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Summary

The main argument of this paper isbased on the assumption
that the European integration process has a vertical rather
than horizontal character. The political relations reflect the
international division of labour that hasbeen placed on the
axes centre-semiperiphery-peripheries. The centre contains
the old member states of the EU (Group I'), the semiperiph-
eries - the new member states (Group II? and III®), the pe-
ripheries - the Western Balkan states (Group IV*) and the
EU Eastern neighbourhood®.

When analysing GDP per capita dynamics, during the last
twenty years, the greatest economic jump in comparison
with the year 2000 took place in the peripheral economies,

' Austria, Belgium, Demark, Finland, France, Germany, Greece, Italy, Ireland, Luxembourg,
the Netherlands, Portugal, Spain, Sweden, and - when appropriate - the UK.

2 Countries that have been included during the Big Enlargement of 2004: Cyprus, Czechia,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, Slovenia.

®  Countries that joined the EU after 2004: Bulgaria, Croatia, Romania.

4 Albania, Bosnia and Herzegovina, Kosovo, North Macedonia, Montenegro, Serbia.

> Belarus, Moldova and Ukraine, although for reasons of clarity, the author refers some-
times to other post-Soviet republics.
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i.e.,in Eastern Europe and the Western Balkans (Group IV),
followed by three new EU Member States (2007) (Group III),
then the countries that joined the EU in 2004 (Group II),
and finally, the relatively weakest growth was recorded in
the old Union (Group I). The distance between the groups,
however, has been preserved.

Analysis of the Human Development Index shows two
trends; firstly, a positive and the greatest change can be not-
ed in the [, I, and III groups, i.e., in the old Union and the
new member states, which joined in 2004 and in 2007/11.
Otherwise, the states without membership in the EU noted
the least significant increase in the HDI. Secondly, the dif-
ference between particular groups of states has increased.
The distance between the I and the II group has been pre-
served as well as the supremacy of the Old Union. The dis-
tance between the [, I, and III groups on the one hand and
the Western Balkans and Eastern Europe, on the other, has
increased, thus the gap between the EU and non-EU neigh-
bouring states has deepened.

Taking into account the two indicators above, plus Actu-
al Individual Consumption, a significant difference in the
standard of living among the societies of the regions being
compared here can be noticed. These differences persist,
although they change slightly to the advantage of periph-
eral and semi-peripheral countries. Nevertheless, changeis
very slow, meaning that in practice it takes many decades
for life levels to equalize - a period of time that eludes even
abstract attempts at social, economic, political or any other
predictions.

The strength of an economy can be shown by the Eco-
nomic Complexity Index and GDP. These indicators clear-

8 POLICY PAPERS 3/2022
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ly illustrate the persistence of the differences in the level
of economic development. Differences that have been in-
creasing since the 1980s. The semi-peripheral countries
thatjoined the EU in 2004 have benefited the most. The re-
maining groups show a level of economic complexity that
ismore than halflower than in the states of the EU core, and
also almost halflower than in the semi-peripheral countries.

Persistently high trade deficits also reflect the unfavoura-
ble access to capital and labour for these countries. Deprived
of capital, and thus access to techniques, tools, infrastruc-
ture, etc., Western Balkans (WB6, Group IV) companies
are not able to compete in the EU markets. In fact, access
and effective functioning in the European market is only
possible thanks to investments from EU countries. Such
investors have not only capital but also know-how of the
European market and significant administrative and qual-
ity requirements on the part of EU and state institutions. In
other words, apart from the capital they have, EU investors
know how to turn the money around, how to obtain external
financing, and what problems and obstacles to anticipate
in the demanding European market. These are the things
that regional investors from WB6 miss most often. Under
these conditions, WB6 countries can only compete to de-
value the currency or lower labour costs in order to attract
investment and / or increase export-oriented production to
the EU’s developed markets.

These socio-economic conditions have led to two major
consequences: combined and uneven development with-
in the European integration process, which, in turn, leads
towards the preservation of division of labour and power
within the Union.

POLICY PAPERS 3/2022 9
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Therefore, the EU Enlargement policy, as well as other
policies directed towards the immediate neighbourhood of
the EU in Eastern Europe as well as in North Africa, should
take into account this uneven development, and this cir-
cumstance should be prioritised as a factor that determines
political tensions of domestic and international character by
preventing further development that would lift peripheric
countries in the hierarchy.

10 POLICY PAPERS 3/2022



Introduction

This text has been born out of a need to critically assess the
enlargement of the EU and the process of EU integration
itself. As such, it does not call for the deconstruction of
the Union, but rather for an indication of its failures, that
should be addressed and subsequently mended. While the
majority of research papers, academic pieces, public doc-
uments, as well as press articles and other types of texts,
focus on the misconduct of the neighbouring states in the
Western Balkans, this paper looks into the miscalculations
of the EU enlargement policy. The EU enlargement policy,
as well as the European integration process in general, al-
though bringing relative prosperity and stability, has been
accompanied by ongoing political frustration.

It is worth noting that the enlargement policy should
be perceived as a deepened, expanded, and better-founded
matrix of the European Neighbourhood Policy. Therefore,
this paper is especially relevant after the Russian invasion
of Ukraine and following increased pressure to integrate
Ukraine, Moldova, and Georgia into the EU.

POLICY PAPERS 3/2022 m
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The projectisbased on a critical approach toward the ne-
oliberal explanation of the EU Enlargement for the follow-
ing reasons: the founding fathers of what is known today
as the European Union understood integration in terms of
aliberal assumption of the widespread positive effects ofall
the participants. In fact, they began building the common
European structures and institutions by highlighting com-
mon economic goals, political aims, and fundamental social
values. Therelative success, vis a vis the Eastern Bloc, of the
Western European model of integration and development,
had limited critical approach to the questions and directed
attention to institutional solutions and procedural paths
related to the European integration.

This liberal, and later neo-liberal, character of the Eu-
ropean integration has been reflected in areas of trade and
foreign investments of the European Union. Trade policy
is crucial, firstly because of the value of this trade; between
1999 and 2010, foreign trade for the EU doubled reaching
a level of 30% of the EU’s GDP. In 2020, the value of trade
between the EU and its ten top trading partners reached
2.687 trillion EUR. Moreover, between January 2002 and
January 2020, exports of goods within the EUincreased from
121 billion EUR to 256 billion EUR. In 2018, the EU members
had atrade surplus equal to 152.1billion EUR. In 2020 the EU
current account surplus was 349 billion EUR, corresponding
to 2.6% of GDP®.

The same trends are shown by statistics related to foreign
direct investment. According to the Eurostat: “at the end

¢ Data available at Eurostat website: https://ec.europa.eu/eurostat/web/internation-
al-trade-in-goods [25.03.2022].

12 POLICY PAPERS 3/2022
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of 2017, the United States had the biggest share (34.2%) of
the EU28's FDI stocks abroad, valued at 2.6 trillion EUR; the
second-largest partner was Switzerland (13.4%). Otherwise,
offshore financial centres had the third-largest share (12.3%)
of the EU 28’s outward stocks of FDI at the end of 2017 (...),
while Asian countries together accounted for 15.2% of the
EU28 total (principally Singapore, China, Hong Kong, Japan,
India, and South Korea)". For comparison, the EU GDPin the
second quarter of 2021 was 3.543 trillion EUR. The EU cohe-
sion fund, the main financial tool aimed at strengthening
the economies of the CEE states between 2014-2020 amount-
ed to 64 billion EUR. The Next Generation EU (NGEU) recov-
eryfund, adopted within the 2021-2027 financial framework,
totals 806.9 billion EUR. This clearly shows how important
FDIs and trade are to the EU economy.

On the other hand, production factors (capital and la-
bour) move from the new member states and the EU neigh-
bourhood to the western European World. Several million
workers from countries such as Poland, Romania, Bulgaria,
Serbia, Croatia, and North Macedonia moved to the Unit-
ed Kingdom, Germany, and other western European coun-
tries in order to find work. In effect, they provided western
economies with cheap labour. These processes also helped
the new member states by enabling inflow of remittances
and a decrease in the unemployment rate, thus stabilising
kin-countries’ economies.

Integration of the CEE countries into the EU as well as the
following economic expansion of the western companies,

7 Eurostat, Foreign direct investment - stocks, https://ec.europa.eu/eurostat/statistics-ex-
plained/index.php?title=Foreign_direct_investment_-_stocks [25.03.2022].
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principally in the form of FDI’s, led to a transfer of profits
to the western European company seats. Foreign investors
very often benefited from tax exemptions offered by host
countries in order to draw new investments.

The new member states of the EU have been subjected
to demanding and strict budgetary rules and regulatory re-
quirements. This imposed neoliberal principles that were
relatively easy to adopt by states which already functioned
within an open, liberal, capitalist market such as the United
Kingdom and Ireland (joined in 1973), Spain and Portugal
(joined in 1986), or Sweden, Finland, and Austria (joined in
1995). For the post-communist countries, who required ap-
proximately 10 years in order to carry out a comprehensive
transition, the reforms were extremely costly and, as such,
provided space and time for the establishment of a strong
entrepreneurial base. The conditions were not suitable for
concentration of capital, know-how, or human resources,
which are required for the development of a sustainable
economy, able to compete with the western European com-
panies in the highest value-added sectors of the economy.

The same apprehensions are revealed by closer scruti-
ny of particular EU policies. The EU Cohesion Fund, for ex-
ample, the main financial tool aimed at strengthening the
economies of the CEE states between 2014-2020, amounted
to 64 billion EUR. As such, it has been focused on environ-
mental issues and transport networks. The transport policy
has been modified to limit the competitiveness of the CEE
companies by forcing them to adopt the Western scale of
wages while providing services in Western Europe. The EU
Green Deal, while aimed at the important issue of environ-
mental protection, is based on access to expensive technol-

14 POLICY PAPERS 3/2022
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ogies and will require further economic transformation of
the CEE states.

Therefore, in this policy paper, we will focus on answer-
ing the following questions: 1. How has the relative (com-
pared to Western Europe) standard of living changed over
time (1989-2020) in CEE and SEE? 2. How has the relative
economic strength of the CEE and SEE states changed over
the same period of time? A further question concerning the
manner in which these two factors (the answers to Q1 and
Q2) affect the relationship of power within the EU should
be answered in a separate paper.

POLICY PAPERS 3/2022 15






1. A need for
fundamental changes

While theoretical considerations have often been dismissed
by policymakers as useless in their day-to-day work, the
author of this text believes that such an approach contains
a significant error. An error that leads towards either fail-
ure to recognise an obstacle or problem, or to provide an
incorrect solution.

The EU policy is a mixture of the three streams shown
above in the table “mainstream theories for EU integration”.
However, avoiding a discussion on the character of the Eu-
ropean integration leaves important questions unanswered,
problems unaddressed, and problems unsolved. In effect,
the citizens and voters become alienated from their own
political elites and from the idea of European integration,
cooperation, and partnership. The idea of what was once
a great vision of a prosperous and stable society, a world
without wars and political violence, has become an empty
shell. In fact, in recent years, every major EU-related referen-
dum in the Western European countries has shown a sig-

POLICY PAPERS 3/2022 17
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nificant level of discontent with and misunderstanding of
current European politics. Referenda on EU treaties in the
Netherlands and France in 2005, and in Ireland in 2008, as
well as the Brexit referendum, have shown just how much
dissatisfaction remains within society, which is supposed
to be content with its rights and welfare.

Therefore, it is important to emphasize that contempo-
rary (mainstream) scientific discourse has a problem with
the explanation of two ongoing phenomena that are very
much linked to European integration. The first is the so-
called illiberal turn in Central Europe, and the other is the
bad economic situation in the immediate neighbourhood
of Europe.

A critical approach to assessing contemporary develop-
ment in Central Europe indicates that the side-effect of Eu-
ropean integration is the high social cost of transformation.
From this point of view, we observe the preservation of the
existing relations of subordination of the vertical and feudal
character, with different countries serving as the core and
others as peripheries. The capitalist structure of the econ-
omy and the subsequently established social relations in
Europe lead us also to another general conclusion.

The European Union, or amore broadly understood pro-
cess of European integration, has been the subject of many
elaborations that have ignored the findings. Most of them
have been based on the two theoretical approaches dom-
inating the academic and public discourse - neo-liberal
and neo-realist. The main assumption of the mainstream

POLICY PAPERS 3/2022 19
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liberal theories such as neo-functionalism?, inter-govern-
mentalism®, or multilevel governance' is that the market
forces are expressions of an inner rationality of human na-
ture and constitute the realm of freedom in political affairs.
The author of this paper disagrees with these claims, basing
his criticism, (after Polanyi) on the assumption that market
forces are in fact contradictory to social values, and society
as such hasbeen opposing a free market economy from the
very beginning of its existence™.

Moreover, this text rejects the very idea that the market
forces accompanied by the liberalisation of internation-
al trade are a natural expression of free human will. Lack
of economic development, cultural dependency, and poor
political performance of the potential and new EU member
states as well as their being permanently disadvantaged to-
wards the West point to the need for a critical reconsidera-
tion of the European integration theories. Instead, another
approach to relations between market-, economic-, social-
and political power should be considered in the studies on

¢ E.B.Haas, The Uniting of Europe: Political, Social and Economic Forces, 1950-1957, Ste-
vens, London 1958; J. Tranholm-Mikkelsen, Neo-functionalism: obstinate or obsolete?
Areappraisal in the light of the new dynamism of the EC, “Millennium Journal of Inter-
national Studies’, vol. 20, 1991, no. 1, pp. 1-22.

° A Moravcsik, Preferences and Power in the European Community: A Liberal Intergov-
ernmentalist Approach, “Journal of Common Market Studies’, vol. 31,1993, no. 4; Idem,
The Choice for Europe. Social Purpose and State Power from Messina to Maastricht,
Cornell University Press, Ithaca 1998; also: A. Moravcsik and F. Schimmelfennig, Liberal
Intergovernmentalism, in: T. Diez and A. Wiener (eds.), European Integration Theory,
Oxford University Press, Oxford 2009.

"0 |.Bache and M. Flinders (eds.), Multi-level governance, Oxford University Press, Oxford
2004.

" K. Polanyi, The Great Transformation: The Political and Economic Origins of Our Time,
Beacon Press, Boston 2001.

20 POLICY PAPERS 3/2022



Behind the curtain: uneven development and the EU enlargement policy

Europeanintegration and in particular on EU policy towards
its neighbours.

The realist approach highlighted the necessity for in-
tegration of sovereign states in order to strengthen their
relative power, improve security, etc.”? The end of the So-
viet Union, however, had already excluded any serious ex-
ternal threat to European peace for over twenty years. It is
also difficult to conclude that the terrorist threat could be
the main driving force for European integration. Liberal
and realist theories do not explain the developments in
Central, Eastern, and South-Eastern Europe that followed
the fall of the Soviet Union and the dissolution of the East-
ern Block, which will be the subject of a separate section
of this work. The major criticism of realist theories is that
they ignore the existence and significance of social actors
in international relations while overestimating structural
impact. Jan Zielonka's Europe as an Empire builds a picture
of the European Union as a mediaeval empire of multilay-
ers of power and legitimacy, international institutions and,
onthe other hand, liberal economic regimes. Yet, Zielonka,
by ignoring the negative consequences of the free market
economy and society, and free international trade, fails to
explain the consequences of European integration and the
illiberal turn in politics.

2 RJ. Art, Europe Hedges its Security Bets, in: T.V. Paul, J.J. Wirtz and M. Fortmann (eds.),
Balance of Power: Theory and Practice in the 21st Century, Stanford University Press,
Redwood City 2004, pp.179-207; S.G. Jones, The Rise of European Security Cooperation,
Cambridge University Press, Cambridge 2007; L. Cladi and A. Locatelli, Bandwagoning,
Not Balancing: Why Europe Confounds Realism, “Contemporary Security Policy” 2012,
pp. 264-288.
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The social constructivist theory provides very useful
insights into the identity of its actors, their norms, values,
etc.®Fierke and Wiener try, for example, to compare the en-
largement of NATO and the EU through analyses of speech
acts, contextual change, and institutional interests. “Analy-
sis demonstrates how, given the dramatic change of context
with the end of the Cold War, the meaning of the Cold War
“promise” of the Helsinki final act was transformed into
athreat™. Yet, the question remains what particular social
forces were standing behind these particular choices. Why
the liberal order prevails within the discourse on Europe-
an enlargement? Why and which institutions are deciding
on the significance of some norms while ignoring others?

The critical theories concerned the co-constitution of
production and power that provide the material foundation
of social order®, setting the right track for research on the
European integration process, its causes, and consequences.
For Ernst Mandel, the European Union (“community” at the
time) was another stage of capitalist development, which en-
abled the accumulation of capital in Europe and as such, set
the stage for competition between European and American
capital'®. Anumber of scholars have picked up the question

B B.Buzan and O. Waever, Regions and Powers. The Structure of International Security,
Cambridge University Press, Cambridge 2003; J.T. Checkel and PJ. Katzenstein, Europe-
anldentity, Cambridge University Press, Cambridge 2009; F. Schimmelfennig, Strategic
Action in a Community Environment: The Decision to Enlarge the European Union to
the East, “Comparative Political Studies’, vol. 36,2003, no. 1-2, pp. 156-183.

¥ KM.Fierke and A. Wiener, Constructing institutional interests: EU and NATO enlarge-
ment, “Journal of European Public Policy’, vol. 6, 1999, no. 5, pp. 721-742.

B AW. Carfuny and JM. Ryner, Critical political economy, in: A. Wiener and T. Diez (eds.),
European Integration Theory, Oxford University Press, Oxford 2009, p. 228.

16 E.Mandel, Die EWG und die Konkurrenz Europa-Amerika, Europédische Verlagsanstalt,
Frankfurt am Main 1968.
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ofthe EU enlargement of 2004. For example, Bieler claimed
that “neo-liberal restructuring in Central and Eastern Europe
hastobe secured externally via EU membership, based onan
alliance between Central and Eastern European state élites
and transnational capital, represented by the Commission
and the European Round Table of Industrialists””. Dorothee
Bohle focuses on the neoliberal hegemony accompanying
the EU enlargement’®. John Agnew directs readers to the
multilayer Europe, which serves as a platform for increas-
ing EU global competitiveness®.

By answering the question of inequality within the EU,
the projectaims ata critical evaluation of the theories of Eu-
ropean integration. In the author’s opinion, the inequality
that will be shown in the following pages hasbeen a product
of the neoliberal model of the capitalist system that dom-
inated the EU in the 1970s and remained a key factor for
another 40 years. The turn towards green that Europeans
witness today provides some sort of alternative to this but
focuses on sustainability rather than equality or economic
solidarity. Without relative levelling-up of economic de-
velopment and quality of living of Europeans, populism,
corruption, mistrust, and nationalism will reap a political
harvest.

Additionally, we hope to be able to provide a better expla-
nation of the EU dynamics as well as the ongoing changesin

7 A.Bieler, The struggle over EU enlargement: a historical materialist analysis of Europe-
an integration, "Journal of European Public Policy’, vol. 9, 2002, no. 4, pp. 575-597.

'8 D. Bohle, Neoliberal Hegemony, Transnational Capital and the Terms of the EU's En-
largement, “Capital and Class" 2006, no. 88, pp. 57-86.

¥ J. Agnew, How many Europes? The European Union, Eastward Enlargement and Une-
ven Development, “European Urban and Regional Studies’, vol. 8, 2001, no. 1, pp. 29-38.
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the new and old member states, and in their peripheries in
the western Balkans. Although based on the factors thatare
commonly used in social sciences, this paper will endeav-
our to enrich the debate about European integration, the
European Union, and democratic and free market economy
transformation processes, which remains predominately
based on aliberal approach towards domestic and interna-
tional political domains.

Method

Expansion and war have been part of social development
since the very beginning of society, even if they had a pure-
ly tribal character. In fact, it is difficult to mark a clear dis-
tinction between imperialism and international relations?.
Imperialism, understood here as a form of dominance con-
stitutes the very character of IR. In general terms, it has
been determined by the need for economic expansion and
provoked by various factors. Economic expansion required
a strong political position, which for most of history could
only be achieved by superior military means being either
greater numbers or technology. It is economic expansion,
however, that stood behind imperialism, not the other way
around. It is imperialism with its political and sometimes
military tools that paved the way to economic dominance
and control over the production assets. Empires varied;
greatand small, global and regional, ancient, medieval, and
modern, all had referred to various models of dominance.
Dynamics in the world economy, together with the level of

A Galganek, Historia stosunkéw miedzynarodowych. Nierdwny i potgczony rozwéj, Dom
Wydawniczy Elipsa, Warszawa 2013, p. 974.
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technological advances, modified its essence. For this rea-
son, we can divide the process of expansion into four differ-
ent, although more or less connected, groups.

For the record, we have divided the region of Europe an-
alysed here into four groups, which reflect the level of ad-
vancement of integration within the EU project. These are
group [, i.e., the EU14 - the “old” 14 countries belonging to
the EU. Then, group II, or EU the 10, are the “new” 10 coun-
tries that joined the Union in 2004. Next is a small group
(III) of three countries that, inter alia, due to the relatively
low level of advancement of transformation and others,
joined the EU later and on slightly less favourable condi-
tions (EU3, i.e., Croatia, Romania, and Bulgaria). Group IV
consists of the Western Balkans countries (Albania, Bosnia
and Herzegovina, Montenegro, Kosovo, North Macedonia,
and Serbia). The western Balkans, due to their “European
perspective”, and deeper institutional cooperation, remain
well integrated with the EU. Sometimes, for better clarity, we
should also refer to data available for Eastern Europe such
as Belarus, Ukraine, and Moldova.

Table no. 2. Division on the axis centre-peripheries

Group  Countries

12 Belgium, the Netherlands, Luxembourg, Denmark, Germany, France,
Italy, Spain, Portugal, Sweden, Finland, Austria, Greece, Ireland

1] Poland, Czechia, Hungary, Slovakia, Slovenia, Cyprus, Malta, Lithuania,
Latvia, Estonia

1 Bulgaria, Croatia, Romania

2 Data will be gathered for the EU14/group |, although, when appropriate, the relevant
data concerning the UK will be included.
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Group  Countries

1% Serbia, Kosovo, North Macedonia, Bosnia and Herzegovina, Montene-
gro, Albania
IVa Belarus, Moldova, Ukraine

The above concept is similar to the concentric circles sug-
gested by Barry Buzan and Ole Waever in 2003%.

It is important to note that data from some other coun-
tries will be introduced to highlight the differences and di-
visions as well as the main aspect of this paper - the failures
and errors of the EU enlargement policy and the misjudge-
ments of the causes and consequences of the status quo.

For most of the indicators, the author has used a period
of 20 years between 2000 and 2019. Some other data, such
as Actual Individual Consumption or the Economic Com-
plexity Index, have different time extensions due to their
availability. Other indicators, when available and compa-
rable, have been used in a wider time frame - for example,
the Human Development Index for particular countries has
been shown for the period between 1990 and 2019.

In Chapter II, the positions individual countries occupy
onthe centre-periphery axis of the European integration will
be indicated. From a global perspective, it is relatively easy
to identify centres and peripheries. Problems arise when
analysing areas that have been economically integrated and
that additionally remain within one geographical, climatic,
and cultural area.

Itis, however, of crucial significance to indicate that divi-
sions and inequalities exist and, despite years of economic

2 B.Buzan and O. Waever, op. cit.
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transition of the former Eastern Bloc, and of European in-
tegration processes, they have not (with a few exceptions)
changed significantly. This inequality in turn reflects a dis-
proportion of political power and the international position
of particular states.

The dynamics of GDP per capita in Europe suggest that
countries outside Western Europe are catching up with the
core. This is shown in the graphic below.

Graphic no. 1. GDP per capita change in Europe

GDP PER CAPITA CHANGE IN EUROPE
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However, it should beremembered that the starting point
-1995 - used here as a reference point, marked one of the

2 GPF Geopolitical Futures, GDP per capita change in Europe, July 8,2016, https://geopo-
liticalfutures.com/gdp-per-capita-change-in-europe/ [27.03.2022].
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lowest moments of economic and social development in
decades. It is like comparing the current architecture in
Central and Eastern Europe with the architecture from 1945.
To better understand the level of development of the four
different groups of countries and their economies, we need
to look at the same factor from a different perspective.
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2. Divisions and inequality

Below, we shall focus on two dimensions of inequality: eco-
nomic strength and level of development. We will begin
with the latter.

2.1. Development

Relatively high incomes are sometimes achieved by
a non-developed economy; economically underdeveloped
states make a profit by selling, for example, unprocessed
goods or agricultural products, and this income and profit
could be transferred outside the country or accumulated in
the hands of the elite. In other words, despite the country’s
possible relative wealth, social tensions in peripheral coun-
tries would be high.

Therefore, the first indicator would be the standard of
living in individual countries. We can establish this by com-
paring three separate GDP per capita (PPP) indicators, the
Human Development Index, and the Actual Individual Con-
sumption index. While they do not reflect a perfect picture
of the level of human development and wealth, they will
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serve as sufficient to pinpoint the differences in develop-
mentbetween different countries. To compare the dynamics
of GDP per capita, we will refer to the data from the World
Bank.

Diagram no. 1. GDP per capita in the EU and its neighbourhood

GDP per ca pita (PPP, international USD, current prices,
thousands of USD)

1990 1995 2000 2005 2010 2015 2020

«=@=EU 15 e=@=EU10 ==e==EU3 WB e=g==EaP

Source: own studies, data from the World Bank.

The tables below show in more detail the GDP per cap-
ita indexes.

Table no. 3. Changes in GDP per capita (EUR) in the Old EU

PKB per capita (EU14) PKB per capita (EU14)

Member state 2000 2019
Luxemburg 55,361 121,292
Ireland 30,184 88,240
Netherlands 31,882 59,554
Sweden 29,629 55,819
Germany 27,209 56,278
Austria 29,715 58,946
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PKB per capita (EU14) PKB per capita (EU14)

Member state 2000 2019
Denmark 30,640 60,178
Belgium 27,794 54,904
France 27,501 49,435
Finland 26,794 51,426
Italy 27,082 44,248
Spain 21,592 42,195
Portugal 18,883 36,639
Greece 19,523 30,722
Average 31,254 57,848 (+85%)

Source: own studies, data from the World Bank.

Table no. 4. Changes in GDP per capita (EUR)
in the new EU member states (Group Il)

Member state PKB per capita (2000) PKB per capita (2019)
Malta 18,362 46,279
Cyprus 23,556 41,254
Czechia 16,241 43,299
Slovenia 18,007 40,983
Slovakia 11,380 34,066
Lithuania 8,449 38,501
Estonia 9,437 38,915
Poland 10,676 34,431
Hungary 11,857 34,507
Latvia 8,032 32,190
Average 13,600 38,442 (+182%)

Source: own studies, data from the World Bank.
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Table no. 5. Changes in GDP per capita (EUR)
in the new member states (Group I11)

State PKB per capita (2000) PKB per capita (2019)
Croatia 10,586 30,140
Romania 5,850 32,297
Bulgaria 6,424 24,789
Average 7,620 29,075 (+281%)

Source: own studies, data from the World Bank.

Table no. 6. Changes in GDP per capita (EUR)
in the EU Eastern neighbourhood

State PKB per capita (2000) PKB per capita (2019)
Belarus 5,808 19,997
Ukraine 4,106 13,341
Moldova 3,083 13,626
Average 4,332 15,654 (+261%)

Source: own studies, data from the World Bank.

Table no. 7. Changes in GDP per capita (EUR)
in the Western Balkans (group 1V)

State PKB per capita (2000)  PKB per capita (2019)
Bosnia and Herzegovina 4,549 15,883
Montenegro 6,004 23,189
Albania 3,862 14,496
Kosovo 3,561 11,870
North Macedonia 6,128 17,607
Serbia 6,021 19,013
Average 5,020 17,009 (+238%)

Source: own studies, data from the World Bank.

The above tables show that the greatest economic jump
in comparison to 2000 took place in the peripheral econo-
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mies, i.e., in Eastern Europe and the Western Balkans, fol-
lowed by the three new EU Member States (2007), then the
countries that joined the EU in 2004, while the relatively
weakest growth was recorded in the so-called Old Union.
Nevertheless, it should be emphasized that the level of GDP
per capita expressed in international dollars was still un-
doubtedly the highest in the latter group. The percentage
of the average for each group in relation to the EU14 is pre-
sented in the table below.

Table no. 8. Change in GDP per capita (EUR)

in relation to the EU14
EU14 EU10 EU3 Eastern Western
Europe Balkans
2019 57,848 (100%) 66% 50% 27% 29%
2000 31,254 (100%) 43% 24% 13% 16%

Source: own studies, data from the World Bank.

However, GDP per capita does not reflect the real stand-
ard ofliving. An indicator that, in addition to economic data
(gross national income), also includes data on the standard
ofliving (life expectancy, health, education level) is the Hu-
man Development Index?.

The trends shown above can be confirmed by the Human
Development Index in the table below.

Table no. 9. HDI in EU141990-2019

1990 2019
Ireland 0.773 0.955
Germany 0.808 0.947

# Human Development Index, https://hdr.undp.org/en/composite/trends [21.01.2022].
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1990 2019
Sweden 0.821 0.945
Netherlands 0.836 0.944
Denmark 0.806 0.940
Finland 0.790 0.938
Belgium 0.813 0.931
Austria 0.803 0.922
Luxemburg 0.797 0.913
Spain 0.761 0.904
France 0.786 0.901
Italy 0.776 0.892
Portugal 0.718 0.864
Greece 0.761 0.888
Average: 0.789 0.92

Table no. 10. HDI in new member states (Group Il)

1990 2019
Slovenia 0.774 0.917
Czechia 0.738 0.900
Malta 0.752 0.895
Estonia 0.735 0.892
Cyprus 0.735 0.887
Lithuania 0.728 0.882
Poland 0.718 0.880
Latvia 0.711 0.866
Slovakia 0.741 0.860
Hungary 0.708 0.854
Average: 0.734 0.883
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Table no. 11. HDI in new member states (Group I11)

1990 2019
Croatia 0.677 0.851
Romania 0.708 0.828
Bulgaria 0.708 0.816
Average: 0.697 0.831

Table no. 12. HDI the Western Balkan states (Group IV)

1990 2019
Montenegro 0.802 (2010) 0.829
Serbia 0.722 0.806
Albania 0.650 0.795
Bosnia and Herzegovina 0.679 (2000) 0.780
North Macedonia 0.677(2000) 0.774
Kosovo Lack of data Lack of data
Average: 0.706 0.796

Table no. 13. HDI in eastern European states

1990 2019
Belarus 0.686 (2000) 0.823
Ukraine 0.725 0.779
Moldova 0.690 0.750
Average: 0.700 0.784

From observation of the HDI, we can draw two basic con-
clusions. Firstly, the greatest positive change can be noted in
groupsI, II,and Il i.e., the Old Union and the new member
states who joined in 2004, 2007, and 2011. Otherwise, the
states without membership in the EU noted the least signif-
icantincrease in HDI. Secondly, the difference between par-
ticular groups of states has increased. The distance between
groupslandIl hasbeen preserved, as well asthe supremacy
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of the Old Union. The distance between groups I, II, and III
on the one hand, and the Western Balkans and Eastern Eu-
rope on the other has increased, thus the gap between the
EU and non-EU neighbouring states has deepened.

Eurostat has used Actual Individual Consumption (AIC),
another indicator of population material wealth.

Actual individual consumption, abbreviated as AlC, refers
to all goods and services actually consumed by households. It
encompasses consumer goods and services purchased directly
by households, as well as services provided by non-profit insti-
tutions and the government for individual consumption (e.g.,
health and education services). In international comparisons,
the termis usually preferred over the narrower concept of house-
hold consumption, because the latter is influenced by the extent
to which non-profit institutions and general government act as
service providers.

Although GDP per capita is an important and widely used
indicator of countries’ level of economic welfare, consumption
per capita may be more useful for comparing the relative welfare
of consumers across various countries®.

The map below shows AIC per capita in the EU and the
candidate country in 2019.

*  Eurostat, Statistics Explained, Glossary: Actual individual consumption (AIC), https://
ec.europa.eu/eurostat/statistics-explained/index.php?title=Glossary:Actual_individ-
ual_consumption_(AIC) [18.03.2022].
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Graphic no. 2. AIC in the EU member states
and candidate countries

Actual individual consumption per capita
(in PPS, 2020).

i 0 200 400 600 800km
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ec.europa.eu/eurostat
Source: Eurostat®.

None of the new Member States is in the first AIC group
(above average). According to Eurostat commentary, in 2020,
nine Member States recorded AIC per capita above the EU
average. The highest level in the EU was recorded in Lux-
embourg; 31% above the EU average, followed by Germany

% Eurostat, First estimates of purchasing power parities for 2020, June 21, 2021, https://
ec.europa.eu/eurostat/web/products-eurostat-news/-/ddn-20210621-14:~:text=Ac-
tual%2oindividual%20consumption%20%28A1C%29%20is%20a%20measure%20
of the%20EU%20averagev:20across%20the%2027%20Memberd20States [18.03.2022].
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(23% above) and Denmark (21% above). The Netherlands,
Austria, Finland, Belgium, Sweden, and France recorded
levels between 5% and 20% above the EU average.

In thirteen Member States, AIC per capita was between
the EU average and 25% below it. Eight of the new Member
States are in the second AIC group (equal to the average or
up to 25% below the average) including Romania. In Cyprus,
Italy, Lithuania, and Ireland the levels were 10% or less be-
low the EU average, while Spain, Czechia, Portugal, Malta,
Poland, and Slovenia were between 11% and 20% below.
Romania, Estonia, and Greece were between 21% and 25%
below the EU average.

The remainder of these countries - Latvia, Slovakia, Hun-
gary, Croatia, and Bulgaria - are in the last AIC group, where
the AICindex is atleast 25% lower than the EU average. Five
Member States recorded AIC per capita 25% or more below
the EU average. Slovakia, Latvia, Hungary, and Croatia were
between 25% and 35% below, while Bulgaria had an AIC per
capita of 39% below the EU average?’.

The Western Balkans countries are in the same, third
and last group, although their rates are generally lower
than those represented by the EU Member States, with the
exception of Montenegro whose AIC index for a long time
was higher than Bulgarian. The table below shows the evo-
lution of the index for selected countries in relation to the
EU average.

7 |bid.

38 POLICY PAPERS 3/2022



Behind the curtain: uneven development and the EU enlargement policy

Table no. 14. Changes in AIC

2016 2017 2018 2019 2020

EU 100 100 100 100 100
Eurozone 105 107 106 106 105
Poland 75 77 78 79 83
Hungary 63 65 66 67 69
Czechia 78 84 84 85 87
Slovakia 77 68 69 69 73
Slovenia 75 80 81 83 80
Lithuania 86 89 91 92 96
Latvia 67 70 70 71 72
Estonia 71 74 75 76 79
Malta 81 82 84 85 83
Cyprus 90 95 96 95 98
Croatia 59 64 65 66 67
Romania 63 70 74 79 79
Bulgaria 53 55 57 58 61
Bosnia and Herzegovina 41 41 41 41 43
North Macedonia 41 42 42 42 44
Serbia 45 48 48 49 40
Albania 39 38 38 39 52
Montenegro 54 57 59 60 61
Kosovo N/A N/A N/A N/A N/A

Source: Eurostat?,

In 2016, there were 7 states in the second AIC group, in
2017 - 6, as thisindicator decreased sharply for Slovakia, and

% Datafor2017,2018 and 2019: Eurostat News Release 181/2020 - 15 December 2020, Con-
sumption per capita in purchasing power standards in 2019, Consumption per capita
varied between 58% and 135% of the EU average, https://ec.europa.eu/eurostat/doc-
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in 2018, again 7 states, and later, including 2020 - 8 states.
All other countries were in the third AIC group, the lowest.
Bulgaria and Montenegro recorded a similar AIC index de-
spite the fact that one of these countriesisin the EUand the
other is outside it. Romania can boast good results, where
the standard of material living has increased significantly,
and AIC increased from 63 to 79. A bad result was seen in
Slovakia, where AIC fell from 77 to 69. Bosnia and Herzego-
vina, Albania, and Macedonia were the three poorest. Here,
countries have made only limited progress. AIC for Serbia
increased by four and for Montenegro by six.

Taking into account the three indicators discussed above,
we can observe a significant difference in the standard of
living of the societies among the regions compared here.
These differences persist, although they change slightly
to the advantage of peripheral and semi-peripheral coun-
tries. Nevertheless, the change is very slow, meaning that
in practice it takes many decades for life levels to equalize -
aperiod oftime that eludes even abstract attempts at social,
economic, political, or any other predictions.

Taking the above into consideration, we can clearly dis-
tinguish the line between developed and less developed
states. Moreover, the level of integration is correlated with
the stage of integration within the EU. The exceptions here
would be countries like Greece and Portugal which have
undergone very deep economic and financial crises, and

uments/cdsfcbof-faese-doce-0916-9be3ac231210 [09.03.2022], data for 2016: Eurostat
News Release 91/2017 - 13 June 2017, First estimates for 2016, Consumption per capita
varied by more than one to two across EU Member States, https://ec.europa.eu/eu-
rostat/documents/2995521/8065733/2-13062017-AP-EN.pdf/edd7c511-ce0o-4788-ae99-
7d310456d195 [09.02.2022].
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Malta, Cyprus, and the Czech Republic that, due to various
factors, enjoy the highest level of development within the
EU10 group.

2.2. Strength of economy

Per capita wealth would tell us how likely social tensions
are, but theindicators presented above will not tell us much
about the quality, stability, and strength of the economy of
particular states. It is the Economic Complexity Index (ECI)
that reflects the level of stability, and thus resistance to cy-
clical market shocks, market destabilization resulting from
sudden political changes, armed conflicts, or even natural
disasters. In other words, the higher the ECI, the more sta-
ble the economy. We will, therefore, see that the division
between the old and the new EU Member States, and those
outside the sphere of influence, differs in economic com-
plexity.

The table below shows the changes in the ECIlevel since
the 1980s. The available data does not always cover all the
countries discussed. All the important datarelated to the EU
enlargement have been calculated. In 1980 and 1985, three
Southern European countries - Greece, Spain, and Portugal
-joined the EU. 1990 was the year in which the transition to
a market economy gained momentum in Central and East-
ern Europe. 1995 reflects the accession of Austria, Finland,
and Sweden to the European Union. The years 2001 and
2005 show the next stepsin the process of Central and East-
ern Europe’s accession to the EU. Finally, the years 2010 and
2015 mark the EU’s integration policy in the post-crisis era.
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Table no. 15. ECl in individual countries of the old EU (Group )

(EU15)

(=] wn (=] n (=] n o wmn
State 3 > a & S S S S

- (o] -l Lo | o~ (o] N o~
Luxemburg
Ireland 1.26 146 158 147 157 144 134 144
Netherlands 1.13 141 166 142 137 105 1.04 137
United Kingdom 1.83 1.9 213 1.87 1.96 1.7 1.56 1.6
Sweden 197 19 231 22 203 202 1.68 1.85
Germany 1.88 2.27 225 213 185 2.09
Austria 1.73 1.8 21 198 168 191 1.67 1.62
Denmark 1.3 161 1.8 168 156 1.27 1.27 1.24
Belgium 149 164 174 161 157 117 1.19
France 1.58 179 188 1.76 1.65 1.47 149 1.43
Finland 1.44 173 207 196 1.88 192 166 1.73
Italy 164 177 194 167 147 141 134 115
Spain 1.17 1.36 1.5 1.31 1.17 0.92 1.04 0.84
Portugal 1.03 0.97 0.86 0.42 0.6 0.59 0.67 0.37
Greece 0.46 051 0.32 0.18 035 0.15 0.29 0.21
Average 1.38 1.53 1.70 1.55 150 1.36 1.29 1.30

Source: The Observatory of Economic Complexity?.

»  The Observatory of Economic Complexity, https://oec.world/en/home-a [02.01.2017].
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The relevant indicators for the 10 new member states
(2004) look as follows:

Table no. 16. ECl indicator for the new member states (Group Il)

(EU10)
o n o n o n o wn

Malta

Cyprus 0.51
Czechia 143 155 164 162 1.66
Slovenia 1.4 139 163 138 1.44
Slovakia 131 144 131 136 131
Lithuania 0.19 0.14 068 0.64 0.71
Estonia 0.35 035 083 0.78 0.96
Poland 1.22 1.2 1.07 0.8 1.03 0.97 1.12 1.14
Hungary 0.98 1.2 1.09 0.97 1.09 1.31 1.38 1.36
Latvia 0.13 0.1 0.68  0.65 0.75
Average 110 1.20 1.08 0.82 0.88 1.13 111 1.09

Source: The Observatory of Economic Complexity.

For the three Member States that joined the European
Union last (2007 and 2013):

Table no. 17. ECl indicator in the EU3

(EU3)

State 1980 1985 1990 1995 2000 2005 2010 2015
Croatia 071 0.69 084 089 0.7
Romania 081 114 111 067 058 066 073 0.64
Bulgaria 075 129 1.05 049 049 032 058 0.3

Average 0.78 121 1.08 0.62 058 0.60 0.73 0.59

Source: The Observatory of Economic Complexity.
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For the Eastern European and the Western Balkan states:

Table no. 18. ECl indicator for the Eastern European
and the Western Balkan states

Eastern Europe and the Western Balkan states

o n [=] n o n o n
State a S S S 8 S =) S
i - - - ('] (o] (o] o
Belarus 0.59 0.6 1.06 0.68 0.86
Montenegro
North 0.26 -0.23 -0.18 -0.01 -0.29
Macedonia
Serbia 0,66 0.61
Albania 0.61 0.16 -0.05 -0.6 -0.22 -0.32 -0,5 -0.83
Bosniaand 0.52 0.2 049 057 035
Herzegovina
Ukraine 0.4 073 057 068 0.73
Moldova 0.19 0.17 -0.01 0.04 -0.39
Average 0.61 0.16 0.05 0.15 0.208 0.26 0.30 0.14

Source: The Observatory of Economic Complexity®.

The above tables clearly show the persistence of the dif-
ference in the level of economic development. Differences
have been increasing since the 1980s. The semi-peripheral
countries thatjoined the EU in 2004 benefited the most. The
remaining groups show alevel of economic complexity that
ismore than halflower than in the states of the EU core and
almost half lower than in the semi-peripheral countries.

The last factor to consider is GDP, which has been briefly
addressed in the introduction. The criticism to which this
factoris subject mainly concerns the level of people’s quality

o Ibid.
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of life, which this indicator largely ignores. However, this
issue was discussed at the beginning of this chapter. The
GDPindicator in nominal prices will show us the size of the
economy, regardless of the quality of life of consumers or
the quality of public services, etc. In other words, we will see
how much moneyis available in individual markets - whatis
the economic strength of individual countries and regions.
The table below also contains data on the percentage of in-
dustry, agriculture, services, and processing in the GDP of
individual countries and the change between 2010 and 2019.
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The tables above show the differences between the old
Union and the new Member States, along with peripheral
countries. Only Belarus, Serbia, and Ukraine have GDP in-
dicators comparable to other European countries that are
similar in terms of demographics. The difference is visible
among smaller countries: Moldova, Albania, Kosovo, North
Macedonia, or Montenegro on the one hand, and Cyprus,
Malta, or Estonia on the other. The share of agriculture in
the GDP of the Western Balkans and East-European coun-
tries is also significant. Group II and IIl preserved their rel-
atively strong industry and manufacturing segments of the
economy. The bulk of the Group I GDP is generated by ser-
vices, with the exception of Ireland, which has significantly
increased its industry and manufacturing sectors.
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3. Trade

The ongoing debate on the integration of WB6 countries
with the European Union is based on a neo-classical ap-
proach to economic exchange and the integration of sep-
arate economies into a single, well-functioning organism.
A free-market economy and free trade are the foundations
of the gradual integration of the EU periphery into the EU
single market. As Bob Milward writes, the idea of the com-
prehensive benefits of free international trade has become
so widespread and institutionally entrenched that critical
voices have become inaudible, especially around the nego-
tiating tables. The acronym TINA (There is no alternative)
has been used with regard to free trade. In line with this
logic, any other solution to international trade conditions
is simply not credible and its effects would be suboptimal.
The optimal and rational solution, in accordance with the
assumptions of classical theories of a liberal basis, such as
David Ricardo’s theory of comparative costs or Hecksher
and Ohlin’s theory of abundance of income, is the free, un-
hindered flow of goods as well as services, labour, and cap-
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ital. State protectionism is a curse and free trade benefits
all participants®.

Inthe case of the Western Balkans, these principles have
been guaranteed, inter alia, by Stabilization and Association
Agreements and the so-called Autonomous Means of Trade.
These instruments are intended to increase trade and thus
prepare WB6 for EU membership when the time comes.
At the same time, political ties have been developed. Al-
though called a dialogue in the official nomenclature, they
had the character of a monologue, lesson, or contribution.
This triggered further political pressure to reform the EU-
like economy, enabling further integration with the Union.

The 2020 International Monetary Fund report on the
situation in North Macedonia is a good example of a se-
lective, potentially misleading, and consequently harmful
assessment of the situation. The authors emphasize that
although economic growth in North Macedonia has been
“solid” over the past two decades, it has not been sufficient
to significantly reduce the income gap in North Macedonia
compared to the European Union. Drawing on the experi-
ence of other countries, the accession to the EU, to which
North Macedonia is aspiring, has the potential to strengthen
growth prospects. Currently, the macroeconomic indicators
and regulatory quality of North Macedonia are comparable
to those of Central and Eastern and South-Eastern Europe
(CESEE) at the start of accession negotiations with the EU.
However, like other Western Balkan countries, North Mace-

% B.Milward, International Trade and Sustainable Development. Economic, historical and
moral arguments for asymmetric global trade, Routledge Studies in the Modern World
Economy, Routledge, London and New York 2020, p. 13.
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donia’s position appears less favourable in terms of corrup-
tion control and the rule of law. Empirical analysis shows
that EU accession negotiations and the related improvement
inthe quality of institutions, the rule of law, and corruption
control can significantly increase income convergence®.

So, let us now look at the experiences of the EU10. The
transformation of 1989 and its consequences led to a rapid
reorientation of the economies of Central and South-Eastern
Europe, including trade routes. Central and Eastern Europe
were quickly integrated into the EU market, both in terms
ofimports and exports. New markets were subordinated to
the core as a periphery and as such became Western buyers
of industrial goods, suppliers of less developed products,
and component producers for Western companies. Francois
Lemoine, a senior economist at the Centre d'Etudes Prospec-
tives et d'Informations Internationales (CEPII) in Paris, not-
ed: “since 1989, trade relations between the EU and Central
and Eastern Europe have intensified rapidly, and the increase
in trade flows has been accompanied by the establishment
and strengthening of co-operative links between western
and eastern industries. Western companies expanded their
production networks to Central and Eastern Europe as part
of their internationalization strategy. This strategy has two
different goals: improving price competitiveness and taking
advantage of potential markets”*.

22 IMF, IMF Staff Country Reports, Republic of North Macedonia. Selected Issues, “IMF
Country Report no. 20/25", January 2020, p. 2.

®  F.Lemoine, Integrating Central and Eastern Europe in the European Trade and Produc-
tion Network, “Working Paper 107", July 1998. Prepared for the Kreisky Forum and BRIE
Policy Conference “Foreign Direct Investment and Trade in Eastern Europe: The Crea-
tion of a Unified European Economy”, Vienna, June 5-6,1997. Published jointly with the
Center for German and European Studies, University of California, Berkeley, p. 4.
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The dynamics of trade between Central and Eastern Eu-
rope and the EU accelerated significantly already in the

1990s. The table below presents the dynamics of trade be-

tween Central and Eastern Europe and the EU.
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Diagram no. 2. Dynamics of trade between the CEE and EC/EU

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Imports from CEE

Exports to CEE

Source: IMF statistical Yearbook 1997 and June 1999%.

Table no. 25. Trade deficit between Central and Eastern Europe
and the EC/EU (billions of USD)

1989-

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1998

0226 1.22 1.499 3.278 6.514 5181 9.363 15938 19.85 19.04 82.109

As can be seen in the above table, it is Western Europe
that has expanded its exports to Central and Eastern Europe
more than Central and Eastern Europe to the West. The ac-
cumulated foreign trade deficit during this time amounted
to over 82 billion USD. The same trends could also be ob-
served in later years.

Theyear before the great enlargement of 2004, trade with
the euro area remained at - or increased to, around 60% in

®  |bid.
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the case of V4, Slovenia, and Romania; 50% of Bulgarian,
Croatian, B&H, and Macedonian trade was directed to the
EU market; 40% of Turkish and Baltic trade; and around
80% of Albanian trade®®.

The trade integration of the new and old Europe in-
creased rapidly in the years leading up to EU integration.
In the years 1993-2003, the share of Central and Eastern
European countries in trade with the euro area countries
almost doubled, from 5.7% to 10.6%. In 2003, the share of
CEE and SEE in the trade of the Eurozone was 13% (10.6% in
CEE countries and 2.3% in SEE countries). Thisis almost the
same as the United States (13.6%) and much more than Japan
(4.3%), China (5.4%), and Russia (1.5%)*. The same trend
can be observed after the enlargement of the EU in 2004.
The case of German involvement in Central and Eastern Eu-
rope is very characteristic and telling here. As summed up
by Konrad Poptawski from the Centre for Eastern Studiesin
Warsaw, economic cooperation between Germany and the
V4 has brought mutual benefits in recent years. After 1989,
Germany assumed the position of the most important trade
and investment partner of the V4 countries. As such, ithad
a decisive influence on the direction of economic changes
in individual countries. German companies from sectors
such as automotive, finance, and energy have gained signif-
icant market shares. To complete the picture, it must also be
emphasized that in recent years, the economic importance
of the V4 has also grown in Germany. The countries of the

% M.Bussiére, J. Fidrmuc and B. Schnatz, Trade integration of Central and Eastern Euro-
pean Countries. Lesson from a gravity model, European Central Bank, “Working Paper
Series No. 545", November 2005, p. 9.

7 Ibid,, p. 1.

56 POLICY PAPERS 3/2022



Behind the curtain: uneven development and the EU enlargement policy

Visegrad Group have jointly become Germany's most impor-
tant trading partner while maintaining relatively balanced
trade relations®®. The overall value of French exports to the
Visegrad Group increased from 12.4 billion USD to 19.8 bil-
lion USD. Data on the remaining EU countries are presented
in the table below.

Table no. 26. Changes in exports of selected EU15 countries
to the V4 countries (billions of USD)

Exporting state (billions of 32?3‘; (billions of szgg; change %
Germany 65.8 141.3 115
France 12.46 19.83 60
Netherlands 8.49 23.41 175
United Kingdom 7. 11. 57
Belgium-Luxemburg 5.95 (data2015)11.39 91
Sweden 4.16 6.48 56
Denmark 2.29 3.92 71

Source: Economic Complexity Index®.

Going back to WB6, and taking Serbia as an example,
Customs duties on all products imported from Serbia into
the EU (apart from a few agricultural products covered by
preferential tariff quotas) were removed by the EU in 2000.
The reduction of import duties on EU-sourced goods began
nine years later, in January 2009, when Serbia voluntarily
initiated the implementation of the trade-related part of the
Stabilization and Association Agreement, known as the In-

% K. Poptawski, Rola Europy Srodkowej w gospodarce Niemiec konsekwencje polityczne,
Osrodek Studiow Wschodnich, “Raport OSW" 2016, p. 4.
¥ The Observatory of Economic Complexity, https://oec.world/en/home-a [02.01.2017].
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terim Agreement. This agreement introduced an asymmet-
ric trade liberalization in favour of Serbia in terms of both
industrial and agricultural products. Although these agree-
ments look favourable for Serbia, it is worth remembering
that in 2000 the country had just ended a nearly ten-year-
long period of armed conflict on its territory and abroad.
A conflict leading to international isolation from the West-
ern world, the successful secession of parts of its territory,
and the complete breakdown of production and trade and
production chains. According to the World Bank, Serbia’s
GDP in 2000 was about three and a half times lower than
the GDP of smaller Croatia (6.5 billion USD to 21.67 billion
USD, respectively)?°.

In 2000, the EU granted autonomous trade preferences
to all Western Balkan states. These preferences, which ex-
pired at the end of 2020, allowed all WB6 exports to enter
the EU free of duties and quantitative restrictions (only sug-
ar, wine, baby beef, and some fishery products enter the EU
under preferential tariff quotas). The consequences were
similar for the entire WB6. In the period 2003-2019, exports
to the EU28 increased from 4.1 billion EUR to 24.7 billion
EUR. At the same time, imports from the EU28 increased
from 10.1 billion EUR to 32.9 billion EUR. This means that
the trade deficit also increased from around 6 billion EUR
to billion EUR. In the years 2003-2019, the deficit exceeded
120 billion EUR. At the same time, intra-regional trade under
CEFTA 2006 grew “only” from 4 billion EUR in exports and

% European Commission, Western Balkans. EU trade relations with Western Balkans.
Facts, figures and latest developments, https:/policy.trade.ec.europa.eu/eu-trade-rela-
tionships-country-and-region/countries-and-regions/western-balkans_en [26.04.2022].
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3.9 billion EUR in imports in 2012 (23% and 12% of overall
trade, respectively) to 5.6 billion EUR in exports and 4.8 bil-
lion EUR in imports (18% and 10% of overall trade, respec-
tively) in 2018%.

For comparison, in the period 2007-2020, i.e., the peri-
od covering the two EU financial frameworks, the European
Union allocated 8.1 billion EUR to all six WB countries and
another 4.1billion EUR to a multi-beneficiary program that
included Turkey and Iceland (2011-13) and Croatia (2007-
13). Allocating these funds does not mean that they are
spent effectively; some of them were misallocated, some
were simply stolen, and some were “re-sent” back to the EU.
There is also EU emergency relief. The latest program was
devoted to fighting the negative consequences of COVID-19.
Out of 3.3 billion EUR, only 38 million EUR was allocated to
immediate support for the health sector, 455 million EUR
for the reactivation package, 389 million EUR for aid funds
for social and economic recovery, and 750 million EUR for
macro-financial assistance. However, 1.7 billion EUR was
provided for preferential loans granted by the European In-
vestment Bank. Therefore, it is highly unclear how much of
these funds actually ended up in the pockets of WB6 entre-
preneurs, hospitals, or social services. According to many
anonymous commentators, most of the funds go back to
the budgets of EU old Member States, for example, through
high consultation fees or purchase of high-tech equipment,
software, etc.

4 Data available at https://data.worldbank.org/.
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The chart below shows the value of imports and exports
of European Union countries with the countries of the West-
ern Balkans from 2009 to 2019.

Diagram no. 3. Value of imports and exports of European Union

countries with the countries of the Western Balkans
from 2009 to 2019 (billion EUR)

UE — WB6 trade

35
30
25
20
15
10

5

SoHrce: Eurostat 2020.
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

~—@— Import from the WB6 =@ Export to the WB6

Table no. 27. The amount of the trade deficit of the WB6
countries with the EU from 2009 to 2019 (billion EUR)

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
89 8 8.7 9.8 7.8 7.6 76 75 82 83 89 79

Source: Eurostat 2021%, own studies.

“  Eurostat, Statistics Explained, Western Balkans-EU - international trade in goods sta-
tistics, https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Western_Bal-
kans-EU_-_international_trade_in_goods_statistics&oldid=512860#:~:text=The%20
EU%20was%20the%20main,imports%2ofrom%20the%20Western%20Balkans
[22.03.2022].
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The above data, from the official website of the EU statis-
tical office - Eurostat, clearly indicate the huge trade deficit
experienced by smaller, poorer WB6 economies. Moreover,
the persistently high trade deficit also reflects the unfa-
vourable access to capital and labour for these countries.
Deprived of capital, and thus access to techniques, tools,
infrastructure, etc., WB6 companies are not able to compete
in the EU market. In fact, access and effective functioning
in the European market is only possible thanks to invest-
ments from EU countries. Such investors not only have
capital but also the know-how of the European market and
the significant administrative and quality requirements on
the part of EU and state institutions. In other words, apart
from the capital they have, EU investors know how to turn
the money around, how to obtain external financing, and
what problems and obstacles to anticipate in the demand-
ing European market. These are the things that regional
investors from WB6 miss most often. Under these condi-
tions, WB6 countries can only compete by devaluing their
currency or lowering labour costs in order to attract invest-
mentand/orincrease export-oriented production to the EU’s
developed markets.
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4. Financial involvement

In order to show the scale of involvement of the EU econ-
omies in the Western Balkans, and hence, the level of eco-
nomic impact and character, we should address the issue
of FDI and financial assistance originating from the EU and
directed towards the Western Balkans.

4.1.FDI
The scale of FDI stocks in the Western Balkans is presented
in the table below.

From the table above, we can clearly see that the EU is
the dominant economic actor in the WB. If we add regional,
US, UK, Norwegian, and Swiss investments, we see that the
outside (i.e., non-Western, and non-regional) engagement
is visible but of minor significance. The next table shows
the scale of FDI compared to the local economies.

Investments in the Western Balkans are, therefore, a sig-
nificant part of their gross domestic product. The most sig-
nificant part of the FDI originates from the EU.
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4.2. Financial assistance

The EU is also a donor of the major capital inflows to the
WB economies. For example, in October 2020, the Euro-
pean Commission adopted the Economic and Investment
Plan for the Western Balkans. Its goal is to provide a stim-
ulus for the “long-term economic recovery of the region,
support a green and digital transition, foster regional inte-
gration and convergence with the European Union™*3. The
plan involves 9 billion EUR of funding. The overall amount
of Instrument of Pre-accession Assistance (IPA III for years
2021-2027) was 14.2 billion EUR.

The above is designed to show that the level of involve-
ment ofthe EU institutions and enterprisesis relatively high
for the region of the Western Balkans. According to the dom-
inant assumptions of FDI and international trade theories,
these, stemming from the West’s funds, know-how, as well
as expertise, social contacts, etc., should have provided new
momentum for progress and development in the Western
Balkans. They did not.

% Economic and Investment Plan for the Western Balkans, October 7, 2020, https://www.
wbécif.eu/2020/10/07/economic-and-investment-plan-for-the-western-balkans/#:~:tex-
t=Economic%20and%z20lnvestmentv%20Plan%20ford%20the%20Westernd20Balkans,re-
gional%2ointegration%20and%20oconvergenced%2owith%20the%20European%:20
Union [27.04.2022].
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Conclusions

This policy paper does not exhaust the question of European
enlargement policy or the peripheralization process with-
in and beyond the EU. It does, however, prove the existence
of two phenomena that accompany the European integra-
tion process: the uneven and combined development and
preservation of existing power relations within the EU. It is
important to emphasize that both questions, of combined
development as well as power relations, require further
research that is not possible here due to the limitations of
this work.

Combined and uneven development

Observing the European Union and its immediate neigh-
bourhood provides an image of circles around a Western
European core. The closer to the core, the more chances
that the economy is prosperous, the country stable, and the
society relatively wealthy, or wealthy enough. Group Iis the
most developed, and Group IV is the least favourable group.
In fact, we could add some subgroups such as the southern
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European states, Spain, Portugal, and Greece. They joined
as developing states in the 1980s and remain the least ad-
vantaged within Group I. The countries of Western Europe
(Austria, Sweden, and Finland), which joined in the 1990s,
were already on a much higher level of development than
Spain or Portugal in the 1980s and, as such, they endure.
In this paper, we have shown that the development of the
Western Balkans, although visible in absolute terms, re-
mains practically non-existent when analysed in relation
to the “core” EU countries. In other words, the development
is uneven - the greatest beneficiaries of the European in-
tegration project are the richest countries, well embedded
within the EU structure. Those on the peripheries reap the
least of the benefits.

We can also conclude from this that there are many in-
dicators that such development is combined. The develop-
ment of one economy occurs at the expense of new member
states, and the EU neighbourhood. Such a relationship al-
lows one economy to develop faster while hampering the
development of the other, subordinated periphery. In other
words, highly technologically advanced and well-capitalised
western economies benefit from access to the markets and
cheap labour in CEE and SEE/WB. In turn, peripheric econ-
omies are forced to compete only by labour costs, which in
turn provokes major disbalance in social welfare, etc.

Preservation of power relations

This uneven development serves as a platform that enables
the preservation of power relations within the EU. Relations
that favour the old Union over the new one. As a net payer to
the common EU budget, old member states of the EU, who
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remain behind its original logic, as well as established liberal
democracies, claim to be more equal than the newcomers.

The hegemony that accompanies this relationship pro-
vides the rationale behind such a set-up. As mentioned
above, itisa conviction that the combination of experience,
welfare, and institutional set-up should serve asa model and
apoint of reference for developing economies. As such, rep-
resentatives of the old Union would serve as advisors and
ultimate judges of progress in the new member states of the
Union, and beyond.

The inability of peripheric and semi-peripheric states
to change the status quo results from their poor economic,
social, and political outcomes. These states have neither the
strength nor the quality to build an argument. Subsequently,
the uneven development reinforces their peripheral status,
which in turn diminishes their political influence and, there-
fore, reproduces their inferior position within the European
integration process.

What's next? Economic expansion through technological
dominance

With the fall of the Berlin Wall and the disintegration of
the Eastern Bloc, it became clear which of the ideologies
remained victorious in the ring. And, in an ideologically
unipolar world, the dominant thought can easily become
a hegemonic one. Subsequently, the Western core, under
the banner of liberal capitalism, began a new wave of ex-
pansion, which covered most of Europe. Former ideological
adversaries such as China and Russia also adopted similar
socio-economic models, avoiding as far as possible, however,
the Western patrimony. The concepts such as “free market”

POLICY PAPERS 3/2022 69



Jan Mu$

or “international trade”, accompanied necessarily by “liberal
democracy” and a set of “human rights” protection mecha-
nisms, became a dominant part of international discourse
and were widely accepted.

Most economically advanced countries have had to find
another way to preserve this status. Territorial conquestand
colonisation remain mostly out of the question. Conquering
foreign markets in the traditional way, by sending cheaper
and better products, requires some additional tools. One of
theseistechnological advancement, which enables the core
countries to stay one step ahead of the peripheries, repro-
ducing cheaper and gradually better products. China, for
example, and some other Southeast Asian countries such
as Vietnam, Indonesia, etc., have gained relatively high po-
sitions in international relations by using cheap labourand
selling their products to the more advanced markets.

To remain in an advantageous position relative to its
peripheries, a country needs to advance technologically.
Technological advancement means the ability to use par-
ticular new products and services. This can be achieved in
the following, interlinked ways; by establishing relevant le-
gal frameworks protecting widely understood intellectual
property rights, and thereby supporting this sort of techno-
logical advancement; by developing markets for the relevant
products, i.e., by creating demand, by limiting production
in other places, limiting access to alternative products, etc.;
by means of foreign policy aimed achieving particular po-
litical constellation.
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EU concentration of capital, technological progress, internal
peripheralization, and ideology of liberal markets

The European Union and its Western core represent a classic
example ofthe evolution of the central states, their markets
and politics. Central, Eastern, and South-Eastern Europe
remain on the periphery, with semi-peripheral positions
constantly changing. In this division of labour, an inter-
esting role is played by Scandinavian countries, which re-
placed poverty with political stabilisation, socio-economic
development, and technological advancement. Neverthe-
less, the core, semi peripheries, and peripheries generally
overlap with the division of “old” EU member states, “new”
EU member states, and the states covered by the European
Neighbourhood Policy and the enlargement policy.
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This text has been born out of a need to crit-
ically assess the enlargement of the EU and
the process of EU integration itself. As such,
it does not call for the deconstruction of the
Union, butrather foranindication ofits failures,
that should be addressed and subsequently
mended. While the majority of research papers,
academic pieces, public documents, as well as

press articles and other types of texts, focus on
the misconduct of the neighbouring states in
the Western Balkans, this paper looks into the
miscalculations of the EU enlargement policy.
The EU enlargement policy, as well as the Eu-
ropeanintegration process in general, although
bringing relative prosperity and stability, has
been accompanied by ongoing political frus-
tration.
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