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[Extended Abstract] 
Together with two small Mediterranean countries, former socialist countries in Central 
European and Baltic countries (EU-8) joined the European Union (EU) on May 1, 2004. 
Bulgaria and Romania joined the EU on January 1, 2007. The impact of the EU 
enlargement is very great. In what way have economies of EU-8 changed with their EU 
accession? What is the significance of the EU enlargement in 2004 for the Old Member 
States (EU-15)? What are the future challenges for these New Member States? The 
purpose of this paper is to clarify the above-mentioned questions. 

So far we can confirm the following points: 1) According to a World Bank report, 
in 2004 intra-EU-25 (the whole EU) trade and particularly intra-EU-8 trade greatly 
increased because the implementation of EU trade rules and full liberalization of 
intra-EU trade improved EU-8 access not only to the EU-15 market but also to that of 
their peers (i.e. EU-8), further supporting trade creation. According to the report, growth 
in trade between the EU-25 countries did not take place at the expense of trade with 
third countries. There was no clear evidence of trade diversion away from non-EU-25 
countries. 
2) Indeed the brain drain of excellent persons has occurred in particular sectors, but due 
to the regulatory measures by Old Member States such as Germany, France, etc. the 
problem has not become so serious as a whole;  
3) There is certainly a problem that as a result of advancement or relocation of 
enterprises to the EU-8, the employment has not been increased in the EU-15, leaving 
the young generation (especially immigrants’ children) unemployed for a long time as 
exhibited by riots in France in autumn 2005;  
4) As for agriculture, it was decided that aid to the EU-8 should be started from the level of 25% of 

the benefit which farmers in Old Member States have been enjoying and would be escalated to 100% 
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in ten years. Therefore, CAP funds have not been exhausted. Initially a low level of the benefit was a 

cause of big dissatisfaction of farmers in the EU-8, but as they have received aid through CAP and 

greatly increased the exports of agricultural products they have become main beneficiary in the 

enlarged EU against their prior fear;  

5) As for the European Union’s common financial mechanisms, people in the EU-8 
have not become net payers but instead they have received net transfers from the EU 
budget.  
    EU-8 are facing the following challenges: 1) They are required to join the EMU (Economic and 

Monetary Union) and adopt euro instead of their national currencies. For this purpose, they are 

required to satisfy the Maastricht convergence criteria (especially, the budget deficit of less than 3% 

of GDP, public debt of less than 60% of GDP and low inflation rate);   

2) They are required to secure their political stability; 
3) They are required to endeavor to establish a knowledge-based society according to 
the “Lisbon Strategy”. 
 
 
1. EU Accession of Central European and Baltic countries 

 
Former Socialist countries in Central European and Baltic countries joined the European 
Union on May 1, 2004. These countries concluded European Agreement (a kind of 
Association Agreement) and obtained the status of associate member countries one after 
another from 1993 through 1995. Since then these countries have received various 
assistance and preferential treatments from the EU. These countries made applications 
for the official membership one after another from 1994 through 1996. The EU worked 
out the Pre-accession Strategy for these applicant countries. In 2000 the EU intensified 
its assistance to the applicant countries by establishing ISPA (Instrument for Structural 
Policies for Pre-accession) and SAPARD (Special Accession Programme for Agriculture 
and Rural Development) (Tanaka, Soko, et. al, 2006, pp.357-358). 
     In this way, Central European and Baltic countries had very close relationship 
with the EU already before their accession. It is certain that these countries were not 
allowed to take protective policies, which they have adopted till then, and entered into 
equal relationship with existing member countries in terms of rights and obligation. In 
what way have their economies changed with their EU accession? What is the 
significance of the EU enlargement in 2004 for the existing member countries? What 
are the future challenges for these new member countries? The purpose of this paper1 is 
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to clarify the above-mentioned questions.  
     I would like to explain in advance materials which were available for clarifying 
these questions: a World Bank report which summarized the experiences of the EU-8 as 
of one year after their EU accession (World Bank, 2005); a report of the Office the 
Committee for European Integration in Poland which also summarized the experience 
as of one year after its EU accession (OCEI, 2005); a report by a group of Polish 
economists which assessed the transformation process and the European integration 
process of Central and Eastern Europe (Rosati, Dariusz, 2005); papers written by two 
Polish economists (Stawarska, Renata, 2005; Balcerowicz, Ewa, 2006) and others. As I 
have collected information on the case of Poland more than other countries in this way I 
will describe the situation in Central European and Baltic countries, referring mainly to 
Poland.   
 
2. Economic Significance of the EU Accession 

 
What does the EU accession means?  Politically it means the participation in the EU’s 
decision-making process. New member states have certain number seats in the 
European Parliament and are able to send their representatives. Even a small country is 
able to send a commissioner to the European Commission which corresponds to the 
government of the European Union. Thus new member states came to bear 
responsibility for the policy-making and the implementation in the European Union as a 
whole.  
     In the economic sphere the significance of the EU accession is very big. Here 
mainly based on Tanaka, et al (2006) and Balcerowicz (2006), I will explain the 
significance of the EU accession. The EU policies and legislation with regard to 
economic issues are built on the following principles. 
(1) Principle of Single Market, which embraces the following four freedoms: 

- free movement of goods; 
- free movement of services; 
- free movement of capital; 
- free movement of labor. 

(2) Fiscal discipline of member countries 
(3) Protection of competition and consumers’ rights 
(4) Limits to state aid in the member countries 
(5) Entry to the Economic and Monetary Union (EMU) 
(6) Adoption of common (European) financial mechanism to support specified common 
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goods. 
  
Free movement of goods is a principle which has been stressed since the start of the 
European Economic Community (EEC) in 1958. The Customs Union was introduced in 
July 1968 by the European Community (EC). The Single Market was created on 
January 1, 1993. The following year the Community Customs Code was introduced. 
     As for other three principles, that is, principles of free movement of services, 
capital and labor, they are in the process of their perfection. Financial services had been 
liberalized over the course of five years from 1999 through 2004. In the case of 
non-financial services, there are many legal and administrative barriers to their 
provisions, which hamper competition. As a result, activities across borders remain to 
be about 20% of the total activities in non-financial services. In 2004 the European 
Commission’s Directive aiming at ‘Perfect Internal Markets of Services’ (known as 
Bolkestein’s Directive) was issued. This Directive adopted ‘principle of country of 
origin’ in order to make the freedom of provision of services fully realized. If the 
principle is adopted as it is, services are to be provided not on the basis of legislation of 
a recipient country but on the basis of legislation of ‘a country of origin’, for example, 
Poland. Trade unions in advanced countries such as Germany and France became 
critical of this move which, they feared, might incur a decrease in wages. The “Polish 
plumber” – a symbol of cheap labor – became a famous catchphrase in this context. One 
of the reasons why the European Constitutional treaty was rejected in the referendum in 
France and Netherlands in May and June is believed to be “Bolkestein’s Directive”. 
Later, however, a compromise was eventually reached on the point that each country’s 
own legislation on a minimum wage system should be applied to the fields such as 
construction work, real estate, tourism, designing, managerial consultancy, restaurant, 
advertisement, etc. The proposed revision of Directive on Services was formally agreed 
upon by the European Council, and passed by the European Parliament on November 
15, 2006. After a necessary arrangement of domestic legislation in member countries it 
is scheduled for 2009 that the services market will be liberalized, albeit only to a limited 
extent. The European Commission expects that competition across borders will be 
promoted with this, creating jobs for as many as about 600 million people2. Movement 
of capital has been liberalized since on January 1, 1994. However, as can be seen from 
resistances to merger and acquisition across borders, it has delicate problems, and there 
seems to be still certain barriers to the free movement of capital.  
     Free movement of labor within the region became possible in 1985 when the 
Schengen Convention was signed. European Union Citizenship was introduced on 
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November 1, 1993. It was expected that people in countries which joined the EU on 
May 1, 2004 would naturally be able to enjoy the right from the day. From a few years 
before their accession, however, the Old Member States (especially Germany) expressed 
anxiety that workers would surge out of New Member States in search of jobs, resulting 
in disorder in the labor market. As will be seen later, after a prolonged discussion, 
transitional arrangements were introduced, which allowed the Old Member States to 
impose restrictions for a period of up to seven years on employment of EU-8 citizens 
(Balcerowicz, 2006, pp.3-4). 
     The principle of limitations to state aid in the member countries is based on the 
idea that any public support to individual enterprises is incompatible with single market 
principles. The EU classification divides public support according to objectives, i.e., 
horizontal, sectoral and regional aid. Sectoral policies aim to resolve problems of 
individual companies or specific sectors and, therefore, they are considered as the least 
accepted type of state aid in the EU. Regional support programs are concerned with 
influencing the development of regions suffering from special problems such as high 
unemployment, low levels of development, etc., and it seems that this type of support is 
permitted to a little bit higher extent. Horizontal policies are considered as the least 
harmful for competition since they apply to a wide range of enterprises (i.e. across 
sectors) meeting a particular criterion. The objective of this type of state aid is to 
support specific developments or undertakings which are in the common interest such 
as development of SME sector, R&D, employment, education and training, environment 
protection, energy saving, etc. The Old Member States increased horizontal aid from 
71% of the total state aid in the 1999-2001 to 76% in the years 2001-2003 (ibid., p.4). 
     The European union has elaborated common financial mechanisms in order to 
support specified common goals. The budget is raised mainly through the contribution 
of all Member States according to the same rule (approximately 1% of the Gross 
National Income [GNI]). Other than this contribution, the EU budget revenue is funded 
through its own resources, i.e. agricultural tax and surcharge on sugar, customs duties 
and value added tax (VAT), which is applied at a uniform rate in all the Member States3. 
These resources should be collected and paid to the EU budget by each Member State.     
     As for the structure of budgetary expenditure, the largest portion of the EU funds 
(45-46%) is spent for the Common Agricultural Policy (CAP), which aims at 
“guaranteeing fixed sale prices to farmers, thus ensuring the profitability of farming 
production”(OCEI, 2005, p.32). The vast majority of these expenditure are used to 
finance interventions in agricultural markets and the rest is used for rural development 
and direct aid. The second largest portion (about 40% of the budget) is expenditures for 
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structural actions. These funds are targeted towards supporting the restructuring and 
modernization of certain regions and sectors of economies which are in a bad economic 
shape. The main financial vehicles used to pursue the structural policies are the 
Structural Funds (Pay attention! It is plural. There are four of them: European Regional 
Funds [ERDF], European Social Funds [EFS], Finance Instrument for Fisheries 
Guidance [FIFG], and European Agricultural Guidance and Guarantee Fund [EAGG]) 
and the Cohesion Fund. In addition, the EU also funds internal policies (nuclear safety, 
institution building and border control in the Schengen framework) and external actions. 
However, these two items are relatively small compared with the first two (Balcerowicz, 
2006, p.5). 
 
3.  Analysis of Cost and Benefit of the EU Accession 
3.1. Case of Poland 
 
Let us consider what kinds of impact did the EU accession give EU-8 countries in fiscal 
area. Stawarska (2005) discusses the impact of EU eastward enlargement on the EU 
budget4 as well as the implication of the EU accession for Poland. Based on this paper, 
I will explain the case of Poland. 
     As mentioned above, each Member State must pay its contribution (which 
corresponds to approximately 1% of its GNI) to the EU budget (This is expressed as 
“the fourth” source in Table 2-1). Besides the contribution, it is funded through its own 
resources, i.e. agricultural tax and surcharge on sugar, customs duties and VAT, which is 
applied at a uniform rate (14%) in all the Member States. These are collected and paid 
to the EU budget by the government of Poland. In addition, there is the UK rebate5. The 
upper limit of the total payment to the EU budget is fixed at 1.24% of GNI of each 
Member State. 
     
Table 2-1  Structure of the Polish Contribution to the EU Budget and Items by 

Source (EUR million, 1999 prices) 
Source  2004  2005  2006 Subtotal Structure

Customs duties and charges 123 213 213 549 8%

VAT 194 304 310 808 12%

“Fourth” resource 1114 1707 1752 4573 70%

The UK rebate 148 230 244 622 10%

Total 1579 2454 2519 6552 100%

Source: Stawarska (2005), p.93. 
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In addition to contributions to the EU budget, Poland as a Member State is obliged to 
make payments towards the following EU institutions.  
a. Capital subscription to the European Central Bank 
b. Capital subscription to the European Investment Bank 
c. Contribution to the European Coal and Steel Fund 
d. Payment to the European Development Fund (Stawarska, 2005, p.94) 
 

Table 2-2 Contribution to EU Budget and Other Payments by Poland 
      (in EUR million, current prices) 

Year Contribution Other payments Total 

2004 1743 103 1846 

2005 2764 90 2854 

2006 2894 128 3022 

2007 3210 135 3255 

Source: Stawarska (2005), p.94. 

 
Table 2-2 shows contribution, other payments and the total (The total of contributions in 
Table 1 does not coincide with the amount of contribution in Table 2, but here I do not 
intend to get involved in this point.). From the two tables we can get approximate 
amounts of money that Poland is obliged to pay from 2004 through 2007.    
     In addition to the above-mentioned costs, Stawarska (2005) mentions the cost of 
transposing the acquis communautaire on a schedule stipulated in the Accession Treaty 
and its provisions concerning transition periods. For example, the cost implementing 
European environmental protection law alone will run up to roughly EUR 47 billion. 
The expenditures in the 2004-2006 period were projected at EUR 10.5 billion, some 
EUR 4 billion of which was expected to come from the state budget. As the budget 
expenditure on environmental protection in 2000 amounted a mere EUR 400 million, 
we can understand how much was Poland obliged to increase the expenditure in order to 
meet the EU standard in this area (Stawarska, 2005, p.94).   
     Next, let us review the amount that should be received by Poland. Stawarska 
(2005) wrote that the EU’s obligatory payments to Poland could be predicted with 
relatively great accuracy for the 2004-2006 period based on the outcomes of accession 
talks and provisions of the Accession Treaty as well as the terms of the National 
Development Plan for 2004-2006 that was adopted by Poland. Under the plan structural 
funds (other than the Cohesion Fund) was to be allocated as follows: 
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a. production sector development (15.6％: industrial and service companies; 12.4%: 
food processing companies and farms); 

b. human resource development: training (30.6％); 
c. infrastructure development (29％: transport infrastructure; 12.6％: environmental 

protection). 
Cohesion Fund money was to be shared equally among transport infrastructure 

(50％) and environmental protection (50％). With the above appropriations, Poland was 
to use EU funds to finance projects in the following fields (the below amounts without 
budget community-financing) (Ibid., pp.94-95). 

- Transport and environmental protection   EUR 5.38 billion 
- Regional development                 EUR 2.96 billion 
- Human resource development           EUR 1.46 billion 
- Boosting enterprise competitiveness      EUR 1.25 billion 
- Rural area development                EUR 1.2 billion 
- Fisheries and fish processing            EUR 0.2 billion 
- Technical aid                        EUR 0.02 billion 

 
Stawarska (2005) says that the margin of error on forecasts for 2007-2013 is likely to be 
much wider due to the objectives and difficult-to-estimate financial effects of CAP and 
structural fund reforms. Still there were several attempts to forecast the amount of 
money that should be received by Poland during the period 2004-2013, based on a few 
reservations and a number of assumptions. Let me quote a table in one (called the 
Natolin Report) of the above-mentioned forecasts from Stawarska’s paper (Table 3). 
     This table shows that payments to be received by Poland from the EU budget is to 
come in the form of the following instruments: 

- Common Agricultural Policy instruments (such as direct subsidies for farmers); 
- Structural funds; 
- Other instruments (including pre-accession funds). 

 
From the table we can learn that pre-accession funds as well as institutional 
development have existed with decreasing amounts for a while even after the EU 
accession and are to be phased out by 2008. Eastern border support and lump-sum 
payment for budget liquidity improvement continued to be paid, but they have finished 
in 2006. Instead, the payments to Poland from CAP, Structural Funds and Cohesion 
Funds, etc. are to grow year after year. 
     When we compare the payments by Poland (Table 2-2) and the payments to 
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Poland (Table 2-3), we can learn that the net surplus was EUR 1.368 billion in 2004, EU 
2.924 billion in 2005, EUR 3.273 billion in 2006 and EUR 6.915 billion in 2007. It 
follows from the above-mentioned data that owing to its EU accession Poland continues 
to receive net transfer (transferred funds) from the EU with an increasing scale. 

 
 
 
  

Table 2-3  Payments from the EU Budget to Poland in EUR million, current 
prices; by beneficiary  

Year 2004 2005 2006 2007

State sector, of which 818 1224 1394 936

 Transport infrastructure (out of Cohesion Fund)  14  166  304 473

 Interior policies and institutional development 315 458  573 463

  Existing interior policies 170 299  412 410

  Institutional development  41  54   53  24

  Eastern border support 103 105 107   0

 Lump-sum payment for budget liquidity improvement 489 619 517   0

Local governments 397 860 1058 3017

 Transport infrastructure (out of structural funds) 267 484 526 1773

 Other infrastructure (mainly environment protection) 130 376 532 1243

  Out of structural funds 116 210 228  770

  Out of Cohesion Funds  14 166 304  473

Public sector, subtotal 1215 2237 2451 3953

Human resources (natural persons and administration) 282 511 555 1871

Production sector (enterprises and farm) 647 2237 2705 4199

 Industry and services other than agricultural out of 

structural funds 

144 260 283 954

 Farms and food processing industry 503 1977 2422 3245

  Market interventions 149 394 432 450

  Direct subsidies 0 847 971 1088

  Investment and Structural instruments 354 736 1018 1706

Pre-accession aid 1071 927 585 153

Total 3214 5778 6295 10170

Source: Stawarska (2005), p.96. 
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3.2. EU-8 
 
Since compared with EU-15 countries EU-8 countries including Poland are poorer and 
the share of agriculture in their economies is higher, the amount of money received by 
them through the EU budget are bigger than their payments to the EU budget. However, 
as regional funds (Structural Funds and Cohesion Fund) presuppose the recipient 
countries’ absorptive ability. The EU does not bear the total expenditure of each project 
and requests Member States to bear the expenditure correspondingly, and otherwise 
Member States would be questioned their financial ability. That is why EU-8 cannot 
necessarily receive the whole amount of funds as planned from the beginning. Therefore, 
before EU accession there were some concerns that low absorptive capacity would 
result in net transfers to the EU. After the EU accession, however, it proved that all the 
EU-8 countries have become net recipients of funds from the EU budget. A World Bank 
report says that average net EU transfers would amount to 1.1% of GDP per year in 
2004-2006. In 2006 it would amount to 1.3% of GDP ranging from 0.4% of GDP for 
Slovenia to 3.2% of GDP for Latvia and Lithuania6. 
 
4．Benefit from Single Market 
4.1. Foreign Trade 

 
An exact analysis of cost and benefit of the EU accession is difficult. It would be 
obviously insufficient to judge from the above-mentioned common financial mechanism 
alone. Because New Member States should have enjoyed big benefit deriving from the 
European Union’s Single Market. Since May 1, 2004 New Member States have applied 
the Community Customs Code to their foreign trade. It means that the tariff rate has 
become zero within the European Union (EU-25). In other words, trade within the EU 
has become the same as domestic trade. 
     Let us examine how exports and imports have changed in Central European 
countries between before and after the EU accession. However, we have to pay attention 
to the fact that there was a kind of rushing demand immediately before the EU 
accession. According to the Office the Committee for EU Integration in Poland, in the 
pre-accession months - January through April 2004 - there was a rapid increase in both 
imports and exports, which was motivated by fears resulting from the accession (both of 
psychological nature and those pertaining to granting of European tax identification 
numbers, introduction of new reporting rules, fears concerning the compliance with the 
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Union norms and standards or expectation of the VAT rates increase and an increase in 
prices of goods such as car) (OCEI, 2005, pp.17-18). In the case of Poland, import from 
the outside of EU-25 decreased as a reaction from May through December 2004 while 
import from the inside of EU-25 continued to increase rapidly. A similar tendency was 
observed in other countries in Central Europe and Baltic countries. 
 
 
 
Table 2-4 Changes in the Level of Exports in Central Europe (annually, as % of 

change of volume in euro terms) 
 Outside 

EU-15 

Outside 

EU-25 

to EU-15 to EU-25 to EU-10

Hungary      

2003/2002 10.5 7.4 2.3 3.6 20.6 

2004/2003 29.2 28.7 11.0 12.6 30.8 

Jan.-Apr.2004/Jan.-Apr.2003 17.8 17.4 11.5 12.1 18.9 

May-Dec.2004/May-Dec.2003 34.0 33.2 10.7 12.8 36.2 

Poland      

2003/2002 9.1 6.2 9.3 10.0 14.2 

2004/2003 35.0 41.5 22.8 23.0 24.2 

Jan.-Apr.2004/Jan.-Apr.2003 25.5 24.1 21.9 22.8 28.0 

May-Dec.2004/May-Dec.2003 39.0 48.7 23.2 23.1 22.6 

Czech Republic      

2003/2002 0.9 -4.9 8.0 7.8 6.9 

2004/2003 33.8 30.7 25.8 27.8 36.6 

Jan.-Apr.2004/Jan.-Apr.2003 15.5 10.8 18.4 18.7 19.9 

May-Dec.2004/May-Dec.2003 42.3 40.4 29.5 32.3 44.0 

Slovakia      

2003/2002 26.4 59.4 26.9 21.9 10.4 

2004/2003 16.7 12.0 13.5 15.2 19.9 

Jan.-Apr.2004/Jan.-Apr.2003 27.6 65.4 18.6 15.9 8.6 

May-Dec.2004/May-Dec.2003 12.5 -3.4 11.2 15.0 25.1 

Slovenia      

2003/2002 5.3 4.9 1.3 2.0 7.1 

2004/2003 17.3 19.5 9.6 9.4 8.6 

Jan.-Apr.2004/Jan.-Apr.2003 13.2 12.8 4.8 6.0 14.9 
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May-Dec.2004/May-Dec.2003 19.5 22.5 12.1 11.2 5.7 

Source: Rosati, ed. (2005), pp. 250-251. 

 

Let us examine changes in exports and imports between before and after the EU 
accession, based on a report of a group of Polish economists (Table 2-4 and Table 2-5; 
Originally these tables in the report include data on Baltic countries, but here the data 
are abbreviated due to a limit of space.).  
 
Table 2-5 Changes in the Level of Imports in Central Europe (annually, as % of 

change of volume in euro terms) 
 Outside 

EU-15 

Outside 

EU-25 

from 

EU-15 

from 

EU-25 

from 

EU-10 

Hungary      

2003/2002 8.8 7.7 3.5 4.8 14.7 

2004/2003 5.6 1.2 18.8 19.9 28.1 

Jan.-Apr.2004/Jan.-Apr.2003 24.1 23.4 5.6 8.0 27.6 

May-Dec.2004/May-Dec.2003 -2.6 -9.0 25.0 25.5 28.4 

Poland      

2003/2002 4.7 3.8 2.3 2.9 8.6 

2004/2003 6.1 -0.8 26.8 27.7 35.1 

Jan.-Apr.2004/Jan.-Apr.2003 19.3 16.6 19.3 20.6 31.4 

May-Dec.2004/May-Dec.2003 0.0 -9.0 30.3 31.0 36.8 

Czech Republic      

2003/2002 9.9 10.9 4.0 4.5 7.2 

2004/2003 -0.4 -13.9 37.9 37.4 34.4 

Jan.-Apr.2004/Jan.-Apr.2003 13.7 13.6 10.0 10.6 13.9 

May-Dec.2004/May-Dec.2003 -7.2 -27.6 51.2 49.9 43.5 

Slovakia      

2003/2002 11.1 8.8 16.1 15.6 14.3 

2004/2003 18.6 -3.1 19.3 27.1 45.8 

Jan.-Apr.2004/Jan.-Apr.2003 15.0 10.5 19.6 20.0 21.0 

May-Dec.2004/May-Dec.2003 20.3 -9.6 19.2 30.1 56.3 

Slovenia      

2003/2002 8.1 9.0 4.6 4.7 5.6 

2004/2003 4.2 -0.5 17.2 17.3 17.8 

Jan.-Apr.2004/Jan.-Apr.2003 13.6 17.7 7.7 7.0 1.7 
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May-Dec.2004/May-Dec.2003 -0.5 -9.6 21.9 22.3 25.8 

Source: Rosati, ed. (2005), pp. 252-253. 

 

When we look at the comparison between exports during the period January-April 2004 
and those during the same period in the previous year, and the comparison between 
exports during the period May-December 2004 and those during the same period in the 
previous year, we notice that after the accession exports to EU-15 (Old Member States) 
were rising quickly in Poland, Czech Republic and Slovenia. However, exports to the 
EU-15 were somewhat decelerating in Hungary and Slovakia, although the rate of 
increase remained at two-digit level. When we look at exports to EU-10 (New Member 
States), except for Slovenia where the exports were decelerating, the exports were 
increasing very quickly (at very high rates from 22% to 44%) in other countries in 
Central Europe.  

As for exports to non-EU countries (outside EU-25), except for Slovakia where 
the exports decreased, the exports increased greatly in other countries in Central Europe. 
In the case of Slovakia, as the exports to non-EU countries during the period 
January-April 2004 increased at quite high 65.4% compared with the same period in the 
previous year, the exports presumably decreased a little during the period 
May-December 2004 as a reaction. 

As for imports, imports from EU-15 increased at two-digit level during eight 
months after the accession, surpassing the rate of increase during four months before the 
accession except for Slovakia. Imports from EU-10 were also increasing at very high 
rate (from 26% to 56%). In contrast, imports from non-EU countries (outside EU-25) 
recorded an all-round decline. However, our short-range observation (four months 
before the accession and eight months after the accession) showed drastic changes in 
exports and imports temporarily, it is not likely that in the long run exports and imports 
in Central Europe will change in this way. 
     In the case of Poland, the rate of increase in exports exceeded the rate of imports. 
As a result, its trade deficit in 2005 has considerably decreased to EUR 2.2 billion, 
which was equivalent to –0.9% of GDP. Concerning the foreign trade with the EU, its 
trade balance became positive in 2005 and 2006. It means that in the foreign trade with 
non-EU countries its trade balance was negative. The EU accession in 2004 made New 
Member States adopt Common Custom Tariffs for the third countries. The average tariff 
rate imposed by New Member States to their imports from non-Member States 
decreased from 8.9% to 4.1%, resulting in a rapid increase in imports from developing 
countries (mainly from China), which is faster than from the EU. At the same time, 



 14

however, exports to the third countries have also reached record growth levels (mainly 
to Russia and Ukraine). Ewa Balcerowicz says that this increase of exports may be 
partly explained by export subsidies to trade in foodstuffs which also apply to Polish 
exports, as for all EU producers (Balcerowicz, 2006, p.11). 
     There were fears before the accession that after May 1, 2004, due to prior 
introduction of visa regimes, the economic relations with Polish East neighbors (Russia, 
Belarus and Ukraine) would worsen. On the contrary, however, Polish exports to Russia 
and Ukraine have remarkably increased. In 2004 the exports to Russia increased by 89% 
and the exports to Ukraine approximately 30% compared with the previous year. The 
report of the OCEI mentions interesting reasons for it. The prospects of the accession 
and bringing EU borders to the states of the former Soviet Union enhanced interests 
among Polish enterprises in investments in Russia and Ukraine. This interest result from 
the fact that the both countries have large and absorptive domestic markets and cheaper 
labor force, but also from the willingness on the part of Polish businesses and 
entrepreneurs to be ahead of any potential competitors from the Old Member States to 
take advantage of direct neighborhood of those countries. And indeed enjoying the 
advantage of having better knowledge of the market and its proximity, they cope well 
against strong competition from their rivals in Old Member States and non-EU states 
(OCEI, 2005, pp.19-20). 
     According to the World Bank report which compares performances in 2004 with 
those in the previous year, export growth from the EU-8 surged to 19% yoy in 2004, 
outpacing also rapid import growth of 17% yoy. In 2004 intra-EU-25 trade and 
particularly intra-EU-8 trade greatly increased because the implementation of EU trade 
rules and full liberalization of intra-EU trade improved EU-8 access not only to the 
EU-15 market but also to that of their peers (i.e. EU-8), further supporting trade creation. 
Owing to “Casella-effect”7, small New Member States took advantage of the integration 
to strengthen their productivity and competitive positions that allowed them to exploit 
new market opportunities. It is noteworthy that the World Bank report mentions the 
third countries. Growth in trade between the EU-25 countries did not take place at the 
expense of trade with third countries. There was no clear evidence of trade diversion 
away from non-EU-25 countries. The non-EU-25 trade has been characterized by 
growing importance of trade with China, South Korea and Russia (World Bank, 2005, 
pp.4-8). 
 
4.2. Agriculture 
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The European Union’s market for agricultural products has been rather closed. It was so 
far difficult for Central European and Baltic countries to export their agricultural 
products to the EU countries. However, since the EU accession lifted customs tariffs on 
agricultural products, the exports of agricultural products to the EU countries (not only 
EU-15 but also EU-10 excluding its own country) have increased, outpacing the imports 
of agricultural products. In the case of Poland, growth rate of agricultural products 
exports to EU-24 states (a group of all the EU Members excluding Poland) was almost 
twice faster than an import growth rate and in the entire 2004 it amounted to 
approximately EUR 3.7 billion against EUR 2.6 billion in 2003. On the other hand, the 
imports of agricultural products from EU-24 increased from EUR 2.2 billion in 2003 to 
EUR 2.7 billion in 2004. In this way, farmers greatly benefited from the EU accession 
(OCEI, 2005, p.33). Ewa Balcerowicz says, “Polish farmers were afraid that after the 
accession, the Polish market would be flooded with imported food. This did not prove 
correct. On the contrary, the liberalization of trade in foodstuffs generated an increase in 
the Polish exports to the EU” (Balcerowicz, 2006, p.12). The World Bank report says 
that improved agricultural terms of trade boosted welfare in Lithuania, Poland and 
Latvia (Figure 2-1).  

  

Figure 2-1   Annual Changes in Agricultural Terms of Trade, % 

 
Source:: World Bank (2006), p.12; Original: Eurostat. 

 

According to the report of OCEU, intervention mechanisms on the agricultural market 
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under CAP have brought guaranteed fixed sale prices for cereals, meat, milk, potato 
starch, sugar, dried fodder, tobacco, fruit and vegetables. In Poland, for example, from 
May 1, 2004 to February 25, 2005 the Agricultural Market Agency paid out the total of 
290.2 million zloty in virtue of the implemented intervention mechanisms. From 
November 2004 on the intervention on the cereal market has been in place (OCEU, 
2005, p.32). The report of OCEU points out, “A high foreign demand for Polish food 
resulted in a reduction of its supply on the domestic market and, as a consequence, in 
price rises. This rise, although it adversely affected consumers’ wallets, constitutes 
another factor contributing to a growth of farmers’ income” (Ibid., p.33). 
     According to Rosati (2005), the profitability of agricultural production has 
improved considerably in almost all the New Member States. The greatest improvement 
has been achieved in Poland (from –1.6% in 2003 to 8.2% in 2004) and Lithuania (from 
–6.7% to 4.4% respectively). Hungary has been an exception, where the profitability of 
agricultural production declined from 0.1% to –13.9%. The main factor in the changes 
in profitability was the changes in the prices of agricultural products after the EU 
accession. The countries, where the price level before the accession was generally lower 
than on the European Union markets, benefited from an increase in the prices of 
agricultural products after the accession. As a result not only of the higher prices of 
agricultural products and the improved profitability of production but also of direct 
subsidies received, the material situation of rural areas and farmers has improved. This 
relates to the greatest extent to Poland and the Baltic States. In Poland, the beneficiaries 
of the subsidies were 1.5 million farms, in Lithuania 290,000 farms, and in Latvia 
85,000 farms, while in the Czech Republic and Slovakia, the figures were 21,000 farms 
and 21,000 farms respectively (Rosati, p.18). 

 

Figure 2-2 Increase in Farm’s Income in 2004 (compared with the previous year) 
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Source: World Bank (2005), p.12; Original: Eurostat. 

 

     According to the World Bank report, the favors of enhanced support through 
direct payments, top-ups and price support, combined with improved market conditions, 
boosted agricultural incomes in the EU-8 countries, not least the Czech Republic and 
Poland (Figure 2-2). Table 2-6 shows that among the EU-8 countries exceptionally in 
Poland the number of agricultural employment has increased between 2003 and 2004. 
However, as can be easily understood from its small gross value added in agriculture as 
percentage of GDP (2.9% in 2004) and the highest share of agriculture in total 
employment (19.3% in 2004) among the EU-8 countries, most of the farms in Poland 
remain petty farmers. Therefore, this increase in the number of agricultural employment 
should be taken as a temporary phenomenon. 

Modernization of agriculture continued throughout the period. In order to 
comply with EU quality, phytosanitary, veterinary and environment standards, 
large-scale investments have been made, which were partly financed by the EU (World 
Bank, 2005, pp.12-13).   
 

Table 2-6  Agriculture sector in the EU-8 
 Gross value added in agriculture 

(%GDP) 

Agricultural employment 

(as % of total employment) 

 2002 2003 2004 2002 2003 2004 

Hungary 3.7 3.3 - 6.2 5.8 5.3 

Poland 3.1 3 2.9 19.3 18.4 19.3 
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Czech Republic 3.1 2.8 2.7 4.8 4.5 3.7 

Slovakia 4.4 4 3.9 5.0 4.5 3.7 

Slovenia 3.1 2.6 - 11.2 10.9 10.4 

Estonia 4.9 4.4 4.5 6.9 6.1 5.7 

Latvia 4.6 4.3 4.3 15.1 13.4 12.5 

Lithuania 7 6.2 5.7 17.6 17.8 15.8 

Source: World Bank (2005), p.13. 

 
4.3. Foreign Investment 
 
Already before the accession foreign direct investment (FDI) has been active. Hungary 
took the lead in attracting FDI in the first half of the 1990s. Later in the second half of 
the 1990s FDI inflows have rapidly increased. In the background of rising exports from 
Central European and Baltic countries there is activities of Foreign Investment 
Enterprises (FIEs). Although data are a little bit too old, Table 2-7 shows the share of 
FIEs in manufacturing in the selected countries of Central and East European countries 
in 1998 and 2001. The extent of foreign capital’s penetration in manufacturing is the 
highest in Hungary. If we focus on capital, we can find that in Hungary during the 
period 1998-2001 the share of FIEs in manufacturing has rather decreased (72.7%→

67.6%) with other indicators being leveling off. This fact may suggest that it would be 
more appropriate to view that Hungarian manufacturing is approaching the saturation 
with foreign capital. The share of FIEs has considerably increased during the same 
period in all other countries except for Slovenia. The increase of FIEs share was 
remarkable especially in Romania. We can find that the contribution by FIEs has been 
very big in exports 

  
Table2-7 The Share of FIEs in Manufacturing by Main Indicators in 1998 and 

2001 (%) 
Capital  Employment Investment Sales Export sales  

1998 2001 1998 2001 1998 2001 1998 2001 1998 2001

Hungary 72.7 67.6 44.9 45.2 78.7 77.9 70.0 72.5 85.9 87.9 

Poland 43.2 53.1 26.0 32.9 51.0 64.0 40.0 52.0 52.3 66.2 

Czech Republic 28.4 54.5 19.2 34.1 41.6 69.3 31.6 53.3 47.5 69.3 

Slovakia 35.2 55.9 18.5 36.4 50.1 73.1 36.2 59.3 59.0 74.9 

Slovenia 21.6 24.5 13.1 17.6 24.3 22.1 24.4 29.3 32.9 36.8 

Estonia 36.8 46.3 20.8 30.8 - - 28.2 36.7 35.2 48.5 
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Romania 19.8 54.2 13.7 30.7 35.6 57.8 24.2 48.9 22.4 23.9 

Source: Hunya (2004), p.15. 

  
The EU-15 was the major investor in Central European and Baltic countries. In the case 
of Poland, for example, the Old Member States accounted for 85.5% and 82% of the 
capital inflow in 2004 and 2005 respectively. Foreign portfolio investment in Poland has 
been rapidly increasing since 2004 (Balcerowicz, 2006, p.12) 

   
4.4. SMEs 
 
The enlargement of the Single Market intensified competition. In the case of transport 
sector in Poland, owing to the elimination of customs barriers, intricate administrative 
and customs formalities as well as costs relating to acquisition of required authorization 
have disappeared, improving rolling stock’s efficiency and lowering costs of cargo 
freight by exporters. This situation improved profitability of Polish businesses in 
international transport. In this way small and medium-sized transport enterprises in 
Poland have become able to operate freely and easily within the enlarged EU while at 
the same time foreign transport firms have also become able to operate feely within 
Poland. As a result, the road transport market in Poland has become saturated and 
competitive pressure has significantly increased (OCEI, 2005, pp.21-23).  
     In 2004 an increase in the number of SMEs was recorded in the regions adjacent 
to the western and southern borders and in the Mazovian region. The report of OCEI 
explains as follows: an increase in the number of enterprises in western region can be 
understood as a response to a growing demand for goods and services offered in the 
cross-border zone. The scale of goods turnover on the fairs adjacent the border went up 
in 2004 by as much as several dozen percent. The EU accession favors the development 
of metropolitan functions, which stimulates entrepreneurship, hence the increase in the 
number of enterprises in Mazovian region. At the same time, however, in the regions 
adjacent to the eastern border the number of SMEs has decreased in connection with a 
decrease in cross-border trade (OCEI, 2005, pp.21-24). 
  
4.5. Situations of the Labor Market  
 
Labor migration from post socialist countries to the West countries started in the early 
1990s, i.e. immediately after the transition to a market economy began. At that time, 
however, workers’ stay in host countries was temporary. The largest flow of labor 
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migrants from transition countries was generated by a seasonal demand for labor in 
agriculture and construction, mainly in Germany, but also in Spain, France and the UK. 
These flows were usually regulated by bilateral governments agreements. Labor flows 
have also flourished under the 3-month tourist visa-free regimes. Ewa Balcerowicz says 
that as much of the migration was illegal it is difficult to say how many Poles worked in 
the EU-15 in the pre-accession period (Balcerowicz, 2006, pp.8-9) 
     Around the time when the accession of Central European and Baltic countries 
was placed on the agenda, there was anxiety that migrants from New Member States 
would rush into Old Member States on a massive scale, giving destructive influence on 
the labor market. Prior to the EU enlargement in 2004, the existing member of the EU 
(EU-15) decided that they might take transitory arrangements for nationals migrating 
from the New Member States (except Malta and Cyprus) to be substantially limited the 
possibilities of work up to seven years. However, UK, Ireland and Sweden did not use 
this right and have immediately opened their labor markets8. After the accession, labor 
migrants have concentrated to these three countries as anticipated. 
     According to the World Bank report, the case of the UK clearly shows a negative 
correlation between the number of labor migration from the EU-8 countries and an 
income differential (between UK and each country) (Figure 2-3).   

 
Figure 2-3  Job Application in UK, by EU-8 Countries 

 

Source: World Bank (2005), p.11. 
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As for Poles, in 2004 approximately 250,000 Poles stayed abroad for at least two 
months. This is 20% more people than in 2003. Approximately 80% of migrants work 
during their stay abroad. In 2005, 25% of the total labor migrants work in Germany, 
20% in the UK (4% in 2000) and 6% in Ireland (almost negligible in 2000). The age 
structure of the Polish migrants has changed over time. Younger people increasingly 
occupies a big share of the total migrants from Poland (While in 2000 those aged below 
35 constituted 51% of the migrants, in 2004 their share increased to 61%). The Polish 
labor migrants have two more characteristics: Polish emigrants are relatively well 
educated and generally overqualified for the jobs they do abroad (Balcerowicz, 2006, 
p.9).  
     It seems that until recently there labor migration from New Member States has 
not brought so serious disorder to the labor market in the three old European countries 
which opened their labor market. Balcerowicz says that the experience of the two years 
after the 2004 enlargement shows the size of inflows to these three countries turned out 
to be below the absorptive capacity of receiving countries. According to her, in spite of 
post-accession labor inflows to manufacturing, construction and hotel and restaurant 
sectors the number of vacancies in the UK did not shrink. She stresses that inflows of 
foreign workers supplemented domestic labor rather than replaced it. That is why, in her 
view, in contrast to the fear of trade unions in the UK and Ireland local wages remained 
stable rather than decreased (ibid., p.9). 
     Recently, however, appeared different opinions to such a positive view. On the 
one hand, business circles in the UK positively evaluate that the opening of the labor 
market has supported the economic development. On the other hand, there is voice 
pointing out problems involved by the open labor market, saying that although the 
number of migrants rises at an increasing tempo the construction of infrastructure such 
as schools, hospitals, roads, etc. is lagging behind. “Shocking figures” were revealed in 
the UK in August 2006, according to which, the total number of migrants from Eastern 
Europe who have been employed through the regular procedure during two years from 
May 2004 amounted to 427 thousand which was twenty times higher than the 
government’s forecast. If the self-employed and illegal employees are added, the total 
number is estimated at 600 thousand. With this as an impetus, voices were raised in 
chorus from both the Ruling party and the Opposition requesting to put a brake on labor 
immigration from Bulgaria and Romania which were expected to join the EU in 20079. 
     On the other hand, there appeared some problems also in New Member States. In 
the case of Poland, from May 2004 until December 2005, 1.2% of the Polish working 
age population left to legally work in one of the three countries that liberalized their 
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labor market, mostly to the UK. As mentioned above, they are mostly young and 
well-educated. In 2004 35% of Polish emigrants staying for more than 2 months in the 
UK had a university diploma. Although the unemployment rate is still high, shortages of 
skilled workers have already occurred in Poland in several sectors of the economy. In 
the case of health care, for example, shortages of anesthesiologists, surgeons, dentists 
and nurses occurred in particular regions. This kind of problem is more serious in the 
Baltic States. In addition, wage pressures have increased, mainly in agriculture and 
construction (ibid., pp.9-10). 
     When we look at the unemployment rate during the period from 1995 to 2005 we 
find that the highest unemployment rate is recorded at different times depending in 
various countries. The highest unemployment rate is recorded in mid 1990s in Hungary 
(10.3%), Slovakia (7.4%), Latvia (18.9%) and Lithuania (17.5%) and in 2000 in Czech 
Republic (8.8%) and Estonia (13.6%). In these countries the unemployment rate has 
been decreasing since 2000. In Hungary and Slovenia, however, the unemployment rate 
has been fluctuating between the second half of 5% level and the first half of 7% level 
in recent years. It is reported that rather labor shortages are being felt in the 
metropolitan area in Hungary. It is Slovakia and Poland that were in the most serious 
situation with unemployment rate of nearly 20% (19.2% in the former and 19.9% in the 
latter in 2001 and 2002 respectively). Later on, the unemployment rate has been 
decreasing in the both countries. Although the unemployment rate is still over 10%, 
nowadays the both countries have acute labor shortages depending on the type of 
occupation and are obliged to depend on labor migrants from neighboring countries. 

  
Table 2-8 Changes in the Unemployment Rate in EU-8 Countries 
 1995 2000 2001 2002 2003 2004 2005 

Hungary 10.3 6.4 5.7 5.8 5.9 6.1 7.2 

Poland 13.5 16.1 18.2 19.9 19.6 19.0 17.8 

Czech Republic 4.0 8.8 8.1 7.3 7.8 8.3 7.9 

Slovakia 13.1 18.6 19.2 18.5 17.4 18.1 16.2 

Slovenia 7.4 7.0 6.4 6.4 6.7 6.3 6.6 

Estonia 9.7 13,6 12.6 10.3 10.0 9.6 7.9 

Latvia 18.9 14.5 13.1 12.4 10.6 10.4 8.7 

Lithuania 17.5 16.4 17.4 13.8 12.4 11.4 8.3 

Source: WIIW (2006), p.19; For data on five Central European countries in 2001 and 2002 ＷIIW 

(2003), pp.42-58; For data on Baltic countries in 2001and 2002 EBRD (2006), pp.43-57. 
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There are big differences within a country too. In the case of Poland, however, the 
situation has improved in western regions better than average, and the situation has 
improved also in the metropolitan region and surrounding regions. It is expected that the 
situation will gradually improve in northern and southern regions but slower than 
western region. The unemployment rate is high especially in eastern region. Mentioning 
such a situation, a scholar whom I met in September 2005 said to me, “During the past 
ten years Poland has changed from homogeneous society to heterogeneous society. Two 
parts of Poland, that is, west and east have emerged”10. 
 
5. Provisional Evaluation of the EU Accession  
 
Before the EU accession not a few people in the EU-8 had fears about the accession on 
the one hand. Their fears were as follows: The EU would lead to the demise of domestic 
industry and agriculture buying out of land and businesses, brain-drain for the best and 
poverty for the rest, hyperinflation, cultural domination and second-class citizenship. At 
the same time EU-8 would be contributing to the EU in net terms (i.e. Money paid 
exceeds money received by EU-8.), as New Member States would be unable to absorb 
the large amounts of EU aid, etc (World Bank, 2005, p.2). 
     On the other hand, some in the EU-15 feared that EU-8 would flood it with cheap 
labor or suck in jobs through unfair tax competition causing a surge in unemployment, 
ruining the standards and “quality” of the Union, abusing the welfare state, draining the 
Common Agricultural Policy and, finally, bringing a deadlock to the EU 
decision-making process (ibid., p.2). 
     As we have seen, such fears have not come true. So far we can confirm the 
following points: 1) Indeed the brain drain of excellent persons has occurred in 
particular sectors, but due to the regulatory measures by Old Member States such as 
Germany, France, etc. the problem has not become so serious as a whole; 2) There is 
certainly a problem that as a result of advancement or relocation of enterprises to the 
EU-8, the employment has not increased in the EU-15, leaving the young generation 
(especially immigrants’ children) unemployed for a long time as exhibited by riots in 
France in autumn 2005; 3) As for agriculture, it was decided that aid to the EU-8 should 
be started from the level of 25% of the benefit which farmers in Old Member States 
have been enjoying and would be escalated to 100% in ten years. Therefore, CAP funds 
have not been exhausted. Initially a low level of the benefit was a cause of big 
dissatisfaction of farmers in the EU-8, but as they have received aid through CAP and 
greatly increased the exports of agricultural products they have become main 
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beneficiary in the enlarged EU against their prior fear; 4) As for the European Union’s 
common financial mechanisms, people in the EU-8 have not be net payers but instead 
they have received net transfers from the EU budget.  
     In addition, young people in the EU-8 have become able to participate in 
pan-European programs of higher education and professional education such as Socrates 
and Erasmus which the European Union finances. This is obviously a newly gained 
advantage to New Member States. It can be also pointed out that the EU accession 
increased the trustworthiness of currencies of New Member States, raising foreign 
investors’ interests in these countries. In this way, people in the EU-8 came to benefit 
very much from the EU accession and, therefore, the opinion poll shows increased 
support to the EU in each country. The World Bank report says, “Interestingly, even 
major skeptics like Polish farmers became converts. Supports for the EU in this group 
grew from 20% in January 2004 to over 70% in February 2005” (ibid., p.2). 
     Central European and Baltic countries continue developing satisfactorily after the 
accession. The GDP growth rate in three Central European countries during the period 
2004-2006 was at 4% level (4.3% in Hungary, 4.3% in Poland and 4.0% in Slovenia), 
being more than two times faster than the average growth rate of only 2% in the EU-15 
(for two years from 2004 to 2005). During the same period three Baltic countries as 
well as the Czech Republic and Slovakia recorded even higher growth rates (8.1% in 
Estonia, 8.7% in Latvia, 6.0% in Lithuania, 5.4% in the Czech Republic and 5.8% in 
Slovakia) (EBRD, 2006, pp.41-71; Balcerowicz, 2006, p.8). The World Bank report 
analyzes factors which contributed to the economic development, indicating that gross 
capital formation was the main driving factor for growth in the Czech Republic, Latvia, 
Slovakia and Slovenia while the contribution of consumption to overall growth was the 
most important in Estonia, Lithuania and Poland. In Hungary, the Czech Republic, 
Estonia and Slovenia the contribution of net exports to GDP growth became stronger in 
2004 as compared to 2003 (World Bank, 2005, pp.13-14). It is reasonable to consider 
that in the long run the capital accumulation and the technological progress after the 
transition to a market economy has played in the faster economic development in New 
Member States. Needless to say that FDI from enterprises within the EU-15 has been 
giving big impact on the processes in most countries.  
     As the EU-8 countries continue to develop at a higher pace their economies are 
converging on the average level of the EU-15, although slowly. According to Ewa 
Balcerowicz, the average rate of GDP growth in Poland in the nine year period of 
1997-2005 was 3.9% yearly, the same as for the EU-10 as a whole. Since economic 
growth in the Old Member States was considerably lower (2.3% yearly), a real 
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convergence was in progress. Namely, Poland’s GDP per capita (in PPS) increased from 
40.1% of the EU-15 to 46% in 2005 (Balcerowicz, 2006, p.8). The World Bank report 
makes a trial calculation of numbers of years required for catching-up, based on the 
assumption that the EU-15 will grow at 3% p.a. in the future (somewhat faster than in 
the period 2002-2004) while New Member States grow at their average rate for the past 
three years. According to it, the EU-8 would need 12.6 years on average to achieve 75% 
of the average EU-15 level and 22.5 years on average to reach average income level of 
EU-15. Among the EU-8 the fastest is Slovenia, which would need only 3 years to 
achieve 75% of the average EU-15 level and 17 years to reach average income level of 
EU-15, while Poland might be the last, needing 27 years and 41 years respectively 
(World Bank, 2005, p.15). However, this is only a trial calculation. Various ordeals 
would be waiting these countries until the actual convergence.  
 
6.  Challenges for the EU-8 

 
First, the EU-8 countries are required to join the EMU（Economic and Monetary Union）
and adopt euro, the common currency, instead of its national currency. For this purpose, 
they are required to satisfy the Maastricht convergence criteria (especially, budget 
deficit of less than 3% of GDP, public debt of less than 60% of GDP and a low inflation 
rate). In the socialist period people in the EU-8 have enjoyed a considerably higher level 
of welfare (aside from quality) such as free medical services, free education, 
early-starting pension, etc. In spite of weaker economic power than that of North 
European countries, socialist states have managed to maintain such a system. Janos 
Kornai called “a situation in which social expenditure was made more than its economic 
ability” “a prematurely-born welfare state”. Now that socialism has collapsed and the 
transition to a market economy has begun, it is difficult for the EU-8 to maintain such a 
system any longer. However, if we take into consideration an enormous amount of 
“social cost of transformation” (such as a shortened average life span, unemployment, 
poverty, expanding differentials among people in income and life, negative changes in 
the composition of nourishment, worsening public security, etc.), an argument that 
public commitment (“social policy”) to decrease “social cost” should be strengthened 
may hold good (Horibayashi, 1999, pp.156-160). 

In addition, the EU-8 are now urged reforms to cut their budget deficit towards 
the entry into the EMU. It would be very difficult task for governments to request 
people to bear higher tax burden simultaneously with the curtailment of welfare services 
to the level appropriate to a market economy and within their power. In Central Europe 
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occasionally have emerged political parties which took the populist line to get people’s 
support. The typical case is found in Hungary, where in scrambling for the political 
power the Socialist Party and FIDESZ (the Youth Democratic Alliance) have been 
competing with each other in “spending money” policies, consequently resulting in the 
budget scale beyond its power as well as big budget deficit (Morita, 2006). In Hungary 
its budget deficit in 2006 reached at last a surprising level of 10.1% of GDP, and its 
accumulated public debt as percentage of GDP was nearly 70%. As Poland’s public debt 
as percentage of GDP amounts to 43% the country is critically commented by the IMF 
for its loose fiscal policy (for example, the state’s generous treatment toward sunset 
industries such as coal mines and steel industry). Generally speaking, in the Baltic 
countries their public debt as percentage of GDP is low. Especially Estonia has 
endeavored to keep a healthy budget, and in recent years it has recorded even a budget 
surplus with its public debt being only 3.6% of GDP (See Table 2-9). 

As for the rate of inflation, the EU-8 countries experienced high inflation of two 
or three digits (In Poland, for example, the rate inflation reached 586% in 1990.) in the 
early 1990, but later such inflation has been suppressed and since 2001 the rate of 
inflation has been less than 10% in all the countries (WIIW, 2006, p.22; EBRD, 2006, 
pp.43-57). The rate of inflation in 2006 is shown in Table 2-9. 
 
Table 2-9 The Extent of Achievement of the Maastricht Convergence Criteria as 

of 2006 and Prospect of Entry into EMU 
Country  Budget 

deficit as % 

of GDP 

Public debt 

as % of 

GDP 

Rate of 

inflation 

Interest rate Prospect of entry into 

EMU 

Hungary -10.1 68.5 7.0 8.00 After 2012 

Poland -2.2 43.1 2,7 4.00 2010 or 2011 

Czech Republic -3.8 30.5 2.9 2.50 After 2011 

Slovakia -2.7 33.1 4.6 5.00 After 2009 

Slovenia -1.5 29.5 3.3 3.40 Entry on January 1, 2007

Estonia 1.4 3.6 4.9 3.75 Currently ERM II, aims 

2008. 

Latvia -1.4 10.9 6.1 4.90 After 2010 

Lithuania -0.6 18.9 4.1 3.75 Currently ERM II, aims 

2010. 

Source: Prepared by the author on the basis of Unicredit Group (2006) 
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Among the EU-8 countries only Slovenia has satisfied the Maastricht Convergence 
Criteria, especially in terms of the budget and the rate of inflation. Other than Slovenia 
Estonia and Lithuania adopted ERM-II as early as 2004 in pursuit of the adoption of 
euro in 2007. It is stable fiscal situations, the low budget deficit (no more than 3% of 
GDP) and the stability of national currencies that enabled these three countries to adopt 
ERM-II. Among them only Slovenia was approved to adopt euro in January 2007. 
Although Slovenia is a small and inconspicuous country with population of only two 
million, it shows the best economic performance. Its GDP per capita in pps amounted to 
US$ 20,306 in 2004 and almost on the same level as Greece and Portugal in the EU-15 
group11. Next to Slovenia, Estonia aims to adopt euro in 2008. It is expected that 
Slovakia will adopt euro after 2009 and other countries will adopt euro after 2010. In 
order to play for time to satisfy the convergence criteria the government of Hungary 
decided to postpone the time to adopt euro from the originally planned year 2008 to 
2010, but practically it is likely to be after 2012 (Unicredit Group, 2006). 
     Second, the EU-8 countries are required to secure their political stability. In 
Central Europe, except for Hungary, all the ruling parties which promoted the accession 
to the EU and the NATO were defeated in the general elections after the accession, 
resulting in changes of governments. Apparently this seems to contradict the fact that 
popular supports to the EU have increased in opinion polls. As it has connection with 
the first challenge mentioned above, the defeats of the ruling parties at that time were 
supposedly caused by the circumstances in which the governments were obliged to 
carry out painful reforms in the process of the transition to a market economy and the 
EU accession. In Hungary where every time the general election took place in every 
four years changes of government occurred, in the general election in spring 2006 
unusually the ruling party won. Thus the Socialist Party continued to take the helm of 
state, but many difficulties lie ahead because the country faces hard tasks such as 
reforms of fiscal and pension systems, etc. as in other New Member States. After the 
general election the new coalition government headed by Ferenc Gyurczany (composed 
of the Socialist Party and the Liberal Democratic Union) announced a tight economic 
policy which was not a topic of the election campaign. The reason for such a sudden 
announcement of that policy was the necessity for coping with the budget deficit which 
was above 10% of GDP. However, Prime Minister Gyurczany’s inappropriate speech at 
an inside meeting of the party members was leaked in September 2006, leading to a 
state of confusion in Hungarian politics. In Poland “Law and Justice”, a chauvinistic 
party with skeptical attitude toward the EU, leaped ahead in the general election and the 
Presidential election in autumn 2005. Since this party did not win a majority in the 
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Parliament the coalition government formed with small nationalistic parties was 
unstable in the domestic politics and often made dissonance in the politics of the 
European Union.  
     Third, the European Council in Lisbon in March 2000 decided “Lisbon Strategy”, 
according to which, in order to respond to the competitive challenges coming from 
low-cost countries (especially China and India) and high-quality suppliers abroad 
(namely from the US), the European Union will establish a knowledge-based society by 
2010 through an increase in the employment rate, the promotion of ICT revolution, etc. 
(Dragan, 2006, pp.13-14; Tanaka, Soko, et al., 2006, pp.241-245). However, this 
strategy was not rewarded with enough results, and therefore it was reexamined from 
2002 through 2004. In order to activate the “Lisbon Strategy”, the EU is required not 
only a substantial increase in investment in R&D but also fundamental and far-reaching 
reforms of the institutions in the EU itself and its Member States12. Anyway, the EU-8 
countries are required to endeavor to establish a knowledge-based society according to 
the “Lisbon Strategy”. 
 
 
                                                        
Note 
 
1 This paper is an English translation of Chapter 2 “Central European and Baltic Countries after the 
EU Accession” in Koyama and Tomiyama (2007).  
2 Description on liberalization of non-financial services is based on Tanaka, Soko, (2006), pp.53-54 
and Nihon Keizai Shimbun (Japanese Economic Newspaper), November 16, 2006.  
3 VAT is collected up to 1.4% of the taxation standard and paid by the governments of Member 
States to the EU (Tanaka, Soko, et al., 2006, p.95). In collecting the VAT the government of each 
State is allowed to add some particles in addition to the above-mentioned 1.4% of the taxation 
standard. Therefore, the VAT rates vary between the Member States. Let me introduce the case of 
Poland. In Poland VAT was introduced for the first time in 1993. Immediately before the EU 
accession, i.e. in March and April 2004 the VAT law was amended, according to which the basic rate 
was made 22% of the price of goods or services. There are some exceptions: 7% may be applied 
only till the end of December 2007 with respect to building and maintenance works, conservation 
works, in house-building and gastronomic (restaurants) services; 3% is used mainly to supplies of 
agricultural products and for folk-art (hand made artistic products e.g. embroidery, etc.) till April 30, 
2008; 0% is used in internal EU deliveries and exports made by the individual farmers (who are 
keeping accounting books and paying taxes) – books, brochures and specialist journals till the end of 
December 2007. This information is based on a reply by Dr. Magdalena Jerzemowska (Professor at 
the University of Gdansk) to my inquiry. August 13, 2006.   
4 Dr. Renata Stawarska, Associate Professor at the Poznan University of Economics (Poland) studies 

the impact of the EU’s eastward enlargement on the EU budget. According to her paper (Stawarska, 

2005), the cost of the EU’s eastward enlargement is calculated as the payment to New Member 

States minus the payment of contributions to the common budget of the EU. In the process prior to 

the eastward enlargement the cost of enlargement was reduced. New Member States on the whole 
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are countries with larger rural population. Old Member States were afraid that the CAP budget might 

be swollen. They tackled the reform of CAP and thus the EU came up with its “own” version of a 

different CAP for New Member States. Namely, aid to the EU-8 should be started from the level of 

25% of the benefit which farmers in Old Member States have been enjoying and would be escalated 

to 100% in ten years. The actual payments from 2004 to 2006 were brought down at an estimated 

EUR 27.9 billion (expressed in 1999 prices). Payments from New Member States amounted to EUR 

14.7 billion. Consequently, the EU’s net cost of enlargement to be incurred from 2004 to 2006 is EU 

13 billion, that is, approximately 4% of the total community budget expenditures during the period. 

It means that Old Member States adopted the cost-efficient approach. The annual cost of eastward 

enlargement as percentage of GDP was only 0.05%. In her paper she also mentions the annual cost 

of the Marshall Plan in 1948-1951 (2%) and the Reunification of Germany in 1991-1998 (5%). It 

seems that she wants to say that compared with them the net cost of the EU’s eastward enlargement 

was not so much.   
5 In order to mitigate dissatisfaction of the UK where the share of agriculture in its economy has 

been small and consequently the aid from CAP has been small, a certain amount of the rebate has 

been implemented from the EU budget to the UK. This is the UK rebate. Seemingly, it is very 

strange that this is an item of the financial resources for Polish contribution to the EU budget, but the 

mechanism proceeds in the way that even a net receiver country like Poland contributes to the EU 

budget for the UK rebate for the time being. I asked Dr. Stawarska about this point, and it is 

confirmed.   
6 World Bank (2005), p.12. It was reported that Slovenia would become a net payer in 2007. My 
interview with Professor Danica Fink-Hafner, a Slovenian Political Scientist. December 9, 2004. 
7 The World Bank report explains the “Casella-effect” as follows: If economies of scale imply that 
firms located in large countries enjoy lower costs then the gains from enlarging the bloc will accrue 
mostly to small countries, because the entrance of new members diminishes the importance of the 
domestic market and improves the small countries’ relative competitiveness (World Bank, 2005, 
p.8). 
8 In May 2006 four more countries: Greece, Spain, Portugal and Finland decided to lift restriction 
on EU-8 labor immigration. In July 2006 Italy followed suit. Balcerowicz (2006), p.4. 
9 Asahi Shimbun, October 21, 2006. 
10 My interview with Professor Waldemar Wieczezicki, Vice Dean of the Faculty of Business 
Administration at the Poznan University of Economics, on September 27, 2005.  
11 For more detailed information on Slovenia, see Koyama (2004), Chapter 5 and Koyama (2006).  
12 For a critical comment on the “Lisbon Strategy”, see Tanaka, Soko (2007). 
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