Trends in external trade of the new member
countries after three years of membership
with special reference to their intra-trade

Andras Inotai

DSc., Director of the Institute
for World Economics

of the Hungarian Academy

of Sciences

E-mail: ainotai @vki.hu

The first three years of membership in the EU have
had substantial impact on the trade of the new member
countries (NMS) in general, and on that of Hungary, in
particular. Trade creation, an obvious tendency from the
early 1990s on, has stopped in NMS exports to the
EU 15. Even more, EU 15 share started to diminish sub-
stantially, between 2.2 and over 20 percentage points. In
turn, EU 15 share in total imports reveals a more con-
troversid picture of trade creation and trade-diversion
effects. By far the biggest change is represented by the
dramatic increase of intraeNMS trade. Its volume more
than doubled from less than EURSO0 hillion in 2003 to
amost EUR 100 hillion in 2006. Thus, intraNMS trade
flows did not only become the most dynamic factor of
EU 25 trade but they played a fundamenta role in re-
placing previous commodity flows to, and partly from,
the EU 15. Hungary's exports and imports from the
EU 25 grew dower than those of other NMS but much
quicker than the EU 25 average. Two important new
trends have to be highlighted. First, Hungary’'s intra-
NMS-trade has been characterised by a strong increase
of the share of NMSin total exports (from 7.5 to 13 per-
cent in afour-year period). Second, and not less impor-
tantly, Hungary’s traditional trade deficit with the NMS
turned into a remarkable and sustainable surplus and
contributed by EUR 1.7 hillion to the improvement of
the country’s overall trade baance. This figure pointsto
sustained competitiveness. It is the task of forthcoming
studies to shed light on the main factors that had been
driving exports and fostered competitiveness in intra-
NMS-trade.
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For external-economy-dependent countries, foreign trade is one of the most evi-
dent macro-economic indicators of successful or failed adjustment, growing or de-
creasing competitiveness. In this context, all new member states (NMS) that joined
the European Union in May 2004, belong to this category. Thus, their foreign trade
performance in the EU 25 may provide important guidance in assessing their adjust-
ment process in the last three years of membership.

Moreover, such a survey offers several challenging issues related to traditional
theoretical hypotheses and approaches. First, establishment of or accession to a re-
giona integration is expected to produce trade-creation and trade-diversion effects,
particularly if the given integration is not only a free-trade area but a customs union
aswell. Second, what is the impact of accession on intra-NMS trade, particularly if it
became fully liberalized just at the moment of accession to the EU? Third, free trade
between differently developed countries used to produce high trade surplus for more
developed and high trade deficit for less developed member countries of the given
integration. Fourth, and in continuation of the previous line of thinking, the commod-
ity pattern of trade relations between more and less developed member countries of
the same integration is expected to represent bilateral commodity flows of high
value-added and high technology-content of exports from more to less developed
countries and, at the same time, low value added and low(er) technology-content ex-
ports from the less to the more developed member states.

To what extent, if at any, can the given — still deeply-rooted — theoretical assump-
tions (or, even more, stereotypes) be verified or refuted in the special context of
“Eastern” enlargement characterised by

—rapidly expanding globalization,

—foreign trade and investment flows predominantly driven by
globa activities of transnational companies (with differently strong
positionsin the NMYS),

—free trade in all industrial and most agricultural products several
years before membership (in contrast to previous enlargements by less
developed new members),

—anew pattern of strategic decision-making on the level of transna-
tiona companies from the traditional vertical towards a future-oriented
horizontal structure of organizaton and international division of labour.

Based on this theoretical backgorund and considering the changing framework
conditions, the statistical analysis offered in this paper sheds light on some important
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trends that can be observed as a result of a three-year membership in the EU.! The
basic fields covered by statistical figures and own calculations include:

—the evidence of trade creation and trade diversion,

—the impact of membership on intraaNMS trade (as a priority area
of this paper),

—development of competitiveness of the NMS mainly based on
growing or declining shares on different markets,

— bilateral trade balances and finally,

— the commodity pattern of NM S exports.

The period covered by the survey includes the years from 2003 to 2006. The ini-
tial date represent the last year of pre-accession, while 2006 offers the most recent
annual figures. For unbiased comparison, all statistical data are taken from different
publications of Eurostat (“External and intra-European trade”), on which own calcu-
lations are also based. The analysis incorporates respective trade figures of all NMS
that joined in 2004, excepting, for their negligible impact both on total and intra-
NMS trade, Cyprus and Malta.?

The analysis of the growth of exports and imports, trade balance, individual country
shares, as well as commodity pattern focuses not only on overal figures but tries to
distinguish between intra- and extra-EU trade, with particular reference to intraaNMS
trends of trade flows. As a last remark, the basic approach is focused on the perform-
ance of the NMS 8 group, however, in most cases, with specia attention to Hungary,
both as compared to overal EU trade developments and to the basic trends that could
beidentified in other NMS countries, as— at least — short-term competitors of Hungary.

The paper is divided into four major parts. First, overall trends of the NMS trade
within the EU 25 will be elaborated on. Second, special attention will be paid to
some characteristic features of intra-NMS trade between 2003 and 2006. Third, some
basic elements of the commaodity pattern of trade, with special emphasis on the struc-
ture of exports, will be highlighted. Finally, as a concluding section, important and at
least partly surprising changes in the geographic distribution of NMS trade will be il-
lustrated.

 Due to the obvious limitations of the paper, several background statistical tables and own calculations
based on Eurostat figures could not be included into the printed form, even if reference has been made on
selected relevant developments verified by statistics. The complete statistical material can be consulted on the
internet Supplement of this article. Reference to each additional table can be found in the appropriate section of
the paper.

2 Therefore, a category of NMS 8 was created (Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Slovakia, Slovenia). Bulgaria and Romania, athough partly included in EU trade statistics
retrospectively (EU 27), have not been considered, since in the period of the survey they had not yet been
members of the EU.
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1. The new member countries in the EU 25 trade developments

Following the full-fledged membership, trade of the NMS 8 kept on developing
dynamically. Between 2003 and 2006, total exports grew from EUR 172 billion to
EUR 298 hillion, while imports increased from EUR 199 billion to EUR 325 billion.
Both intra-EU and extra-EU trade experienced high growth rates. However, calcula-
tions based on Table 1 reveal some remarkable features that need further explana-
tion.

Tablel

Development of NMS 8 trade

(EUR hillion)
Year Total exports IntrasEU 25 | Extra-EU ex- Total imports In@ra—EU 25 | ExtraEU im-
exports ports imports ports
NMS8
2003 171.97 139.57 32.40 199.39 136.83 62.56
2004 211.12 169.59 41.53 237.59 177.34 60.25
2005 246.29 193.43 52.86 269.18 200.99 68.19
2006 297.96 231.33 66.63 325.32 237.76 87.56
EU 25
2003 2.761 1.878 883 2.729 1.788 941
2004 2.997 2.028 969 2.983 1.951 1.032
2005 3.236 2.164 1.072 3.276 2.092 1.184
2006 3.608 2428 1.180 3.698 2.346 1.352

Note. For individual country data see Tables S1, S2. and S3.
Source: Eurostat. External and intra-European Union trade. Monthly Statistics, various issues.

1. Total exports and imports of the NMS 8 group indicate much stronger growth
than the EU 25 average (of which, of course, this group is also part of). The difference
in cumulative growth rates is particularly evident in exports that grew more than twice
as quicker than the overall export growth of the EU 25 (73.3 vs. 30.7 percent).

2. Exports to extra-EU countries experienced a much higher growth than to the
EU 25, which is an indicator of trade diversion instead of trade creation following
accession. In turn, trade creation did take place to some extent in imports, where in-
tra-EU imports grew much quicker than extra-EU imports.

3. The EU 25 indicated a cautious (much less dynamic) shift to external geo-
graphic orientation. This was much less accentuated in exports than in imports (4.3
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percentage point difference between the growth rate of intraEU and extraEU ex-
ports, and 12.2 percentage point difference in the respective imports).

How can the discussed and partly surprising trends be explained? Evidently, one
reasonable explication is that the NMS 8 group had implemented free trade covering
amost 100 percent of the total exports severa years before membership (in fact, as of
2001). Consequently, most trade-creation impacts had been working prior to member-
ship, practicaly over a period of more than one decade (from the entering in force of
the trade section of the association agreement between 1992 and the mid-1990s). An-
other argument can be linked to the low growth rate of the traditional EU markets as
compared to other markets. This development may have been strengthened by the im-
pact of globalization that opened up new market opportunities in rapidly growing non-
EU countries, particularly in Asia but also in Eastern and South Eastern Europe. More-
over, to some extent EU support can aso be taken into account, particularly in the con-
text of agricultural exports, since the new member countries started to enjoy the export-
subsidy mechanism of the EU. This may have had a positive impact on agricultural ex-
ports to neighbouring countries, particularly Russia (it is not by chance that Poland
could accumulate the highest agricultural-export surplus among the NMS 8 in the last
years). Nevertheless, the most plausible explanation seems to be that transnationa
companies rooted in the NMS (although with rather different macroeconomic weights
and role in total exports) several years before institutional membership, started to make
full use of the enlargement by having the legal, ingtitutional and also political support
derived automatically from the fact of accession.

In turn, statistical figures confirm trade creation in NMS 8 imports. This has been
happening in contrast to EU 25 developments that indicate a higher dynamism of ex-
tra-EU imports than intra-EU imports. The latter can relatively easily be explained
both by growing competition from China and other emerging economies as well as
by higher energy prices. However, the particular case of the NMS 8, again, requires
some elaboration. First, as aready mentioned, the trade-related impacts of free trade
had been working not only in exports but also in imports well before membership. In
addition, the immediate harmonisation of national import duties to the level of the
EU customs union could have resulted in higher extra-EU imports, since nationa
customs duties used to be higher than the customs level of the Union. Moreover, the
first years of membership were accompanied by rapidly increasing fuel prices. Since
most NMS (excepting Slovenia) are heavily dependent on Russian deliveries, extra
EU imports should have experienced an increasing share in total imports, just be-
cause of the price factor. Lacking fundamental analysis, some speculations only can
be made in order to explain trade creation in imports of the NMS 8. On the one hand,
institutional membership seems to have created a qualitatively new status for the new
members. Thus, legal certainty, EU-level transparency and institutional adequacy
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may have fostered not only exports to the NMS 8 by large Western European trans-
national companies but, increasingly, by small- and medium-sized firms, too. On the
other hand, rapid and sustained economic growth (three to five times higher than the
average growth rate in the EU 15) may have created additional demand for intra-EU
exports. Finaly, aso rapidly growing intraaNMS trade has to be reckoned with (al-
though, as it will be shown, this effect can be clearly identified in export develop-
ments as well). Detailed figures, including the performance of the individual new
members have been summarized in Table 2.

Table 2

Dynamics of NMS 8 trade, 2003-2006
(Index: 2003 = 100.0)

Country Total exports | Total imports ! ntg’z)l(f)gSZS ! n}ﬁ)%lésﬁ EX;T)(&F;EgSZS Exitrrna‘-)lcz):.tlszs
Czech Republic 175.9 162.3 171.2 182.9 205.9 111.9
Estonia 188.0 178.7 149.8 201.9 367.1 136.1
Latvia 189.8 195.0 172.4 196.6 256.6 190.4
Lithuania 182.5 180.3 184.4 201.7 179.2 153.3
Hungary 155.7 145.0 142.0 153.5 2149 130.6
Poland 184.2 164.8 176.1 171.1 218.4 150.6
Slovenia 164.2 156.9 163.7 159.0 165.1 150.3
Slovakia 172.2 183.3 173.0 185.8 167.6 176.1
NMS8 173.3 163.2 165.7 173.8 205.6 140.0
EU 25 total 130.7 1355 129.3 131.2 133.6 1434

Source: Here and in Tables 3-6 the author’'s own calculations based on Eurostat: External and intra-
European Union trade. Monthly Statistics, various issues.

A cross-country survey reveals that with a few and remarkable exceptions, all
NMS 8 countries produced much higher growth rates in their total, intra- and extra-
EU trade, respectively than overall EU 25 figures. The only exception is represented
by three countries in extra-EU imports that are responsible for the lower NM S 8 av-
erage than the EU 25 total (Estonia, Hungary and, particularly, the Czech Republic).
However, the trend of intra-EU import creation was a strong and common feature for
al new members. (Differences in growth rates between intra-EU and extra-EU im-
ports were particularly high in the Czech Republic, Estonia, Lithuania, Hungary and
Poland). At the same time, cross-country comparison indicates a differentiated pic-
ture of the dynamics of intra- and extracEU exports. In genera terms, as aready
stated, the latter registered a much higher dynamism (trade diversion, or extra-EU
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trade creation), however, it did not characterise al countries of the group. This out-
ward tendency was very strong for the Czech Republic, Estonia, Latvia, Hungary and
Poland, while intra- and extra-EU export dynamism was similar in the case of Slove-
nia. In contrast, Lithuania and Slovakia became more EU-oriented (here, the trade-
creation effect worked).

It is interesting to analyse the differences between export and import growth
rates. In total, the NMS 8 group achieved higher total export than total import
growth, which can be considered not only a positive impact on trade balance (see
later), but also as an indicator of growing competitiveness. However, the overal fig-
ure is the result of two contrasting developments. On the one hand, extra-EU exports
grew much more dynamically than imports, while in the intra-EU framework, import
growth proved to be higher than export growth. Still, country-specific figures largely
differ. Higher growth of total exports vs. imports can be attributed to Poland (with a
growth rate difference of 20 percent), the Czech Republic (13.6%), Hungary
(10.7%), Estonia (9.3%), Slovenia (7.3%) and Lithuania (2.3%). In turn, total im-
ports grew more dynamically than total exports for Slovakia (11.1%) and Latvia
(5.2%). Concerning intra-EU trade, excepting Poland and Slovenia, all new member
states experienced higher import than export growth. Finally, as far as extra-EU trade
is considered, all new members show a much higher export than import growth, with
the only exception of Slovakia.

Looking at the difference in dynamism of exports and imports of the individual
countries, Hungary reveals the relatively lowest level of growth (athough still
clearly higher than the average of the EU 25). While total Hungarian exports grew by
56 percent in a four-year period, the main competitors of the region increased their
exports by 72 (Slovakia), 76 (Czech Republic) and 84 percent (Poland). Even Slove-
nia could expand exports by 64 percent, let alone the Baltic states with almost dou-
bling their certainly modest exports between 2003 and 2006. The basic picture is
similar in imports; however, here the differences are not as much stressed. Due to the
dominant share of the EU in total trade, the pattern holds for intra-EU trade as well,
being Hungary the least dynamic new member country again (but still more dynamic
than total EU 25 trade figures). This picture is substantially modified if we look at
the extra-EU indicators. Extra-EU exports grew most dynamically for Hungary (ex-
cepting two small Baltic states), while imports revealed a relatively sluggish growth
(but still higher than the Czech Republic and similar to Estonia).

These developments already predict changes in the share of the NMS 8 and of the
individual countries in total, intra- and extra-EU trade of the EU 25. Three main
trends have to be underlined.

1. Although from a low level, however, in all comparisons, the share of NMS 8
kept on further growing after accession. In total EU 25 exports the share increased
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from 6.23 (2003) to 8.26 (2006) percent, or a more than 2 percentage points “market
gain” in four years. In total imports, the 7.31 percent share experienced an increase
to 8.80 percent.

2. The share of NMS 8 in intra-EU trade was substantially higher than in extra-
EU trade. As a consequence of continuous dynamic increase, the share of the NMS 8
in intra-EU exports grew from 7.43 to 9.53 percent, while in imports it reached the
10 percent level (from 7.65 to 10.13 percent in a four-year period). In contrast, the
NMS 8 is still underrepresented in extra-EU trade, even if shares were rapidly in-
creasing in exports (from 3.67 to 5.65 percent), but not in imports (slight decline
from 6.65 to 6.48 percent). In other words, and as a first and maybe superficial ap-
proach, the new countries have a relatively higher intra-EU orientation and seem to
be less prepared to globa competition. (For shares of individual countries see Tables
$4., S5. and $6.)

3. Despite higher growth rates of exports than imports, NMS 8 participation in
exports resulted still lower than in imports. However, the original (2003) “gap” could
be substantially narrowed in total trade (from 1.08 percentage points to 0.54), and in
extra-EU trade (from aimost 3 percentage points to 0.87). In contrast, and due to the
aready mentioned “trade creation in intra-EU imports’; the share of the NMS 8
group in intra-EU exports grew slower than in imports (2.10 percentage points vs.
2.43 percentage points).

Turning attention to the individual countries, al of them participated in the higher
export and import shares. Of course, there were some differences in dynamism, since
the 2.03 percentage point share increase was mainly generated by Poland (0.71) and
the Czech Republic (0.54). Hungary’s contribution was 0.26 percentage points, simi-
lar to half-sized Slovakia (0.22). Similar trends can be observed in total imports, with
the difference that Slovakia s share was more quickly increasing than that of Hun-
gary.

A not less interesting approach compares export and import shares of the individ-
ua countries. In this context, the NMS 8 group shows rather diverging features. The
Czech Republic is the only country that in 2006 showed a higher share in total EU
exports than imports. The second group consists of the “balanced” countries, includ-
ing Hungary, Slovenia and partly Slovakia. All others reveal a much higher share in
imports than in exports, anticipating substantial trade deficits. In intra-EU trade
Hungary joins the Czech Republic in having higher share in exports than in imports.
All others (excepting “balanced” Slovakia) register higher import than export shares.
In turn, extra-EU trade is characterised by much higher import than export shares
(with the clear exception of Slovenia having its ex-Yugoslav “hinterland” and, to a
much smaller extent, Estonia).
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Detailed statistics on the share of the individual NMSin tota, intra- and extra-EU
trade have also been prepared. (See Tables S7, S8 and S9.) Some remarks only on
Hungary should be made here. First, over the four-year period, Hungary has been the
third largest trading country (following Poland and the Czech Republic). Second, its
share has been constantly decreasing in total exports and imports of the NMS 8 (over
afour-year period from 22.2 to 19.9 percent in exports and from 21.2 to 18.8 percent
in imports). The relative position of the Czech Republic, with some annua fluctua-
tions, remained constant, while Poland could increase its share (to about 30 percent
of the group). Third, in contrast to the previously mentioned general trends, Hungary
was the second largest country in extra-EU trade (after Poland but clearly ahead of
the Czech Republic). More importantly, its relative share could be increased in ex-
ports (from 22.1 to 23.1 percent). In turn, its share in imports registered a decrease
(similarly to the Czech Republic and in contrast with all other NMS).

Table 3
Trade balance of the NMS with the world
2003 2004 2005 2006 285“3”_';‘0'(‘)’2 Coverage | Coverage
Country export/import | export/import
in EUR billion 2006 | 2003-2006
Czech Republic —2.67 -1.02 +1.28 +1.54 -0.87 102.1 99.6
Estonia -1.75 -1.90 —2.03 —2.76 -8.44 73.1 72.7
Latvia -2.07 —2.49 -2.85 —4.17 -11.58 53.8 56.1
Lithuania -2.37 —2.48 -3.01 —4.14 -12.00 73.1 74.1
Hungary -4.16 -3.99 -2.90 -1.98 -13.03 96.8 93.7
Poland -12.83 -11.78 -9.81 -11.91 —46.33 88.0 85.2
Slovenia -0.96 -1.12 -0.87 -0.68 -3.63 96.5 94.2
Slovakia -0.61 -1.69 -2.70 -3.26 -8.26 91.1 92.4
NMS8 -27.42 -26.47 -22.89 -27.36 -104.14 91.6 89.9

Concerning competitiveness, an important indicator is the total, intra- and extra-
EU-based trade baance as well as the export/import coverage ratio of the group, in
general, and of the individual members, in particular. Tables 3, 4 and 5 contain an-
nua and cumulative figures of the trade balance. Taking the four-year period, the
NMS 8 has accumulated a trade deficit of more than EUR 100 billion, as a result of
transformation costs, modernization efforts and higher energy prices (or deterioration
of terms-of-trade). Almost half of it concentrates on Poland, while Hungary’s cumu-
lative deficit is similar to that of Latvia or Lithuania (much smaller economies but
with a much larger imbalance between export performance and import needs). The
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best performer is the Czech Republic that registered not only negligible cumulative
deficit but resulted the only new member country that could change its trade balance
from negative to positive in the first years of EU membership. Another encouraging
development took place in Hungary, a country that could substantially reduce its
origina trade deficit year by year. Poland’s deficit, on a very high level, remained
constant, while that of the Baltic countries and especially that of Slovakia were rap-
idly growing. As far as trade balance can be considered a factor of competitiveness
of the given economy, the Czech Republic, Hungary and Slovenia provide the best
results. Similar conclusions can be drawn from the coverage ratios. On a four-year
basis (2003 to 2006) the Czech Republic shows a practically balanced pattern (im-
ports have been covered by exports to 99.6 percent). The next and adequately per-
forming group consists of Slovenia, Hungary and Slovakia (with coverage ratios of
92 to 94 percent). They are followed by Poland and the Baltic states, having the latter
very low coverage ratios.®

Table4

Trade balance of the NMSs with the EU 25

Cumulative

Country PE DL L | o | o eportimpert

in EUR billion 2006 2003-2006
Czech Republic +4.68 +2.49 +2.99 +4.22 +14.38 107.1 107.7
Estonia -0.43 -1.07 -1.45 -2.58 -5.53 65.6 75.3
Latvia -1.46 -1.82 -2.09 -3.36 -8.73 51.0 56.2
Lithuania -0.91 -1.30 -1.21 —2.50 -5.92 74.0 789
Hungary +4.28 +2.89 +2.46 +3.01 +12.64 107.4 109.3
Poland -3.32 -6.21 —5.60 -3.76 -18.89 94.7 91.7
Slovenia -1.71 —2.92 —2.50 -2.36 -9.49 84.0 80.4
Slovakia +1.61 +0.19 -0.19 +0.90 +2.51 103.3 103.1
NMS 8 +2.74 —7.75 —7.59 -6.43 —19.03 97.3 97.5

An analysis of the trade balance with the EU can be particularly interesting, since it
reflects the result of free trade between differently developed countries. At least for
some countries, both cumulative and annua figures contradict traditional theories.
Namely, three countries. the Czech Republic, Hungary and Slovakia register surplusin
their intrarEU trade over the whole period (excepting Slovakia in 2005). Moreover,

% Naturally, high trade deficits can be financed by the exports of services or other incomes, including
foreign capital, international loans, private remittances, etc. Still, the balance of trade in commodities used to be
seen as amajor indicator of international competitiveness of the given country.
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Hungary reveals the highest (positive) coverage ratio, followed by the Czech Republic
and Slovakia. At the other end of the scale, Latvia, a country with China-like growth
rate, can cover a hit more than half of its imports by exports. Intra-EU trade balance
and coverage ratios positively correlate with different levels of involvement in global
trade and investment flows. Also, it supports the view that, in the era of globalization,
different development levels do not automatically play a decisive role in the evolution
of bilateral trade balances. Overall competitiveness and geographic orientation of large
transnational companies located in the given country affects trade performance and
balance more essentially than traditional factors, including national business cycles.* In
turn, the Baltic countries and Slovenia seem to be much less involved in the interna-
tional network of manufacturing, with obvious impacts on their trade balance and
global competitiveness (at least in the tradeable sector).

Table5

Trade balance of NMSs with the extra-EU 25 region

camy | | o | | e | e | come
in EUR billion 2006 2003-2006
Czech Republic —7.35 -3.51 -1.71 —2.68 —15.25 81.9 70.1
Estonia -1.32 -0.83 -0.58 -0.18 —2.91 93.5 65.7
Latvia -0.61 -0.67 -0.76 -0.81 —2.85 62.7 55.8
Lithuania —-1.46 -1.18 -1.80 -1.64 —6.08 71.6 66.8
Hungary —8.44 —6.88 -5.36 —4.99 —25.67 755 63.0
Poland —-9.51 -5.57 —4.21 -8.15 —27.44 70.9 67.9
Slovenia +0.75 +1.80 +1.63 +1.68 +5.86 137.5 142.8
Slovakia —2.22 -1.88 —2.54 —4.16 —-10.80 54.4 58.1
NMS-8 -30.16 -18.72 -15.33 —20.93 —85.14 76.1 69.4

Finally, in extra-EU trade al countries, with the evident exception of Slovenia,
indicate huge imbalances and low level of coverage ratios (even if the latter was
slightly improving during the observed period). High deficit in extra-EU trade can be
the result of three — partly interconnected — developments. First, all countries are

4 For instance, Hungary’s key trading partner is Germany. A decade ago, upswing or recession in the
German economy was considered to be a key external factor of the growth rate of the Hungarian economy.
Certainly, this correlation did not ceased to exist, however, it is much wesker than before. As a large part of
Hungary’s exports to Germany does not have its final destination on the German market, but represents a
growing input into German production for exports, the most important external driving force is shifting from
the growth of the respective national economy to the global competitiveness of (German or in Germany located
international) companies.
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substantial energy importers, and most of the imports come from extra-EU sources
(predominantly from Russia). Second, increasing openness, as a conseguence of im-
plementing the customs union, may enhance global competition to which domestic
economic actors are not prepared. Third, and in a more positive approach, high im-
ports can aso be the consegquence of a qualitatively different level of becoming in-
volved in the global network of transnational companies. While the first factor af-
fects all NMS (excepting Slovenia), the last one can only be clearly identified in
Hungary and the Czech Republic (and most recently in Slovakia, too). As compared
to the size of the economy and total trade, the growing deficit of the other countries
(mainly the Baltic states) can be explained by missing or “deficient” industrial com-
petitiveness.

Finally, the exceptional case of Slovenia needs some remarks. The surplus is due
to two factors, namely the different geographic orientation of energy imports on the
one hand, and, more importantly, to having maintained traditional trade contacts with
ex-Yugoslav republics, on the other. In the short and, perhaps, medium term this can
be considered as an intelligent decision; its longer term impacts are much more am-
biguous. In principle, there are two different extra-EU orientations in the exports of
the NMS 8. One is based on globa competitiveness, partly reinforced by successful
market access to the huge internal market (in most cases in the framework of the ex-
ports of transnational companies located in several NMS). The other can be consid-
ered as exports to a “ captive’ market that, although it offers traditional opportunities
and keeps production and allocation networks, is unable to create a competitive envi-
ronment. In fact, most Western Balkan countries possess a large number of protec-
tionist measures, inherited from the former Yugoslav Federation. It is not yet clear to
what extent the Slovenian orientation to the ex-Yugoslav markets will be able to
keep or (re)generate the international competitiveness of Slovenian firms heavily en-
gaged in thisarea. Already anticipating the next part of the study, it has to be stressed
that growing regional orientation of the new member countries is embedded into a
different environment, since most countries in question have open markets and free
trade with the EU. Thus, they have to conquer new markets in keen and healthy
European (and increasingly global) competition.

2. The impact of membership on intra-NMS trade

One of the most predictable and positive consequences of the accession of the
new member countries was the dramatic increase of intra-NMS trade. It was not dif-
ficult to anticipate this trend due to
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—the high level of protectionism practiced by all acceding countries
over several years, despite the existence of CEFTA,°

— the sustainable and rapid growth in the NM S 8 group,

—regional strategies of transnational companies, and

—adifferent quality of confidence-building towards new and more
cautious market players (small- and medium-sized enterprises, non-
European investors) as aresult of accession.

Not less importantly, it was expected that the liberdisation of trade among the
NMS 8 countries would create a high level of transparency concerning the regiona
(and partly European and global) competitiveness of the respective economies. De-
spite the generally justified expectations, some developments may have caused sur-
prise (and mainly positive shocks).

1. IntraNM S trade turnover more than doubled in four years (from EUR 45.5 hil-
lion to EUR 97.9 hillion, or by 115 percent, see Table S10, as well as corresponding
figures for overal intra-exports and intra-imports of individual countries for Table
S11.).° Thus, it became by far the most dynamic factor not only of the trade devel-
opment of the NMS, but aso that of the EU 25. Although there is no quantitative as-
sessment as of today, this development has definitely contributed to the strengthen-
ing of EU 25 competitiveness (accompanied by corresponding capital flows).

2. New member countries could make use of the opening-up of regiona opportu-
nities at various degrees. Above-average export growth was reported in all Baltic
countries and in Hungary. The latter could increase its NM S-exports by 168 percent,
the second largest increase after the small Latvia (231 per cent). In turn, other NMS
countries registered lower than average, although higher than global and EU 25
growth rates. (See Table 6.)

3. A completely different picture developed in intraaNMS imports. The most dy-
namic increases happened in the Baltic countries and in Slovenia, while the Czech
data remained about the average. In turn, Slovenian, Polish and Hungarian imports
registered lower-than-average growth rates.

4. As a continuation of the previous paragraphs, the liberalisation of regional
trade upon accession was used differently from country to country. Some of them
could achieve much higher export than import growth rates (mainly Hungary and
Latvia, but also Slovenia and Poland), while others reported higher import than ex-

® Inits name, CEFTA was a free-trade area among more or less similarly developed (or underdeveloped, in
some cases more mis-developed) countries. In idess, it looked much better than in practice. Bilatera trade
barriers to a large number of commaodities could never have been abolished. However, joining the EU on May
1. 2004, al obstacles were immediately lifted and the way for unrestricted free trade was cleared.

® Bilateral (cross-country) export and import data are provided in Tables S12. and S13.
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port growth (mainly Lithuania, but also Estonia, Slovakia and to a lesser extent also
the Czech Republic). However, contrary to some other regiona integrations (e.g.
Mercosur — South American Common Market or ASEAN — Association of Southeast
Asian Nations), different export and import growth rates do not necessarily lead to a
classification of the NMS 8 into primarily exporters (“unilateral beneficiaries’ of EU
membership) and importers (“unilateral losers’ of membership).

5. “Intra-NMS trade propensity” differs from country to country. This is due both
to historical links, as represented by the surviving strong economic linkages between
the Czech Republic and Slovakia, and to geographic proximity (Baltic countries’).
Therefore, it is not surprising that the highest share of intraaNMS exports and im-
ports (as measured in total trade) can be identified for Latvia, Lithuania and Slova
kia, followed by a second group consisting of the Czech Republic and Estonia. In
turn, the share of intraNMS exports remains between 11 and 14 percent for Slove-
nia, Hungary and Poland. Similar pattern can be observed in imports.

6. The dynamics of intra-NM S trade does not necessarily correspond to the previ-
ous description. In fact, al NMS have increased the share of intraaNM S exports and
importsin their total trade. In other words, within the enlarged EU, a definitive trade
creation occurred among the NM S 8 group and, consequently, a trade diversion from
other markets (whether EU 15 or extra-EU markets, see more details later in this sec-
tion and Section 4.). The largest degree of orientation towards the NMS markets can
be found in Latvia, a country that not only has the highest share of intraaNMS ex-
portsin total exports (above 30 percent), but increased the share of NM S-related ex-
ports from 17.3 to 30.2 percent in four years. In addition, high increase of NMS
share in total exports characterises Lithuania, Hungary Estonia and Slovakia, while
the Czech Republic, Poland and Slovenia reported lower, but still unanimous in-
crease in the share of NMS in their respective total exports. In imports, by far the
biggest increase was registered in Slovakia, most probably not independently of the
(belated) high economic growth and foreign direct investments that are increasingly
relying on inputs to be imported from the neighbouring EU countries.®

7. In afour-year period a clear export- and import-related pattern of intraNMS
trade had been evolving. The Czech Republic, Hungary, Poland and Slovenia first of
al benefitted from intraaNMS trade on the export side, being the share of intraaNM S

 Although the Baltic countries over almost half a century belonged to the ex-Soviet Union, central
planning did not allow deeply-rooted regional (Baltic) cooperation, since each ex-Soviet republic was given a
specialization pattern considering all-Soviet and not regional (Baltic) advantages and requirements.

® In the last years, most politicians and economic-policy experts were focusing on how to acquire large-
scale foreign direct investments. Much less attention was given to the foreign-trade-related consequences of
such investments, particularly additional import requirements. It is an open question, whether it is better to
attract a large-scale investment from abroad or to build a strategy on supplying this project with high-quality
and high value-added inputs.
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trade much higher in their exports than in their imports. On the other side, Slovakia
registered a more import-related linkage to intra-trade (although also its export-
related link was the second highest). Finaly, the Baltic countries indicated a more

balanced picture between intraeNM S export and import shares. (See Table 7.)

Dynamics of intra-NMS 10 trade, 2003-2006
(Index: 2003 = 100.0)

Table6

Country Exports Imports
Czech Republic 196.4 212.9
Estonia 231.1 283.6
Latvia 331.1 252.0
Lithuania 236.3 320.2
Hungary 267.7 192.1
Poland 209.3 187.3
Slovenia 202.9 161.3
Slovakia 198.1 242.2
NMS 8 average 214.3 216.5

Table7
Intra-NMS 10 trade in total trade of the NMS 8 countries (including Malta and Cyprus)*
(percent)
Exports Imports
Country
2003 2004 2005 2006 2003 2004 2005 2006
Czech Republic 16.5 17.3 18.0 184 12.1 13.2 145 15.9
Estonia 141 17.8 175 17.4 11.3 15.2 16.9 17.9
Latvia 17.3 21.9 29.1 30.2 24.4 27.9 315 315
Lithuania 194 21.4 229 25.2 11.6 18.3 18.2 20.5
Hungary 75 8.7 11.0 13.0 8.1 9.1 10.0 10.7
Poland 12.0 11.8 12.2 13.6 8.0 9.2 9.4 9.1
Slovenia 85 8.8 9.3 10.5 8.3 8.9 8.9 8.6
Slovakia 239 25.2 27.7 275 22.4 275 29.4 29.6

* Total exports and total imports, respectively, 100
Source: Own calculations based on Eurostat [2007]: External and intra-European Union trade. Monthly

Statistics. No. 4.
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Another calculation based on the share of intraeNMS trade within the increment of
total trade in the period between 2003 and 2006 provides further interesting data. In to-
tal, new intraNMS exports generated in the first years of membership approached
EUR 27 billion, of which about half was accounted for by the Czech Republic and Po-
land (for more detailed data see Table S14.). Further important “contributors’ were
Hungary (18%) and Slovakia (17%), while the share of the Baltic countries (despite the
dramatic increase of intracNM S trade) and Sloveniaremained rather modest.

Looking at the most important bilateral flows within the intracNMS trade, tradi-
tional economic relations, geographic proximity and the size of the respective
economies (both as an exporter and importer) proved to be decisive. (For detailed
figures on the share of the individual NMS in tota intraaNMS exports, imports and
turnover see Table S15. Cross-country trade flows have been summarized in Table
S16.) As ancther and qualitatively new factor, the development of cross-country
clusters mainly generated by transnational companies can be added. However, robust
statistical evidence is till missing, even if some investment and trade flows are
likely to support this assumption. According to the 2006 figures, there have been a-
together 14 bilateral trade flows, both in exports and in imports that exceeded the
volume of EUR 1 billion. (See Table 8.)

Table8

Most important bilateral trade flows among the new member countries, 2006*

Exporting country Importing country Amount (million EUR)
Czech Republic Slovakia 6.378
Poland Czech Republic 4.759
Slovakia Czech Republic 4.653
Czech Republic Poland 4.310
Poland Hungary 2.668
Hungary Poland 2.366
Hungary Slovakia 2.278
Czech Republic Hungary 2.267
Slovakia Poland 2.057
Hungary Czech Republic 2.039
Slovakia Hungary 1913
Poland Slovakia 1.812
Poland Lithuania 1.292
Lithuania Latvia 1.249

* Bilateral export/import items over EUR 1 billion.
Source: Eurostat [2007]: External and intra-European Union trade. Monthly Statistics. No. 4.
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Excepting two channels (Poland-Lithuania and Lithuania-Latvia, and vica
versa), al of them have been registered among the four Visegréd countries. In turn,
Slovenia does not appear in any of these bilateral trade flows. Based on export and
import figures, bilateral trade can be divided into four categories. The first is repre-
sented by close trade relations between the Czech Republic and Slovakia (with a
turnover of EUR 11 hillion). The second category is occupied by Czech—Polish
trade relations (turnover above EUR 9 billion). All major bilateral trade relations of
Hungary (as well as Polish-Slovak trade) belong to the third section with a turn-
over of EUR 4 to 5 billion with each of the Visegrad countries. Finally, the lowest
category is represented by unilateral Polish exports to Lithuania and Lithuanian
exports to Latvia (respective imports do not reach the limit of EUR 1 billion).

Generally, the most important bilateral relations indicate high growth rates be-
tween 2003 and 2006 as well. Thus, the initial position was in most cases further
strengthened by EU membership. Still, some specific developments have to be
highlighted. First, the four-year cumulative growth of bilateral trade between the
Czech Republic and Slovakia (87%) lagged behind the overall growth rate of intra-
NMS trade (115%). This can be explained by the initial high level of trade but also
by the growing and successful competition by other NMS, mainly Poland and
Hungary. This development is underlined by the fact that Hungarian exports to
Slovakia more than trebled and aso Polish exports to this country grew by 135
percent. Also, trade between the Czech Republic and Hungary has shown above-
average growth rates both in exports and imports. Even more dynamic growth
could be observed in Latvian exports both to Estonia and Lithuania, as well as
Lithuanian exports to Poland. Interestingly, the growth rate of Slovenian trade re-
mained relatively modest (it only exceeded the NMS average in exports to Hun-
gary). (For details see Table S17.) Some bhilateral relations, mainly characteristic of
the smaller new member countries, remaining in the volume between EUR 500
million and EUR 1 billion have revealed partly even higher growth rates. (See Ta-
ble S18.)

One of the most interesting trends of intra-NMS trade can be identified in the
development of trade balance of the member countries. Although, by far, it does
not cover the whole trade, trade surplus and deficit positions provide some indica-
tion concerning the structure of the given economy, and to a not lesser extent, its
competitiveness. Since intra-NMS trade is an integral part of intra-EU trade, sur-
plus and deficit positions in general, and relevant changes in these positions, in
particular, can be considered as an indicator of changing competitiveness. Table 9
summarizes the most important figures.
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Table9
Intra-NMS trade balance of NMS 8*
(EUR million)

Country 2003 2004 2005 2006 Change 2003-2006
Czech Republic +1548 +2123 +2415 +2125 +577
Estonia -84 -170 -284 -534 —450
Latvia —686 -890 -994 -1378 —692
Lithuania +211 —228 -93 -329 —-540
Hungary -537 -550 +190 +1140 +1677
Poland +861 +506 +1111 +2869 +2008
Slovenia —66 -113 -10 +292 +358
Slovakia +142 -926 -1232 -688 -830

* Including trade with Cyprus and Malta.
Source: Seetable 1 and the author’s own calculations.

Several important conclusions can be drawn from the figures. First, from the very
beginning, the Czech Republic and Poland could build up strong surplus positions.
While it remained stable for the Czech Republic, Poland could substantially increase
its trade surplus in the last years. Second, traditional deficit countries include the
Baltic states that raises some dilemmas (and contradictions) between high economic
growth and international (regional) competitiveness. In other terms, the obvious dif-
ference between nominal and real convergence to the EU can be identified, at least
based on intraNMS trade figures. Third, Slovakia has lost its initia (slight) surplus
position and started to accumulate heavy deficits, most probably as a consequence of
rapid growth on one hand, but ambiguous and “one-sided” modernization on the
other. Fourth, two countries, Hungary and Slovenia could change their original defi-
cit position into a surplus. This change was relatively smooth and small for Slovenia
but remarkable for Hungary. Between 2003 and 2006 the Hungarian trade balance
with the NM S improved by almost EUR 1.7 billion. It can hardly be questioned that
this has been an important indicator of enhanced competitiveness. However, the fac-
tors of the improvement have not yet been analysed in detail. Therefore, one can only
speculate whether the dramatic change was the result of trade liberalisation in the
other new members so that previous protectionism affected Hungarian exports very
adversely. Or we can see behind the positive trend, a well-designed and longer-term
regional strategy of transnational companies functioning in Hungary. Another factor,
mentioned by some company leaders is that Hungary is able to produce up-market
products that find growing demand in neighbouring countries without equivalent
quality of domestic production. Moreover, it is unknown to what extent Hungarian
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and Hungary-located small- and medium-sized companies started to profit from EU
membership of the Central and North Eastern European countries. Furthermore, the
favourable impact on Hungarian exports of high growth rates in the neighbouring
countries has not been quantified. Finaly, the role of the exchange rate, i.e. the de-
valuation of the Hungarian currency against the Czech or Slovak crown or, to a
smaller extent, the Polish zloty should also be taken into account.’

It is not less noticeable that Hungary’s bilateral trade balance with most NMS
countries indicated surplus in 2006, being the only exception Poland and Malta. De-
vel opments between 2003 and 2006 are illustrated in Table 10. (Additional coverage
ratios are included in Table S19.)

Table 10
Hungary’s trade balance with the new member countries
(EUR million)

Country 2003 2004 2005 2006
Czech Republic —234 =315 +20 +270
Estonia -8 -5 —46 +9
Latvia +27 +40 +58 +75
Lithuania +26 +55 +90 +124
Poland -303 —288 -384 —206
Slovenia +66 +144 +298 +259
Slovakia —75 -117 +248 +629
NMS7 -501 —486 +284 +1.160
Malta —47 77 -130 -58
Cyprus +12 +13 +36 +38
NMS9 -536 —550 +190 +1.140
Bulgaria + 85 +150 +241 +341
Romania +421 +683 +839 +751

* Based on Hungarian statistics (partly available corresponding Eurostat data indicate much lower values).

Source: The author’'s own calculations based on Eurostat: External and intra-European Union trade, vari-
ous issues and the Hungarian Central Statistical Office’s Monthly Report. KSH [2004]: A KSH jelenti. No. 12.
Budapest.

Figures for the first half year of 2007 seem to reconfirm both high growth rate
and sustainability of Hungary’'s surplus position in trade with the NMS. Exports in

® Figures of 2006 do not reflect the potential export-generating impact of the Hungarian stabilization
package. Due to the (almost) stagnating domestic consumption, a higher share of production is expected to look
for and hopefully find new markets, including those in the NMS.
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the first half year of 2007 were amost EUR 1.5 billion higher than in the comparable
period of 2006, while imports increased by more than EUR 1 billion. Trade surplus
reached amost EUR 600 million with the nine countries that joined in 2004, and
were more than doubled if Bulgaria and Romania, two new members as of January
2007 are taken into account (EUR 1411.5 million against EUR 989 million a year
earlier). Moreover, exports to NMS 12 (including Bulgaria and Romania) grew
quicker than imports as compared to the first half-year figures of 2006 (31 vs. 28
percent). Finally, exports in the first half of 2007 were 29 percent higher than im-
ports (as compared to 26 percent in the first half year of 2006). (For detailed statisti-
cal information see Table S20.)

3. Commodity pattern of NMS 8 trade after membership

The commodity structure of the EU 25 reflects the theoretically supported charac-
teristics of trade of an integration consisting mainly of highly developed countries (at
least as compared to most of its trading partners). Machinery and transport equip-
ment (generaly covering the overwhelming part of high-tech goods) accounts for
more than 40 percent of total exports (and 35 percent of total imports). It also corre-
sponds to the theory that this difference disappears in intra-EU trade, being machin-
ery exports and imports (SITC 7) practically on the same level (37%). At the same
time, the different levels of development are clearly manifested in the fact that in ex-
tra-EU exports the share of machinery exports represent a much higher share of total
exports than in imports (44 vs. 30 percent). In addition, mainly fuel (almost a quarter
of total extra-EU imports), raw materials and labour-intensive consumer goods ac-
count for a higher share in imports than in exports.

At the first glance, exports by NMS 8 reveal the same commodity pattern. How-
ever, some interesting contradicting theoretical assumptions can also be identified.
First of al it may surprise that the share of machinery and transport equipment in to-
tal, intra-EU and extra-EU exports have a higher share than both in EU 25 exports
and in the exports of (much) more developed members of the integration (47 percent
in total, 48 in intra- and 45 percent in extra-EU exports). Second, chemicals (SITC 5)
amount to a lower share in case of NMS 8 as compared to EU 25. Third, and this
seems to underline theoretical assumptions, the share of manufactured goods classi-
fied by material (SITC 6) and other consumer goods (SITC 8), predominantly con-
taining material- and labour-intensive products slightly exceeds the figures of EU 25
(excepting the share of SITC 8in extra-EU exports of the NM S 8).
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Table 11
Comparison of the commodity structure of exports by EU 25 and NMS 8
(in percent of total exports)*
Commodity EU 25 NMS 8
group Total Intra Extra Total Intra Extra

SITCO 5.8 6.5 34 5.6 5.4 6.0
SITC1 13 11 16 0.6 0.5 0.9
SITC2 2.6 2.7 2.2 2.8 3.0 2.1
SITC3 5.8 6.1 4.6 4.6 45 51
SITC4 0.3 04 0.2 0.1 0.1 0.1
SITC5 15.0 13.8 15.8 7.2 6.0 11.4
SITC6 16.0 16.7 14.4 19.5 19.6 19.2
SITC7 40.6 36.7 43.8 47.3 48.0 44.8
SITC8 10.8 10.6 11.3 116 12.1 9.7

* Deviations from 100 due to omission of SITC 9 and eventual roundings.
Source: Table 1 and the author’s own calculations.

A comparison of the import structure of EU 25 and NMS 8 reflects the moderni-
zation efforts of the latter, since the share of machinery in total imports amounts to
40 percent (EU 25 35 percent). Similarly, manufactured products classified by mate-
rial, a mgjor input to industrial production and exports has a higher share (19 vs. 16
percent). In turn, the share of consumer goods, chemicals and energy are somewhat,
but not significantly lower. Intra- and extra-EU trade pattern indicates features re-
flected in total trade pattern. Machinery exports of NMS 8 represent always a higher
share than for EU 25. The higher share of SITC 6 in intra-EU imports of NMS 8 and
the lower share of the same group in extra-EU imports of the group as compared to
EU 25 means that the new members in their imports of manufactured goods over-
whelmingly rely on intra-EU deliveries. Another smaller difference can be found in
the underrepresentation of agricultural goods (SITC 0) in NMS 8 trade on each of the
three levels (1. total, 2. intra, 3. extra). This is obviously the consequence of the
Common Agricultural Policy, the main (exporting) beneficiaries of which are among
the old member countries. Detailed figures have been collected in Tables 11 and 12.
(Additional statistics in value terms have been attached on the overall commodity
pattern of exports and imports of the EU 25 and the NMS 8 group in Tables S21.,
S22. and S23.)
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Table 12
Comparison of the commodity structure of imports by EU 25 and NMS 8
(in percent of total imports)*
Commodity EU 25 NMS8
group Total Intra Extra Total Intra Extra
SITCO 6.1 7.0 45 47 5.3 2.9
SITC1 0.9 12 0.4 0.7 0.7 0.4
SITC2 35 31 4.2 29 22 4.8
SITC3 13.4 6.9 24.7 11.6 4.1 31.9
SITC4 0.4 0.4 0.4 0.2 0.3 0.2
SITC5 12.6 15.3 8.0 11.1 13.3 5.2
SITC6 14.7 16.2 12.0 18.8 21.8 10.6
SITC7 34.6 37.4 29.7 39.6 422 324
SITC8 11.3 9.7 13.9 9.3 9.6 8.4

* Deviations from 100 due to omission of SITC 9 and eventual roundings.
Source: Table 1 and the author’s own calculations.

Overall figures, however, hide substantial differences among the individual coun-
tries. Similar to the old members, the new members also have different groups of
countries once the survey goes more into country-specific details. The pattern of ex-
ports in general, but the rather different share of machinery in particular sheds light
on different levels of development, different technology content and different types
(stages) of involvement into the global division of labour driven by transnational
companies. Taking total exports of the NMS 8, and based on the share of machinery
in total exports, at least four groups can be identified. The first and most developed
category is represented by Hungary, with machinery exports reaching 62 percent of
total exports. The second group includes the Czech Republic (53%) and Slovakia
(48.5%). To the third group belong Poland (40.2%) and Slovenia (38.0%), although
with rather different “fine structures’. Finally, the bottom line is represented by the
Baltic countries (between 16.6 percent for Latvia and 30.9 percent for Estonia). Al-
most similar categorisation can be made in intra- and extra-exports.’® Table 13 pro-
vides basic information that will not be further elaborated here in detail. (For more
information on overall and intraaNMS commodity structure of the new members
consult Tables S24. and S25., as well as Tables S26. and S27., respectively.) Here,
just some important differences will shortly be highlighted.

2 n intra-exports of machinery Estonia would rather belong to the third group, together with Poland and
Slovenia, while in extraEU exports of machinery the figure for the Czech Republic approaches the
corresponding figure for Hungary.

HUNGARIAN STATISTICAL REVIEW, SPECIAL NUMBER 11



TRENDSIN EXTERNAL TRADE 65

Table 13
Commaodity pattern of NMS exports
(percent, total exports = 100.0)*
Country SITCO+1 SITC 2+4 SITC3 SITCS SITC6 SITC7 SITC8

Czech Republic

intra 35 2.7 34 53 204 53.0 11.2

extra 2.8 16 05 83 23.0 53.0 9.8

total 34 2.6 2.9 5.8 20.8 53.0 11.0
Estonia

intra 6.4 9.9 45 5.0 185 36.8 18.6

extra 7.1 8.1 35.6 6.2 133 19.8 9.8

total 6.6 9.4 15.1 5.4 16.7 30.9 15.6
Latvia

intra 10.9 235 4.6 6.5 27.1 13.7 13.6

extra 154 85 6.6 115 223 239 11.6

total 12.2 19.3 52 7.9 25.8 16.6 13.0
Lithuania

intra 13.6 5.7 231 10.0 119 16.6 19.1

extra 131 35 250 8.0 9.3 315 9.5

total 134 4.9 23.8 9.2 10.9 22.1 15.6
Hungary

intra 48 19 10 6.3 9.9 64.2 9.2

extra 6.6 10 39 134 10.3 56.2 6.4

total 5.3 17 18 8.1 10.0 62.1 85
Poland

intra 9.1 27 49 6.0 22.7 405 14.2

extra 9.4 16 28 110 24.7 39.3 111

total 9.1 25 4.4 7.1 23.2 40.2 135
Slovenia

intra 3.6 33 31 8.3 25.6 41.1 14.9

extra 39 37 19 218 22.6 32.0 141

total 3.8 34 2.7 12.8 24.6 38.0 14.6
Slovakia

intra 39 2.6 73 53 238 46.9 9.5

extra 29 14 11 6.7 219 575 83

total 38 24 6.4 55 235 485 9.3

* Deviations from 100 due to the omission of SITC 9

Note. One-digit SITC classification.

Source: Author’s own calculations based on Eurostat [2007]: External and intra-European Union trade.
Monthly Bulletin. No. 4.
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Firstly, agricultural exports occupy a substantial share of total, intra- and extra-
EU exports in Latvia and Lithuania. Secondly, exports of raw materials seem to be
important items mainly for Latvia (almost a quarter of total exports to the EU) and
Estonia. Energy exports are the most important single item in the commodity pattern
of Lithuaniaas well asin extraEU exports of Estonia. Thirdly, exports of chemicals
represent a stout share in extraEU exports of Slovenia. Fourthly, Hungary (and
Lithuania) indicate strong deviation from the genera pattern of NMS 8 concerning
the share of manufactured goods classified by materials. The much lower share
seems to indicate much less material-intensive production and export structures.
Fifthly, final manufactured goods (mainly labour-intensive products) have asimilarly
clear underrepresentation in Hungarian and Slovakian exports.

Furthermore, Table 13 provides interesting information on the differences in the
commodity pattern of intra-EU and extra-EU exports. However, for a more detailed
and unbiased analysis further statistical figures are required that can be found in the
share of the EU in total exports of the respective commodity groups. (See Table 14.)

Table 14

Share of intra-EU and extra-EU exports by NMS 8, classified into one-digit SITC categories, 2006

(percent)
Country SITCO | SITC1 | SITC2 | SITC3 SITC5 | SITC6 | SITC7 | SITC8 Total

Czech Republic

intra 87.0 86.0 89.7 97.1 76.9 82.3 84.0 85.7 84.0

extra 13.0 14.0 10.3 2.9 231 17.7 16.0 14.3 16.0
Estonia

intra 67.2 49.6 69.2 19.6 60.6 727 78.1 785 65.8

extra 32.8 50.4 30.8 80.4 39.4 27.3 219 215 34.2
Latvia

intra 711 419 87.6 64.3 59.3 75.8 59.8 75.2 72.0

extra 28.9 58.1 12.4 35.7 40.7 24.2 40.2 24.8 28.0
Lithuania

intra 64.9 59.2 72.6 61.3 68.2 68.5 474 77.4 63.1

extra 35.1 40.8 27.4 38.7 31.8 315 52.6 22.6 36.9
Hungary

intra 67.1 75.2 86.0 435 57.3 73.4 76.5 80.5 74.0

extra 329 24.8 14.0 56.5 2.7 26.6 235 19.5 26.0
Poland

intra 77.6 65.7 85.0 85.6 64.7 75.8 77.8 81.3 77.3

extra 224 34.3 15.0 14.4 35.3 24.2 222 18.7 22.7

(Continued on the next page.)
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(Continuation.)

Country SITCO | SITC1 | SITC2 | SITC3 | SITC5 | SITC6 | SITC7 | SITC8 | Tota
Slovenia
intra 69.0 21.2 65.2 76.4 43.3 69.4 72.1 67.9 66.7
extra 31.0 78.8 34.8 23.6 56.7 30.6 27.9 32.1 33.3
Slovakia
intra 88.3 88.9 91.2 97.3 81.7 86.1 82.3 86.8 85.1
extra 11.7 111 8.8 2.7 18.3 13.9 17.7 13.2 14.9
NMS 8 average
intra 76.0 64.3 835 75.1 64.6 78.0 78.8 81.3 77.6
extra 24.0 35.7 16.5 24.9 354 22.0 21.2 18.7 22.4

Source: Author’s own calculations based on Eurostat [2007]: External and intra-European Union trade.
Monthly Statistics. No. 4.

Similar to the EU-orientation of total exports, amost all one-digit commodity
group exports indicate a strongly integration-focusing structure. Considering the
most important product groups, only a few deviations from the general rule can be
observed. More than half of Slovenia's chemical exports and Lithuania' s machinery
exports are directed towards extra-EU markets. Moreover, Estonian (and Hungarian)
energy exports are extra-EU-focused. Taking NM S 8 average figures, exports have a
particularly heavy concentration on EU markets in raw materias, final consumer
goods, machinery and also other manufactured products (all of them reveal higher
shares than the average intra-EU share of 77.6 percent). It may also be noted that
Hungarian agricultural exports indicate a relatively strong extra-EU orientation (33
percent as compared to a 26 percent share of extra-EU exports in total exports). The
fundamental task of this section and the tables included was to analyse differences
and similarities in the export structure of NMS, because it calls attention not only to
structural differences but also to the factors of competitiveness and, consequently, to
the sustainability of current processes. Of course, import structures are aso influenc-
ing this process but to a less intensive and manifest way. Therefore, corresponding
import statistics have been included into the internet Supplement. (See Tables S28.
and S29.). In the same way, a more detailed list of the main double-digit commodity
groups in total, intra- and extra-EU exports by the individual new member countries
in 2006 (based on athreshold of EUR 1 billion for each double-digit group) has been
attached to the Supplement. (See Table S30.)

Statistical figures on under- and overrepresentation of the NMS 8 exports, as
compared to the corresponding EU 25 shares in different one-digit commodity
groups have been summarized in Table 15.
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Table 15

Share of NMS 8 in EU 25 exports by main one-digit commodity groups*

Commodity group In total EU 25 exports In tog;grt{:'EU In toza:l(;grttrsa-EU
SITCO 7.9 75 9.9
SITC3 6.6 6.6 6.4
SITC5 4.0 3.9 4.1
SITC6 10.1 11.2 75
SITC7 9.6 11.7 5.8
SITC8 8.8 11.0 4.8
SITC 0-9 (total average) 8.3 9.5 5.6

* Total exports being always 100.0.
Source: Table 1 and the author’s own calculations.

The most important message of the figures is that the exports of the new member
countries have a clear specialisation on manufactured goods. More importantly, they
are clearly specialised on machinery exports in intra-EU exports (followed by spe-
cialisation on other manufactured goods as well). In contrast, they are underspecial-
ised in agricultural exports. In contrast, extra-EU exports reveal the highest speciali-
sation in agricultural products and in materia-intensive manufactures. Machinery
exports are only dlightly “overrepresented”, while there is a “ negative specialisation”
on final consumer goods. (Country-specific details can be found in Table S31.)

Finally, the trade balance by major commodity groups deserves attention. (See
Table 16.) Again, some countries strongly challenge the theoretical background,
since the Czech Republic, Hungary and Slovakia have substantial surplusin their to-
tal and intraEU trade of machinery and transport equipment. While, however, the
Czech Republic and Slovakia show positive balance of machinery trade both in intra-
and extra-EU relations, Hungary’s large intra-EU surplus is accompanied by deficit
in extraEU machinery trade. This is not necessarily lacking competitiveness in ex-
trac.EU markets but a different micro-level structure of this sector in Hungary that
underlines the intensity of global involvement of machinery-producing companies
located in Hungary (and the consideration of locational advantages of Hungary not
only in the European but in the global context). In contrast to Central European new
members, high deficits in machinery trade characterise all Baltic countries. From the
many interesting aspects the figures offer for deeper analysis, one more only has to
be highlighted here. Looking at the agricultural trade of the new members, Poland,
Hungary and Lithuania register surplus, while the other countries report deficit. This
deficit is mainly or completely due to agricultural trade with EU countries and the
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comparative advantage of the old membersin this area, either due to the unilaterally
beneficial impacts of the Common Agricultura Policy or to the different structures
of agriculture (and the marketing organizations dealing with food products). In extra-
EU agricultura trade al new members, excepting Slovenia, have a surplus (by far
the highest surplus registered by Hungary). Hungarian figures refute the frequently
expressed but mistaken view that following membership Hungary stopped to be a net
agricultural exporter. Certainly, the traditional trade surplus with the EU countries
had been declining in recent years (to EUR 152 million surplus in 2006), but surplus
with extraEU partners is substantial (and most probably enjoy the export-subsidy
mechanism of the Common Agricultural Policy).

Table 16
Trade balance of total, intra-EU and extra-EU trade of NMS*, 2006
(EUR million)
Country SITCO SITC3 SITC5 SITC6 SITC7 SITC8 Total SITCO-9

Czech Republic

total -915 -4.910 -3.315 +671 +9.716 +398 +1.542

intra -971 —280 -3.618 -631 +8.553 +742 +4.225

extra +56 —4.630 +303 +1.302 +1.163 -344 —26.83
Estonia

total -170 -383 -572 -584 -1.546 +203 —2.765

intra -235 -174 -614 524 -1.385 +99 -2.583

extra +65 —209 +42 —60 -161 +104 —-182
Latvia

total -230 -930 -583 -408 -2.121 -379 —4.175

intra -282 -280 -560 -257 -2.127 -354 -3.364

extra +52 —650 -23 -151 +6 -25 -811
Lithuania

total +252 —799 —726 -1.134 -2.324 +633 —4.131

intra +2 +1.514 —771 -1.030 —2.792 +476 —2.498

extra +250 —2.313 +45 -104 +468 +157 -1.633
Hungary

total +873 -5.691 -1.024 —2.968 +5.879 +379 -1.979

intra +152 -1.030 -2.232 -3.045 +7.650 +756 +3.012

extra +721 —4.661 +1.208 +77 -1.771 -377 —4.991
Poland

total +2.394 —6.609 -7.318 -461 -166 +3.864 -11.900

intra +1.932 +1.062 —7.795 —2.022 —408 +3.549 -3.757

extra +462 —7.671 +477 +1.561 +242 +315 -8.143

(Continued on the next page.)
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(Continuation.)

Country SITCO SITC3 SITC5 SITC6 SITC7 SITC8 Total SITCO-9

Slovenia

total —499 -1.592 +110 +267 +778 +783 -674

intra -335 -923 -851 -289 -19 +446 —2.356

extra -164 —669 +961 +556 +797 +337 +1.682
Slovakia

total -377 -3.021 -1.394 +1.600 +1.970 -570 -3.253

intra -385 +686 -1.383 +1.215 +1.303 —469 +908

extra +8 -3.707 -1 +385 +667 -101 —4.161

* According to selected one-digit SITC commodity groups.

Note. For corresponding coverage ratios see Table S31.

Source: Author’'s own calculations based on Eurostat [2007]: External and intra-European Union trade.
Monthly Statistics. No 4.

4. Trade diversion — trade creation.
Summary figures and conclusions

Following the description and analysis of intraNMS trade features as well as some
structural characteristics of the commodity pattern of exports (and partly imports), in
the last part | return to the “mainstream” issue. How did the geographic orientation of
NMS trade change as aresult of the three years of membership in the EU?

In order to consider major geographic proportions and, at the same time, to call
attention to the changes occurred, figures have been placed in two tables. Table 17
summarizes the share of intra- and extra-trade (with special reference to trade among
the NMS, as part of EU trade), while Table 18 offers a dynamic picture by illustrat-
ing the percentage changes in trade orientation between 2003 and 2006. (For more
detailed figures see Tables S32. and S33.)

Contrary to trade creation theories of regional integrations, the share of NMS 8
exports to the EU 25 in total exports was falling between 2003 and 2006. The aver-
age fall by 3.6 percentage points does not truly reflect the rather heterogeneous de-
velopments in the respective new member countries. Namely, a very dramatic reori-
entation of exports to extraEU markets took place in Estonia (16.8 percentage
points), but aso in Hungary (7.1 percentage points) and Latvia (7.3 percentage
points). Much more modest export reorientation to non-EU markets characterised
Poland, the Czech Republic and Slovenia. In turn, two countries, Lithuania and Slo-
vakia dightly increased the share of EU 25 in their total exports.
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Main geographic areas of NMS trade, 2003-2006

(percent, being total exports and imports, respectively, 100.0)

71

Table 17

) Exports Imports
Country Geographic area
2003 2006 2003 2006
NMS8 Intra-EU 81.2 77.6 68.6 731
EU 15 67.6 60.8 575 58.4
NMS 10 13.6 16.8 11.1 14.7
Extra-EU 18.8 224 314 26.9
Czech Republic Intra-EU 86.3 84.0 71.0 80.0
EU 15 69.8 65.6 58.9 64.1
NMS-10 16.5 18.4 12.1 15.9
Extra-EU 13.7 16.0 29.0 20.0
Estonia IntraaEU 825 65.7 64.8 73.2
EU 15 68.4 48.3 535 55.3
NMS 10 14.1 17.4 11.3 17.9
Extra-EU 175 34.3 35.2 26.8
Latvia Intra-EU 79.3 720 754 76.0
EU 15 62.0 41.8 510 445
NMS 10 17.3 30.2 oa4 315
Extra-EU 20.7 28.0 24.0
Lithuania Intra-EU 62.5 63.2 55.8 62.4
EU 15 431 38.0 4.2 41.9
NMS 10 194 25.2 11.6 20.5
Extra-EU 375 36.8 44.2 37.6
Hungary Intra-EU 81.2 74.1 63.1 66.7
EU 15 737 61.1 55.0 56.0
NMS 10 75 13.0 8.1 10.7
Extra-EU 18.8 25.9 36.9 33.3
Poland Intra-EU 80.8 77.3 69.1 718
EU 15 68.8 63.7 61.1 62.7
NMS 10 120 13.6 8.0 9.1
Extra-EU 19.2 22.7 30.9 28.2
Slovenia Intra-EU 66.9 66.7 75.7 76.7
EU 15 58.4 56.2 67.4 68.1
NMS-10 8.5 10.5 8.3 8.6
Extra-EU 33.1 33.3 24.3 23.3
Slovakia Intra-EU 84.7 85.1 74.0 75.0
EU 15 60.8 57.6 51.6 45.4
NMS 10 239 275 224 29.6
Extra-EU 15.3 14.9 26.0 25.0

Note. Intra-EU is equivalent to EU 25, while extra-EU includes all countries outside EU 25 (in conformity
with the number of EU members as of the end of 2006).
Source: Table 1 and the author’s own calculations.
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Shifts in the trade orientation of NMS, 2003-2006

(changes in percentage points)
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Table 18

Country Exports Imports

NMS8 Intra-EU 25 -3.6 +4.5
EU 15 —-6.8 +0.9

NMS 10 +3.2 +3.6

Extra-EU 25 +3.6 45

Czech Repub-  Intra-EU 25 2.3 +9.0
lic EU 15 -4.2 +5.2
NMS 10 +1.9 +3.8

Extra-EU 25 +2.3 -9.0

Estonia Intra-EU 25 -16.8 +8.4
EU 15 -20.1 +1.8

NMS 10 +3.3 +6.4

Extra-EU 25 +16.8 —8.4

Latvia Intra-EU 25 -7.3 +0.6
EU 15 -20.2 —-6.5

NMS 10 +12.9 +7.1

Extra-EU 25 +7.3 —0.6

Lithuania IntraEU 25 +0.7 +6.6
EU 15 5.1 23

NMS 10 +5.8 +8.9

Extra-EU 25 0.7 —6.6

Hungary Intra-EU 25 —7.1 +3.6
EU 15 -12.6 +1.0

NMS 10 +55 +2.6

Extra-EU 25 +7.1 -3.6

Poland Intra-EU 25 -35 +2.7
EU 15 5.1 +1.6

NMS 10 +1.6 +1.0

Extra-EU 25 +3.5 —2.7

Slovenia Intra-EU 25 -0.2 +1.0
EU 15 22 +0.7

NMS 10 +2.0 +0.3

Extra-EU 25 +0.2 -1.0

Slovakia IntraEU 25 +0.4 +1.0
EU 15 -32 6.2

NMS 10 +3.6 +7.2

Extra-EU 25 -04 -1.0

Source: Table 1 and the author’s own calculations.
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Even more interesting is the composition of export-share changes if we take into
account the old EU 15 and intrasNMS trade separately. Since intraaNMS exports in-
creased their share in total exportsin all NMS, logicaly, the share of exports to EU
15 had to experience an even sharper decline than the previously mentioned average
figures. IntraiNM S exports produced a particularly important increase in Latvia (12.9
percentage points), but aso in Lithuania (5.8 percentage points) and Hungary (5.5
percentage points). As a result, EU 15 shares dropped dramatically in two Baltic
countries (Estonia and Latvia, both with a percentage decline of more than 20 per-
cent) and in Hungary (12.6%). The main beneficiaries of this structural reorientation
of exports were both new member countries and extra-EU partners. In case of Esto-
nia but evidently in Hungary too, the main driving force consisted in extra-EU orien-
tation of exports (although in Hungary NM S exports aso played an important role).
In other countries, higher NM S shares of exports could only partly compensate for
the loss of EU 15 shares (excepting Slovakia).

In this context, some key strategic questions emerge that affect both structural
characteristics and the assessment of overall international competitiveness of the in-
dividual NMS. To be sure, the rapidly growing non-EU orientation is a clear sign of
enhanced global competitiveness (particularly, and rejecting widespread negative
views, in the case of Hungary). Excepting, of course, the case if export reorientation
takes place towards less competitive, protected and, at the end of the day, captive
markets (in this context, the Estonian case needs further analysis). Moreover, reori-
entation of exports towards NM S markets can mostly be explained by the immediate
lifting of protectionist barriers as of May 01, 2004, as well as the regional strategies
of leading transnational companies located in selected NM S countries.

In contrast to exports, trade-creation theory could be verified by the develop-
ments in the geographic orientation of imports after membership. In total NMS 8 im-
ports the share of the EU 25 grew by 4.5 percentage points. Much higher intra-EU
orientation (at the same time, lower level of global resource seeking) can be identi-
fied in the case of the Czech Republic but also in two Baltic countries (Estonia and
Lithuania). However, there is a big difference even in this case since the Czech ori-
entation towards the EU 25 was largely driven by the growing share of EU 15 im-
ports, while the Baltic countries (including Latvia) have achieved higher EU 25
shares due to much stouter shares of intra-NMS imports exclusively (look at the
similar and not less interesting figures for Slovakia). Since the three small Baltic
countries’ intraaNMS trade is heavily concentrated on this trilateral flow, and the
presence of large transnational companies is limited as compared to Hungary or the
Czech Republic, intra-Baltic trade may easily turn out to be focused on “captive” and
small markets. At least, growing regiona-market orientation cannot be linked to
stronger EU 15 orientation as an indicator of European (or global) competitiveness.
In the most developed, increasingly competitive and structurally diversified Central
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European countries both EU 15 and NMS shares were growing during the observed
period (strongly in the Czech Republic and moderately in Hungary, Poland and Slo-
venia).

This paper tried to look at one of the most evident areas of the accession of 2004.
First consequences on the geographic orientation and structure of trade can already
be detected. Although they do not tell the full story, but can and should be used as
important indicators (proxies) to explain the pattern of economic growth (high
growth rates in themselves do not throw light on structure and sustainability), mezo-
and micro-structural developments and, last but not least, competitiveness of the in-
dividua countries. In this context, the Hungarian performance should be assessed not
only because of a number of misleading and superficia views but, more importantly,
because only such an objective basis can support medium- and longer-term eco-
nomic-strategy decisions.
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