -4.7% -14.8% 
Business Services 0.0% -15.5% -13.9% -26.7% 
Other Services -0.2% -14.6% -15.7% -19.0% 
Source: Francois and Rombout (2001) 
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The large percentage upward and downward export adjustments are predicted for the CEA countries, 

and not the EU.  (The relatively small trade effects for other outside countries are identified and 

discussed in the next section.)  There are, however, more substantial effects for specific sectors, both 

in CEA and EU exports.  This is evident in the most sensitive of sectors, namely agriculture.  

Although there are specific sectors where CEA exports fall substantially, there are some dramatic 

predicted increases in CEA agricultural exports - other grains (Hungary), bovine animals and meat, 

raw milk (except Hungary), and diary.  This is mirrored in large predicted falls in EU exports in 

some sectors, but as discussed later does also come at the expense of extra-regional exports in some 

cases. 

 

The scale of the intra-European agricultural trade effects identified in these results does make it clear 

why there is a problem of EU enlargement with the current CAP or with it being extended on present 

terms to the new members.  There are however also some noticeable, albeit less extreme, trade 

effects in manufactures that come out of the CGE predictions.  The effects on EU exports are 

however relatively small, and often positive.  Indeed, this when combined with the substantial 

predicted increases in some specific CEA manufactured exports (e.g. motor vehicles, textiles and 

clothing), encourages one to anticipate that there will be some third country and external trade 

relations issues generated by enlargement. 

 

 

5.3  Potential Effects on Extra-EU Trade 

 

The impact of enlargement on the trade flows of outside countries could be affected by a number of 

direct and indirect influences.  These include: - 

1) induced changes in the terms of trade of EU and non-EU countries 

2) induced changes in the incomes of EU and non-EU countries 

3) changed export opportunities in the new EU members associated with changes in their 

external tariff 

4) reduced export opportunities in the existing and new EU countries through diversion of trade 

from outside countries. 
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As we have seen enlargement matters greatly to the candidate countries.  Both the terms of trade and 

direct output effects (see Table 5.1) of even full enlargement are minimal outside of the CEA 

countries.  Outside of the EU zero or –0.1% changes in output and the terms of trade are predicted by 

the CGE modelling work reported on in the previous section.  As Table 5.3 reports, this results in 

very small changes (-0.1 à -0.3%) in the total value of imports in the outside countries.  Inside the 

region there is a small positive overall effect of enlargement on the total size of EU (existing 

members) imports (+0.2%).  The big benefits of the output and terms of trade effects are to be found 

in the size of the CEA market for imports.  As reported earlier (Table 5.2) double digit expansion of 

imports is predicted for these countries, with even further scope in the longer term if there was 

sustained convergence of the new members to the EU average per-capita income.  Given the large 

population increment to the EU associated with Eastern enlargement, these longer term effects on the 

potential size of the EU export market for extra-regional suppliers are likely to dwarf the direct 

effects of enlargement associated with tariff adjustments. 
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Table 5.3  Estimated Impact of Full Enlargement on Outside Countries 

      (% changes) 

 North 
America 

Former Soviet 
Union 

Other OECD Rest of 
World 

Total imports -0.2% -0.1% -0.3% -0.2% 
Exports of:     
Wheat 0.1% 1.7% 0.3% 0.5% 
Other Grains -0.3% -4.5% -0.3% -0.7% 
Vegetables, Fruit, Nuts 0.4% 0.9% 0.6% 0.5% 
Oilseeds 0.3% 0.8% 0.4% 0.5% 
Beet and Cane Sugar 2.9% 5.5% 6.8% 19.5% 
Other Crops 0.2% 1.5% 0.4% 0.5% 
Bovine Animals  -3.6% -17.2% -9.2% -16.2% 
Other Animal Products 1.2% 5.2% 1.7% 2.1% 
Raw Milk -4.0% -3.0% -3.5% -3.5% 
Bovine Meat -1.6% -7.9% -1.8% -2.8% 
Other Meat 3.5% 5.9% 1.5% 1.5% 
Dairy -4.1% -10.2% -4.8% -5.3% 
Processed Sugar 0.0% -3.2% -0.1% -0.4% 
Other Processed Food  0.1% 0.1% 0.4% 0.1% 
Extraction 0.2% 0.0% 0.2% 0.1% 
Tobacco and Beverages 0.0% 1.2% 0.5% 0.4% 
Textiles 0.0% -0.8% 0.1% -0.1% 
Clothing & Leather -0.2% -2.2% 0.2% -0.7% 
Furniture and Lumber 0.3% 1.7% 0.4% 0.6% 
Petroleum Products 0.2% 1.0% 0.2% 0.2% 
Chemicals  0.3% 0.2% 0.4% 0.2% 
Iron and Steel 0.3% 0.3% 0.6% 0.3% 
Non-Ferrous Metals  0.3% 0.1% 0.4% 0.2% 
Motor Vehicles -0.1% -1.8% -0.1% -0.6% 
Other Manufactures 0.4% 1.2% 0.6% 0.4% 
Electrical Machinery 0.1% -0.1% 0.3% -0.1% 
Utilities 0.8% 1.0% 1.4% 1.6% 
Construction 0.9% 1.2% 1.9% 1.0% 
Trade and Transport  0.6% 0.3% 0.6% 0.3% 
Business Services 0.8% 0.6% 1.0% 0.7% 
Other Services 0.6% 0.4% 0.8% 0.4% 
Source: Francois and Rombout (2001) 

 

Even in the case of these tariff adjustment effects (effects 3 and 4 listed above) we have argued 

earlier that overall these direct effects of enlargement are likely to be relatively small, since the 

Europe Agreements have already brought about much of the re-orientation of trade between the EU 

and CEA countries.  It is evident from Table 5.3 that the outside countries are expected to experience 

small effects in most product groups.  Overall ‘approximation’ of CEA tariffs to EU levels would 

lower the average external tariff of the CEA countries (see Table 2.4), and tend to be a source of 

extra-regional trade creation.  But there will be mixed effects since ‘approximation’ would tend on 

average to lower industrial tariffs, but to raise agricultural tariffs in the CEA countries.  This would 
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induce mixed extra-regional trade creation and destruction effects.  (Note that the CGE modelling 

exercise does not differentiate between preference-receiving and non-preference-receiving countries 

in terms of access to the EU.  Average rates of import duty on extra-regional imports from all 

sources in a group of countries is used to measure the common external tariff.)  As Table 2.5 shows, 

there are product groups in the CEA that would experience marked upward (wheat, sugar cane, 

bovine animal, diary) and downward (motor vehicles) adjustment as a result of ‘approximation’.  

How these tariff adjustments translate into export implications for outside countries, depends on both 

the extra-regional trade creation and intra-regional trade diversion effects.  In the cases of bovine 

animals and meat, milk and diary for example there are significant export declines predicted (Table 

5.3) for all the outside countries.  By comparing these results with those in Table 5.2, we can see that 

in some instances there is evidence of predicted trade diversion in all of these agricultural cases 

towards CEA producers.  There is also an indication in these results of some adverse effects for 

outside countries from trade diversion in the industrial sector in the case of textiles and clothing. 

 

The distinctive result in these CGE estimates is for beet and cane sugar.  Table 2.5 shows the EU 

(15) tariff in this product group to be 45.5%, while it is zero for all the CEA countries.  

Approximation would raise the CEA tariff in this as in some of the other agricultural products 

referred to above.  From Table 5.2 we see evidence of diversion to EU suppliers, but Table 5.3 we 

report evidence also of increases in the exports in this product category of the outside countries 

(+19.5% in the case of the rest of the world).  The other distinctive features of Table 5.3 is the 

consistent picture of predicted exports of services for the outside countries following EU 

enlargement.  One would expect some intra-regional trade effects in an enlarged EU market from 

which existing EU member suppliers would benefit (see Table 5.2), but income growth bring 

benefits also for extra-regional suppliers.  (Some caution is required here, though, since percentage 

changes may be from small absolute bases.) 

 

 

5.4   Potential Effects on Foreign Investment 

 

In the previsions section we have assessed the pre- and likely post- accession effects of enlargement 

on trade flows.  We argue that, for the more advanced transition economies of eastern Europe in 

particular, a substantial proportion of the trade adjustments has already taken place.  What about the 
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foreign investment and capital flows impact of enlargement?  Has there or is there likely to be 

increases in foreign investment opportunities, which may be met in part at least by the diversion of 

investment from other adjusting economies?  In investigating these question we will again draw 

upon the experience of Southern enlargement. 

 

There certainly has not been a dramatic surge of capital flows towards Eastern Europe.  The term “a 

trickle not a flood” is used by Sinn and Weichenrieder (1997), who contrast the relative smallness of 

FDI flows to the CEECs’ post-1989 with those to the emerging economies in Latin America.  Indeed 

if we contrast German capital exports (for whom the European integration effects and scope for 

investment diversion might be expected to be greatest), then Table 5.4 shows that gross capital 

exports by Germany in the period 1990-97 to three Southern European countries were more than 

twice as large as they were to three of the first wave potential new Eastern members.  There may be 

some German reunification effect to take account of, but it is not evident why this would 

differentially effect capital to the two regions in very marked manner.  Rather the issue to be 

considered is whether accession itself is a critical issue. 

 

Table 5.4  Shares in Germany’s Gross Capital Exports (%) 

 

 1971-79 1980-89 1990-97 
Southern Europe (1) 
TOTAL 
      FDI 
      Portfolio 
      Credits 

 
3.7 
9.91 
2.84 
1.88 

 
1.61 
5.99 
1.94 
0.41 

 
4.26 
4.47 
5.67 
3.29 

Eastern Europe (2) 
TOTAL 
      FDI 
      Portfolio 
      Credits 

 
2.84 
0.00 
1.22 
3.90 

 
0.72 
0.06 
0.51 
1.00 

 
1.71 
5.85 
0.92 
0.48 

 

(1)  Greece, Portugal and Spain  
(2)  Czech Republic, Hungary and Poland 
Source: taken from Buch, Heinrich and Piazoloa (1998) 
 

Again we can draw some guidance on the issue of the nature of the membership effect from 

Southern accession.  Table 4.5 compares investment and capital inflows in the ‘Southern’ members 

pre- and post-accession.  There is not a wholly uniform pattern of investment reaction across the 
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southern countries.  There is a suggestion that the investment response preceded accession, with 

similar or lower gross investment to GDP ratios after accession recorded in Table 5.5.  The average 

share of capital flows in GDP is somewhat higher post-accession in the case of Greece and Spain, 

but there is certainly no indication of a sustained post-accession surge.  Expectations of membership 

and further integration into the EU, combined with liberalisation of capital flows seen to be just as 

important as actual membership.  There is certainly evidence of a reluctance to promote and allow 

FDI in some of the CEECs, but it does not seem that there are major, unfulfilled opportunities for 

foreign investment across the CEEC’s in general.  Brenton (1999) using a gravity-type model of FDI 

flows (analogous to the trade flows model discussed earlier and described in more detail in the next 

chapter) concludes that for the more advanced transition economies there is no evidence that FDI are 

systematically below their potential levels (given current levels of development and location).  He 

does identify potential for some of the less advanced CEECs, and of course potential will increase 

for all the CEECs as GDP grows.  Brenton also notes that particular European countries have more 

unused ‘potential’ to invest in Eastern Europe than others.  Accession of eastern countries may for 

instance increase investment from France and the UK to these countries, while Germany already has 

a greater orientation of its capital outflows towards these countries. 

 

Table 5.5  Capital Inflows and Investment Behaviour in ‘Southern’ Countries Pre-and  

 Post- EU Accession 

 

 Pre-Accession (1) Post-Accession(2) 

Gross fixed investment/GDP 
     (%) 
     Greece 
     Portugal 
     Spain 

 
 

23.6 
26.5 
21.3 

 
 

20.9 
23.3 
21.7 

Capital inflows/GDP 
     (%) 
     Greece 
     Portugal 
     Spain 

 
 

4.5 
4.1 
2.2 

 
 

4.9 
1.3 
2.9 

FDI/Gross inflows 
     (%) 
     Greece 
     Portugal 
     Spain 

 
 

29.1 
4.5 
30.4 

 
 

25.4 
30.6 
28.1 

(1) 1975-86, except 1975-80 for Greece 
(2)  Membership year to 1995, except to 1994 for Portugal 
Source: Buch, Heinrich and Piazolo (1998) 
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5.5   Conclusions 

 

The Europe Agreements between the EU and CEA countries have already brought about a 

substantial reorientation of intra-European trade.  There may be some further trade creation 

associated with completion of the CEA’s transition to market economies, from the inclusion of 

sensitive products and agriculture in the liberalisation, and from ‘Single Market’ integration effects.  

The available empirical evidence on the extent of these trade creation effects is mixed.  Recent 

empirical evidence from both gravity and CGE modelling suggests that the effects (output and trade) 

are relatively small for existing EU (15) and outside countries, but substantial for the CEA countries 

themselves.  The largest effects are found in the agricultural sector. 

 

The net effects of extra-regional trade creation and trade diversion effects for outside countries are 

estimated to be relatively small.  Again the largest net effects (positive and negative for specific 

sectors) are to be expected in the agriculture sector.  This is because ‘approximation’ of CEA tariffs 

in agriculture will generally raise external tariffs and intra-European agricultural liberalisation has 

still to take place.  The evidence from the ‘Southern’ enlargement suggests that the investment 

response in the enlarging economies was in general experienced pre-accession.  This, plus recent 

empirical evidence which compares actual and ‘potential’ foreign inward investment in the CEA 

countries, suggests that accession is unlikely to induce a further inward surge (especially in the ‘first 

wave’ countries). 
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CHAPTER 6  PREVIOUS EU ENLARGEMENTS AND  

DEVELOPING COUNTRY INTERESTS 

 

6.1 Introduction 

 

The first enlargement of the EU occurred in the 1970s when the UK, Ireland and Denmark joined the 

original 6 members of the then EEC.  We will concentrate in this review, however, on the ‘Southern’ 

enlargements of the 1980s which involved Greece joining in 1981 and Portugal and Spain in 1986.  

Like the potential ‘Eastward’ enlargement, and unlike the first enlargement, these involved 

significant divergence in development levels and patterns of relative resource endowments between 

current and prospective members of the Union. 

 

The Southern enlargement was expected to affect the trade interests of developing countries in two 

distinct ways (see Yannopoulos, 1988).  Both related to the export opportunities/prospects of 

developing countries in the EU market.  (Note that this enlargement in the absence of reciprocal 

concessions by developing countries involved no change in market access conditions in the 

developing countries themselves.)  The first and potentially positive effect of enlargement related to 

the extension of the geographical frontiers or market size of the area within which developing 

country exports would receive preferential treatment.  To the extent that enlargement induced growth 

effects in both the former and new members of the EU, this first effect can be viewed in both static 

and dynamic terms.  Note of course that there is an impact benefit to the preference-receiving 

countries outside of the EU only to the extent that preferences in the new members improve as a 

result of membership.  In the case of the Southern enlargement, none of the new members offered 

preferential market access to developing countries prior to their accession to the EU.  By joining the 

EU, they acceded to all the trade preference agreements of the EU as part of the acquis 

communautaire. 

 

The second and potentially negative effect of enlargement in this context related to ‘preference 

erosion’ or a ‘preference dilution’ effect.  For a range of goods and particular developing countries, 

the treatment of developing country exports to the EU was similar or more favourable to the 

treatment of exports for one or all the new member states prior to their accession.  The enlargement 
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of the customs union (EU) was therefore a source of ‘preference erosion’ for this set of non-member, 

preference-receiving countries in the relevant product range. 

 

 

6.2 Extension of Preferential Area and Preference Erosion 

 

Concentrating first on industrial/manufactured goods (agricultural products are considered separately 

below), it is evident from Table 6.1 that there was considerable scope (even without induced market 

growth) for trade diversion to preference-receiving developing countries from the extension of the 

preferential area.  Somewhat under 4% of the ‘Southern’ countries imports in 1977 were from 

developing countries, and although a substantial amount of the three countries’ imports were already 

from the EU (or from EFTA which through the intra-European free trade arrangements would enjoy 

the same preferential access as the developing countries), there was 20.8% (worth over  $3 billion in 

1977) of imports from other developed market economies (DMEs) over which the developing 

countries gained a preference as a result of enlargement.  Certainly the share of developing country 

imports at the time of accession in the ‘Southern’ countries was below the EU average, and below 

that of the pre-existing southern EU member, Italy (with 7.5% of imports from developing countries 

in 1977). 

  

Table 6.1  Pre-Accession Origin of Manufactured Imports in  

‘Southern’ European Countries  (1977) 

 

 
Origin 

% 
Shares 

Value 
(million US$) 

EU 50.1 7,721 
EFTA 9.3 1,433 
Other ‘Southern’ countries 2.4 370 
Other Developed Market Economies 20.8 3,206 
Developing countries 3.7 570 
Total 100 15,412 
Source: adapted from Yannopoulos (1988) 

 

The above discussion understates the benefits of the extension of the preference area if the pre-

accession tariffs of the joining countries are generally higher than those that will prevail post-
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membership.  By reducing their tariffs on industrial imports towards the EU Common External 

Tariff (CET), the new member’s market potentially became more accessible to extra-EU suppliers.  

This is particularly so if (and as is the case) the scope for trade diversion and displacement by EU 

suppliers was limited because a degree of intra-European trade liberalisation had been achieved prior 

to formal enlargement.  Of course the benefits of this extension of the preferential area to the 

developing countries depended on their ability to compete with the other non-developing county 

receivers of preferential access to the EU market.  This was particularly relevant in the case of 

industrial products where the EFTA countries enjoyed duty-free access to the EU market.  As Table 

6.2 shows, there were substantial increases in Spanish manufactured imports from non-EU sources in 

the years post-accession, but a substantial amount of this was accounted for by DMEs. 

  

Table 6.2  Post-Accession Changes in Spain’s Imports 

         (% change between 1985 and 1988) 

SITC Sections EU From non-EU All sources 
0, 1, 4 Food, beverages + 245% + 35% + 78% 
2. Raw materials + 5% - 11% - 5% 
3. Mineral fuels - 26% - 58% - 56% 
5. Chemicals + 79% + 46% + 69% 
6. Manufactures, classified by 

materials 
+ 128% + 99% + 119% 

7. Machinery & transport 
equipment 

+ 158% + 134% + 151% 

8. Miscellaneous manufactures + 131% + 105% + 120% 
Source: adapted from Hine (1989) 

 

In the case of industrial goods the potentially adverse effects of preference erosion for developing 

countries of Southern EU enlargement were limited.  Portugal was a member pre-accession of EFTA 

and of the free trade area formed between EFTA and EU.  Accession, therefore, gave no change in 

the relative terms of access to the EU market in industrial products for the developing countries and 

Portugal.  Similarly manufactures from Greece enjoyed duty-free entry to the EU for a number of 

years before its accession.  Indeed, for these two countries in particular their exports to the EU in 

many product groups already enjoyed better terms of entry pre-accession than those from developing 

countries with either association or trade preference agreements.  The issue of preference erosion 

was more of an issue for specific industrial products subject to specific restrictions and for Spain.  In 

the latter case the preferences already existing pre-accession on Spanish exports were often smaller 
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than on CET reductions on manufactures from LDCs.  Problems in specific products areas (e.g. 

textiles from the Meghreb countries and Malta) were anticipated. 

 

The issue of preference erosion was potentially more of an issue in important categories of 

agricultural exports from developing countries following Southern enlargement, since membership 

involved full integration into the Common Agricultural Policy (CAP) from which the ‘new’ 

members had previously been generally excluded.  Pre-membership for example, many fruits and 

olive oil from competing Mediterranean countries enjoyed substantially preferable EU entry terms 

than Greece and Spain.  Indeed in the case of agriculture there was less likelihood of offsetting 

‘preference area expansion’ effects, especially in temperate zone products where the extension of the 

prohibitive variable levy system would shrink the global free market area and allow the expanded 

EU market to be dominated by EU suppliers.  Pre-accession over 70% of imports of meats and live 

animals and about 80% of cereal imports of the Southern new members came from outside the EU.  

The marked trade diversion in the area of foods and beverages (SITC sections 0, 1 and 4) following 

Spain’s accession is evident in the 245% growth in its imports from the EU between 1985 and 1988 

(see Table 6.2).  But for temperate products it is only a few specific developing countries (e.g. Brazil 

and Argentina) that were likely to be affected.  Given the new members’ resource endowments in 

agriculture, adverse preference erosion effects for more, often smaller, developing countries were 

likely to be more noticeable in sectors such as fruits, vegetables, wines and olive oil.  It was only in a 

few cases (e.g. specific fruits from the USA) where there was a significant non-preference-receiving 

DME supplier (pre-enlargement), that there may be scope for offsetting gains to developing 

countries from extension of the preferential area.  (For further assessment of the trade effects of the 

‘Southern’ enlargement see Galy (1993) and Plummer (1991).) 

 

 

6.3 ‘Southern’ and ‘Eastern’ Enlargement Compared 

 

An Eastern enlargement of the EU is potentially much more significant given its size, especially in 

terms of the increase in population, than the Southern enlargement.  The first wave of accessions 

alone could increase the EU population by over 25% to 500 million.  As we saw in the previous 

section, however, the implications of enlargement for third countries exports is not only driven by 

size considerations.  They are driven also by inter alia the terms of access that ‘new’ members 
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enjoyed in the EU pre-accession, the terms of access for third countries to both the EU and ‘new’ 

member states’ markets pre- and post- accession and by the degree of overlap of the exports of ‘new’ 

members and of third countries (both preference– and non-preference- receiving).  In the case of the 

Eastern enlargement there are also third country import affects to be considered, since unlike the 

Southern enlargement continued preferential access to the EU for developing countries is likely to 

require reciprocal concessions to the EU in the developing countries’ own domestic markets. 

 

Developing country exports to an enlarged EU 

 

Preference-receiving developing countries in the EU will in the case of Eastern enlargement, as they 

did under the Southern enlargement, potentially benefit from the enlargement of the preference area.  

The countries will, as was the case with Spanish entry to the EU, have to compete in industrial 

products with the EFTA countries who also have duty-free access to the enlarged EU.  It should also 

be noted that a large share of the industrial imports of many of the CEECs (see Table 6.4 for details 

of ‘first wave’ applicants) is already from the EU, as a result of the liberalisation associated with the 

Europe Agreements.  Table 6.3 below sets out the import shares for some CEECs.  The share of non-

preference-receiving DME’s for example in North America, in these countries’ imports are relatively 

small, ranging from 3.7% for Hungary to 4.4% for the Czech Republic. 

 

Table 6.3  Origin of Imports in Selected CEECs Countries (Percentage shares) 

      (1999) 

 
 
Source 

To: 
Czech Republic 

 
Hungary 

 
Poland 

From: 
EU 

 
64.0% 

 
64.4% 

 
65.0% 

Other European DMEs 3.6% 3.0% 3.5% 
Central/Eastern 
Europe/Baltic/CIS 

17.4% 13.5% 14.0% 

North America 4.4% 3.7% 4.0% 
Latin America 0.9% 1.7% 1.2% 
Africa 0.7% 0.4% 0.9% 
Middle East 0.3% 0.3% 0.5% 
Asia 7.1% 12.9% 10.7% 
Source: WTO 
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For industrial products we can also expect some expansion of the CEECs import markets as tariffs 

are reduced further (as part of the ‘approximation’ towards EU external tariffs).  (See Chapter 2 for a 

comparison of the current structure of external tariffs in the CEEC and the EU.)  In the case of 

industrial products the Eastern enlargement will be similar to the impact of Greek and Portuguese 

membership on preference erosion.  Prior to accession these countries enjoyed duty-free access to 

the EU in industrial products, and their membership of the EU induced no erosion of developing 

country preferences.  The Europe Agreements mean similarly that the CEEC applicants will already 

enjoy duty-free access to the EU in industrial products, and full membership of the EU cannot 

further erode any preferences enjoyed by developing countries. 

 

The Eastern enlargement shares similar features to the Southern enlargement relating to agriculture, 

which has been excluded from the EU – CEEC trade liberalisation.  Accession of CEECs would 

erode any preference enjoyed by developing countries vis-à-vis the relevant agricultural exports of 

these new members in the rest of the EU market.  However, in this case the ‘approximation’ of 

external tariffs is likely to raise in general the agricultural tariffs of CEEC and thereby increase the 

preference of developing countries relative to non-EU DME’s in the home markets of new member 

states.  As we can see from Table 6.4, however, it is manufactured rather than agricultural products 

which are dominant in imports of the Eastern countries. 

 

Table 6.4   Merchandise Import and Export Structures: Selected CEES  

        Countries (1999) 

 
a) Merchandise Imports Czech Republic Hungary Poland 
Agricultural products 7.8% 4.8% 8.8% 
Mining products 9.9% 8.6% 9.8% 
Manufactures 82.3% 86.5% 80.3% 
b) Merchandise Exports Czech Republic Hungary Poland 
Agricultural products 6.7% 10.0% 11.0% 
Mining products 4.7% 3.7% 10.0% 
Manufactures 88.1% 86.2% 78.6% 
Source: WTO 
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Developing country imports from an enlarged EU 

 

The earlier Southern enlargement of the EU involved no direct impact on the new EU members 

access to developing country markets, though there may well have been longer term, indirect effects 

associated with pro-competitive and efficiency effects of EU membership which increased the 

competitiveness of the Southern members in third markets.  In the case of the Eastern enlargement, 

reciprocity conditions attached to continued preferential access to the EU gives rise to direct market 

access issues in developing countries.  Both local suppliers and non-EU imports may be displaced by 

exports from ‘new’ members of the EU.  To the extent that ‘Eastern’ enlargement increases the 

competitiveness and range of exportable products in the EU, then developing country imports from 

the EU following the adoption of reciprocal preference agreements may be larger with enlargement 

than without it. 

 

 

6.4 Conclusions 

 

Like the earlier ‘Southern’ enlargement, the ‘Eastern’ enlargement involves significant divergence in 

relative development levels and resource endowments between the existing and applicant EU 

members.  There are however some significant differences as far as outside developing countries, in 

particular CARICOM, is concerned.  Firstly the potential impact of extension of the preferential area 

(within which developing countries receive preferential treatment) is much greater.  A much larger 

enlargement (in terms of income and population) is potentially involved.  This is especially so in the 

longer term as incomes and tastes converge to EU levels, and infrastructure and commercial linkages 

change so as to allow for increased engagement with the more distant parts of an enlarged EU.  Of 

course it should be recognised that the marginal value of preferences tend to decline over time as the 

EU MFN tariff rates full and more bilateral preferential agreements are established or implemented 

with outside countries.  Secondly, the potential impact of erosion of tariff preferences relative to the 

applicant/new entrant countries of the eastern Europe is likely to be of less significance for 

preference-receiving developing countries.  EU- CEEC trade is already being substantially 

liberalised, and since much of this trade is in industrial/manufactured goods there is limited scope for 

diversion of tropical agricultural exports by developing countries to the CEECs. 

 



 64 

Another important difference between this and past enlargements relates to the issue of reciprocity.  

Preferential access to an enlarged EU market is likely on this occasion involve, in the longer term at 

least, to involve conceding access to own markets on reciprocal terms.  Enlargement potentially 

increases the degree of competition from EU imports on the home and regional market. 
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CHAPTER 7 IMPLICATIONS AND OPPORTUNITIES OF  

ENLARGEMENT FOR CARICOM 

 

7.1   Introduction 

 

In earlier chapters we have explored the actual effects of previous EU enlargement and the expected 

effects of the planned Eastern enlargement in broad terms.  The concern was with establishing how 

the characteristics of the joining countries (e.g. prior trade policies and trade patterns) and the nature 

of membership arrangements affect the impact on trade and investment patterns of members and 

outside countries.  We need now to use the identified characteristics and factors to explore the 

implications and opportunities of enlargement for a specific set of outside countries, namely the 

CARICOM countries. 

 

In section 7.2 we explore the extent to which export opportunities for CARICOM producers in the 

enlarged EU would be reduced as a result of the erosion of preferences associated with the accession 

of the CEECs.  We then investigate in section 7.3 the increase in CARICOM export opportunities 

associated with the extension of the EU preferential area.  Section 7.4 considers import side effects, 

and the implications of reciprocal access to the CARICOM market by an enlarged EU.  The balance 

of the potential export and import effects identified in these three sections is used in section 7.5 to 

assess the likely investment impact of EU enlargement on CARICOM.  Finally section 7.6 sets out 

the conclusions for the chapter. 

 

 

7.2   Preference Erosion and CARICOM Exports 

 

The threat of the erosion of preferences is only an issue for CARICOM exports to the extent that the 

terms of access of CARICOM exports to the EU will be less favourable than they previously were 

relative to exports from the CEECs countries after enlargement.  As we have seen, however, the 

implementation of the Europe Agreements prior to enlargement means that accession itself will not 

alter the relative terms of access of new EU members and CARICOM countries in industrial 

products.  As Table 7.1 a) shows, there are only a relatively small number of industrial products in 



 66 

EU imports from CARICOM.  The main focus on this issue should therefore be on agricultural 

products.  Although the extent to which CAP will be extended to the CEECs is unclear, the accession 

of the Eastern countries will improve their terms of access to the EU in tariff terms relative to 

CARICOM exports to the EU. 

 

Table 7.1 a)  Principal Product Imports by EU from CARICOM 
      (1998) 
 

product 1000 € % total imp 
cumul. % of 

total imp 

TOTAL VALUE of IMPORTS  1,880,451   

2818 Artificial corundum, whether or not chemically defined; 
aluminium oxide; aluminium hydroxide : 319,710 17% 17% 

1701 Cane or beet sugar and chemically pure sucrose, in solid form : 260,195 14% 31% 

2208 Undenatured ethyl alcohol of an alcoholic strength by volume of 
less than 80 % vol; spirits, liqueurs and other spirituous beverages : 248,885 13% 44% 

0803 Bananas, including plantains, fresh or dried : 188,632 10% 54% 

8903 Yachts and other vessels for pleasure or sports; rowing boats and 
canoes : 135,810 7% 61% 

8802 
Other aircraft (for example, helicopters, aeroplanes); spacecraft 
(including satellites) and suborbital and spacecraft launch vehicles 
: 

100,503 5% 67% 

2905 Acyclic alcohols and their halogenated, sulphonated, nitrated or 
nitrosated derivatives : 82,694 4% 71% 

2710 

Petroleum oils and oils obtained from bituminous minerals, other 
than crude; preparations not elsewhere specified or included, 
containing by weight 70 % or more of petroleum oils or of oils 
obtained from bituminous minerals, these oils being the basic con 

67,500 4% 75% 

6110 Jerseys, pullovers, cardigans, waistcoats and similar articles, 
knitted or crocheted : 51,195 3% 77% 

1006 Rice : 41,543 2% 80% 

0306 

Crustaceans, whether in shell or not, live, fresh, chilled, frozen, 
dried, salted or in brine; crustaceans, in shell, cooked by steaming 
or by boiling in water, whether or not chilled, frozen, dried, salted 
or in brine; flours, meals and pellets of crusta 

32,917 2% 81% 

8901 Cruise ships, excursion boats, ferry-boats, cargo ships, barges and 
similar vessels for the transport of persons or goods : 26,703 1% 83% 

7601 Unwrought aluminium : 25,660 1% 84% 

0303 Fish, frozen, excluding fish fillets and other fish meat of heading 
No 0304 : 18,179 1% 85% 

2009 
Fruit juices (including grape must) and vegetable juices, 
unfermented and not containing added spirit, whether or not 
containing added sugar or other sweetening matter : 

16,550 1% 86% 

29SS unknown 13,576 1% 87% 
8411 Turbo-jets, turbo-propellers and other gas turbines : 13,235 1% 87% 

7213 Bars and rods, hot-rolled, in irregularly wound coils, of iron or 
non-alloy steel : 13,000 1% 88% 

2814 Ammonia, anhydrous or in aqueous solution : 11,695 1% 89% 
28SS unknown 11,253 1% 89% 

0307 

Molluscs, whether in shell or not, live, fresh, chilled, frozen, dried, 
salted or in brine; aquatic invertebrates other than crustaceans and 
molluscs, live, fresh, chilled, frozen, dried, salted or in brine; 
flours, meals and pellets of aquatic invertebra 

8,694 0% 90% 

8471 

Automatic data-processing machines and units thereof; magnetic or 
optical readers, machines for transcribing data onto data media in 
coded form and machines for processing such data, not elsewhere 
specified or included : 

7,453 0% 90% 
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3824 Prepared binders for foundry moulds or cores; chemical products 
and preparations of the chemical or allied industries (including 
those consisting of mixtures of natural products), not elsewhere 
specified or included; residual products of the chemical or a 

6,000 0% 90% 

3102 Mineral or chemical fertilizers, nitrogenous : 5,866 0% 91% 
0908 Nutmeg, mace and cardamoms : 5,788 0% 91% 
99PP unknown 5,101 0% 91% 
 product 

(Cont.) 
1000 € % total imp cumul. % of 

total imp 
0714 Manioc, arrowroot, salep, Jerusalem artichokes, sweet potatoes and 

similar roots and tubers with high starch or inulin content, fresh, 
chilled, frozen or dried, whether or not sliced or in the form of 
pellets; sago pith : 

4,993 0% 92% 

4407 Wood sawn or chipped lengthwise, sliced or peeled, whether or not 
planed, sanded or finger-jointed, of a thickness exceeding 6 mm : 4,938 0% 92% 

2207 Undenatured ethyl alcohol of an alcoholic strength by volume of 
80 % vol or higher; ethyl alcohol and other spirits, denatured, of 
any strength : 

4,532 0% 92% 

2008 Fruit, nuts and other edible parts of plants, otherwise prepared or 
preserved, whether or not containing added sugar or other 
sweetening matter or spirit, not elsewhere specified or included : 

4,412 0% 92% 

2709 Petroleum oils and oils obtained from bituminous minerals, crude : 4,411 0% 93% 
2606 Aluminium ores and concentrates.  4,206 0% 93% 
8525 Transmission apparatus for radio-telephony, radio-telegraphy, 

radio-broadcasting or television, whether or not incorporating 
reception apparatus or sound recording or reproducing apparatus; 
television cameras; still image video cameras and other video cam 

4,198 0% 93% 

1801 Cocoa beans, whole or broken, raw or roasted.  4,177 0% 93% 
2701 Coal; briquettes, ovoids and similar solid fuels manufactured from 

coal : 3,850 0% 93% 
2203 Beer made from malt : 3,727 0% 94% 
0302 Fish, fresh or chilled, excluding fish fillets and other fish meat of 

heading No 0304 : 3,371 0% 94% 
0805 Citrus fruit, fresh or dried : 3,296 0% 94% 
1206 Sunflower seeds, whether or not broken : 3,158 0% 94% 
8533 Electrical resistors (including rheostats and potentiometers), other 

than heating resistors : 3,041 0% 94% 
4412 Plywood, veneered panels and similar laminated wood : 3,004 0% 95% 
9018 Instruments and appliances used in medical, surgical, dental or 

veterinary sciences, including scintigraphic apparatus, other 
electro-medical apparatus and sight-testing instruments : 

2,962 0% 95% 

0807 Melons (including watermelons) and papaws (papayas), fresh : 2,917 0% 95% 
0709 Other vegetables, fresh or chilled : 2,912 0% 95% 
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Table 7.1 b)  Potential Overlap (1) of CARICOM and CEA Exports to EU 

 

EU Market Au Bel  Ger Dk Sp Fin Fr UK Gr Ire It Neth  Post Sw 
Product               
2818 Artificial corundum, whether or not chemically defined; aluminium 

oxide; aluminium hydroxide: 
3  3  3  3 3   3   3 

1701 Cane or beet sugar and chemically pure sucrose, in solid form: 3  3  3      3    
2208 Undenatured ethyl alcohol of an alcoholic strength by volume of less 

than 80% vol; spirits, liqueurs and other spirituous beverages: 
              

0803 Bananas, including plantains, fresh or dried:   3            
8903 Yachts and other vessels for pleasure or sports; rowing boats and 

canoes: 
3  3 3   3 3    3  3 

2905 Acyclic alcohols and their halogenated, sulphonated, nitrated or 
nitrosated derivatives: 

              

2710 Petroleum oils and oils obtained from bituminous minerals, other 
than crude; preparations not elsewhere specified or included, 
containing by weight 70% or more of petroleum oils or of oils 
obtained from bituminous minerals, these oils being the basic con 

3 3 3 3 3 3 3 3 3  3 3  3 

6110 Jerseys, pullovers, cardigans, waistcoats and similar articles, knotted 
or crocheted: 

3 3 3 3  3 3 3 3  3 3 3v 3 

1006 Rice:               
0306 Crustaceans, whether in shell or not, live, fresh, chilled, frozen, dried, 

salted or in brine; crustaceans, in shell, cooked by steaming or by 
boiling in water, whether or no chilled, frozen, dried, salted or in 
brine; flour, meals and pellets of crusta 

 3 3    3       3 

(1) Potential overlap is defined as exports from at least one of Poland, Hungary or Czech Republic to this EU market of more than 

US$50,000. 

(2) Top 10 products accounting for 80% of CARICOM exports to EU, excluding heterogenous category 8802 (other aircraft). 
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Average EU (15) external tariffs on many agricultural product ranges will remain high, even after the 

implementation Uruguay Round.  The scope for preference erosion is in principle large following 

EU enlargement.  However the critical issue to assess in the specific case of CARICOM agricultural 

exports is the degree of export overlap (actual or potential) between the CARICOM and CEEC 

exports.  In broad terms it is evident from Table 7.2 that there is a low degree of overall overlap 

between CARICOM and CEEC exports to the EU currently.  Relatively small shares of CEEC 

exports lie in sections 0, 1 and 4; less than 3% for the Czech Republic, less than 8% for Poland and 

less than 14% for Hungary.  Contrast this with the structure of CARICOM exports to the EU set out 

in Table 7.1. a). 

 

The extent of the scope for trade diversion from preference erosion as far as CARICOM exports are 

concerned can be ascertained also from an examination of Table 7.1b).  This identifies a low degree 

of potential overlap of CARICOM and CEEC exports in EU markets.  The ten products listed 

account for about 80% of CARICOM exports to current EU markets.  Alongside these products we 

identify those EU countries where there are not zero or minimal exports currently from one of 

Poland, Hungary or the Czech Republic.  For a few of the products there is no overlap at all.  Indeed 

it is only in the case of the mineral resource based or manufactured products (2818, 2710, 8903 and 

6220) that there is overlap in a substantial number of EU national markets.  For other products there 

is unlikely to be perfect substitutability between the CARICOM and CEEC products (e.g. in 1701 

and 0306).  Note further that in many cases significant market presence was only identified for the 

CEEC suppliers in the more adjacent countries of the current EU, namely Austria and Germany. 

 

Table 7.2  Broad Export Composition of CEA’s Exports to the EU 

      (1999) 

Percentage Shares  
Sections Poland Hungary Czech Republic 
(o) Food & live stock 7.2 12.0 2.5 
(1) Beverages & tobacco 0.02 0.9 0.06 
(2) Crude materials, inedible, except fuels  3.7 5.0 6.7 
(3) Mineral fuels, lubricants etc 6.2 4.2 4.2 
(4) Animal & vegetable oils, fats & waxes 0.09 0.2 0.08 
(5) Chemicals & related 5.2 7.6 7.1 
(6) Manufactured goods 27.0 19.0 28.0 
(7) Machinery & transport equipment 25.0 27.0 34.0 
(8) Miscellaneous manufactures 26.0 23.0 16.0 
(9) Other 0.04 0.004 0.01 
Source: Eurostat. 
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As we argued earlier there has already been a substantial convergence of the production and trade 

structures of the EU and CEEC (especially ‘first wave’ member) countries.  By contrast there 

remains significant dissimilarity in the export structure of the CARICOM and EU countries.  In 

Table 7.3 we report on some recently estimated (scaled) similarity indices (at the 4th digit of the 

Standard International Trade Classification) between CARICOM countries’ exports and EU exports; 

100% indicating identical export structures and 0% wholly dissimilar export structures.  Even 

aggregating the CARICOM countries as a single trading entity there is less than a 22% matching 

with the EU’s export structure.  For the individual CARICOM countries the matching is generally 

much lower, generally less than 20% and in some cases less than 10%. 

 

Table 7.3  Export Similarity Indices Between CARICOM, CARICOM Countries and  

the EU(1) (1994) 

 (%) 
CARICOM 21.6 

 
Bahamas 11.7 
Barbados 26.5 
Belize 11.0 
Guyana 7.9 
Haiti 10.0 
Jamaica 10.8 
St Kitts and Nevis 16.0 
Suriname 4.1 
Trinidad and Tobago 15.7 

 
Source: Lewis and Webster (forthcoming 2001) 
(1) Sample of EU countries 
 

In general therefore one can conclude that there is limited actual trade overlap between the CEEC 

countries and CARICOM, and limited general scope for export losses from preference erosion.  

Indeed one would anticipate climatic conditions will also account for significant differences in the 

agricultural activities of international competitiveness in the two regions.  In table 7.4 we report on 

estimated Domestic Resource Cost (DRC) ratios reported recently in a survey of competitiveness 

studies on CEEC agriculture.  The DRC ratio measures the opportunity cost of domestic resources 

used to produce a commodity relative to the value-added at international prices that it generates: 

Ratios below unity indicate international price competitiveness and above unity relatively inefficient 

production.  These estimates for the CEEC indicate that temperate crop production (wheat, maize 
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and barley) is generally more internationally competitive than livestock farming (except Poland for 

which the information is limited and dated).  Sunflower production is also competitive in all 

countries for which information is available, and its production has grown over the 1990s.  

Information on sugar beet is only available for Romania and Slovakia, with no clear indication that 

this is internationally competitive.  The multilateral estimates use international border prices as the 

benchmark, which may diverge from the actual output and input prices that will prevail in the EU.  

In the bottom half of Table 7.4 we report on those bilateral DRC estimates with the EU.  Crop 

production remains competitive in Bulgaria and the Czech Republic, but there is some evidence of 

increases in intra-European competitiveness for CEEC countries in livestock farming.  These 

findings do not however undermine the earlier finding that there should be limited impact of the 

erosion of CARICOM’s preferences on its existing agricultural exports to EU (15). 

 

Table 7.4  Domestic Resource Cost (DRC) Calculations(1) for CEEC Agriculture 

      By Commodity 

 

a) Multilateral 
 
Commodity 

Bulgaria 
(1996) 

Czech Rep. 
(1996) 

Hungary 
(1996) 

Romania 
(1998) 

Slovakia 
(1996) 

Poland 
(1992) 

Wheat 0.26 0.47 0.89 0.78 0.33 1.46 
Maize   0.82 0.90 0.35  
Barley 0.41 0.54 1.27  0.22  
Sunflower   0.80 0.80 0.56  
Sugar beet    2.41 0.99  
Milk 1.15 1.96 13.98 1.15 2.84 2.29 
Beef 0.35 1.93 2.53 1.15 11.90  
Pork 0.64 1.40 2.88 0.97 0.67  
Chicken    1.20  1.12 
Eggs     0.49 2.01 

 
b) Bilateral with EU      
Wheat 0.25 0.66 1.06    
Maize   0.69    
Barley 0.39 0.68 1.16    
Sunflower   1.73    
Milk 0.89 0.87 1.07    
Beef 0.34 1.18 1.50    
Pork 0.64  0.94    

(1)   DRC ratio less than 1 indicates efficient, internationally competitive production and greater  
than I indicates uncompetitive production. 

Source: Gorton and Davidova (2001) 
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7.3   Extension of the Preference Area and CARICOM  

 

Merchandise exports 

 

There are good reasons for expecting the CEEC countries not to be significant ‘natural’ trading 

partners with the CARICOM.  We have established in the previous section that they are substantially 

dissimilar regions in terms of production and trade structures.  We should remember too that there 

are larger non-policy barriers (associated with distance, infrastructure etc) between these regions 

than in the case of the Americas or Western Europe.  History also matters in this regard given the 

traditional trade relations and policy links of the two areas.  This expectation is confirmed if we 

examine the current levels and share of CEEC imports from CARICOM.  Table 7.5 a) shows that 

total value of imports of goods from CARICOM ranged from 2.3 million (US $) by the Czech 

Republic to $3.6 mill by Hungary in 1999.  In each case the bulk of the imports fell in one (SITC) 

section; about 70% and 80% in food and live animals (section 0) in the case of Poland and the Czech 

Republic and about 80% in crude materials (section 2) in the case of Hungary.  But what is also of 

considerable interest is how unimportant relative to these CEEC’s total imports this trade with 

CARICOM is.  In no section are imports from CARICOM more than 0.5% total imports, and in all 

but one case the share of CARICOM imports is 0.1% or less.  Preferential access to these markets 

post-enlargement offers some prospects for new export opportunities.  Table 7.5 b) identifies the 

principal products (4 digit categories with over $50,000 worth of imports) from specific CARICOM 

countries in 1996.  It is even clearer from this how concentrated the current trade is, with Guyana 

accounting for over US$4.5 million of the trade in just two product areas (rice and aluminium). 

 

Re-examination of the current average tariff data for CEEC countries (Table 2.5) shows that there 

will be a significant improvement in the relative access terms to the new Eastern members’ markets 

for CARICOM countries, post-enlargement in many sectors.  Of course the CARICOM countries 

will not be the only ones with improved access.  The existing EU countries will also have duty-free 

access in agricultural products to add to their existing access in industrial products.  As predicted by 

the CGE modelling reported in Chapter 5, there will be trade diversion to existing EU producers in 

some agricultural commodity groups (e.g. vegetables, fruits etc).  But this will be diverted from non-

preference-receiving outside sources.  As Table 7.6 shows for Poland, Hungary and the Czech 

Republic, substantial proportions of these CEEC imports come from other than EU or other CEEC 
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sources.  This is particularly the case in non-manufacturing categories, with 30-50% of food and live 

animals (section 0) coming from the rest of the world (ROW) and between 44 and 59% of crude 

materials (section 2) coming from other than the EU or other CEEC sources.  There is therefore 

scope for CARICOM suppliers to displace either CEEC producers or extra-regional suppliers in 

what will be growing CEEC markets where external tariffs are falling or where income growth post-

accession stimulates demand for imports.  The latter dynamic effect is a particularly important 

source of export opportunities for CARICOM, given the considerable scope for income and 

production growth in the ‘new’ members associated with convergence to existing EU levels. 

 
Table 7.5  a) Imports of Some CEA Countries from CARICOM 

      (1999) 

(in thousand US $ and percentage of total imports from all sources in that section in brackets) 

Sections Poland Hungary Czech Republic 
(o) Food & live stock 2020 (0.06) 322 (0.05) 1798 (0.1) 
(1) Beverages & tobacco - 16 (0.02) 31 (0.01) 
(2) Crude materials, inedible, except fuels 61 (0.0) 2822 (0.5) 22 (0.0) 
(3) Mineral fuels, lubricants etc - - - 
(4) Animal & vegetable oils, fats & waxes - - - 
(5) Chemicals & related 52 (0.0) 6 (0.0) 55 (0.0) 
(6) Manufactured goods 117 (0.0) 385 (0.1) 29 (0.0) 
(7) Machinery & transport equipment 590 (0.0) 26 (0.0) 299 (0.0) 
(8) Miscellaneous manufactures - 40 (0.0) 46 (0.0) 
(9) Other - - - 

TOTAL 2840 3617 2281 
Source: Eurostat 
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 b) Principal Imports of Products (4 digit) from Specific CARICOM Countries   

over 50 Thousand US$  

 

 SOURCE 
(code) Product Antigua Bahamas Belize Guyana Jamaica St Lucia 
a) Poland 
(0423) Rice, semi/wholley milled 
(0471) Cereal flows 
(0751) Peppers 
(0984) Sauces 
(2665) Synthetic staple fibres 
(5514) Odoriferous mixtures 
(7843) Other parts & accessories             
            of 722, 781, 782, 783 

 
 
 
 
 
 

 
 
 
 
 
 
 
58 

 
 
 
 
61 

 
672 
 62 
 
 

 
 
 
452 
 
 
52 

 

b) by Hungary 
(0342) Frozen  fish 
(2851) Aluminium ores and  
            concentrates 
(6726) Semi-finished products of         
            iron, non-alloy steel 

 
237 
 

   
 
2811 

  
 
 
 
301 

c) by Czech Republic 
(0422) Rice, husked 
(0433) Rice, semi/wholley milled 
(0527) Other citrus fruits 

 
 
 
64 

   
116 
896 

  

 

Table 7.6  Structure of Some CEA Countries Total Imports 

               (1999) 

    (Percentage share from each source) 

Sections Poland from: Hungary from: Czech Rep from: 
 (1) 

EU 

(2) 

Other 
CEECS 

(3) 

ROW 

(1) 

EU 

(2) 

Other 
CEECS 

(3) 

ROW 

(1) 

EU 

(2) 

Other 
CEECS 

(3) 

ROW 

(o) Food & live stock 44 6 50 38 8 54 53 17 30 
(1) Beverages & tobacco 42 11 47 52 9 39 45 23 32 
(2) Crude materials, inedible, except 
fuels  

35 6 59 37 19 44 31 17 52 

(3) Mineral fuels, lubricants etc 26 5 69 5 17 78 11 15 74 
(4) Animal & vegetable oils, fats & 
waxes 

57 20 23 57 1 42 72 14 14 

(5) Chemicals & related 70 11 19 69 10 21 63 19 18 
(6) Manufactured goods 77 10 13 70 12 18 61 25 16 
(7) Machinery & transport equipment 71 4 25 73 4 23 69 8 23 
(8) Miscellaneous manufactures 63 6 21 73 5 22 63 12 25 
(9) Other 27 0 73 1 0 99 78 8 14 
Source: Eurostat for columns (1) and (2).  Column (3) estimated as a residual. 
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Services exports 

 

The impact of longer term income effects on export opportunities is likely to be particularly 

important in the case of services exports.  The relatively high income elasticity of demand for many 

services, including tourism, means that the indirect effects of EU enlargement are likely to increase 

tourism demand in the CARICOM from the new members of the EU. 

 

Table 7.7 a) Number of Tourist Arrivals in Barbados (2000) 

 

country arrival(2000)  country arrival(2000)  
EU   EU applicant  
Austria 671  Bulgaria 18  
Belgium/Lux 932  Cyprus 38  
Denmark 628  Czech Rep 129  
France 3071  Estonia 41  
Finland 619  Hungary 87  
Germany 7850  Latvia 47  
Greece 137  Lithuania 11  
Holland 2213  Malta 54  
Ireland 4087  Poland 265  
Italy 4612  Romania 30  
Netherlands 193  Slovak Rep 41  
Portugal 174  Slovenia 65  
Spain 599  Turkey 186  
Sweden 4066  (Total) 1012  
UK 226406    
(EU15) 256258    
(EU14excUK) 29852    

     
 
 

b) Illustrative Effects of Expansion of 'EU14' Population (2000 values) 
  average tourist impact(BD$) total potential effect 

Population arrivals expenditure GDP   expenditure GDP 
    (in millions of BD$) 

10% growth 2985 2612 896 7.8 2.7 
20% growth 5970 2612 896 15.6 5.3 
30% growth 8956 2612 896 23.4 8.0 
40% growth 11941 2612 896 31.2 10.7 
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This can be illustrated well with information on existing arrivals of tourists to Barbados.  In Table 

7.7 a) there is data for the year 2000 on the number of arrivals from the current EU states and from 

the applicant countries.  Even if we take the arrivals from the EU excluding the UK (which accounts 

for 226 thousand of the 256 thousand EU total), the arrivals total from the remaining EU countries is 

currently about 30 times greater than that from all the applicant countries (1012 in the year 2000).  

Clearly there will be different responses to EU membership and resulting income growth on the 

different applicant countries (depending on taste, cultural, climate and tourist resource differences), 

but one might consider the following thought experiment.  If incomes and tastes in the applicant 

countries converged towards those in the current EU member states such that the enlarged EU was 

like the current EU but with a larger population, what approximately might happen to arrivals, 

expenditure and GDP in Barbados.  Relative to the current EU (without the UK) a total enlargement 

by all applicants is equivalent to about 40% increase in population.  Pro-rating this increase against 

the EU (14) arrivals total of 29852, this could increase arrivals by 11941.  At current average levels 

of tourism expenditure in Barbados, this is shown in Table 7.7 b) to increase expenditure in 

Barbados by about BD$ 31 million.  Again at current average levels of contribution to GDP, this is 

equivalent following total income convergence to an increase in GDP each of BD$10.7 million.  For 

illustrative purposes Table 7.7 b) illustrates smaller percentage increases in arrivals, which might be 

viewed as representing intermediate impact effects as income levels rise towards full convergence 

levels. 

 

 

7.4   Reciprocity, Enlargement and CARICOM Imports 

 

The discussion thus far has focussed on the implications for CARICOM exports, but enlargement 

would also have indirect implications for CARICOM imports if CARICOM establishes a Regional 

Economic Partnership Agreement (REPA) with the EU.  The introduction of reciprocity 

requirements into post-Cotonou trade relations would mean that EU imports into the CARICOM 

would be duty-free, and this preferential access to the CARICOM market would be bestowed also on 

new members of the EU. 

 

In investigating the implications of enlargement in the presence of reciprocity, we draw upon the 

analytical framework used by the earlier study by the present authors (Greenaway and Milner, 2000).  
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It was shown in that study that reciprocity would have source substitution effects and consumption 

effects.  In the former case the elimination of tariffs on imports from the EU would make imports 

from other CARICOM suppliers in the rest of the world relatively more expensive.  The magnitude 

of the shift from other CARICOM to the EU is not affected by enlargement.  The volume of existing 

imports to each CARICOM member from other CARICOM countries and the relative price effect is 

the same with and without enlargement (see Table 7.8).  The magnitude of the imports shifted from 

the rest of the world to the EU is however reduced.  Pre-enlargement any imports by CARICOM 

countries from the CEEC countries would be liable to be shifted to the EU, because of the tariff 

preference enjoyed by EU trade over CEEC trade.  Post-enlargement the (non-preference receiving) 

rest of the world is reduced in size and the scope for source substitution is reduced.  Note of course 

that this change in the source of trade pre- and post-enlargement makes no direct difference to the 

total level of CARICOM imports from outside the region.  The consumption effect is also affected 

by enlargement, since the size of the preference-receiving region (i.e. enlarged EU) is increased.  

Imports from the CEEC countries will expand with the reduction or elimination of import duties 

facing their exports to the CARICOM region. 

 

Table 7.8  Import Effects of Reciprocity Pre- and Post- EU Enlargement 

Trade Effects Pre-Enlargement Post-Enlargement 
Imports shifted from other 

CARICOM to EU t1
t..M CAR

o +σ  t1
t..M CAR

o +σ  

Imports shifted from Rest of 
World to EU 

( ) t1
t.MM CEA

o
NONCEA
o +σ+  t1

t..M NONCEA
o +σ  

Expansion of existing Imports 
from EU t1

t.e.M DEU
o +

−  ( ) t1
t.e.MM DCEA

o
EU
o +

−+  

Mo = initial imports; CAR = CARICOM; EU = European Union; CEA = Central European Associates; σ = 
elastic ity of substitution; eD = elasticity of demand for imports; t = CET 
 

We report in Table 7.9 a) on the levels and broad structure of current exports from selected CEEC 

countries to CARICOM.  This trade is absolutely much larger than CARICOM exports to CEEC 

countries, but is relatively small compared to current imports from the existing EU (15) of over 2.3 

bill.Ecu.  The trade is also concentrated in specific sections, and mainly in manufacturing areas 

(Table 7.9 b reports on the principal CEEC exports (4 digit over $50,000) to the CARICOM in the 

manufactured goods sections).  If we apply approximate average import demand elasticites in 

sectors, corresponding to those used in the more disaggregated analysis in Greenaway and Milner 

(2000), along with the corresponding approximate tariff adjustments associated with the introduction 
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of reciprocity (as set out in Table 7.10), then we can provide some rough estimates of the additional 

imports associated with reciprocity for an initially enlarged EU.  These estimates for three potential 

‘first wave’ enlargers are also recorded in Table 7.10. 

 

Table 7.9  a) Exports of Selected CEA Countries to the CARICOM  (1999) 

     (in thousand US $) 

Sections Poland Hungary Czech Rep 
(o) Food & live stock 282 44 96 
(1) Beverages & tobacco - - 7 
(2) Crude materials, inedible, except fuels - - 61 
(3) Mineral fuels, lubricants etc 1453 95 - 
(4) Animal & vegetable oils, fats & waxes - - - 
(5) Chemicals & related 125 1294 17 
(6) Manufactured goods 731 313 1300 
(7) Machinery & transport equipment 424 239 4047 
(8) Miscellaneous manufactures 21041 890 325 
(9) Other - - - 

TOTAL 24,056 2,875 5,854 
TOTAL (all three countries) 32,785 
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   b) Principal Manufactured Exports (4 digit Products) 
from Poland Antigua  Bahamas Belize Barbados Dominica Suriname Trinidad  
(6251)   Tyres       93 
(6359)   Manufactured articles of wood       57 
(6414)   Kraft paper & paperboard   62     
(6531)   Fabrics, woven  51      
(6573)   Textile fabrics, n.e.s.      62  
(6584)   Linen     54   
(6741)   Flat-rolled metal products     52   
(6768)   Sections of iron, steel       67 
(7431)   Pumps, compressors; etc 80       
(7452)   Machinery   150      
(7812)   Motor vehicles      274   
(7932)   Ships, boats etc 71       
(8986)   Magnetic tapes   20895     
(8514)   Other footwear     851    
(8959)   Other office & stationery supplies      146  
from Hungary Antigua  Bahamas Jamaica     
(5158)   Sulphonamides   186     
(5423)   Medi. with alkaloids   123     
(5429)   Medicaments, n.e.s.   923     
(6661)   Ceramic household articles        
(6662)   Ornemental ceramic articles  188      
(7529)   Data processing equipment, n.e.s.  78      
(7764)   Electronic integrated circuits  102      
(8421)   Coats etc 87       
(8913)   Non-military arms   700     
from Czech Republic Bahamas Barbados Jamaica Suriname Trinidad Saint Vincent   
(6255)   Other pneumatic tyres      402  
(6762)   Rods (iron, steel)   58  94   
(6768)   Sections of iron, steel   75  371   
(6791)   Tubes etc of iron, steel    85    
(7224)   Wheeled tractors     116    
(7478)   Taps, cocks, valves, n.e.s. 54       
(7812)   Motor vehicles   2895      
(7821)   Motor vehicles (transport of goods)  563      
(7919)   Signalling, safety, control equipm. etc. 121       
(8928)   Printed matter, n.e.s.    133    
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Table 7.10  Estimated Increase in CARICOM Imports from ‘First-Wave’ Enlargers 

     (in thousand US $ at 1999 values) 

Approximate Average (2)  
 
Sections 

 
Import elasticity 

 
Tariff (%) 

Estimated Increase 
in Imports from 
Enlargement (1) 

(o) Food & live stock -0.92 16.0 +53.5 
(1) Beverages & tobacco -1.15 20.5 +1.4 
(2) Crude materials, inedible, except fuels -0.91 3.8 +2.0 
(3) Mineral fuels, lubricants etc -1.65 7.7 +182.6 
(4) Animal & vegetable oils, fats & waxes -1.11 18.0 0 
(5) Chemicals & related -1.61 5.5 +120.5 
(6) Manufactured goods -1.77 7.3 +282.1 
(7) Machinery & transport equipment -2.83 6.2 +778.4 
(8) Miscellaneous manufactures -2.05 14.0 +5602.7 
(9) Other - - - 

TOTAL   (+7023.2) 
(1) assuming EU membership with full reciprocity for Poland, Hungary and the Czech Republic. 
(2) unweighted averages of 2 digit values reported in Tables 1 and 2 of Appendix 1 to Greenaway and 
Milner (2000) 
 
 
The bulk of the current imports from these CEEC countries is in the miscellaneous manufactures 

section, and correspondingly this is where approximately 80% of the increase in imports is estimated 

to occur.  The overall increase is estimated (at 1999 prices) to be about (US) $ 7 million for 

CARICOM as a whole, which is approximately equivalent to a 20% increase over current levels.  

This is an absolutely small increase in imports compared with that from existing EU countries 

resulting from reciprocity, but a larger percentage increase than for existing EU countries because of 

differences in the relative commodity composition of CARICOM imports from the two sources. 

 

 

7.5   Investment Implications 

 

The picture that emerges from the preceding analysis of potential trade impacts on CARICOM of EU 

enlargement is of:- 

1) limited scope for erosion of CARICOM trade preferences in the existing EU market 

2) larger, but more uncertain, opportunities for merchandise exports expansion in the new 

member states of an enlarged EU market 

3) substantial potential for increases in services exports, in particular for tourism 
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4) limited increases in import penetration in CARICOM, especially in manufactures, by Eastern 

producers. 

 

These outcomes do not appear to constitute major changes (in either direction) in the attractiveness 

of the CARICOM as a location for foreign investment.  They may marginally reduce the 

attractiveness of the local CARICOM market as a basis for investment in some areas (e.g. 

manufacturing), but increase it in others (e.g. tourism).  They do not alter the relative attractiveness 

of the CARICOM relative to other EU preference-receiving developing countries.  They do on the 

other hand increase the attractiveness of the CARICOM relative to non-preference receiving 

countries, who lose out to EU producers in the new member states and to new members in the 

existing EU countries.  Whether this generates positive deflection of foreign investment for example 

from the US in the Caribbean region depends on the attractiveness of the Caribbean vis-à-vis other 

developing countries with access to the enlarged market (many of which are closer to the EU and the 

enlargers), and on the attractiveness of investing inside the enlarged EU itself (especially in the 

initially lower wage and potentially more rapidly growing new or soon-to-be members).   

 

The issue of investment deflection was discussed in chapter 5.  The argument developed there was 

that a substantial degree of the transformation/adjustment has already taken place especially in the 

more advanced Eastern countries.  This can be illustrated with results of a gravity model of FDI 

reported in Table 7.11.  This explains the flow of FDI from major industrial countries in terms of 

‘pull’ (GDP, population) and resistance (distance) factors.  The overall fit and pattern of the results is 

supportive of the model.  The policy dummies for the destination country being an EU member, a 

‘first wave’ or ‘second wave’ CEEC country are also instructive.  Except for Germany where the 

‘first wave’ dummy is positive and significant, the levels of FDI in the ‘first wave’ countries is 

neither unusually high or low.  By contrast there are significant negative signs on the dummy for 

‘second wave’ CEEC destinations for all the industrial countries.  This is consistent with below 

‘normal’ or expected levels of FDI flows to these countries, given their size and location.  Further 

transformation may well lead to further investment in these economies, but this does not mean that 

there will be deflection of foreign investment from other destinations. 
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Table 7.11  Estimates of a Gravity Model of FDI Country Pattern by Industrial  

Countries (1992-5) 

FDI by: 

Factor (1) France Germany UK USA 
GDP 0.655* 0.193* 0.860* 1.035* 
Year 0.047 0.817* 0.115 0.166 
Population -0.053 -0.029 -0.315 -0.436* 
Distance -0.404* -0.574* 0.299 -0.493 
CEEC 1st Wave (2) 0.575 1.300* -0.343 -0.458 
CEEC 2nd Wave (3) -1.733 -1.325* -1.283* -1.942* 
EU Membership 0.949 0.493* 1.091* -0.579 
R2 0.672 0.735 0.626 0.520 
Standard Error 1.142 0.965 1.232 1.326 
No. of Observations 99 148 100 104 
*  denotes statistical significance 
(1)  intercept not reported, and 
(2)  Hungary, Poland and Czech Republic 
(3)  Bulgaria and Romania, except Romania only for US 

Source: Brenton (1999) 

 

 

7.6   Conclusions 

 

Given the dissimilar export structures of the CARICOM and CEEC countries, EU enlargement is 

likely to cause only limited effective erosion of trade preferences for CARICOM exporters in 

existing EU (15) markets.  Although distance and infrastructure are barriers to the promotion of 

CARICOM exports to the extended preferential area, it is in the area of agricultural imports that the 

CEEC countries are generally more dependent on non-EU sources of supply.  Enlargement will open 

up the CEEC’s agricultural markets to EU suppliers, and there will be trade diversion towards the 

EU.  This will be from non-preference-receiving, outside (ROW) countries rather than preference-

receiving countries such as CARICOM.  The increased opportunities for CARICOM exports to the 

CEEC markets will expand as per-capita incomes grow in these countries.  These dynamic effects 

are also likely to benefit CARICOM’s services exports, in particular tourism. 

 

On the import side reciprocity with enlargement will increase the volume of imports with duty-free 

access to the CARICOM, but this is from existing low volumes of CEEC trade with the region.  The 
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net implications of these changes in trade policy arrangements and trade flows is likely to have 

relatively small effects on investment flows to the Caribbean.  The empirical evidence does not 

indicate that there will be further major deflection of investment towards the CEEC countries.  

Enlargement may however increase the relative attractiveness of CARICOM locations for 

investments, given the access CARICOM exports will enjoy in an enlarged EU. 
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CHAPTER 8 ENLARGEMENT AND CARICOM TRADE AND  

INVESTMENT POLICY OPTIONS 

 

8.1 Introduction 

 

In an earlier study by the present authors on the “Costs and Benefits of Regional Negotiating 

Machinery Strategies in the Caribbean” (Greenaway and Milner 2000), the relative merits of 

reciprocal liberalisation with the EU, reciprocal (extended) liberalisation with both the EU and US 

and of multilateral liberalisation were investigated.  The assessment was based on the basis of the 

current EU membership.  The question we explore on this Chapter is whether the relative ranking of 

the above trade policy strategy options facing CARICOM are altered by EU enlargement.   

 

In section 8.2 we briefly review the assessments of the rankings of the alternative policy options 

derived for the present configuration of the EU.  This provides the basis for a re-assessment in 

section 8.3 of any qualitative or quantitative changes in the economic implications for CARICOM of 

reciprocity with the EU.  Section 8.4 concludes. 

 

 

8.2 Alternative Trade Strategies for CARICOM 

 

Besides on-going commitments to the deepening and widening of regional integration, external trade 

policy developments at the bilateral, minilateral and multilateral level will require CARICOM to 

make choices about how and how quickly it responds to these external developments.  In the earlier 

study, referred to above, the economic implications for economic welfare (consumption and 

production efficiency), trade tax revenues and structural adjustment of narrow reciprocal 

liberalisation (with the EU only), of broader or extended liberalisation (with both the EU and US) 

and of multilateral liberalisation were investigated.  The rankings (1st = best, etc) of each according 

to each of the above criteria are summarised in Table 8.1.  Detailed explanations for these rankings 

on both a priori theoretical and revealed empirical assessments are provided in the earlier study.  

Here we concentrate on whether and how the assessments and rankings would be changed by the 

enlargement of the EU.  It is worth mentioning, however, that the table includes also a ranking for 
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both multilateral and partial liberalisation, although the previous study did not investigate the latter 

in detail.  Here we include it on the grounds that partial multilateral liberalisation is in fact more 

likely to be actually implemented that general free trade (if multilateral liberalisation is negotiated).  

We assume that it could be applied to an extent that is less distortionary than any form of 

discriminatory liberalisation associated with bilateral reciprocity, but is simultaneously less revenue-

depleting and less costly in structural adjustment terms than reciprocity.  This would require 

‘intelligent’ liberalisation, as compared to the price, trade volume and revenue outcomes associated 

with reciprocity.  It is a feasible case, however. 

 

Table 8.1  Summary of Rankings of Alternative Trade Strategies 

 

Rankings Economic Welfare 
(Net increase) 

Trade Tax Revenue 
(Post-reform level) 

Structural Adjustment 
(Extent of domestic 

production and 
employment dislocation) 

1ST Full Multilateral 
Liberalisation 

Partial Multilateral 
Liberalisation (1) 

Partial Multilateral 
Liberalisation (1) 

2ND Partial Multilateral 
Liberalisation (1) 

Restricted Reciprocity 
(with EU) 

Restricted Reciprocity 
(with EU) 

3RD Extended Reciprocity 
(with EU and US) 

Extended Reciprocity 
(with EU and US) 

Extended Reciprocity 
(with EU and US) 

4TH Restricted Reciprocity 
(with EU) 

Full Multilateral 
Liberalisation 

Full Multilateral 
Liberalisation 

(1) Assuming appropriate setting of CET relative to duty-free prices from EU/USA. 

 

A crucial implication of the rankings in Table 8.1 is that multilateralism is unambiguously superior 

to reciprocity on welfare or long term efficiency grounds.  Full multilateral liberalisation would 

however require greater short- and medium term adjustments (structural and fiscal) that either partial 

multilateral liberalisation and reciprocal (bilateral) liberalisation.  But the ‘intelligent’ use of partial 

multilateral liberalisation would overcome those adjustment costs, and maintain the ranking of 

multilateralism over reciprocity.  To the extent that non-discriminatory liberalisation may not be 

pursued unilaterally by CARICOM (and relies upon the multilateral trade agenda being driven 

forward by other countries), then CARICOM may well be faced by the need to pursue bilateral trade 

negotiations in advance of multilateral ones.  In these circumstances, there is again a clear ranking of 

restricted and extended reciprocity on long term welfare/efficiency grounds.  Discriminatory 
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liberalisation with a larger grouping of countries is preferable.  Restricted reciprocity would however 

give duty-free access to a smaller volume of trade and small volume of potentially more efficient 

extra-region producers.  In which case restricted reciprocity implies a smaller reduction in trade tax 

revenue and less structural adjustment than extended reciprocity. 

 

 

8.3 Alternative Trade Strategies Post EU Enlargement 

 

Does the proposed Eastern enlargement of the EU alter the assessment above?  The answer in 

qualitative terms is no.  The rankings in Table 8.1 would be wholly unaltered.  The comparison is 

still between non-discriminatory liberalisation (multilateralism) and discriminatory liberalisation 

(bilateralism or reciprocity) on the one hand, and a more (more extended) or less (or more restricted) 

from of reciprocity.  Nothing would change in qualitative terms and therefore in terms of rankings on 

any of the criteria.  What would change would be the magnitude of all of the effects in quantitative 

terms.  The larger the size (production, population etc) of the area with which CARICOM was 

reciprocally liberalising, the more efficient (or less inefficient) the outcome but the greater also the 

fiscal and structural adjustment cost of the liberalisation.  Indeed as the trade bloc or blocs with 

which reciprocity is negotiated grow larger, the nearer the outcome converges towards outcomes 

associated with full multilateral liberalisation.  As we have seen however the changes in the net 

welfare, revenue and structural adjustment effects of reciprocity (restricted or extended) post-EU 

enlargement are not likely to be quantitatively large.  The distance and other natural barriers between 

CARICOM and eastern Europe, and the resulting, relatively small levels of trade, mean that there is 

not likely to be major further consumption and resource reallocations associated with the 

enlargement over and above that associated with reciprocity with the EU as currently configured.  

Correspondingly there would not be additional substantial government revenue effects associated 

with this.  Of course this is an assessment on an economy-wide basis, for specific enterprises who 

would have to compete with firms from the enlarged EU in the EU or in the CARICOM market.  

Under changed competitive conditions the implications of reciprocity post-enlargement may be 

much more significant. 
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8.4 Conclusions  

 

Enlargement of the EU does not alter the policy options facing CARICOM, nor does it alter the 

ranking of strategies in terms of their impact on economic welfare, government revenue and 

structural adjustment.  It does have quantitative implications for the impact of reciprocal 

liberalisation, with the EU in particular.  Given the distance between CARICOM and the applicant 

countries to the EU and the competitiveness of existing EU suppliers vis-à-vis CARICOM 

producers, it is not expected that the short/medium term effects will be large.  There will be some, 

but limited, additional competition from imports from an enlarged EU, with associated increased 

consumption and resource allocation benefits and increased adjustment (production and fiscal) costs.  

Correspondingly there will be some increase in export opportunities, but again these are likely to be 

relatively small in the shorter term.  Longer term these may grow however as income growth in the 

new member states of the EU increases demand for goods and services (including tourism).  Turning 

such opportunities into actual export growth will depend, however, on more than CARICOM and EU 

trade policies.  Domestic policy and infrastructure developments to support appropriate investment 

and innovation by the business sectors within CARICOM are also required. 
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