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Irrespective of the rather skeptical response to the Treaty of Maastricht, the appeal of joining the European Union (EU) still appears to be unbroken. Following the recent enlargement of the Community of Twelve to include Finland, Austria, and Sweden, a number of Central and Eastern countries now seek accession. There are substantial reasons for their desire. Not only would speedy membership provide free access to the Single European Market, but also the prospect of generous transfers and assistance on the part of the EU and of participation in trade preferences vis-a-vis third countries. Active cooperation in the foreign, security, and legal policy fields would also promise political protection and, in particular, assistance in the face of an uncertain Russia.

These accession intentions raise the question whether the strategy of intensification of European integration adopted in the Treaty of Maastricht is compatible with the swift enlargement to include reform states.1 The question is clearly a potential minefield. In all Central European countries, rapid and discernible economic success is essential as a prerequisite for the consolidation of the young and still, unstable democracies. The outcome of reform efforts will also influence the future development of Europe and of the EU with its hitherto Western European orientation. Is the EU willing to meet the challenges of eastward expansion?

There has been no sign of a convincing overall plan for the accession of the reform states, although there are signs of growing support for eastward EU expansion. A brief review of the previous policies towards these nations will serve to substantiate this assumption.

The Association Agreements as an Initial Response

The first official relations between the European Community (EC) and the Council for Mutual Economic Assistance (CMEA) were established in 1988 through the mutual diplomatic recognition of both organizations. That same year, the EC concluded trade agreements with Hungary and then with former Czechoslovakia, which envisaged the step-by-step elimination of quantitative restrictions in bilateral trade. After 1989, these first-generation agreements were extended to other former CMEA countries.

At the end of 1991, the Association Agreements (Europe Agreements in accordance with Art. 238 EEC-Treaty) ushered in a second, new phase in relations. The agreements with Poland, Hungary, and Czechoslovakia were subsequently followed by corresponding arrangements with Bulgaria and Romania. The sections relating to trade policy formulated a goal of setting up a free trade area for industrial goods within a time frame of ten years. This intention, however, is graduated according to commodity groups and, within the groups, according to the principle of asymmetry - i.e. the Community liberalizes earlier than the partner - and according to the current level of protection. The most important provisions will be outlined by way of example, in reference to the agreements with Poland and Hungary.

After the agreements came into force, import duties and quantitative import restrictions of the EU were removed for roughly half of the industrial goods. The exceptions are specifically laid down in a host of annexes. In the agreement with Hungary, the annexes specify: tariff reductions of 50 percent initially, a customs exemption after a year in the case of IIa products (inter alia salt, leather, silicon, and metals), an annually linear tariff on IIb products (inter alia aluminum), and a customs exemption within the framework of fixed quotas, to be topped up annually, in the case of III products (inter alia leather garments, footwear, seating furniture, toys).

Trade in highly sensitive goods, including agricultural products, textiles, coal, and steel products, is subject to special restrictive regulations. Import duties for steel, for example, are to be eliminated in six stages by January 1,1997, and for coal it has been in effect January 1,1996. As for the abolition of quantitative restrictions for coal imports, Germany and Spain will be granted longer transitional periods than the other EU countries.

As expected, agricultural products represent the nervus rerum of the agreements. The agricultural sector in the EU is known to produce surpluses. Additional imports from reform states would therefore lead to additional intervention costs in the framework of the common agricultural policy. Consequently, trade in agricultural products is only partially being liberalized. Import duties and levies are retained, albeit reduced in the framework of gradually increased quotas. Regardless of the many individual regulations it is obvious that the EU has only enabled slight access to its agricultural markets in the agreements.

What is more, the agreements include regulations on the alignment of the legal stipulations of the associated countries to the laws of the EU, on economic cooperation, and on the extension of "structured relations." The extension of these relations via regular meetings between ministers, parliamentarians, and officials of the Community and the associated states would serve as a second pivotal leg of the Europe Agreements and pave the way for the accession of the reform states to the EU.

Appraisal of the Association Agreements

An appraisal of the agreements varies depending on the perspective from which it was negotiated. The EU provides greater market access, political cooperation, and economic policy orientation than they did in previous bilateral agreements with third countries. The agreements, however, can only partially satisfy the criteria of bilateral free trade agreements. For sensitive products, unrestricted imports shall first be completely guaranteed in 1998, and imports of agricultural products will be subject to the restrictions of the common agricultural policy for an unlimited period. For the competitive sectors, from the viewpoint of the reform countries, therefore, only market access advantages are granted. The imports of the EU from the associated countries currently account for only four percent of total imports.

Therefore, from the perspective of the reform countries there has been a shift in emphasis, since the EU has become their most important trading partner. In 1992, Poland already transacted 57.5 percent of its exports with EU countries. The "sensitive" products accounted for a share of 41.3 percent of Polish exports to the EU. The highest share of 21.1 percent was recorded by agricultural products, followed by textiles with 8.7 percent, coal with 6.4 percent, and steel with 5.1 percent. Comparable shares also apply for Hungary and for both the Czech and Slovak Republics. In all reform countries, the sensitive products relate to those sectors with the highest comparative advantages vis-a-vis Western European competition.2 Due to the restricted market access for these goods the trade creation effects of the agreements for the reform countries have initially been very modest.

The alignment of national economic policy parameters to community law as accepted in the agreements is a conflicting goal. In so far as this leads to the reduction of traditional competitive restraints and establishes the conditions necessary for the functioning of open markets, it may be viewed as positive. The demand to create the necessary conditions for accession to the Single Market at a later date could favor a reform policy which is consistently oriented towards market economy principles and at the same time pushes back the protectionist desires of pressure groups.

The adoption of the Community law of the EU and far-reaching harmonization and regulatory provisions, however, may also jeopardize both comparative cost advantages and the competitiveness of the reform countries. Substantial productivity and income disparities between Western and Eastern Europe are obvious, the influence of reform measures are important.

The integration of the reform countries into the common agricultural policy would be problematic as well as expensive. Furthermore, the accession candidates themselves would initially have to introduce an intervention system with guaranteed minimum prices in line with the EU model. Hungary and Poland have started to set up such a support system with considerable follow-on costs envisaged. In addition, the reform countries have begun to experience the first negative effects of the EL7s protectionist agricultural system. Whereas before they were able to record an export surplus of DM 2 billion in agricultural trade with the EU in 1990, they had to accept an import surplus of almost DM1 billion in 1993.

Conditions of Accession

The European Agreements rank as a preliminary stage in the accession of the reform countries. In the preambles to the Europe Agreements the accession efforts are merely mentioned. The resolution worded by the European Council during its meeting in Copenhagen was slightly more concrete, pointing out that those associated Central and Eastern European countries which wanted to could become members of the European Union. This was followed by a stronger affirmation toward that goal at an EU meeting in Majorca. German Chancellor Kohl has expressed a strong case for eastward expansion. However, the EU has still neither issued a dear concept nor made a definite assurance concerning the date and conditions of such a move.

The unwritten conditions of membership include a democratic order based on the rule of law which guarantees human rights, a market economic system which is sustainable in competition, and a declaration of support for a political, economic, and monetary union, including the willingness to adopt in its entirety the acquis, or patrimony, of the community. The determination and interpretation of the conditions of accession are entrusted to the discretion and interests of the respective EU members states; the latter can also take into account the capability of the EU to integrate further accession candidates as a criterion.

The discussion so far shows that this criterion has played a central role in the weighing up of the advantages and disadvantages of eastward enlargement. There are three key arguments which can be circumscribed with the catchphrases of structural inferiority, financial strains, and institutional deformations.

The Argument of Structural Inferiority

At present, the reform countries can only imperfectly satisfy the conditions of accession as previously discussed. In the wake of political and economic transformation, the key aim is to overcome the difficult problems of economic policy reorientation and restructuring. With the exception of the Czech Republic, no reform country would be able in the foreseeable future to meet the convergence criteria laid down in Maastricht for participation in the monetary union. Quite a few EU members states, however, also face the same problem. More serious by comparison are the burdens of the legacy of the planned economy, which will require comprehensive structural changes.

In terms of the comparative data of EU countries, the low per capita income, the high share of the agricultural sector and of the manufacturing sector in gross domestic product, the high level of concentration of labor in the still state-owned industrial sector, and the narrow basis of small and medium-sized firms should be mentioned as specific structural features.

The conclusion drawn is that the reform countries are not yet ready for accession and that they must first markedly dose the gap to EU member states. This demand is based on fears that a speedy entry would lead to a tougher price-cutting competition with the loss of livelihood and jobs inside the EU as well as a massive movement of labor from the East westwards. In a more subtle version, the economic and social costs and the excessive strain on reform countries in the event of an over hasty integration into the Single Market would be increased.3
These arguments run contrary both to grounded theoretical knowledge, especially the theory of comparative cost and empirical evidence. The very fact that reform countries were able to achieve commendable successes in trade with the West, following the collapse of the CMEA and despite trade restrictions for sensitive products, is a point in favor of a swift external integration. In addition, it is overlooked that realistic exchange rates can provide an effective buffer against foreign competition.

The demand to make the accession of reform countries subject to the reduction of economic disparities is a circular argument, since it is unimpeded access to the Single Market itself which enables effective trade and prosperity creation effects. The incentive for the migration of labor from East to West declines to the extent to which the free exchange of goods, capital, and know-how doses the gap of economic development.4
The transformation-induced economic and structural problems of the reform countries, therefore, cannot be regarded as a serious obstacle to integration. Rather, free trade provides the best guarantee for the speedy and successful transformation of reform countries into stable democratic and market-oriented systems.

This controversial discussion gives a foretaste of the expected opposition of some member states and pressure groups within the EU regarding eastward enlargement. Reservations are more likely to come from those countries which have a low pay level and relatively large shares of agricultural, raw materials, and light industry in exports. As these are also net recipients of EU budget payments it is obvious that not so much the feared competition as rather the financial strains of the EU are brought to bear as an argument against eastward enlargement.

The Argument of Financial Strains

The previous financial support of reform countries by the EU is modest, leaving aside the financial assistance in the association agreements. The starting and core aspect of financial assistance was the PHARE (Pologne et Hongrie Aide de la Reconstruction Economiaue) Program coordinated by the Commission since 1990. The other reform countries were subsequently included in this program initially intended for Poland and Hungary. The assistance program financed by the Community budget amounted to 500 million ECU in 1990,1 billion ECU in 1992, and was increased to 1.6 billion ECU in 1994. The funds were allocated for activities of key importance for economic restructuring. These included the development of small and medium-sized firms, the promotion of the agricultural sector, environmental protection, and the extension of infrastructure including support for education and science.

Furthermore, the EU is involved in the European Investment Bank (EIB) and the European Bank for Reconstruction and Development (EBRD). Both institutions provide funds earmarked for special projects. The financial support is modest in comparison with the community's structural and regional measures for its own economically less developed member states. According to a rough estimate, the peripheral EU countries (Ireland, Greece, Spain, and Portugal) received 15 times more per capita aid without recompense in 1992 than the Central and Eastern European reform countries.5
If the assistance criteria, valid in line with the previous community policy for the peripheral EU countries, were to be applied for these countries the following burden would result. The per capita transfer (gross) from the structural funds in 1992 amounted to 182.2 ECU for Greece, 289.4 ECU for Ireland, 195.7 ECU for Portugal, and 89.6 ECU for Spain. The per capita income in reform countries/ however, is much lower than the average of the poorest countries of the Community of Twelve. A per capita transfer of 300 ECU, therefore, would appear to be the lowest realistic figure. Set in relation to the 65 million inhabitants of the CEFTA states (Poland, Hungary, the Czech, and the Slovak Republic) this would mean an annual transfer figure from the structural funds of 19.5 billion, representing an almost twofold increase in the current structural fund expenditures.

If the 32 million inhabitants of Bulgaria and Romania are added, the transfer payments from the Structural Funds would increase by a further 10 billion ECU. In the event of EU membership, the reform countries would also be entitled to money from the Cohesion Fund, for which countries with a per capita income of less than 90 per cent of the EU average qualify, and for the common agricultural policy funds. The associated transfer payments roughly total a further 30 to 40 billion ECU.

These calculations are congruent with that of the European Commission. One discussion paper estimates that in the event of accession by those reform countries with which the EU had concluded association agreements the annual agricultural and structural policy payments would be at almost 70 billion ECU.6
The fact that the reform countries will remain long-term net recipients of substantial EU transfer payments makes the urged unanimous approval of accession improbable. According to existing rules, the increase of community expenditures is only possible if it is "prosperity-neutral" and keeps pace with the development of the national economies in member states. The prosperous states pay greater amounts into the community budget to the extent to which the per capita income exceeds that of the other members, although the ceiling for the expansion of the community budget was fixed at 1.27 per cent of EU gross domestic product. In so far as the net payers are not willing to finance additional expenditures, the only alternative would be the redistribution of the agricultural, structural, and social policy transfer payments to the detriment of the previous net beneficiary countries. The latter, however, who view the appropriations promised in the treaty as legitimate, will refuse to back any accession by reform countries.

If the net beneficiaries insist on their accustomed payments the net payers can also be expected to be reluctant to accept an eastward enlargement of the EU. Therefore, the prospects of a speedy eastward enlargement are poor. The financial strains certainly constitute a high barrier for eastward enlargement.

The Argument of Institutional Deformation

Considerations of the institutional consequences of eastward enlargement are speculative in so much as they depend on conditions of accession which have not yet been finalized. Poland, the Czech and Slovak Republics, and Hungary rank as the candidates with the best prospects, since, from a Western perspective, they represent the pioneers among the reform countries. The governments of these four countries have also repeatedly stressed their desire for accession. In the spring of 1994, Poland and Hungary submitted applications for membership. The following assumption of an EU enlargement scenario to include the Central European Free Trade Association (CEFTA) countries does not question the maturity for accession and entitlements of other reform countries, for example, the Baltic states or Slovenia. This scenario merely demonstrates in exemplary form a number of institutional changes associated with eastward enlargement.

The accession of the CEFTA countries would increase the total number of inhabitants of the EU by 65 million. The population figure is the decisive criterion for representation in the community organs. The following considerations work on the basis of the same representation regulations as in former enlargement rounds. In line with the rule that larger countries can appoint two commissioners and smaller countries one, the Commission would increase by four members, the total size of the Commission thus becoming 24 persons.

New posts with new competence and budgets, therefore, would have to be created. It is fair to assume that the rivalry over competence and budgetary resources would substantially intensify and that the Commission's manner of working would be even more subject to Murphy's law.

In accordance with the rule that each member country has one seat on the European Council, the latter would increase from 15 to 19 members. The controversial aspect in the case of an eastward enlargement would also be the weighing of votes. A continuation of the usual system would give Poland about 8 votes, the Czech Republic roughly 5 votes, the Slovak Republic 3 votes, and Hungary 5 votes. This would represent a further shift in favor of small at the expense of large countries, and the existing imbalances between Council votes and the population figure would therefore increase. Germany and France may see their power diminish as a result.

If every Council member were to be granted 20 minutes speaking time this would extend the minimum duration of a meeting of this body to six hours. Adding the breaks, the spontaneous discussions of the varying positions, and the time needed for voting, marathon meetings of several days are to be expected if "simple" problems are on the agenda. In the case of controversial issues, agreement would only appear to be possible if the Council decides with a simple majority.

The number of deputies in the European Parliament would also have to be increased. Assuming the same representation key as in the case of former members, there would additionally be approximately 64 Polish, 25 Czech, 16 Slovak, and 25 Hungarian deputies, bringing the total number of seats in the parliament to 756. How can a parliament of this size with a host of languages and the absence of European parties still be expected to articulate a common European will? Four new languages would be added to the eleven official language: Polish, Czech, Slovak, and Hungarian. There would be a disproportionate increase in the number of language combinations for simultaneous translations during the meetings of community organs. Even with only nine languages, 27 interpreters were required per meeting of the EU organs in the Community of Twelve.

These examples illustrate that the enlargement of the EU from the Community of Fifteen to the Community of Nineteen in line with the customary model would inevitably be accompanied by a disproportionate increase in interdependence costs, i.e. decision-making and frustration costs.7 In terms of the criterion of interdependence costs a simple demand emerges: if the increase of these costs is to be limited the envisioned eastward enlargement would require some backtracking with respect to the planned intensification of European integration.

The relationship of conflict between intensification and enlargement can be best illustrated by the decision-making procedures. If the intensification and enlargement-specific cost factors are set in relation to the decision-making procedures of the community, in particular of the Council, the costs accumulate to the extent to which the procedures requires a consensus, i.e., in extreme cases, unanimous resolutions. Due to the disproportionate increase in costs it becomes increasingly difficult to satisfy the ideal of unanimity.

Looking back at community policy so far, two strategies of evasion can be observed. First, the strategy of fostering consensus for community policy through financial transfers. The striking evidence of this is the creation of new assistance funds in the fields of structural, regional, and cohesion policy, which in me meantime account for 30 per cent of total budgetary spending. The second strategy consists of trying to achieve consensus on community policy through the increased application of qualified majority decisions.

The analysis of the financial and institutional consequences of eastward enlargement, however, shows the limitations of both strategies. The goal of applying the previous agricultural, structural, and regional policies without reservations to the economically weaker Central and Eastern Europe states would inevitably lead to an increase in community expenditures beyond a ceiling of 1.27 per cent of the community's gross domestic product laid down for 1999. At the same time, such an intention would have an adverse effect on the willingness of both the previous net beneficiaries and net payer countries to vote in favor of a speedy accession of reform states. Eastward enlargement would also endanger the second strategy of achieving consensus through majority decisions. Majority decisions are generally only accepted wherever and whenever a community awareness exists which embraces majorities and minorities and above all, wherever and whenever the minorities do not view the majority decisions as extraneous decisions.

Up to now, such an awareness has only been identifiable and sustainable within nations. Germany can serve as an example. The annual transfer of DM 100-150 billion from western to eastern Germany is, albeit in silent suffering, accepted, whereas a transfer on the same or even a lower scale in favor of eastern neighboring countries would undoubtedly be highly disputed.

Due to the inevitable costs associated with compensating minority interests, majority decisions are a demanding principle of consensus formation. Its acceptance can only be expected wherever an evolved and sustainable awareness of cultural, ethnic, and historical bonds exists. As this community awareness neither exists in the Western European states nor to an even lesser extent between the Western, Central, and Eastern European states, the envisaged combined strategy of intensification and enlargement is associated with permanent financial strains. Finally, therefore, it should be asked whether reforms by the EU are suitable and advisable as a means of acceptably and efficiently shaping the imminent conflict between the intensified integration and the enlargement of the EU.

Reform Requirements of Eastward Enlargement

The Euroscepticism triggered by the Treaty of Maastricht and the Intergovernmental Conference to review this treaty scheduled for March 1996 have rekindled the discussion on the reform of the EU. Paradoxically, however, the problems of eastward enlargement do not play a role. The discussion on reform is characterized by the aim to intensify European integration in the direction of economic, monetary, and political union - if need be, initially for a core Europe. There are two main reform concepts. One concept seeks to turn the European Parliament into a chamber alongside the European Council as a second chamber with equal status. All major decisions would then be taken by both chambers on a parity basis, the Commission developing into a kind of Union government.

The idea of the bicameral system does not per se provide a solution for eastward enlargement, since it has no answers to the previously discussed economic, financial, and institutional obstacles. In fact, it would probably make the accession of the Central and Eastern European reform countries to the EU even more difficult.

This conclusion indirectly supports the idea of a differentiated integration, which brings us to the second concept. The reform ideas, which are presented in catchphrase form - the " Europe of concentric circles," " Europe of varying speeds" or " Europe of variable geometry," share the common goal of safeguarding the achieved level of economic and political integration within a core group around this core in circular form, which can then, depending on political willingness and economic capability, become member in certain areas (internal market, monetary union, political union).

Although the details of these reform concepts cannot be discussed here, they deserve credit for the admission that the intensification of European integration envisaged in the Treaty of Maastricht is incompatible with the political, economic, and cultural heterogeneity of the peoples of Europe. However, the reform concepts presented so far do not offer concrete solutions to the problems of eastward enlargement. In the reform countries, rapid and discernible economic success are required for the consolidation of the young democracy.

The EU can best meet these requirements by speedily opening up its internal markets. The intensification of market integration for an EU enlarged to include the Central and Eastern European countries does not require extensive structural, regional, industrial, or agricultural policies, which is why the reforms of these policy fields should be given absolute priority at the Intergovernmental Conference scheduled for March 1996. This could be combined with some reforms for the institutional structures of the EU.

What is more, intensified market integration does not require a single European currency, whose intrinsic value is to be viewed in its ability to ensure the stable value of money. The monetary union would also harm the economic catching-up process in reform countries and their chances of accession due to the discontinuation of the exchange buffer rate. The focus on the economic and political requirements of the reform countries demands a realistic reform of the EU.
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