The Transition Economies, the Intergovernmental
Conference, and the European Union *

Jozer M. van BrapanT

The Intergovernmental Conference (IGC) that opened in Turin
(Italy) on 29 March 1996 is expected to last about a year, but possibly
until late 1997. Progress with the deliberations to date has been very
sluggish. Indeed, the negotiators are not expected to tackle the real
work involved in revising the Treaty on Furopean Union (TEU),
beiter known as the Maastricht Treaty, until after the special Furo-
pean Council (at first tentatively set for Dublin, 19-20 October 1996
but now set for just one day, 5 October 1996), with hard bargaining
on a final version due sometime in 1997. Nevertheless, I still consider
the ongoing IGC a momentous event, if only because it has the
potential of preparing decisions that will be truly historical. To
© contribute to the remaking of Europe, however, it must clarify a
“daunting array of integration matters in the European Union {EU),
- This cannot simply be confined to streamlining institutions and
-~ decision-making governance, in other words. Even more salient will
‘be the way in which the IGC will prepare the ground for “deepening”
the integration movement and indeed for “widening” the EU’s geo-
graph1cal remit,

. This papei' examines the crucial factors determmmg the back-
drop of the IGC and its central focus on governance issues seen
against the perceived need to enlarge the EU by up to twelve
ndidates.? I first detail why the present IGC could be of historical
iportance. Then I look at the central policy dilemmas deriving from
¢ -conflicts inherent in “deepening” integration while pursing
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“widening” that provide its backdrop. Thereafier T examine the
particular dilemmas that arise with an eventual eastern enlargement,

The state of play in the negotiations on the eve of the special Council-

is next. In the fifth section, I question whether the EU can afford
another geographical expansion and indeed whether the TEs® can
afford to join the EU in the near term. Before concluding, T formulate
core elements of what the EU could undertake at this juncture to
facilitate and expedite the eventual eastern enlargement,

1. The potential importance of the IGC

This derives from four features: 1) the natutre of an IGC, 2) the

prevailing policy dilemmas, 3) the expectations by many EU members - .
as well as the candidates, and 4) the implications of its outcome for -

depth and breadth of the EU’s future.

First, an IGC is crucial because it is rarely convened and all:

previous ones set major markers for the course of integration pursued.
This is only the sixth in the history of the postwat integration move-
ment in western Europe, but the fourth in the past eleven years, thus
underscoring the interest in forging ahead with integration. But the
increased pace of activity also reflects the serious difficultics faced in
realizing the fundamental ambitions of the Treaty of Rome; as
reemphasized in the TEU, It is as a rule held only when policy
decisions on fundamental constitutional and governance aspects of th
EU’s integration process are at stake. Such is the case with the present
IGC as well. Indeed, it is expected to proceed with refining the cor
ambitions of the quasi-constitutional treaties that delineate the aren:
for EU integration and the rules to be obsetved, In patticular, it
expected to improve the institutional and decision-making mechanis
that facilitate realization of these paramount goals of “deep

integration. And indeed it will be of central importance in permittin,
another enlargement, particularly toward the EU’s eastern neighbo
It should be ctystal clear, however, that such widening can be re:
only once the deepening process has been successfully - em}
upon. o

? In what follows, they are the twenty-seven countries in ‘Europe’ that us
tuled, possibly in  now-defunct federal structure, by a single party and inanag
some form of administrative central planning, Sl
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Second, though the main focus of the discussion here is on the
IGC’s implications for the TEs seeking entry and on how the accession
process might be smoothed, these topics cannot be understood without
a thorough grasp of the prevailing policy dilemmas. The issues that

crop up here are complex and the views of participants varied. I can -

only impart a flavor of the prevailing policy dilemmas. Better govern-
ance, efficiency, transparency, subsidiarity, cooperation in foreign pol-
icy and in home affairs; moving toward a common understanding on
features of social policy; and improving other aspects of working
together in the EU are the topics that the IGC will necessarily have to
grapple with. Absent such progress, the implications for TEs would be
ominous,

Moreover, although some conttibutions to the policy discussion
separate the issues of deepening integration among the present EU
members from those pertaining to widening, the latter is not possible
without at least some “deepening” if the EU’s basic ambitions are not
to be abandoned. Some discussion of the issues pertaining to the
primordial need to forge ahead with consolidating achievements and
further integration among the Fifteen will be necessary in order to
identify the principal parameters that will inevitably shape the debate
on widening. The options at stake cannot simply be reduced to
accession or not. Rather, the central focus is on how to make

~accession feasible and easier to achieve in the years ahead both for the
.EU and the applicants, and how to improve the cooperative relation-
~ship between the EU and eastern Europe to enhance stability and

overnability of Europe.

~ Third, expectations about the salience of the Conference run
rery high, given its intrinsic significance, but arguably also because
he EU has beea confronted in recent years with a panoply of
launting problems around its integration process. Especially since the
EU was signed, the range and scope of these difficulties have
panded in directions that have surprised policy makers as well as
any EU obsetvers. Furthermore, a wide range of diverging views on
> EU’s desired future have recently come to the fore once again,
Imost with a vengeance. “Deepening” integration in the yeats to
e, both in finalizing what has been under way for decades, by
. né:'q'iidating its achievements to date, and in extending the compass
EU integration to related endeavors belonging to its so-called
alité politique, is thus a high priority.
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Finally, whether successful or not, the IGC’s outcome is bound
to have major implications for the chances of the ten cited TEs to
accede to the EU in the foresceable future. Failure to deal effectively
with the major problems that the EU faces, in the first instance
regarding decision making and institutional efficiency, could very well
block accession altogether and eventually fracture the integration
policies and ambitions that have been at the EU’s roots, A successful
outcome would permit the EU to move ahead with deepening its
integration format, At the same time, it would facilitate enlargement
to the eastern patt of the continent. And indeed it might provide the
spatk for strengthening the cooperation programs with other TEs as
well as other countries with privileged access to the EU markets or
that are of strategic interest to the E, owing to a variety of
economic, environmental, foreign policy, health, security, and other
matters. -

In other words, the IGC is not simply of importance to the
present membership. The EU’s political and economic weight in world’
affaits will alone guarantee much wider significance for it. However, it
will be especially critical in the first instance for the TEs that hsiv:
applied for EU membetship and desire that their requests be acted
upon soonest, The results of the Conference will unavoidably exertq
major influence on whether the process of negotiation and accessio
proceeds smoothly, and in a way that reinforces both the transfoifn
ation of the TEs and the general security of Europe as a whole,
whether accession has become mote difficult and uncertain, If ¢
latter, negative effects on the construction of vibrant market ecofiom
and stable democratic institutions in eastern Burope will be unaveid
able. For one thing, a firm anchor in Europe’s single matket will'eia
these TEs eventually to catch up with levels of development.
technology in western Europe and in and of itself sustain growth
some time, thus affording these countries some of the means by w.
they can prolong and strengthen their present cconomic recovet
embark upon a veritable growth dynamic, s
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2. Backdrop to the IGC

The IGC’s importance can be understood in the light of five
major policy challenges that the EU has been facing for some time.
First, the EU has grown to Fifteen members through four enlarge-
ments. But by and large it is still trying to function effectively with
institutions and governance mechanisms laid down in the Treaty of
Rome by the six founder members. To expedite decision making
through appropriate majority voting and representation, and to im-
prove the EU’s efficiency and transparency, it is widely accepted that
new tules need to be agreed upon, The IGC will therefore at least
have to lay the groundwork for streamlining the management of the
integration process in a number of directions, including in decision
making, in enhanced institutional efficiency and transparency, in
budgetary matters, and in formulating and implementing common
policy stances. As a result, some members will lose in stature or
decision-making powet while others will cosrespondingly gain. This
naturally creates tensions, frictions, and apprehensions that need to
be removed in a constructive manner before it is possible to forge

. ahead with integration and expansion,

Although such a review of institutional and decision-making

.- arrangements was one of the original purposes in calling for the 1996

Review Conference already in the TEU, there is at present no
‘unanimity of views on how best to proceed with these matters. And
to a large extent this discord derives from fundamental disagreement
about the goals of integration and the means to advance toward that
state. In other words, the EU will need to find modalities to over-
ome the lethargy about moving ahead with deepening integration
that set in soon aiter the endorsement of the Maastricht Treaty. This
can only be accomplished by specifying more cleatly Europe’s finalité
olitigue to which all members can commit themselves so that it can
etve as a solid point of reference also for would-be members. Further
tift in this respect risks not only undermining relations among the
ent members but also hampering further accessions possibly for
ars. to come. But deepening cannot be pursued at the explicit
pense of widening. A suitable balance must be struck soon.

Second, the EU’s ambitions have moved from economic inte-
ition in a single market to monetary integration, now scheduled for
99,-and a common cutrency, now scheduled for 2002; and in-
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creasingly to elements of common policies in foreign relations, secur-
ity, defense, juridical matters, and home affairs. In addition to con-
solidating those achievements, some of which remain highly fragile,
some members favor transferring already at this stage new tasks to the
EU, such as on issues pertaining to the environment, energy, civil
protection, and social affairs. There are sharp differences of views
among the members not only on this expansion of responsibilities but
also on how effectively to proceed with the common policy stances on
other than economic affairs narrowly interpreted. All of these bear on
the issue of further deepening integration,

Second, these divergent outlooks have been preventing inte-
gration from moving beyond economic and monetary union (EMU)
for some time now. Even on the latter’s second component — monet-
ary uniont and a common currency - considerable differences among
the members have come to the fore in recent years, and the task of

keeping to the calendar agreed to in 1991 for monetary union is

creating strains in a wide range of “communautarian” activities and of

policy stances held by the members, These stem in part from the
pressures to meet the criteria of economic convergence at 2 time

when economic activity is cyclically weak. There are, however, also
more fundamental objections to monetary union at play for some EU
members, Denmark and the United Kingdom in particular.
Progress needs to be made with monetary integration in spite of
the variations in policy commitment to achieving that stage. Monetaty
union is essentially a logical extension of the single European marke
Its merits cannot be decided by reference to whether the EU as:
whole, or any meaningful subgroup ~ the core - of members form
optimum curtency area (OCA), meaning a group of countries with
maximum flexibility in resource allocation, particularly in markets fo
the factors of production, so that the effects of asymmetric exter

economic, political, or social tensions among various regional gr

The EU is obviously not an OCA, among other reasons be¢
the flexibility of prices, notably of production factors, is: [im
particularly in the downward direction. This holds especially for
mobility of labor, which has remained quite confined for v
cultural, historical, political, religious, and other reasons.. Labo
bility is likely to stay at this low level for decades to cotto,.
some relaxation of prevailing institutional rigidities - may: yiel
important degree of flexibility, notably in mobility within coun
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that would strengthen the stability features of the monetary union.
Until such price flexibility will be arranged, however, problems both
in moving toward monetary union, given the diverse monetary situ-
ations in the members, and in sustaining the union in the event of
asymmettic shocks disturbing the regional balance need to be tackled
constructively. Barring flexible wages and prices some room for
greater fiscal federalism among the participants in the monetary
union will need to be created in order to ensure the latter’s stability.
This requires coordination of stances on macroeconomic policy
among the participants, but not necessarily tight centralization.
The TEU and the decisions of the Furopean Council since 1991
envisage moving toward monetary union in early 1999 on the basis of
the so-called convergence criteria (on inflation, interest rates, budget-
ary imbalances, debt levels, and exchange-rate stability*), and intro-
ducing the ‘euro’ as a common currency by 2002. As matters stand,
eligibility for admission to the monetary union will be determined on
the basis of a relatively inflexible interpretation of the five conver-
gence criteria. That poses the danger of creating monetary union as a
formality or of provoking undesirable setbacks to policy credibility,
particularly for market agents. This danger may be very real for
members that do not join the monetary union, but whose policy
Hexibility could pose problems for participants: competitive devalu-
ations are simply not compatible with the functioning of a single
market. In any case, the subsumed “small country” assumption in

many of the arguments that favor retaining the exchange rate as a
‘policy instrument is misplaced, given the preponderant share of
‘intra-EU trade for all members.

This episode of moving toward monetary union, not by setting a
coherent strategy for harmonizing macroeconomic policy, but rather
by rigid adherence to the chosen convergence criteria independent of
he business cycle or country-specific conditions, has given rise to
ttains. In particular, the economic, let alone the political and social,
Ircumstances for vigorously pursuing the policies required to secure
ompliance in time with the convergence targets are far from con-
enial at present. In particular, the fiscal criteria (Ievels of debt and
dget imbalances in relation to GDP) require tight fiscal policies,
ich is painful when economic performance in a number of key

..+ It should be clear that the justification of these admission criteria for ensuring
tability in the monetary union is not at all obvious,
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economies is weekening. However, policy makers do have options,
even when reading the TEU’s stipulations in 2 narrow but construc-
tive manner.” This suggests a number of lessons to be heeded when
setting future integration deadlines, such as for TE accessions: from
an economic point of view, a deadline in and of tself is much less
important than formulating a credible strategy on how to meet such a
deadline.

Although monetary union is not on the IGC’s formal agenda, it
lurks behind just about every single move affecting the deliberations.
It might therefore be useful to exploit the TEU’s tlexibility in a
constructive manner, This would permit monetary union to be inaug-
urated in 1999 with a larger membership without violating the spirit
of the specific convergence criteria. It would also make the union .
more viable, and in many respects even more stable, and it would.
help to forestall problems of exchange-rate instability in countries -
that do not or cannot join the union. The rhetoric about sigidly
adhering to the convergence criteria could then be relaxed in favor of
stressing the genuine progress in policies made in the spirit of the
Treaty's specifications in the light of unanticipated cyclical circuin
stances. After all, a number of countries are in a position to meet t )
commitments on inflation, exchange rates, and interest rates. Sotn .
even comply with the debt-to-GDP target. And marked progress
toward reducing budget deficits has been recorded by severa
countries, although the situation in some has been aggravated by. the
slowdown in economic growth since late 1995, However, most’ have
made significant progress with reducing the structural, as distine
from the conjunctural, component of the fiscal imbalance. Mose
even the strict convergence ctiteria of the protocol will need
interpreted anyway.®

Third, a further EU enlargement toward the eastern part of
Europe, as well as Cyprus and Malta, has been accepted in pi
since 1993. This will probably occur in several waves spread o
a mumber of years. In the case of the TEs, a rapid accessio
possible for three reasons. Without fundamental changes in th
constitutional arrangements, a further widening would prob

* These detive from the flexibility embedded in the TEU’s stipulation:
from those of the Protocol (European Commission 1993, pp. 23638 an
respectively). i

¢ Two examples thereof may suffice: ate the present wider exchange:
regular or not? Must the comparison with the three best-performing mémbers b
of the average, the best, or the worst? :
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lyze the EU’s decision-making capabilities, Also, the TEs ate not yet
sufficiently far advanced in their economic and political transform-
ations to be able to live up to, and thus tully benefit from, the
essential rules and regulations of the acquis commundutaire, and
increasingly the acquis communantaive et politique (henceforth simply
acquis), that govern competition in the EU’s single matket, But even
if these countries were able to abide fully by the acquis, with the EU’s
present transfer programs in place their accession would probably be
too costly for the current members. Moreover, the burden of in-
creased budgetary costs and of the reallocation of benefits would be
distributed asymmetrically within the ETJ. Arranging for suitable
compensation of the losers will thus be one of the critical policy tasks
ahead.

The fourth range of concerns for the Conference is with finding a
satisfactory solution to the EU’s multiple governance issues other than
those cited earlier. These have become patticularly acute since late
1991. They include concerns about democracy, efficiency, subsidiarity,
openness, transparency, and accountability. Engineering major im-
provements In these areas has become an urgent priority in order to
regain and sustain popular as well as political support for the inte-
gration process. In particular, solutions to questions about represen-
tation in the European Parliament, the Commission, and the Council
and about the system of voting strengths on different categories of
fssues will have to be found through political compromise before
nother enlargement can realistically be entertained, Various formulae
for resolving the multiple issues have recently been suggested at the

highest levels of policy making. Compromise solutions on electoral
“representation and on membership of the Commission would appear to
be within reach. More difficult will be reaching agreement on the
_division of powers among the major institutions {the Commission, the

ouncil, the Parliament, and the Court) and the cutoff for ‘qualified
jority” voting (possibly organized in several tiers) on all but a very

few constitutiona)l issues.

. Finally, the Unjon would seem to be in need of demarcating its
wn priotities more sharply and more explicitly, and of ensuring that
members share them, not just with respect to the more credible
plicants for membership among the T'Es but also to other countrics
with' which the EU maintains some privileged commercial or other
elationship. This is particularly important for countries that will not

‘able to lodge a viable application for some decades to come,
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Others will not join at all, either because they are not European or
for their own reasons. But they cannot be ignored if the EU wants to
be an effective player in areas reaching beyond commercial diplomacy
narrowly defined.

It is against this broad EU canvas that the IGC’s salience needs
to be discussed. This is especially important for the eastward exten-
sion of the EU’s remit. However, T am fully aware that the IGC’s
principal preoccupation will not formally be the further EU enfarge-
ment, nor has this topic figured prominently among the policy issues
raised by individual participants around the TGC; the same holds fog
other areas of concern outside the narrow governance arena touched
upon here. Nevertheless, what happens at the IGC will play a major
role in shaping the modalities by which the TEs, among other
credible candidates, will be enabled to accede in the not too remote

future. The same holds for the other problem areas. But without
hammering together satisfactory solutions to the many institutional -

and decision-making tasks, the chances that the TEs will join the EUJ

with its main policy ambitions intact within the next decade or S0

would seem to be faitly remote.

3. The policy dilemmas of new accessions

Another enlargement without changing the fundamental teno
and direction of the movement toward deeper integration, as first I;
down in the Treaty of Rome, was in principle agreed to by the EUJ
mid-1993. This decision was arrived at only after long hesitation
strong political pleas from the leadership of a number of TEs
many commentators, academics and others, had been urging th
leaders to reconsider their eatlier standoffish views, For the fifth
subsequent EU enlargements to become feasible, howevei
conditions will have to be met. This holds as much for the cii
that the candidates will have to comply with as for the EU’s abi
accommodate new entrants, with the prospect of an even
ling of the present membership. S

Expectations held by leaders of the TEs, and indéed a
by German leaders in particular, that the more advariced
ticularly the central European ones, could be admitted by

~.tal changes in the institutional and governance structures within
‘which the Fifteen pursue their common policies. These changes are
‘required to ensure progress with integration, even without contem-

subsequent decisions of the Council, would effectively block the entry

The Transition Economies, the Intergovernmental Conference, and the Buropean Union 297

2000 seem to be extraordinarily optimistic, however. Even if the IGC
were to be a full success by mid-1997 and further deepening of the
EU’s integration to proceed smoothly, accession of the candidates
could not possibly be a pro forma matter. The basic reason is twofold, o
The gaps in institutional capabilities and in levels of development,
technology, and trade participation of the TFs relative to those of EU
members remain considerable and adjusting to the acguis is by no ‘:
means a mean feat, even under the most propitious circumstances.
These realities will continue to pose palpable obstacles for smoothly
merging the TEs into the single market and Europe-wide competition
along established rules for years to come,

But even if further EU deepening were to be achieved smoothly
in the near term, something that cannot simply be taken for granted,
and the TFs forged ahead with their transformation agenda at full
speed, none of them are likely to achieve membership before, at best,
the middle, but possibly not before the end, of the next decade. This
follows even when one only contemplates the sheer mechanics of the
accession negotiations and the ratification process, relying upon the
experiences gathered in earlier enlargement exercises (see Preston
1995). The politics and economics of new accessions may call for even
more time to make enlargement feasible,

Deepening EU integration requires in the first place fundamen-

plating another enlargement, and to avoid increasing tension in
relations among the membership as well as with its external partners.
But it should be clear also that failure to deepen integration, in line
with the ambitions specified in its quasi-constitutional treaties and the

f the TEs. EU decision making would be severely hampered, and in
a humber of important respects paralyzed. There are few, if any,
embers that favor such an outcome for the sake of accommodating
iother round of accessions.

“+But even if the EU does progress soon with its own deepening,
¢ accession of some of the TEs is unlikely to be easy unless these
ountries move ahead quickly with their own transformations and
ablish market economies that are able to function effectively within
single market. Despite the considerable achievements with econ-
Omic transformation and restructuring of many of the TEs since 1989,
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much indeed remains to be accomplished before these countries can
reasonably reach this stage. This applies especially to institution
building, rounding off the process of privatization, and enacting
further incisive structural change, especially in the micro sphere, so
that economic agents will be able to participate effectively in intra-
industry competition.

Most TFEs are still in need of strengthening policy credibility and
of obtaining a greater degree of security to sustain their policies of
socioeconomic transformation with at least a minimal degree of
popular support. They are also locking forward to reaping the ben-
efits of joining the single market, in part to facilitate and ease the
burden of painful adjustments at home, It is possible, however, to
attain many of these objectives to a considerable degree, but admit-
tedly not to the full extent, without rushing hastily into a premature

EU membership. Indeed, a good part of the expected economic:

benefits can be mobilized by actively facilitating the general trans-
formation processes in the applicants, as has already to some extent
been achieved through the EU’s various assistance programs, as well
as by helping the TEs to prepare specifically for constructive compe:

tition in the single market. A first step in that direction was set in the:

White Paper released in mid-1995 (Furopean Commission 19954
which clarifies priorities on assimilating essential parts of the acgui
This was meant to be only one episode in putting together a pre
accession strategy by the Commission. Another was involving polic
makers from the more advanced TEs in the EU’s policy debates i
selected areas. Other elements are now being subsumed undet: ¢h
heading as well. o

Whatever the intentions of the Essen Council (December. 1
which recommended the elaboration of such a strategy, wha
presently in place (European Commission 1995b, 1996a7) does no
a far shot constitute a comprehensive and coherent pre-acce
strategy. Indeed, a strategy worthy of that name must b
encompassing than, for example, simply informing the EU. candidate
about the complexity of the gcquis and the order in which th
and regulations could usefully be introduced and applied..
allowing policy makers to be more closely in touch with E

¥ Successive issues of the bi-weekly Together in Europe (such as: B
mission 1996d, 1996e, 1996f, 1996g) are also revealing in this resped
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should not be confined to yet another photo opportunity. Much more
is involved if effective assistance with a view to accelerating the
preparedness of the TEs for accession is to be rendered in as construc-
tive 2 manner as the EU’s facilities truly allow and the clamor for
safeguarding their just-recently won sovereignty permits, after con-
siderable agony.

Participating effectively in the single market necessarily requires
the capacities to take an active part in intra-industry trade and
specialization, something that so far has not been high on the TEs’
policy agenda. It would be useful to serve these objectives at least by
turning the myriad of assistance programs in place into a well-
targeted, mote comprehensive, and consistent assistance strategy,
which for the EU candidates would amount to a streamlined pre-
accession strategy, as discussed below. The rationale for such a
strategy falls squarely within a coherent and comprehensive analysis
of the transition process and the implications for western assistance
for the TEs (among others, Brabant 1990, 1993, 1995). In these
analyses, positioned within a political-economy framework, 1 have
placed considerable emphasis on the importance — and difficulties —

- of creating the new institutional infrastructure required so that a

market economy can function effectively, a task which has been
furthet complicated by the simultaneous need to build the political
institutions of pluralistic democracy, They have also underlined that
the reasonable time required to achieve these objectives is by no
means a short period. For many TEs it will take decades before sound
lelivery on some promises of ‘1989 can be assured,

“State of play with the IGC

For an outsider it is difficult to evaluate the state of play with
IGC. For one thing there is not yet an agreed agenda or a draft
for the negotiations, the recommendations issued at the start of
1GC are extremely vague, and communications from the deliber-
tons held so far have been turgid at best. I have found it confusing
hen participants in the debates now intimate that real progress will
ade only after the special Council in October, which should
ide a new impetus to the negotiations, and the regular Dublin
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Council, 13-14 December 1996 (European Commission 1996e, 1996f,
1996g). Does this signal that the Heads of State and Government
have not yet committed themselves in good faith to negotiating the-
TEU’s tevision?

As per the agreement reached by the Heads of State and Goy-
ernment in Turin (Buropean Commission 1996c), the Ministers of
Foreign Affairs and their personal assistants wete to start immediately
the wotk on the core issues in a series of meetings scheduled up to
late June 1996, These should have led up to a first assessment of what
can and cannot be accomplished in time for the next European
Council (held in Florence, 21-22 June 1996), which should have
issued more concrete recommendations for the IGC under way. This
has not proved possible, however, in part because of the absence of
an agreed agenda.® Instead, the assistants and the Council of Minis-
ters since Turin succeeded only in ‘reviewing’ the issucs. As a result,
only some impressions of the chairman of the IGC negotiations were. -
presented to the Florence Council in his own name {Buropean’
Commission 1996d, 1996e). Current expectations are that under the
Irish Council Presidency in the second half of 1996 the Council of
Ministers of Foreign Affairs will set its own working agenda on
substantive matters, relying in part on the preparatory consultations
of the personal assistants and the Furopean Commission. At this stage
it is premature to speculate on what will eventually be tabled: for
intensive negotiations, beginning hopefully during the last quartet'e
1996 with the impetus of the October 1996 Extraordinary Cournici
At the least, institntional streamlining and more operational decist
making modalities should be negotiated. =

Some members and the European Commission have been tryin
to confine the IGC’s deliberations chiefly to institutional reform anc
the governance of the core European institutions — the original
poses of the Review Conference — augmented with some clements
the popular dissatisfaction expressed since then. This is understanc
given the IGC’s ortiginal purposes as stated in the TEU: and
entrenched positions of some members, the United Kingd_o_m:I
ticular. Moreover, these matters alone are sufficiently dauntin

& Niels Frsbell, who has been at the center of BU deliberations like the 1G
as representative or a highly placed EU official (he was for years Secretary Gent
Council of Ministers and a key member of the Reflection Group that first pre
IGC), has underlined the importance of an agreed agenda as ranking “smon
important and most difficult tasks of the presidencies concerned” (Ludlow
1996, p. 11). ot
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the continuing lack of agreement among the Fifteen on the direction of
future integration with its consequences for institutional underpinnings
and decision making,

As argued earlier, however, it is unlikely to be possible to adhere
to this narrowly defined governance agenda, owing to the range and
complexity of the problems that the EU faces, as suggested earlier,
Whether the deliberadons can be successfully completed by mid-1997
as some members hope (European Commission 1996d) remains to be
seen. This is important for two reasons. One is that the Council has
recommended that negotiations be started soon, perhaps after six
months once the IGC will have been “successfully” concluded. The
meaning of “success” has been left undefined, but it probably calls for
at least meaningful governance reforms. It bears to recall, however,
that seminal decisions on the E{J’s compass, notably in the fields of
foreign policy, defense, juridical matters, and home and social affairs,
are expected by some members. The other is that the outcome of the
1GC will be critical to smooth negotiations with TEs, and hence the
arrangement of accessions sometime in the next decade.

5. Widening the EU toward eastern Europe

It is not at all obvious at this stage whether the interests of the EUJ
and of the TEs coincide sufficiently so that the two parties can afford
each other. Bringing the TEs into the EU as full members, will take

-time and will involve substantial costs to be borne hoth by the present
-members and the TEs, It is pertinent to be clear about the expected
-gains for both sides. And it is particularly germane to bear in mind as

oherently as possible the time path of distributional asymmetries in

mong and between EU members and applicants. Political will is one

actot, practical implementation in this case is quite another.
. Let me first look at the interests of EU members, Budgetary

matters have figured most prominently in current debates. This is a
question of who pays what in order to apply the existing EU transfer

rograms to the ten TFEs. These are certainly important consider-
tions, particularly at times of fiscal austetity in the EU. Even so, the
stacles arising from other aspects of engineering EU integration,
lso. in terms of benefits and costs, both those that can be quantified
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and others that can be assessed only more qualitatively, are arguably
more daunting.

The overall impact of accessions on the EU’s budget cannot be -

ignored, however imprecise the estimates, Entry of the ten TEs with a
Europe Agreement, many observers fear, calls for a substantial expan-
sion of the EU’s budget. Estimates are difficult to prepare because the
key parameters for assessing the impact of accession on the budget are
simply not yet available. Some will be determined only after the EU’s
deepening efforts take shape over the next several years, after the

next round of budgetary guidelines will be agreed upon by the end of

1999, and after the round of negotiations promised by the Uruguay
Round agreement will have been completed. Even so, the magnitudes
emerging from some of the more credible estimates of the strict
budget implications of applying present common policies, notably in

agriculture and cohesion, to the ten TEs with a Europe Agreement =

usually lie between roughly 20 and 100% of the budget forecast for
the Fifteen around 2000; in absolute value this would amount, very
roughly, to between $36 and $130 billion at early 1996 exchange

rates, For the four central European economies, if they were to enter -
soon, say, by the year 2000, with present transfer programs still in
cffect, some estimates (sec Gros and Steinherr 1995, pp. 503#.) put -
the budgetary transfers from the EU at between 12 and 20% of their

GDP as compared to less than 5% for the present four beneficiaries
(Greece, Ireland, Portugal, and Spain); others (Hughes 1996, Rollo
1996) have placed the estimates much higher, This inevitably rais¢

the question of whether such large transfers, if accommodated by the

EU, can be absorbed and productively invested in these countiies

One is well advised to take these and other estimates, however,
with a very large grain of salt. Even so, they all suggest substantial

increases in the magnitude of transfers. On present policy stances, an
such rise in the EU’s budget is simply not realistic, given the fisc
stances of the main net contributors to the budget. Furthermore; the

main present beneficiaries will see theit benefits being eroded both by

the budget stringency and the fact that new entrants have a level:
GDP per capita that is “vety low” compared to the present distr
bution of incomes in the FU, That in and of itself will necessitat
painful political negotiations in the years ahead, at the latest by 199
when a new budget strategy will have to be worked out, as dete

mined in 1992 at the Edinburgh Council. It cannot be taken: for

granted that the losing beneficiaty countries will automatically conc
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on the issue of another enlargement on favorable entry terms. The
varfous transfer programs and associated common policies (notably to
serve agricultural and cohesion objectives) will almost certainly have
to be refashioned to permit the accession of new members, But such
change is also imperative in the medium to long run for internal
reasons. 1f the EU is to be sustained in spite of fiscal stringency in
most members, and indeed be entrusted with new tasks, a reallocation
of expenditure categories will be unavoidable. It is true that concrete
measures in this direction are not due until 1999, However, whatever
the choices made at the IGC, they are bound to affect future transfer
options,
In addition to budgetary considerations, further enlargement,
however managed, will require a range of adjustments in both the
applicants and the present EU members. The magnitude of the costs of
these changes cannot be estimated in value terms, not even
approximately. For example, a failure to live up to the acquis, possibly
for institutional reasons, may disadvantage other members in a variety
of ways. Possessing the capacity to abide by and compete constructively
within the single market must be a precondition of membership. For
the TEs, it is not at all self-evident that they can, or even that they can
afford to, natrow the gap sufficiently between what is demanded by the
EU’s rules and what they ate able to deliver in the foreseeable future
unless strenuous efforts are made to accelerate the transformation
process.
As regards the candidates for entry, the balance of costs and
benefits of EU membership is too often partially viewed in terms of
transfer benefits for them and budgetary costs for the present EU
members. Given the asymmetries between costs and benefits across
countries and over time, it is not self-evident that, in the short to
dium run, the TEs individually or as a group would in fact benefit
n-balance (in a broader sense than just budgetary transfers, which do
tomise to be substantial). One can be reasonably certain, however,
tin the longer run, with constructive accession and, later, cohesion
licies to boost the potential for catching up with levels of EU
elopment, the longer-term benefits of being fully integrated into
large single market will be considerable.
It is useful to distinguish between the admission criteria that are
primarily qualitative in their formulation and adjudication, and those
focus essentially on the narrower budgetary implications. Among
ormer, EU officials as a rule refer to democracy and human
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rights, being European, and having a functioning market economy, as
set forth in the Treaty of Rome. These have been variously inter-

preted, and it may be useful (as argued in Brabant 1995, pp. 452-68)

to refine them into eight criteria — namely, domestic political plural-
ism; democratic maturity and political stability; good neighborly
relations or peacelul coexistence; introduction and effective appli-
cation of the rule of law; ability to comply with the EU’s gcquis;
acceptance of the overall ambitions of EU integration; having a
European identity; and reasonably effective market-based resource
allocation. Some of these may not be so easily met by some of the
candidates for membetship, however. This is especially the case for
the rules and regulations circumscribing competition in the single
market,

Before the benefits of EU membership materialize, however, a
range of costs will have to be borne, largely by the candidate in its
preparation for entty and adjusting to the acguis. There still exists a
daunting array of institutional and policy problems, referred to above,

that remain to be solved in all TEs before any one can hope to be a -

propetly functioning market economy capable of facing competition in

intra-industry trade, while conforming to, and applying in practice, the

EU’s rules and regulations. Standards on safety, health, the environ:
ment, financial intermediation, and so on are but one example.®

Having the institutions in place to effectively engage in constructive

competition is another. But thete are many other areas, depending on
the individual candidate, that need further restructuring and strength-
ening. Attempting to do so rapidly will entail considerable costs int
first instance for the entrants; but it will at least indirectly affect also
the existing membership. In all of these respects, all TEs have som
way to go before they can reasonably claim to have reached. the
position of, say, Portugal or Spain at the time of their accession in t
mid-1980s. The Commission is rightly concerned about engineering
premature expansion of the membership. As recent experience has
amply demonstrated, such as in the case of Greece, inability ot
tance on the part of & new entrant to abide by the acquis.ca
considerable tensions among members, because of the potential fo
riding, and is divisive of EU policies. o

* Part of TEs” export push into the EU has been based on the advantages
from not observing such standards. Carving out dynamic gains in effective intra:l
trade in particular will be required to catch up to EU levels of income and wedlth.
need to be well entrenched before yielding to demanding EU standards.”
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The hopes of core TE policy makers, notably those in central
Europe, supported by some western leaders, that their countties can
enter the EU by the year 2000 are not very realistic, This can be
assessed in terms of the sheer mechanics of the negotiation and
ratification process. If, as expected, negotiations will commence in
early 1998, accession by the year 2000 would leave, in effect, only
two years for negotiation and ratification. No previous enlargement
relevant to the case of the TEs has ever been completed in such a
short period of time; five to ten yeats has been a more typical time
span. Furthermore, several well-placed Commission officials have
intimated that accession by the year 2005 even of the most advanced
TE would be a very optimistic target (Cameron 19962, 1996b; Peatce
1995). Leading members of the European Parliament have recently
argued for the ycar 2010 as a more plausible target, even for the most
advanced TE (NZZ 1996).

Based on what can reasonably be conjectured about the critetia
for membership; the likely date for starting accession negotiations;
the length, purposes, and major hurdles of the negotiations; the likely
date of accession; and the transition regime leading to full member-
ship, the TEs will have to mount considerable efforts for accession to
be feasible even by the most likely earliest date — sometime toward

‘the second half of the next decade. The effort required may well

xceed the capacity ot political will of some of the potential entrants.
Rather than insisting upon the requirement that these economies wait

“with their accession until they will be able to comply with all the

ntry criteria on their own strengths, which would require much time

and effort either of which the TEs can ill afford now or in the
foreseeable future, it might be more fruitful to think about the
formulation and implementation of a strategy to facilitate the prep-

rations for meeting this deadline for entty and for doing so at the

st cost for both the present Fifteen and the potential entrants.
With such an interim strategy the EU could then hope to meet the
s’ expectations not only of economic benefits, largely those ema-
ating from market access and some budgetary transfers, but also of
ning credibility for their transformation policies and of strengthen-
ng their general security, Such a strategy would also help to
onfigure the TE assistance formats that have been applied with
ing degrees of success since 1990. Of course, also this topic is not
mally on the IGC’s plate. But along with many obsexvers I believe
at these matters at hand cannot be completely ignoted there.
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Second, it could earmark considerable technical assistance to the
TEs, especially to help implement the detailed requirements of mem-
bership and of the transition period, and also to strengthen the
delivery capacities of public institutions (including the civil service) in
meeting those requirements. For example, the cited White Paper
contains very useful details of the acguis to be put in place prior to
accession, This now deserves to be acted upon by both sides, rather
than, as presently, simply leaving it up to the individual TE to move
ahead with assimilating and applying these rules and regulations. For
a number of them, given the TEs" postwar institutions and policies,
and the comparatively short experience with building 4 market econ-
omy, the candidates will encounter problems of a different order of
magnitude than those experienced by earlier entrants.

Third, the EU might consider reshaping its own assistance
programs with a view to strengthening the economic recovery under
way in some of the TEs and helping others to quickly reach such a
stage. This would contribute to underpinning robust and sustainable
growth throughout the eastern part of Europe. An objective should
be to encourage economic agents in the THs to move toward active
participation in intra-industry trade. This would be a critical channel
to jump onto a sustainable growth trajectory, one that would enable
these countries eventually to catch up with average EU levels of
. income per head. Gains in the real economy will reinforce the
. capacity of the TEs to compete effectively in the single market and to
sustain popular support for restructuring despite considerable short-
run costs. It would also reduce the income gap between the candidate
and the EU’s average, thereby faclhtatmg access if only because the
budgetary implications would be easier to deal with.

Fourth, other gaps between the TEs and the EU need to be
btidged. These ate perhaps largest in terms of the institutions and the
ability to compete effectively in the single market. It is important to
ensure that these gaps, and thus the hurdles to be overcome upon
entual accession, do not widen, especially if the curtent IGC were
provide a major impetus to monetary union and deepening inte-
ation. Otherwise the point at which the TEs could conceivably
ter the EU would be further postponed.

- Fifth, the EU could encourage and give practical support to
onomic cooperation among the THs themselves as a means of
strengthening the foundations of sustainable growth. Robust econ-
mic links among these countries, rooted in market-based criteria of

6. Toward a more fruitful relationship between the EU and eastern
Europe

Several channels are available to ensure that the expectations of
the TEs, notably as regards strengthening policy credibility and their
overall security through a streamlined relationship with the EU, can
be reaped without pushing for membership in an overhasty manner.
Many of the economic benefits can be secured and some of the costs
forestalled by working in a more strategic manner to smooth the path
leading toward membership. Compliance with such a strategy, which
needs to be carefully crafted, and thus closely assessed, monitored,
and occasionally fine-tuned to ensure its continuing relevance, would
be tantamount to near-automatic admittance,

Though any such program would have to be the outcome of
political negotiations and carefully tailored to concrete circumstances,
it could usefully be conceived around six principles for which con-
crete measures would then be formulated for individual countries.

First, the EU could play a much more active role as a strong
partner in the economic and societal transformation of the ten poten-
tial entrants. It is not enough to stress the need for further stabiliz-
ation, privatization, and liberalization policies in these TFs: the EU
could help in actually designing effective strategies to accomplish
them. Tt could also play a useful role in economic restructuting;:
particularly of the most ‘sensitive’ sectors, and in consolidating the
“nstitutions’ that together actually constitute a ‘market’ and deter:
mine how well it functions. A pragmatic and close involvement by th
EU in the formulation and implementation of transformation policie
could be very constructive. Thus it would be useful to remove the
contingent protectionism presently enshtined in the Europe Agr
ment and to Wolk through close negotiations to avoid exacerbation
the ‘sensitivity.’ Similarly, the EU could constructively take:int
account the peculiar decision making in many firms in TEs and fos
progress, among others, with corporate governance, particulatly
sensitive sectors such as iron and steel. The EU could also help
mobilize financial resources, especially from official institutions, wi
a view to suppotting so-called ‘crowding-in’ investments, including
extension of various European communication and transporta
networks. Fmally, it could helpfully widen TE access to its m
beyond the provisions of the Europe Agreements.
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success, would strengthen their patterns of specialization and facili-
tate, as well as accelerate, EU accession. Several TEs have recently

recorded rapid growth in their intraregional trade. Opportunities for

further expansion of such commerce, certainly now that the recovery
under way s broadening and, in some countries, strengthening, are
available, Some may need further institutional support, such as in
effective payment, insurance, export-credit, and related arrangements,
Sustaining this expansion would be particularly important at a time of
the slowdown in aggregate EU demand, which is bound to have
adverse repetcussions for the TEs that have considerably bolstered
their EU trade ties.

Finally, the EU can influence the psychological climate for
‘Europe’ in a number of ways, including the collection and dissemi-
nation of appropriate information, in the various national languages,
with a view to informing EU and TE citizens about each other. Such
citizen-friendly openness would be entirely in line with the ongoing
search for transparency, subsidiarity, democtacy, accountability, and
efficiency that marked the IGC’s preparations, Acting upon these
commitments has, however, lagged far behind the expressed am-
bitions aired on those scores in particular since the early 1990s,

Examples of the particular components of such a program can be

easily identified, and the merits of some applicable to all TEs I have -
discussed at length in Brabant (1996, pp. 219-47), But many others

need to be fashioned into a coherent whole. Any such program
should be closely monitored, periodically reviewed, and fine-tuned as
experience is gained. This calls for a more practical and deeper EU
involvement than the ‘structured political dialogue’ fashioned since
the Essen Council in 1994. That dialogue undoubtedly provides
useful contacts at the highest political level, As a strategy to facilitate
EU entry, however, it leaves too much uncertainty, Most of the
admission criteria are still far too vague for the credible applicant 't

be able to map out a clear path toward compliance, which in the end.
will still involve a large measure of judgment, hence political good o
ill will, on the part of policy makers whose concerns may not b
completely focused on the EU’s expansion. The approach sugges
here is a more structured one with a much larger EU involvetné
the European Commission first of all, in the policy steps t
undertaken by the applicants than has been evident to date:

program could usefully replace the present, dispersed assistané
grams, some of which appear to be in disarray or not particu
effective, -

The Transition Economiss, the Intergovernmental Conlference, and the Furopean Union 309

The proposal is not, of course, prescriptive. Nor is it aimed at
bringing all western and international assistance under the EU’s
umbrella. There is no need for that. Quite the contrary: what is
required is an articulated strategy that is comprehensive, well coordi-
nated, and credible. The mere existence of such a program, leading
up to the accession of the ten TEs with a Furope Agreement, but not
necessarily at the same date, will, in and of itself, act as a coordinating
mechanism. Other partners in global cooperation are unlikely to
ignore it; and since they suppoit the basic objectives of the transform-
ation process anyway, they should sce the advantage of orienting their
own efforts to its basic structure. As a result, rather than aggravating
bureaucratic turf battles, wasting assistance, or creating overlap in
different approaches, a coherently formulated strategic program
would in all likelihood provide the basis for a more spontaneous
coordination among the various actors assisting the TFs.

The more strategic approach suggested here should not of course
be confined to the TEs that are likely to be the first to join the EU, It
should apply @ fortiori to those countries (such as Albania, Croatia,
Bosnia and Herzegovina, Macedonia, and rump Yugoslavia) that can
be expected eventually to apply for membership. On current expec-
tations, however, the transition process in these countries has much
farther to go than in the present candidates, given that they are by
and large still early in their development or transformation phase,

But the EU also has many interests (such as economic, political,

strategic, and environmental) that argue for developing a well
‘thought-out, strategic cooperation and assistance program for

ountries that will never become EU members, either because they
re not Huropean or because they may not wish to join for their own
volitical reasons, For them the EU’s involvement would be much less
ntense than in the case of potential members. But the general
pproach could be justified as a way of responding to the dissatis-
action with the manner in which much international assistance,
0tably from within the EU, has been exiended to the TEs since
290. Y western Europe is serious about its own architecture, it
anot disregard its eastern half, regardless of which countries qualify
ot membership, Likewise, if the TEs are fitmly bent on joining the
Burope’ that the EU embodies, they have to formulate new ap-
oaches toward building the necessary institutions and other foun-
tions that are a requirement for full membership. If both sides
ccept these viewpoints, a realistic compromise on an approach to
largement may then be in the offing.
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