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The European Union’s trade policy towards Central and Eastern Europe: 
Still a „sensitive“ argument for joining the Union? 

 

Heiko Fritz and Herman W. Hoen1 

Since the collapse of communism, the Central and Eastern European countries have 
implemented far-reaching political and economic reforms. Many of these countries have 
aligned their policy with attempts to quickly integrate into the European Union. The 
prospect of membership served the purpose of anchoring these necessarily painful 
reforms. Be this as it may, apart from benefits stemming from the Unions’ Structural 
Funds, et cetera, it has always been argued that the restrictive nature of the European 
Union’s trade policy is a prime motive for the transition countries to seek admission. This 
article focuses on the development of the Union’s trade policy towards Central and 
Eastern Europe and scrutinizes the extent to which trade restrictions are still a valid 
argument for „joining the club“. 

1. Introduction 

The implementation of a market economy in the Central and Eastern European 
countries (CEECs)2 is now ten years under way and the transformation has proven 
to be a difficult task. Entry into the European Union (EU) has dominated the 
political agenda of the CEECs since the very beginning of this transformation 
process and trade has always been an important motivation for the CEECs to apply 
for membership. But meanwhile, the discussion on EU enlargement seems to have 
moved away from trade issues (Lavigne, 1999). The question is whether the trade 
problems have been solved or whether there has just been a change in perception of 
the CEECs’ motives to join the EU. Despite the diminishing dominance of trade-
related matters, a few points seem to be worth mentioning. 

1 Frankfurt Institute for Transformation Studies, European University Viadrina, P.O. Box 1786, D-
15207 Frankfurt/Oder (fritz@euv-frankfurt-o.de) and Department of International Relations, 
University of Groningen, P.O. Box 716, NL-9700 AS Groningen (h.w.hoen@let.rug.nl). An earlier 
version of this paper has been presented at the EACES workshop „The European Union 
Enlargement to the East - but at what Speed“ in March 1999 in Paris. The authors are indebted to 
the participants, first of all Horst Brezinski, for useful comments. Moreover, two anonymous 
referees have been very helpful to improve the arguments of the paper. Of course, the usual 
disclaimer applies. 

2 We use CEECs as an acronym for the ten associated countries: Bulgaria, the Czech Republic, 
Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia. In this article, 
several subgroups will be referred to. CEECs-4 comprise the founding countries of the Visegrád-
group, namely the Czech Republic, Hungary, Poland and Slovakia, The other subgroups will be 
defined in the text when appropriate. 

                                                 



 

First, the Association Agreements (AAs) with the EU were certainly not 
satisfactory to the CEECs due to sensitive commodities, the rules of origin, anti-
dumping clauses, et cetera. Accordingly, the AAs came in for severe criticism. 
Disapproval was never disguised, neither by politicians nor by scholars (Messerlin, 
1992; Rollo and Smith, 1993). Since the agreements are in force now for several 
years, it is of extreme importance to evaluate the impact of the liberalization 
schemes on the performance of the CEECs’ exports to the EU. The studies that 
have been applied so far do not paint a clear picture. Applying a sectoral gravity 
model, Vittas and Mauro (1997) conclude from lower degrees of exhaustion of the 
trade potential in the sensitive sectors an actually depressing impact of relatively 
high EU trade barriers. By contrast, Brenton and Di Mauro (1998) conduct a similar 
analysis and find „..little evidence from applying the gravity model to support the 
assertion that exports by the CEECs of sensitive products to the EU are currently 
suppressed“ (Brenton and Di Mauro, 1998: 18). According to these authors the 
CEECs are not discriminated against relative to other suppliers of EU imports, 
including the EU countries themselves. 

Second, experience from previous enlargements as well as statements of officials 
involved in the ongoing negotiations suggest that there will possibly be transitional 
periods with limited freedom for workers and capital but definitely not for trade in 
industrial goods. Therefore, the scope for medium-term structural change triggered 
by the widening of the common market will be largely determined by the potential 
for additional trade. This is likely to be higher the more restrictive the trade policy 
measures are which are currently in place. 

Third, closing the gap between the EU and the applicant countries in terms of GDP 
per capita is contingent on the export performance of the CEECs. Export earnings 
enable the countries in transition to import capital goods for the modernization of 
their economies. Poor export development can result in current-account constrained 
growth. High growth rates can facilitate a candidate’s accession to the EU, because 
it helps to drive away the spectres of high transfer payments to the East and the 
thread of migration to the West. 

With this backdrop, we want to address the issue of trade restrictions applied and 
see to what extent the trade issue is still an import argument for EU entry of the 
CEECs. The paper is organized as follows. The next section reports on EU trade 
restrictions towards imports from the CEECs in the period from 1989 to 1996. 
Particular emphasis is put on measures for products that have been qualified as 
sensitive. Section three sketches out some fundamental features of EU-CEECs 
trade flows and analyzes the performance of the sensitive products in relation to 
other manufactured imports. The fourth section assesses the actual restrictions of 
the trade barriers by means of decomposition analysis of trade flows. Section five 
concludes by focusing on the policy consequences of the analysis for the motivation 
of the CEECs to become a member of the EU. 
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2. EU’s trade policy towards the CEECs 

Up to far in the 1980s the CEECs obtained least preferential access to the EU3 
market compared to other trading partners. Even most-favored-nations (MFN) 
treatment was refused albeit some of them were members of the General 
Agreement on Tariffs and Trade (GATT). Instead, the GATT explicitly allowed for 
quantitative restrictions (QRs) of imports from state trading countries arguing that a 
planned economies’ insensitivity to price signals makes tariffs an ineffective 
measure for the management of trade flows. Rare initiatives for trade agreements 
between the EU and the Council for Mutual Economic Assistance (CMEA) were 
doomed to failure because neither of both organizations accepted the authority of 
each other to conclude agreements on behalf of its members. Apart from ideology, 
both parties had good reasons for this. The EU did not have the intention to 
acknowledge Soviet dominance over the small CEECs, let alone to strengthen it by 
accepting the CMEA as a partner for trade negotiations. In turn, the reluctance of 
the EU member states to transfer the responsibility for commercial policy 
completely to the supranational level produced an inscrutable distribution of 
authority (Senior Nello, 1991: 31p). 

Until 1988, general QRs on the level of the EU were supplemented by specific QRs 
imposed by the member states. Besides quotas the EU also applied tariffs, 
voluntary export restraints (VERs), export restraint arrangements (ERA)4, and anti-
dumping measures. Industrial product groups most heavily affected by QRs covered 
textiles, clothing and steel. Nearly half of the anti-dumping measures were targeted 
at chemicals and allied products.  

In June 1988 the EU concluded trade and economic cooperation agreements with 
the CMEA in order to promote mutual trade. In particular Bulgaria, 
Czechoslovakia, Hungary, Poland and Romania benefited from the beginning of 
gradual elimination of some quotas. However, no concessions were made for 
textiles and clothing and for ECSC5 products. All existing tariffs remained largely 
unchanged on a very high level. 

The crumbling of the Soviet trading block and the demise of central planning in the 
CEECs starting in 1989 paved the way for treating them as market rather than state 

3 We use the name European Union and the respective acronym also for the period before the 
ratification of the Maastricht Treaty in order to avoid cumbersome change of EC and EU. Of 
course we are fully aware of the institutional differentiation which is, however, of no importance 
for our purpose. 

4 VERs and ERAs both cover quotas and/or minimum export prices. A VER is unilaterally met by 
the exporting country whereas an ERA is a bilateral agreement which can be changed only by 
bilateral negotiation. Both types of agreements were signed and renewed several times by the EU 
with Bulgaria, Czechoslovakia, Hungary, Poland and Romania. 

5 The agreement on the European Community of Steel and Coal (ECSC) covers a wide range of iron, 
steel, and coal products. 
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trading economies.6 In January 1990, the EU extended its Generalized System of 
Preferences (GSP) which was originally designed for developing countries in the 
70s to Poland and Hungary and in 1991 to Bulgaria, the Federal Republic of 
Czechoslovakia (CSFR) and Romania. The benefits of GSP treatment were tariff 
reductions in the range of 1/3 on average. Again liberalization for trade in sensitive 
products such as textiles, clothing, iron and steel and coal were rather tentative. 

Following the extension of the GSP to the CEECs the conclusion of Interim 
Agreements (IAs) must be regarded as a second general agreement for access to the 
EU market.7 The early IAs with the CEECs-4 plus Bulgaria and Romania (CEECs-
6) went into force between 1992 and 1993 and are similar in content and structure. 
We first draft these agreements and turn then briefly to peculiarities of the IAs with 
the other CEECs, to wit, the Baltic Republics and Slovenia, of which the 
implementation was a few years later. 

The declared aim of the IAs is to establish a Free Trade Area (FTA) for trade in 
industrial products between the EU and the signing partner country within a period 
of ten years after enforcement. As far as the EU is concerned all existing trade 
barriers must be abolished six years after implementation at the latest. In order to 
attain this, the EU has committed itself to eliminate trade barriers immediately after 
the IAs came into force - if not otherwise stated. However, there are a number of 
annexes and additional protocols which merely provide for gradual diminishing of 
barriers to trade for certain products. A survey of the liberalization scheme is given 
in table 1. 

The annexes IIa, IIb and III cover country-specific sensitive products for which 
gradual removal of tariffs is planned. Sensitive raw material and primary products 
are specified in Annexes IIa and IIb. Footwear, cement, furniture, glassware, non-
multi-fibre-agreement (MFA) textiles, non-ECSC iron and steel and a number of 
chemical products are the most important processed sensitive products mentioned 
in Annex III. Protocol 1 refers to textile and clothing products - most of them were 
already subject to the MFA - and protocol 2 includes iron and steel products and 
coal, which are subject to the ECSC agreements. 

 

 

6 For a detailed description of liberalization measures between 1989 and 1991 see Böhnlein and 
Heitger (1991). 

7 The IAs are agreements on trade-related aspects of the AAs which transcend trade liberalization. 
According to Art. 238 of the EC Treaty enforcement of an AA requires time-consuming ratification 
not only by the European Parliament but also by the national parliaments of the member states. An 
agreement restricted on trade issues allows for enforcement immediately after being adopted by the 
European Council because the sole competence for trade policy is with the Community. 

 4 

                                                 



 

Table 1: Liberalization for EU imports from the CEECs-6 according to the IAs and 
the amendments decided upon at the Copenhagen EU summit in 1993. 

Product group Tariffs Quantitative restrictions FTA established in 
    
Industrial 
products 

Complete elimination of tariffs and quotas after enforcement of 
the IA. 

1992/03: PL, H, CZ, SL 
1993/05: RO 
1993/12: BG 

    
Sensitive raw 
material and 
primary products 
(annex IIa) 

50% reduction after the IA 
came into force another 50% in 
the following year. 

Complete elimination after the 
IA came into force. 

1993/01: PL, H, CZ, SL 
1994/01: BG, RO 

    
Sensitive raw 
material and 
primary products 
(annex IIb) 

1/5 reduction after the IA came 
into force and additional 1/5 in 
each subsequent years 

Complete elimination after the 
IA came into force. 

1994/01: PL, H, CZ, SL 
1995/01: BG, RO 

    
Sensitive 
manufactured 
products (annex 
III) 

Elimination of tariffs within 
plafonds after the IA came into 
force; annual increase of the 
plafonds by 20% (H: 15%); 
annual reduction of tariffs by 
15% for quantities exceeding 
the plafonds. 

Complete elimination after the 
IA came into force. 

1995/01: PL, H, CZ, SL 
1996/01: BG, RO 

    
Textiles & clothing 
(protocol 1) 

Reduction by 2/7 after the IA, 
came into force and by 1/7 
annually starting in the second 
year after enforcement; 
abolition in 1997/01. 

Quantitative restrictions re-
mained in place but were 
selectively relaxed in 1993 and 
1995: few quotas were 
eliminated, others were aug-
mented.a 

1998/01 

    
Iron & steel 
(ECSC, protocol 2) 

1/5 reduction after the IA came 
into force and additional 1/5 in 
each subsequent years 

Complete elimination after the 
IA came into force. 

1996/01: PL, H, CZ, SL 
1997/01: BG, RO 

    
Coal 
(ECSC, protocol 2) 

Reduction by 50% and another 
50% in 1996 for H, BG, RO. 
Elimination by 1993 (1996 for 
imports from Germany and 
Spain) for PL, CZ, SR  

Complete elimination after the 
IA came into force. 

1996/01 

a The relaxation of quotas is not directly subject to the IA. Instead, Article 3 (2) of the Protocol on textiles and clothing 
particularly emphasizes that quotas are contingent on the agreement to be concluded in the framework of the GATT 
negotiations. 

Source: Survey following Schumacher and Möbius (1995: Tables 21 and 22) and DIW (1997) 

QRs continue after the implementation of the IAs only for MFA-textiles and 
clothing. Tariff concessions seem to be most tentative for textiles and clothing too, 
iron and steel (ECSC) and certain metal-base products listed in annex IIb. 
According to the liberalization scheme the EU has fulfilled its requirements for the 
establishment of FTAs in 1998 at the latest. 

Provisions allowing for anti-dumping measures, countervailing duties and 
safeguard clauses further undermine the liberal philosophy of the IAs. Whenever a 
European Commission’s examination corroborates the suspicion of dumping, either 
temporary duties are imposed or the exporter has to commit himself on charging a 
minimum price. In the period from 1989 to 1995 the Commission has examined 25 
dumping reproaches against the CEECs in which a distinct concentration on 
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cement, fertilizers and other chemicals as well as miscellaneous iron and steel 
products can be determined.8 Countervailing duties are intended for leveling out the 
distorting impact of state aid for CEECs’ exporters. 

Safeguard clauses can be claimed if imports from the signing partner country are 
likely to harm EU producers or if a serious economic decline of a region can be 
triggered off by the growing import competition for an industry. According to the 
IAs the EU is authorized to introduce appropriate measures for the solution of the 
problem unilaterally if the dispute cannot be settled by mutual agreement within the 
joint Association Committee. The most prominent case of application of the 
safeguard clause is on steel imports from the Czech and Slovak Republics (see UN 
- Economic Commission for Europe, 1994: 108). In the face of a some hundred 
percentage increase of Czechoslovak exports of certain steel products to France, 
Germany and Italy in early 1992 and on firm insistence of the respective pressure 
groups, the European Commission re-introduced contingents on certain categories 
of rolled products in May 1993. With reference to the 1991 volume the imports 
were allowed to increase by 35% in 1993, 45% in 1994 and 60% in 1995. For 
imports exceeding the contingents a tariff rate ranging from 25% to 30% were 
applied. 

A note has to be added on the trade regime for textiles and clothing. The 
regulations of protocol 1 apply only to direct imports, i.e. to products which were 
completely produced in the respective CEEC in accordance with the country of 
origin rules. A more generous market access is granted for imports related to 
outward processing trade (OPT).9 OPT can be defined generally as „...cooperation 
in production, performed on a contract base, between legally independent 
enterprises in separate countries„ (UN - Economic Commission for Europe, 1995: 
110). Typically, an EU enterprise exports a semi-finished product to an independent 
CEEC-located enterprise. After some - usually labor-intensive and low value-
adding - steps in the production chain the product is re-imported into the EU by the 
originally sending enterprise for further processing or final consumption. Unlike 
direct imports, tariff duties on OPT were eliminated with enforcement of the IAs 
for product categories covered by import quotas. In 1994 tariff elimination were 
widened on 39 product categories regardless of whether or not they were subject to 
quotas. In 1995 the amendment of a 1982 dated OPT directive of the EU provided 
for further expansion of existing quotas and simplification of licensing for OPT. 

The negotiations of the IAs with the Baltic Republics naturally started later than 
with the CEECs-6 since Estonia, Latvia and Lithuania first had to regain 
sovereignty. They concluded Agreements on Trade and Commercial and Economic 

8 For details see DIW (1997: 55p). 
9 Separate treatment of direct imports and of OPT is not a new feature of the IAs. The differentiation 

has been made for the first time in the MFA III in 1982 on insistence of the EC. For details see UN 
- Economic Commission for Europe (1995: 124 pp). 
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Cooperation in May 1992; in 1993 they were granted GSP-treatment. The 
implementation of the IAs was not before 1995. They are distinguished from the 
CEECs-6 agreements by a larger degree of liberalization and by shorter transition 
periods up to the establishment of FTAs. No exceptions for sensitive products were 
made in the formal relinquishment of QRs and tariffs were to be eliminated 
immediately after enforcement of the IAs. Even for textiles and clothing the EU 
guaranteed almost unimpeded market access10, which cut down the rationale for 
differentiation of OPT and direct imports to minor differences in administrative 
treatment. 

A trade and cooperation agreement with Slovenia entered into force in September 
1993. Tariffs were eliminated for a certain share of industrial products and customs 
duties were suspended within the limits of plafonds for a wide range of sensitive 
products. Imports exceeding the plafonds were subject to tariff duties. The signing 
of the AA with Slovenia and the implementation of the IA were hold up to 1997 
due to Italian opposition. The IA provides for the immediate abolition of QRs for 
all products including textiles and clothing though they did not exist before. 
Likewise tariffs were to be abolished. However, Annex II of the IA specifies a 
significantly shortened list of sensitive products and admits the reintroduction of 
tariffs for quantities exceeding plafonds for these products, which are not 
concentrated on certain industries. The plafonds shall be augmented annually and 
eliminated in 2000. Protocol 1 for textiles and clothing fixes a similar regulation for 
five textile groups.  

Which actual level of protection is produced by these liberalization schemes? At 
best a measure should take into account tariffs, quotas and other non-tariff barriers 
at the same time and would similarly allow for a comparison of the level of 
protection for different product groups, different countries and at different times. 

Schumacher and Möbius (1995) determine an index of aggregate trade restrictions 
on industry level for each of the CEEC considering tariffs, quantitative restrictions 
and other non-tariff barriers, such as anti-dumping measures and basic import 
prices. First the authors calculate to what extent an industry is affected by different 
trade barriers separately. As far as tariffs are concerned the import-weighted tariff 
rate is used as an indicator. For quotas and other non-tariff barriers the import 
coverage ratio is employed which measures the share of imports affected by a 
barrier in total imports of the respective product group. For each barrier the 
industries are classified into five categories depending on the degree of protection. 
To each of the categories an index number between 0 (no protection) and 3 (high 
protection) is assigned. Adding up the single numbers result in the aggregate 
protection index. The study clearly reveals that the sectors most heavily affected by 

10 The reintroduction of tariffs was planned only for those imports from Latvia and Lithuania that 
exceeded certain mutually agreed plafonds. However, in reality the EU charged no tariffs although 
the quantities partly exceeded the plafonds significantly. 
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trade barriers in 1990 are sub-sectors of the following industries: textiles and 
clothing, iron and steel, chemicals. 

Table 2: EU tariff rates on industrial imports from CEECs-6 (1992) 

Country CSFR Poland Hungary Bulgaria Romania 

Products MF
N 

GSP IA MF
N 

GSP IA MF
N 

GSP IA MF
N 

GSP IA MF
N 

GSP IA 

Annex IIa 5,3 --- 2,6 7,5 --- 3,7 5,0 --- 2,5 4,0 --- 2,0 4,3 --- 2,2 

Annex IIb 6,2 --- 5,0 3,7 --- 3,0 6,0 --- 4,8 3,6 --- 2,8 6,0 --- 4,8 

Annex III 8,8 --- 2,4 7,9 --- 0,9 8,8 --- 2,1 8,7 --- 1,8 6,7 --- 3,0 

Protocol 1 
(T&C) 

12,1 --- 8,7 13,3 --- 9,5 12,5 --- 9,0 12,8 --- 9,2 13,3 --- 9,5 

Protocol 2 
(Coal) 

1,3 --- 1,3 3,4 --- 3,4 0,5 --- 0,5 8,3 --- 8,3 0,4 --- 0,4 

Protocol 2 
(I&S) 

4,0 --- 3,2 3,3 --- 2,6 3,5 --- 2,8 3,9 --- 3,1 4,6 --- 3,7 

Other industrial 
products 

5,1 --- 0,0 3,6 --- 0,0 5,1 --- 0,0 4,6 --- 0,0 6,1 --- 0,0 

All industrial 
products 

6,8 4,4 2,1 6,4 4,0 2,4 7,5 4,5 2,5 7,2 5,2 3,0 8,9 6,2 4,8 

Note: In the column IA the tariff reduction for the first year of enforcement of the IAs is applied based on the tariffs given 

in the column MFN. For following years further reduction according to the liberalization scheme given in table 1 applies. 

Source: Schumacher and Möbius (1995: Tables 23 and 24) and DIW (1997: Table 2.1.5) 

Additionally, it is informative to look at some simple indicators for the level of 
protection imposed by single trade policy measures. Table 2 presents different tariff 
rates for CEECs-6 for the product groups covered by the sections of the IAs (see 
Schumacher/ Möbius, 1995). The first column of each country provides MFN tariff 
rates. They represent the weighted average of MFN tariffs for each item of the 
respective group using the items’ 1992 shares in the product group as weights. The 
weights are dependent on the country specific export composition. Consequently, 
the numbers given in the table differ among countries although MFN tariff rates are 
equal for all countries on the single product level. The second and third columns 
represent results of the same calculations using the reduced tariff rates granted by 
the GSP and the IAs in the first year after enforcement. 

Even if the columns for the GSP are incomplete it can be stressed for all countries 
except Bulgaria that GSP treatment has diminished the tariff burden to a larger 
extent than the initial provisions of the IAs. This is first, because the IAs employ 
the MFN tariff rate as a reference value for scheduled, partly gradual tariff 
reductions. However, GSP rates, which were actually applied shortly before the IAs 
came into force, were significantly lower. Second, the elimination of tariffs for 
other industrial products under the IAs can be regarded as a de jure establishment 
of what has been de facto practiced under GSP treatment for a large number of 
products for one or two years. 

The tariff structure reveals the most severe burden for textile and clothing products 
of protocol 1. Indeed, the relative discrimination of these products has further 
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increased since the higher the initial tariff rate the slower the pace of its reduction. 
Whereas tariffs for textiles and clothing were approximately twice as high than for 
the industrial average under MFA treatment the IAs makes them roughly three 
times as high. 

As it has been reported above, quotas are concentrated in the textiles and clothing 
sector. The restrictiveness of quotas is most often measured using the import 
coverage ratio (ICR) or the utilization rate (UR).11 The ICR indicates the share of 
products subject to import quotas in total imports of the respective product 
category. According to Nagarajan (1995) the ICR for textile and clothing products 
declined for the CEECs-6 on average from 53,3% in 1989 to 50% in 1992. 
However, the development varied strongly from country to country: it declined 
from 42% to 20% in Bulgaria whereas it rose from 61% to 83% in Romania. 

The UR measures the degree to which a quota is actually filled up. Usually a 90% 
utilized quota is interpreted to be binding. Table 3 suggests that quotas for direct 
imports seemed to be far from being binding in 1993. However, the quotas granted 
for OPT are generally filled up at a higher extent and has imposed actual 
restrictions on imports from the Czech Republic and possibly also for Poland. 
Subsequent annual increase in quotas under the MFA did not change these 
countries’ access to the EU market significantly. The fact that the URs are generally 
higher for OPT although OPT quotas are more generous reveal the bias in favor of 
OPT as opposed to direct imports triggered by EU trade policy. Preferential 
treatment for OPT is not only granted by tariff elimination but also by a simplified 
licensing procedure.12 

Table 3: Utilization rate of textile and clothing quotas (1993) 

Country Direct imports OPT 

Czech Republic 40,2 94,2 

Slovakia 30,8 61,6 

Poland 25,1 87,3 

Hungary 21,3 56,2 

Bulgaria 29,7 70,3 

Romania 37,4 78,9 

 Source: Schumacher and Möbius (1995: Tables 23 and 24) 

11 Nagarajan (1995) calculates and discusses a number of additional measures in order to investigate 
the restrictiveness of textile and clothing quotas. 

12 A direct import requires the EU-based importer to apply for an import license and additionally the 
CEEC-based exporter has to apply for an export license. In order to conclude OPT only an import 
license is necessary. 
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However, one has to be careful in the interpretation of URs. First, an aggregated 
quota for textiles and clothing is subdivided into a large number of sub-quotas for 
different products. Thus a low UR of a quota on an aggregate level may hide 
binding quotas on the product level. Second, Sereghyova (1998) emphasizes the 
existence of a number of sub-quotas for products which have never been produced 
in the CEECs and will not be produced within the foreseeable future. Zero 
utilization of these sub-quotas tends to lower the UR on the aggregate level. 

To summarize, overall access to the EU market has been improved substantially for 
industrial products from the CEECs since 1989. In particular the GSP, the IAs and 
subsequent measures related to them have brought significant reduction of tariffs 
and augmentation or abolition of quotas. However, a sectoral pattern of protection 
already existing before 1989 has proved to be persistent during the period of 
liberalization: no matter whether tariffs, quotas, anti-dumping measures or other 
non-tariff barriers are examined textiles and clothing, iron and steel, coal and 
chemicals - in particular bulk chemicals - face the highest barriers to trade. In order 
to investigate to what extent persisting trade barriers are an impediment to the 
export development of the CEECs these most protected sectors are at the center of 
the following analysis. 

3. Trade development between the EU and the CEEC 

Since 1989 the EU has become the most important trading partner for the CEECs. 
In 1997 the EU accounted for 59,8% of CEECs’ exports. Single country figures 
vary from 32,5% for Lithuania at the lower end to 71% for Hungary at the upper 
limit. Albeit the share of the CEECs in EU foreign trade is much smaller for 
Poland, the Czech Republic and Hungary are among the 10 largest EU trading 
partners in the meantime. Among the EU countries trade with the CEECs is highly 
concentrated on Germany which alone accounts for more than the half of EU-
CEEC trade. 

An indicator for the performance of EU-imports of different product groups from 
the CEECs is the share of imports stemming from the CEECs in total EU imports 
(including intra-EU trade) of the respective product group.13 Based upon the 
Standard International Trade Classicification (SITC) The following products have 
been chosen: non-agricultural commodities (SITC 2 + 3 + 4+ 5 + 6 + 7 + 8), 
textiles (SITC 266 + 268 + 65), coal (SITC 321 + 322 +325), iron and steel (SITC 

13 A number of other indicators have been applied for the analysis of this issue. Among others Rollo 
and Smith (1993: 150) compare percentage changes in sectors' trade flows between the EU and 
CEECs. Vittas and Mauro (1997: 77p) additionally investigate the ratio of sensitive products to 
total trade. A common shortcoming of these measures is their vulnerability to sector-specific price 
changes. The indicator applied in this study is rather robust to this distortion supposed that a price 
change affects EU-CEEC trade in the same way as EU-world trade. However, the findings are quite 
similar regardless of the indicator. 
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282 + 67), bulk chemicals (SITC 232 + 267 + 272 + 344 + 51 + 52 + 56 + 57 + 58), 
clothing (SITC 84) 

For a better illustration, the 1989 value has been set 100 and the subsequent years 
are related to it. Figure 1 summarizes the results for all CEECs. 

 

Figure 1: CEECs’ export development for selected product groups (1989 - 1996) 
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Source: OECD; own calculations. 

The indicator reveals an improvement of the CEECs position in total imports of the 
EU for manufacturing in general as well as for each product group under 
consideration. However, sound differences exist for the different industries. 
Whereas iron and steel products and more remarkably chemicals fall behind the 
average of manufacturing textiles and clothing contribute above average to the 
improvement. 

In Appendix 1 the indicator development is portrayed for the three largest 
economies of the CEECs individually which together accounted for nearly 75% of 
the CEECs’ industrial production in 1996. A comparison with figure 1 suggests that 
the favorable performance of textiles largely reflect a boom of Polish textile exports 
during the whole period. Similarly, Czech and Slovak and again Polish above-
average increases of clothing exports are responsible for the respective 
development detected in figure 1. A relatively poor export performance of the other 
industries is a common feature for all countries. 
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As table 4 indicates, OPT has gained enormous weight in the EU’s clothing imports 
from the CEECs in the period from 1989 to 1995. Its share has more than doubled 
for the Czech Republic and Slovakia and even in the case of Poland which already 
delivered three quarters of its clothing exports to the EU in 1989 by subcontracting 
the share of OPT increased by another 12 percentage points until 1995. Slovenia is 
the only country with a shrinking importance of OPT. Hence, it seems plausible 
that OPT also accounts for the relatively good performance of clothing compared to 
overall manufacturing imports of the EU from the CEEC. 

 

Table 4: Share of OPT in EU clothing imports from selected CEECs (1989 - 1995) 

Country 1989 1990 1991 1992 1993 1994 1995 

Bulgaria 45,9 45,1 48,1 49,6 56,2 61,7 69,0 

Czech Republica 33,2 32,5 47,4 52,4 61,6 69,5 69,8 

Hungary 80,8 79,9 81,0 75,0 75,8 79,0 81,5 

Poland 73,5 75,4 79,3 79,9 81,3 84,2 85,4 

Romania 51,9 56,0 59,9 67,8 67,9 74,3 77,8 

Slovakiaa 33,2 32,5 47,4 52,4 67,8 70,5 71,9 

Slovenia --- --- --- 53,3 55,5 51,2 46,8 

 a up to 1992: CSFR 
 Source: Lemoine (1998: Appendix 2). 

 

The observation is clear: exports of some sensitive manufactured products facing 
the highest trade barriers have developed rather poorly. However, at this point one 
should resist the temptation to hold trade barriers responsible for this development. 
Figure 1 does not indicate an improvement of the sensitive sectors’ position when 
its relative discrimination constantly diminished from the second year of 
enforcement of the IAs. Note, anyway, that privatization and restructuring of the 
coal sector and the iron and steel industries have proven to be sluggish in most 
countries of the region. Thus, it has to be further examined to what extent the poor 
performance can be ascribed to demand or to supply factors. 

4. Decomposition of  CEECs’ export growth on the EU market 

This section examines competitiveness of the CEECs’exports to the EU in more 
detail. The changing pattern of competitiveness will be scrutinized by means of a 
constant market shares analysis. The basic aim of this analysis is to identify factors 
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of demand and supply. It is a decomposition technique which ascribes favourable or 
unfavourable export growth of a country to a selected area of destination either to 
its export structure or to its competitiveness (Leamer and Stern, 1970:171). The 
export structure is assumed to reveal demand and supply factors on international 
markets. The underlying assumption arises out of the idea that exports may increase 
relatively fast if international demand is expanding on those specific markets which 
are favorable to the exporting country. This is a matter of expanding exports 
through riding the waves. Competitiveness is supposed to come to the fore as a 
decisive supply factor. Exports may change by shifts in international demand, but it 
may also be the result of domestic factors (Richardson, 1970). In the latter case, a 
country is simply gaining market shares. The country proves to exploit a price 
and/or quality advantage in international markets. 

In an attempt to quantify change in a country’s exports under the assumption of 
constant market shares in comparison to a certain reference group, which basically 
refers to export change in a situation of unaltered competitiveness, the change in 
competitiveness (competition effect) can be defined as the difference between the 
actual export change and the structural effect. In many applications, the structural 
effect is subdivided into a scale, a commodity and a regional effect, assuming a 
constant market share in total exports, in the exports of various commodities, and 
in specific regions, respectively. The subdivision takes into account the notion that 
exports may be concentrated on commodities for which demand is growing 
relatively quickly (moderately), or on regions for which relatively flourishing 
(stagnant) imports epitomize the situation. In the literature, this decomposition of 
export growth is referred to as a three-level analysis (Leamer and Stern, 1970: 174), 
which is based upon the following identity [1]: 

?q = s0?Q + {?is0i?Qi – s0?Q} + {?i?js0ij?Qij - ?jsoij?Qi} + ?i?j?sijQ1ij  [1] 

       [i]  [ii]   [iii]   [iv] 

In equation [1], q and Q refer to the total value of exports of the country under 
scrutiny and of the reference group, while s is the market share of the investigated 
country as part of the reference group’s total exports (q/Q). subscripts i and j denote 
specific commodities and regions, whereas the subscripits 0 and 1 indicate the 
beginning and the end of a discrete time interval. This three-level analysis shows 
the scale [i], the commodity [ii], the regional [iii] and the competition effects [iv], 
respectively. 

Considering the identity, many methodological problems in decomposition of trade 
flows come to the fore. One of them pinpoints the arbitrary choice of the base year. 
This is referred to as the index-number problem. It is due to the fact that the 
analysis will have to be applied to discrete time intervals, whereas one would prefer 
to calculate time derivatives, such as dq/dt, dQ/dt, an ds/dt. As a consequence, a 
second-order effect appears, implying a change both in the market shares of the 
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country under scrutiny and in the exports of the reference group (?s?Q). Second-
order effects disturb interpretation possibilities, as the decomposition analysis, for 
reasons of its principal underlying assumptions, is deliberately set up to keep one of 
them constant. There is no satisfactory solution to the problem of incorporating this 
second-order effect into the decomposition identities.14 

Apart from unsolved index-number problems, the three-level analysis also suffers 
from an asymmetric specification. Asymmetry implies that the magnitude of the 
commodity and the regional effects depends on the sequence in which these effects 
are specified in the identity, although the sum of the regional and commodity 
effects is identical in both specifications. In order to avoid asymmetry, an 
interaction effect can be included. This effect shows the mutual influence of the 
commodity package and the regional dispersion of the exports of the countries 
under consideration (Jepma, 1986: 23). The solution to the sequencing problem by 
including an interaction effect leads to the following identity [2]: 

?q = s0?Q + {?i?js0ij?Qij - ?jsoij?Qi} + {?i?js0ij?Qij - ?jsoij?Qj} + 

   [I]  [ii]    [iii] 

{[?is0i?Qi – s0?Q] – [?i?js0ij?Qij - ?js0ij?Qj]} + ?i?j?sijQ1ij     [2] 

    [iv]    [v] 

The scale [i] and competition effects [v] are identical to those defined in identity 
[1]. Due to the interaction term [iv], the identity is symmetric with regard to the 
regional [ii] and to the commodity effect [iii]. The commodity effect in the 
symmetric equation [2] corresponds to the homonymous one defined after the 
regional effect in the asymmetric three-level identity [1], whereas the regional 
effect coincides with the homonymous one in which it is specified after the 
commodity effect in the asymmetric equation. The interpretation of these effects is 
rather straightforward. A positive commodity (regional) effect implies that the 
country’s export composition is concentrated on commodities (regions) for which 
import demand is growing relatively fast. The only difference with regard to more 
frequently applied three-level analysis is that regional and commodity effects have 

14  When calculating time derivatives, the basis identity is: dq/dt = s{dQ/dt} + {ds/dt}Q. In discrete 
time-analysis, a second-order effect appears, implying a change in the export of the reference group 
Q and in the market shares s of the country under scrutiny. The appearance of this second-order 
effect converts the equation based upon time derivatives into the following identity: ?q = s0?Q + 
?Q0 + ?s?Q. The second-order term ?s?Q has to be allocated either to the first (s0?Q) or to the 
second term (?sQ0), which leads to the following two possibilities: ?q = s1?Q + ?sQ0 or ?q = s0?Q + 
?sQ1. There is no theoretical foundation to prefer one over the other, but, of course, the choice of 
the base year influences the magnitude of the effects (Richardson, 1971(a)). In this section, the 
latter alternative was opted for.  
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been purified from interactions. These are separately brought into equation [2[ by 
term [iv].15 

In the context of this article, two remaining problems need to be briefly addressed. 
Firstly, the analysis is based upon an identity, which is used to split export changes 
ex post, and, therefore, does not indicate causal interrelations. The calculations do 
not give any explanation whatsoever for an observed amelioration or improvement 
in conditions of competitiveness. The analysis is a useful tool in the quantitative 
dissection of realized change. Secondly, in the mathematial identity, the 
competition effect is a residue. What is tagged as „competition“ not only includes 
aspects such as price, quality, time of delivery, and other services vis-à-vis 
competitors, but also matters which are not related to supply factors of the country 
under investigation. First and foremost, one has to acknowledge protective barriers. 
In the context of this article, this is essential to bear in mind. In order to disentangle 
aspects of protectionism from competitiveness, it is crucial to choose appropriate 
data and to further split the effects into separate markets. 

The problems of decomposition analysis of trade flows thus require a well-
considered choice of the data set, since the complications basically concern the fact 
that the outcomes are extremely sensitive to the choice of years, the reference 
groups, the commodity composition and the regional destination. Volatility may 
seriously impede meaningful interpretations (Richardson, 1971(b)). The following 
data have been selected for the decomposition of CEEC’s export growth. The 
discrete time interval chosen for the underlying analysis covers the period 1993—
1996. So the chosen period starts with the implementations of the various IAs, for 
which the importance is outlined in section 2, and finishes in the year for which 
most recent trade statistics are available on a sufficient detailed level. In order to 
reduce the magnitude of disturbing second-order effects, discrete time periods 
should be rather short, especially in the case of dazzling increase in CEECs’ 
exports to the EU in recent years. At the same time, one is interested in structural 
changes in the CEECs’ export development. In the underlying decomposition 
analysis, these restraints are taken care of by decomposing export changes on a 
yearly basis and, subsequently cumulating the results for three years, that is 1993—
1994, 1994—1995 and 1995—1996.16 

The aim of the following decomposition analysis is to quantify relative export 
performance of those CEECs which were initially pinpointed for the first round of 
entry negotiations with the EU — the Czech Republic, Estonia, Hungary, Poland 
and Slovenia, further abbreviated as CEECs-5 — and to identify the extent to 
which the sensitive commodities, as pinpointed in section 2 of this paper, hamper 

15  In the case of negative interactions, it holds that [?i?js0ij?Qij - ?js0ij?Q] > [?js0i?Qi – s0?Q]. It entails 
a positive influence of regional dispersion on the commodity effect in comparison to the reference 
group. 

16 Data are taken from OECD, Trade by Commodities, Series C, Paris, various years  
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these country’s export performance on the EU market. The more it appears to be 
the case, the more important enlargement is for the CEECs. Unfortunately, statistics 
on exports to various EU countries do not as yet take Estonia separately into 
account. Registrations have only been made for the Baltic countries as a whole. 
Therefore, we were forced to extend CEECs-5 to CEECs-7.17 Furthermore, in an 
attempt to circumvent the problem of different export registrations of the CEECs, 
the market shares in exports to the EU have been calculated by using import 
registrations of the EU members. Undoubtedly, these suffer from inaccuracy as 
well, but at least adhere to what is sometimes referred to as the „law of equal 
cheating“. Regarding import registration, the same procedures have been applied to 
all the respective countries, which enlarges the scope for mutual comparison. 

The choice of the reference group (Qij) is far from obvious either. Theoretically 
speaking, it would make sense to take the remaining transformation countries as the 
reference group. However, due to sensitivity problems, the choice of this reference 
group is not that obvious at all (Richardson, 1971(b)). The Western market shares 
of the CEECs are too small and, therefore, lead to unstable results. In an attempt to 
circumvent this inconvenience, total world exports are normally taken as the 
standard of reference and the analysis is repeated for each country under 
investigation (qij). In the underlying analysis, we did not follow this solution, but 
took the imports of the 15 EU members as the reference group instead. This choice 
better facilitates to explore the extent to which the CEECs are discriminated 
against.   

Regarding the specification of commodities (i) and  regions (j) of destination, it is 
important to notice again that small export groups may cause large fluctuations in 
the calculated components. Therefore, the inclusion of small and relatively 
unimportant groups should be avoided as much as possible. Most of the sensitive 
commodities do seem to be important for the CEECs. This holds in particular for 
textiles and clothing, which for all of the CEECs-7 cover at least 5 per cent of their 
total exports. But since we are particularly interested in all the sensitive 
commodities, an attempt has been made to add up several groups to a coherent 
classification. In accordance with the commodity groups distinguished in section 2, 
the following classification has been made: textiles (SITC 266 + 268 + 65), coal 
(SITC 321 + 322 +325), iron and steel (SITC 282 + 67), bulk chemicals (SITC 232 
+ 267 + 272 + 344 + 51 + 52 + 56 + 57 + 58), other chemicals (SITC 53 + 55 + 59), 
basic manufactures excluding textiles and iron (SITC 6 – (SITC 65 + SITC 67)), 
capital goods (SITC 7), clothing (SITC 84), consumer goods excluding clothes 
(SITC 8 – 84).  

In the preceding sections, it has already been shown that the EU is important for the 
CEECs. Considering the investigated market of destination, the countries included 

17 Do note that the different CEECs we define are not fully compatible. 
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in the decomposition analysis of the CEECs-7’s export growth are those which in 
1996 belonged to the EU, namely Austria, Belgium, Denmark, Finland, France, 
Germany Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, 
Sweden and the United Kingdom. In order to obtain viable results, Finland and 
Sweden have been taken as one group. The same has been done with regard to the 
less-prosperous Mediterranean countries, to wit, Greece, Portugal and Spain, to 
Belgium and Luxembourg, for which trade flows are not separated anyway, and to 
Ireland and the United Kingdom. The reason to include the present fifteen EU 
members for both 1993 and 1996 is, once more, to reveal protectionism in the EU. 
Such might be indicated by significantly different competitiveness of the CEECs on 
Austrian, Finish and Swedish markets. 

The results of the export changes of the CEECs-7 are presented in table 6. The 
results are generally smooth for all countries. The absence of extreme jumps can be 
interpreted as a justification for the chosen classification and avoids problems of 
difficult-to-interpret calculations. 

 

Table 6: Decomposition of CEECs-7’s change in exports to the EU-15 (1993 - 
1996)a 

 Baltic States Czech Republic Hungary Poland Slovenia 

 in m 
of 

US $ 

% in m 
of 

US $ 

% in m 
of 

US $ 

% in m 
of 

US $ 

% in m 
of 

US $ 

% 

Export 
change 1402 100.0 5308 100.0 4854 100.0 5700 100.0 1668 100.0 

Scale 
effect 327 23.3 2227 42.0 1650 34.0 3178 55.7 1274 76.4 

Regional 
effect -5 -0.4 -332 -6.3 -257 -5.3 -432 -7.6 -117 -7.0 

Commodity 
effect -106 -7.5 -253 -4.8 -218 -4.5 -861 -15.1 -45 -2.7 

Interaction 
effect 15 1.1 -132 -2.5 -73 -1.5 -92 -1.6 -52 -3.1 

Competition 
effect 1170 835 3799 71.6 3736 77.0 3912 68.6 607 36.4 

a Due to rounding, totals do not necessarily correspond to the sum of the parts 

 

The results are straightforward. In the period 1993-1996, the competition effects 
contributed positively for all of the CEECs under consideration. The table also 
reveals that for the Baltics, the Czech Republic, Hungary, and Poland, export 
growth was rather due to their competitiveness than to the extent they were riding 
the waves. Competition effects were much larger than the scale effects. Slovenia 
behaved somewhta different. Competition effects were significantly contributing to 

 17 



 

the export growth, but they were not as large as the scale effects. None the less, all 
the CEECs-7, have been able to increase exports to the EU more than could be 
expected on the assumption of constant market shares, which corresponds to the 
findings in section 2. 

Table 6 also illustrates that the commodity and regional effects are relatively 
unimportant with respect to the export change, although the legacy of the 
communist past still seems to be a significant cause for an unfavourable export 
structure. That holds in particular for Poland. With a negative commodity effect of 
more than 800 million US $, Poland’s export structure hampered the country’s 
performance. Without showing the complete decomposition of the structural 
effects, it has to be noted that the unfavourable export structure was largely due to 
the overemphasis on coal in Poland’s export structure. 

More importantly, it can be concluded that, restrictive as the EU policy may have 
been, there was no negative impact on the total export performance of the CEECs-
7. On the contrary, large competition effects illustrate that market shares have been 
gained enormously. Since the competition effects are the principal contributors to 
the CEECs-7’s export change, it is useful to further dissect these effects. The 
subsequent decomposition is to reveal those sectors and regions of destinations 
which, within the EU, contributed the most to the improvement in CEECs-7’s 
overall competitiveness. This is important to know, especially as far as the 
performance of the sensitive commodities is concerned. 

The competition effects can easily be split into the contribution of specific regions 
and commodities. For each market, the decomposition into regions and 
commodities is given by the following formulas: 

?j {q1ij – q0ij * [Q1ij/Q0ij]}     [3] 

?i {q1ij – q0ij  * [Q1ij/Q0ij]}     [4] 

Considering these terms, [3] refers to the competition effect of a particular 
commodity i, as it is cumulated over regions of destination j, whereas [4] refers to 
the competition effect of a specified region j (leamer and Stern, 1970).18 The results 
of the decomposition according to [3] and [4] are presented in table 7 and 8. 

Table 7 poses the decomposition of the competition effect into the specified 
commodities. With the notable exception of clothing in the case of Slovenia, all the 
commodity groups positively contributed to the total competition effects, as 
presented in table 6. This might be due to the fact that the AA with Slovenia was 

18 This way of decomposing competition effects has been criticized by Jepma (1986: 47 - 49), since 
the magnitude of the effects on a certain regional market is also effected by the competitiveness of 
the commodities on those markets and vise versa. A solution could be to normalize the elements. 
However, when doing so, the analysis becomes inter-temporally meaningless. For that reason, the 
solution has not been followed.  
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only reached in late 1993, whereas for the other countries an agreement had been 
reached earlier or, in the case of the Baltics, were more liberal. The Baltic States 
achieved very good results for the traditional sensitive sectors, such as textiles and 
clothing. For textiles, the OPT seem to have been an import instrument to guarantee 
both investments and re-export to the EU. As said in section 2, there were less 
arrangements in the case of Slovenia and, contrary to the other CEECs, the 
importance of these arrangements diminished over time. 

 

Table 7: Commodity decomposition of competition effects of the CEECs-7’s 
change in exports to the EU-15 (1993—1996)a 

1993—1996 (%) Baltic 
States 

Czech 
Republic 

Hungary Poland Slovenia 

Textiles 12.1 4.1 1.4 2.7 6.1 

Coal 2.3 3.3 0.1 4.3 0.0 

Iron & steel 2.5 2.1 3.5 3.8 5.6 

Bulk chemicals 11.0 4.5 0.7 4.2 5.7 

Other chemicals -1.4 0.4 -0.7 -0.7 0.1 

Basic manufactures 2.2 17.3 8.4 25.1 13.9 

Capital goods 25.6 50.9 75.9 28.7 66.7 

Clothing 34.4 3.3 3.5 12.9 -16.5 

Other consumer goods 11.3 14.3 7.1 19.0 19.7 

a Due to rounding, totals do not necessarily correspond to the sum of the parts 

 

What can be concluded so far? At first sight, the results of the decomposition 
analysis do not confirm the idea that the EU is effectively discriminating against the 
CEECs-7’s exports of sensitive commodities, such as textiles, coal, iron & steel, 
bulk chemicals and clothing. However, the fact the CEECs-7 perform better than 
the reference group, which in our case is the EU, does still not exclude 
protectionism. We are simply not able to answer the counter factual, namely, „what 
would have happened if there were no sensitive commodities?“  The improvement 
in competitiveness rather underlines the importance of trade issue between the 
CEECs and the EU in the period 1993—1996. Trade liberalization apparently 
coincided with increasing market shares of the CEECs-7, but it is premature to 
conclude to the irrelevance of protectionism in the negotiations for EU 
membership. The performance of the high-developed economies of the Czech 
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Republic, Hungary, Poland and Slovenia for certain non-sensitive commodities, 
such as in capital goods, was even better, which rather indicates that trade is indeed 
still an important issue. Unfortunately, there are still no more detailed data 
available for the Baltic countries, since these could disguise differences in 
performance of Estonia vis-à-vis Lithuania and Latvia. 

The regional decomposition of the competition effect is presented in table 8. The 
results do confirm the expections on the basis of geo-political factors. The Baltic 
States benefit from the exports to the Nordic countries and to a lesser extent from 
Denmark, whereas Hungary evidently benefits from its Austrian neighbour. For 
Slovenia, the importance of Austria and to a lesser extent Italy is also beyond 
dipute. Apart from these specific geographic factors, it appears that for all the 
countries under scrutiny, the performance on Germany is most importantly 
contributing to the total competition effects. Do note, that these figures are in no 
way related to the size of the German market, since scale has been filtered out.  

Finally, the table does not confirm more protectionism from the Mediterranean 
countries, Spain, Portugal and Greece. If we consider the results for Slovenia as 
insignificant, the analysis shows that the performance on these markets was no 
worse than that of the reference group. 

Table 8: Regional decomposition of competition effects of the CEECs-7’s change 
in exports to the EU-15 (1993 - 1996)a 

1993—1996 (%) Baltic 
States 

Czech 
Republic 

Hungary Poland Slovenia 

Austria 1.4 8.2 12.4 9.1 25.8 

Belgium/ Luxembourg 1.7 5.3 2.8 5.5 1.8 

Denmark 10.5 0.9 0.1 4.5 1.0 

Finland/ Sweden 34.6 1.8 0.6 4.5 -5.3 

France 5.9 6.1 5.6 10.5 11.4 

Germany 29.8 71.4 52.4 51.3 46.1 

Italy 5.5 2.9 5.8 4.9 18.1 

Netherlands 1.7 1.7 5.7 4.6 0.2 

Spain/ Portugal/ Greece 4.0 0.5 5.7 4.0 -0.1 

UK/Ireland 4.8 1.1 9.0 1.1 1.0 

a Due to rounding, totals do not necessarily correspond to the sum of the parts. 
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All in all, it can be concluded from the decomposition analysis that in the period 
1993-1996 all the CEECs-7 performed extremely well. For the Baltic countries, the 
Czech Republic, Hungary and Poland, the competition effects were even larger than 
the scale effects. As far as composition of the competition effects is concerned, 
with the notable exception of Slovenia, there were no groups which negatively 
contributed to the total competition effects, neither with respect to commodities, 
nor with respect to regions. Therefore, the results do not as yet confirm the idea that 
the EU is no longer systematically discriminating against exports of the CEECs-7. 
One can only conclude that to the extent discrimination in sensitive commodities 
has been alleviated, the CEECs were able to compete. To that extent, the 
decomposition of exports leads to slightly different conclusions as those derived 
from the gravity model, such as applied by Brenton and Di Mauro (1998). It is 
beyond doubt that the performance in the non-sensitive products was better than in 
the sensitive sectors.  

5. Conclusion 

The AAs the EU has with the CEECs have been criticized from the very beginning. 
The sensitive commodities were believed to undermine the trade potential of the 
CEECs. The export structure of the CEECs was to a large extent dominated by the 
specified sensitive sectors and a relative competitive advantage was particularly 
expected for these products. The restrictiveness of the EU trade policy would 
hamper a catch-up of the CEECs. To put it differently, for the CEECs the trade 
barriers would imply an important motivation to enter the EU. This article 
addressed the restrictiveness of the EU’s trade policy towards the CEECs. Firstly, it 
scrutinized the development of liberalization through GSP treatment and evaluated 
the trade aspects of the AAs. Secondly, it analyzed the developments of aggregate 
and sectoral trade flows of the CEEC’s exports to the EU and, thirdly, it tried to to 
find out by means of a decomposition of export growth to what extent the 
performance of both sensitive and non-sensitive commodities was due to supply 
and demand factors. 

The analysis of the trade arrangements of the EU with the CEECs in the first 
section of the paper clearly showed that liberalization of trade is restricted. Textiles 
and clothing, iron and steel, coal and chemicals still face important barriers. Of 
course, the question remains whether these barriers are effective. The observation 
of the trade development between the EU and the CEECs, as applied in second 2, 
indicates that the gain in market shares of the non-sensitive commodities was much 
higher than the increase in the sensitive sectors’ market shares. In order to reveal 
the extent to which that might be due to restrictions, a closer look at 
competitiveness was needed. By means of a decomposition of export change it 
could be observed that the increase in market shares contributed to a very large 
extent to export growth. In the case of the Baltic States, the Czech Republic, 
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Hungary and Poland, these effect were even more important than the total growth 
of EU demand. So, in stead of riding the waves, these countries’ export 
performance were first and foremost due to their competitiveness.  

To the extent that the CEECs are able to perform also in the exports of sensitive 
commodities, the results of the decomposition analysis of the CEECs’ export 
growth indicate that restrictiveness of trade can no longer be the major drive for 
accession. There is trade restrictiveness, but the discrimination against the CEECs 
does not seem to be effective. Apparently, several of the measures decided upon in 
the IAs, such as cumulative rules of origin and OPT, facilitated an improvement of 
sensitive commodities’ exports as well. The restricted number of OPT 
arrangements in the case of Slovenia may in this respect may perceived as an 
important indication for the fact that this country appeared to be the only country 
with negative competition effects for clothing. This leads to the conclusion of the 
importance of the OPT. 
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Annex 1: Czech Republic / Slovak Republic 
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