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�
Introduction�





The following study explores internal problems of the European Union (EU) that might obstruct the project of enlargement towards the East. It does not conceive ”internal” in a narrow geographic or legal-institutional sense. Rather, it tries to look beyond the problems of the current EU members and the current institutional and policy-related acquis communautaire, to the problems of an enlarged EU.  ”Obstruction” is also interpreted in a wider sense, denoting not only the blockade of accession but also its postponement to an uncertain future. This approach implies that the study builds upon scenarios which try to anticipate possible problem constellations. The study’s objective is to analyse their critical relevance for the enlargement process on the one hand, and the problem-solving capacities of the EU on the other. 





The Eastern enlargement will increase economic and social disparities in the EU more than any other enlargement in the history of the Union. To cope with their internal disparities, EU member states have developed a sophisticated cohesion and structural policy.  The first section of the paper discusses the effectiveness of this policy tool in reducing the East-West gap.  The second section of the paper discusses the difficulties faced by regional economies in both Eastern and Western Europe as a result of transnational economic integration.    





Eastern enlargement entails an integration of the large agricultural sectors of the Central and East European countries.   The third section of the paper discusses the effects of this sectoral integration.  It will analyse the policy responses given by the EU agricultural ministers and the Berlin European Council with respect to the next WTO negotiations.  





According to a perception shared by many EU citizens the enlargement will affect the ”space of freedom, security and law” created by the Treaty of Amsterdam. The fourth section of the paper discusses the political relevance of these fears.    





To ensure the functioning of an enlarged EU, the member states have agreed on the need to implement further reforms of EU institutions and procedures.  The fifth section of the paper considers the inter-relatedness and viability of crucial institutional reforms. 





The war in Yugoslavia has affected the political and economic perspectives of South-East European countries in the enlargement process. The final section of the paper focuses on negative political and economic effects resulting from the war, the post-war EU policy towards the region and the role of enlargement.








1. Increasing social and economic disparities





Enlargement towards the East will transform the European Union into an institution which is mainly concerned with overcoming gaps in socio-economic development. Although the EU gains economic weight and increases its population by nearly a third, its average level of income will be reduced by much more than in all previous enlargements. In the Agenda 2000, the European Commission has stressed that an enlargement by 10 Central and East European countries (CEECs) will reduce the EU average GDP per capita by 16 percentage points�.


 


This reduction is due to the relatively low level of economic development of the applicant countries, a feature that will persist for many years since the CEECs are only slowly catching up with the EU-15 (the current 15 members of the EU). According to Eurostat figures, in 1995 the applicant countries had an average GDP per capita of 38 per cent of the EU average, measured in Eurostat purchasing power parities. From 1995 to 1997 this indicator of economic development increased by only 2 percentage points to 40 per cent of the EU average. In this period the gap between the two South-East European applicants, Bulgaria and Romania, and the EU average widened.  Due to its severe economic crisis, Bulgaria even experienced an absolute decline of GDP per capita (see table 1).  The persistence of large income disparities between the future member states of an enlarged EU implies that interests will diverge much more than in the EU-15 and, with joint decisions reflecting the lowest common denominator, steps of a ”positive integration”� will be even more difficult to achieve.





The economic catch-up process has turned out to be much slower than initially expected. After nearly a decade of economic transformation, the GDP of most of the CEECs have not yet recovered to their 1989 levels.  According to data from the European Bank for Reconstruction and Development, in 1998 Slovenia and Poland were the only countries which had attained a GDP higher than their GDP level of 1989. The slow recovery can be explained partly by the insufficient inflow of foreign direct investment necessary to support a substantial modernisation of the outdated capital stock in CEECs.  Although the region has increasingly attracted foreign investors and Hungary attained particularly high FDI per capita, one has to take into account that, as a share of GDP, foreign direct investment in Central and Eastern Europe has reached only half of the level of investment South-East Asian countries attracted�.  The allocation of foreign direct investment within the region shows a clear preference for the advanced transition countries, and the distance between Poland and Bulgaria or Romania in terms of cumulated FDI per capita has even increased�.  The lagging behind of the South-East European countries is also reflected in the shares of investment in fixed assets which fell in Romania and Bulgaria but rose in Poland, Hungary and the Czech Republic�.


 


The example of the German unification illustrates that despite very high financial transfers the economic catch-up process has taken a long time and has still not led to an alignment of West and East German levels. Gross public financial transfers of nearly 1000 billion DM effected an increase of East German GDP per capita from 31.3 per cent to 54.0 per cent of the West German level between 1991 and 1996�. 





The low level of GDP per capita in the CEECs poses a challenge to the system of EU cohesion policy which has not been designed to cope with such large income gaps. Upon its accession, the entire region would qualify as objective-1 area of the structural funds (the eligibility criteria being less than 75 per cent of EU average GDP per capita) and for the cohesion fund (the eligibility criteria being less than 90 per cent of EU average GDP per capita). The Commission has calculated that an enlargement by the ten CEECs and Cyprus would increase the population living in objective-1 areas from 94 million to 200 million.  This means that the eligible population would rise from 25.3 to 41.9 per cent of the total EU-26 population, which would be contrary to the principle of concentration of the cohesion policy�.  Areas in the current member states will lose their eligibility for regional assistance because enlargement would reduce the average GDP per capita of the EU and the new regulations on the structural funds restrict the areas eligible for objective-1 and objective-2 support to 40 per cent of the EU population. 





The compromise found at the Berlin European Council has avoided and postponed a redistribution of cohesion policy resources beyond the end of the financial planning period since it has separated structural assistance for the new member states (envisaged from 2002 onward) from the structural operations for the EU-15 which will be only gradually reduced after 2001 (see table 2). As the eligible areas are determined for the entire period, the accession-induced reduction of the EU average GDP per capita will come into effect only after 2006. Structural assistance for the prospective new member states will not be granted according to the same criteria as for the current member states. Rather, the financial perspective envisages a gradual increase until the absorption capacity ceiling of four per cent of GDP is reached in 2006. 





The distribution of structural expenditures does not constitute an appropriate strategy to cushion the existing and increasing socio-economic disparities in Europe because of the following reasons.





Expenditure on structural assistance is inversely related to the level of economic wealth. The higher a country’s GDP per capita, the more resources are available to support economic growth.





Membership matters more than developmental needs. While the poor member states of the current EU-15 (Greece and Portugal) receive structural assistance amounting to approximately 400 Euro per capita annually, the ten applicant countries are granted a pre-accession assistance of approximately 30 Euro per capita per year in 2000 and 2001.





Incumbent member states remain privileged. Assuming that those applicant countries which have already started negotiations accede in 2002, they will receive an annual structural and agricultural assistance of 85 Euro per capita (Cyprus excluded), rising to 247 Euro in 2006, while structural assistance for the poor members of the EU-15 will not change significantly.





Advanced transition countries receive more than laggards. Although the pre-accession assistance will be divided among fewer countries after the first candidates have joined the EU and despite the establishment of a small catch-up fund, the distance between the new members and those that will join later will increase. If the countries that started accession negotiations in April 1998 join in 2002, those countries not belonging to this group will receive 73 Euro per capita as pre-accession assistance which will only rise if further candidates join before 2006� (see table 3).





If structural assistance is granted with respect to the ceiling of four per cent of GDP, new member states with a higher GDP and higher growth rates will receive more assistance�.





Socio-economic disparities between the EU and the CEECs are rooted in the different economic structures. With the exception of the Czech Republic, CEE economies still have a very high share of agricultural employment, ranging from 37.3 per cent (Romania) to 6 per cent (Slovak Republic) of total employment in 1997. In Poland 26.7 per cent of the labour force are still working in the agricultural sector whereas the EU average is only 5.1 per cent�.  Modernisation and structural adjustment of this sector will lead to large numbers of redundancies which pose a particular problem in the CEECs due to the comparatively low flexibility of the labour market. Unemployment in the CEECs can be characterised as a ”stagnant pool”� where only few unemployed manage to get employed again. High shares of long-term unemployed can be found primarily in rural areas lacking alternative job opportunities. 





The ongoing restructuring of industry will entail further labour shedding in the former state-owned enterprises and particularly in heavy industry which is a typical example of state socialist industrialisation. It is unclear to what extent the growth of the service sector and of private enterprises can absorb the unemployed from shrinking agricultural and declining industrial sectors. 





As with structural expenditures, there is a certain mismatch between needs and problems on the one side, and policy programmes on the other. While the economic integration with Western Europe accelerates structural changes in the CEECs, the pre-accession assistance and the transfer of acquis communautaire regulations do not provide targeted support to cope with the consequences of the change.





Rapid structural adjustment is particularly hampered by bottlenecks in public infrastructure�.  The transport, communication, energy and environmental infrastructure built under the previous state socialist systems are inappropriate for the needs of modern economies.  The new governments have not allocated much resources to infrastructure development because of declining revenues resulting from economic transition and budgetary constraints.  Attempts to involve private sponsors in the financing of transport infrastructure have not yet been successful, for example in the case of the Wien-Györ motorway. The lack of appropriate infrastructure hampers growth in the region because it restricts the capacity of the CEECs to absorb a larger inflow of private investment and EU structural assistance. With respect to infrastructure, the enlargement strategy chosen by the EU appears particularly unsuitable because it expects the CEECs to establish a physical infrastructure for the implementation of the acquis before their accession while granting substantial support to build this infrastructure only after accession. 





This suboptimal development policy results from the competing priorities the EU has to reconcile. The EMU and the Internal Market are the institutionalised results of bargaining between poorer and richer member states.  The latter gained the economic benefits of further integration while the higher adjustment costs of the former were compensated by increased financial transfers�.  The Common Agricultural Policy can also be seen as a kind of regulatory mechanism whose political logic is to ensure the participation of the agricultural sector (and mainly those countries with a traditionally structured agriculture) in the benefits generated by the integration of trade, services and industrial production�. The institutions and cooperation procedures of the EU provide an arrangement to balance competing interests and priorities which preserves the achievements of integration but restricts the options to respond with appropriate policies to new challenges. 





Due to these constraints neither a quick and significant shifting of resources towards Eastern Europe (the frequently demanded ”new Marshall plan”) nor a partial membership for the CEECs became feasible options after 1989 (when the former socialist countries of Eastern Europe decided to introduce the western institutions of liberal democracy and market economy)�.  The constrained policy approach of the EU, as discussed in the preceding paragraphs, was successful for those CEECs which began their transition under auspicious conditions and could draw from their economic, social and cultural resources of modernity.  But EU integration and trade cooperation offer too few incentives and benefits to other countries in the region including Russia, Belarus, Albania, the Federal Republic of Yugoslavia and Bosnia-Herzegowina. Its success appears still uncertain in the cases of Bulgaria, Romania, Croatia and the Former Yugoslav Republic of Macedonia.





2. Failure to cope with the consequences of transnational economic integration





Despite the establishment of an Internal Market for goods, capital, services and labour in Europe, economic differences between the regions of the EU have only slightly decreased. In a recent report on the impact of structural assistance, the Commission has stated that the gap in GDP per capita between objective-1 areas and the rest of the Union has narrowed only slowly, with the level in the former having only risen from 64 to 68 per cent of the EU average between 1988 and 1996�. The difference in unemployment rates between the EU average and the objective-1 areas has remained by and large the same. Among the cohesion countries, only Ireland has made significant progress towards the EU average while Greece could not improve its economic position relative to the EU average. According to the Commission’s First Cohesion Report, disparities in GDP per capita between EU regions did not change significantly between 1983 and 1993 while disparities in unemployment rates increased�. These results indicate that even the comparatively large resource inflows in the framework of the structural operations did not significantly affect the inherited inter-regional disparities within the EU which are less wide than disparities between Western and Eastern Europe. 





With markets re-established, the economies of Central and Eastern Europe are undergoing a major structural change not only between agriculture, industry and services, but also between and within subsectors, branches and companies. A cause and consequence of this process is the fundamental re-orientation of foreign trade from the former Soviet Union and its successor states to the EU’s Internal Market. The emerging patterns of foreign trade and foreign direct investment in the CEECs exhibit specific spatial features. Foreign direct investment (FDI) inflows tend to concentrate on regions which are easily accessible from Western Europe.  Companies with a huge share of EU exports (usually these are companies with modernised production facilities and foreign ownership) tend to settle in regions close to western markets. The eastern regions of the CEECs are neglected, as reflected in the lower FDI per capita, lower per-capita incomes, a lower labour force productivity and higher unemployment rates�.





In the applicant countries, EU enlargement is perceived as a manifestation and a consequence of the global integration of factor markets which will exacerbate regional differences within their countries.  Three patterns of economic integration in the CEECs could be distinguished which affect the prospects of regions within these countries. Some regions will become integrated into the World economy by foreign direct investments, others will be marginalised, and a third group of regions will be integrated by activation of their indigenous capacities�.





The development capacities of predominantly agrarian regions, monostructural  industrial regions (regions dominated by a single industry) and prospering regions differ�.  One example of a monostructural industrial area is the region of Katowice in Poland which is dominated by metallurgical and mining industries which are suffering from the breakdown of the former CMEA trade relations and the excess supply of steel and coal products in the EU market. The Accession Partnership has obliged the Polish Government to submit a restructuring plan for its steel and mining industry. In 1998 the government declared its intention to reduce the number of employees in the steel industry from 85 000 to 45 000 in 2003, and in coal mining from 244 500 to 139 500 in 2002.  Labour shedding of any larger scale would hit the Katowice Region in particular.  The government has therefore decided to maintain the volume of steel production, although the EU Commission preferred a lower volume of production.  Regions like Katowice have great difficulties in rebuilding their economic structure on the basis of their given endowments of economic, social and human capital.





The predominantly agrarian regions of Central and Eastern Europe often lack the capacity to develop and implement a regional development concept tailored to their endowment of production factors and their specific development needs. Competitive programmes for state grants or the programming-based regional policy approach of the structural funds may be biased towards regions with better initial conditions. Hungarian experiences with grant programmes in regional policy have shown that very poor agrarian regions are not capable to compete with more developed regions for state funds�.  Such regions may become locked in a development trap, lacking the means to mobilise resources which could enable them to overcome the barriers to further development.





Widening regional disparities pose a particular challenge to the CEECs.  CEE governments lack the knowledge of regional policy-making under market conditions and have few opportunities to influence the restructuring process. Their domestic private sector provides neither sufficient resources to renew the outdated capital stock of the former state-socialist enterprises nor the required know-how of corporate governance. As a consequence of these deficiencies, regional disparities may become an economic obstacle to further EU integration, undermining political support for the accession. CEE governments face a policy dilemma.  On the one hand, they can support prosperous regions to facilitate a quicker catch-up with EU levels and wait until spill-over effects induce economic growth in other region, or until internal labour migration processes defuse the labour market crisis in declining regions.  On the other hand, they can support a costly redistribution between regions and try to keep political and social tensions under control by cushioning and delaying the effects of structural change. Actors at the regional level usually have very limited resources to reverse a regressive development path triggered by transnational economic integration.





One may ask whether the EU’s cohesion approach which aims at enabling backward regions to catch-up with advanced regions is an appropriate strategy to facilitate the modernisation of the CEECs, a process mainly driven by the growth dynamics of the advanced regions in the CEECs. This question has also been posed by the proponents of an efficiency-oriented regional policy approach in the CEECs. It can be argued that ”priority should be given to the removal of bottlenecks in growth poles, which will promote faster convergence of the national income per capita towards the Union average but might increase regional disparities rather than giving assistance primarily to lagging regions, which might allow them to catch up to the national average to the possible detriment of national income growth”�.





Through Eastern enlargement, the EU may, on the one hand, be viewed as the source of economic decline and social crisis in lagging regions. Protest movements may mobilise the losers of economic transition against the enlargement project. National governments may shift responsibilities to the EU to avoid the blame on themselves. On the other hand, the EU institutions do not only lack the financial means but also the governance capacity to facilitate regional restructuring and a more equal interregional allocation of economic wealth. This is related to a more general dilemma the EU is faced with.  European integration has unleashed the unifying forces of the internal market and monetary union, both demanding more visible political control and political legitimation of decisions at the European level.  Yet political developments in the European societies are eroding the ”permissive consensus” which has buttressed integration until now.  As a result, governments are stressing national interests and referring to the subsidiarity principle of the Maastricht/Amsterdam Treaties to protect their national sovereignty.   





3. Blockades of Common Agricultural Policy reform





With respect to the reform of the Common Agricultural Policy (CAP), the Council of EU agricultural ministers and the Berlin European Council in March 1999 adopted the proposals of the Commission’s Agenda 2000 only partially. The intervention prices for milk, cereal and beef were lower than envisaged by the Commission, and were later reduced even further. The member states did not agree to restrict direct income subsidies (compensatory payments) to small farms as proposed in the Agenda 2000. Instead, degressive subsidy schemes (which focus financial support on smaller farms) may be applied by member states voluntarily. Contrary to the Commission’s proposal, set-aside programmes will be continued. The European Council agreed to limit the annual average expenditure on agricultural policy in the 2000-2006 period to 40.5 billion euros. The Council also set up fixed amounts of pre-accession agricultural assistance and of agricultural assistance reserved for the new member states after their accession. These resources may not be spent for CAP purposes, nor may the CAP budget be used to support the accession and catch-up process of the applicant countries. The German government had proposed to introduce the principle of co-financing CAP subsidies from national budgets, modeled according to the structural policy, but this was rejected mainly due to French resistance.





These reforms do not alter the CAP fundamentally. The compromise reached by the member states reflects the intention of the initial MacSharry reforms of 1992, that is, to liberalise the market for agricultural products by replacing price subsidies with direct income subsidies. With its reform approach, the EU separates the participation of CEEC in the CAP from the application of direct income subsidies and price subsidies. Eastward enlargement will bring about an integrated market for agricultural products but it does not comprise a transfer of direct income subsidies to CEEC farmers. According to the Commission’s plan, CAP intervention prices will be introduced only gradually and after the end of the current financial perspective in 2006. As a consequence, there will be different price levels for agricultural products in the enlarged EU. To avoid farmers of the prospective new member states entering the current Internal Market with products at a price lower than the subsidised price applied in the CAP, customs duties will have to be raised. This implies that border controls and tariffs have to be maintained after the accession date of the first applicant countries, a perspective which contradicts the core principles of the Internal Market. If the bilateral agreements on price alignment with applicant countries differ, it would be necessary to re-impose tariffs also between the applicant countries�. Another implication is that the EU would have to accept that the CEECs continue to impose customs duties on agricultural imports from the EU. However, since it is of major importance for the CEECs to join the Union, they are in a weak position to bargain with the EU on the terms of accession.





Much depends on the uncertain development of price levels for agricultural products in Central and Eastern Europe. The quicker prices of agricultural commodities in the CEECs converge to the EU level, the easier a full integration into the Internal Market of agricultural products.  Currently, comparatively low labor, land and production input costs in some CEE countries have allowed their farmers to sell their goods for a lower price than EU farmers.  But the price difference for these countries is not transformed into a competitive advantage since agriculture in the CEECs is characterized by an enormous deficit in productivity compared to the EU-15.  Weakly developed food processing industries, backward infrastructure and inappropriate farm size restrict the farms’ competitiveness.  The CEE governments do not have the budgetary resources to support their farmers to the same extent as the EU�.  This is reflected in a continuous deficit in the balance of agricultural trade with the EU (with the exception of Hungary).  Restructuring will improve the CEEC’s competitive position in agricultural trade, but it will also entail a convergence of product prices to the level of the EU.  The scope of price increases in the CEEC is, however, limited, since consumers already spend a much larger share of their income on food than in the EU�.  Market integration and the ensuing restructuring can be expected to trigger considerable resistance by the affected social groups which are more reluctant to accept modern values than the rural population in most West European countries.  In Poland, radical peasant organisations have already mobilised against subsidized agricultural imports from the EU, blocking border stations in January 1999.





The EU supports price convergence by reducing its guaranteed prices for EU agricultural products. This policy is mainly driven by the need to fulfill WTO commitments the EU has undertaken in the Uruguay round. The new WTO round entails further political pressure on the EU to adjust its CAP. The United States and other countries with export-oriented agriculture (”Cairns group”) demand a further reduction of tariffs, export subsidies and, most problematic, of production-related direct income subsidies�. As most of the candidate countries of the first group have agreed on lower bounded tariffs than the EU, upon accession they will have to increase their levels of protection which entails additional conflicts in the WTO negotiations. 





Until now the EU has been able to achieve a political acceptance for a gradual liberalisation of its agricultural market and a removal of trade barriers because it compensated farmers for their revenue losses with direct income subsidies. These subsidies are linked to the requirement that areas eligible for subsidies are de facto used for agricultural production�. The level of subsidies depends on the size and output of farms. Agricultural interest associations within the EU have a strong interest in maintaining this linkage between production and subsidies since it legitimises their claim for continuous financial support�. A de-linking of subsidies from production would reveal the CAP as a sectoral social policy and equalise CAP subsidies with other social policy expenditures. Defenders of CAP spending would then have to give accounts justifying the necessity of an expenditure while other spending objectives being neglected. Leaving subsidies linked to production, on the other hand, would not be tolerated by the Cairns group of agricultural exporters, which would cause a blockade in the WTO negotiations.





If only the market component of the CAP is transferred in the course of Eastern enlargement, EU farmers will receive income subsidies while farmers in the new member states of Central and Eastern Europe are excluded from this form of support. This would not only contradict basic principles of equality of member states in an enlarged EU but it would also appear absurd and irrational in the face of large differences in economic wealth between the current and the future EU member states. As a consequence, EU member states have to opt between accepting partial membership (in this context the maintenance of border controls and and tariffs for agricultural products) or further reforms of their CAP.





4. Threats to internal security and their perception by EU citizens





Since the accession treaties have to be ratified by the national parliaments of the current EU member states, enlargement towards the East requires a favourable public opinion in the member states. Questions of internal security – illegal migration, refugee and asylum issues, transborder crime – are very delicate issues which can be used to mobilise public opinion against the integration of East European countries. This perceptual dimension appears to be even more important than the real threats to internal security originating from the CEECs. 





Labour migration from the CEECs is expected to remain at an annual rate of far less than a million. According to an estimate of the German Institute of Economic Research, the integration of Poland, Hungary, the Czech and Slovak Republics and Slovenia into the EU will entail a potential flow of 340,000-680,000 migrant workers per year from these countries� . This calculation assumes that an income difference of 10 per cent between the average EU income and the average CEEC income triggers an annual net migration of 0.08-0.16 per cent of the CEEC population. According to a survey of citizens in Poland, Czech Republic, Slovakia and Hungary conducted in 1996, approximately 700,000 persons have already applied for immigration and work permits while approximately 4 m citizens of these countries have gathered information on opportunities to work in the EU�. Germany and Austria are considered the most preferred destinations, with 37.0 and 24.4 per cent of the overall potential migrants planning to stay in these countries. These comparatively low figures reflect the experience with other economic and institutional integration processes, and disincentives for migration from the CEECs arising from language, cultural and bureaucratic barriers.  In addition, one has to stress that increased migration would be an even more probable scenario if the applicant countries were not integrated and left to an uncertain economic future.





However, fears about migrant workers from Eastern Europe who might enter the EU labour market are widespread.  In a Eurobarometer survey conducted in autumn 1997, 59 per cent of the EU citizens surveyed felt that people from Eastern Europe wishing to work in the EU should be accepted only with restrictions while 23 per cent did not want to accept East European migrant workers at all�.  In Germany and Austria, countries with direct borders to Eastern Europe, the share of citizens rejecting any migrant workers amounted to more than 30 per cent. A similarly high percentage of the EU population, 18 percent, would not (and 55 percent of the citizens would only with restrictions) accept people seeking political asylum in the EU.





Illegal migration and organised crime across borders are phenomena which have gained increasing importance in the accession preparation. For example, the number of illegal border-crossings at the East German border has sharply risen in recent years�. Since the EU member states perceived the liberalisation process in Eastern Europe as facilitating immigration, they tried to involve the CEE governments into the EU cooperation on Justice and Home Affairs and to induce them to take preventive action against immigrants, refugees, asylum seekers and criminals�.  Having agreed upon the rule of the safe third country, EU member states signed re-admission agreements with most CEECs�. 





With some justification the applicant countries which have already started negotiations consider themselves not as the sources but as transit countries of migrants and criminals arriving from the East or South-East. This implies that with the introduction of the Schengen border regime these security threats can be controlled more effectively. Although the CEECs have declared their willingness to adopt the Schengen provisions already before their accession, technical and political problems persist. The technical improvement of border controls (qualification, staffing, equipment) and their integration into the Europol network requires considerable financial assistance and time. The political problem is that the adoption of Schengen provisions runs contrary to the CEECs’ commitment of ensuring visa-free and open borders with their eastern neighbours. To prepare for the adoption of the acquis on Justice and Home Affairs, Poland had to introduce more restrictive immigration regulations for Russian, Belarussian and Ukrainian citizens in 1998 and to conclude agreements with its Eastern neighbours on the re-admission of rejected asylum seekers.  These steps blocked the flourishing petty trade in Poland’s eastern border regions and were criticised by the the governments of Belarus and Russia. The re-introduction of visa regulations also affects Hungarian interests in facilitating cross-border contacts with its ethnic Hungarian minorities in Ukraine and Romania.





However, effective protection of borders and crime prevention in the applicant country is seen as a high priority by the public in the EU-15. According to the latest Eurobarometer of October/November 1998, 92 per cent of the citizens of the EU-15 think that a country that wants to join the EU has to fight organised crime and drug trafficking�. This perception has to be taken into account by EU policy makers who want to convince the public to back enlargement. It should also be taken into consideration by the applicant countries trying to negotiate an early introduction of the freedom of movement. Applicant countries have to convince EU and national decision makers that they are capable of ensuring the same level of protection as the current EU member states. As the recent success of Austria’s right-wing extremist FPÖ has demonstrated, resentments and prejudices against East Europeans may be incited by aspiring politicians, who could, once in power, abandon the enlargement consensus.





5. Failure to implement institutional reforms of the EU system





The institutional reforms agreed in the Amsterdam Treaty have not sufficiently prepared the EU for enlargement�. It is unclear how an institutional arrangement which was initially designed for six member states can work efficiently in an EU with 21, 27 or even more members. In June 1999, the Cologne European Council has decided to discuss three crucial institutional reforms at an Intergovernmental Conference. These issues are the size and composition of the Commission, the weighting of votes in the Council and the extension of qualified majority voting in the Council. Solving these problems is particularly difficult because all three issues are interrelated and determine the future profile of the EU. In the negotiations on the Amsterdam Treaty the five largest member states made their willingness to give up their second Commissioner contingent upon a reweighting of votes. On the other hand, small member states will insist on their Commissioner if they are to accept a reweighting of votes. A shift to qualified majority voting (QMV) in the Council will raise the issue of how and according to which principles member states should defend their interests in the Council. 





Large member states used to criticise that, if the current principles of vote distribution� persisted, the increasing number of member states would delegitimise majority decisions of the Council because the number of votes needed to attain a qualified majority would no longer reflect the majority of the population in the EU. In contrast, small states argue that the current system of weighting of votes in the Council could persist. In their opinion blocking coalitions of small states are very unlikely to occur because the states needed for such a coalition are characterised by huge disparities and do not share common interests which would induce to vote against large member states. Their second argument is that also in an EU with 26 members a qualified majority of votes in the Council would still represent a majority of the EU citizens because the minimum population share needed for QMV would amount to 50.29 per cent� (see table 4).  A third argument is that the Council embodies the intergovernmental principle of legitimisation whereas democratic legitimisation is incorporated in the European Parliament (EP). Efforts to achieve a more ”democratic” allocation of votes in the Council would therefore blur the genuinely intergovernmental nature of this organ and restrict the relevance of parliamentary decision making in the EU.





The compromises on procedures and institutions reached in Amsterdam suffer from a number of further shortcomings. Although the EU member states have agreed to limit the maximum number of EP deputies to 700, no decision has been made on how to re-divide mandates among nations and to tailor electoral districts. If the current deputy-citizen relations were applied to those applicant countries which have already applied for accession, the number of deputies would already exceed the upper limit of 700.  The number and complexity of decision mechanisms could not be significantly reduced.  Moreover, there is no congruence between matters decided according to the co-decision and the QMV procedure, although one might have expected such congruence since in principle the EP and the absence of member state veto rights should both help to strengthen the integrationist character of the EU�.  The option of qualified majority voting in the Council prompts member states to build coalitions and compromises, and the co-decision procedure provides Council decisions with parliamentary legitimation.  The incongruence of decision procedures one can find in the Treaties is an unintended outcome of intergovernmental bargaining which adds to the non-transparency of EU decision making.  





In the Amsterdam Treaty, the member states have adopted a flexibility mechanism which allows groups of member states to establish a closer cooperation in certain policy areas.  However, this flexibility mechanism is not suitable for organizing enlargement since it is restricted to a differentiation within the Union.  Flexibility requires a majority of member states and may not be applied to areas of exclusive community competence (for example trade policy) and to the Union’s second pillar, the Common Foreign and Security Policy.  Irrespective of various and recurring proposals to apply a flexibility and differentiation also with respect to accession candidates outside the EU, the EU has insisted on the entire acquis communautaire being adopted before an accession. 





The main obstacle on the way to enlargement is that the process will stop short after a first group of countries have joined the Union. Irrespective of the recent Commission proposal to open accession negotiations with all applicant countries, this scenario appears realistic because of the political logic which has guided all the reforms of the EC/EU treaty since 1957. The competing interests of member states and the patterns of EU decision-making restrict the EU to a piecemeal approach of institutional reform. If negotiations on the reweighting of votes, QMV and the composition of the Commission have moved into a deadlock, member states may be inclined to agree on incremental changes which permit an enlargement by a first group of  ”easy-to-handle” countries. This could be achieved if the current power relations and formulae were simply maintained and applied to the new member states. Each new member state could get its commissioner and its share of EP deputies while the current size of the Commission and the maximum size of the EP would not have to be changed. Qualified majorities in the Council would still represent a clear majority of the EU population and other organs and institutions like the European Court of Justice, the Court of Auditors, the Committee of Regions or the Economic and Social Committee could be slightly enlarged while maintaining implicit/explicit national proportionality rules. 





With a first group of Central European countries having joined the Union, the fragile balance between member states advocating enlargement and member states in favour of deeper integration could shift towards the latter. A German government concerned with domestic social and economic problems, less devoted to the ideas of European integration and whose immediate neighbours have already become members would not continue to promote the early accession of problem-ridden countries of South-Eastern Europe or of the former Soviet Union. More integrationist countries like Belgium, France and Italy which, in a declaration on the Amsterdam Treaty, had demanded substantial institutional reform to precede further enlargement would find more support for their agenda of EMU, political union and stronger cohesion. Faced with scarcer budgetary resources, smaller old member states which had argued for an inclusive approach to enlargement (Sweden, Denmark, Greece) and the new CEE member states would be less committed to struggle for further enlargement.� Even if there were a committed coalition of member states, the required unanimity would be much more difficult to attain among 20 member states.





6. Negative effects of the war in Yugoslavia





The war in Yugoslavia has affected the economic and political development prospects of the entire Balkan region. The IMF and the World Bank have estimated that Albania, the Former Yugoslav Republic of Macedonia (Macedonia), Bosnia-Herzegovina, Bulgaria, Croatia and Romania require balance of payment support, budgetary support and refugee-related support of US$1.9-3.0bn due to the ramifications of the war.� The Kosovo crisis is expected to reduce economic growth in the six countries by 3-4 percentage points in 1999, with much larger declines in Bosnia-Herzegovina and Macedonia since the trade of these countries heavily depends on transit routes through the Federal Republic of Yugoslavia. The Romanian Ministry of Foreign Affairs has estimated that losses incurred by Romanian enterprises and the state due to the sustained trade embargo and the blockade of the Danube amount to US$840m. in 1999�.





It is true that the immense budgetary costs of the war do not affect the financial management of Eastern enlargement since the European Council has agreed that the resources allocated for pre- and post-accession assistance can not be used to cover the expenses of war and post-war reconstruction efforts in the Balkans. Yet the inclusiveness of the enlargement process appears threatened. As a consequence of the war, Bulgaria and Romania will face more difficulties in keeping pace with other applicant countries. The continuous political instability and economic chaos in Serbia and Bosnia-Herzegovina, the fragile political situation and severe economic crises in Albania and Macedonia tend to have negative spill-over effects for these countries, for example by diverting foreign investments. The ambiguous status of Kosovo within the Federal Republic of Yugoslavia and the complete isolation of Yugoslavia from the International Finance Institutions impedes the effective implementation of reconstruction measures.





With its widely acknowledged proposal to open accession negotiations also with those applicant countries which have not begun negotiations, the Commission has sent an important signal that the EU is aware of the risk that Bulgaria and Romania may lose pace and become drawn into the post-war economic and political calamities of their neighbours. Yet Bulgaria and Romania also have some reason to take an ambivalent position on the emerging EU policy approach towards South-Eastern Europe.  This is because, as a side effect of a region-oriented policy, they may be scaled back from the ranks of current candidate countries with an – albeit remote – accession perspective to the level of the Yugoslav successor states. With the creation of its odd term of  ”Western Balkans” the EU has carefully tried to avoid this impression. However, the inclusion of Bulgaria and Romania into the Stability Pact for South-Eastern Europe, justified for expediency and neighbourhood reasons, has put both countries at the same table as the countries of the Western Balkans. If the EU negotiates association agreements with Macedonia and Albania or introduces a special category of  ”stabilisation and association agreements” for the Western Balkan countries, it will be even more difficult to maintain the distinction between them and Bulgaria/Romania.� Judged in economic terms only, Croatia is already now in a much better position than Bulgaria and Romania, although currently it does not even have a trade and cooperation agreement with the EU and is excluded from the Phare programme due to the situation of democracy and human rights in Croatia.





The current situation in post-war South-Eastern Europe suggests that the EU’s association and enlargement approach is not a feasible strategy to address the complex and interdependent problems of the region. The enlargement perspective is too remote and the incentives provided too little either to induce semi-authoritarian leaders to stop ethnic polarisation, democratise their state and transform their clientelist economies, or to sufficiently stabilise well-intended governments which have embarked upon economic reforms and face the critique of populist opposition forces. 





Conclusions





This paper has analysed internal problems of the EU that might hamper an enlargement towards the East.  Six main obstacles have been identified. 





First, despite the recent reforms of the cohesion policy there is considerable doubt as to whether the EU has appropriate policy tools to overcome large gaps in socio-economic development between the East and West which will persist after enlargement. 





Second, enlargement and increased market competition in its wake may lead to even larger development gaps between prosperous and marginalised regions within the East or the West. 





Third, the restriction of intervention prices to agricultural products in the current EU area would require the imposition of tariffs on agricultural products of the new member states and to maintain border controls within an enlarged EU. Intervention prices may be replaced by production-related income subsidies but these subsidies will run contrary to WTO principles, being rejected by agricultural exporting states. The delinking of income subsidies from production would be a solution compatible with WTO principles but it would not be accepted by agricultural interest organisations opposing the transformation of the CAP into a social policy for a particular group of the rural population. 





Fourth, enlargement has to be communicated to a Western public which is strongly biased against immigrants and organised crime, susceptible to aspiring politicians who capitalise on these sentiments by linking threats to internal security to the enlargement project. 





Fifth, experiences with previous reforms of EU institutions demonstrate that only incremental adaptations of the existing arrangement are viable. This may facilitate the accession of a first group of candidate countries, contributing to, and resulting in a blockade situation in which a wider and more fragmented EU lacks the commitment to continue the enlargement process. 





Sixth, due to the effects of the war in Yugoslavia, Romania and Bulgaria will lag further behind the advanced transition countries, thus de facto losing their perspective of accession in the not-too distant future.





In sum, socio-economic disparities and deadlocks in agricultural policy may impede or postpone the entire enlargement project. Institutional problems and the effects of the Yugoslav war may not threaten enlargement as such but may lead to a decoupling of Bulgaria, Romania and other South-East European countries from enlargement. Thus, enlargement would cease to be an inclusive process, with EU membership no longer open towards all European countries ”that so desire” (Copenhagen European Council).


�
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Table 1: Gross Domestic Product in the applicant countries


(according to Purchasing Power Parity)





�
Amount�
per cent of EU average�
�
�
1995�
1997�
1995�
1997�
�
Bulgaria�
4900�
4400�
28�
23�
�
Czech Republic �
10800�
12000�
62�
63�
�
Estonia�
5600�
7000�
32�
37�
�
Hungary�
7800�
8900�
45�
47�
�
Latvia�
4300�
5100�
25�
27�
�
Lithuania �
4800�
5800�
28�
30�
�
Poland �
6200�
7500�
36�
40�
�
Romania �
5600�
5800�
32�
31�
�
Slovakia �
7400�
8900�
43�
47�
�
Slovenia�
11300�
13000�
65�
68�
�
Average�
6600�
7500�
38�
40�
�
Source: Eurostat





Table 2: Financial resources allocated to the new EU member states 


(as agreed by the European Council in Berlin, 24-25 March 1999)





Enlargement  (appropriations for commitments)	(million 1999 euros)�
�
�
�
�
�
�
�
2002�
2003�
2004�
2005�
2006�
�
Heading 8 (Enlargement)�
6450�
9030�
11610�
14200�
16780�
�
Agriculture


Structural operations


Internal policies


Administration�
1600


3750


730


370�
2030


5830


760


410�
2450


7920


790


450�
2930


10000


820


450�
3400


12080


850


450�
�



Table 3: Financial resources envisaged for the pre-accession assistance to the applicant countries (as agreed by the European Council in Berlin, 24-25 March 1999)





Pre-accession instruments	(Mio. euros 1999 prices)�
�
�
�
�
�
�
�
�
�
2000�
2001�
2002�
2003�
2004�
2005�
2006�
�
Pre-accession instruments





PHARE


Agricultural


Structural�
3120








1560


520


1040�
3120








1560


520


1040�
3120








1560


520


1040�
3120








1560


520


1040�
3120








1560


520


1040�
3120








1560


520


1040�
3120








1560


520


1040�
�












Table 4: Effects of enlargements on voting rights in the Council





Country�
population (m)�
votes in the Council�
�
Germany�
81.5�
10�
�
United Kingdom�
58.3�
10�
�
France�
58.0�
10�
�
Italy�
57.2�
10�
�
Spain�
39.6�
8�
�
Netherlands�
15.4�
5�
�
Greece�
10.4�
5�
�
Belgium�
10.1�
5�
�
Portugal�
9.9�
5�
�
Sweden�
8.8�
4�
�
Austria�
8.0�
4�
�
Denmark�
5.2�
3�
�
Finland�
5.1�
3�
�
Ireland�
3.6�
3�
�
Luxemburg�
0.4�
2�
�
?�
371.5�
87�
�
Minimum population required behind, no. of votes required for QMV�
216.3 (58.30%)�
62�
�
Poland�
38.4�
8�
�
Czech Republic�
10.3�
5�
�
Hungary�
10.1�
5�
�
Slovenia�
2.0�
3�
�
Estonia�
1.5�
3�
�
Cyprus�
0.7�
2�
�
Romania�
22.8�
6�
�
Bulgaria�
8.8�
4�
�
Slovakia�
5.4�
3�
�
Lithuania�
3.7�
3�
�
Latvia�
2.6�
3�
�
Subtotal�
43.3�
45�
�
?�
477.8�
132�
�
Minimum population required behind, no. of votes required for QMV�
240.3 (50.29%)�
94�
�






Source: Giering et al. 1999 and Stubb 1999. The votes in the Council and seats in the Parliament were calculated on the basis of a continuation of the current system: Cf. for the votes in the Council EU document CONF/3815/97 and similar calculations in: Bieber/Bieber 1997.
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