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PART I
OUTLOOK AND PROSPECTS — A QUANTITATIVE ANALYSIS
(by Giuseppe Cassano)



1 - An Estimate of the Export Potential of Balkan Countries

The following table shows the export data relative to the countries referred to in this report for three
selected years: 1989 - before the profound political and economic changes that affected the area - is our
possible reference year, 1993 and 2002.

Data on the four republics of former Yugoslavia are compared with 1989 data relating to the Federal
Republic of Yugoslavia which was dissolved. (The latter data were suitably separated from those
ascribable, according to reliable estimates, to Slovenia, a country not included in the regional integration
area. However, Slovenian data are recalled in the table for completion of information).

Table 1— Global exports of Balkan countries (millions of US dollars)

1989 1993 2002 2002/1993 (%)
Bosnia-Herzegovina - 85 826
Croatia - 3,904 4,842
FYROM - 1,055 1,069
Serbia Montenegro - 4 1,381
Yugoslavia 9,100%
4 former Yugoslav 5,048%* 8,118%* +60.1
countries
(Slovenia) (4,500) (6,241) (9,825)
Bulgaria 2,319 5,631 +142.8
Romania 4,892 13,463 +175.2
Albania 122 322 +163.9
TOTAL 7 Countries 12,381 27,534 +122.4

(*) The amount indjcated is the sum of the excports from the 4 former Yugoslay countries.
Source: Osservatorio economico’s calenlations using FEMI-DOTS data

1993 data show that exports from Bosnia-Herzegovina and Serbia were almost annihilated, an obvious
consequence of the known dramatic events.

Furthermore, the table highlights that, due to the same events, the recovery in the volume of export, up
to 2002, was decidedly lower, in the former Yugoslav countries, than the pickup of the other countries
in the Balkan area (60.1% as against an average 165% for the remaining countries).

If one wished to assess, on the basis of the above-mentioned data, the “loss” experienced by former
Yugoslav countries in terms of export potential in 1993, one could quantify it in no less than 4,000
million US dollars. Such a figure is obtained by comparing 1993 total exports (5,048 million US$) with
the 1989 datum relating to the same area (9,100 million USS$): see table above.

This enables us to estimate what the export potential of former Y ngoslav countries wonld now be, in terms of value, if the
known events had not occurred (embargoes, sanctions, conflicts, border closures, etc.): 1993 US$ 9,000 million would
probably have become, if we apply the growth rate registered in the three remaining countries, af least
US$ 20,000 million in 2002.

All the above means that the area of the four former Yugoslav countries may very likely recover the current
strong disadvantage trough a mnch faster growth rate, in the next few years. However, this would require removing
the serious causes underlying the described loss of export potential and the slower pace in the system
recovery process.



The main conclusion is as follows: the economic area made up of the seven Member countries of the
free trade area referred to in this report bas an export capacity, which will become apparent in not a long period, of
about USE 40,000 million, far higher than the amount exported in 2002, that was equal to US$ 27,534
million (see table above).

A basic indirect confirmation is provided by the following table which, assuming the same criteria
adopted for the formulation of the preceding table, presents data relating to the zzports of the various
countries in the region.

In 2002, imports in the four former Yugoslav countries surpassed the above-mentioned target of US$
20,000 million, with an increase of 214.2% compared with 1993; in fact, the stabilisation of the region
made it possible for imports to match the capacity of “purchasing abroad” of the seven countries in a
much shorter time than exports. Indeed, the latter recovery obviously takes longer, since it involves
rebuilding plants and infrastructures, reactivating farming, recreating and modernizing services.

In brief, at the beginning of the second phase of the integration process, the area encompassing the seven

Balkan countries has a trade potential of about US§ 90,000 million which are made up of USS 40,000 million of
exports, to be reached in a few years, and the around USS 50,000 million of imports currently traded.

Table 2 — Global imports into the Balkan countries (millions of US dollars)

1989 1993 2002 2002/1993 (%)
Bosnia- - 424 3,243
Herzegovina
Croatia - 4,666 10,464
Macedonia - 1,199 1,802
Serbia and - 91 4,538
Montenegro
Yugoslavia 10,000%*
4 former Yugoslav 6,380%* 20,047* +214.2
countries
(Slovenia) (4,830) (6,866) (11,435)
Bulgaria 4,481 7,830 +74.7
Romania 6,522 18,575 +184.8
Albania 421 1,448 +243.9
TOTAL 17,804 47,901 +169.0
7 countries

(%) The amount shown is the sum total of the 4 former Y ugoslav countries’ imports.
Source: Osservatorio economico’s calenlations using FMI-DOTS data

2 — The Current Degree of Trade Integration among the Seven Countries

Evidence from trends in the trade flows of other free trade areas (see Chapter 4: “The Impact of
Establishing Regional Integration Areas on Trade”) has demonstrated a significant stimulus to trade increases
within the area, therefore among Member countries.

The current situation, in the Balkan free trade area, is not particularly buoyant if we consider, for
instance, imports: the volume of trade within the area, among the seven countries, is in fact quite
modest, averaging only 6,3%.



Data in the following table refer to each country’s imports in 2002, both at global level and from
Member countties.

Table 3 — Global and intra-Balkan area imports in 2002 - (millions of US dollars)

Import within the | Global imports (a)/(b)
area %
(a) (b) ©
Bosnia- 943.1 3,243 29.1
Herzegovina
Croatia 340.7 10,464 3.2
Macedonia 389.7 1,802 21.6
Serbia and 808.0 4,538 17.8
Montenegro
Bulgaria 219.5 7,830 2.8
Romania 232.3 18,575 1.2
Albania 88.5 1,448 6.1
TOTAL 3,021.8 47,901 6.3

Source: Osservatorio economico’s calenlations using FMI-DOTS data and others (see table 4)

Data reveal that trade integration degrees are quite different but particularly low on average.
Differences partly depend on previous political situations: the highest integration is recorded in Bosnia-
Herzegovina, whose imports from other partner countries amount to 29.1%, in Macedonia with 21.2%
and Serbia Montenegro with 17.8%. The three countries were all part of former Yugoslavia.

On the contrary, Croatia (also formerly belonging to Yugoslavia), with 3.2%, Bulgaria with 2.8% and,
especially Romania, which imports, from other partner countries, only 1.2% of its total imports are
characterised by a marginal integration degree.

Absolute data are even more striking: Bulgarian imports from the other countries of the area amount to
only US$ 219 million out of a total of US$ 7,830 million; Romanian imports from the other Member
countties are estimated at US$ 232 million out of a total of US$ 18,575 million.

In order to make a correct evaluation of the integration perspectives of the 7 countries in the area, it is
probably convenient to compare individual countries’ exports within the area with total exports.

As already stated in Chapter 1, the consequences of war events in the area have diminished the export
potentials of the various countries. Such potentials will certainly be recovered in the next few years, but
for the moment they were not sufficiently high as to meet the steadily growing demand for consumer
goods spurred, in all countries of the area, by the regional stabilisation of the last few years.

The increase in demand could only be met by an increase in imports from the rest of the world, given the impossibility, for
the seven countries as a whole, to satisfy it directly.

This resulted in a distortion effect which will probably be corrected as soon as the economic and
production recovery is started. Presently, however, the distortion effect rewards, in statistical terms, the
share of imports from the rest of the world.

The pattern of the relationships between the seven countries in the area and, presumably, their real
propensity to cooperate with the other countries in the trade sector will be better outlined by a
comparison based on exports.



Data in the following table refer to each country’s exports in 2002, both at global level and from
partner countries.

Table 3 bis — Global and intra-Balkan exports in 2002 (Millions of US Dollars)

Exports within Wortld exports (a)/(b)
the area (a) (b) %
©)
Bosnia- 278.1 826 33.7
Herzegovina
Croatia 948.2 4,842 19.6
Macedonia 218.3 1,069 204
Serbia Mont. 369.6 1,381 26.8
(total) (1,814.2) (8,118) (22,3)
Bulgaria 522.3 5,031 9.3
Romania 395.7 13,463 2.9
Albania 7.0 322 22
TOTAL 2,739.2 27,534 9.9

Source: Osservatorio economico’s calenlations using EMI-DOTS data and others (see table 4 bis)

Considering data in tables 3 and 3 bis, which integrate and correct the conclusions based solely on the
analysis of current imports, we notice a certain degree of integration. Far from ideal, it is however
promising and, inter alia, grows remarkably when we confine our assessment to the situation of the
four former Yugoslav countries.
In this case, whereas exports within the area, for all the seven countries, accounts for 9.9%of the total
exports, the share represented by the export within the area for the four former Yugoslav countries (equalling
1,814.2 million in 2002), leaps to 22.3% of the total export of the same four countries (amounting to
US$ 8,118 million):see table 3 bis.

It is a barely acceptable level. Just for comparison, the volume of trade within the EU is greater than
60% and within Nafta’s is 50%'.

The two following tables may be particularly useful since they show disaggregated data by country.
Consequently, they well illustrate the current situation in trade relations within the area.

Examining only the annual imports that exceed an amount as low as US$ 150 million (see table 4), we
note that:

—  Serbia Montenegro maintains trade relations of some importance with three countries: Croatia
(US$ 172 million), Bulgaria (US$ 190.4 million) and Romania (US$ 184.6 million);

—  Bosnia-Herzegovina with only one country: Croatia (US$ 767.8 million);

—  Bulgaria with only one country: Romania (US$162.6 million);

—  Croatia with only one country: Bosnia-Herzegovina (US$ 163.3 million);

—  Macedonia with only one country: Serbia Montenegro (US$ 165.9 millions);

—  Romania with only one country Bulgaria (US$ 174.3 millions);

—  Albania has no significant trade relations with any country.

! One has to consider, however, that real trade between some countries in the area is higher than that recorded statistically,
sometimes even significantly higher (smuggling and related phenomena).
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Table 4 — Intra-Balkan imports — 2002 — (millions of US dollars)

Imports byJ, Albania | Bosnia- | Bulgari | Croatia | Macedo | Roma- | Serbia | Total
from—> Herzego a nia nia and |import
vina Monten s
egro
Albania 0.1 42.0 18.2 12.1 15.4 0.6 88.5
Bosnia-Herzegovina 0.0 11.7 767.8 19.4 14.7 129.5% 1 943.1
Bulgaria 0.1 0.9 14.1 17.9 162.6 23.9 219.5
Croatia 0.3 163.3 15.2 64.7 44.2 53.1* 340.7
Macedonia 1.4 4.5 138.6 65.0 14.3 165.9* 389.7
Romania 0.9 9.6 174.3 8.4 2.0 371 232.3
Serbia Montenegro 5.0 129.5% 190.4 172.3% 126.2* 184.6 808.0

Total 3,021,8
(%) Messerlin et al.: Trade Liberalization in South-East Europe- Sept. 2003
(**) due to lack of data, it is considered equal to the imports of Serbia Montenegro from Bosnia-Herzegovina
Source: for unstarred values: Source: Osservatorio economico’s calenlations using FMI-DOTS data.

The formation of an “effective” free trade area is therefore of fundamental importance for the economies of the
seven countries, even in consideration of the experiences of other integration areas (see the chapters on Mercorsur and
NAFTA). Indeed, the ensuing greater economic integration would be of great use for all countries
concerned.

Data in the following table refer to intra-Balkan exports (which do not coincide with imports data due
to different definition criteria : FOB instead of CIF, etc.).

Total data incisively point out that trade within the area is still very limited: only in five cases out of 42
country pairs the exported amount exceeds US$ 150 millions per year:

—  Bulgarian exports to Romania and Serbia Montenegro
—  Croatian exports to Bosnia-Herzegovina and Serbia Montenegro
— Romanian exports to Serbia Montenegro

Table 4 bis — Intra-Balkan exports — 2002 — millions of US dollars

Exports by J Albania | Bosnia- |Bulgari | Croatia | Macedo | Roma | Serbia Total

Herzego |a nia nia and import
from—> vina Monten |s

egro

Albania 0.0 0.1 0.2 1.3 0.8 4.6 7.0
Bosnia-Herzegovina| 0.1 0.8 148.5 4.1 8.7 116.5% | 278.6
Bulgaria 38.2 10.6 15.9 126.0 158.5 173.1 522.3
Croatia 16.6 698.0 11.7 59.1 7.7 155.1* 948.2
Macedonia 11.0 17.6 16.2 58.8 1.0 113.6* 218.3
Romania 14.0 13.3 147.8 40.1 12.6 167.8 395.7
Serbia and] 0.6 116.5% 21.7 47.8* 149.3* 33.7 369.6
Montenegro

Total 2,739.2
(%) Starred data are drawn from the imports data of the table above, taking into account countries of origin and destination and
eliminating 10% of CIF costs. The notes under the table above apply.
Source: for unstarred values: Source: Osservatorio economico’s caleunlations nsing FMI-DOTS data.



3 — Current Trading Trends of the Free Trade Area
3.1 - European Union

The chapter 2: “The Current Degree of Trade Integration among the Seven Countries” clearly shows that, in spite
of the signature of all the bilateral trade agreements (Serbia Montenegro’s pending issues apart) in the
first phase of the integration process, the degree of integration among the seven countries is still low.
On average, only 6.3% of the seven countries’ overall imports originate from partners and 9.9% of total
exports are directed to them.

It may be interesting to evaluate if trade flows, from and to the area, are characterised by evident trends
or preferences or if, on the contrary, destinations and origins of goods are spread, at world level,
without any systematic pattern.

The following table shows the export data of Balkan countries to EU countries for the years 1993 and
2002. It must be compared with the preceding table (no. 1) presenting data at world level.

The table displays a patent tendency toward a strong integration with EU countries:

—  the share of EU-directed exports, which in 1993 equalled 47.1% of the total, rose to 61.9% in
2002,

— if the Area’s overall exports from 1993 through 2002 have grown by 122.3% (see table 1), those
directed to the EU have seen a much steeper increase, equal to 192.9%.

Table 5 — Exports to the EU of Balkan area’s countries — Millions of US dollars

1993 2002 2002/1993 (%)
Albania 89 290
Bosnia-Herzegovina 34 540
Bulgaria 1,090 3,161
Croatia 2,214 2,530
Macedonia 364 482
Romania 2,027 8,928
Serbia and 3 1,124
Montenegro
Total (7 countries) 5,821 17,054 +792.9%

Share of EU-directed exports on the total exports from the 7 countries (%)

Albania 73.07 89.96
Bosnia-Herzegovina 39.76 65.41
Bulgaria 47.00 56.13
Croatia 56.70 52.25
Macedonia 34.51 45.05
Romania 41.42 66.32
Serbia and 81.36 81.36
Montenegro

Total (7 countries) 47.01 61.94

Source: Osservatorio economico’s calenlations using FMI-DOTS data



Imports trends are similar: even in this case a clear tendency towards deeper integration with the EU
emerges. From the consideration of the following table (no. 6), it is possible to note that:

the share of EU-originating imports, which in 1993 amounted at 46.9% of the total, rose to 59.2%
in 2002;

the region’s overall imports from 1993 through 2002 have grown by 169% (see table 2), while
imports from the EU have seen an even higher increase, equal to 239.8%.

Table 6 — Imports from the EU of Balkan countries — Millions of US dollars

1993 2002 2002/1993 (%)
Albania 300 1,124
Bosnia-Herzegovina 120 1,394
Bulgaria 1,908 3,957
Croatia 2,585 5,842
Macedonia 402 1,064
Romania 2,955 11,870
Serbia and 79 3,114
Montenegro
Total (7 countries) 8,348 28,365 +239.8
Share of EU-originating imports on the total imported by the 7 countries
Albania 71.24 77.61
Bosnia-Herzegovina 28.35 42.98
Bulgaria 42.59 50.53
Croatia 55.39 55.83
Macedonia 33.48 59.03
Romania 45.31 63.91
Serbia and 86.47 68.60
Montenegro
Total (7 countries) 46.89 59.21

Source: Osservatorio economico’s calenlations using FMI-DOTS data

3.2 - The Relationship with Italy

The strong degree of integration with EU countries conceals the existence of special ties with Italy.
This leaning can be detected on the basis of the following set of data.

Overall exports of the countries of the Balkan region:

the share of Italy-directed exports, which in 1993 was worth US$ 1,564m and amounted to 12.63%
of the seven countries’ total, rose to 22.83% in 2002, reaching US$ 6,287m;

EU-directed exports have grown by 192.9% from 1993 through 2002 (see table 5), while those
destined to Italy have seen an even higher increase, equal to 301.9%.

Overall imports of the region’s countries:
p g

the share of Italy-originating imports, which in 1993 was worth US$ 2,019m and amounted to
11.34% of the seven countries’ total, rose to 17.44% in 2002, reaching US$ 8,352m,;

the Balkan region’s imports from the EU have grown by 229.8% from 1993 through 2002(see
table 6), while those from Italy have seen a more substantial leap, equal to 313,7%.



The data of the following table points to Italy’s weight to the total flows of exports and imports
between the seven countries and the EU:

—  Italy is the destination of 36.86% of the entire area’s exports to the EU;

— Imports from Italy represent 29.45% of the overall EU-imported goods by the area’s seven
countries.

Summing up, Italy accounts for over one third of the trade relationship between the EU and the countries of the Balkan
region.

Table 7 — Italy’s share of the total exports to and imports from the EU of the Balkan countries — 2002

Italy’s share of total EU- directed Italy’s share of total EU-
exports (%) originated imports (%)
Albania 85.18 50.66
Bosnia-Herzegovina 48.32 30.50
Bulgaria 27.67 22.56
Croatia 42.83 30.05
Macedonia 20.40 11.96
Romania 36.75 31.72
Serbia and Montenegro 39.32 26.23
Total (7 countties) 36.86 29.45

Source: Osservatorio economico’s calenlations nsing FMI-DOTS data

It is well-known that the trade and economic relationship of some Italian regions with the Balkan area,
due to both geographical proximity and historical tradition, is particularly close. It is interesting to
assess how much of a priority this relationship is.

The following table determines the propensity to the Balkan area of the three Italian Regions, two from
the North East and one from the South, that emerge with respect to average data.

Table 8 — Propensity of Some Italian Regions to the Balkan area — 2003 exports (January-June)

Region Share of Italy’s global | Share of Italy’s exports Propensity
exports to the Balkans (%)
(%) (%) (b)/ (a)*100
(a) (b) ©)
Veneto 13.8 27.5 +99.3
Friuli-Venezia Giulia 3.4 5.5 +61.7
Puglia 2.2 4.6 +109.1

Source: Osservatorio economico’s calenlations using ISTAT data



4 - The Impact of establishing Regional Integration Areas on Trade
4.1 - The Mercosur Experience
The Mercosur experience is to be examined with interest for its suggestions and indications.

The agreement establishing a Customs Union between Brazil, Argentina, Paraguay and Uruguay is
based on the Treaty of Asuncién of 26.3.1991 that marked the beginning of the transitional period, and
on the Protocol of Ouro Preto of 17.12.1994 that modified the institutional architecture of the
Mercosur, defined the closing of the transitional period and launched the effective implementation of
the agreement.

By comparing data on the overall trade of the four countries in 1997, the third year of effective
implementation, with those of 1993, taken as reference year, we can note:

— anincrease in overall exports, from US$ 54,3 to 83,4 billion (+53.5%): see table 9;
— anincrease in overall imports, from US$ 51,7 a 106,1 billion (+104.9%): see table 10.

It is plain that the implementation of the Agreement boosted the overall trade of the four partners and of the entire area in
the period examined (which appears to be homogeneous, not affected by the sort of structural
modifications that arose later as, for instance, the acute Argentine economic crisis that dissuaded from
a comparison with more recent years).

Table 9 — Global exports of Mercosur parties (millions of US dollars)

1993 1997 Percent Increase
Argentina 13,118 25371 93.4
Brazil 38,783 53,906 39.0
Paraguay 768 1,400 82.3
Uruguay 1,678 2,730 62.7
Mercosur total 54,347 83,406 53.5

Source: Osservatorio economico’s calenlations nsing FMI-DOTS data

Table 10 — Global imports of Mercosur parties (millions of US dollars)

1993 1997 Percent Increase
Argentina 16,773 30,284 80.5
Brazil 30,984 68,132 119.8
Paraguay 1,672 3,952 136.4
Uruguay 2,335 3,715 59.1
Mercosur total 51,765 106,083 104.9

Source: Osservatorio economico’s calenlations nsing FMI-DOTS data
As it had been imagined and wished for, frade among partner conntries demonstrated, within the period, a
considerable development, more than proportional with respect to global development.

The total amount of the four member countries’ overall exports that were destined to the other
Mercosur partners grew as follows:

2 'The comparison made here refers to 1992 and 1997.
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— from US§ 7,215m in 1992 to US§ 20,679m in 1997 (+186.6% as against +53.5% of overall
exports): see table 11;

— intra-area exports of individual countries equally showed substantial rises; in particular Argentina’s
(+286.6%) and Paraguay’s (+208,9%), with much higher rates than overall export rates.

Table 11- Exports to other Mercosur countries (millions of US dollars)

1992 1997 Percent Increase
Argentina 2,327.0 8,995.4 286.6
Brazil 4,097.3 9,567.9 133.5
Paraguay 246.4 761.3 208.9
Uruguay 544.3 1,355.1 149.0
Export total 7,215.0 20,679.7 186.6

Source: Osservatorio economico’s calenlations using FMI-DOTS data

The total amount of the four member countries’ overall imports originating from the other Mercosur
partners - (which do not coincide with the total of exports between those same countries on the
grounds of the different definitions considered: CIF, FOB, etc.) - showed the same huge increase in
percentage (+186.6 as against +104.9% at the level of overall exports): see table 12.

At the level of individual countries, the performances of Brazil (+328.1%) and, once again, of Paraguay
(+2806.3%) were impressive.

Table 12— Imports from other Mercosur parties (millions of US dollars)

1992 1997 Percent Increase
Argentina 3,754.5 7,506.6 99.9
Brazil 2,474.6 10,593.9 328.1
Paraguay 522.5 2,018.6 286.3
Uruguay 831.5 1,616.3 94.4
Imports total 7,583.1 21,735.4 186.6

Source: Osservatorio economico’s calenlations nsing FMI-DOTS data

The Mercosur experience indicate the considerable potential for trade growth of partner countries, both at global and,
especially, at intra-community level, provided that the political will of member countries and common institutions set the
conditions for the regional integration area to achieve its full expansion.

4.2 — The NAFTA Experience

The North American Free Trade Agreement — NAFTA has come into force on 1 January 1994
between the USA, Canada and Mexico.

Nine years after its implementation, the results achieved by the Agreement are extraordinarily brilliant
as far a trade trends are concerned (see the following tables).

Exports:
—  from 1993 (the year of the previous Agreement) through 2002, Canada’s exports toward partner
countries increased by 93.6%;
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—  Mexico’s intra-area exports grew by 195.2%;
— US intra-area exports increased by 82.1%.

Imports:

—  Canada’s intra-area import grew by 62.7% in the period under examination;
—  Mexico’s intra-area imports increased by 107.6%;

— US imports rose by 126.8%.

Table 13 — Overall and intra-NAFTA exports (millions of US dollars)

Overall exports Intra-Area exports
1993 2002 Percent 1993 2002 Percent
Increase Increase
Canada 140,748 252,381 +80.0% 115,047 222,801 +93.6%
Mexico 51,760 149,673 +189.1% 44,658 131,834 +195.2%
USA 465,870 093,123 +48.8% 141,825 258,329 +82.1%
Area total 658,378 1,095,177 +66.3 301,530 612,964 +103.3%

Source: Osservatorio economico’s calenlations using FMI-DOTS data

Table 14 — Overall and intra-NAFTA imports (millions of US dollars)

Imports from the world Intra-Area Imports
1993 2002 Percent 1993 2002 Percent
Increase Increase
Canada 148,405 244179 +64.5% 99,466 161,843 +62.7%
Mexico 71,902 153,134 +112.9% 52,476 108,944 +107.6%
USA 602,975 1,202,360 +99.4% 154,362 350,098 +126.8%
Area total 823,382 1,599,673 +94.3% 306,304 620,885 +102.7%

Source: Osservatorio economico’s calenlations using FMI-DOTS data

In the examined period, the three conntries’ excports increased by 66.3% overall and by 103.3% intra-area.
During the same time span, global imports for the three countries grew by 94.3% whereas in-area imports rose by 102.7.

It is to be noted that the highest growth has been experienced by the least economically developed
country in the Area, Mexico, both at the level of overall exports and of exports to partners (+189.1%
and +195.2%).

On the point, one has to stress that as much as 88% of both Mexican and Canadian exports are
directed to the NAFTA Area, an outstanding percentage when compared to that of the Balkan area
(9.9% on average).

Trade between Mexico and the USA tripled over this period, pushing the Latin-American country into
the second place among the countries of destination of US products. At the same time, the regional
integration area allowed Mexico to rise itself at the second spot as supplier of consumer goods to the

US.

Another important consequence of integration within NAFTA consisted in the strong growth of investment: between
1993 and 2002, as much as US 19 billion located in Mexico, with the US ranking first and Canada fourth as
investment countries of origin.
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There is no doubt that a change of this dimension, besides its great benefits, also creates imbalances
and has an impact on the structural outlook of economically weaker countries, in our case Mexico.
Agriculture, for instance, was partially affected by the changes in the country’s economic and
production structure to the point that a revision of the Agreement, relative to the primary sector, is
expected to be adopted during 2003.

In other cases, like the EEC, so well before it became the EU, the risk of creating imbalances in the
regional integration area was offset by the introduction of “buffers”, the so-called structural funds that
could foster and promote the development of more backward regions. Some supporting and corrective
measures are therefore needed for the areas and sectors that are likely to encounter difficulties when establishing a regional
integration area.

Phase 11 of the harmonisation of bilateral agreements, in the Balkan free trade area, will be charged with that need.

The great advantages that Mexico obtained from taking part in the free trade area cannot be
questioned.

First among them is a genuine cultural change. Mexico has been able to confront, successfully, the
economies of more advanced countries at entrepreneurial level. Secondly, a major upgrading of its
industrial structure has been carried out. At the beginning of the “90s, Mexican exports were based on
energy and oil for more than two thirds. In 2002 only 9% of exports were related to oil as compared to
over 60% of the manufacturing industry. This amounts to a true revolution in the entire country’s
productive structure, one that must be attributed, to a great extent, to being part of a dynamic trade
integration area.
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PART II
ADVANTAGES OF TRADE INTEGRATION AREAS
(by Giuseppe Cassano)
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5 — A Market of Greater Dimension —Economies of Scale — Competitiveness

The first and most important advantage of those deriving from regional integration and from the
setting up of free trade areas lies in the formation of a market which amonnts to the sum of all the markets of the
adhering countries.

All the countries of the Balkan area, with the only exception of Romania, present the characteristic of a
“small country” as far as international trade is concerned. They have a modest home market and are
heavily dependent on foreign exports. This is the condition of those who have to bend to rules and
prices fixed elsewhere, with limited possibilities of meaningful reactions. For such an area, the creation of
serious forms of regional integration becomes essential, more important than it is for other countries: a joint instrument
of development and defence, the latter interpreted in terms of trade dialectics.

Small countries are in _fact unable to achieve economies of scale in industrial production. This is both becanse the quantity
of specific inputs locally available are insufficient and because the market’s limited dimension does not allow for savings on
unit costs which are instead possible in case of a greater amount of production in the face of a constant share of fixed costs.

The different forms of regional integration can usually fix such a disadvantaged situation, which is due
to the limited demographic dimension, thanks to both the pooling of resources and the size of the
resulting market, much wider than that of individual countries.

In small countries, firms that manage to thrive or survive are mainly those that operate in a monopoly
situation and are protected from the outside. Their products are exclusively sold on the home market
and at high prices which damages the community. They are thus characterised by production and
management inefficiencies because they are not stimulated by competition and consequently have
elevated unit costs.

In this context, market enlargement can generate numerous advantages.

First of all, firms are pushed to change. Where they were used to operate in a monopoly situation, they
must now confront the competition of the other firms of the enlarged area. If they are to survive, they
are forced to operate efficiently at lower costs and, most important to the community, at lower prices.

Secondly, market enlargement permits to better exploit economies of scale which means, once again, to
produce at lower prices and, obviously, to produce greater amounts. The market grows not only
because it aggregates the smaller markets. It grows bigger because lower prices contribute 7o widen the
public of consumers for all products involved.

Moreover, the more competitive production environment generates not only higher efficiency in the
firms’ production processes and management but also productivity gains within the labour market.

Market enlargement and regional integration areas to wich here is made reference, mean e¢ffectively
integrated areas and markets that are places where formal, surreptitious or substantial barriers to the
free movement of goods have been removed.

Recent studies have shown that the formation of an efficient regional integration area entails not only a
price reduction, as seen above, of goods produced within the area but, probably on account of the
increased competitiveness which tends to permeate the market structure, helps to cut significantly the
price levels of goods produced outside the area and imported into it’.

3 Chang e Winters (1999) studied the price trends of 1356 US products and 99 Korean products exported to Brazil
(Mercosur area) from 1991 through 1996, comparing them with prices towards the rest of the world. Prices inside the area
were, on average, lower by more than 15% as against rest of the world prices. The underlying reason is thought to be the
fact that US or Korean products could have been replaced by Argentine products, thus originating from zuside the area.
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A wider market means greater competitiveness against imported products but also greater competitiveness
on the home markets of the other partner countries and more, greater competitiveness on third
countries’ markets too, due to lower production costs.

Broadly speaking, the argument sustained in the chapter 4: “The Impact of Establishing Regional Integration
Apreas on Trade” is valid: in case of participation in a working regional integration arrangement it is not
only the area’s internal trade that tends to increase at a quicker pace but even overall trade with the rest of the
world is positively affected.”

6 — Capacity of Attraction of Foreign Direct Investment (FDI)

There is strong evidence that a more than proportional amount of foreign direct investment (FDI), in
those projects and sectors for which market dimension is fundamental, is attracted by countries that
have adhered to free trade areas or are parties to economic integration agreements.

The FDI flow toward Mexico more than doubled from the very first year after the establishment of
NAFTA, passing from about US$ 4,500 millions in 1993 to about US$ 11,000 million in 1994° and then
steadied at very high levels in the following years as well. Although it is true that a considerable share of
this investment flow comes from the USA which is a NAFTA party, it is also true that a large portion
of FDI originated from outside the area, from non-NAFTA countries, like Japan. Those countries
intended to profit from the formation of the free trade area by producing inside the Area itself so as to
take advantage of Mexico’s competitive edge (low labour cost) and to entitle their products to
preferential access to the other NAFT'A members.

Some FDI, given the investment size and the specific sector (i.e. auto-making), was located in Mexico
exactly because of the enlarged market in the making.

The Mercosur experience is also interesting (see chapter 4). This Agreement was initiated during 1991
with the launch of a transition period closed by the Ouro Preto Protocol of 17.12.1994.

A comparison between FDI that were poured to the Area in 1996 with 1993 inflows, our reference
year, is particularly meaningful:

1993 US$ 3,846 million
1996 US$ 12,851 million
this means a rise of 234%.

7 — More Negotiating Power
One of the advantages of taking part in a regional integration agreement is to be found in the enhanced
negotiating muscle gained by both the association and the individual countries.

It is a token that the EU has obtained, in international negotiations, much more than its members could
have reaped individually by negotiating on their own.

A free trade area of the Balkan countries could surely have not the EU economic weight and its
political strength, but i will certainly yield better results than those to which the individual countries conld aspire.

* What is argued in the text is generally true: exceptions are to be attributed to specific causes which have been well studied
in economic literature and which, however, are not deemed to be present in the here xamined case.
> NAFTA has come into effect on 1 January 1994.
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To this purpose, it is, of course, essential that its members manage to shape common positions on the
most relevant questions. The very fact of being integrated into a larger entity can make it easier to reach
common positions.

8- Greater Stability of National Policies — Opportunities for the Delocalisation of Enterprises
Another incentive, that with hindsight turns out to be an advantage, may be #he effect of regional integration
arrangements on national policies. They become more “stable” and less subject to modifications and
cancellations thanks to the “commitment mechanism” that binds the individual member state to its partners.
As a consequence, the mechanism ends up being more difficult to break even for the political forces
that have not fully shared the choice made.

Well, the improved credibility that, after acceding to an economic integration area, the country has
acquired as a result of more stable national policies, can play a very important role. It can be spent in
attracting FDI flows related to the delocalisation of production carried out by the more industrialised countries
that wish to profit from the country’s competitive advantage.

Since it is small- and medium-sized enterprises that usually delocalise production, the more “attractive” the country,
the more “reliable”, with strong prospects that its fiscal, economic and political framework will not be
prone to substantial modifications that could negatively affect investors. The guarantee of being part of
a wider institutional context, that is of a free trade area based on rules agreed upon on a supranational
basis and, consequently, harder to modify, plays an essential role.

The ¢ffective launch of the Free Trade Area of the Balkan countries will multiply the inflows, even in countries
to present overlooked by foreign investment, of such a particular kind of FDI, the so-called green field. This
investment must be considered fundamental for the development of individual countries because they
help “disseminate” entrepreneurship in a much greater measure as compared to multinationals’ huge
allocations.

It is interesting to note that some of the area countries (Romania, Croatia) are already benefiting from
such situation. It is not a case that they are, for both size and degree of political and economic
stabilisation, the countries better poised to guarantee investors a stable and untroubled environment for
a lengthy time horizon. Investors need this type of certainty that, right now, the other countries of the
area are unable to provide individually. As an example, Romania’s foreign investment inflow reached
2.9% of GDP in 2002, with an annual increase in line with GDP dynamics. By disbursing around US$
550 million over the past years, Italy has given an undeniable boost to the country’s present
development, making a distinctive contribution with respect to other countries that have also and more
heavily invested in Romania. I7aly’s investment comes in good measure from small- and medinm-sized enterprises:
about 14,000 of them are registered and almost 4,000 have already invested in, among other things,
labonr-intensive sectors, with over 500,000 workers, split between direct and spin-off sector jobs.

The bulk of the above-mentioned investment went to the delocalisation of production which helps, on one
side, to create closer co-operation forms between enterprises on the two shores of the Adriatic and, on
the other, to transfer more know-how and more entreprencurial abilities at a speedier rate than the
large, traditional investment can do.

The formation of a deeply integrated area of the Balkan countries will certainly see the multiplication of these green-field
investments, and not only by Italian businesses.

9 —Greater “Security” of the Country

Another reason to floor the integration pedal is referred to all issues related to the country’s “security”,
first of all in the face of non-member countries. The accession to some form of integration, although
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confined to the economic sector, within an association of countries, gives the Integration Agreement a
political value that makes the country look less isolated.

This is valid even before member countries, particularly before the largest and strongest. After the end
of World War II, it was probably this motivation that, in Europe, spurred the signing of the first
economic cooperation and integration agreements’.

The Mercosur had the same purpose. Closing an extremely tense period, it was signed in 1991, by two
countries, Brazil and Argentina, which were both coming out from substantially adversary military
regimes. The economic agreement served to furnish security and ease off tensions between the parties.

Such a reason should ring out more intensely than anywhere else in a region like the Balkans that have
in recent years been plagued by unrest and bloody conflicts.

10 - Integration as an initial step towards EU accession
Another strong drive to strengthen the Balkan free trade area is to be found in EU policy and in its
strategic vision of the Union enlargement which contemplates the inclusion of South-East Europe counttries.

To achieve this result, it is fundamental that the countries of the region undergo a deep structural
revolution. Whereas, for some of them, the path has been substantially set out (Romania and Bulgaria
in particular), for the remaining countries, Albania and the four states born from the ashes of former
Yugoslavia, times could be very long, maybe indeterminate. I# Zs for this reason that Europe, in the interest of
the region’s countries, aines at their integration and at trade liberalisation.

In addition, the EU has tried to encourage the development of exports, by granting preferential access
to its market, also with the purpose of increasing the competitiveness of the economy of the countries
in question.

These countries have an endless number of chances more of winning accession to the Union in a
reasonable time provided that — within the facilitations the EU has already granted — they succeed in
“being trained” to live together and to compete in a smaller pond. Attaining political and economic
stability, economic development, trade growth and a greater degree of economic integration within the
region could, simplifying to the bone, complete the needed ticket to enter the definitive home.

11 — A More Balanced Outlook for the Balkan Region Compared to the Current Situation

We have already seen, (table 4 and 4bis — data of 2002), how different the impact of intra-regional trade can be
on individnal countries. For some of them, intra-regional imports are determinant and, at the same time,
show a decidedly counter trend with respect to exports. This is true, for instance, for Bosnia-
Herzegovina (US$ 943,1 million of imports as against 278,6 million of exports), Macedonia (US$ 389,7
million as against 218,3 million), Serbia and Montenegro (US$ 808 million as against 369,6 million).”
Intra-regional trade is less important for Croatia and is marginal for Albania, Bulgaria and Romania.

Some bilateral relations are seriously unbalanced:

Bosnia-Herzegovina’s exports to Croatia amount to US$ 148,5million, its imports to 767,8 million;
Bulgaria’s exports to Serbia and Montenegro amount to US$ 173,1 million and its imports to 23,9
million;

¢ In the preamble to the Treaty establishing the European Carbon and Steel Community, in 1951, is stated: ... to create, by
establishing an economic community, the basis for a broader and deeper community among peoples long divided by bloody
conflicts ...

7 See notes to table 4
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Bulgaria’s exports to Macedonia amount to US$ 126 million and its imports to 17,9 million;
Croatia’ exports to Serbia e Montenegro amount to US§ 155,1 million and its imports to 53,1 million.

It is evident that, in spite of the apparently diverse interests of individual countries, the formation of an
¢ffective free trade area could satisfy the interests of a// the countries involved. “Big” exporters will not
see their export flows curtailed as a consequence of partner countries turning off orders to third
countries. “Big” importers will have higher chances of selling their products to member countries from
which they heavily import.

The substantially balancing function carried out by the formation of an efficient free trade area is a particularly relevant
prospect. We should not only expect an increase in the share of intra-regional trade but also the
development of bilateral trade relations that are presently abnormally modest (of Croatia with Serbia
and Montenegro; of Bulgaria and Romania with all the countries of former Yugoslavia, etc.).

On the basis of the data provided in Part I, it is possible to forecast a surge of trade across the entire
region of at least 300%. Within Western Balkans the rise will be 200%, with peaks of as much as 800%
for Romania and of 300% for Bulgaria, countries that are now less involved in intra-regional trade,
especially with the countries of former Yugoslavia.

To better evaluate the pathway yet to be walked ahead so as it becomes possible to speak of an
effective regional integration area, we must focus on the various FTAs® concluded to date. All but those
with Croatia, Romania, Bulgaria and Albania - blocked by Montenegro’s requests and requiring a new
signature by Belgrade’s Government (which, under pressure from the Italian Government, committed
to sign by the beginning of the Rome’s November meeting) - have practically liberalised the trade of
industrial products. In fact, zhe share of liberalised industrial products already set in all FT As exceeds 99.7% (ot
there is a pledge to reach that percentage by the end of each transitory period), the only exception being
a couple of countries, Bosnia and Bulgaria, and only for their reciprocal trade which, however, stands at
more than 97%.

In such conditions, and restricted to industrial products, zhe formation of a genuine “multilateral” free trade
area is an eastly reachable objective since harmonisation, with liberalised shares by now close to 100%, is
really simple to attain. (For 15 country pairs, the liberalisation of 100% of trade in industrial products
has been already provided for).

Moreover, it must be taken into account, as Messerlin points out’, that the few industrial products yet
to be liberalised are practically the same in all FT'As. This means that it becomes really easier to find a
common solution for these products.

Agricultural products stand apart. Their liberalisation process is, on average, extremely backward. The various FTAs
are profoundly different in their contents with liberalisation ranging from 100% (four country pairs) to
0% (as many pairs)(on this theme see part I1I).

12 — Fewer Trade Distortions

It is, however, fundamental that the logic of bilateral relations only be somehow overtaken if we
consider an area like the one we are examining. Current differences among countries, both in terms of
size, political stability and degree of development, are so marked that they heavily affect trade flows.

It has been noted', by analysing the region’s trade structure, that the relatively stronger countries
manages to exploit the others to slowdown their trade deficit. More than a growth of trade, it emerges a

8 Free Trade Agreements: bilateral free trade agreements signed by the countries of the Balkan region.
? In “trade liberalization in South East Europe — Tirana, sept.2003
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sort of specialising trend in trade flows which, in perspective, is hardly a favourable situation for any
country of the region. A re-balancing is needed in this case too. The participation in a free trade area,
intended in a more integrated and “multilateral” form than it has been to date, could certainly help to
correct and modify such distortions.

13 - Conclusions

Let’s sum up the benefits deriving to the participants from the formation of a free trade area: the security originating
from being a part of a broader economic space and from the increased possibility to receive substantial
investment from industrialised countries; a greater credibility based on having anchored economic
policies to the provisions of international and multilateral agreements; the awareness that even the
region’s economically dominant countries are bound by the supranational agreement they have signed
and, therefore, are not as free to decide unilateral economic restrictions; the economies of scale granted
to the production system by belonging to a wider market. Moreover: the likely trade increase both
inside the area and with third countries, signal of a speedier economic growth; more balanced economic
and political relations with the partners; and, in the specific case of the Balkan countries, the possibility
of interpreting their participation in the area as a sort of apprenticeship in view of a future accession to
the EU.

10°C. Campobasso
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PART III
FUTURE TRENDS FOLLOWING THE IMPLEMENTATION
OF A FREE TRADE AREA
(by Savino Onelli)
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14. Overall perspectives

In the case in point it is extremely difficult and complex to make forecast, since the multiple interacting
variables often go in diverging directions.

However, we may affirm that the overall picture, by now sufficiently stable, the economic recovery and
GDP growth will result in increased trade within the area. This will be the case even if its economic
poles (Italy and Germany and, in the second place, Greece and Turkey) are situated outside the area.
This aspect, as evidenced in analogous situations (e.g. CEFTA) is one that may hinder the
development of intra-regional trade.

The main factor underlying Balkan development is, and will continue to be, the level and kind of the
interchange with the EU, even in consideration of the typology of goods exchanged (assets, capital
goods, consumer goods from the EU to the Balkan region — labour-intensive goods or raw material-
intensive goods, in the opposite direction). The high level of complementarity emerging from this
picture has been decisive for the striking success of other areas, among which NAFTA.

The shift to an effective free trade area will entail greater opportunities for economic cooperation. The
more efficient component of the relationship between both vertical producers in the same sector
(production pipeline) and companies (network), that already existed within the countries forming the
Federal Republic of Yugoslavia, will presumably be re-established.

Within the framework of the future free trade area, a further growth factor should be the greater
importance — compared to the current one — attached to bilateral relations between neighbouring
countries or nearby countries, such as between Croatia and Serbia and Montenegro, or between
Romania and Bulgaria.

Furthermore, it should be pointed out that, besides economies at nations level, peculiar economic
systems exist in the area (Kosovo and Republika Srbska), the inclusion of which in the Country of
origin (Serbia and Montenegro and Bosnia-Herzegovina, respectively), within the framework of the free
trade area that is being formed , will surely result in advantages. Indeed, possible partners will be greatly
differentiated (as in the case of the Republika Srbska) and separation lines will be eliminated or
weakened (as in the case of Kosovo in relation to all neighbouring countries). This should favour the
economic revival of the most disadvantaged areas (current per capita income in Kosovo is 1/5 of that
recorded in the period prior to the breaking up of the Federal Republic of Yugoslavia).

On the contrary, future greater chances for a wider choice of partners other than the current ones
could lead to lesser propensity to intra-regional trade. However, this negative outcome is offset by the
different stage of development in the various countries which should favour production specialization.
The fact that the two entities of Bosnia-Herzegovina (the Croat-Muslim Confederation and the
Republika Srbska) may loosen their ties with Zagreb and Belgrade, respectively, may represent a further
stimulus for trade within the area.

According to widespread opinion, the area should lose its importance in 2007, due to the accession of
Bulgaria and Romania to the EU. Indeed, it is often upheld that some Balkan countries consider the
Free Trade Area creation only as an instrument to draw closer to the EU. In other words, the
integration process in the area would only be supported in order for Bulgaria and Romania to please
the EU. The latter countries would gain credits by enabling the ruling classes of the remaining Balkan

countries to be viewed by their public opinion as guarantors of a redeeming process of getting closer
to the EU.
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Such a view cannot be shared since it does not take into account the fact that, in the current acceleration of the transition
process, even the period 2003-2007 is a lapse of time that may be considered reasonably long for relations to be
strengthened and intensified. In fact, given the preferential agreements with EU, such relations will exert a positive
influence even after 2007.

Furthermore, it should be pointed out that the future free trade area will cover all former Yugoslav
republics that show the greatest interchange within the area, including the regional poles of
development (Zagreb and Belgrade). As a consequence, the strongest opportunities exist in terms of
re-establishing production pipeline and network relations and benefiting from economies
complementarity. These are perhaps the most significant remarks that may be made concerning the
post-2007 evolution of the free trade area.

In addition, a free trade area made up of 5 countries (Croatia, Serbia and Montenegro, Albania,
Macedonia, Bosnia-Herzegovina), would make it possible to maintain a link between Croatia and the
Croat-Muslim Confederation.. The expected inclusion of Croatia in the group of candidates countries
for EU Membership as of 2007 would result in the breaking up of such a link, with unexpected
consequences arising from the political and economic drift of the Confederation.

The idea of a free trade area continues to be cherished even if the two countries with the highest level
of interchange are likely to withdraw from it; in fact, another advantage could be the possibility of
merging the potentials of the three other sub-governmental entities (Montenegro, Kosovo, Republika
Srbska) in a free-trade entity where economies of scale could easily be obtained.

Albania is just another matter, since this country is currently the least inclined to intra-regional trade,
and prefers to entirely commit itself to its relations with Italy and Greece, especially concerning export.
In the case of Tirana, the current ratio of one to ten between export and import to and from the area
could only but improve, since the situation would be ripe for favouring interchange. Better still,
according to various estimates, Albania should be the country benefiting from the most significant
advantages: in fact, in the medium term, its current export capacity should multiply by 5 through 9,
based on the association patterns that would be definitely adopted in the free-trade area (EU model or
CEFTA model). Similar considerations apply to Albania’s imports from the area.

15. Specific advantages of the area

The main advantages originating from the implementation of a free-trade area in the Western Balkans
may be summarized as follows'":

- creation of a 55 million consumer market;

- even the perspective of a merely 26 million consumer market (as soon as Bulgaria and Romania
join the EU) is a valid one, considering that the recent EU accession of 10 countries —
excluding Poland, the most populated country, from the calculation - has resulted in a new
market of 30 million consumers, but with no less than 9 new Member States;

- however the remaining 26 million consumer market has a strategic importance, since it would
confer unity to the various entities of former Yugoslavia, re-establishing relations already
existing in the recent past or opening up the possibilities typical of neighbouring countries with
complementary economies;

- in any case, the probable withdrawal of the two Black Sea countries would cause less damage
than expected since these are the two partners that are less involved in intra-area trade;

11 See Campobasso, in «Est- Ovest», 6, 2002, Trieste.
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- for some Member State, the creation of a free-trade area would translate into having access to a
market which is 10 to 15 times greater than the domestic one in terms of population and
production. The political outcome should be particularly remarkable for “minor” countries and
for the 4 sub-governmental entities mentioned above.

- the economic aggregation process in the Western Balkans is presumably the most significant
step in the area towards accustoming interested countries to adopting community measures that
should mime, and somehow anticipate, the way of living of a community, such as EU, which is
not only an economic one;

- greater chances of interchange, due to rule homogenisation exist, for EU and, in Italy, for
North-eastern regions and Puglia. Prospects look particularly good since all Balkan countries
are recording a GDP growth, approaching again pre-‘89 levels. The case cited concerns two
Italian areas close to or neighbouring South-eastern Europe, but other similar examples may be
made for other Member States, such as Austria and Germany;

- the creation of the free-trade area would accelerate and facilitate the development of the pan-
European Corridor network.. Furthermore, the construction of the network in its final
configuration would also involve greater and more efficient participation by relatively far-off
countries, as both customers and suppliers. It is useless to say that the removal of trade barriers,
even physical ones, will re-direct trade flows from, to and through the area; today, in fact,
commercial traffic is obliged to choose longer by-pass, outside the area, to avoid or reduce
payments and loss of time linked to transit and passage through customs;

- the legal status of trade would evolve from the current “spaghetti bowl” configuration, as some

analysts have named it, represented by a myriad of bilateral agreements, to an area agreement
characterized, internally, by uniformity of rules and, externally, by uniformity of tariffs; this
positive process would make Member States more trustworthy, influential and united. As a
consequence, the consensus-building process taking place in the EU 25 countries as regards the
accession of Balkan countries to the EU would be less traumatic;
Such a constructive waiting period would make it possible to have sufficient time to tackle and
solve the issue of Turkey’s application for membership. Indeed, a reserve is fundamental for
developing an access plan for Turkey, the pace of which should necessarily be slower than that
adopted for the entry of 10 + 2 into the EU;

- the association of Moldova to the free-trade area, in ways still to be examined and evaluated, is
a positive element, since it could represent the “return to Europe” of the only country within
the Commonwealth of Independent States boasting a Centre-Western European matrix. Such a
return would reward the long and sometimes complex effort made by Kishnev to re-direct the
country’s economy towards the Western world (for example, current interchange with the EU
and the Balkans already exceeds trade with other members of the CIS) .

In addition, the ad hoc association of Moldova could mark the beginning of a process for bringing
the CIS closer to the United Europe. This would somehow make the long-term association of
Ukraine (and perhaps of Belarus) more realistic, as a preamble to a vision of the EU covering the
whole of Europe (and maybe the entire Eurasiatic continent).

24



16 — Final Considerations

South FEast Burope is that particular BEuropean region defined by the need to complete the
transformation process from a centrally-planned economy to free market.

Each individual country has followed a path of its own, which means that individual economies are
now struggling at different stages along the hard road to globalisation and homologation with the big
market institutions (WTO — UE).

In fact, besides the countries whose accession to the EU has been decided upon for the year 2007,
there are other hopeful candidates who pretend to meet that deadline. Instead, the EU finish line has
necessarily been shifted to the next five-year period for four other countries (Albania, Bosnia-
Herzegovina, Macedonia, Serbia and Montenegro).

Moreover, hanging on the area is the still uncertain admission of Turkey. The country is the geo-
economic extension (or outpost, or “bridge”) of Balkan Europe to the South-East.

To deal more specifically with the Balkans potential, it must be taken into account that the post ’89
evolution has somewhat disappointed expectations. Put briefly, the causes can be tracked down to a
variety of factors, such as the modest initial situation or the swaying reform policies or the involvement
in armed conflicts. In some countries, the relatively small territorial area and a limited population,
compounded by the present marginal geopolitical location (Bosnia-Herzegovina, Albania), has been
(and still is) a further element of interference that prevents market scale and domestic production
optimisation.

In the face of such a complex situation, the region’s countries should be given credit of their common effort to get ont of this
impasse. The attempt clearly demonstrates that all countries are deeply aware of being in front of a unique opportunity
which will not come up again.

At present, the South East Europe free trade area can concretely be established on the basis of the 21
trade agreements signhed among the seven countries, with the external association of Moldova.

The common commitment of the SEE countries to harmonise trade procedures according to WTO
and EU standards as well as the clause that binds Members to widen and deepen the scope of their
integration are a further guarantee of desirable medium-term development',

The real significance of the twenty-one agreements has already been illustrated. They should result into
a generalised downward convergence of customs tariffs, included those on agricultural products, which,
thanks to the blanket decrease achieved of around 80-95%, will bring rates close to nihil.

As for the specific interests of some sectors, the six-year period of moratorium should ensure a
progressive adjustment of the various domestic markets.

In particular, agricultural issues have to be tackled with a spirit of great reciprocal understanding and
flexibility by the seven countries, the WTO and the EU. This is a field where current bilateral tariffs
and quotas are still elevated (Romania has, for instance, rates of as much as 25%) and the Free Trade
Area farmer population is, in percentage, ten to twenty times higher than that of the 15-member EU.
The social, productive (and political) problems ensuing from a too rapid liberalisation of the primary
sector recommend, as a consequence, the opportunity of adopting a model that ensures as smooth a
passage as possible to the new trade regime.

12 See Key Findings at the Belgrade SEECP meeting, in Oct. 2003.
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The engagement to co-ordinate a tangle of twenty-one agreements should translate into actions aimed
at progressively improving compliance with the WTO rules on protective quotas as well as
harmonisation of customs regulations and procedures so as they become compatible with the EU’s. It
is also fundamental that company, tax and bank rules, alongside those on corporate accounting and
trade competition, are accommodated to the EU’s.

The evolution clause of the free trade area too is particularly conducive to advancements since it binds
the countries to take further steps in the direction of the development of trade and of the increase in
FDI that, in turn, should be encouraged by the adoption of the measures needed to extend
liberalisation to services and to implement the guarantees for the protection of intellectual property
rights.

On the subject of future potentials, various projections converge to indicate that trade may, at best,
grow two or three times by the end of the medium period, with higher rates for Albania and Macedonia
as well as for Croatia and the Republika Srbska. Further multiplying effects will be generated by the
normalisation of trade relations within Bosnia-Herzegovina.

As for the sectors and countries that will throw open to export, it is expected that such a surge in trade
flows will be more accentuated in the sectors that are currently more protected (agricultural produce
and easier-to-manufacture products), and in the countries that currently impose higher general tariffs
(Macedonia and Romania).

A strategic aspect that cannot be ignored is the adoption of a package of measures aimed at luring
international specialised Institutions and businesses to mobilise financing and to provide support
initiatives and know-how. It is a bulk of measures that range from the adoption of uniform rules of
origin, to investment promotion, the regulation of competition and dispute settlement and to the
standardisation of procedures relative to customs and the supply of services.

It must finally be recognised, with satisfaction, that a long road has already been walked but it must also
be said, with frankness, that a way long as much still lays ahead.

The overtaking of the initial phase, which is usually the hardest, is however the best omen for the entire
region of South-East Europe to consolidate, broaden and develop all that has already been achieved
and to cast it into a phase of convergence of all efforts.

Even taking into account the future (and by now close to implementation) different configuration of
the region encompassed by the agreements, the formation of the free trade area shall not be considered
as an end in itself. On the contrary, it must be viewed as a step in the direction of the continental Unity
that cannot be deemed complete until all the countries of South East Europe have entered the
common European Home.
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APPENDIX
STATISTICAL TABLES
(by Fabio Giorgio)
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Table 1 - Global exports of the Balkan region
(Million of US Dollars)

1993 1994 1995 199 1997 1998 1999 2000 2001 2002 J “’;0})[5’”
1 Albania 122 141 202 211 141 206 275 255 317 322 88
2 Bosnia-Herzegovina 85 36 52 181 381 511 599 669 739 826 219
3 Bulgaria 2.319 3.400 5.220 4.781 4.314 4.150 3.755 4.760 5.062 5.631 1.493
4 Croatia 3.904 4.260 4.632 4.512 4.332 4.557 4.226 4.071 4.543 4.842 1.409
5  Macedonia 1.055 1.086 1.203 1.148 1.237 1.311 1.192 1.319 1.155 1.069 305
6 Romania 4.892 6.160 8.061 7.645 8.387 8.315 8.509 10.367 11.386 13.463 3.308
7 Serbia-Montenegro 4 57 66 678 1.268 1.422 815 1.021 1.157 1.381 355
BALKAN REGION TOTAL 12.382 15.141 19.436 19.155 20.059 20.471 19.372 22.461 24.358 27.534 7177
Market share of global exports
1 Albania 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,01 0,01 0,01
2 Bosnia-Herzegovina 0,00 0,00 0,00 0,00 0,01 0,01 0,01 0,01 0,01 0,01 0,01
3 Bulgaria 0,06 0,08 0,10 0,09 0,08 0,08 0,07 0,07 0,08 0,09 0,09
4 Croatia 0,10 0,10 0,09 0,09 0,08 0,08 0,07 0,06 0,07 0,08 0,09
5 Macedonia 0,03 0,03 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02
6 Romania 0,13 0,14 0,16 0,14 0,15 0,15 0,15 0,16 0,19 0,21 0,20
7 Serbia-Montenegro 0,00 0,00 0,00 0,01 0,02 0,03 0,01 0,02 0,02 0,02 0,02
BALKAN REGION TOTAL 0,33 0,36 0,38 0,36 0,36 0,38 0,34 0,35 0,40 0,43 0,44

Source: Osservatorio economico's caleulations using FMI-DOTS data (August 2003)
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Table 2 - Global imports into the Balkan region (1993-2003)
(Millions of US Dollars)

1993 1994 1995 199 1997 1998 1999 2000 2001 2002 J “’;0})[5”’
1 Albania 421 161 651 909 620 795 899 1.066 1.340 1.448 344
2 Bosnia-Herzegovina 424 775 950 1.941 2.400 2.548 2.627 2.644 2.820 3.243 759
3 Bulgaria 4.481 4.719 5.469 4.891 3.880 5.044 5.220 6.362 7.182 7.830 1.867
4 Croatia 4.666 5.229 7.510 7.787 9.100 8.327 7.724 7.688 8.918 10.464 2.892
5  Macedonia 1.199 1.484 1.712 1.627 1.773 1.915 1.796 2.085 1.687 1.802 450
6 Romania 6.522 7.113 10.388 9.964 11.142 11.882 10.601 13.054 15.553 18.575 4.333
7 Serbia-Montenegro 91 223 383 2.402 2.857 3.173 2372 3.268 3.883 4.538 1.097
BALKAN REGION TOTAL 17.804 19.704 27.062 29.520 31.772 33.684 31.239 36.166 41.383 47.901 11.743
Percentage of global imports
1 Albania 0,01 0,00 0,01 0,02 0,01 0,01 0,02 0,02 0,02 0,02 0,02
2 Bosnia-Herzegovina 0,01 0,02 0,02 0,04 0,04 0,05 0,05 0,04 0,04 0,05 0,04
3 Bulgaria 0,12 0,11 0,11 0,09 0,07 0,09 0,09 0,10 0,11 0,12 0,10
4 Croatia 0,12 0,12 0,15 0,14 0,16 0,15 0,13 0,12 0,14 0,16 0,16
5 Macedonia 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03
6 Romania 0,17 0,16 0,20 0,18 0,20 0,22 0,18 0,20 0,24 0,28 0,24
7 Serbia-Montenegro 0,00 0,01 0,01 0,04 0,05 0,06 0,04 0,05 0,06 0,07 0,06
BALKAN REGION TOTAL 0,47 0,46 0,53 0,55 0,57 0,61 0,54 0,55 0,65 0,72 0,66

Source: Osservatorio economico's caleulations using FMI-DOTS data (August 2003)
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Table 3 - Global trade balance of the Balkan region

(Millions of US Dollars)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 4 “’;0})[5’”
1 Albania 299 19 449 698 478 588 624 810 1.023 -1.126 256
2 Bosnia-Herzegovina 2339 739 -898 -1.760 2,020 2,037 2,028 1975 2082 2417 541
3 Bulgatia 2,161 1319 249 111 434 894 -1.465 1,602 2,120 2200 374
4 Croazia 763 969 2.878 3.274 4768 3770 -3.498 3.617 4375 5,622 1483
5 Macedonia 144 2398 509 479 536 604 604 766 532 733 145
6 Romania -1.630 953 2.327 2319 2755 -3.568 2,002 2,688 4166 5112 1024
7 Serbia-Montenegro 87 166 318 1724 -1.590 1751 -1.556 2.247 2726 3157 741
BALKAN REGION TOTAL -5.422 -4.563 -7.627 -10.365 11714 -13.213 -11.867 -13.705 17.025  -20.367 -4.566

Source: Osservatorio economico's calenlations using FMI-DOTS data (August 2003)
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Table 4 — The Balkan region’s exports to the world, the EU and Italy

1993 2002
GLOBAL EXPORTS OF THE BALKAN REGION
(Millions of US Dollars)
Albania 122 322
Bosnia-Herzegovina 85 826
Bulgaria 2.319 5.631
Croatia 3.904 4.842
Macedonia 1.055 1.069
Romania 4.892 13.463
Serbia-Montenegro 4 1.381
Balkan Region Total 12.382 27.534
THE BALKAN REGION'S EXPORTS TO THE EU
(Millions of US Dollars)
Albania 89 290
Bosnia-Herzegovina 34 540
Bulgaria 1.090 3.161
Croatia 2.214 2.530
Macedonia 364 482
Romania 2.027 8.928
Serbia-Montenegro 3 1.124
Balkan Region Total 5.821 17.054
THE BALKAN REGION'S EXPORTS TO ITALY BY COUNTRY
(Millions of US Dollars)
Albania 50 247
Bosnia-Herzegovina 7 261
Bulgaria 173 874
Croatia 828 1.084
Macedonia 94 98
Romania 410 3.281
Serbia-Montenegro 1 442
Balkan Region Total 1.564 6.287
EU-directed shares of exports
Albania 73,07 89,96
Bosnia-Herzegovina 39,76 65,41
Bulgaria 47,00 56,13
Croatia 56,70 52,25
Macedonia 34,51 45,05
Romania 41,42 66,32
Serbia-Montenegro 81,36 81,36
Balkan Region Total 47,01 61,94
Italy-directed shares of exports
Albania 41,00 76,63
Bosnia-Herzegovina 8,50 31,61
Bulgaria 7,47 15,53
Croatia 21,22 22,38
Macedonia 8,88 9,20
Romania 8,37 24,37
Serbia-Montenegro 35,79 31,99
Balkan Region Total 12,63 22,83

Source: Osservatorio economico's caleulations using FMI-DOTS data (August 2003)
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Table 5 — The Balkan countries’ imports from the world, the EU and Italy

1993 2002
GLOBAL IMPORTS OF THE BALKAN COUNTRIES
(Millions of US Dollars)
Albania 421 1.448
Bosnia-Herzegovina 424 3.243
Bulgaria 4.481 7.830
Croatia 4.666 10.464
Macedonia 1.199 1.802
Romania 6.522 18.575
Serbia-Montenegro 91 4.538
Balkan Countries Total 17.804 47.901
EU IMPORTS OF THE BALKAN COUNTRIES
(Millions of US Dollars)
Albania 300 1.124
Bosnia-Herzegovina 120 1.394
Bulgaria 1.908 3.957
Croatia 2.585 5.842
Macedonia 402 1.064
Romania 2.955 11.870
Serbia-Montenegro 79 3.114
Balkan Countries Total 8.348 28.365
ITALIAN IMPORTS OF THE BALKAN COUNTRIES
(Millions of US Dollars)
Albania 143 569
Bosnia-Herzegovina 23 425
Bulgaria 264 892
Croatia 882 1.756
Macedonia 78 127
Romania 614 3.765
Serbia-Montenegro 15 817
Balkan Countries Total 2.019 8.352
EU-originated shares of imports .
Albania 71,24 77,61
Bosnia-Herzegovina 28,35 42,98
Bulgaria 42,59 50,53
Croazia 55,39 55,83
Macedonia 33,48 59,03
Romania 45,31 63,91
Serbia-Montenegro 86,47 68,60
Balkan Countties Total 46,89 59,21
Italy-originated shares of imports
Albania 34,01 39,32
Bosnia-Herzegovina 5,51 13,11
Bulgaria 5,89 11,40
Croazia 18,89 16,78
Macedonia 6,49 7,06
Romania 9,41 20,27
Serbia-Montenegro 16,84 18,00
Balkan Countties Total 11,34 17,44

Source: Osservatorio economico's caleulations using FMI-DOTS data (August 2003)
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Table 6 — Global exports of the Balkan region + Moldova and respective market shares

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 | “’;(%“"
EXPORT (Millions of US Dollars)
Albania 122 141 202 211 141 206 275 255 317 322 88
Bosnia-Herzegovina 85 36 52 181 381 511 599 669 739 826 219
Bulgaria 2319 3400 5220 4781 4314 4150 3755 4760 5062  5.631 1.493
Croatia 3904 4260 4632 4512 4332 4557 4226 4071 4543 4842 1.409
Macedonia 1055  1.086 1203  1.148 1237 1311 1192 1319 1155  1.069 305
Romania 4892 6160 8061  7.645 8387 8315 8509 10367 11386 13463 |  3.308
Serbia-Montenegro 4 57 66 678 1.268 1.422 815 1.021 1.157 1.381 355
Moldova 484 565 746 795 875 632 463 471 570 729 198
Baﬁz‘;dgj;";:t: * 12866 15706 20181 19.950 20934 21103  19.835 22.933 24.928 28263 | 7.375
Market shares of global exports
Albania 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,01 0,01 0,01
Bosnia-Herzegovina 0,00 0,00 0,00 0,00 0,01 0,01 0,01 0,01 0,01 0,01 0,01
Bulgaria 0,06 0,08 0,10 0,09 0,08 0,08 0,07 0,07 0,08 0,09 0,09
Croatia 0,10 0,10 0,09 0,09 0,08 0,08 0,07 0,06 0,07 0,08 0,09
Macedonia 0,03 0,03 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02
Romania 0,13 0,14 0,16 0,14 015 015 015 0,16 0,19 021 0,20
Serbia-Montenegro 0,00 0,00 0,00 0,01 0,02 0,03 0,01 0,02 0,02 0,02 0,02
Moldova 0,01 0,01 0,01 0,02 0,02 0,01 0,01 0,01 0,01 0,01 0,01
Balkan Countries + 0,35 0,37 0,40 0,38 0,38 0,39 0,35 0,36 0,41 0,44 0,45

Moldova Total

Source: Osservatorio economico's calenlations nsing FMI-DOTS data (August 2003)
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Table 7 — Global imports of the Balkan region and Moldova and their respective percentage of global imports

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 |/ “’;5;13“"
IMPORT (Millions of US Dollars)
Albania 421 161 651 909 620 795 899 1066 1340 1.448 344
Bosnia-Herzegovina 424 775 950 1941 2400 2548  2.627 2644 2820 3243 759
Bulgaria 4481 4719 5469 4891  3.880 5044 5220 6362 7182  7.830 1.867
Croatia 4666 5229 7510 7787 9100 8327 7724 7.688 8918 10464 | 2.892
Macedonia 1199 1484 1712 1.627 1773 1915 1796 2085  1.687  1.802 450
Romania 6522 7113 10388 9964  11.142  11.882 10601  13.054 15553 18575 | 4333
Setbia-Montenegro 91 223 383 2402 2857 3173 2372 3268  3.883  4.538 1.097
Moldova 631 659 841 1072 1164 1.024 586 776 897 1.239 334
Baﬁz‘;dgj;";:t: T 18435 20363 27.903 30.592 32936 34708 31825 36943 42281 49.140 | 12.076
Percentage of global imports
Albania 0,01 0,00 0,01 0,02 0,01 0,01 0,02 0,02 0,02 0,02 0,02
Bosnia-Herzegovina 0,01 0,02 0,02 0,04 0,04 0,05 0,05 0,04 0,04 0,05 0,04
Bulgaria 0,12 0,11 0,11 0,09 0,07 0,09 0,09 0,10 011 0,12 0,10
Croatia 0,12 0,12 015 0,14 0,16 015 0,13 0,12 0,14 0,16 0,16
Macedonia 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03
Romania 017 016 0,20 0,18 0,20 022 0,18 0,20 0,24 028 0,24
Serbia-Montenegro 0,00 0,01 0,01 0,04 0,05 0,06 0,04 0,05 0,06 0,07 0,06
Moldova 0,02 0,02 0,02 0,02 0,02 0,02 0,01 0,01 0,01 0,02 0,02
Balkan Countries + 0,49 0,47 0,54 0,57 0,59 0,63 0,55 0,56 0,66 0,74 0,67

Moldova Total

Source: Osservatorio economico's calenlations nsing FMI-DOTS data (August 2003)
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Table 8 — Global trade balance of the Balkan region + Moldova
(Millions of US Dollars)

il i
e s il

Albania 299 19 449 698 478 588 624 810 1023 -1.126 256
Bosnia-Herzegovina 339 739 898 1760 2020  -2.037  2.028 -1.975 2082 2417 541
Bulgaria 2161 1319 249 111 434 894 1465 1602 2120  -2.200 374
Croatia 763 969 2878 3274 4768 3770 3498 3617 4375 5622 1 -1483
Macedonia 144 398 -509 479 536 604 604 766 532 733 145
Romania 1630 953 2327 2319 2755 3568 2002 2688 4166  -5.112 | -1.024
Setbia-Montenegro 87 166 318 1724 1590 1751 1556 2247 2726 3157 741
Moldova 147 94 95 277 289 392 123 -305 327 -510 136
Balkan Countries + ; jog 4 6o 7722 10.643 -12.002 -13.604 -11.990 -14.010 -17.352 -20.877 | -4.701
Moldova Total

Source: Osservatorio economico's calenlations using FMI-DOTS data (Angust 2003)
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Table 9 - EU Exports into the Balkan region by Country of destination

(Million of Euros)
Jan.-Mar. 2002 Jan.-Mar. 2003
EU total exports 21.690 26.043 28.598 6.163 6.785
Romania 8.743 10.515 11.436 2.444 2.735
Bulgaria 3.237 4.012 4.225 926 1.025
Albania 802 1.094 1.082 250 249
Croatia 4.631 5.492 6.478 1.390 1.583
Bosnia-Herzegovina 1.145 1.224 1.341 290 273
Serbia-Montenegro 1.806 2.522 3.016 633 695
Macedonia 1.326 1.184 1.021 230 224

Percent composition of EU total exports to the region

Romania 40,3 40,4 40,0 39,7 40,3
Bulgaria 14,9 154 14,8 15,0 15,1
Albania 3,7 4,2 38 4,1 3,7
Croatia 21,4 21,1 22,7 22,6 23,3
Bosnia-Herzegovina 53 4,7 4,7 4,7 4,0
Serbia-Montenegro 8,3 9,7 10,5 10,3 10,2
Macedonia 6,1 4,5 3,6 3,7 33

Source: Osservatorio economico's calcnlations nsing Enrostat data
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Table 10 - EU imports from the Balkan region by Country of origin

(Million of Enros)
Jan.-Mar. 2002 Jan.-Mar. 2003

EU total imports 15.316 18.071 19.336 4.587 5.022
Romania 7.650 9.374 10.426 2.518 2.669
Bulgaria 3.083 3.492 3.613 800 874

Albania 277 352 335 79 93
Croatia 2.215 2.500 2.457 601 700
Bosnia-Herzegovina 534 609 633 157 176
Serbia-Montenegro 808 1.098 1.310 284 353
Macedonia 747 646 562 148 157

Percent composition of EU total imports from the region

Romania 49,9 51,9 539 54,9 53,1
Bulgaria 20,1 19,3 18,7 17,4 17,4
Albania 1,8 1,9 1,7 1,7 1,9
Croatia 14,5 13,8 12,7 13,1 13,9
Bosnia-Herzegovina 35 34 33 34 3,5
Serbia-Montenegro 5,3 6,1 6,8 6,2 7,0
Macedonia 4,9 3,6 2,9 3,2 3,1

Source: Osservatorio economico's calcnlations nsing Enrostat data
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