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Central, East European, Baltic and Turkish 
Economies: A View to Future Membership in the EU* 

Introduction 

Major changes have affected the future of European Union (EU) during the 
last six years. Six years ago, the future of the EU seemed set: a gradual deep
ening towards real and monetary union. The breakdown of communism radi
cally shifted the challenge from deepening to widening. First to come were 
the countries of the EFTA (Europe Free Trade Association). Their member
ship applications were a logical step. Since January I, 1995 these countries 
have participated in the decision making process of the EU. Added to this list 
are the potential applicants from the Central European Economies: the Czech 
Republic, Hungary, Poland and the Slovak Republic. These countries may in 
fact have a solid claim to EU membership. All of them have signed 
Association Agreements with EU, but no timetable for accession has been 
offered. The next group of potential applicants consist of Bulgaria and 
Romania. These countries, which have also signed Association Agreements 
with the EU, have some way to go in policy reforms before becoming viable 
candidates. The third group of countries are the Baltic countries: Estonia, 
Latvia and Lithuania. In addition, there are countries such as Slovenia which 
has indicated its desire to accede to the EU, and Belarus, Moldova and 
Ukraine whose potential membership is highly uncertain. Finally, we have the 
Mediterranean applicants consisting of Cyprus, Malta and Turkey. 

The chapter presents a comparative study of the countries in Central and 
Eastern Europe (CEE), the Baltics and Turkey, and analyses the implications 
of an enlarged EU that includes countries in CEE, the Baltic countries and 
Turkey. The next section compares these economies, particularly in relation to 
their trade policies and the trade agreements they have concluded with the 
EU. This is followed by aspects related to Turkey-EU Customs Union 
Decision (CUD) and the Europe Agreements (EA). The chapter then turns to 
consideration of the potential for trade creation between the EU, CEE, the 
Baltics and Turkey. The final section discusses the potential accession of these 
countries to the EU. 

* I w11 grateful to Bemard Hoekman for co111111e111s m1 w1 earlier drqfi of 1his chapter. All errors 

are of cm,r.1·e mine. 
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The Fundamentals 

The economies of the EU, CEE, the Baltics and Turkey are at different stages 
of development. The EU countries are developed economies. Turkey is a mid
dle income, free market economy with a relatively large public sector. On the 
other hand, the CEE and the Baltic economies are since 1989 in the process 
of transition from centrally planned to free market economies, and they face 
all of the associated difficulties. 

Table I provides basic data on the economies under consideration. Per 
capita income is lowest in Romania, followed by Bulgaria, Lithuania, Slovak 
Republic, Latvia, Turkey, Poland, Czech Republic, Estonia, Hungary and 
Slovenia. Turkey's per capita income lies between that of Poland and Latvia, 
and is higher than that of the Slovak Republic, Lithuania, Bulgaria and 
Romania. This ordering changes if one examines per capita incomes calculat
ed on the basis of purchasing power parity (PPP). The poorest country is again 
Romania, though now it is followed by Lithuania, Turkey, Bulgaria, Poland, 
Latvia, Hungary, Slovak Republic, Estonia and Czech Republic. No figures 
are reported for Slovenia. Thus, in PPP terms, the Czech Republic is the rich
est, and Turkish per capita income lies between that of Lithuania and 
Bulgaria. 

In 1993, the exports (imports) of CEE-4 countries amounted to $ 4 1.3 
(5 1.3) billion, those of the CEE-6 countries to$ 50.2 (6 1.9) billion, and those 
of Turkey to$ I 8. 1 (23.3) billion. Examination of the structure of production 
reveals that in Lithuania, the agricultural sector contributed 23 per cent to the 
country's 1993 gross domestic product (GDP) The share of agriculture in 
Turkey's GDP during the same year was 15 percent, 16 percent in Latvia, 13 
percent in Bulgaria and I I percent in Estonia. In all of the remaining coun
tries excluding Greece, the share of agriculture was less than 8 percent. 
During the period since the implementation of market oriented economic 
reforms, output in the region has declined sharply. Recently, output has start
ed to stabilize. During 1993, output increased in Poland and Slovenia, and 
during I 994 it increased in all of the transition economies. In all the countries 
under consideration, inflation in 1994 did not exceed two digit figures except 
in Turkey where inflation reached a high of I 06 percent. Inflation during i 994 
was running at an annual rate of I O percent in the Czech Republic, 19 percent 
in Hungary and 32 percent in Poland (IMF, I 995a). By I 995 all countries 
under investigation were under stand-by agreements with the International 
Monetary Fund (IMF). Finally, it should be noted that the rate of population 
growth in all the countries under consideration is relatively low, save in the 
case of Turkey. 



Table 1: Basic Data on CEE, EU and Turkish Economies I 
;:s 

PPP Share of Average Estimated 
1993 1993 1993 Estimate of 1993 1993 Agricultural Real GDP Average Population 

� Population GDP Area GNP/Pop GNP/Pop Exports Imports Value Added In Growth Rate Innation Rate Growth Rate 
(million) ($ billion) (1000 Km2) ($) (1993, $) ($ billion) ($ billion) GDP(%) 1991-94 1991-94 1993-2000 ... 

t">'l 
CEE Countries 

Czech Republic 10.3 31.61 79 2,710 7,550 12.93 13.49 5.3 -5.7 25.2 0.1 
Hungary 10.2 38.10 93 3,350 6.050 8.89 12.60 7.7 -3.4 24.6 -0.4 $::, 

Poland 38.3 85.85 313 2,260 5,000 14.00 18.83 7.0 1.4 45.2 0.2 ;s 

Slovak Republic 5.3 11.08 49 1.950 6,290 5.45 6.35 6.4 -5.9 26.6 0.4 
CEE-4 64.1 166.64 534 2,574 5.810 41.26 51.26 6.8 -1.5 35.5 0.1 ;::;· 
Bulgaria 8.9 10.37 111 1,140 4,100 4.07 4.24 12.8 -5.0 146.1 -0.5 $::, 
Romania 22.8 25.97 238 1.140 2.800 4.89 6.40 20.9 -4.2 191.1 -0.1 ;:s 

CEE-6 95.8 202.98 883 2,317 5,337 50.23 61.91 8.9 -2.0 61.0 0.0 
Former Yugoslavia � 

Slovenia 1.9 10.34 20 6,490 6.09 6.50 5.1 3.2 26.l 0.1 .:;· 

Baltic Countries � 
Estonia 1.6 5.09 45 3,080 6,502 0.46 0.62 I I.I -7.5 354.1 -0.5 C) 

Latvia 2.6 4.60 65 2,010 5,010 0.46 0.34 15.7 -14.8 305.1 -0.8 
;:s 
C) 

Lithuania 3.7 4.34 65 1,320 3,110 0.70 0.49 22.6 -23.1 431.9 -0.1 ;:: 
Baltic Countries 7.9 14.03 175 2,185 4,964 1.62 1.44 16.5 -14.7 362.1 -0.4 ;;;· 

European Union 

Austria 7.9 182.07 84 23,510 19.430 40.17 48.58 2.7 1.9 0.5 
Belgium 10.0 210.58 31 21,650 19,640 112.51 125.06 1.8 0.8 2.5 0.3 
Denmark 5.2 117.59 43 26,730 19,560 35.91 29.52 3.1 1.8 2.0 0.1 
Finland 5.1 74.12 338 19,300 15,530 23.45 18.03 2.4 -2.1 0.4 
France 57.5 1,251.69 552 22,490 19,000 206.26 202.27 2.6 0.8 2.3 0.4 
Germany 80.7 1,910.76 357 23,560 16,850 380.15 348.63 1.0 1.7 3.5 0.2 
Greece 10.4 63.24 132 7,390 9,000 7.96 20.54 12.5 1.2 14.3 0.3 
Ireland 3.5 42.96 70 13,000 13,490 28.61 21.39 6.6 3.5 2.4 0.3 
Italy 57.1 991.39 301 19,840 17,830 168.46 146.79 3.2 0.7 5.3 0.0 I 

(...,, 
(...,, 



Table 1: Continued 

PPP Share of Average 
1993 1993 1993 Estimate of 1993 1993 Agricultural Real GDP Average 

Population GDP Area GNP/Pop of GNP/Pop Exports Imports Value Added In Growth Rate Inflation Rate 
(million) ($ billion) (1000 Km2) ($) (1993,$) ($billion) ($billion) GDP(%) 1991-94 1991-94 

Luxembourg 0.4 14.78 3 37,320 29,510 1.2 1.7 3.1 
Netherlands 15.3 309.23 37 20,950 17,330 139.08 126.56 3.6 1.3 2.7 
Portugal 9.8 85.67 92 9,130 10,710 15.43 24.60 3.5 0.8 8.3 
Spain 39.5 478.58 505 13,590 13,510 62.87 78.63 3.5 0.8 5.7 
Sweden 8.7 166.75 450 24,740 17,200 49.86 42.68 0.6 -0.8 
United Kingdom 57.9 819.04 245 18,060 17,210 180.58 206.32 2.0 0.4 4.8 
EU-12 369.0 6,718.43 3,240 19,685 17,276 1,451.30 1,439.59 2.4 I.I 4.1 
Turke;t: 59.5 132.30 779 2,184 3,920 18.11 23.27 15.4 2.3 77.1 

Source: World Development Repurt /995, World Bank; various issues of the "Economist /ntelligenc Unit Country Reports" on CEE economies; 
OECD in Figures, /994 edition, OECD; various issues of European Economy, and World Economic Outlook, Oct /995 /MF. 
Note: Turkish data on GNP. per capita income, exports and imports refer to rhe year /994. 

Estimate 
Population 

Growth Rate 
1993-2000 
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During the last five years, all of the CEE and Baltic countries have made sub
stantial progress in structural reform. In particular, prices in these countries 
are now largely determined by market forces. Privatization has proceeded 
rapidly in all of the countries except in the cases of Romania, Bulgaria and 
Slovenia. The share of the private sector in GDP in the Czech Republic has 
increased from 3 percent in 1989 to 65 percent in 1994 and from 3 percent in 
1989 to 40 percent in 1994 in Bulgaria. By 1994, more than half of GDP was 
generated in most of the countries by the private sector. In comparison, one 
should note that the share of state owned enterprises in total value-added in 
the Turkish economy was 10.6 percent in 1990. 1 

The transition economies still need to achieve macroeconomic stability, 
reduce economic distortions and free resources for productive activity. The 
countries will then be on course for a sustainable economic growth. In the 
meantime, there is much to be done in order to make the economy more 
responsive to market forces. To this end, the countries have to foster compe
tition. It is recognized that opening up to international trade would be the most 
effective mean to instill competition in the economy. 

Table 2 shows the direction of trade of the countries under investigation 
during the years 1988 and 1994 and Table 3 presents the commodity compo
sition. The following aspects are worth noting: 

• The European Union has emerged to become the single most important 
trading partner for all of the CEE countries and Turkey during the period 
1988- 1994. 

• Germany is the single most important trading partner within the EU for the 
CEE countries. 

• Trade among the CEE countries has decreased during the period 1988-
1994. 

• Trade between CEE countries and the former Soviet Union has decreased 
substantially over the period 1988- 1994. 

• Textiles and clothing goods are the most important export items of Turkey, 
CEE and the Baltic countries to the EU. 



Table 2: Territorial Composition of Trade of the CEE and Baltic Countries and of Turkey 
I during 1988 and 1994 N 

Partner Group Bulgaria Bulgaria Czech Czech Estonia Hungary Hungary Latavia Lithuania Poland Poland Romania Romania Slovakia Slovenia Turkey Turkey 

Rep. 

1988 1994 1988 1994 1994 1988 1994 1994 1994 1988 1994 1988 1994 1988 1994 1988 1994 

TOTAL 
EXPORTS 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

EU-15 19.13 48.36 29.84 59.39 49.23 30.34 60.67 39.33 30.11 35.85 69.21 29.23 '\8.21 47.84 65.54 45.66 47.69 

Germany 5.63 14.03 15.11 34.74 7.56 10.91 28.04 10.52 11.43 12.89 35.67 9.37 16.04 25.07 30.26 18.28 21.73 
Austria 0.85 1.90 4.23 7.03 0.14 5.70 9.90 2.12 0.30 3.02 2.20 1.67 1.57 6.71 5.48 1.53 1.38 
Finland 0.37 4.74 0.70 2.41 0.61 0.93 3.34 1.42 1.18 1.40 4.00 0.11 5.13 2.33 8.59 0.15 0.17 

CEE & Baltic 
Countries and 
Slovenia 31.71 5.11 16.80 24.75 13.49 11.70 7.04 10.82 18.14 11.60 5.27 12.80 6.27 43.28 4.89 1.80 4.00 
Former Soviet 
Union na 10.79 34.20 4.90 29.35 27.70 14.63 36.80 46.67 24.30 8.27 24.40 6.25 3.83 4.63 2.30 7.80 
Turkey 0.47 3.67 0.56 0.41 0.19 1.04 0.38 0.10 0.20 0.74 0.20 2.10 4.09 0.30 0.12 

TOTAL 
IMPORTS 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

EU-15 36.42 45.35 33.30 63.99 63.62 34.67 56.35 40.66 32.21 33.89 65.31 7.08 48.18 43.14 68.42 42.88 46.91 

Germany 16.75 14.24 17.70 35.09 9.64 13.90 23.56 13.61 13.75 13.00 27.47 2.50 17.96 21.43 23.55 14.30 15.67 
Austria 3.69 2.50 5.30 7.40 0.54 7.20 10.51 0.72 0.62 4.30 2.57 0.80 2.74 6.70 10.27 1.50 0.91 
Finland 0.60 3.05 0.54 4.25 1.43 0.81 3.05 1.53 1.78 1.05 4.52 0.04 5.09 2.16 8.17 0.61 

CEE & Baltic 
Countries and 

V) 
Slovania 19.33 5.30 16.80 17.73 5.48 12.30 6.03 12.88 11.66 12.00 4.39 17.60 5.12 33.04 6.79 2.80 3.10 ::::: 
Former Soviet (:r-

Union na 24.48 31.40 10.31 21.53 25.10 22.96 30.35 50.29 28.20 9.32 35.40 17.89 12.50 2.24 3.10 7.80 ! 
Turkey 0.53 1.80 0.34 0.28 0.03 0.32 0.24 0.16 0.08 0.44 0.43 0.44 2.12 0.08 0.29 

� 
Note: Trade duri11g 1988 betwee11 each of the CEE countries and "CEE & Baltic Countries a11d Slove11ia" refers only lo trade between those countries and CEE countries. 
Source: Directio11 of Trade Statistics, /MF. 1995. ;:: 



Table 3: Commodity Composition Of Exports and Imports of CEE I "' 

Exports Bulgaria Czech Republic Estonia Hungary Latvia Lithuania Poland Romania Slovenia Slovakia Turkey � 
SITC COMMODITY 

I 0-08+41+42 Food 8.35 2.67 5.67 12.71 1.22 3.76 8.52 3.16 1.64 2.02 17.45 t"?"] 

2 I Beverages and Tobacco 4.51 0.50 0.07 0.58 0.05 0.03 0.09 0.38 0.18 0.02 1.45 

3 08+22 + 43 Other Food Items 1.10 0.64 0.78 1.73 0.05 0.63 0.43 0.23 0.13 0.51 0.18 "' 
4 2-22-27-28 Agricultural Raw Materials 4.36 4.30 14.18 2.93 16.79 6.22 3.78 1.68 2.07 3.01 2.37 

5:) 

5 27+28 Crude Fertilizers and � 
Metallic Ferrous Ore 3.63 2.65 9.93 1.96 5.57 11.07 1.64 0.97 0.40 1.80 2.06 g. 

6 3 Energy 1.64 2.86 13.30 1.10 43.51 35.09 7.81 2.99 0.00 0.39 2.16 ;::;· 
5:) 

7 67+68 Iron and Steel and 19.63 8.21 8.72 6.65 9.25 4.96 12.07 14.26 6.65 15.88 2.46 ;:: 

Non-Ferrous Metals 
� 

8 65+84 Textiles and Clothing 18.24 11.40 12.74 15.47 8.61 14.50 17.87 33.46 17.97 17.91 49.83 

9 61+83+85 Hides and Leather 6.24 2.97 2.59 4.47 1.42 2.46 1.99 9.53 3.55 3.96 0.59 o:;· 
JO 63+82 Wood Manufactures and Furniture 1.88 5.23 9.15 3.19 5.47 3.34 10.22 10.89 9.36 4.66 0.58 

II 64 Paper 0.32 1.59 0.16 0.72 0.10 0.27 1.26 0.32 3.40 3.90 0.34 Cl 
;:: 

12 66 Non-Metallic Mineral Cl 

Manufactures 1.90 5.95 2.64 1.79 0.44 0.63 3.46 2.88 2.24 5.63 2.44 <i;" 
13 5+62 Chemicals and Rubber Products I 1.69 9.54 I 1.56 8.93 3.37 10.66 5.65 5.81 6.04 10.52 4.14 

c., 

14 69 Metal Products 1.54 6.23 1.34 :uo 0.31 1.02 4.56 1.7 4.84 3.92 1.20 
15 7 Machinery and Transportation 

Equipment 12.06 25.62 1.95 28.79 1.62 3.58 16.58 8.63 33.81 20.98 9.90 

16 81+86+89+9 Miscellaneous Manufactured 
Articles 2.89 9.64 5.22 5.60 2.21 1.79 4.07 3.09 7.71 4.90 2.83 

First Three Sectors with 
Highest Shares 7, 8, 15 15, 8. 16 4,6.8 15, 8. I 6.4. 7 6. 8,5 8, 15, 7 8, 7, JO 15, 8, JO 15,8, 7 8, 1. 15 . v.,, 

v.,, 



Table 3: Continued 

I 
-i:.. 
-i:.. 

Imports Bulgaria Czech Republic Estonia Hungary Latvia Lithuania Poland Romania Slovenia Slovakia Turkey 

SITC COMMODITY 

0-08+41+42 Food 9.52 5.16 21.46 5.12 14.43 10.26 7.45 5.06 5.23 5.05 1.55 

2 I Beverages and Tobacco 3.47 0.78 5.07 0.49 10.74 11.5 0.51 0.74 1.30 0.63 0.57 

3 08+22+43 Other Food Items 0.36 0.87 0.74 0.79 0.39 0.67 1.44 0.64 0.26 1.10 0.19 

4 2-22-27-28 Agricultural Raw Materials 2.69 1.38 1.10 1.76 1.03 1.37 1.89 1.28 2.38 1.82 2.63 

5 27+28 Crude Fertilizers and 0.39 0.43 8.08 0.22 0.03 0.03 0.38 0.67 0.98 0.22 4.66 
Metallic Ferrous Ore 

6 3 Energy 3.39 0.82 1.44 0.58 2.01 0.49 1.84 2.52 2.02 0.48 1.70 

7 67+68 Iron and Steel and 2.00 3.85 1.03 2.78 0.69 1.23 2.69 1.60 4.88 4.61 5.27 
Non-Ferrous Metals 

8 65+84 Textiles and Clothing 10.75 6.99 6.38 10.75 8.77 9.60 12.92 21.35 12.29 9.87 5.26 

9 61+83+85 Hides and Leather 3.13 1.76 1.94 3.58 2.47 1.45 1.28 6.28 2.71 2.69 1.27 

10 63+82 Wood Manufactures and Furniture 1.63 1.78 1.27 1.89 2.07 1.87 1.00 1.06 2.01 1.75 0.63 

II 64 Paper 1.80 1.49 0.86 1.90 1.10 0.89 2.27 1.10 1.80 1.10 1.26 

12 66 Non-Metallic Minera 

Manufactures 1.56 2.07 1.28 1.96 1.46 1.06 1.95 1.22 1.80 1.82 1.22 

13 5+62 Chemicals and Rubber Products 16.39 12.06 9.91 13.43 7.87 10.39 15.24 9.04 11.33 12.19 15.82 

14 69 Metal Products 1.86 4.19 1.90 3.40 1.60 1.60 3.09 2.31 3.06 2.92 1.88 

15 7 Machinery and 32.49 44.21 34.33 41.30 34.54 36.48 34.85 35.94 39.60 44.35 44.29 
Transportation Equipment 

16 81+86+89+9 Miscellaneous Manufactured l::; 

Articles 8.59 12.15 11.12 10.06 10.72 11.09 11.10 9.08 8.33 9.33 11.80 

First three sectors with 
highest shares 15, 13, 8 15, 16, 13 15, 1, 16 15, 13, 8 15, 1, 2 15, 2, 16 15,13,8 15, 8, 16 15, 8, 13 15, 13, 8 15, 13, 16 

Source: Author '.r Calculations. ;: 



Central, East European, Baltic and Turkish Economies 345 

Table 4 shows the coefficient of similarity between the exports and 
imports of Turkey with those of the countries in transition. The index of sim
ilarity is calculated by comparing the export vector x with the import vector 
m using the formula for the cosine between two vectors: 

LXJ mi 

a= 
...Jfa;m; 

where X.1 deljlotes country j 's export of commodity i, XJ refers to total exports 
of country j, M.1 j-th c,:ountry's import of commodity i, Mi total imports of 
country j, x,' =(�,'IX') is the share of commodity i in country j's total exports, 
mi= (M,' /Iy11

) sha,re of commodity i in country j's total imports, x/ = (x', .. , x.' 
) Gountryj's export share vector, and mi = (mi', .. ,m,,') COUljltry j'&. import share 
vector. 

The coefficient of similarity varies between zero and one and has a 
straightforward interpretation. It is equal to one if the two (export and import) 
vectors are exactly the same. Conversely, the coefficient will equal zero in 
which case the two vectors are orthogonal if for each commodity exported the 
corresponding import of the same commodity equals zero, and for each com
modity imported the export of commodity equals zero. Examination of the 
coefficient of similarity in the trading relationship between Turkey and the EU 
shows that: 

• Turkish exports to the EU are similar to those of Romania, Poland, 
Bulgaria and Hungary to EU. The similarity between Turkish exports to 
the EU on the one hand, and the exports of the Baltic countries to the EU 
on the other hand is relatively low. 

• Turkish exports to the EU are not similar to the imports of CEE countries 
from EU. 

• Turkish imports from the EU are similar to the exports of Czech Republic 
to the EU. The similarity between Turkish imports from the EU and the 
exports of Latvia, Romania and Lithuania is relatively low. 

• Turkish imports from the EU are similar to the imports of CEE and Baltic 
countries imports from the EU. 
To analyze the sectors where countries have a comparative advantage, we 

calculate the index of revealed comparative advantage (RCA) which is given 
by: 

(X IX) 
RCA = In( ' ) ' 

(X�" IX'") 

where X. denotes export of commodity i by the country considered, X its total 
exports, X,'" refers to the total exports of commodity i to the EU from all 
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Table 4: Indexes of Similarity for Turkish Exports to and 
Turkish Imports from European Union with 

CEEC's Trade with European Union 

Turkish Exports Turkish Imports 

Bulgaria 
Exports 0.6896 0.3757 
Imports 0.3768 0.7884 

Czech Rep. 
Exports 0.4808 0.7157 
Imports 0.2831 0.8769 

Estonia 
Exports 0.3668 0.3247 
Imports 0.2288 0.7 143 

Hungary 
Exports 0.6814 0.5442 
Imports 0.3341 0.8595 

Latvia 
Exports 0. 1879 0. 1768 
Imports 0.339 1 0.6542 

Lithuania 
Exports 0.3512 0.2308 
Imports 0.3096 0.7464 

Poland 
Exports 0.7221 0.4004 
Imports 0.3353 0.8442 

Romania 
Exports 0.8221 0.2 164 
Imports 0.4073 0.7588 

Slovakia 
Exports 0.598 1 0.5728 
Imports 0.2886 0.8923 

Slovenia 
Exports 0.5993 0.5909 
Imports 0.3178 0.7874 

Le�·el t!{ Aggregation: 2-digit S/TC 

Source: Awlwr '.r rnlculation. 
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sources excluding the exports of commodity i of the country under consider
ation; X'" refers to the total exports to the EU from all sources excluding the 
total exports of the country under consideration. If this ratio is greater than 
one, then the country is said to have a comparative advantage in the produc
tion of that product relative to the rest of the world. Alternatively, if the RCA 
is less than unity, then the country is said to have a comparative disadvantage 
in the production of the said commodity vis-a-vis the rest of the world. 

Table 5a shows the thirteen 2-digit SITC commodity groups (see the 
Appendix for a description of the 2-digit SITC groupings) with the highest 
RCA values in 1994. The table reveals the following aspects: 
• the Czech Republic has a comparative advantage in the production of 

"sanitary, plumbing and heating" (SITC 8 1) materials, "coal" (SITC 32) 
and "cork and wood" (SITC 24). 

• Hungary has a comparative advantage in the production of "live animals 
chiefly for food" (SITC 00), "111eat and meat preparations" (SITC O I) and 
" footwear" (SITC 85). 

• Poland has a comparative advantage in "coal" (SITC 32), "furniture" 
(SITC 82) and "cork and wood manufactures" (SITC 63). 

• Bulgaria has a comparative advantage in "manufactured fertilizers" (SITC 
56), "non-ferrous metals" (SITC 68) and "footwear" (SITC 85). 

• Romania has a comparative advantage in "footwear" (SITC 85),"furni
ture" (SITC 82) and "clothing" (SITC 84). 

• Turkey has a comparative advantage in "clothing" (SITC 84), "vegetables 
and fruit" (SITC 5) and "textiles" (SITC 65). 

• Comparison of the sectors where the CEE countries enjoy a comparative 
advantage with those where Turkey has a comparative advantage reveals 
that both the Czech Republic and Turkey enjoy a comparative advantage 
in the production of the commodities "sanitary, plumbing and heating" 
(SITC 8 1  ), "non-metallic mineral manufactures" (SITC 66) and "manu
factured fertilizers" (SITC 56); that Hungary and Turkey have a compar
ative advantage in "clothing" (SITC 84) and "sanitary, plumbing and heat
ing" (SITC 81 ); that Poland and Turkey have a comparative advantage in 
"manufactured fertilizers" (SITC 56), "clothing" (SITC 84) and "crude 
fertilizers" (SITC 27); that Bulgaria and Turkey have a comparative 
advantage in "manufactured fertilizers" (SITC 56), "travel goods" (SITC 
83), and "inorganic chemicals" ; and that Romania and Turkey have a com
parative advantage in the production of "clothing" (SITC 84 ), "manufac
tured fertil izers" (SITC 56), and "non-metallic mineral manufactures" 
(SITC 66). 



Table Sa: Thirteen SITC Divisions with Highest RCA Values Computed for Trade with EU During 1994 

I 
Rank Bulgaria Czech Republic Estonia Hungary Latvia Lithuania Poland Romania Slovakia Slovenia Turkey 

56 2.2 1 5  8 1  1 .285 56 2 .9 10  0 1 .7 1 5  24 2.906 56 3. 183 32 2.440 85 2 .235 56 1 .737 63 1 . 883 84 2 .224 

2 68 1 .73 1 32 1 . 1 73 24 2.650 I 1 .439 2 1  2 . 109 28 2.3 1 9  82 1 .800 82 2 .205 67 1 .564 82 1 .588 5 1 .897 

3 85 1 .5 1 5  24 1 . 1 38 2 1  2 .507 85 1 .325 33 1 .889 2 1  2.085 63 1 .773 84 2 .03 1 85 1 .093 6 1  1 .364 65 1 .3 1 2  

4 83 1 .486 82 1 . 1 23 28 2 .259 22 1 .296 63 1 .854 6 1  1 .755 0 1 .746 67 1 . 1 57 82 1 .048 84 1 . 1 85 27 1 .264 

5 35 1 .4 1 2  63 1 . 1 1 8  32 2.25 1 84 1 . 1 6 1  28 1 .655 24 1 .693 56 1 .373 0 1 .087 0 1 .030 8 1  1 .070 1 2  1 . 109  

6 I I  1 .394 69 0 .974 63 2 . 1 20 7 1  1 .00 1 26 1 .006 33 1 .654 84 1 .338 56 1 .042 84 1 .027 62 0.904 26 0.838 

7 52 1 .3 1 4  66 0.948 52 1 .844 8 1  0.899 6 1  0 .734 63 1 . 1 29 68 1 .3 1 4  68 0.925 6 1  0.94 1 85 0 .787 8 1  0.5 16  

8 23 1 .307 56 0 .892 82 1 .3 1 6  77 0 .7 18  67 0.693 84 0 .975 24 1 . 1 20 2 1  0 .7 1 8  24 0.927 69 0 .722 62 0..480 

9 0 1 . 250 67 0 .877 3 1 . 1 22 82 0.7 1 2  68 0 .544 32 0.922 27 0 .802 63 0 .4 1 7 63 0.92 1 52 0 .670 29 0.420 

1 0  84 1 . 243 85 0 .78 1 25 0 .895 29 0 .693 32 0 .476 59 0 .824 6 1  0 .686 6 1  0.343 66 0 .892 77 0.6 1 1  52 0.324 

I I  1 2  1 . 1 25 0 0 .734 8 1  0 .837 4 1  0 .689 82 0 .377 68 0.4 18  69 0.663 66 0 .224 8 1  0.847 68 0.602 56 0.098 

1 2  28 1 . 1 02 83 0 .674 68 0 .8 1 1  28 0 .596 84 0 .342 82 0.288 3 0.437 8 1  0. 1 94 62 0 .846 24 0.544 66 0.058 

13  67 1 .030 28 0.672 65 0 .789 2 1  0 .525 52 0 . 1 1 3 27 0.266 67 0 .432 5 1  0. 1 1 7 65 0 .709 2 1  0.494 83 0.030 

Turkish 
Comparative 
Advantage 56,83,52, 8 1 ,66,56 , 56,52,8 1 ,  84,8 1 ,29 26,84,52 56,84,27 56,84,27 84,56 ,66, 56,84,66, 84,8 1 ,62, 

84, 1 2  83 65 8 1  8 1 ,62,65 52 

Source: A uthor :, calcullltion.< usinK 2-diKit S/TC trade dlltll from Eurostat. 
I 

.::: 
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Table 5b identifies the "winn ing" sectors in each of the countries under 

consideration .  These winning sectors have been identified as those that have 

experienced the largest growth rates in any one country ' s  exports during the 

period 1 988- 1 994. From the table i t  fol lows that the winning sectors for Turkey 

are "coal" (S ITC 32) and "paper" (SITC 64) ,  for Hungary "power generating 

machinery" (SITC 7 1 )  and "office machines" (SITC 75), and for Bulgaria 

"non-ferrous metals" (SITC 68) and "other transport equipment" (SITC 79) . 

Table 6 shows the trade relations between CEE and B al tic countries on the 

one hand and Turkey on the other over the period 1 985- 1 994. The table 

reveals that the exports of Turkey to the CEE and Bal tic  countries have 

increased from $ 1 07 m i l l ion in  1 985 to $ 723 m i l l ion in  1 994;  even with this 

phenomenal increase of c lose to seven-fold, the trading relations between 

these countries and Turkey remain l imi ted : in  1 994 only 4 percent of Turkey ' s  

total exports found the ir way to  the  markets of the  CEE and B alt ic countries .  

S imi larly, only 3 percent of Turkey's  total import b i l l  i n  1 994 were account

ed for by exports from the CEE countries .  

Table 7 gives the commodity composit ion of  trade between CEE countries 

and Turkey during 1 994. The table reveals that: 

• The main export items from Turkey to Poland are "texti les and clothing", 

"hides and leather" and "chemicals and rubber products" . These commodi

t ies account for 92 percent of all exports to Poland. On the otherhand, 

Turkey 's main import items that originated from Poland were "machinery 

and transport equipment", "energy" and "texti les and c lothing". These com

modities account for 70 percent of all imports from Poland. 

• The main export i tems from Turkey to Romania are "food", "machinery 

and transport equipment" and "chemicals and rubber products". These 

commodities accounted for 75 percent of Turkey 's  total exports to 

Romania .  On the other hand, the main items that Turkey imported from 

Bulgaria in 1 994 were "chemicals and rubber products",  "energy" and 

"food" .  These commodities accounted for 38 percent of  all imports from 

Romania .  

• The main export items from Turkey to the Czech Republ ic  in 1 994 were 

"text i les and clothing", "food" and "hides and leather" . These commodi

t ies accounted for 69 percent of total Turkish exports to the Czech 

Republ ic .  On the other hand, Turkey 's  main import i tems from the Czech 

Republ ic were "machinery and transport equipment", "chemicals and rub

ber products" and " iron and steel and non-ferrous metal s" .  These three 

commodit ies accounted for 86 percent of  all imports from the Czech 

Republ ic .  



Table Sb: Thirteen SIT C Divisions with Highest Export Shares in 1994 
I to Export Shares in 1989 for Trade with EU 0 

Rank Bu lgaria Czech Republic H ungary Poland Romania S lovakia Turkey 

68 8 .896 96 16.656 71 5 .808 61 7 .091 21 777.746 79 1 7 .544 32 21 .796 

2 79 7 .616 75 9 .601 75 5 .533 9 5 .730 32 766.878 61 9.087 64 13.782 

3 9 7 .432 77 5.367 43 4 .912 63 2 .649 25 124.935 56 7 .584 79 6.254 

4 85 5 .954 61 4 .850 78 3 .741 81 2 .439 8 109.572 68 6.757 42 5 .981 

5 61 5 .624 79 4.363 25 3 .536 89 2 .224 43 34.989 42 4 .271 25 5 .517 

6 42 4.911 68 4 .061 81 3 . 354 SS 2.222 79 19.283 77 3 .805 59 4 .354 

7 88 3 .727 69 3.873 76 2 .691 82 2.215 61 6 .681 76 2 .697 77 3 .744 

8 52 3 .348 81 3.531 77 2 .401 54 2 .053 85 6 .392 84 2.552 22 2 .967 

9 43 2 .643 56 3.258 88 2.275 56 1 .851 42 5 .360 69 2 .436 24 2 .543 

10 81 2 .447 8 2.914 21 2.236 84 1 .810 0 5 .007 81 2.279 81 2 .374 

I I  71 2 .379 87 2.535 9 1  1.699 66 1.797 93 4 .954 64 2 .082 54 2.304 

12 53  2.358 42 2 .439 64 1.626 26 1.761 28 4.671 8 2 .021 82 2.001 

13 84 2 .017 88 2 .292 69 1 .540 78 1 .701 27 4.390 85 1 .927 62 1 .979 

Turkish 

Comparative 

Advantage 79. 42, 81 77, 79 , 42 81. 77 , 64 81. 82, 54 25 , 79. 42 79. 42, 77 

81, 64 I .::: 

S1111rce: A uthor :1· rnlculatimzs using 2-digit S/TC trade data from Eurostar. I ! 



Table 6: Trade Between Turkey and CEE and Baltic Countries During 1985-1994 (Million US $) I 

EXPORTS �[ 
Total Share of Exports to gi Total CEE Turkish CEE and Baltic Countries "" 

Bulgaria Czech Czech Rep. Slovakia Estonia Hungary Latvia Lithuania Poland Romania Slovenia and Baltic Trade Exports in Turkish Exports 
... 

1 985 7.7 14.4 3.7 34 .4 47.0 107 .2 7958 1 .3 cl 
1 986 14.9 23 .9 12.5 4 1 .0 39.9 1 32.2 7457 1 .8 
1 987 1 4.5 27. 1 18. 1 25.7 48 .7 1 34 . 1 10 , 1 90 1 .3  � 
1 988 28 . 1 35.3 24 .8 77 .6 76.0 24 1 .8 1 1 ,662 2. 1 

0:, 1 989 26.7 39.2 24.5 7 1 .4 52 .8 2 14.6 1 1 ,625 1 .8 
e.. 

1 990 1 0.4 64.4 30 .6 103.4 83.2 292 .0 12 ,959 2 .3  �-1 99 1  76 . 1  64 . 1  34.6 14 1 .3 1 09.4 425.5 1 3 ,593 3 . 1 � 
1 992 72.2 52 .3 27.0 1 86 .3 1 73. 1 5 10.9 14 ,7 1 5  3.5 ;:,,: 
1 993 86 .2 58 .4 1 5.7 0.3 37.5 2.9 4.0 234 .8 I 5 1 .7 30.2 62 1 .7 1 5 ,345 4 . 1 I::>. 

1 994 1 33.7 62.2 1 2 .8 0 .8 58.3 2 . 1 8.3 249.5 1 75.3 1 9 .9 723 .0 18 , 1 06 4 .0 

IMPORTS .:;·  

Total Share of Imports to 
� Total CEE Turkish CEE and Baltic Countries 
c:, 

Bulgaria Czech Czech Rep. Slovakia Estonia Hungary Latvia Lithuania Poland Romania Slovenia and Baltic Trade Imports in Turkish Imports 
c:, 

1 985 98.7 :w .o 53.6 49.3 63.6 304.2 1 1 ,343 2 .7  ;;;· 
1986 4 1 .2 67 .3 38.2 127 .9 1 09 .6 384.2 1 1 , 1 05 3 .5 "" 
1 987 9.4 45 .9 70.6 62.5 229.4 4 1 7.8 1 4 , 1 58 3 .0 
1988  15.7 27.8 92.9 78.6 197 .9 4 12 .9 1 4 ,335 2 .9 
1 989 3 .3 72. 1 87 .2 98 . 1  238.5 499.2 1 5 ,792 3.2 
1 990 3 1 .9 143.4 1 1 0 .4 2 1 0.3 202 .5  698.5 22,302 3 . 1 
1 99 1  1 39.9 1 55.4 1 33 .6 1 50.6 1 98 .6 778 . 1 2 1 ,047 3.7 
1 992 224.5 183.7 97. 1 86.6 256. 1 848.0 22,870 3 .7  
1 993 243.2 223.0 2 1 .9 3.4 86.7 2.7 1 3.8 9 1 . 1  300.8 45.9 1 ,032.6 29,429 3 .5  
1 994 1 95.5 94.7 26.4 1 .9 55 .5 4.4 7 .7  69. 1 228.9 3 1 .6 7 1 5 .7  23,270 3 . 1 

Source: Foreign Trade Statistics. Swte Institute 11( Statistics, Ankara. I 



Table 7 :  Commodity Composition of Turkish Exports to and Imports from CEE 
I and Baltic Countries during 1994 N 

EXPORTS 
Bulgaria Czech Republic Estonia Hungary Latvia Lithuania Poland Romania Slovakia Slovenia 

SITC COMMODITY 

0-08+4 I +42 Food 29.96 1 3.49 1 9.23 9.02 1 3 .97 4 1 .38  2.36 43.36 22.05 20.57 

2 I Beverages and Tobacco 0.26 3.55 0.00 4.96 0.00 0.4 1 1 .20 0.05 1 .79 0.00 

3 08+22+43 Other Food Items 1 .56 0. 1 2  0.00 0.05 0.00 0.7 1 0.08 1 .53 0.00 0.00 

4 2-22-27-28 Agricultural Raw Materials 1 . 1 4  0.70 0.00 0.24 0.00 0.02 0.37 0.08 0.00 2.65 

5 27+28 Crude Fertilizers and Metallic 2.66 0.02 0.00 0.28 0.00 0.0 1 0.40 2.6 1 0.03 1 7.09 
Ferrous Ore 

6 3 Energy 0. 1 1  1 .29 0.00 0.00 0.0 1 0.00 0.00 0.07 0.00 0.00 

7 67+68 Iron and Steel and Non-Ferrous 2. 1 8  0.05 0.00 1 .06 1 . 33 0.94 0.0 1 0.43 1 6.48 0.00 
Metals 

8 65+84 Textiles and Clothing 8.86 57.96 67.07 47.92 50.33 1 8.75 80.99 1 1 .20 22.34 38.43 

9 6 1 +83+85 Hides and Leather 8.54 9.29 1 .63 7.8 1 3.54 1 .8 1  5.54 0.79 1 0.66 0.59 

J O  63+82 Wood Manufactures and Furniture 1 .75 0. 1 0  0.00 0.03 2.32 1 .04 0.00 0.32 0.06 0.30 

I I  64 Paper 2.39 0.04 0.00 1 .26 0.49 2.26 0.07 1 .96 0.09 0.0 1 

1 2  66 Non-Metallic Mineral Manufactures 5.5 1 0.28 0.83 1 .07 5.7 1 1 . 1 6  0.28 1 . 1 1 0.34 0.0 1 

1 3  5+62 Chemicals and Rubber Products 1 5.82 4.65 4. 1 5  7.50 4.88 8.83 5.3 1 1 3.95 1 6.23 3.57 

1 4  69 Metal Products 1 .77 0.84 0.00 0.29 5.25 3.04 0.35 0.7 1 0. 1 5  8.40 

1 5  7 Machinery and Transportation :.::: 

Equipment 12 . 1 0  2.93 7.09 1 5.55 9. 1 8  1 6.97 2.04 1 7.7 1 6.95 6.44 
! 1 6  8 1  +86+89+9 Miscellaneous Manufactured 

Articles 5.38 4.69 0.00 2.94 3.02 2.68 1 .0 1  4. 1 2  2.82 1 .92 

First three sectors with highest 
shares I ,  1 3 , 1 5  8 ,  I ,  9 8, I ,  1 5  8 ,  1 5 ,  I 8, I ,  1 5  I ,  8 ,  1 5  8 ,  9 ,  1 3  I , 1 5, 1 3  8 ,  I ,  7 8, I , 5 



Table 7: Continued I 

IMPORTS � 
:-

Bulgaria Czech Republic Estonia Hungary Latvia Lithuania Poland Romania Slovakia Slovenia 

SITC COMMODITY ... 

gi 
0-08+4 I +42 Food 3 . 1 5  3 .65 1 7 .22 1 6 .7 1 0.00 1 1 . 37 1 .66 1 7 .48 3 .97 9 .9 1 c:l 

2 I Beverages and Tobacco 0.00 0 .00 0.00 0.0 1 0.00 0.00 0.00 0.00 0 .00 0.00 

3 08+22+43 Other Food I tems 5 . 33  0 .00 0.00 0 .33 0.00 0 .00 0.0 1 0.04 0 .00 0.02 :3 

4 2-22-27-28 Agricu l tural Raw Materials 9 .44 2 .93 8 1 .78 2 .42 54.77 33 .67 5 . 88  6 . 22  0.57 0. 1 7  

5 27+28 Crude Fert i l i zers and 0.50 0.02 0.00 0 .03 0.00 0.00 9 .5  0.40 0.00 0.00 �-
Metal l i c  Ferrous Ore l:l 

6 3 Energy 1 4 .74 0.00 0.43 0.05 0.00 0 .58 1 9 .6 1 20.03 0.00 0 .00 
;:s 
!:).. 

7 67+68 I ron and Steel and 34.48 5 .99 0.00 7 .52 4 1 .65 0.00 1 .43 1 3 .99 34.43 20.64 ;::-l 

Non-Ferrous Metals 1 
.:; ·  

8 65+84 Text i les and Cloth ing 3 .44 2 .96 0.00 1 .66 0.00 5 .59 1 4 .53 5 . 1 6  28 .73 24.96 ;::-

9 6 1 +83+85 H ides and Leather 0 .38 0.00 0.00 0.36 0.00 0.00 0.03 0 . 1 9  0. 1 3  1 . 82 

1 0  63+82 Wood Manufactures and Furn i ture 0.22 0.02 0.00 0. 1 4  0.00 0.00 0.00 0.22 ll.04 0. 1 6  ;:s 
c:, 

I I  64 Paper 0.26 0.66 0.00 3 . 8 8  2 .97 0.00 2 .26 0.20 1 .76 1 . 36 Si 
�-

1 2  66 Non-Metal l i c  Mineral Manufactures 1 . 37 2 . 1 4  0.00 1 .09 0.00 2 . I O  1 . 57 2 .69 0.87 0 .07 c., 

1 3  5+62 Chemicals and Rubber Products 22 .24 6 . 8 1 0.00 1 9 .76 0.00 0.00 6 .64 28 .79 7 .68 4 .75 

1 4  69 Metal Products 0.28 0.50 0.00 2 . 89 0.00 0.00 0 .58 0 .5 1 0.06 1 . 1 7  

1 5  7 Machinery and ,Transportat ion 

Equi pment 2 .78 68 .65 0.00 4 1 . 3 1  0.6 1 43 .32 35 .57 3 .69 2 1 .64 30.92 

16 8 1  +86+89+9 M isce l l aneous Manufactured 

Artic les 1 . 37 5 .66 0.57 1 . 83 0.00 3 .37 0.67 0.4 1 0. 1 4  4 .04 

First t hree sectors wi th  highest 

I 
l;., 

shares 7, 1 3 . 6 1 5 , 1 3 , 7 4, I ,  1 6  1 5 , 1 3 , I 4, 7, I I  1 5 , 4, I 1 5 . 6. 8 1 3 , 6, I 7, 8, 1 5  1 5 , 8 ,  7 

Source: Author '.r rnlrn/<1ti,111.< using 2-digit S/TC trade dtltafrom State Institute of Sttlti.l"tic.1·, A11kllrn. 
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Turkey-EU Customs Union Decision and the Europe 
Agreements 

The Turkey-EU Customs Un ion Dec i s ion (CUD) and the EA represent major 
contr ibut ions to the i n tegrat ion process of CEE and Turkish economies w i th
i n  Europe . The imp l icat ions of  these Agreements are far reach ing ,  going 
beyond trade-re lated aspects to i nc l ude such aspects as the progress ive adap
tation of the legal framework in the CEE and Bal t ic  countries and Turkey to 
EU leg is lat ion . 

Turkey-EU Customs Union 

Turkey ' s  appl icat ion to jo i n  the European Econom ic Commun i ty (EEC) was 
made on July 3 1 ,  1 959 .  Fol l owing d i fficu l t  and protrac ted negot iat ions ,  the 
appl icat ion u l t imate ly resu l ted in the s ign ing i n  Ankara on September 1 2 , 
1 963 of the Assoc i at ion Treaty. The stated object ive of the Agreement i s  to 
promote the cont i nuous and bal anced strengthen ing of  trade and economic  
re lat ions between the  part ies ,  wh i l e  tak ing fu l l  account o f  the  need to ensure 
acce lerated development o f  the Turkish economy and the need to improve the 
leve l  of employment and l i v i ng  condi t ions of  the Turk ish peop le .  Accord ing  
to  the  Ankara Treaty, the  assoc i at ion was  to  be  implemented i n  three phases : 
a preparatory phase, a trans i t ion phase and a fi na l  phase. 

During the preparatory period, the EEC granted un i l ateral concess ions to 
Turkey in  the form of fi nanc ia l  ass i stance and preferent ia l  tari ffs agains t  
Turkey 's trad i t ional exports .  I n  the meant ime, Turkey d id  not have to al ter i ts 
trade reg ime .  On May 1 6 , 1 967,  Turkey lodged i n  B russe ls i ts appl icat ion for 
negot iat ions to en ter the trans i t ion  phase . The Addi t iona l  Protocol to the 
Ankara Treaty was s igned on November 23, 1 970, and became effect ive on 
January I ,  1 973 .  The basic a im o f  the Add i t ional  Protocol was the eventual 
estab l i shment of  a customs union which was eventual l y  concl uded on March 
6, 1 995 .  Henceforth ,  the fi nal phase of the assoc iat ion process became effec
t i ve fo l lowing rat i ficat ion by the European Parl iament on January I ,  1 996 .  

As of January I ,  1 996,  goods started to c i rcu late free ly between the terri 
tories of the part ies .  In add i t ion ,  Turkey has adopted of January I ,  1 996 the 
Communi ty ' s  common ex ternal tari ff (CET) on goods from third part ies and 
i t  w i l l  embrace by the year 200 1 all o f  the pre ferent ia l  trade agreements the 
EU has concl uded over t ime .  

Table 8 prov ides  es t imates of  the  nomina l  protect ion rates for the  years 
1 994 and 200 I ,  by which t ime a l l  the adjustments required by the CUD have 
been completed . The economy-wide nominal protect ion rate (NPR) agains t  
imports from the EU was I O percent in  1 994 when weighted by the sec toral 
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import values, against 22 percent against imports from third countries. 

Detailed examination of the structure of protection against goods originating 

from the EU during 1994 reveals that the highest Turkish NPRs were in the 

sectors of "fruits and vegetables" (72 percent), "alcoholic beverages" (72 per

cent) and "non-alcoholic beverages" (57 percent). In the case of trade with 

third countries we note that during 1994 the highest NPRs were in the sectors 

"processed tobacco" ( 1 00 percent), "alcoholic beverages" (94 percent) and 

"fruits and vegetables" (73 percent). 

Table 8: Turkish Nominal Protection Rates before and after 
the Customs Union with EU 

1-0 SECTOR NPR with EU NPR with EU NPR with Third Average MFN Average Tariff 
CODE in 1994 After Customs Countries in Tariff Rates Rates for GSP 

Union 1 994 after Customs Beneficiaries 
Union after Customs 

Union 

I Agriculture 4 1 .27 4 1 .26 4 1 .65 4 1 .26 4 1 .26 

2 Animal Husbandry 3 .48 1 . 37 4. 1 8  1 . 37 1 .37 

3 Forestry 0.01 0.01 0.0 1 0 .01  0.0 1 

4 Fishery 47.92 47 .84 54.08 47.84 47.84 

5 Coal Mining 3 .33 0.00 3.33 4.00 0.00 

6 Crude Petroleum 0.00 0.00 0.00 0.00 0.00 

7 Iron Ore Mining 0.00 0.00 2.22 0.00 0.00 

8 Other Metallic Ore Mining 0. 1 3  0.00 1 .2 1  0.00 0.00 

9 Non-Metall ic Mining 9.09 0.00 1 1 .02 0.95 0.95 

1 0  Stone Quarrying 1 .95 0.00 2. 1 8  0.02 0.00 

I I  S laughtering and Meat 1 0. 2 1  I0 . 2 1  1 0.2 1 1 0.2 1 1 0.2 1 

1 2  Fruits an d  Vegetables 72.49 68.0I 72.62 68.0 1 68.0 1 

1 3  Vegetable and Animal Oil  1 6.3 1 1 6. 3 1 1 6.38 1 6.29 1 6.29 

1 4  Grain  Mil l  Products 4 1 .33 4 1 .02 4 1 .33 4 1 .02 4 1 .02 

1 5  Sugar Refining 28.79 28.79 28.79 28.79 28.79 

1 6  Other Food Processing 26.47 1 8. 3 1  28.99 1 8. 3 1  1 8.3 1 

1 7  Alcoholic Beverages 72. I O  5 .25 94.28 1 1 .28 7.35 

1 8  Non-Alcholic Beverages 56.92 0.00 69.8 1 1 4.83 0.00 

1 9  Processed Tobacco 44.40 0.00 99.9 1 9.40 0.00 

20 Ginning 0.00 0.00 2.22 0.72 0.72 

2 1  Textiles 2 1 . 1 9 0.00 27. I O  1 7.30 7 .60 

22 Clothing 1 4.75 0.00 20.65 1 9.90 9.30 

23 Leather and Fur Production 7 .85 0.00 1 2.57 1 0.20 2.80 

24 Footwear 24.40 0.00 35.70 22.50 9. 1 0  

25 Wood Products 1 5 .25 0.00 1 8.97 2.00 0.05 

26 Wood Furniture 26.22 0.00 32.64 5 .50 0.00 

27 Paper and Paper Products 1 3 .59 0.00 1 7.58 2.70 0.00 

28 Printing and Publishing 8.23 0.00 1 0.79 4.52 0.00 

29 Fert i l izers 8 .22 0.00 1 6.38 8. 1 0  0.00 

30 Pharmaceutical Production 3 .33  0 .00 8.99 5 . 30 0.00 

3 1  Other Chemical Production 1 0.79 0.00 1 7.62 8 .7 1 0.04 

32 Petroleum Refining 22.54 0.00 24.35 2.70 0.00 

33 Petroleum and Coal Products 5 .62 0.00 7.52 2. 1 5  0.00 
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Table 8: Continued 

1-0 SECTOR NPR with EU NPR witH EU NPR with Third Average MFN Average Tariff 
CODE in 1994 After Customs Countries in Tariff Rates Rates for GSP 

Union 1994 after Customs Beneficiaries 
Union after Customs 

Union 

34 Rubber Products 1 9.57 0.00 23.9 1 5.60 0.03 

35 Plastic Products 24.6 1 0.00 3 1 .68 9.90 0.00 

36 Glass and Glass Production 1 6.85 0.00 2 1 .94 5.76 0.00 

37 Cement 30.45 0.00 32.88 3 . 1 4  0.00 

38 Non-Metallic Mineral 1 8.33 0.00 23.2 1 5.47 0.00 

39 Iron and Steel 8.00 0.00 10.70 5.50 3.30 

40 Non-Ferrous Metals 4.52 0.00 8.43 3.20 0.50 

4 1  Fabricated Metal Products 1 8.36 0.00 25.29 6.00 0. 1 1  

42 Non-Electrical Machinery 7.36 0.00 1 2.50 4.40 0.00 

43 Agricultural Machinery 6.98 0.00 1 2. 1 8  3.50 0.00 

44 Electrical Machinery 9.69 0.00 1 6 .64 8.30 0.00 

45 Shipbuilding and Repairing 6. 1 3  0.00 1 2.89 0.50 0.00 

46 Rai I road Equipment 0.00 0.00 4.6 1  4 .04 0.00 

47 Motor Vehicles 27.33 0.00 33. 1 0  9.40 0.00 

48 Other Transport Equipment 0.01 0.00 1 .76 1 .60 0.00 

49 Other Manufacturing 
Industries 2.92 0.00 8. 1 9  2.95 0.00 

MEAN 10.22 1 .34 22. 1 4  6.92 2.7 1 

STANDARD DEVIATION 17.68 1 4.48 1 5.36 1 3.79 1 4.5 1 

Source: Author 's calculations. 
Own calculations for all sectors in columns I, 2 and 3. 
NPRsfor sectors 21, 22, 23, 24, 39 and 40 in column 4 have been obtained from Laird and Yeats 
(1 990); for sectors 25, 26, 27, 30, 34, 35, 42, 44, 45 and 47 from GAIT (/ 993) ; and author 's cal
culations for remaining sectors. 

The Additional Protocol to the Ankara Treaty divided up the imports of 
Turkey between two lists. Those industrial products in which it was thought 
that Turkey could achieve international competitiveness relatively early were 
placed on the " 12-year list." Other manufactured products were put on a 22-
year list, for which a customs union (CU) would not be achieved until 1995. 
With the formation of the CU with the EU, Turkey has reduced the NPRs to 
zero on all the commodities that were included in the 12-year and 22-year 
lists. 

Two other sets of products were treated separately: (i) agricultural prod
ucts and (ii) products falling within the mandate of the "European Coal and 
Steel Community" (ECSC). In order to establish freedom of movement of 
agricultural products, Turkey will have to adjust its policy in such a way as to 
adopt the EU common agricultural policy (CAP). But as will be explained in 
more detail, it is most unlikely that the freedom of movement of agricultural 
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products wi l l  be achieved in the near future. Therefore we expect the NPR's 
on agricultural products to remain unchanged over the next few years . As for 
the products fall ing under the ECSC, these were subsequently treated under a 
"Free Trade Agreement" (FTA) which was signed in December I 995 . The 
FTA envisions the gradual l iberalization of trade in ECSC products over a 
period of three years. Therefore by the year 200 1 ,  the NPR's for products 
included in the 12 and 22-year l ists and the ECSC products are projected to 
be zero . Referring back to Table 8 ,  38 industries wi l l  enjoy zero NPR. After 
the formation of the customs union, the average nominal protection rate in 
trade with EU will be reduced to 1 .34 percent. Furthermore, we note that the 
highest NPR in trade with the EU will affect the following sectors : "fruits and 
vegetables" (68 percent), "fishery" (48 percent) and "agriculture" (4 1 per
cent). 

In the case of trade with third parties, a distinction has to be made in 
respect of trade with member countries of the EFTA, the Mediterranean coun
tries , the Central and Eastern European countries, the Bal tic countries, devel
oping countries having the General ized System of Preferences (GSP) treat
ment and the Lome Convention countries . With each of these country groups, 
EU has concluded preferential trade agreements. S ince Turkey after the for
mation of the CU wil l  have to apply the Community 's CET and accept all of 
the preferential agreements the EU has concluded over time, at the latest by 
200 I ,  Turkey in five years wil l be faced with different sets of tariff rates for 
different groups of countries .  In the case of EFTA countries ,  CEE countries, 
the Baltic countries and Israel , which have free trade agreements wi th the EU, 
the nominal tariff rates that wil l be applied by Turkey in the year 200 1 on 
imports from these countries wil l be identical to those applied on imports 
from the EU. Thus the NPR's given in column 2 of Table 8 wil l  have to apply 
to about 54 percent of imports, which is the average share of Turkish imports 
from EU, EFTA, CEE and Baltic countries and Israel in total imports during 
the 1 99 1 - 1 993 period . For these countries, the average tariff will decrease 
from 22 percent to I percent. The share of developing countries that enjoy 
preferential access to the Turkish market (through the GSP) is around 28 per
cent. Finally the share of countries l ike the USA, Japan and Canada, - whose 
exports to the EU face the CET, in Turkish imports is 19 percent. Columns 4 
of Table 8 shows the average most favored nation (MFN) tariff rates obtai ned 
under the assumption that Turkey does not change the NPR's on agricultural 
commodities . S imi larly column 5 of Table 8 shows under the same assump
tions the average tari ff rates for GSP beneficiaries . Thus we assume that the 
tari ff rates Turkey will apply by 200 I will be as shown in columns 2 ,  4 and 5 

of Table 8 .  Note that the average NPR for EU countries and for countries that 
enjoy free trade agreements with the EU wil l  be I percent, for countries l ike 
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USA, Japan and Canada 7 percent and for GSP beneficiaries 3 percent. 
Table 9 shows the average share of imports from different country groups 

in total Turkish imports as well as the corresponding Turkish NPR's applica
ble on imports from these country groups before and after the formation of the 
customs union with the EU. The table makes it clear that all of Turkey's trad
ing partners stand to benefit from the formation of the CU. 

Table 9: Share of Country Groups' Imports in Total 
Turkish Imports 

Share in NPR NPR 

Imports 1994 2001 
( 1 99 1 - 1 993 Average) (Before CU) (After CU) 

EU Countries 46.02 10.22 1.34 
Countries EU has FfA with 7.75 22.14 1.34 
GSP Countries 27.54 22.14 2.7 1 
Countries EU Applies the 
MFN Tariffs 18.46 22.14 6.92 
Mediterranean Countries l .60 22. 14 2.7 1 

Source: Author 's calrnlatim1s based 011 Foreign Trade Statistics, State Institute of Statistics, Ankara. 

Regarding market access for Turkish exports to the EU, we note that the 
latter had abolished the nominal tariff rates on imports of industrial goods 
from Turkey on September I ,  197 1. However, certain exceptions were made. 
The Community retained the right to charge import duties on some oil prod
ucts over a fixed quota, and to implement a phased reduction of duties on 
imports of particular textile products originating in Turkey. In addition, trade 
of ECSC products have been protected by the Community through application 
of non-tariff barriers (NTBs) and anti-dumping measures. After the year 200 1, 
the NPR applied by the EU on imports of all industrial goods from Turkey 
including textiles and steel products will be reduced to zero as long as Turkey 
will fulfill all of its obligations stated in the CUD. This means that Turkey 
needs to effectively implement the measures regarding "intellectual, industri
al and commercial property rights" and "competition policy" including mea
sures regarding "public aid". Furthermore, Turkey has to adopt EU garments 
and textile agreements with third countries. As emphasized above, the market 
access conditions of the Agreement will not cover the agricultural commodi
ties. Finally one should note that in the event of non-fulfillment of obligations 
by Turkey by the year 200 I, the country will still be faced with anti-dumping 
and countervailing duty measures. In this case market access restrictions by 
200 I would extend from the agricultural commodities to sensitive products 
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such as textiles, clothing, iron and steel products. 
The CUD offers rapid liberalization of trade. But there are some draw

backs in the liberalization provided through countervailing duties, anti-dump
ing procedures and safeguard measures which are mentioned in Articles 36, 
42, 6 1  of the CUD. Article 36 specifies that as long as a particular practice is 
incompatible with the competition rules of the CU as specified in Articles 30-
32 of the CUD and "in the absence of such rules if such practice causes or 
threatens to cause serious prejudice to the interest of the other Party or mate
rial injury to its domestic industry" the Community or Turkey may take the 
appropriate measures. Article 42 allows anti-dumping actions as long as 
Turkey fails to implement effectively the competition rules of the CU and 
other relevant parts of the acquis communautaire. In those cases, Article 47 of 
the Additional Protocol signed in 1970 between Turkey and the EC will 
remain in force. Finally, Article 6 1  is about safeguards which offer another 
drawback in the liberalization. The Article states that safeguard clauses as 
specified in Article 60 of the Additional Protocol will remain in effect. 
According to Article 60 the Community may take necessary protective mea
sures if serious disturbances occur in a sector of the economy of the 
Community or prejudice the external financial stability of one or more 
Member States, or if difficulties arise which adversely affect the economic sit
uation in a region of the Community. 

The Europe Agreements 

During the 1990s, the CEE and Baltic countries introduced sweeping reforms 
which changed the nature of their trading regime, and set the stage for their 
enhanced integration into the world economy. The trade reforms comprised 
three elements. First, the system of compulsory import and export licenses of 
the period before 1990 was abolished and with it the state monopoly over for
eign trade. Second, current account convertibility of the currencies was intro
duced. Finally, nearly all quantitative restrictions on exports and imports were 
lifted. As a result, the customs tariff has become the primary instrument of 
foreign trade policy. There were frequent tariff adjustments during the period. 
Table 10 summarizes the developments in the trade regimes of the countries 
in transition. 

The CEE countries sought support from the EU immediately following the 
political upheaval in their countries in the late 1980s. Support came in the 
form of Trade and Co-operation Agreements that were signed during the peri
od 1988- 1990. Negotiations for the Association Agreements called the 
"Europe Agreements" (EA) between the EU on the one side and the Czech, 
Slovak Federal Republic, Hungary and Poland on the other side started in 
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December 1 990 and were signed on December 1 6, 1 99 1 .  The Interim 
Agreements which cover the trade aspects of the Europe Agreements entered 
into force on March 1 ,  1 992. S imilar Agreements with Romania and B ulgaria 
have been signed during 1 993 and the Interim Agreement with Romania 
became effective starting May 1 ,  1 993 and in the case of B ulgaria starting with 

February 1 ,  1 994 . In the meantime all of the above Agreements have been rat
ified by national parliaments and the European Parliament. In 1 995, negotia
tions with the Bal tic countries (Estonia, Latvia, Lithuania) were concluded and 
the Agreements were signed, and in 1 996 Slovenia fol lowed suit . The last four 
agreements have not, as of January 1 997, been ratified. 

All of the EAs have similar structure and contain between 1 22 and 1 24 
Articles . Articles 1 -6 deal with political dialogue and general principles . 
Articles 7-36 refer to the movement of goods, and Articles 37-58 to the move
ment of workers and establishment and supply of services . Articles 59-69 cover 
issues related to movement of capital, competition and approximation of laws. 
Articles 70- 1 03 refer to economic, cultural and financial co-operation . Articles 
104- 1 24 contain institutional, general and final provisions. Each EA is accom
panied by a set of Annexes and Protocols. 

According to the stipulations of the Interim Agreements, a free trade area is 
to be established at the end of a transitional period of a maximum duration of 
ten years, div ided into two successive stages of five years each ,  starting from 
the entry into force of the Agreement (March 1 992). Thus by March 2002 the 
countries consisting of the Czech Republic, Hungary, Poland, the Slovak 
Republic and the EU Member States will form a free trade area. On the 
Community side, the Association Agreements consolidate all the previous uni
lateral trade concessions, while laying the ground for the complete removal of 
all trade obstacles by the end of the transitional period . The trade provisions 
involve the immediate removal of all quotas on industrial commodities except 
for textiles and ESCS products, while import tariffs will be progressively elim
inated over a period ranging between 2 and 5 years . The CEE countries will rec
iprocate more slowly by phasing out tariffs and quotas over 4 to 9 years. To 
qualify for concessions under the EA, products must originate in CEE coun
tries. The EAs recognize the mineral and agricul tural products exported from 
the CEE countries as commodities originating in CEE countries. For all other 
commodities the rules of origin require that imported materials from outside of 
the CEE countries do not exceed 40 percent or 50 percent of the value of the 
output. In other words, this is a 60 percent local content requirement, which is 
rather strict . Finally, it should be stressed that the provisions of the EAs provide 
for a cumulation of origin among the CEE countries . 



Table 10: Regimes of the Countries in Transition 

CEE Countries 
Czech Rcpuhlic 

Slovak Rcpuhl ic 

Hunga1y 

Poland 

Romania 

Bulgaria 

Fonner Yugoslavia 

Slovenia 

Baltic Countries 

Estonia 

Latvia 

Lithuania 

TradeTariff and Non-Tariff Import Barriers 

Average weighted lariff 5.7 % in 1 993. Qu;mtitative impult 
restrictions on some agricultural products. texti les, dothing, steel and coal; 
licences for oil ,  gas and weapons. 

A I O c;_. sun.:harge tin impuns cstahlishcd in Man:h 1 994 was rem11vcd in 
August. Average weighted tariff in 1 993 was 5.7 'lt:. Quantitative impon 
rcstril.:tiuns on some agricultural products. texti les. clothing. steel and coal ; 
impmt l icenscs for oil, gas and weapons. 

Ahuut I O !X· of impons suhject to 4uotil or licensing restrictions. with num
her increilsing in 1 994. Average unweightcd tariff changed from 13 % ( 1 989) 
tu 1 1  '.l· ( 1 99 1 )  to 16 % ( 1 992); funhcr increase in 1 994. 

Average weighted tariff 1 1  % on industrial products and 18 % on agricul
turill prodm:ts ( 1 993 ). Most quantitative restrictions el iminated in I 990. 
Quotas on wheat. cars, illcohol,  cigars. dgarettcs, engine oil and petrol. 

Most licensing requirements el iminated in May 1 992. Weighted aver.ige tar
iff 1 1 .7 '.l, ( 1 993 ) .  Restrictions only for arms, drugs ilnd items affecting 
national health. 30 % anti-dumping duty nn alcohol. vehides, TVs and 
video-rec..:orders imposed hctween May-Oct. 1 993. 

Average tariff from 13 % ( 1 989) tu 1 1  % ( 1 99 1 )  tu 16 % ( 1 992). 22 'h: aver
age tariff on industrial goods reponed in 1 994. Minimum prices for tyres and 
steel pipes. Restrictive impon licences for a l imited numhcr of products. 
Some tariff quotas on processed foods and agricultural products. 

Generally tariff free. Where tari ffs arc applied rates range up to a maximum 
of 25 %. Customs formalities tax of I %. Snme quotas on agricultural and 
textile products (96 i;f_ .  of products free of quotas). 

Only 14 % of imports arc suhjcct to duties ( 10 % for furs, sea and road vehi
cles). average weighted tariff 1 .4 % ( 1 993 ) .  Licences for alcohol and tnhac..:
co. No quantitative restrictions. Impon suhsidics aholishcd hcginning of 
1 992. 

Basic.: tariff 15 % (as of March 1 994), hut many exceptions at 0.5 %-(raw 
materials, food products); some high agricultural tariffs. Import licensing 
and quotas for military produclS and tuhacco. Nu impon suhsidics. 

l mpun tari ffs 5- 1 5  (,l-,; higher for food products. alcohul, tohacco and ahuut a 
dozen manuf.u:tured goods (carrying larif

f

s up to 25 'H-). No quotas since 
Oct. 1 993 cxccpl for health and safety reasons. 

Sourn: European RanJ.:. fnr Rt>com'!ruc1ion and Development. Transition Report. October / Yf.)4 

Export Quotas and other Export Barriers 

20 percent llf cxpons n:4uired l icensing in 1 992. Expon tax of 1 00 % 
apfll ics only to antiques and an works. Expon l icensing for livestlx.:k 
and plants, some natural re:murccs, and products suc..:h as textiles and 
steel which arc suhject to 4uotas in other countries. 

Expnn licensing for livestock and plants, some natural resources. and 
pnxJucts such as texti les and steel which arc suhjcct to 4untas in  other 
countries. 

Export of fuels. wheat and industrial raw materials suhjcc..:t to licenc..:cs 
(a linle less than 25 % nf cxporLc;). HO o/r or the agricultural hudget in 
1 993 devoted tu cxpolt suhsidics. I n  1 992 these amounted In an esti
mated 13 o/, of cxpun value. 

Minimal export restrictions. Most export suhsidics were el iminated in 
1 990. 

Export 4untas on raw materials for conservation reasons and drugs fur 
price support reasons. Occasional cxpon hans on li.xxJ, fruits and wmxJ 
pnxJucts. Reduced expun l icensing rc4uircmcnts since June 1 993.  

Expnn taxes nn 30 items, mainly foodstuffs. have replaced most cxpon 
4uotas. Expon 4uotas on six primary c..:ommnditics. Occ..:asional expon 
hans lm agricultural products. RegistratiLm :md licensing restrictions 
sti l l  upcrativc. 

Tcmpurary expnn duties of I 0-25 o/,. on raw materials. 
Permit for export or susceptihlc gLx>ds. 

M inimal cxpolt harriers. 1 00 o/, cxpolt tax nn antiques and ar1 works. 
Qumas removed except for export han on gravel and 
specialised clay. Most licensing n:4uircmen1s removed Oct. 1 99 1 .  No 
expon suhsidies. 

Ex.pon taxes on raw materials, precious metals and anti4ues. Few 
4uantitativc restrictions, mostly for health and national sec..:urity rea
son,;. No expon suhsidies. 

Some cxpult taxes un raw materials and foodstuffs. No cxpon subsi
dies. Some quantitative rcstricti1ms. Expon licensing system abolished 
in  July 1 993.  

Exchange Regime 

Current account convertib i l i ty for enterprises, 
some capii.al eonlrols. Peg 10 DM/USD basket 

Current  account convertibi l i ty for enterprises, 
some capital conlrols. Peg to DM/USD basket. 

Current account  convertib i l i ty (except 
tourism).  Some restrictions remain on capital 
account .  Peg to USD/ECU basket 

Largely current account convcrlibi l i ty. l imiLs 
( JO  residenl capital account Lransactions. 
Prcannounccd crawling peg regime. 

Virtual current account convert ihi l i ty (c:itcepl 
tourism) ,  but capital  controls.  Floating 
e:itchangc rJlC. 

Few rcslrictions on current account. heavy 
controls on capital account. Floating rate. 

Full current  account convenihi l i ty, some 
rcslrictions on capital  account .  Floating 
ex.change rate. 

Full current account, virtual capital account  
convenihi l i ty. Currency board wi th rate fi:itcd 
tu DM. 

Full current and capital account convertibi l i ty. 
lnfonnal peg to SDR. 

Full current and (virtually) capital account 
converitihi l i ty. Currency hoanJ, with rate fixed 
to USD. 
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The critical issue considered in the Agreements is access to the EU mar
ket that is granted to countries in transition. Most products defined in the 
international trade classifications, with the notable exclusion of agricultural 
products, are offered access to the EU markets free of tariffs and quantitative 
restrictions (QR) within one year. In the case of agricultural products, the 
Agreements affect five main product groups: meat, live animals, fruit, veg
etables and processed agricultural commodities. Trade in grain is not covered 
by the Agreements. Agricultural exports from CEE countries will be pennit
ted to increase by 10 percent in each of the next five years. Variable levies 
will decrease by 30-60 percent over a three-year period. Quantities exported 
by CEE countries above the quota limits will be subject to full tariffs and 
levies. 

Kaminski ( 1994) examined in depth the industrial commodities covered 
by the EAs. He found that these commodities account for more than three 
quarters of EC imports from the CEE countries. Only Bulgaria and Hungary, 
with strong specialization in agricultural products, have relatively low shares 
as shown in Table 11. The table shows the average tariff rates appl ied by the 
EU on industrial imports from CEE countries during the pre-Agreement peri
od. The average tariff rate was 0. 1 percent for Poland, a GSP beneficiary 
country, and 6.9 percent for Bulgaria, a country that did not have GSP status. 
However, in addition to tariff barriers, the CEE countries faced (NTBs), 
which had become the major instrument of protection in the EU. NIB cov
erage ratios, as measured by the share of imports subject to NTBs in total, has 
varied among the CEE countries. It is highest in the case of Romania and 
lowest in the case of Bulgaria. 

Kaminski ( 1994) divides the industrial commodities into six groups: 
immediate free trade group, textiles and clothing group, ECSC group, the 
quota/five year delayed group, the one-year delayed free trade group, and the 
four-year delayed free trade group. The "quota/five year delayed" group 
( includes organic and inorganic chemicals, some leather products, cork and 
wood products, glass, electric machinery, optical goods, plastics, footwear, 
furniture, motor vehicles and toys) is quite large in terms of CEE exports to 
the EU. This group accounts between one fourth and one third of CEE's 
industrial exports. The trade liberal izing measures for this group are a mix
ture of cuts in custom duties and increases in tariff quotas and ceilings. 
Custom duties are suspended within the limits of tariff quotas which will be 
increased annually by about 20 percent. Custom duties on imports in excess 
of quotas are to be reduced progressively to zero by the end of the fifth year. 
By 1997 there will no longer be either quotas or tariffs. 
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Table 11 : Importance of Industrial Products in CEE 
Exports to EU and Pre-Agreement Market Access for 

Different Industrial Commodity Groups 

Share of Industrial Simple Average Tariff 
Commodities in Rate NTB Coverage Ratio 

Total Exports to EU 
during 1991 Industrial Other Industrial Other 

Bulgaria 73.0 6.9 11.6 22.5 48 . 3  
Czechoslovakia 92.0 7.0 11.7 24.0 52.5 
Hungary 73.0 0.1 9.4 24.2 57.7 
Poland 81.0 0.1 10.5 23.6 48.6 
Romania 94.0 0.0 8 .6 28.4 59.8 

Immediate Free Trade Group 

Simple 
Share in Average NTB 

Industrial Tariff Coverage 
Exports Rate Ratio 

Bulgaria 43.0 5.6 3.6 
Czechoslovakia 44 .0 5.7 3.8 
Hungary 50.0 0.0 3.7 
Poland 41.0 0.1 3.8 
Romania 32.0 0.0 3.4 

Textiles and Clothing Group 

Bulgaria 20.9 10.8 90.6 
Czechoslovakia 13.6 10.7 87.6 
Hungary 21.4 0.1 85.1 
Poland 17.6 0.0 88.8 
Romania 28.2 0.1 86.2 

The Steel ECSC Sub-Group 

Bulgaria 11.4 5.4 74.6 
Czechoslovakia 10.5 5.6 64.4 
Hungary 4.2 0.0 58.2 
Poland 4.5 0.1 57.4 
Romania 3.6 0.0 68.2 

The Quota/Five Year Delayed Free Trade Group 

Bulgaria 16.3 8.6 18.8 
Czechoslovakia 26.5 8.7 20.6 
Hungary 24.3 0.0 21.0 
Poland 23.6 0.0 21.7 
Romani .. 31.4 0.0 23.7 

Source: Kaminski I 1994 ). 
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For ECSC products, specific· provisions will apply. In particular, customs 
duties on imports applicable in the EC on steel products will be completely 
eliminated by the beginning of the fifth year. Quantitative restrictions on iron 
and steel products were eliminated with the entry into force of the Interim 
Agreements. In the case of coal products the time required for liberalization 
of trade is four years. The Community will abolish quantitative restrictions in 
one year. Certain imports will be liberalized by Spain and Germany within 
four years. Kaminski ( 1994) estimates that in the case of "steel ECSC sub
group" the MFN tariffs are in the range of 5.4-5.6 percent, and the GSP tar
iffs 0.-0. 1 percent. The NTB coverage ratios vary between 57.4 and 74.6 per
cent. The share of this group in industrial exports was 1 1.4 percent in the case 
of Bulgaria and 3.6 percent in the case of Romania. On the other hand, import 
duties on textiles and clothing by the EC will be abolished over five years and 
those on outward processing trade immediately. Quantitative restrictions will 
be removed in not less than five years. Finally, one should note that in accor
dance with the asymmetry principle, custom duties on most industrial prod
ucts originating in the EC are to be progressively reduced to zero. The time 
schedule for Poland is five years and for the Czech Republic, Hungary and 
Slovak Republic it is nine years. 

The above considerations reveal that by the end of the century the NTB 
coverage ratios, the average tariff rates and their standard deviation will be 
reduced to zero for all the groups of EU industrial imports originating from 
CEE countries. Similarly, in the case of EU industrial exports to CEE coun
tries, the NTB coverage ratios, the average tariff rates and their standard devi
ation will be reduced to zero by the year 2002. Thus the EAs offer rapid lib
eralization of trade. But there are as in the case of CUD some drawbacks in 
the liberalization provided through anti-dumping procedures, countervailing 
duties and safeguard measures which are mentioned in Articles 29-3 1, 33 and 
62-64 of the EAs. Article 29 allows anti-dumping actions. It is well known 
that EU anti-dumping practices create another form of NTBs. The 
Agreements specify that anti-dumping actions must accord with Article VI of 
the GATT, but most EU practice is GAIT-consistent. Hence there is little 
comfort for CEE exporters. However, the EU has given a major concession in 
this field. Immediately after signing the European Agreements, the EU com
mitted itself to treating the CEE countries as "market" rather than "non-mar
ket" economies. This is of prime importance for these countries as the man
ner in which anti-dumping investigations are carried out depend on whether a 
country is considered of one or the other type. The "state trading country" 
arrangements which the Community applied in respect of dumping practices 
were replaced on March I ,  1992 by the normal GATT arrangements. 
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Countervail ing duties are dealt wi th in Article 62-63 of the EA with 

Hungary, and again these can only applied in  a GAIT-consistent manner. 
Safeguards offer another drawback to the drive towards trade l iberal ization. 
The general safeguard clause contained in the Agreements ties i n  perfectly 
wi th GAIT rules. The Community has allowed the CEE countries to protect 
their incipient industries during the transition period. Another derogation 
enables them to deal with balance of payments d ifficulties. From the point of 
view of the EU, the Agreements allow for unspecified safeguard measures. 
Following Article 30, safeguard measures are permi tted if imports from CEE 
countries cause either "serious injury to domestic producers of l ike or directly 
competitive products" or "serious disturbances . . .  or difficulties which could 
bring about serious deterioration in the economic situation of a region." Article 
2 1  is a special safeguard provision for agricultural goods al lowing discre
tionary contingent protection when imports originating from one party cause 
serious disturbance to the markets of the other party. Following the bilateral 
consul tation procedures provided for in the agreements, greater importance is 
attached to consultations and conci l iation than to uni lateral actions. 

In respect of movement of workers , establ ishment and services, the 
Agreements do not guarantee any access to workers from CEE countries to 
the Community 's labor market beyond what is guaranteed bilateral ly by the 
member states . They guarantee CEE countries workers nQn-discrimination 
and certain rights in the EC so long as they are "legal ly employed ."  In gener
al , each party agrees to grant treatment to the other party 's enterprises and 
workers no less favorably than that granted to i ts own companies or nationals. 
Freedom of establ ishment is ,  however, l imited by restrictions on the 
Community side which affect the free movement of labor, for example, a 
Hungarian firm can be established in the Community but must employ, with 
only few exceptions, staff recruited within the Community. 

The Impact of Turkey-EU Customs Union and of the Europe Agreements 

When Turkey signed the Customs Union Decision, and when the CEE coun
tries signed the EAs, they all committed themselves to undertaking some dras
tic tasks that include, inter alia, harmonization of commercial legislation as 
regards competition policy, state aids, intellectual and industrial property 
rights, and adoption of new rules on customs classification, valuation, rules of 
origin ,  technical regulations, standards and government procurements, and so 
forth . 

H istorically, Turkey has been using intensi vely during the past two 
decades three different tools of industrial pol icy :  investment incentives, 
export incentives and the overal l policy framework affecting state-owned 
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enterprises. In addition, subsidies were also prevalent, though they are no 
longer compatible with the rules of the Turkey-EU CUD. Articles 30-41 of the 
CUD require that Turkey adopts the EU competition rules, including mea
sures regarding public aid within two years, that Turkey 's legislation in the 
field of competition rules is made comparable with that of the Community 
and that the legislation is applied effectively. 

Since 1967 Turkey has also granted production incentives in order to pro
mote investment in activities and areas which the government regarded as 
desirable. The incentives, regulated by laws and decrees, aimed at reducing 
the cost of investment and the need for external financing as well as increas
ing profitability. The various types of investment incentives used until lately 
included: customs exemptions; low interest credit for investment; tax exemp
tions and exemptions from some fees and duties; contributions from the 
Resource Utilization Support Fund; postponement of the value-added tax and 
exemption from construction fee; allocation of foreign exchange for invest
ment purposes; investment incentive allowance; support from the Investment 
Finance Fund; real estate tax exemption; accelerated deprecation and re-eval
uation; incentive premium; land allocation; incentive for additional employ
ment; and special incentives for scientific research and development (R&D). 
Through the use of these measures, the Turkish government has been able to 
increase the profitability of investments. According to a study by the 
Commission of the European Communities ( 1989), the investment incentives 
in Turkey can lead to very high aid levels. It has been estimated that the aid 
level may reach a high of 77 percent of the investment cost of a project in 
developed regions, and to even higher levels in regions enjoying priority in 
development. 

On the export side, the various types of export incentives provided by the 
government during the 1980s and 1990s included: export tax rebates; foreign 
exchange allocations; payments from the "Support and Price Stabilization 
Fund" ; duty free imports of intermediate inputs; exemption from corporate 
income tax; payments from the Resource Utilization Support Fund; rebates on 
freight charges; exemptions from various taxes; fuel oil and electricity subsidy ; 
and a deduction system. Togan (1994) shows that the average economy wide 
export subsidy rate has decreased from 32 percent in 1983 to 13 percent in 
1990. Finally, in respect of the policy on state-owned enterprises in Turkey, we 
note that the Turkish public enterprise sector is very large. The state had for a 
long time monopolies in the following sectors: tobacco, war weapons, railways, 
air-transport, air and sea-port administration, post and telecommunication and 
sugar production; and in the manufacturing sector the state-owned enterprises 
were heavily concentrated in basic metals, chemicals, petrochemicals, fertiliz
ers, newsprint, paper, oil refineries, cement and textile production. The 
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state-owned enterprises have shown in general poor economic performance due 
to the soft-budget constraint they faced. These firms are not submitted to com
mercial code and as such they escape bankruptcy laws. The state-owned enter
prises receive subsidies from the government in the form of direct transfers, 
equity injections and debt consolidation. There are also barriers to exit in 
Turkey. Public firms are often not allowed to go bankrupt. 

The investment incentive schemes in Turkey sought to encourage invest
ment, rather than to increase competition. The credit incentives, which were 
supposed to promote entry, have often turned into instruments that reinforced 
the position of the large incumbents. Furthermore, the government with its 
large share of the banking system has exercised direct control over the allo
cation of credit, and credit from public banks has often been extended not on 
the basis of commercial considerations. For a long time, neither a specific 
competition legislation was enacted nor a competition policy was in fact 
enforced. To promote competition within the country, Turkey during the 
1980s has eliminated quantitative restrictions in foreign trade and decreased 
substantially the levels of nominal and effective protection rates. However, 
these reductions were not sufficient to ensure the proper functioning of the 
markets. There was an urgent need for competition policies which would 
relax barriers to entry and exit. Thus, in December 1994, Turkey adopted its 
own competition policy (the "Law on the Protection of Competition") , which 
was largely modeled on EU practice. 

In respect of the export regime, Turkey had subscribed to the GATT 
Subsidies Code in 1985,  thus agreeing to el iminate export subsidies by 1989. 
And since Turkey 's status in the GATT has become that of a member of the 
World Trade Organization, it had signed the GATT 1994 Agreement on 
Subsidies and Countervailing Measures (SCM) which prohibits governments 
from granting subsidies contingent upon either export performance or domes
tic content requirements. Recently, Turkey has eliminated most of the invest
ment and export incentives. Within this context, GATT-legal subsidies, such 
as those earmarked for (R&D) and those that are intended to facilitate the 
adaptation of plants to new environmental regulations, have been introduced 
in 1995 . It has been emphasized that export subsidies will be restricted to 
those provided to R&D activities, to environmental projects, and to export 
promotion activities that involve participation in trade fairs, conducting mar
ket research and organization of educational activities such as seminars and 
conferences. 

Although considerable progress has been achieved in the fields of invest
ment and export incentives, such was not the case in the area of public enter
prises. Notwithstanding the fact that privatization had become a prominent part 
of the Turkish structural adjustment program since 1 983 ,  many difficulties 
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made it hard to move forward on this front .  

Thus, in  order to comply with the rules of the CUD, Turkey wil l  have to 

stop subsidizing its public enterprises at the prevai l ing rates, align its state aid 

policies to those of the EU, and i t  will have to apply the same competition 

policies to all firms, private or publ ic .  This  adjustment wil l  certainly be cost

ly, but unless it is undertaken and the rules applied effectively to all private 

and publ ic firms, the EU may resort to commercial defense instruments (anti

dumping and countervai l ing duties) against Turkey. 

The CUD's rules on subsidies wil l  have a positive impact on competition 

in the economy. When faced with intensified competition , domestic indus

tries, which may have reaped monopol istic profits in a relatively protected 

domestic market, will be forced to act competitively. The relatively high con

centration ratios in Turkey are expected to decl ine over time . Furthermore, the 

markups between prices and marginal costs wil l  tend to decl ine in the private 

sector following the effective implementation of competi tion pol icies, and 

firms in the public sector wil l  be expected to act more competitively. 

Similar considerations apply in the cases of the EAs . For example, the 

competition provisions of the EA that were signed between Hungary and the 

EU are contained in Articles 62-67 . Articles 62. 1 ,  62 .2 , 62.4 (a) and 64 which 

read as fol lows : 

62. 1 :  The following are incompatible with the proper functioning of 
the Agreement, i n  so far as they may affect trade between the 
Community and Hungary :  

( i )  a l l  agreements between undertakings, deci sions by  associations 
of undertakings and concerted practices between undertakings which 
have as their object or effect the prevention, restriction or dis tortion of 
competi t ion; 

( i i )  abuse by one or more undertaki ngs of a dominant posit ion i n  the 
terri tories of the Community or of Hungary as a whole or i n  substan
t ial part thereof; 

( i i i )  any publ ic aid which distorts or threaten to di stort compet i t ion 
by favori ng certain undertakings or the production of certain goods ; 

62 .2 :  Any practices contrary to this Artic le shal l be assessed on the 
bas is  of criteria ari sing from the application of the rules of Articles 85 ,  
86 and 92 of the Treaty establ ish ing European Economic Community. 

62.4 (a ) :  For the purposes of applying the provi sions of paragraph I 
( i i i ) ,  the Parties recogni ze that during the fi rst fi ve years after the entry 
into force of this Agreement, any publ ic aid granted by Hungary shal l 
be assessed taking into account the fact that Hungary shall be regard
ed as an area identical to those areas of the Communi ty described in  
Article 92 ( 3 )  of the  Treaty establ i sh ing the  European Economic 
Community. The Association Counci l  shal l ,  taking in to account the 
economic situation of Hungary, decide whether that period should be 
extended by a further period of fi ve years. 
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64: With regard to public undertakings, and undertakings to which spe
cial or exclusive rights have been granted, the Association Council 
shall ensure that as from the third year following the date of entry into 
force of this Agreement, the principles of the Treaty establishing the 
European Economic Community, in particular Article 90, and the prin
ciples of the concluding document of the April 1 990 Bonn meeting of 
the Conference on Security and Co-operation in Europe, in particular 
entrepreneurs' freedom of decis ion, are upheld . 
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Thus, the EAs' rules on competition relate to agreements between firms 
restricting competition, abuse of dominant power, the behavior of public 
undertakings and competition-distorting state aids. The rules are concerned 
with the behavior of governments as well as firms. According to Article 64, 
public undertakings and undertakings to which special or exclusive rights 
have been granted are to be subject to the principles of Article 90 EEC with
in three years of the entry into force of the association agreement. Article 62.4 
(a) states that state aid, compatible with the EU rules for disadvantaged 
regions (Article 92.3 (a) of the Treaty of Rome) can be applied to entire terri
tories during the first five years. Since the EA competition rules are similar to 
those specified in Articles 30. l ,  3 1. 1, 32. 1 and 33 of the Turkey-EU CUD, 
considerations similar to those expressed in the case of Turkey will apply. In 
the meantime, all of the CEE countries have introduced competition legisla
tion. The CEE Jaws have also been modeled on the EU appr.oach to competi
tion policy. 

The success of the transition from an environment where anti-dumping 
measures are used as in the cases of Turkey-EU and CEE-EU trade, to a situ
ation where commercial relations are governed by competition rules, depends 
on the evolution of the level of integration between States. This integration 
will be accelerated as stressed by Marceu ( 1995) as long as markets are har
monized through stronger competition enforcement and the phasing-out of 
anti-dumping measures. Thus, the success depends on the effective imple
mentation of competition policies by the national governments in Turkey and 
CEE countries. 

In addition to competition policy, the CUD contains commitments on 
intellectual, industrial and commercial property rights. The Agreement 
requires that Turkey insures adequate and effective protection and enforce
ment of intellectual property rights and that it will implement the Uruguay 
Round Agreement on "Trade-Related Aspects of Intellectual Property Rights" 
(TRIPS) by 1999. Furthermore, Turkey will have to adopt by January 1, 1998 
legislation to secure the patentability of pharmaceutical products and produc
tion processes. Regarding copyright, the Agreement requires that piracy such 
as counterfeiting or boot-legging be effectively banned and that the terms of 
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protec;tion in cases of translation, should not be inferior to fifty years in those 
cases in which the term is calculated on a basis other than the life of the per
son. Turkey by now has a new Copyright Law and a new Patent Law which 
are in conformity with the EU conditions. Similar considerations apply in the 
context of the EAs. Articles 63-64 of the EA with Hungary states that the lat
ter will provide in five years a level of protection of intellectual, industrial and 
commercial property rights similar to that that exists in the Community, 
including comparable means of enforcing such rights. 

The economic rationale for the protection of intellectual property rights is 
framed in terms of costs and benefits (Hoekman, 1995). The costs include 
increase in payments for proprietary knowledge, price increases associated 
with greater market power for knowledge producers, the costs associated with 
the displacement of pirate activities, the costs of additional R&D and those 
related to administrative and enforcement of intellectual property rights pro
tection. Potential benefits include new inventions fostered by higher levels of 
R&D, greater technology, increased foreign trade, increased foreign direct 
investment flows and hence increases in per capita income of the country. 
Within this context, the main task facing Turkey and the CEE countries is the 
transformation of their intellectual property rights regime into an effective 
instrument for the promotion of innovation, and hence increases in income. 

Article 26 of the CUD requires Turkey to adopt the EU's customs provi
sions in the fields of (i) origin of goods, (ii) customs value of goods, (iii) the 
introduction of goods into the territory of the customs union, (iv) customs 
declaration, (v) release for free circulation, (vi) movement of goods, (vii) cus
toms debt, and (viii) right of appeal. Article 8 of the CUD states that Turkey 
shall incorporate within five years into its internal legal order the 
Community's instruments relating to the removal of technical barriers to 
trade. Furthermore, Article 46 of the Customs Union Decision specifies that 
negotiations aiming at the mutual opening of Contracting Parties' respective 
government procurement markets be initiated as soon as possible after 
January 1, 1996. In addition, effective functioning of the customs union 
requires the modernization of the customs system in Turkey. A new draft cus
toms law has been prepared replacing the current customs law. The new draft 
customs law aims for speedy customs release, simplified procedures and full 
automation of customs procedures. Recently, the customs administration has 
been going through extensive training programs. Turkish customs will begin 
to use computer systems and will introduce on-line declaration procedures. 
The computer will make it possible to have at each customs point not only the 
relevant information for the collection of customs duties, but also the neces
sary information on preferential agreements and anti-dumping regulations 
needed to determine the correct amount of taxes to be collected. 
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The above provides a welcome opportunity to improve the functioning of 
the markets in the economies under consideration. During the transition peri
od until about 2002, each of the economies under consideration can be con
sidered as moving from an i nefficient production point located inside the soci
ety 's production possibi l i ty frontier (PPF) towards an efficient production 
point on the PPF. Furthermore, the new rules and disciplines, such as the rules 
on intellectual property rights, wil l over time shift the PPF outward as a result 
of technical progress that will be achieved during the adjustment period. 

We now tum to consider the impact of changes in  tariffs on the allocation 
of resources. As nominal protection rates change, so will domestic prices . 
These changes will affect different sectors in different ways, and we wil l aim 
to identify ing those sectors that would potential ly lose from these changes, 
and those that may gain .  This necessitates an in-depth calculation of effective 
protection rates (EPR) for the years 1 994 and 200 I .  The results are reported 
in Table 1 2 . From the table it follows that the formation of the customs union 
will lead to an increase in the value-added of the following sectors : "grain mill 
products", "sugar refining" and "clothing" . On the other hand, the following 
sectors will experience a decline in value-added: "processed tobacco" , "petro
leum refin ing" and "non-alcohol ic beverages". The table indicates that the 
most sensitive ten sectors in the Turkish economy are the following: 
processed tobacco, petroleum refin ing, non-alcoholic beverages, alcoholic 
beverages ,  wood furniture, footwear, plastic products, cement, motor vehicles 
and wood products . 

Potential for Trade between EU, CEE and Baltic Countries 
and Turkey 

As the CEE and Baltic countries complete their  transit ion to market-based 
economies and enhance their market access opportuni ties to the EU markets, 
the geographic distribution of trade wi l l  change. A critical question is :  what is 
the potential for trade between EU, CEE and Baltic countries and Turkey. This 
question has been answered by various economists including Winters and 
Wang ( 1 994) and Baldwin ( 1 994) for the CEE and Baltic countries. They 
show that the potential trade with the EU is much larger than the actual . Thus, 
once the CEE and Baltic countries complete their transition to market 
economies, become further integrated into the world economy, and reap the 
benefits of the Europe Agreements and Free Trade Agreements , trade between 
CEE and Baltic countries on the one hand and EU on the other wil l increase . 
Baldwin estimated how much trade would have occurred in 1 989 if the CEE 
and Baltic countries had never been under communist regime, but did enjoy 
the same level of i ncome as they did in 1 989 and if the countries did not face 
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Table 12: Turkish Effective Protection Rates Before and 
After the Customs Union with EU and Sensitive 

Sectors in the Turkish Economy 

1-0 SECTOR EPR EPR Effects of the 
CODE 1994 2001 Customs Union 

19 Processed Tobacco 159.7 1 -84.25 -243.96 
32 Petroleum Refining 180.44 3.75 - 176.69 
18 Non-Alcholic Beverages 128.03 -40.69 - 168.72 
17 Alcoholic Beverages 145.43 - 13.57 - 159.00 
26 Wood Furniture 62.67 1.67 -6 1.00 
24 Footwear 67 . 17 15. 12  -52.05 
35 Plastic Products 48.45 2.22 -46.24 
37 Cement 46.02 0.65 -45.37 
47 Motor Vehicles 46.2 1 1.97 -44.24 
25 Wood Products 37 .28 0.67 -36.6 1 
4 1  Fabricated Metal Products 35 .90 0.66 -35.24 
34 Rubber Products 33.95 1.29 -32.66 
2 1  Textiles 28 .79 2.68 -26. 1 1  
38 Non-Metallic Mineral 26.79 1.30 -25.49 
36 Glass and Glass Production 25.54 1.26 -24.28 
16 Other Food Processing 29 .37 5.33 -24 .04 
27 Paper and Paper Products 19.20 -0.04 - 19.24 
44 Electrical Machinery 16.83 1 .97 - 14.87 
29 Fertilizers 13.63 1 .78 - 1 1.85 
3 1  Other Chemical Production 12.6 1 1 .45 - 1 1. 16 
23 Leather and Fur Production 10.73 0.43 - 10.30 
9 Non-Metallic Mining 9.9 1  0.47 -9.45 
39 Iron and Steel 1 1 . 10 2.88 -8 .22 
42 Nbn-Electrical Machinery 8.37 0.45 -7 .92 
45 Shipbuilding and Repairing 6.5 1 -0.83 -7.34 
43 Agricultural Machinery 6 .82 0.03 -6.79 
12 Fruits and Vegetables 29 1 .43 285.80 -5.63 
40 Non-Ferrous Metals 6 . 1 1  0.85 -5.27 
30 Pharmaceutical Production 4 .52 0.50 -4.02 
28 Printing and Publishing 4 .42 1.04 -3.39 
2 Animal Husbandry - 18.6 1 -2 1 .65 -3 .04 
49 Other Manufacturing Industries 1 .9 1 -0.04 - 1.95 
20 Ginning - 138. 12 - 139.98 - 1.86 
5 Coal Mining 1 .8 1 0.7 1 - 1. 10 
10 Stone Quarrying 0.29 -0.09 -0.37 
3 Forestry -0.28 -0.0 1 0.26 
6 Crude Petroleum -0.78 -0.06 0.72 
46 Railroad Equipment -0.2 1 0.57 0.78 
48 Other Transport Equipment -0.84 0.23 1.07 
I Agriculture 44.4 1 45.60 1. 19 
4 Fishery 56.58 58. 10 1.52 
8 Other Metal ic Ore Mining - 1 .68 -0. 13 1 .54 
13 Vegetable and Animal Oil 6.62 8.76 2 . 14 
7 Iron Ore Mining -2.74 -0.2 1 2.53 
II Slaughtering and Meat 16.82 2 1.36 4.55 
33 Petroleum and Coal Products -6. 14 0.08 6.23 
22 Clothing 7.44 17.35 9.9 1 
15 Sugar Refining -54.25 -35.98 18 .27 
14 Grain Mill Products 28 1 .46 30 1 .45 19.99 

MEAN 18.44 1 . 12 
STANDARD DEVIATION 72 .32 65.39 

Source: Author 's calculations. 
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any market access restric t ions .  The rati o  of potent ial to actual trade of  the 
EU( 1 2) to the CEE countries would have been twice as l arge as the actual fig
ures .  S im i l arly, the rati o  of potent ial to actual exports of CEE countr ies to 
EU( 1 2) varies from 1 .2 for Romania to 5 . 2  for Bu lgaria .  But  these est imates 
ignore an i mportan t  point .  The old plann ing regime depressed trade as wel l  as 
i ncomes.  As trad ing  partners get richer, b i lateral trade flows w i l l  tend to r ise .  
The reason for th is  i s  straightforward . As a country grows r icher, i t  buys and 
sel ls  more abroad . 

I n  an attempt to assess the magni tude of new market opportun i ties 
between Turkey on the one hand and the CEE and Balt ic countries on  the 
other, a grav ity model of trade flows can be ut i l i zed. Grav ity models have 
been successful ly appl ied to d i fferent types of flows, such as m igration ,  com
mut ing ,  recreat ional  traffi c ,  and i n terreg ional and i n ternat ional trade .  
Typical ly, the log- l i near equation used spec i fies that a flow from ori g i n  a to 
dest i nat ion b can be explai ned by supply condi t ions at the orig i n ,  demand 
condi t ions at the destination, and econom ic forces e i ther ass i s t ing or res i s t ing 
the flow's  movement . i  

In  i ts bas i c  form, the equation i s  written as : 

l nX,, = a +  a, ln (GNP., /POP) + a, ln (GNP, /POP,) + a, In POP, 

+ a, In POP, + a, In DI ST,, 

where X,
h 

is the US dol lar value of exports from country (a) to country (b) ,  
GNP.,, and GNP

h 
are,  respect ively, i ncome i n  country a and country b 

expressed i n  US dol lar, POP, and POP
h 

are , respect ive ly, the populat ion of 
country (a) and (b) ,  and DIST,

h 
denotes the d i stance from the economic  cen

ter of a to that of b i n  k i lometers . 
Deflated GNP data were obtained from various i ssues of the "World 

Developmen t  Report" prepared by the World Bank for the period 1 990- 1 992. 
The data on b i lateral trade flows between 20 industrial countries over the peri
od 1 990-92 were extracted from the "Direct ion of Trade S tat is t ics" and have 
been converted to real value using the export un i t  values reported in the 
"Internat ional Financ ial S tatist ics" of the IMF. The est imated equation is 
g iven by : 

I n  X,, = - 27 . 88 1 + 1 . 05 1 I n  (GNP, /POP) + 0.422 I n  (GNP, /POP,) - 0 .839 In D I ST,, 

( - 33 . 875 )  ( 1 8 . 633 )  ( 8 . 894) (-47.457) 

+ 0 .824 lnPOP, + 0 .8 1 2  lnPOP, 

(4 1 .75)  (50. 207) 

n = 1 200, R' = 0 .8772;  r = 0. 1 83 ;  DW = 2 .067 

(6 .4 1 1 )  

where n refers to number of observat ions ,  and the t-stat is t ics are reported i n  
parenthesi s  for each est imated coeffic ient .  
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The gravity model, which was estimated on data that do not include the 
CEE and Baltic countries and Turkey, gives a relationship between GNP, dis
tance and bilateral trade flows for a "normal" pair of countries, that is coun
tries that are integrated into the world trading system. Applying the estimated 
coefficients to the actual data on the countries under investigation, we can 
predict the trade flows between Turkey and CEE and Baltic countries once the 
latter set of countries become "normal" countries. That is to say, once they 
complete their transition to market economies, are fully integrated into the 
world trading system and face no major market access problems. The 
mechanics of the projection is simple. Estimates for the relevant countries' per 
capita GNP, population and distance are plugged into the equation which gen
erates the import and export pattern for trade between concerned countries. 

Table 13 shows the potential values of exports and imports for trade 
between Turkey and CEE and Baltic countries for the year 1992. It is clear 
from Table 13 that the potential trade with CEE and Baltic countries is much 
larger than the actual. The data reveal that Turkey's exports to CEE and Baltic 
countries could increase by about 150 percent above their 1993 level and that 
Turkish imports from CEE and Baltic countries would increase by 45 percent. 

Chances of EU Membership 

To study the chances of EU membership of the CEE and Baltic countries and 
of Turkey we consider the evidence from previous EU enlargements. The 
results are reported in Table 14. The table reveals that the EU has shown more 
concern in respect of the following parameters: the prospects of functioning 
democracies in applicant countries, the level of per capita incomes in those 
countries, the size of the population and the share of the agricultural sector in 
a country's GNP. In all of the previous cases of successful applications, the 
applicant country had to prove that it had functioning democracies for a peri
od of at least seven years (Greece) .  In no previous case the successful appli
cant country (Portugal) had a per capita income which was less than 6 1  per
cent of the poorest EC member (Greece), and a population that was larger than 
27 percent at the accession (UK) . Finally, in no case had the share of agricul
ture in GDP exceeded 18 percent (Ireland). Table 15 gives basic data on the 
actual and potential applicant countries consisting of CEE countries, Baltic 
countries, Slovenia and Turkey. All of the transition economies started to have 
functioning democracies only during the early 1990s. Turkey on the other 
hand has moved back to an open, liberal political system since 1983. In 
respect of population, we note that the EU population consisting of 15 coun
tries would increase by 16 percent in case Turkey accedes and by I O percent 
if Poland becomes a member. The size of the population of all the remaining 



Table 13: Actual and Potential Trade Between EU, CEE and 
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Baltic Countries and Turkey During 1992 ;:s 
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Actual Potential Ratio of Actual Potential Ratio of 
Exports Exports Potential to Imports Imports Potential to � 

from from Actual into into Actual 
Turkey Turkey Exports Turkey Turkey Exports c:! 

Country � "' 
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0:, 

Bulgaria 86.22 235 .23 2.73 243 .24 1 78.98 0.74 I:) 

::;, 
Czech Republ ic 58 .45 1 34.01 2 .29 222.99 1 50. 1 3  0.67 ;::;· 

I:) 

Estonia 0.30 20.58 69.29 3 .44 24.29 7 .07 ;:s 
I:). 

Hungary 37 .5 1 1 96.40 5 .24 86.68 248 .35 2 . 87 � 
Latvia 2.89 29 .45 1 0. 1 8  2.75 27 .93 1 0. 1 6  * 
Lithuania 3 .95 35 .25 8.92 1 3 .82 26.3 1 1 .90 c:;·  

;:s-

Poland 234.80 342.83 1 .46 9 1 . 1 0  333 .48 3 .66 � 
Romania 1 5 1 .65 408 . 1 9  2.69 300.78 283 .59 0.94 <::, 

;:s 
Slovak Republ ic 1 5 .74 82 .46 5 .24 2 1 .9 1  78.87 3 .60 <::, 

;:! 
Slovenia 30. 2 1  70.54 2 .34 45 .88 1 43 .79 3 . 1 3  � -

c., 

62 1 .72 1 ,554.94 2.50 1 ,032.57 1 ,495 .72 1 .45 

Note: The actual trade figures refer to the year 1 993. 
Source: Author 's calculations and Foreign Trade Statistics, State Institute of Statistics, Ankara 
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countries is relatively small. The share of agriculture in GDP is 23 percent in 
the case of Lithuania, 2 1  percent in Romania, 16 percent in Latvia, 15 percent 
in Turkey, 13 percent in Bulgaria and 1 1  percent in Estonia. 

Since the CEE countries have not yet produced national accounts that are 
up to Western standards, various sources have estimated national incomes for 
these countries and those estimates vary enormously thus giving rise to diffi
culties in providing a realistic assessment of the development level of the 
countries. Table 15 is based on two sets of estimates of per capita incomes as 
reported in the "World Development Report 1 995" of the World Bank. The 
first estimate is per capita income measured in current US dollars and the sec
ond takes into account the purchasing power parities of national currencies 
(PPP). Examining the per capita income levels measured in current US dol
lars we note that per capita income in Romania during 1993 is 15 percent of 
the per capita income of the poorest EU member, namely Greece. The per 
capita income of Bulgaria is also 1 5  percent of the income level in Greece, 
that of Lithuania is 18 percent, the Slovak Republic 26 percent, Latvia 27 per
cent, Turkey 29 percent and Poland 31 percent. The situation looks different 
if one examines these figures using PPP. Thus per capita income in Romania 
reaches 31 percent of that of Greece ; Lithuania's is 35 percent; Bulgaria's is 
46 percent and so on. If the EU were to apply the 6 1  percent threshold to the 
applicant countries, then only Slovenia would satisfy the criteria if per capita 
incomes are measured in current US dol lars. On the other hand, if the EU 
were to base its opinion on the PPP, then Bulgaria, Romania, Latvia, 
Lithuania, Poland and Turkey would fail the test. All of the other countries 
would satisfy the 61 percent threshold. 

A related question is how incomes are expected to evolve over time, and 
whether the CEE countries, the Baltic countries and Turkey would be able to 
catch up to the 61 percent per capita income level of the poorest EU member 
in the near future. Table 1 6  contains data on the growth rates of population pro
jected by the World Bank for the period 1992-2000 and reported in the "World 
Development Report 1 994". During the period 1 970- 1 992, Greece's GNP has 
grown at an annual rate of 3 percent and that of Turkey at 5 percent. In what 
follows, we shall consider the_ potential developments in CEE, Baltic coun
tries' and Turkey 's per capita GNP in comparison to the potential develop
ments in Greece's per capita GNP. We assume that Greece 's GNP will grow in 
the future at the same growth rate that has been achieved over the period 1 970-
1 992 (that is, 3 percent). Furthermore, we assume that the population of 
Greece will grow at the annual rate of 0.5 percent. Table 16 has been prepared 
for different values of the growth rate of real GNP for the CEE, the Baltics and 
Turkey. We assume following Sheehy ( 1994) that the CEE and the Baltics can 
grow at either the pessimistic rate of 3 percent, or at the probable rate of 5 



Table 14: Previous EC Enlargements 

UK Ireland Denmark Greece Spain 

Democracy Restored 1 974 1 977 

EC Accession 1 973 1 973 1 973 1 98 1  1 986 

Per Capita Income at Accession 

% of EC Average 82.0 53 .5 1 22 .9 40.7 49 .5 

% of Poorest EC Member 1 1 3 .4 74. 1 1 70.2 75.7 1 33 .5 

Population at Accession 

% of EC Total at Accession 26.9 1 . 5 2 .4 3 .5 1 3 .3  

Share of Agricultural Value Added in 
GDP at Accession 3 .0 1 8 . 3  7 . 1 1 6. 1  5 .6  

Source: Author '.f calculations using daw from various issues of  European Economy. 
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percent or at the optimistic rate of 6 percent. Regarding Turkish GNP the pes
simistic rate is assumed to be 4 percent, the probable rate 5 percent and the 
optimistic rate 7 percent. Table 16 which is based on current US dollar values 
of per capita incomes reveals the following aspects: 

• If the GNP of the CEE and the Baltic countries grows at the pessimistic 
growth rate of 3 percent and Turkish GNP at the rate of 4 percent, none of 
the countries except Slovenia will reach 6 1  percent of the Greek per capi
ta income level over the next 25 years. 

• If the CEE and Baltic countries' GNP grows at the probable rate of 5 per
cent and Turkish GNP at the rate of 5 percent, Hungary will reach the 6 1  
percent threshold value after 15 years and Estonia after 2 1  years. With the 
exception of Slovenia, the remaining countries will fail to satisfy this 
threshold. 

• If the GNP of the CEE and the Baltic countries grows at the rate of 6 per
cent and Turkey 's GNP at the rate of 7 percent, the Czech Republic will 
satisfy the threshold value after 19 years, Hungary after 12 years, Poland 
after 25 years , Estonia after 14 and Turkey after 19 years. This will how
ever not be the case in the Slovak Republic, Romania, Latvia and 
Lithuania. 
Baldwin ( 1994) summarizes the conditions for EU membership under 

eight headings: 

I .  free movement of goods, services and factors of productions within the 
Union; 

2. adoption of EU's common external tariff and trade policy vis-a-vis the 
third countries; 

3. harmonization of commercial legislation; 
4. participation in the European Monetary System and future monetary sys

tem; 
5. adoption of EU's Common Agricultural Policy (CAP) ; 
6. supranational appellate system to enforce consistent application of 

Community law throughout the Union; 
7. open government procurement; and, 
8. common policy promoting the disadvantaged regions by structural spend

ing. 

As emphasized above, Turkey, by forming the CU with the EU will satis
fy the first condition partially, the second and third components of member
ship will only be satisfied by the year 200 I .  It is worth noting that the CUD 
does not cover the free movement of services or labor. The Agreement is also 
silent on movement of capital. The fourth component (participation in EMU) 



Table 15: Basic Data on Actual and Potential Applicants 

I 
Q 

for Membership in EU 
::s 
� 
J"-

Bulgaria Czech R. Estonia Hungary Latvia Lithuania Poland Romania Slovak R. Slovenia Turkey gi "' 
Democracy Restored 1990 1990 1992 1990 1993 1992 1990 1990 1990 1992 1983 

.... 
gi 

Per Capita Income Relative to EU � 
Income in 1993 

;: 
% of EC Average 5 . 8  1 3 .7 1 5 .6 1 6.9 1 0.2 6.7 1 1 .4 5 . 8  9.9 32.8 1 1 .0  

% of Poorest EC Member 1 5 .4 36.7 4 1 .7 45 .3 27 .2 1 7 .9 30.6 1 5 .4 26 .4 87 .8  29.6 �-
.:, 

Per Capita PPP Income Relative 
::s 
.:,_ 

to PPP EU Income in 1993 � 
* 

% of EC Average 24.4 44.9 38.7 36.0 29.8 1 8 .5 29.8 1 6.7 37.4 23 .3  

I 
c::;· 
;:,--

% of Poorest EC Member 45.6 83 .9 72.2 67.2 55.7 34.6 55.6 3 1 . ]  69 .9 43.6 R1 
C ::s 

Population Relative to EU 

I 
C 

Population in 1993 ;;; ·  "' 
% of EC Total 2 .3 2 .8 0.4 2 .8  0.7 1 .0 1 0.4 6.2 1 .5 0.5 1 6. 1  

Share of Agricultural Value Added 
in GDP during 1993 ( % )  1 3 .2  5 .5 1 5 .2 8 .2 1 5 .0 24.8 7 .4 2 1 .6 6.6 5.0 1 5 .4 

Share of Agricultural Labor in 
Total Civilian Employment 1 ( % )  1 7 .4 6.5 1 5 .4 8 . 1 1 8 .4 1 9.0 26.9 32 .2 1 0.3 42.8 

Source: Author '.v calculations using data from various issues of World Development Report and European Economy. I l..J 
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Table 16: Expected Developments in CEE, Baltic Countries 
and Turkey's Per Capita GNP 

Assumed Assumed YEARS ELAPSED 
Per Capita Annual Growth Annual Growth 
Income of GNP of Population 5 to 15 20 25 

PESSIMISTIC SCENARIO 

CEE Countries 

Czech Republic 2 ,7 10 3.0 0.2 36.49 36.32 36. 14 35 .97 35.79 
Slovak Republ ic 1 ,950 3.0 0 .6 26.26 26. 13 26.0 1 25 .88 25.75 
Hungary 3 ,350 3.0 -0.4 45 . 1 1  44.89 44.68 44.46 44.25 
Poland 2 ,260 3.0 0.2 30.43 30.29 30. 14 29.99 29.85 
Romania 1, 140 3.0 0.0 15 .35 15.28 15.20 15 . 13 15 .06 
Bulgaria 1 , 140 3.0 -0.4 15.35 15.28 15.20 15. 13 15 .06 

Baltic Countries 

Estonia 3,080 3.0 -0.3 4 1.48 4 1.28 4 1 .08 40.88 40.68 
Latvia 2,0 10 3 .0 -0 .4 27.07 26.94 26.8 1 26.68 26.55 
Lithuania 1,320 3.0 0.0 17.78 17 .69 17.60 17.52 17.43 

Slovenia 6,490 3.0 0. 1 87.40 86.97 86.55 86. 13 85 .72 
Turkey 2, 184 4.4 1 .9 3 1.46 33 .50 35.66 37 .97 40 .43 

Greece 7,390 3. 1 0.5 

PROBABLE CASE 

CEE Countries 

Czech Republic 2 ,7 10 5 .0 0.2 40 . 18 44.02 48.23 52.84 57.89 
Slovak Republic 1 ,950 5.0 0.6 28 . 9 1  3 1.67 34.70 38.02 4 1 .65 
Hungary 3,350 5.0 -0 .4 49.67 54.4 1 59.62 65 .32 7 1.56 
Poland 2,260 5.0 0 .2 33. 5 1  36.7 1 40 .22 44.06 48.28 
Romania 1 , 140 5.0 0 .0 16.90 18.52 20.29 22 .23 24.35 
Bulgaria 1, 140 5 .0 -0 .4 16.90 18 .52 20.29 22.23 24.35 

Baltic Countries 

Estonia 3,080 5 .0 -0.3 45.66 50.03 54.8 1 60.05 65.79 
Latvia 2 ,0 10 5 .0 -0.4 29.80 32.65 35.77 39. 19 42.94 
Lithuania 1,320 5 .0 0.0 19.57 2 1 .44 23.49 25.74 28.20 

Slovenia 6,490 5.0 0. 1 96.22 105.42 1 15 .49 126.54 138 .63 
Turkey 2, 184 5.4 1.9 33.00 36.85 4 1. 15 45.95 5 1 .30 

OPTIMISTIC SCENARIO 

CEE Countries 

Czech Republic 2 ,7 10 6.0 0 .2 42. 13 48.39 55.59 63.87 73.37 
Slovak Repul ic 1 ,950 6.0 0.6 30 .3 1 34 .82 40.00 45.96 52.79 
Hungary 3,350 6.0 -0.4 52.08 59 .82 68.72 78.95 90 .69 
Poland 2 ,260 6.0 0 .2 35. 13 40 .36 46.36 53 .26 6 1. 18 
Romania 1 , 140 6.0 0.0 17.72 20 .36 23.39 26 .87 30.86 
Bulgaria 1 , 140 6.0 -0.4 17.72 20.36 23.39 26.87 30 .86 

Baltic Countries 

Estonia 3,080 6.0 -0 .3 47.88 55 .00 63. 19 72.59 83.38 
Latvia 2 ,0 10 6.0 -0 .4 3 1 .25 35.89 4 1 .23 47 .37 54.42 
Lithuania 1.320 6.0 0.0 20 . 52 23.57 27 .08 3 1. l l 35.74 

Slovenia 6,490 6.0 0 . 1 100 .89 1 15 .90 133 . 14 152.95 175.70 
Turkey 2, 184 7 .0 1 .9  35 .58 42 .84 5 1 . 58 62 . 10 74.77 

Soltrce: A lltlwr :, calclllatio11s 
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is not a requirement for membership. The CUD addresses condition 5 ,  but it 
does not seem to be possible for Turkey to adopt the CAP in the near future. 
External assistance would be essential for the implementation of this condi
tion. In the case of CEE countries, they will satisfy in the near future the third 
condition of membership completely. The first condition will be satisfied par
tially as the EAs do not cover the free movement of labor. The Europe 
Agreements contain sections on services and on capital movements. Since the 
EAs are free trade agreements, the CEE countries will not satisfy condition 2 
of membership. The countries are free to determine the level of tariffs against 
third countries. Regarding the CAP, similar considerations as in the case of 
Turkey apply. Again, as in the case of Turkey, the fourth component (partici
pation in the European Monetary Union) is not a requirement for membership. 

The components that are of real concern to the EU are the fifth (CAP) and 
eighth (structural funds), especially since both involve transfer of resources 
from the EU to the acceding member. The net cost to the EU should not threat
en the prospect of receiving more transfers than the richer EU countries can 
reasonably be expected to finance. To determine the net costs associated with 
the membership of the CEE and Baltic countries and of Turkey we make use 
of the results obtained and of the approach developed by the Center for 
Economic Policy Research (CEPR, 1 992) and Baldwin ( 1 994 ) ,  where the net 
cost is defined as the difference of between on the one hand the structural 
funds and the Common Agricultural Policy price support received by the 
countries, and of the national budgetary contribution to the EU on the other. 

Consider first the problems associated with the adoption of CAP by the 
countries concerned using the example of Turkey, where agriculture has econ
omy-wide implications. During 1 994, agriculture accounted for about 1 5  per
cent of GDP and 44 percent of total employment in the economy. Although 
these shares have been falling over time, they do not compare favorably with 
those found in the EU countries. According to the Organisation for Economic 
Cooperation and Development (OECD) ( 1 994 ), the value-added per agricul
tural worker in Turkish agriculture amounts to only 2 1  percent of the value
added per non-agricultural worker in Turkish non-agricultural sector. The low 
productivity in agriculture is associated with a farm structure characterised by 
small, fragmented holdings, a poor level of education and training of farmers 
leading to low farm household incomes. Furthermore, nearly half of the pop
ulation of Turkey still lives in rural areas. In Turkey, population growth rates 
have exceeded 2 percent annually. The highest fertility rates are found in rural 
areas, with out-migration from these areas also tending to be high. Although 
emigration has slowed down, internal migration towards urban areas contin
ues at a fast pace. 
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The objectives of Turkey 's agricultural policy are to: 

• ensure adequate levels of nutrition and food supplies at reasonable prices 
to consumers; 

• raise production levels and yields while reducing the vulnerability of pro
duction to adverse weather conditions; 

• move towards self-sufficiency, increase farm incomes and improve 
income stability ; 

• increase exports; and, 
• to develop rural areas. 

In pur�uit of these objectives, the government has implemented a set of 
measures that provide support to producers prices, complemented by trade
related measures, the subsidization of farm inputs, and transfers related to 
investments in infrastructural projects. The OECD ( 1994b) cumulated all 
these support measures into the Producer Subsidy Equivalents (PSE) which 
measure the value of monetary transfers to producers from consumers of agri
cultural products and from taxpayers resulting from a given set of agricultur
al policies in a given year. According to the OECD study, total support as 
measured by the PSE is estimated to have risen during the period 1 99 1 -93 to 
around 40 percent - double the rate in the period 1979-8 1 ,  and the share of 
total agricultural transfers in total GDP has amounted to 1 4  percent in 1 99 1 ,  
12 percent in 1992 and 1 1  percent in 1 993. Thus, the average annual amount 
of total transfers to agriculture over the 199 1 - 1 993 period was about $ 1 4  bil
lion. At this point, it should be noted that agriculture besides being subsidized 
has also been heavily protected as is evident from inspection of columns 1 and 
3 of Table 8. 

During the last few decades, Europe has been experiencing a dramatic 
decline in agriculture. The gradual but massive transfer of labor from farms in 
Europe has created severe economic and social problems especially for 
uprooted families and their dependents. This is the prime justification for 
ambitious agricultural policies introduced under the name "Common 
Agricultural Policy" which is intended to alleviate the burden of relocation 
from farm to city. According to the Treaty of Rome, the major goals of the 
CAP are to increase agricultural productivity, insure a fair standard of living 
for farm community, stabilize farm product markets, provide food security 
and secure supplies to consumers at reasonable prices. 

The CAP is based on three guiding principles: (i) unity of the market, (ii) 
Community preference, and (iii) financial solidarity. According to the first 
principle, free movement of agricultural commodities is achieved through the 
common market order; the second principle provides agricultural markets 
with protection from foreign competition through market interventions; the 



Central, East European, Baltic and Turkish Economies 383 

third principle guarantees the financing of agricultural support programs from 
the EU budget mainly through the European Agricultural Guidance and 
Guarantee Fund (FEOGA). Kirmani ( 1994) reports that high levels of support 
are provided to agriculture in the EU where the PSE ratio was 46 percent in 
1990, 47 percent in 1992 and 48 percent in 1993. The support has signifi
cantly reduced the EU's net food imports since the 1970s, and has substan
tially increased self-sufficiency ratios in the EU. But the CAP has been under 
great pressure to reduce the drain on the EU budget. The 1992 MacSharry 
reform of the CAP aimed at curbing excess production of cereals by means of 
set-asides of arable land and reductions in guaranteed prices, with compensa
tion to farmers in the form of a fixed payment per hectare under cultivation. 
The reforms are an important step towards the market-oriented system. It was 
expected that by the end of the 1995/96 marketing season, intervention prices 
would have been reduced to world prices (European Economy, 1994 ) .  Had 
such a plan been implemented, there would have been no need for export sub
sidies or import taxes starting from 1996 onwards. Even if such a policy was 
in fact implemented, it should be stressed that it would not imply that the PSE 
ratio in the EU would decline to zero. The system of regionally calculated 
"compensatory" area payments tied to set-aside schemes will insure that the 
decline in agricultural incomes is reduced over time. Thus, in the EU, the 
"market price support" would decline to zero but positive amounts of "direct 
payments" would still be paid. As a result, the PSE ratio could be held at its 
present levels. 

According to Articles 22-25 of the CUD, Turkey, in order to establish the 
freedom of movement of agricultural products, will have to adjust its agricul
tural policy in such a way as to adopt the CAP measures. But is this possible? 
What does the adoption of CAP measures mean for Turkey? 

At current domestic prices, Turkey is a net exporter of some and net 
importer of some other farm products. But those domestic prices when con
verted at equilibrium exchange rates are below the EU domestic prices. 
Should Turkey be given preferential, tariff-free access to the EU agricultural 
markets at existing EU prices, then overall supply could be expected to 
increase in Turkey. The output of all farm products in Turkey will be higher. 
The aggregate level of food self-sufficiency will rise. Turkish consumers 
would face higher prices. Anderson and Tyers ( 1993) have determined that 
Visegrad farmers would be better off by $ 52.5 billion annually. Thus, allow
ing Visegrad countries into the CAP would involve a massive transfer from 
the EU taxpayers and Visegrad consumers to Visegrad farmers. Anderson and 
Tyers estimate that the total extra cost to the EU budget we:uld amount to$ 47 
billion each year. This cost would bankrupt the CAP. Since similar results 
would be ohtained in the Turkish case, the problem faced by Turkey is who is 
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going to provide the necessary funds? Since Turkey cannot devote an amount 
similar to the figures given above from its own resources for the support of 
Turkish agricultural sector, and since the EU would be unwilling to bear the 
cost, the idea of establishing a fund similar to FEOGA in Turkey would have 
to be abandoned. As a result, it seems that freedom of movement of agricul
tural products between Turkey and the EU cannot be achieved in the near 
future. 

Furthermore, the adoption of the CAP might also involve the equalization 
of PSE ratios and also the equalization of farm incomes. Can Turkey raise the 
standard of living of Turkish farm population to that of the EU? At this point, 
it should be noted that the average yields of wheat and Barley in Turkey are 
2 tons/hectare, whereas the same yields in France are 6.4 and 5.9 tons/hectare 
respectively (OECD, 1994a). Thus, even if in Turkey and in the EU com
modity prices were equalized and all kinds of subsidies in the form of direct 
payments to producers, subsidies to capital and other inputs, subsidies in the 
form of general services, regional subsidies and tax concessions were elimi
nated, i!gricultural incomes in Turkey would be lower than those in France 
because of the large productivity differential. In order for Turkey to increase 
its agricultural income levels to those in France, it would in addition have to 
increase agricultural productivity through additional investments in agricul
ture, which will probably take a long time. All these arguments lead to the 
conclusion that the freedom of movement of agricultural products between 
Turkey and the EU cannot be achieved in the near future. Similar arguments 
hold in the case of the CEE and the Baltic countries. 

Consider next the issues related to structural funds. These are transfers 
from Brussels to poorer member states and regions. The funds are aimed at 
encouraging greater economic and social cohesion. About half of structural 
funds is channeled into low income regions defined as the regions with per 
capita incomes less than 75 percent of the EU average. The funds are used to 
improve infrastructure in the low income regions and to provide local training. 
A recent study by the EC Commission (European Economy, 1993) asserts that 
Portugal and Greece are likely to receive ECU 400 per capita in the future. 
Using this approach the Visegrad-4 would receive 32.5 billion US dollars. 

The budget revenue of the EU consists of receipts based on national value
added taxes (VAT) receipts, tariff revenues, variable duties and GNP contri
butions. Currently, the EU budget amounts to about 1.2 percent of the Union's 
total GDP. This fraction is set to go up to 1.3 percent by the year 2000. Using 
the 1.3 percent figure, the contribution of the Visegrad countries is determined 
as US $ 6.9 billion. Hence, the net budgetary cost to the EU of admitting 
Visegrad-4 as members would amount to US $ 72.6 (47 + 32.5 - 6.9) billion. 
Baldwin admits that the figure is too large. His own estimates of the net cost 
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of membership are shown in Table 17. From the table it follows that admit
ting the Czech Republic, Hungary and Slovenia as new member states of the 
Union would cost EU US $ 5.63 billion. Admitting in addition Poland as a 
new member would increase the cost to US $ 13. 75 billion. Admitting in addi
tion the Baltic countries, the Slovak Republic, Bulgaria and Romania would 
increase the annual cost to US $ 33.38 billion. 

Table 17: Total Budget Cost of EU Membership 
(billion US $) 

Czech Republic 2.50 
Hungary 2.88 
Slovenia 0.25 

Sub-Total 5.63 
Poland 8. 13 

Sub-Total 13.75 
Estonia 0.75 
Latvia 1.50 
Lithuania 1.75 

Sub-Total 17.75 
Bulgaria 2.88 
Romania 1 1.63 
Slovak Republic l . 13 

Sub-Total 33.38 

Source: R.E. Ba/d11·i11. ( / 99./). 

The estimates presented are rather rough. But one aspect is clear. The CEE 
and the Baltic countries and Turkey would impose a large burden on the EU 
taxpayers if they would accede to the EU, and the latter were to apply its cur
rent rules of the CAP and the structural funds. Note that the 1994 EU budget 
has amounted to ECU 72.3565 billion ECU. Hence the burden of admitting 
the Czech Republic, Hungary, Poland and Slovenia into the EU would con
stitute about 15.2 percent of the EU budget. Admitting the remaining CEE and 
the Baltic countries to the Community would increase the cost to 36.9 percent. 
These figures are indeed large for the Community. If the EU intends to admit 
these countries as new members, then either the budget has to be increased 
considerably or the rules on "structural funds" and "price support under CAP" 
have to change. 

The budgetary outlays to the EU have to be evaluated relative to potential 
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gains which would come in terms of increased trade and political stability. 
Estimates of potential EU trade with' the CEE and the Baltic countries and 
with Turkey using the Gravity model reveals that the trade of the CEE, the 
Baltics and Turkey with the EU would increase considerably over the coming 
decades. Politically, there are gains to be derived from a future stable central 
and eastern Europe and Asia Minor. It seems that sustainable high growth of 
GNP by potential candidates is a prerequisite for membership to the EU. But 
the whole question boils down to how much the EU would be willing to spend 
to integrate these countries into its own economy. 

Notes 

I OECD Economic Surveys: Turkey 1 992- 1 993. Pari s :  OECD. 
2 The gravity equation has been justi fied theoretica!Jy by Bergstrand ( 1 985) among 

others. 
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Appendix 
Classification Scheme for Revised SITC, Revision 2 

SITC COMMODITY 

Food and Live Animals ChieOy For Food 

00 Live Animals Chiefl y  for Food 

01  Meal  and Meal  Preparations 

02 Dairy Products 

03 Fish and Fish Preparations 

04 Cereals and Cereals Preparations 

05 Vegetables and Fruits 

06 Sugar and Sugar Preparations 

07 Coffee, Tea, Cocoa, Spices 

08 Feeding Stuff for Animals 

09 Miscellaneous Edible Products 

Beverages and Tobacco 

1 1  Beverages 

1 2  Tobacco and Tobacco Manufactures 

Crude Materials, Inedible, Except Fuels 

2 1  Hides.Skins and Furskins, Raw 

22 Oil Seeds and Oleaginous Frui t  

23 Crude Rubber 

24 Cork and Wood 

25 Pulp and Waste Paper 

26 Texti le Fibres and their Wastes 

27 Crude Fert i l izers and Crude Minerals 

28 Me1al l i ferrous Ores and Mernl Scrap 

29 Crude Animal and Vegetable Materials 

Mineral Fuels, Lubricants and Related Materials 

32 Coal 

33 Petroleum & Petroleum Products 

34 Gas, Natural and Manufactured 

35 Electric Curren! 

Animal and Vegetable Oils, Fats, and Waxes 

4 1  Animal Oils and Fats 

42 Fixed Vegetable Oils and Fats 

43 Ani mal and Vegetable Oils and Fats, Proc. 

Chemicals and Related Product 

5 1  Organic Chemicals 

52 Inorganic Chemicals 

53 Dyeing ,Tanning and Colouring Materials 

54 Medicinal and Pharmaceutical Products 

55 Essential Oils and Perfume Materials 

56 Fert i l izers, Manufactured 

57 Explosi ves 

58 Plast ic Materials 

59 Chemical Materials and Products, N .E.S .  

SITC COMMODITY 

Manuractured Goods Classified ChieOy by 

Material 

6 1  Leather M anufactures 

62 Rubber Manufactures 

63 Cork and Wood Manufactures 

64 Paper 

65 Textiles 

66 Non-metal l ic Mineral Manufactures 

67 Iron and Steel 

68 Non-ferrous Metals 

69 Manufactures of Mernl 

Machinery and Transport Equipment 

7 1  Power Generating Machinery and Equipmenl 

72 

73 

74 

75 

76 

77 

78 

79 

Machinery Specialized for Particu lar 

I ndustries 

Metalworking Machinery 

General Industrial Machinery and Equipment 

Office Machines 

Telecommun ications Apparatus 

Electrical Machinery 

Road Vehicles 

Other Transport Equipment 

Miscellaneous Manufactured Articles 

8 1  Sani tary, Plumbing, Healing 

82 Furnilure 

83 Travel Goods 

84 Clothing 

85 Foolwear 

87 Scienlific lns1rumen1s and Oplical Goods 

88 Pholographic Apparalus and Optical Goods 

89 Miscellaneous Manufaclured Articles 

Commodities and transactions not classified 

elsewhere in the SITC 

91 Pos1al Packages 

93 Special Transaclions 

94 Ani mals, Live 

95 Armoured Fighling Vehicles 

96 Coin 

97 Gold, Non-Mone1ary 
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