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Preface

Competition, competing and competitiveness are fiested both when the business
operates on the domestic market and on the inienahimarket, while international
competitiveness may also manifest itself vis-adamestic firms that are forced to
compete on the local market with foreign competitor even global players. This is
determined. Both competition and competitivenessbeaconsidered not only at dif-
ferent levels, but also due to different analytiritbria. Actors involved in this com-
petition are businesses, transnational corporatindastries, local governments and
regions, as well as states or economies. Most,dftere are three analytical levels —
macro, meso and micro levels. The notion of cortipetiess may refer either to the
assessment of the national or global economy (ctitimpeess of the economy, mac-
roeconomic competitiveness), but it can also reféhe firm (competitiveness of the
business, microeconomic competitiveness), as wédl the industry (competitiveness
of the industry, international mesoeconomic cortigetiess).

It is very crucial that the possibilities, whicheacreated for Central and
Eastern European (CEE) as well as South and EaspEan (SEE) economies
and businesses by the process of political andauoanintegration in the frame
of the European Union (EU), became fully used. Eleopeanisation processes
include a wide range of behaviours from simple ifgnerade transactions to un-
dertaking independent productive activities in athaountry. The Europeanisa-
tion processes resulted from the introduction af 8ingle European Market
(SEM), which guarantees equal rights for all busses (including small and me-
dium-sized enterprises) in all Member States ofEheopean Union (that means
mostly the annulment of national protectionism)eTEuropean market became
“local” market offering national entrepreneurs ngvances and possibilities. This
helps economies and businesses to grow and torbpetitive.

On one hand, no doubt there is obviously a regispakifics of interna-
tional trade and especially of international bussand in widely recognized
Central Europe including both CEE and SEE countr{@s the other hand,
there is a theoretical and empirical gap in theréiture, thus this monographic
book is a kind of the answer trying to fulfil thigéche.

This monograph presents current research findirfggacious authors
from different parts of the world making a hopefudaluable polyphonic con-
tribution to the puzzle of international competéhess and trade from the
growth perspective in Europe, mainly the Europeamob.

The book consists of 11 chapters written by 14owarischolars coming from 3
different countries (Poland, Croatia, Bosnia antzEigovina).

Toréi Lazibat
Krzysztof Wach
Blazenka Knezevi

Zagreb — Krakéw, July 2017
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From European Integration to Europeanisation:
Towards Increasing Competitiveness
of the European Uniort

Krzysztof Wach

Cracow University if Economics
Faculty of Economics and International Relations
Department of International Trade
ul. Rakowicka 27, 31-510 Krakow, Poland
e-mail: wachk@uek.krakow.pl

Summary:

The chapter is a kind of a summary of the achievemef the European Union as the interna-

tional organisation in the field of economic intatjon. The chapter aims at presenting the inte-
gration processes in Europe in retrospective agbré@m European studies on integration to

Europeanisation processes in Europe and beyondcidmers reveals the integration processes
within the EU from the very new perspective in Epgan studies, that is from the perspective
of Europeanisation. The conclusions are basedelitérature review and observations, and the
whole chapter is mainly of a theoretical and comealcharacter.

Keywords: European Union; economic integration; competitiveness; Eurcyzeem
JEL codes F15

1. INTRODUCTION

The European Union faces serious challenges ngttorils internal problems, but
above all to its future on the international scarfeese fears are not only expressed
by opponents of European integration, or by sceptico have always expressed
them, but also by their supporters, which is d&figia disturbing symptom. The
current image of the European Union and the chgdisrit is currently facing, was
well captured by Giddens (2007). Does it mean fheher Europeanisation is
threatened? Certainly, the times in which we lind avork are interesting and at
the same time current times create huge challeogesodern economies and busi-

! This chapter is a part of research project No.WELKHZ/02/2017/S/7061 entitled “Konkurencyjigamiedzynarodowa
w perspektywie makro, mezo i mikro” (Internatiooainpetitiveness from the macro, meso and micrp@etiges) financed
from the funds allocated to the Faculty of Econsraitd International Relations of the Cracow Unityens Economics in the
framework of grants for maintaining research p@kfithis chapter is the modified extension of (Wa&012, pp. 137-183).
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nesses. There are at least two reasons for suaks@ssment and such a state of
affairs. First of all, hypererturbulence, or evle ambiguity of the environment,
forces states and businesses to change traditmratlentional behaviours, which
results in the need for these entities to adatitéachallenges of the modern econ-
omy. Secondly, in the world economy, the procesglabalisation has been trans-
formed into a kind of phenomenon of semiglobal@atiwhich according to Peng
(2009, p. 20) requires the use of various stratbgginess experiments. Unlike
Ghemawat (2007, p. 31), the semiglobal perspebtlgs businesses to counter the
illusion of one-size-fits-all and the apocalypsedecline in economic growth. Dif-
ferent researchers focus their attention on thbalactivity they oppose the local
activity, and by semiglobalisation they understrintermediate state on the way
from a local business to a global one with full m@mic integration on a global
scale, with a very different perception of the prasstate.

The main objective of this chapter is to show tlag what the integration the-
ory went though from the basic concepts of intégratio the Europeanisation pro-
cesses and creating the Grand Europe in the medstd economy. The study is
based mainly on the literature review and its sijtnevertheless to illustrate some
tendencies the secondary statistics were used.

2. EUROPEAN ECONOMIC INTEGRATION AS THE ROOTS

In the discourse on the phenomenon of Europeanoecignintegration or Euro-
peanisation, the taxonomy of the conceptual appaiatnot univocal, its system-
atics, and sometimes the lack of it, leaves muchetaesired, which from the
present time perspective is emphasised by Holzireget Schimmelfenning
(2012, p. 292): “it is astonishing how poor oureach and knowledge about the
phenomenon is”. Precise determination, and somstawuen delimitation of such
related terms as Europeanisation, Europeificatitjsation, Euroisation, Euro-
peism, or the European integration itself has #edignificance for the scientific
analysis and research into the Europeanisationegeoc

The term integration itself may be variously forateld depending on the re-
search perspective, e.g. integration in the manegestudies is something differ-
ent and in economics it takes on a different maanihe issue becomes even more
complicated if we consider interdisciplinary resgaperspective, even with regard
to the European integration itself into which teegarch is conducted in numerous
scientific disciplines. The phenomenon is seeredffitly by a sociologist, a culture
expert, a political scientist, and still differgntly an economist. The link connect-
ing all definitions is the significance of the temmegration itself which etymolog-
ically stands for the process of creating the wheds from individual parts and is
identical with the term of consolidation or unifican. From the point of view of
the undertaken research topic, the main emphaBibeyut on economic aspects,
both in the macroeconomic and microeconomic dintensand also, wherever it
will be possible and desired, from the perspeatihe management studies. From
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the historical and merit point of view, Diez andaier (2009, p. 6-7) distinguish
three phases in the development of European irttegrdneory (Table 1).

Table 1. Three phases in integration theory

Phase When? Main themes Main theoretical

reference points

Explaining [1960s How can integration outcomes be explaingd®eralism, realism, ne-
integration [onwards |Why does European integration rake plapgiberalism

What kind of political system is the EU?
Analysing [1980s How can the political processes within thEovernance, comparative
governance|onwards [EU be described? politics, policy analysis
How can the EU’s regulatory policy workpP
How and with which social and political [Social constructivism,
consequences does integration develop?poststructuralism, interng
How are integration and governance corjtional political economy
ceptualised? Normative political theory
How should they be? Gender approaches
Source: (Diez & Wiener, 2009, p. 7).

Constructing|[1990s
the EU |onwards

Within the scope of defining economic integratiafter Janta-Drozdowska
(1998, p. 9) we can distinguish two basic streafngewvs, the first of which treats
integration as a form of international economicpmration, whereas the other one
defines it “as a totally new quality which has eepd the structures existing so far”,
but we can have an impression that with regard¢oBuropean Union the other
stream, the main representative of which is Bal§$962, p. 2) or Molle (2006,
p. 4), prevails now. Integration occurring in tlegional dimension is according to
Pietrzyk (2009, p. 31) identifiede factowith the phenomenon of regionalisation,
andde jurewith the phenomenon of regionalism, which are adeg now in the
world economy, concurrently with globalisation. Tirst one stands for “more in-
tense economic links between countries belongitigg@ame economic zone”, and
the other one concerns the institutional and insént dimension.

On a high level of generalitgénsu largh Molle (2006, p. 4) understands the
European economic integratias gradual elimination of economic borders between
independent member states, as a result of whicedbeomies of those states start
to function as a whole. Although economic integnathas far-fetching historical
connotations, sometimes even of fundamental s@amifie for the correctness of the
interpretation of this phenomenon, it structuraliss a scientific notion only after
the Second World War. From the methodological pofntiew, economic integra-
tion must be analysed applying both the dynamicaamgh (as a process) and the
static approach (as a state) but, as Molle (2008) emphasises, that last approach
will be able to be fully applied as soon as theneoic integration process goes
through all its stages and achieves its goal. $haei is seen differently by Jafito
Drozdowska (1998, p. 9) who stresses that “whatltefrom the empirical obser-
vation is that the state of integration must bated as a goal because achieving the
total complementarity in the case of dynamic elemennot possible”. An analysis
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of the integration process itself and the related@sses requires from the researcher
a versatile grasp of this issue, and the statisgeetive may be highly applicable,
for example in the research into the measuremetiteolevel, stage or intensity of
the European integration process (compare for ebairable 2).

A significant division of regional economic inteticm was made by Bgk
(2008, pp. 330-331) distinguishing internationadl aupranational integration. The
result of the first one is only the limitation ofegcising sovereignty by the member
states (without losing it), and the integrationtp&oncentrates on the coordination
of the member states’ activities. On the other hangranational integration is re-
lated to the issuance of obligatory decisions, meoendations, decrees or directives
by the institutions of a given integration partyttwielation to their member states.

Tinbergen (1954, p. 95) according to the integratitethod introduced the
classification differentiating functional (negat)ventegration and institutional
(positive) integration. The first one consists lile abolishment of barriers in the
flow of the factors of production and goods, whinkans that integration occurs
via the market mechanism. On the other hand, ther @ne consists in the harmo-
nisation of the economic policy by a supranationatitution (Borowiec 2011,
p. 19), integration takes place here by the impédhstitutional factors and the
policy supporting integration. In practice, thesaithird model - sectoral integra-
tion which “defines the integration only in the exeted segments of economy”
(Zotadkiewicz, 2012, p. 177), and the integration predesgins from the branches
in which it is relatively easiest and/or most béciaf.

Tinbergen (1954, p. 95) goes furthest in his viekWs.identifies economic
integration with delegating by signatories of acifie integration formation their
powers with regard to the regulations of the ecanglicy to the supranational
centre, in the effect of which we deal with stricigternational coordination and
the unification of the economic policy the resdlgich can be the achievement
of the highest stage of the integration proceseraaung to Balassa- political uni-
fication in the form of federation or confederati@rable 2).

Here, we can and even should separate the politigah from the full economic
integration. The first one will be treatedsemsu strictaunification of politics, and the
other one will be related to one supranationatipsjiand they will be characterised by
different means to achieve these goals (Kaweckazyigivska 1997, quoted in Bgk
2008, p. 335). Interesting scenarios of reachifi@éonomic integration are described
by Misala (2005, pp. 457-459 quotedintadkiewicz, 2012, pp. 188-190). On the one
hand, he uses two models of the integration conttepsupranational and the interna-

2 Béla Balassa (1996) distinguishes the followirges of the integration process: 1. Free trade 2r&ustoms union,
3. Common market, 4. Economic and monetary unideg&omic and political union (total econoiniegration). Another
approach towards the stages of the integratioegsas proposed by Bgk and Misala (2003, p. 39) mentioning its follog/in
forms: 1. Free trade zone, 2. Customs union, 3r@mmmarket, 4. Monetary union, 5. Economic uniofdiitical union,
7. Full economic integration. They emphasize tlibe“economic union is characterized by a much braabpe of coordi-
nation of the economic policy in comparison wita thonetary union” (Bak & Misala, 2003, p. 39). However, while
considering the experiences of the existing déit @n the EU, it should be stressed that thd fiefal union is the permanent
basis for the monetary union, and the fiscal uimidarn in its subjective character is a part eféhonomic union.
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tional model mentioned before, and as the othé&rimmn he considers economic or
political factors of the realisation of the fultégration concept. These are: federalism,
confederalism, functionalism and neofunctionalignich are included in the classical
solutions. We should extend this catalogue by.ef@mple, intergovernmental ap-
proach or contemporary theories of European intiegrasuch as: institutionalism,
multi-level governance or, for example, construstiv. Schmitter (2004) offers
a much wider classification of integration theofiegure 1).

Table 2. Stages of economic integration in the modifiedrapph by B. Balassa

Integration level | Characteristics | Examples of implementation

(0) Trade agreement ;Bilateral trade contracts Japan
(regional autarky) (before the creation of ASEAN)
(1) Free-trade zone as above and abolition of customEFTA, CEFTA, NAFTA, AFTA,
duties and quotas CISFTA

Mercosur, EUCU — European Un-
ion Customs Union, CUBKR, CAN
— Andean Community of Nations
EEC/EU before the introduction o
as above and free flow of productthe monetary union

tion factors EEA (common market without
common customs tariffs),
Benelux Economic Union (until
1957),

EU (although not in full scope)
As in stage three and introductiofEU to some extent:

of common currency and commofEuro-zone with European Central
central bank Bank

As in stage three and harmonisatign
of taxes resulting in submitting tax | EU to some extent
sovereignty to the supranational leyel

As above and political unification| Does not occur in the contemporgry
within the framework of a supran@world economy (pro-federal chardc-
tional institution ter of EU)
Source: own study based on (Crowley 2001, p. 5).

as above and common external

(2) Customs union customs tariff

(3) Free market

(4a) As in stage three and harmonisa
economic uniomtion of economic policy

(4b)
monetary unior

(4) Economic and
monetary union

(4c)
fiscal union

(5) Economic and
political union

Using the same methodological assumptions wittrdegahe stages of economic
integration and the forms of integration policye uropean integration process from
the retrospective point of view can be synthetjddillided into five periods, and adding
a prospective perspective, extended by one maih, griod (Table 3), which allows
to treat the European Union at present as thefgateral” structure — a platform of the
mass transfer of policies on the supranational {Bl@vak & Riedel 2010, p. 222). The
division of the economic integration process itégss, as Barcz, Kawecka-Wyrzykow-
ska and Michatowska-Gorywoda (2012, p. 23) rigbbigerve, is purely theoretical be-
cause in practice these stages do not have to eitlser separately or alternately, and
very often they simply overlap. Most often, howevee stages overlap.

3 A detailed overview of the theories and modelthefEuropean integration can be found in the w@iki(et al.
2003) whose Chapters 5-8 concern individual theai® theoretical approaches.
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able 1.Stages of the European economic integration in the years -
Table 1.Stag f the Europ tegrat they 1945-2016
Period General Institutional Economic Territorial Integration
characteristics| characteristics characteristics expansion level
Organisation for EuBilateral and multi- regional
ropean Economic |lateral trade agree- autarky
5 |Beginnings of |Cooperation (1948)jments Various coun- Free
S |the realisation ¢European Coal and|Common market oftries of Westerr,[rade sone
5 |the European inSteel Community |coal, steel and iron|Europe (de- Customs
S |tegration con- [(1952), European (within European |pending on the union
- cept Defence CommunityCoal and Steel agreement)
(1952), Western EurCommunity 1952- Conllmon
ropean Union (1954p002) market
10-year (it was supt
posed to be a 12-
year) period of abofEEC-6 (1958)
o European Economi lition of import and |founding states:
© - pean xport duties among Belgium Towards the
© |Building the Community (1958),
- d - 7"lthe member states|- Holland free trade
o [foundations of |European Atomic f 1 Julv 1968 b d cus
L lintegration Energy Community rom 1 July - Luxembourg |zone and cus-
3 1958 creation of common- France toms union
( ) customs tariffin |- Italy
trade with third - West Germany
countries
From 12 October
European Free 1968 full freedom o
Trade Association |the flow of work-
(EFTA), force, liberalisation
so-called merger |of the flow of ser-
treaty: Council of |vices and capital
M|n|sters, Commis- EEC-9 (1973):
o) sion of European - Great Britain [customs
& Communities - Ireland union
> .
> strengthgnl_ng O'f(1965).’ European Harmonisation of |- Denmark
5 economic ties | Council (1974), indirect taxes, pro- towards com-
- from 1972 general oo
elections to the Eu/9"€SSINg liberalisa-|EEC-19 (1981){mon market
ropean Parliament tion of the free flow|- Greece
from 1978 ECU o_f capital and ser-
S vices
within European
Monetary System,
Schengen Agree-
ment | (1985),
o Area without interngEEC-12 (1986) Common
& Preparation for [Single European A borders, on which - Spain market
) . . free flow of goods, |- Portugal
& [the creation of [(1986), “Europe . (homogenou
& |EU 1992” project people, services and European
- capital is ensured |EEC-12 (1990) market)

(JAE, Art. 7a),

- East Germany
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Period General Institutional Economic Territorial Integration
characteristics| characteristics characteristics expansion level
EU-15 (1995):
- Austria .
_ Finland economic
- Sweden and monetar
European Union (as EU-25 (2004): union:
a name for the Eurgsince 1993 abolitio|- Czech Republic economic
pean Community) |of customs offices |- Cyprus .
o - . : ; union (to a
=3 Imolementation with three pillars  |on borders, since |- Estonia reat extent
3 of fhe Euro ear(1992), Schengen {1994 Community |- Lithuania 9
S Union P Agreement I Customs Code, - Latvia - monetal
S (1995), from 2009 |[since 1999 (2001) |- Malta union ry
European Union |introduction of com|- Slovakia (Euro-zone
gains personality inmon currency Euroj- Slovenia
the international law Eﬁlri;gry - fiscal union
| (partial har-
UBEL-JIZJa(riZ:W)' monisation)
- Romania
The treaty of Lisbo Clear political im-
© . from 1 Dec 2009, .
= |Preparation for ' |pulses in the form ¢ Towards eca-
Q among others High . ;
& |the strengthen- =~ .2 1the calls to EU-28 (2013): |nomic and
o | . Representative in . o
— |ing of integra- . .. |strengthen the pol-|- Croatia political un-
Q |[tion Foreign Affairs, in- |, . "t 01 i ding the ion
N stitutionalisation of eé/c,)nomic oge
Eurogroup
: Planning Brexit
™ |Atthe cross- " " (EU-272 "
& |roads ’
N 2019?)

Source: Adapted from (Wach, 2012, p.142-143).

Although an attentive observer and analyst of tireenit economic and polit-
ical affairs can easily notice the symptoms ofdbmning changes in the functioning
of the European Union, however, considering theohisal burdens and socio-cul-
tural factors (particularly the lack of understargipbf the strategic challenges the
European is facing, which are mainly used by pspwocial and political move-
ments), it should be assumed that the road towatdimtegration is still far, and
the consequences of the current economic crisisaitagr intensify it or impede
it. The European Union on the present stage ofiaten, according to Pelkmans
(2006), still differs from the economic federatiorfour aspects, naméty

political logics, even of advanced economic intégr differs from the logics
of economic decentralisation in mature federati@ts vs. US),

an advanced level of the common market requirégdlilical acceptance in order
to ensure necessary assistance activities foethaining decentralised regions,

4 The factors have been given based on (Pelkmarg pp011-12, 37-38, 43-44).
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— the European Union still does not have some competences typical for economic
federation (it concerns tax policy understood as the right to impose taxes, de-
fence policy and foreign policy the seeds of which are being created now),

— the European Union does not have a common government, typical for federa-
tion, the role of which is noae factoperformed by the European Commission.

3. EUROPEANISATION PROCESSES IN CONTEMPORARY EUROPE®

Europeanisation, particularly after Poland’s accession to the European Union, is
a fashionable and commonly used phrase, however, it may be misunderstood be-
cause the term refers to numerous phenomena which are occurring now on the
European continent. The research into Europeanisation goes back to 1970s alt-
hough its bloom fell to the last decade of 20th century and is continued now,
which is proven by the bibliometric analyses on®%Hhi¥e should agree with Dy-

son’s opinion (2002, p. 3) that in the literature of the subject there is not a scien-
tifically stringent definition of Europeanisation which still remains a relatively
“theoretical interest and has produced more questions than answers”.

Holzhacker and Haverland (2006, pp. 1-18) distinguish three waves which in
fact constitute three generations of European studies (studies into European inte-
gration), the result of which is the formation of a separate, structured theoretical
and conceptual framework for Europeanisation as an arising separate research field.
We can apply at least three research approaches to the Europeanisation process
(Figure 2). The first one is the bottom-up approach, the second one is the top-down
approach, whereas the third one is the cycle/circular approach.

Moravcsik, Sandholtz and Kohler-Koch are regarded the main precursors of
the Europeanisation concept. Their concepts were established in the European in-
tegration theory and fell to 1990s. The first of them, being a representative of the
stream of intergovernmentalidwithin the regional integration theory, is consid-
ered to be the author of the bottom-up or downloading approach explaining an in-
fluence of the integration processes on individual countries (Moravicsik, 1994).

On the other hand, Sandholtz’s views in this respect were even of adversative char-
acter in comparison with Moravicsik’s views. In his opinion, integration creates
new opportunities for domestic entities, resulting in institutional changes and the
changes in shaping and conducting individual policies. The solution bases on the
multi-governemntalism concépand is identical with the top-down or uploading
approach (Sandholt, 1996, pp. 403-429).

The third parallel concept, developed Kohler-Koch (1996, pp. 359-380), is
based on the idea of the transformation of governance. Not only does integration
contribute to a multi-level distribution of the impact but also to the removal of

5 For details please read (Wach, 2014c; 2015; 2016a).

8 The results of the bibliometric analysis of the circulation of the Europeanisation terms in the scientific literature are
discussed, among others, in the works (Featherstone, 2003, pp. 5-6; Exadaktylos & Radaelli, 2009, pp. 514-516).
It concerns the concept of liberal intergovernmentalism by Moravcsik.

81t concerns the model of multi-level governance (MLG).
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borders between the public and the private splsré,in consequence of these
changes an evolutionary transformation takes place.

Europeanisation as a research problem

A

First Second Third
generation generation generation
bottom-up Il top-down circular
approach | ... > approach approach

A A
since the 1970s 1990s tumn of the 20th and 21st century

Figure 2. Research approaches to the Europeanisation pfomesthe temporary perspective
Source: (Wach, 2016, p. 20).

When ordering the concepts of Europeanisation clwgitally, we should men-
tion two more persons here. In mid-1990s, Ladr&é89, pp. 69-88) provided one of
the first acknowledged definitions of Europeandsati and Radaelli (1997, pp. 553-
575), is regarded one of the major conceptuologisigpropagators of the research into
Europeanisation, along with figures such as BomelRisse (Borzel, Risse 2000;
Green-Clowes, Risse et al. 2000). Radaelli (200@piauthor of the definition of Eu-
ropeanisation coming from late-1990s which is tlesthcommonly used right now.
Their contribution will be discussed in detail iretnext parts of the deliberations.

After a few years of his own studies and analyseX)02 Olsen asked a question
what exactly Europeanisation is and whether thigept is scientifically usefulAfter
a decade from posing this question for the firsétit still remains open, and the form-
ing literature on that is clearly fragmentary. V@ @assume that creating the scientific
bases of Europeanisation was an answer to the corog®of this term, namelgie

® What is meant here is the work (Olsen 2002, p) @RBough he asked these questions as earlyra&lii990s,
among others, in the works like (Olsen 1995) wlzsigrear later came out in print as (Olsen 199624p-285).
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factothe methodology of empiricism (of empirical school) was adopted here from man-
agement studies. Thus, the concept of Europeanisation in the literature of the subject is
defined as “a phenomenon without origin” (Gellner & Smith, 1996, pp. 357-370).

An analysis of scientific studies devoted to that issue allows to adopt a very gen-
eral definition of Europeanisation, constructed as a real definition. Europeanisation,
let us call itex definitioneaccording to Dyson (2002, p. 3) is “a process unfolding
over time and through complex interactive variables it provides contradictory, diver-
gent and contingent effects”. It should be emphasised that it is a very general definition
of Europeanisation, even of a generic character, not indicating planes of the impact of
Europeanisation (so little precision is a flaw of this definition). Its generality, however,
can be treated as an advantage, because it gives a possibility of an application for the
needs of almost all scientific disciplines. Similarly, Flockhart (2010, p. 788) defines
Europeanisation as a dynamic, multi-form process of the diffusion of European
thought, procedures and customs in time and space. According to this Author, the Eu-
ropeanisation process has strong historical connotations, especially sociological ones,
the manifestation of which was a revocation in the project of the Constitutional Treaty
to the origins of the European civilisation, its cultural, religious and humanistic herit-
age of the Roman Empire, Greek Empire or the Enlightenment (European Convention
2003). Flockhart (2010, p. 795), while making the periodisation of the Europeanisa-
tion process over the centuries, distinguishes its five stages:

the period before 1450: the period of European self-realisation,

the years 1450-1700: the period of proto-Europeanisation,

the years 1700-1919: the period of incipient Europeanisation,

the period after 1919: the period of contemporary inward Europeanisation,
the period after 1945: the period of contemporary outward Europeanisa-
tion, identifiedexplicitewith EU-isation.

Nowadays, the term of Europeanisation more and more often refers to the
European Union itself rather than to Europe, or the European civilisation, which
constitutes distortion of the etymology of this term, thus, some authors postulate
to separate Europeanisation and EU-isation, however, the great majority of re-
searchers apply those terms interchangeably or, which happens more commonly,
only the first term is used. For example, Ladrech (1999, p. 71) treats Europeanisa-
tion as “an incremental process reorienting the direction and shape of politics to
the degree that EC political and economic dynamics become part of the organisa-
tional logic of national politics and policy-makingiota bendt is one of the first
acknowledged definitions of Europeanisation. Similarly, Borzel (1999, p. 574) in-
terprets the phenomenon as “a process by which domestic policy areas become
increasingly subject to European policy-making”. Bulmer and Burch (2001, p. 73)
treat Europeanisation very similarly as a set of processes through which political,
social and economic dynamics of the European Union displays interactions with
the logics of national discourse, national identity, domestic political structures and
domestic public politicians. This last definitide factocombines two definitions,
as it uses the bottom-up and the top-down mechanism.

aprONE
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As Wallance (2000, pp. 369-382) rightly postulates, in order to avoid an open con-
strain and ahistorical conceptualisation of the Europeanisation process, we should intro-
duce the term of EU-isation for the processes which concern the European Urifbn only
Thus, EU-isation concerns the European process related to the institutional dimension
of the European Union, both on the community level and on the level of the member
states, manifested mainly in the transfer of institutional and organisational procedures
and policies (Flockhart 2010, p. 791). EU-isation understood in this way is a small but
significant section of a much broader Europeanisation process, being, in addition to
Americanisation, a particular case of occidentalisation (westernisation) (Nelson 1973,
pp. 79-105). It seems to be reasonable to adopt the view of Bulmer and Lequesne (2001,
p. 10) who prove on the basis of their own analysis of the scientific discourse undertak-
ing the subject of Europeanisation that the term refers now mainly to the study of the
impact of the European Union on its member states, but they emphasise that EU-isation
would be a better term here if not “the horrific sound” of this neologism. To conclude,
EU-isation will be perceived as the influence of multi-form Europeanisation processes
with regard to the European Union, both in the endo- and exogenous dimensions, and
thus it will be treated as a specific form of Europeanisation.

In the context of the conducted discussion it seems that the term of Europeifica-
tion*!, also rather rarely used, creates much bigger methodological and semantic prob-
lems. Soysal (1993, p. 179) understands it as a process of gradual transnationalisation
and standardisation via consensual institutional activeness generating common dis-
course or common ventures which are justified and presented by domestic and interna-
tional experts, bureaucrats, scientists, or by the interested public opinion itself. How-
ever, it should be stressed that in the literature of the subject, Europeification under-
stood this way is also identified with Europeanisation. For example, Delanty and Rum-
ford (2005, p. 8) treat Europeanisation as processes which refer to the formation of the
relations of a “new-state society”, especially the nature of mutual dependencies of in-
dividual communities. According to them, the transnational approach in the research
into Europeanisation results in the formation of post-national identity and loyalty.

Lawton (1999, pp. 91-112) represents a different approach. Based on the princi-
ples of antagonistic analysis, he defines Europeificatiate dactodivision of power
between national governments and the European Union as a supranational body, unlike
Europeanisation which he treals jureas a transfer of sovereignty from the level of
the member states to the community level. His understanding of Europeification is

10 Humanists rightly postulate the separation of those terms, however, in applied social sciences the question is not dis-
cussed. The term of Europeanisation is in its bloom, which is directly connected with the growing role of the European
Union on the international arena, and the term of Europeanisation itself is now undergoing the same transformations that
the term of Americanisation used to undergo. Just like an American and Americanisation etymologically refer to the whole
continent, or even two — the North and the South America, in practice the terms are identified with the United States of
North America (even among humanists themselves). At present. Europeanisation, and recently even an a European or
European, more and more often refer to the European Union itself. Therefore, we can be tempted to say that it is an effect
of the Darwinian theory of evolutionism according to which the strongest player dominates a given population.

11 Etymologically, Europeification comes from two Latin worBsiropaandfacio (I do). Semantically, -fication

is the last element of compound words meaning making, doing, producing something. Literary, the term should be
probably explained as “becoming European”.
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identical with the Europeanisation concept disaissefore, based on the model of
multi-level governance in the aspect of Europetagiation. The literature of the sub-
ject is not univocal here and it is difficult tosgithe proper meaning of this term.

Thus, starting from the social theory of transnaism, we might identify
Europeification with only one dimension of Europisation — the sociological one.
In this book, Europeification, as a special fornEofropeanisation, will be under-
stood as an evolutionary process of the formatiaihe European identity, mani-
fested in deterritorialisatidhand creation of the common socio-cultural-politica
space in the supranational — EU dimension, closeynected with the perception
of its identity seen from the angle of a Europeauiod citizen.

The term of Europeanisation is tightly linked te tklea of Europeism which
can be defined as a set of integration procesdés icontinental scale, programmed
and shaped by science, ethics, and mainly by migtapoAccording to the Euro-
peism concept, no European country can effectivatjertake reasonable political
activities without considering the interests ofestlturopean states. Therefore, the
prosperity of Europe depends on the process ajriation of European countries by
appointing common legal, economic and politicaliingons the effect of which will
be an authentic political union. The term of Eugpem has also another, pejorative
meaning which is raised by broadly understood Eaeptics. For example, Klaus
(2006) identifies Europeanism with the cancer afopean socialism.

On the other hand, a related 19th century ideawffuropeanism, whose main
propagator was Coudenhove-Kalergi (1926; 2000) masfested in the strive for the
unification of the European continent countriestipally and economically. It was
propagated after the First and the Second World &¥vakpostulated the creation of the
United States of Europe. Of course, from the copteary point of view it is a histor-
ical stream, however, undoubtedly it has influentbedshape of integration processes
on the European continent over the last 50 yedrs, @08, pp. 23-39).

On the other hand, the literature of marketing ubesterm of pan-Euro-
peanism which refers to the Eurocentric strategyianmanifested in treating Eu-
ropean countries, and sometimes the markets ofpgarocountries, as a market
characterised by a high degree of convergenceharsdthe application of the iden-
tical Pan-European marketing strategy (Jakubowt€a5s, p. 20).

Coming to an end of this kind of definiendum of &peanisation and re-
lated terms, we should also provide the meaninguwbisation which means
unilateral adoption of the Euro by a given courtmyreplace its national cur-
rency (Riedel, 2016, pp. 89-97). So far, unilatéEatoisation has been made
by two countries, mainly Montenegro and Kosbtvdn addition, three coun-
tries, Vatican, San Marino and Monaco, opted féateral Euroisation, that is
in agreement with the European Central Bank

12 Deterritorialisation means that distances or baritethe geographical sense stop being important.

3 The countries neither belong to the Eurosystemhame influence on the monetary policy conducted by
the European Central Bank. Based on their uniladeaision on the domestic market they use banlsote
and coins issued in the Euro-zone countries.

14 The countries do not have any influence eithethenmonetary policy or on the functioning of therd@ystem

or the Eurogroup. Pursuant to a bilateral agreentieey can only mint their own Euro coins.
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To sum up, Europeanisation is definitely an ambiguous term, variously perceived
and analysed from different points of view. Currently, it is among eagerly undertaken
research problems although it is still poorly structured. This is where a need to attempt
to conceptualise, and especially operationalise it comes from. In the research using de-
terministic models Europeanisation can be perceived both as a dependent and inde-
pendent variable, which is undoubtedly directly connected with the perspective of the
undertaken research and the research objective itself. In this book, Europeanisation will
be chiefly discussed as an explained variable but it will be also treated as a predictor,
namely an explanatory variable. The above overview of the terms has enabled the de-
terministic identification of their mutual relationships, which constitutes a basis for fur-
ther detailed discussion on the economic Europeanisation.

4. EUROPEANISATION AND INTERNATIONAL COMPETITIVENESS
OF THE EU

Europeanisation as a (scientific) term refers to several phenomena that are currently
on the European continent. Europeanisation including both non-economic (political
issues, e.g. Riedel, 2015; educational issues, e.g. Rybkowski, 2013; Marona
& Gluszak, 2014; Wach, 2014a; agricultural and environmental issues, e.g. Ur-
baniec, 2014, 2015) and economic dimensions (macroeconomic issues, e.g. Janus
& Stanek, 2015; 2016; mesoeconomic issues, e.g Ulbrych, 2016; Pach-Gurgul,
2016; microeconomic issues, e.g. Brzozowski, 2016; or managerial issues, e.g.
Wach, 2014b, 2014d; 2016b). This concept is in fact used to describe changes in
many dimensions of life, including geographical, sociological, political, legal, in-
stitutional, or economic ones (macro-, meso-, microeconomic levels).

Europeanisation in the geopolitical dimensiserthe creation of “Grand Eu-
rope”, unified and playing an important political role in the world. In this dimension,
Europeanisation ultimately grasps the European Union as a fully separate entity of
the international law, resembling federation, and taking into account the concepts of
Europeism or Pan-Europeism, occurring at least since the 19th century, perhaps one
day even in the form of federatidnin this context, it is worth mentioning that at
present the European Union is at the meeting point of the last two theoretical stages
of economic integration, and when comparing its competences with the United States
of North America, we can be tempted to claim that in some areas harmonisation or
sometimes even unification is much more advanced in the EU (Table 4).

The geopolitical dimension of Europeanisation is closely connected with eco-
nomic Europeanisation, especially in the macroeconomic dimension. Europeanisa-
tion in the economic dimension can be also perceived in the multifaceted way, but
we can distinguish three generic planes here. Europeanisation in the macroeconomic
transcendental (exogenous) dimension is creating of Europe (and more specifically

151n 2012 various EU politicians representing different European nations more and more boldly start to talk about the
need to transform the EU into federation. An example may be a vision of the President of the European Commission,
Jose Manuel Barroso, presented on 12 September 2012, that the EU has to keep integrating and become the democratic
federation of the states. Due to the current political crisis in the EU such declaration has been slowed down.
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Table 4. Comparison of the single economic space of the EU and the USA
The EU The US
Legal framework
1. Free movement of goods and services with somglinfrree movement of goods, services, capital arld la-

tations on the movement of capital and labour. bour.

2. Mutual recognition of technical regulationslwi{2. Technical regulations of goods and serviceg Jar
selective harmonisation of regulations. across the states.

3. Member states use of state aids contrdiied |3. States are free to use state aids without fedetal in-
Commission. terference.

4. Most public procurement contracts open to EUt. States may restrict state procurement to compa-
wide competition but not in areas connected o nies based in the state.
strategic defence. 5. Federal procurement contracts (including defemce

5. Governance of company law and financial lay equipment) open to US-wide competition.

regulation of companies subject to complex irf@&rCompany law and financial regulation of compa-

action between national government and EU |n- nies largely governed by federal law with no lg-

stitutions. gal restrictions on pan-US companies.
Taxation frameworks

1. States free to set taxes on sales, income and savirgs.

“No system to prevent differences in sales taxgs

rorHistorting trade.

3. Buyers from re-sale inputs for other productd p

personal use pay sales tax in place of purcha

incentive to buy in low tax states.

Economic and social policies

. . . 1. States can adopt their own approach to many eco-
1. EU economic and social policies that seek to gn-— " - . .
nomic and social policies — a tendency towards

hance effective free movement and promote @ sQ-
) . . - a market-based approach.
cially cohesive and environmentally sustainak . .
. . Many aspects of employment and working copdi-
economic system. X : : ;
. tions and of environmental policy decided by the
2. In many areas member states permitted to have sates as are policies to helb poorer regions a
higher standards than the minimum set by EU. P PP 9

3. Important funds available to help poorer regig social groups. . .
) - " A 3 Federal laws and policies strong on equal oppoftuni-
and identified social groups but no competen

health. education or housin ties, health, some aspects of environmental poli¢y
’ 9: and some areas connected to education and ho

Macroeconomic policy framework

1. Attempts to harmonise taxation of sales and sa
2. Systems to prevent difference in sales taxes f
distorting trade.
3. Shoppers for personal use pay sales tax (VA
and excise duties) in the place of purchase.

[¢]

. Common monetary policy and a single curgend. Common monetary policy and a single curgenc
for Euroland countries. to all states.
2. Some controls on fiscal policy via tBgowth  [2. No controls of state fiscal policies — states cap
and Stability Pact therefore amend fiscal policy to help to adjust|to

3. No automatic transfer via EU tax/expenditure| asymmetric shocks.
systems to member states suffering from asyf- Automatic transfer via federal tax/expenditure sy
metric shocks. to states suffering from asymmetric shocks.
Political frameworks

. Implementation, monitoring and enforcement jof ) o
EU laws and policies largely depends on natighdmplementation, monitoring and enforcement

governments. of federal laws and policies is largely done by
2. The EU does not have its own monitoring and eriederal agencies and state laws and policigs by
forcement agencies. state agencies.

3. Lack of well-defined EU based political systerf2. Well-defined political system to makeda
(e.g. no European political parties) and complex amend law and policies — political parties afe
interaction between EU institutions and national national and are organised at both federal and
government agencies to make and modify EY  state level into a coherent system.
laws and policies.

Source: adapted and shortened from (Harris & McDonald, 2004, pp. 31-34).
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of the European Union) a significant economic centre in the world, identified with
the intensification of its role, at least within the previously existing Triad (the United
States — the European Union — Japan), although with aspirations to perform the major
role in the world economy, particularly as a response to the globalisation processes,
including the growing significance of China or India in the world economy.

Both above mentioned dimensions of Europeanisation, mainly based on mainly
making the European Union great in the world (Grand Europe) are connected roughly
with international competitiveness. Both competition and competitiveness can be dis-
cussed not only on various levels, but also according to various analytical criteria.
Bossak and Bigkowski (2004, p. 17) emphasize that “entities pigditing in the ri-
valry are both individuals conducting business activity, domestic firms, transnational
corporations (TNCs), as well as nations and self-governments or regions”. Most fre-
guently, just like in case of internationalisation or other economic phenomena, three
analytical levels are assumed — the macro, meso and micro one. The notion of compet-
itiveness may refer both to the assessment of the national or global economy (compet-
itiveness of economies, macro-competitiveness), but it may also refer to a firm (com-
petitiveness of a firm, micro-competitiveness) (Wach, 2014e, p. 104).

One of the visible aspects of international competitiveness of economies is
a share in international trade, especially exports (Table 5). At present, the share of the
EU in the world economy is bigger than of the US or Japan and consiiutethe
global trade (and considering the intercommunity turnover among the member states
it is as much as 34.2%), whereas the EU foreign direct investment constitutes almost
a half of global direct investment (Eurochambers 2008). It is worth stressing that as
early as in 2010 China became the main exporter of telecommunications equipment
(USD 180 billion, with the annual dynamics of growth of over 400%), and thus for
the first time it outran the European Union (EU-27), making of it the main re-exporter
of such equipment (WTO 2011, p. 55). In spite of the continuing crisis, in 2010 the
export of the financial services in the EU-27 increased by 3% and constitutes 49% of
the global trade of these services (USD 130 billion) (WTO 2011, p. 139).

Table 5. The share of the European Union in the international trade in 1970-2016 against
the world’s major exporters (in %)

Economy 2000 | 2010 | 2016 ‘
China 0.7 0.9 1.8 3.9 10.3 13.1
Japan 6.1 6.4 8.2 7.4 5.0 4.0
United States 13.6 11.0 11.2 12.1 8.3 9.1
EU-28 46.8 41.5 44.7 38.0 33.9 33.7

*For EU-28 the data for all 28 present member states were calculated, in spite of the fact that
in the analysed years they were not the EU members. However, not considering them would
disturb the data analysis. Both intra-community and extra-community export was taken into
account, which was dictated by the availability of the data.
Source: own compilations and calculations based on (UNCTADStat, 2017).

Export competitiveness reflects the development of a country’s exports relative to
its top 20 trading partners. Export competitiveness is measured as the ratio of
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a country’s market share in the reference grol0itb over that in 2012. Positive
values indicate that the country is becoming mamapetitive with respect to its
partners (UNCTAD 2017, p. 26). The latest data shtivat there is a strong in-
crease (more than 5%) as for the change of expampetitiveness in top 20 mar-
kets in the years 2012-2015 for all EU particulesremies (Figure 3).

[ Very strong increase (more than 50%)

[ Strong increase (5% to 50%)

[ Little change (less than 5%)
ng de ase (50% to 5%)

I Very strong decrease (more than 50%)

Figure 3. Change of export competitiveness in top 20 mariketise years 2012-2015
Source: (UNCTAD 2017, p. 26).

4. CONCLUSIONS

Currently the European Union is at the crossroads, must face many chal-
lenges like the inflow of immigration from the MitkdEast and Northern Africa,
but also internal problems like Brexit (Pera, 2Q01IHus, there are a lot of chal-
lenges for the European integration and Europetinis@rocesses. Europeani-
sation in the macroeconomic dimension can not belybut is, as a consequence
of semiglobalisation, a kind of response to thecpases of globalisation. One
can also look at this issue through another pridemiglobalisation can also be
a response to permanent changes in the environoarsting immediate and
sometimes even anticipatory adaptation to marketse

The European Union, as well as the whole of Eurep@pw facing major
global challenges, which primarily concern econoiséties. As Hemerling, Sirkin
and Bhattacharya (2008) predict in their famouskib@bality: Competing With
Anyone, Everywherthat future European, American and Japanese caagaiil
compete not only with each other, but also witthhigompetitive Chinese, Indian,
South American and even African ones, which noar@esent can imagine (Ko-
tler & Caslione 2009, p. 29). The forecasts thatmt that by 2030 developing and
emerging countries will reach 60% of world GDP, cadically change the global
configuration, so it can be assumed that the E@mopénion and the processes of
Europeanisation are now at a crossroads. Not anilid close prognosis for the
next two decades (the possible consequences ofastettonfiguration will be felt
much sooner), but the current situation in whichltimited States and the European
Union are, both show that there is an urgent neeeldefine and to make a strategic
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reconfiguration as well as to apply counter-sugperactions in favour of Euro-
pean businesses and European economies (or evEnrilygean economy).
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Summary:

The terms economic growth and development can heidered as one of the most important
concepts in economic sciences. What is more, theseepts are of interest to the public,
politicians and researchers of different disciptin@he paper aims at presenting issues of
economic growth and socio-economic developmenh@&oty and practice on the basis of the
European Union countries. Based on the theoryptper presents an overview of terminol-
ogy associated with economic growth and socio-esoaaevelopment. It also characterizes
the correspondence between these categories. Tasumes use for evaluating of socio — eco-
nomic development are: Sustainable Developmentdi{8®I), Socio — Economic Develop-
ment Index (SEDI). The economic growth is deterrdibg GDP per capita. The methodology
adopted in the work is the analysis and synthediseofvailable literature on the subject, as well as
a comparative analysis of applied measures: GDRgmeta, SDI and SEDI. The period of analysis
covers years 2004 — 2014. The analysis of socio-esorgrowth and development of the European
Union countries reveals that the scale of difféaion of the analysed economies is very high for all
adopted measures. There is still a division offbleon the “old” and “new” member states, where
the definite leaders are countries that have @@nflinctioning in the EU. The exceptions to thes a
Italy, Spain, Portugal and Greece. A special cageréece, which records a regression of all tested
measures, and at the moment it can be considetkd asuntry at the lowest level of socio-economic
development. There are no significant differencetsvben the measures defining economic growth
and measures presenting socio-economic development.

Keywords: economic growth; socio-economic development; divergence; divetsifica&uro-
pean Union
JEL codes F43; F50: F63

1 This chapter is a part of research project No./\MEEKHZ/02/2017/S/7061 entitled “Konkurencyjo
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1. INTRODUCTION

The aim of the study is to present the issuesai@mic growth and socio-economic
development in theory and practice. Based on #eryt the paper presents an over-
view and synthesis of terminology associated wittnemic growth and socio-eco-
nomic development. It also characterizes the cporedence between these catego-
ries. The possible measures of growth and socinesnir development are then out-
lined. The study presents the results of a comparanalysis of three measures:
GDP per capita, Sustainable Development Index (SEigio-Economic Develop-
ment Index (SEDI) for the EU countries over theque2004-2014. The aim of the
empirical research is to identify the scale ofalifintiation of the EU countries with
regard to the selected measures, and then an attedgiermine the correspondence
between them. The methodology adopted in the vgttha analysis and synthesis of
the available literature on the subject, as welh @@mparative analysis of applied
measures: GDP per capita, SDI and SEDI. The pefiatalysis covers the period
2004-2014. The comparative study does not includati@, therefore it relates to the
EU-27. This country was omitted at this stage efgtudy because it was not recog-
nized in the Socio-Economic Development Index (SEDI

2. ECONOMIC GROWTH, SOCIO-ECONOMIC DEVELOPMENT
AND RELATED TERMINOLOGY — CONCEPTUAL ANALYSIS

The terms economic growth and development can bsidered as one of the
most important concepts in economic sciences. Téguency of their use can
indicate that that they are clear and definite, thietlefore require no explanation.
However, in practice these terms are — mistakeniged as synonyms. In addi-
tion, there are a number of concepts associatédegibnomic growth and devel-
opment, such as: social development, sustainablelalement, welfare, etc.

Therefore it is necessary to clarify and adjustitentified terms.

Economic growth is understood as an increase idymtove capacity of the
national economy or as an increase in the valgmoéls and services produced in
a given period. This means that it is a quantieatiategory, which is formulated as
an increase in real Gross National Product (GNRedn6tka, 2011). Economic
growth means changes involving an increase in ¢be@ny as a whole, resulting
from the changes occurring in its component elem@Mazniak, 2008). The liter-
ature mentions positive, negative and zero econgnuwth (Hess, 2013; Haller,
2012). Positive economic growth occurs when theame annual growth of mac-
roeconomic indicators (e.g. GDP) is higher than dkerage rate of population
growth. Negative economic growth means the opposlie growth rate of macro-
economic indicators balanced with the rate of pafah growth is referred to as
zero economic growth (Haller, 2012). There is a@stensive and intensive growth
(Wawrosz & Mihola, 2013). The extensive economimvgh occurs when the num-
ber of production factors: raw materials, laboncreases with minimal changes in
the productivity of these factors. As a results lkads to the consumption of natural
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resources, physical capital and labour, which cadseletion of growth potential.
Intensive economic growth is based on a varietgrudvations and modernizations
that lead to increased productivity and eliminateriers to extensive growth
(Wawrosz, Mihola, 2013). Economic growth is a namoterm than economic de-
velopment, which is understood not only as quantéachanges, but also qualita-
tive changes in the economy. It is a process ofirdirhensional structural changes
which result in the reorganization of the wholeremmic system. Therefore, it ap-
plies to changes in generating and institutionphcdies, economic relations, pro-
duction, consumption and natural environment. Adioay to Obebski (2006),
property, structure of the national economy, meidmrnof its action, environment,
quality and quantity of goods and services, as agbheir division — are essential
components for economic development. Economic draswtherefore a necessary,
but not the only, condition for economic developmen

What is of key importance is also social developmdiis applies to
changes taking place directly in the structure prederences of a given society.
Social development determines the change in shigeaial relations, criteria
and rules of conduct in a given society. This a@pgplies to changes in behaviour
patterns, attitudes and awareness, which are aadproving the coexistence
of people and determining their involvement in #mnomy management pro-
cesses (Wach, 2015). As can be seen, this catégolysely linked to economic
development, since social development dependseanvhilability of the effects
of economic development (Sen, 1999; Trabold-Nuldégl1; Rantanen, Pawlak,
& Toikko, 2015). In the context of economic growdhd development, social
development is the broadest concept, which inclbdesategories. One can also
use the concept of socio-economic development, lwineans a combination of
guantitative and qualitative changes that occuh@éeconomySocio-economic
progress can result in changes in production piaieronsumption, social rela-
tions and the environment (Ginéitis, Gedvilai¢ & Bruzge, 2015). The end re-
sult of these changes is a higher standard ofdiaimd welfare.

The recently proposed concept of development ®future is the idea of sus-
tainable developmenin 1987, the report of the World Commission on Emwiment
and DevelopmentOur common futurepresented assumptions of the strategy of
sustainable development. The report also contagabst popularized definition of
that development. It says that it is a developntigsit meets current needs but does
not eliminate the ability of future generations |fRe of the World Commission on
Environment and Development, 1991). This concdpgirates three dimensions of
modern economic development: social, economic ealbgical. This means a com-
pletely new concept of development and vision afety, rational use of resources,
reduction of material consumption, implementatibilean and cost-efficient tech-
nologies, resulting in the creation of a new ecoicarder (Urbaniec, 2015).

Economic development is not an end in itself asdbdcurrence consistently
contributes to improving the welfare and qualitylité. Welfare is understood as
a state of complete satisfaction of material aiitsgl needs of the individual and the
society Marciniak (2005) believes that in a market econtimeygeneral welfare is the
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sum of economic and social welfare. This dichotasnystified by the factors men-
tioned below, which directly determine the sociadl &conomic welfare. According
to the author, the essential determinants of ecanaslfare are: (i) stabilization of
the economy, (ii) sustainable conditions for ecoleayrowth, (iii) structural changes,
(iv) development with regard to the aspects ofagppl (v) correcting the distribution
of wealth. The elements that determine social \weHige: (i) freedom of speech, press,
criticism, the choice of worldview, (ii) ensuringstice for all citizens before the law,
(iii) internal security. As stated by Marciniak (), the basis of social welfare is
economic welfare, which determines implementatibthe first. On the other hand,
social welfare is an important complement to ecanamelfare.

Quiality of life, as defined by the European Unicem be seen through the prism
of three dimensions: objective and subjective. Ghje dimension, that is synthetic
assessment, consists of health, education, wodqdial situation, natural conditions,
etc. On the other hand, subjective dimension igitigeee of satisfaction, awareness of
one’s situation and well-being (Quality of life.d&mand views, 2015).

3. METHODS OF MEASURING ECONOMIC GROWTH
AND DEVELOPMENT

Measures of economic growth are derived from thste3y of National Account
standard (SNA) which includes, among others: gdossestic product (GDP), gross
national product (GNP). Global recognition of theséues for the whole economy
is an indication of economic activity of the coyrdind its economic potential. These
indicators can also be expressed per capita whithat presenting the average level
of a given measure in order to perform, for insganisternational comparisons or
comparisons over time. However, it does not acctaurrdifferences in the distribu-
tion of this indicator. GDP is a monetary meastmgoonds generated by the produc-
tive factors located within the territory of theuedry, regardless of who owns them
(Wozniak, 2008). Therefore, this measure includes #hgevof all goods and services
which were created in the country in a given penbtime (e.g. within one year).
GNP is, in turn, a measure of the value of all goaadd services that were produced
in a given time by national factors of productioegardless of their location. The
more commonly used measure is GDP or GDP per cadpitse measures recognise
the quantitative changes in the economy, which goad reflection of economic
growth. There is a number of works which use théasure as some kind of indicator
of economic welfare which, however, is not the righproach. Furthermore, it is
noted that for the time being, under the influenténcreasing globalization, and
consequently the relocation of production, it ficlilt to locate the place where GDP
is generated in individual countries (Malaga, 2008)addition, it puts forward
a number of other restrictions on the use of theasare, such as: (i) the assumption
of a uniform distribution of income with GDP pepéa, which means that it does
not take into account the problem of inequality,tfie omission of non-market ac-
tivities, e.g. activities conducted by citizenstlieir own households, etc. (iii) not
taking into account the negative impact of econognisvth on the environment. In
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the context of the use of GDP per capita as arcanoli of welfare, it can be added
that this measure does not include a number ofegonomic factors, which are

largely reflected in the perception of citizens/iig conditions. These are: stress,
social relationships, monotony, a sense of stgbd#curity, etc. (Johann, 2005).

Individuals who criticise these measures createdmber of new measures,
whose objective is to quantify economic welfareey'ttan therefore be regarded
as some kind of measure of socio-economic developm@ example of such an
approach is a Measure of Economic Welfare (MEW)Nxydhaus and Tobin
(1972). The new measure introduced an adjustmegtass domestic product at
three levels. Firstly, the costs included in thedorct were re-classified and divided
into three categories: consumption, investmentiatemediate goods. Secondly,
the measure of economic welfare takes into acctintalue of capital services,
leisure time and non-market activities. Thirdlyaiso takes into account the costs
incurred in connection with the negative effectsudfanization, which translate
into living conditions, e.g. pollution (Bleys, 2005

Another modification of the welfare measure is aablege of Net National
Welfare (NNW). This measure includes the followeglgments: government con-
sumption, private consumptian the strict sensgconsumer goods and services,
the value of free time. In addition, the measurenisumbered with the costs in-
curred as a result of environmental degradationesspenditures for its protection,
as well as costs arising from urbanization. Modificn of the measure developed
by Nordhaus and Tobin made by the measure of nietnah welfare consists pri-
marily in the fact that the expenditure incurred leealth and education, which
MEW treats as an investment, is classified as aopsion. In addition, the NNW
also includes a different valuation of free time& @osts associated with the degra-
dation of nature and urbanization (NNW Measuren@arhmittee, 1974).

Another method for quantification of welfare basedhe national account sys-
tem, belonging to monetary measures, was presbypt2dlotas (1981). It is an Index
of Economic Aspects of Welfare (EAWlhe starting point for the calculation of this
measure is not a product but individual consumpts the name suggests, it is
a measure constructed by covering a wide rangactdrs — added or subtracted as-
pects, depending on whether they have a positineggitive impact on the economic
welfare. Negative impact is formed by the costdegradation of natural resources,
rapid growth of the social costs of pollution, coaiimg and expenditure on health
and education. On the other hand, the followinghelgs have a positive impact: the
value of public buildings, the value of manufaaigrof consumer goods, the value of
free time, the value of activities conducted bizeits in their own households, public
sector services in relation to expenditure on etitutand health (Borys, 1999). Com-
pared to measures based on the gross domesticchr&d\W focuses more on the
costs associated with the destruction of naturar@mment. It is believed to be the
first measure of welfare that covers a wide rarfggeironmental matters.

A more perfect indicator based on private consuompiveighted by a factor
of social inequality seems to be the Index of Snatde Economic Welfare (ISEW)
by Daly and Cobb (1989). This measure recognizedtbadest range of factors
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that contribute to the economic welfare both im®iof costs and revenues. Ele-
ments that increase the index of sustainable econasifare are: the value of
household activity, the value of manufacturing efisumer goods as well as roads
and motorways. In addition, it also takes into art@xpenses related to education
and health care, an increase in net capital arahbalsheet of investments abroad
and foreign investments in the country. On the olfzand, elements that decrease
the value of the index of sustainable economic avelfare expenses related to
health and education, advertising, urbanizatioad mccidents and pollution. It also
takes into account expenses related to consumeisglosses caused by long-term
changes in the environment, depletion of naturabueces (Borys, 1999). The
measure introduced by Daly and Cobb is the firsisnee of welfare that takes into
account the principle of sustainable development.

International organizations, government agencies fanndations conduct re-
search on economic and social development, asa/étle level and quality of life for
the purpose of international comparisons. The mogtilar study prepared annually
by the United Nations Development Programme (UNIBR) report on the state of
social development, which uses the Human Developméeax (HDI). The use of this
index is very common, and its introduction wasrided to draw attention to non-eco-
nomic factors that shape the generally understategdjory of welfare. However, it does
not sufficiently take into account economic factét®l is a synthetic measure based
on average of measures which represent three spbieheiman life (United Nation
Development Programme, 2015): (i) health (life expecy expressed by the average
duration of human life), (i) education (the averamimber of years of education re-
ceived by people ages 25 and older, and the expgetes of schooling for children
entering the education process), (iii) materialditions (national income per capita in
USD, calculated according to purchasing poweryp&pPP$).

4. ECONOMIC GROWTH AND SOCIO-ECONOMIC DEVELOPMENT
IN THE EUROPEAN UNION COUNTRIES
IN THE YEARS 2004-2014 — RESULTS OF THE STUDY

The study on growth and development of the EU aiesivas conducted using
the following measures: GDP per capita, Sustain@blelopment Index (SDI) and
Socio — Economic Development Index (SEDI). GDPgaguita is a widely accepted
measure of economic growth. Sustainable Developrimeleix and Socio — Eco-
nomic Development Index are aggregate measuregrootesl using taxonomic
methods. They were used in studies of Glodowskdag20017). A detailed de-
scription of the methodology for constructing tagonic indexes can be found in
the works of Hellwig (1967, 1968), Wydymus (1982glias (2000), Bik (2016).
The basis for these measures is the constructian afjgregate index based on the
selected diagnostic variables that describe thesaeflecting the studied phenom-
enon. The following paper concerns broadly defis@to-economic development,
whereas SDI and SEDI differ in terms of the appligghnostic variables. A de-
tailed description of the variables used in thegtig presented in Table 1.
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Table 1. The variables used in the analysis
Index ‘ Variables

GDP | GDP per capita
SDI |real GDP per capita, resource productivity,pdeat risk of poverty or social exclu-
sion, employment rate of older workerfe expectancy, greenhouse gas emissjons
(in CO2 equivalent), primary energy consumptionergly dependence, share of fe-
newable energy in gross final energy consumption.
SEDI | infant mortality rate, available beds in htelgi available doctors, fertility rate, old depend
ency ratio, population between 25-64 with tertianyadional attainment, early leavers from
education and training, total R&D expenditure (aSDBP), participation rate in educatipn
and training — people between 24-64, persons emplioyscience and technology, exports
of high technology products, unemployment rate gaebings, GDP per person employled,
unemployment rate with tertiary education, net nafioisposable income, net saving, final
consumption expenditure of households, food contiompxpenditure, passenger cars, den-
sity of road network, internet users, mobile phanessriptions, CO2 emissions, alcohglic
beverages, tobacco and narcotics consumption eitpenarude marriage rate, deaths fiom
assaults, homicide, annual cinema trips per capiteeation and culture expenditure, books,
newspapers expenditure, restaurant and hotels dipen
Source: own work on the basis of Gtodowska (2016, 2017).

Table 2 shows GDP per capita of the EU countries the period 2004-2014.
This value is expressed in purchasing power staisdd@@PS), thereby taking into
account the differences in price levels betweemt@s. Table 3 shows the Sus-
tainable Development Index and table 4 shows tleeoS6conomic Development
Index. These indices are within the range [0,1F Hss the values of measurement
differ from the unity, the more a given object evdloped due to the analysed area.
These measures were also presented for the péid2014.

In the years 2004-2014, GDP per capita in the EranpJnion ranged from
7 500 PPS to 73 500 PPS. This means that in thatryowith the lowest GDP per
capita the value of this index accounted for orielof the GDP per capita of the
country with the highest level of this measure. @das where GDP per capita is
the lowest are Romania and Bulgaria, and then hitkay Latvia, Poland, Slovakia.
The country in which this measure achieved thedsghalue is primarily Luxem-
bourg. The economy of Luxembourg is characterized bery high value of GDP
per capita, exceeding the average value of theyE&bBo. After 2009 Luxembourg
showed the largest growth rates of GDP per caphte. difference between GDP
per capita in Luxembourg and the value of GDP pita in another country of
the EU, where this measure is the highest, is aqyiadely 30 000 PPS. This means
that the level of GDP per capita in Luxembourg4&®higher than in the country
that has the second highest value of this indidatdte European Union. This dif-
ference compared to the average for the entirefeam Union stands at 170%. In
relation to this country, differences in GDP pepita are very high. In general,
based on the coefficient of variation one can asgesvariation in GDP per capita
in the EU countries as quite large or moderateil 20tL4, there was a slow de-
crease in the divergence of the coefficient ofatésin. The high standard deviations
indicate that the values are widely scattered atdhe average value. There is
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a right-sided asymmetry of the distribution, whimbans that the value of GDP per
capita in most of the analysed countries is belmavaverage.

Table 2. GDP per capita in the European Union countriggers 2004-2014 (PPS)
Country

‘ 2004‘ 2005‘ 2006‘ 2007 | 2008 | 2009 2010‘ 2011‘ 2012‘ 2013‘ 2014

[ year
Austria 27 60028 10029 70030 90031 10029 50030 90032 30033 10033 20035 60d

Belgium 26 20026 90027 80028 90028 90027 60029 40030 20030 70030 50033 004
Bulgaria 7500 8 20Q 900010 0001090010 3001080011 70012 100912 00912 80(
Croatia 1250013 20014 10015 60016 20014 90014 70015 20015 60015 60016 100
Cyprus 19 6020 80022 00023 50024 80023 40023 60023 50023 40022 10022 40(
EZEET)"C 16 90017 80018 90020 60020 20019 40019 70020 30920 70020 60023 804
Denmark 27 1027 70029 30030 60031 10028 90031 20031 50032 10032 10035 10d
Estonia 12 403 8001560017 50017 20014 90015 80017 30018 30018 80020 904
Finland 25 10{R5 70026 90029 30029 70026 90027 90029 100929 40028 70030 30d

France 23 70@4 70025 50026 90026 70025 50026 60027 40027 70027 80029 504
Germany 25 00@6 00027 30028 80029 00026 90029 20030 80031 50032 00934 60(
Greece 20 30@0 40021 800922 60023 20022 30021 60020 30919 50019 20019 40¢
Hungary 13 60014 20014 90015 30015 90015 30016 10016 90017 00917 20018 70(
Ireland 30 80(B2 40034 40036 50032 90030 10031 40032 30032 900932 50037 70(
Italy 2310023 60024 70026 00026 00024 30025 10025 50025 60025 20026 60(
Latvia 1010011 10012 50014 30014 60012 70013 50015 00016 40017 30017 500

Lithuania 11 10012 30013 60915 50016 10013 60015 10016 90018 30019 10920 704
Luxembourg 54 50057 00063 80068 40065 80059 20064 00066 70067 10067 900 73 50(

Malta 17 20018 00018 60019 60020 30019 80021 30021 60022 10922 70024 60(
Netherlands| 27 9029 30031 00033 00033 50031 00031 70032 50032 50032 60036 00d
Poland 10900150012 30013 60014 10014 20015 40016 40017 10017 50018 604

Portugal 16 70017 90018 70019 60019 50018 80019 60019 30019 40019 40021 104
Romania 75008000 92001070012 20011 70012 40012 90013 60013 90015 30(
Slovakia 12 30013 50014 90016 90018 10017 00018 10018 90019 40019 60021 300
Slovenia 18 7019 60020 70022 100922 70020 20020 60021 20021 40021 30022 80q
Spain 21 90[@2 90024 80026 20025 90024 20024 20024 30024 40024 50024 70(
Sweden 27 30@7 30029 00031 20030 90028 20030 20031 40032 20032 70034 104

Ei?]lgiﬂ)m 26 90027 80028 90029 40028 60026 30026 30026 40026 60027 20029 900

Descriptive Statistics

gg‘;‘zg 96310 9851.310 731811 2396105305 9498210 222.210 526,010 494 910 555011 573.1
g"vi"’:gge 20 51421 41822 85424 41124 50422 75423 80024 564 25 004 25 11427 021
Median 27 25(P7 95029 30030 15029 85027 90028 60029 35029 85030 20032 751
Max 54 50057 00063 80068 40065 80059 20464 00066 70067 10467 90473 500
Min 7500 800d 900010 00410 90410 30010 80011 70012 10012 00012 80d
Coefficient | 459 464 47.d 460 430 417 430 429 420 424 428
of variation

Coefficient
of skewness
Source: own work based on Eurostat Database.

15 16 20 22 22 20 22 24 24 25 24
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Table 3.Sustainable Development Index in the Europeanrhmntries in years 2004 2014

Austria 0.247 0. 224 0. 237 0. 267 328 342 0. 282 0. 27‘= 0. 298 0. 269 0.294
Belgium 0.2250.250 0.2590.2750.274 0.274 0.224 0.229 0.292 0.272 0.27§
Bulgaria 0.002 0.004 0.0030.0150.0920.1150.097 0.043 0.037 0.074 0.048
Croatia 0.1740.1750.1670.1350.166 0.150 0.154 0.150 0.155 0.135 0.15§
Cyprus 0.0970.068 0.07¢ 0.063 0.036 0.03§ 0.057 0.039 0.061 0.086 0.087
Czech Republic 0.190 0.1820.191/0.192 0.255 0.246 0.203 0.208 0.224 0.213 0.22¢
Denmark 0.440 0.3740.3690.401 0.494 0.517 0.452 0.421 0.507 0.487 0.516
Estonia 0.2210.2350.2550.1960.274 0.28§ 0.183 0.1850.192 0.145 0.139
Finland 0.2390.2360.250 0.285 0.400 0.406 0.315 0.287 0.3310.327 0.344
France 0.3260.320 0.3070.318 0.36( 0.342 0.311/0.299 0.317 0.287 0.285
Germany 0.2440.2570.252 0.309 0.343 0.341 0.303 0.327 0.33( 0.296 0.321
Greece 0.221/0.210 0.2150.2050.224 0.193 0.142 0.1310.1359 0.117 0.096
Hungary 0.102 0.08(0 0.073 0.064 0.052 0.0210.020 0.168 0.185 0.165 0.160
Ireland 0.1870.1660.154 0.1210.181/0.2350.21( 0.291 0.27€ 0.255 0.256
Italy 0.2040.2050.1830.180 0.24( 0.241 0.221/0.206 0.2310.227 0.222
Latvia 0.1000.11¢0 0.1260.1390.1870.1530.128 0.176 0.184 0.173 0.204
Lithuania 0.1250.1750.174 0.1450.191/0.208 0.186 0.217 0.223 0.196 0.203
Luxembourg 0.22(0 0.21(0 0.2450.284 0.324 0.345 0.305 0.244 0.290 0.312 0.355
Malta 0.1020.1520.1320.126 0.0770.117 0.086 0.067 0.059 0.067 0.082
Netherlands 0.3540.348 0.35590.3670.419 0.428 0.365 0.334 0.367 0.353 0.403
Poland 0.1170.0870.104 0.1210.131/0.123 0.084 0.0810.123 0.119 0.155
Portugal 0.1950.204 0.1970.2190.251/ 0.243 0.244 0.247 0.247 0.203 0.217
Romania 0.09(0 0.1170.1270.1460.1550.154 0.133 0.076 0.089 0.08§ 0.110
Slovakia 0.0990.0970.1570.183 0.209 0.226 0.205 0.184 0.24( 0.215 0.233
Slovenia 0.231]0.2240.2320.2190.177 0.223 0.183 0.085 0.103 0.101 0.156
Spain 0.1600.1340.124 0.142 0.222 0.253 0.204 0.205 0.179 0.193 0.186
Sweden 0.4150.4350.4840.472 0.546 0.56(0 0.473 0.465 0.485 0.492 0.506
United Kingdom 0.258 0.233 0.208 0.202 0.259 0.283 0.253 0.276 0.287 0.296 0.330
Descriptive Statistics
Standard Deviation 0.100.096 0.0990.1050.1250.12§ 0.110 0.1070.1170.112 0.119
Mean average 0.190.1970.203 0.2070.2450.252 0.2150.211/0.230 0.220 0.234
Median 0.1990.2050.1940.194 0.234 0.242 0.206 0.207 0.2290.20§ 0.218
Max 0.4400.4350.484 0.472 0.546 0.560 0.473 0.465 0.507, 0.492 0.516
Min 0.002 0.004 0.0030.0150.036 0.021/0.020 0.039 0.037 0.067 0.048
Coefficient of variation | 50.5@18.90 49.10 50.90 50.90 50.90 50.94 50.90 50.90 50.90 50.90
Coefficient of skewnesg 0.605.451 0.712 0.608 0.534 0.503 0.546 0.344 0.4710.807 0.74Q

Source: own work based on Gtodowska (2016).

In the years 2004-2014, the value of synthetic mmeasf sustainable devel-
opment ranged on the average from 0.027 to 0.4Qbel first year of the analysis,
the difference between the highest and the lowalsteg was 0.438, and 0.468 in
the last year. Countries where the values of theasure were the highest in the
entire analysed period are: Sweden, Denmark, Fintéve Netherlands, France and
Germany. Countries with the lowest level of SDthe analysed period are: Bul-
garia, Cyprus, Malta, Hungary, Poland and RomaFie. coefficient of variation
confirms the relatively large differences of thisasure among the EU countries.
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This trend continues throughout the period considiefhe standard deviation, in
turn, indicates that the values are concentrateginalthe average value. Through-
out the period there is a positive asymmetry, prowhat most of the studied traits
have values below the average measure.

Table 4. Socio-Economic Development Index for the Europdision countries in years 2004-2014

Countrylyear | 2004 | 2005 | 2006| 2007 | 2008| 2009 | 2010 2011| 2012 | 2013| 2014

Austria 0.444 0.426 0.426 0.381 0.387 0.41§ 0.447 0.503 0.468 0.462 0.40
Belgium 0.387 0.366 0.354 0.323 0.324 0.351 0.372 0.389 0.364 0.356 0.33(
Bulgaria 0.037 0.057 0.063 0.041 0.057 0.072 0.067 0.087 0.062 0.07§ 0.075
Cyprus 0.264 0.257 0.249 0.229 0.216 0.229 0.254 0.26d 0.215 0.195 0.164
gzzﬁgﬁc 0.261 0.259 0.259 0.244 0.243 0.257 0.25 0.282 0.249 0.241 0.212
Denmark 0.44B0.447 0.440 0.403 0.408 0.426 0.437 0.475 0.439 0.424 0.374
Estonia 0.191 0.201 0.221 0.197 0.174 0.148 0.164 0.26d 0.249 0.25¢ 0.237
Finland 0.419 0.413 0.407 0.374 0.389 0.410 0.427 0.492 0.433 0.397 0.318
France 0.37770.359 0.350 0.314 0.323 0.34§ 0.361 0.391 0.374 0.389 0.383
Germany 0.3690.335 0.330 0.311 0.324 0.358 0.382 0.424 0.404 0.411 0.374
Greece 0.1830.170 0.160 0.136 0.136 0.153 0.139 0.097 0.067 0.059 0.023
Hungary 0.2200.200 0.199 0.157 0.153 0.167 0.166 0.183 0.165 0.15§ 0.142
Ireland 0.406 0.419 0.417 0.374 0.345 0.319 0.337 0.375 0.348 0.357 0.277
ltaly 0.274 0.244 0.24§ 0.227 0.219 0.234 0.244 0.181 0.234 0.214 0.188
Latvia 0.104 0.115 0.129 0.133 0.126 0.056 0.054 0.014 0.102 0.127 0.136
Lithuania 0.08%4 0.104 0.109 0.115 0.101 0.082 0.094 0.249 0.170 0.182 0.175
Luxembourg | 0.3740.35 0.339 0.317 0.292 0.309 0.355 0.457 0.364 0.349 0.313
Malta 0.337 0.324 0.331 0.280 0.279 0.300 0.303 0.404 0.323 0.304 0.295
Netherlands | 0.45820.43§ 0.44d4 0.417 0.41( 0.431 0.443 0.471 0.450 0.430 0.379
Poland 0.097 0.084 0.085 0.104 0.112 0.161 0.180 0.205 0.189 0.183 0.185
Portugal 0.1900.174 0.149 0.11§ 0.113 0.13§ 0.153 0.181 0.144 0.131 0.117
Romania 0.041.0.043 0.051 0.043 0.022 0.004 0.009 0.009 0.024 0.032 0.028
Slovakia 0.1580.132 0.13 0.132 0.137 0.183 0.197 0.249 0.199 0.196 0.182
Slovenia 0.2650.239 0.253 0.224 0.228 0.244 0.249 0.287 0.255 0.242 0.239
Spain 0.266 0.276 0.258 0.225 0.174 0.169 0.188 0.189 0.164 0.157 0.104
Sweden 0.4020.389 0.389 0.369 0.377 0.392 0.41§ 0.462 0.429 0.42§ 0.367
United 0.433 0.431 0.430 0.382 0.374 0.381 0.37 0.419 0.374 0.364 0.314
Kingdom

Standard 0.133 0.129 0.124 0.11§ 0.117 0.126 0.132 0.149 0.133 0.129 0.114
deviation

g"vee"’:gge 0.277 0.269 0.267 0.243 0.239 0.250 0.261 0.296 0.269 0.264 0.235
Median 0.266 0.259 0.258 0.227 0.22d 0.244 0.254 0.282 0.249 0.247 0.237
Max 0.452 0.447 0.449 0.412 0.41q 0.431 0.447 0.503 0.46d 0.462 0.405
Min 0.037 0.043 0.051 0.041 0.024 0.004 0.009 0.009 0.022 0.037 0.023
Coefficient 481 478 473 479 492 505 503 504 49.4 48. 48.8
of variation

Coefficient | 4 343.0.227-0.163 -0.144 -0.063 -0.167 -0.193 -0.334 -0.150 -0.097 -0.203
of skewness

Source: Own work based on Gtodowska (2017).
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The measure of socio-economic development of thedltries in the years
2004-2014 stood at 0.027-0.444. These values ruitasito those of the SDI. The
coefficient of variation SEDI indicates a moderdieersification of the EU coun-
tries in terms of socio-economic development. Hiedided asymmetry indicates
that most countries achieved values above the Edage. Countries where the
level of SEDI is the highest are: Austria, the Methnds, Sweden, Finland, Den-
mark, United Kingdom, Germany. This trend contintl@®ughout the entire pe-
riod. The lowest values of SEDI are found in coestsuch as: Romania, Bulgaria,
Lithuania Latvia and Poland. It can be stated thatScandinavian countries, the
Netherlands, Germany, Austria and Great Britainettine highest levels of devel-
opment, taking into account socio-economic develmprand sustainable develop-
ment. Scandinavian countries are the definite lesadie case of the poorest coun-
tries, there is no repeatability of their compasiti considering the two measures
used. The low levels of SDI in Malta and Cypruséaet been confirmed by the
measure of socio-economic development, where tHal 8&lues for these coun-
tries were at an average level. The average aneuall of SEDI allowed to put
Malta on the 12th place, and Cyprus on the 15theplmong the EU countries.
This means that these countries are characterizad hverage level of socio-eco-
nomic development and a relatively low level oftairble development. This
may be determined by environmental factors whiafstitute essential components
of SDI. Countries such as Romania, Bulgaria andibhre characterized by the
lowest values of SDI and SEDI, which means thay #e at the lowest level of
development among the EU countries. In the cadeod#nd, one can see a large
growth rate of SEDI. However, this trend is nob®seen in the measure of sus-
tainable development. A similar situation can bense Bulgaria, but the measures
of SDI and SEDI are much lower compared to PolamBomania there is a visible
decline in values of SEDI compared to the initiahy, which shows a socio-eco-
nomic crisis. An interesting case is that of thetsern European countries, where
a dramatic drop in values of SEDI is also obser¥éds is most evident for Greece,
where this measure is the lowest among the EU desnf his means a significant
deterioration of the country’s socio-economic ditua

Figure 1 shows the general trend in the formatfdhree measures included in
the study: GDP per capita, SDI and SEDI for thedsla whole. The range between
the minimum and maximum values is quite large édhse of each adopted measure.
This confirms the wide diversity of EU countriegénms of economic growth, socio-
economic development and sustainable developmettielcase of SEDI and SDI,
the average value corresponds to the median vahezefore, these values clearly
indicate central values. Taking into account GDPgagita, the arithmetic average
has a value lower than the median. European Umniclndes countries which have
a very low GDP per capita that deviates from oEigrcountries, which undoubtedly
had an impact on the formation of central measuries.chart on GDP per capita
shows a downward trend from 2007 to 2009, which nekged to the economic cri-
sis. This is not as evident in the case of theraile measures. One can observe
a relationship by comparing the values of GDP peita and SDI. The GDP growth



40 Agnieszka Gtodowska

rate works on the dynamics of SDI with some ddiaghe early years of the analysis
up until 2007, one can observe an increase inehed bf GDP per capita. The in-
crease in SDI can be observed from 2007. The cdlap GDP per capita in the
period 2007-2009 is reflected in the level of Si¢@2009. This dependence cannot
be seen in the relationship of GDP per capita &fldlS
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Figure 1. GDP per capita, SDI and SEDI for the European Uimoyears 2004-2014
(max, min, average value, median)
Source: own work based on Eurostat and Gtodowska (2016, 2017).

Figure 2 shows the positions of the EU countriaking into account the
three analysed areas: economic growth, socio-ecandavelopment and sus-
tainable development. Comparison of countriesimseof these measures iden-
tifies three groups of countries:

GROUP 1: Austria, Belgium, Denmark, Finland, France, Germa@yeat
Britain, Ireland, Luxemburg, Netherland, Sweden.

GROUP 2: Cyprus, Czech Republic, Estonia, Hungary, Italytvlaa Lithu-
ania, Malta, Poland, Portugal, Slovakia, SloveSiaain.

GROUP 3: Bulgaria, Greece, Romania.

The first group is made up of the most developathtiies in the European
Union. They are characterized by high levels of Gpdt capita and other
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measures. The leaders are primarily Scandinaviantdes. Luxembourg has the
highest GDP per capita, however, it acquires lopasitions in terms of socio-
economic indices. The second group is dominatecblytries that joined the EU
in 2004, along with three of the so-called “old niers”; Italy, Spain and Portu-
gal. These countries can be described as moderdaeioped. GDP per capita
in these countries is at a level below the EU ayerélowever, it is characterized
by higher dynamics than the first group. The secgrudip also includes Malta,
although it achieved a relatively high level of thecio-Economic Development
Index. It is a country where the level of socio+eamic development is higher
than in other countries of that group. On the otm@nd, the country achieved
a very low value of SDI. The third group is madeafpcountries at the lowest
level of economic growth and socio-economic develept.

Figure 2. GDP per capita, SDI and SEDI for the European Ugmmtries in 2014
Source: Own work based on Eurostat and Gtodowska (2016, 2017).

5. CONCLUSIONS

There is a long-standing scientific discussion foe économic growth and devel-
opment, but the irregularity in applying the measuof economic growth in the
form of GDP per capita is increasingly articulatsla reflection of qualitative
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changes in the economy. Furthermore, it is notatttie presence of upward ten-
dency is clearly insufficient for the socio-econordievelopment. The review of
research on socio-economic growth and developntews that there are many
concepts associated with this terminology. Growtti development is not an end
in itself, and it should contribute to the welfamed improvement of the level and
quality of life. The analysis of socio-economicgth and development of the Eu-
ropean Union countries revealed that the scaleftdrentiation of the analysed
economies is very high for all adopted measuresrdts still a division of the EU
on the “old” and “new” member states, where thenief leaders are countries that
have been long functioning in the EU. The exceptitanthis are Italy, Spain, Por-
tugal and Greece. A special case is Greece, wharded a regression of all tested
measures, and at the moment it can be considetbé asuntry at the lowest level
of socio-economic development. There are no sicanifi differences between the
measures defining economic growth and measuresigieg socio-economic de-
velopment. The richest countries are characterizedhigh values of all of the
adopted measures. Scandinavian countries are fingeléeaders. It might be said
that economic growth works on the sustainable dgreént with some delay.
However, this conclusion should be treated witarge distance. There is no doubt
that the study was limited by adopting a relativahprt period of research.
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Summary:

The paper aims to make a diagnosis of the extéalahce of the EU countries. This diagnosis
was conducted on the grounds of data analysiseob#ance of their payments and net interna-
tional investment position of these countries. Aieseof measures which determine a level of
their financial stability were implemented. In orde appropriately rank the European Union
countries based on the state of their externahoalathe standardised sum method was applied.
As a result, it was found that the new EU Membeitest in the analysed period were character-
ised by a permanently lower level of their finahaitbility.
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international investment position; reserve assets
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1. INTRODUCTION

The state of external balance of an individual égumeans the steady-state of its
balance of payments. In formal terms the balanqeagments is always balanced.
The current and capital account balances are dieiednby relations of a given
economy with other countries while the financiat@amt specifies how they are
financed. The variance between these balancegusted by changes made in the
reserve assets and the balance of net errors aisdions. This approach to the bal-
ance of payments lets to keep the accounting baldng it does not convey any
information on that whether a given country fouhdifficult to obtain them and
how it is achieved. This is of utter importance tfee economy because the balance

1 This chapter is a part of research project no. \MELKHZ/02/2017/S/7061 entitled Konkurencyjngé
migdzynarodowa w perspektywie makro, mezo i miKiaternational competitiveness from the macro, nmaesd
micro perspectivgsinanced from the funds allocated to the Facaftizconomics and International Relations of
the Cracow University of Economics in the framewoflgrants for maintaining research potential.
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of payments determines whether this country hdiedlifies to achieve it or its pay-
ment position is good. The occurrence of suchadliffies may have a significant
impact on the economic standing of a given couaitry in the long term on the rate
and structure of its economic growth. It may alsakenthis country run into debts
towards foreign countries, which in turn may engaderies of hard-to-predict eco-
nomic and political consequences (Kamecki, Sotdacsierpinski, 1971). There-
fore, it is assumed that the external balance earedched when the current and
capital accounts are balanced with no pressurbdoge the state of external ex-
change reserves and sustainable flows in the fiabaccount.

The analysis on the external balance should takeaocount the level of
economic development of a given country and theadyins of its growth
which may require to import savings from abroadtHis case it is relevant to
make such acquired financial means invest into pctde enterprises which
let to repay obligations in the further time (NBR)16).

2. FINANCIAL OPENNESS OF THE EU COUNTRIES

The EU countries — taking into consideration tlegionomies — are characterised
by a varied level of their international financiategration. In order to measure
this level, the following financial openness indaradeveloped by P. Lane and
G. Milesi-Ferretti (2003) can be applied which es@nts a ratio of the total for-
eign assets and liabilities in relation to indivadlgountry’s GDP. In 2015 in this
scope Luxembourg was the dominant player in the atga group; its total foreign
assets and liabilities exceeded the value of it®®Pmore than 370-times (Table
1). The forefront was also occupied by Malta, InelaCyprus and the Netherlands,
for which this multiplicity was within 20 and 50. édnwhile, in Lithuania and
Slovakia the value of foreign assets and liabgitaecounted for no more than
twice their GDP in 2015. In the group of countiieyond the euro area the United
Kingdom had the highest level of financial opennggh the value of eternal as-
sets and liabilities more than 10 times higher ti&GDP. In this group the indi-
cator reached its lowest levels (below 2) in Poland Romania.

Within 2004-2015 a level of international finandigkgration of all the European
Union countries increased. To the highest exteafféicted Malta, Cyprus, Slovenia
and Hungary where the average annual growth of fimeincial openness indicator
exceeded 10%. It should be noted, however, thairtseess of financial international-
isation in the EU countries was halted by the aahrof the crisis. On the basis of
Table 2 it can be concluded that the rapid grovitfinancial openness occurred in
2004-2009; in Cyprus and Malta on average it grgwnbre than 40% while in Slo-
vakia the rate of change did not exceed 4%. TimeR009-2015 the rate of financial
integration clearly lost its momentum; in many cabere was a reversal in its direction
— the ratio of foreign assets and liabilities tof5fell, which took place especially in
case of the United Kingdom and Romania. Among the&iintries, only Luxembourg
and Slovakia saw the higher average annual grokitiew financial openness indica-
tor in 2009-2015 compared to 2004-20009. It resdtm the suspension of investment
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decisions or their implementation to a smallereschle to the weakened economic
growth in many regions of the world, including iretEU, and the debt crisis in some
countries within the euro area (Btaszczuk-Zawié,3).

Table 1.Financial openness indicator of the EU count28§4-2015

Country 2004 | 2010 | 2015 Country 2004 2010 2015
Austria 4570 5.54| 5.22|ltaly 2.01 2.68 3.13
Belgium 7.11 9.79| 9.13|Latvia 1.76 3.27 3.16
Bulgaria 1.49 2.26| 2.33]Lithuania 0.97 1.79 1.72
Croatia 1.4Q 2.02| 2.19|Luxembourg 182.28 243.32| 372.71
Cyprus 453 26.80| 27.34| Malta 7.33] 5250 50.47
Czech Republic 1.28 1.90| 2.32| Netherlands 12.68 17.83] 21.94
Denmark 3.63 5.00] b5.55|Poland 0.97 1.53 1.62
Estonia 2.29 3.13] 3.18| Portugal 3.75 4.91 4.78
Finland 3.7 6.30| 6.70| Romania 0.83 1.50 1.25
France 3.78 5.85| 6.05| Slovakia 1.90 1.90 1.98
Germany 3.17 4.82| 4.72| Slovenia 0.66 2.33 2.51
Greece 1.77 3.08] 4.13| Spain 2.55 3.37 3.98
Hungary 1.75 5.81| 5.61| Sweden 3.89 548 5.76
Ireland 22.40 34.17| 39.20| United Kingdom 7.84 13.20| 10.73

Source: own elaboration from (IMF, 2017a, 2017b) databases.

Table 2. The average annual rate of change in the finampahness of the EU coun-
tries, 2004-2015 (%

Austria 420 -1.23 1.20| Italy 5.94 2.58 4.09
Belgium 6.84 -1.34 2.30| Latvia 10.49 1.43 5.45
Bulgaria 8.35 0.72 4.12] Lithuania 12.47 -0.15 5.37
Croatia 6.91 1.95 4.17| Luxembourg 5.17 8.03 6.72
Cyprus 41.95 0.79 17.76| Malta 46.90 0.12 19.18
Czech Republi 6.86 4.42 5.53| Netherlands 6.08 4.38 5.15
Denmark 5.3( 2.81 3.93| Poland 6.0 3.75 4.80
Estonia 7.31 -0.36 3.05| Portugal 5.37 -0.30 2.24
Finland 7.79 3.63 5.50| Romania 10.72 -1.75 3.74
France 8.78 0.83 4.37| Slovakia 0.09 0.64 0.39
Germany 4.88 2.71 3.69| Slovenia 28.77 1.27 12.96
Greece 11.82 491 8.00| Spain 6.16 2.42 4.10
Hungary 2756 -0.91 11.14| Sweden 7.98 0.15 3.64
Ireland 6.94 3.81 5.22| United Kingdom| 9.02 -1.95 2.89

Source: own elaboration from (IMF, 2017a, 2017b) databases.

As previously noted, the increasing level of foreggsets and liabilities was
a catalyst of the growth of their financial opermdsor most EU countries in the
2004-2015 period the growth of their liabilitiescerrded the increase in their assets
(Figure 1). In case of the euro area countriegutadtbe seen especially in Slovenia,
Portugal and Slovakia, and in the countries beythedeuro area — in Romania,
Croatia and Poland, where within 2004-2015 thair@ase in the value of foreign
liabilities was more than double than their inceesforeign assets.
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Figure 1. The ratio of changes in the value of external lid$ to changes in the value
of external assets in EU countries, 2004-2015
Source: own elaboration from (IMF, 2017a) databases.

Therefore, this phenomenon relates primarily, thoogt only, to the new EU
Member States. In view of the shortage of their ®amings, they finance the de-
velopment of their economies making use of foreigavings (Bilewicz,
& Nakonieczna-Kisiel, 2016). Surplus of their fayeiliabilities over foreign assets
results in negative net international investmersitimn indicating that they are net
debtors in relation to foreign countries. It issaty linked with the formation of
their current account balance. Deficit on the aurigccount in a given year, and
especially its perpetuation in subsequent yeaadsléo the deterioration of a given
country’s international investment position (JamicR016).

At the end of 2015, most European Union countriesewcharacterised by
their negative net international investment positi;m case of Ireland its value
reached up to 208% of GDP (Figure 2). However, spiye of these countries had
also deficit on their current account, which resdlin the rising level of their obli-
gations towards foreign countries. This group ideld: Greece, Cyprus, Poland,
Latvia, Romania and the United Kingdom.
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Figure 2. Current account balancéCAB) and Net international investment position
(NIIP) of the EU countries in 2015 (% of GDP)
“The average of the last three years
Source: own elaboration from (IMF, 2017a, 2017b) databases.

3. EXTERNAL BALANCE OF THE EU COUNTRIES

The intertemporal approach to the current accoisgeaninated in the 80s of
the 20th century implies that the developing coiestbenefit from resources of
the developed countries (Obstfeld, & Rogoff, 1994hich let them increase
their production capacities and boost the econognmwnth. Under this ap-
proach, the short-term current account deficit doatsdisturb the external bal-
ance of a given country (Saofeki, & 2009) and does not require to undertake
any corrective actions (Czarny, $ledziewska, 2013). It constitutes a gap be-
tween domestic savings and investments and is atmedooth consumption
by national entities over the long term. It meahattits level is the result of
increased current consumption against expectedriecgrowth in the future,
which will allow for the repayment of liabilitied. @ndau, 2002).

However, disturbances at the financial markets twwHiave recently af-
fected the world economy caused that the exteraknze of individual coun-
tries has been the subject of research studiesaaseissments made from the
perspective of their sustainable development. Themacing financial integra-
tion with the external environment cannot be peregias a positive phenome-
non only. It provides capital movements, accesBn@nce and more efficient
allocation of resources. However, it also posdssriglated to the shift of crisis-
related phenomena between and among economic pariheould be especially



50 Marek Maciejewski

evident during the recent crisis when the extenstavork of financial depend-
encies led to the contagion effect, which favoutesispread of economic prob-
lems (Wycslak, 2012), also within the EU countries.

A series of indicators can be adopted to assegxthmal balance. In reference
to the EU countries, these indicators are spedcifiede Regulation of the European
Parliament and of the Council on the prevention emdection of macroeconomic
imbalances (The European Parliament and the Co@@dill). They included:

— current account balance in relation to GDP;
— net international investment position in relation@DP.

These indicators have their indicative lower angbughresholds set to serve as alert levels.

The current account balance indicator under assasistakes into account
the arithmetic mean of the previous three yearis #issumed that both exces-
sive deficit (over 4% of GDP) and excessive surgser 6%) are unfavoura-
ble for the external balance This is particularyiis case of a monetary union
where single exchange rates and common monetargig@ktannot respond to
adjustment needs of individual economies (COM, 2@L25). In the analysed
period, most of the EU countries reduced or evémiehted their deficits in
the current account (Figure 3). As late as 200 EW9countries (including all
new Member States) suffered from deficit while ¥3reem had it at the level
exceeding the warning threshold. Among the eur@ auntries the Baltic
States should be listed first of all: Latvia (17.®PP), Estonia (13.4%), Lith-
uania (10.6%) but also Greece (10.4%) and Port(®a%). In the group of
countries beyond the euro area, the highest defiag recorded in Bulgaria
(17.3% of GDP) and Romania (10.9%). In 2015 ju&l® countries incurred
deficit on the current account and only the Unikédgdom (4.9%) and Cyprus
(4.2%) exceeded the warning threshold. In 2015rotbentries demonstrated
surplus which in case of the Netherlands (9.4% GErmany (7.7%), Den-
mark (6.9%) and Ireland (6.7%) exceeded the warthngshold.

With regard to net international investment positize warning threshold was
set at -35% of GDP. At the end of 2015 only 8 EUrtdes were net creditors in
relation to foreign countries; in the analysed @arall of them improved their in-
vestment position (Figure 4). They included firtatl: the Netherlands (67.3%
GDP), Belgium (61.3%), Germany (48.8%), Malta (48)7Luxembourg (34.9%)
and — among countries beyond the euro area — D&ngar9%). The warning
threshold in 2015 was exceeded by 14 countriest afdeem from the euro area:
Ireland (-208.1% GDP), Greece (-134.4%), Cypru8@:-2%), Portugal (-109.3%)
and Spain (-89.5%); while in the analysed periethind and Cyprus were the ones
which to the greatest extent suffered from an asean their net liabilities in rela-
tion to foreign countries. Among the countries baythe euro area the largest net
debtors in relation to foreign countries in 2015eveCroatia (-77.8% of GDP),
Poland (-62.7%), Hungary (-61.3%) and Bulgaria (8686) of which only Poland
increased the value of its net debt in relatio® P.
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Figure 4. Net international investment position of the EUntdas in 2007 and 2015 (% of GDP)
Source: own elaboration from (IMF, 2017a, 2017b) databases.
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Due to the fact that not all obligations requirediiang i.e. repayment, when
analysing their net international investment poaitadditional measures such as
gross external debt or foreign direct investmantstial foreign obligations are taken
into consideration. The first indicator refers otdydebt instruments because they
require handling (Janicka, 2014) while equity iastents are left behind (Knap
& Nakonieczna-Kisiel, 2012). The second one infolnsthe level of stability of
financing sources because foreign direct investsnarg permanently linked to the
place of their location and are not susceptibleyid capital flows.
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Figure 5. Gross external debt of the EU countries in 20072848 (% of liabilities)
Source: own elaboration from (IMF, 2017a) databases.

At the end of 2015 debt obligations had the highleate (exceeding 90%) in the
structure of Greek liabilities while in case of @Qyp and Luxembourg they made less
than 40% of total of foreign liabilities (Figure. ) the group of countries beyond the
euro area just in Hungary, the value of debt insémis did not exceed 50% of the total
of its liabilities. In the remaining Member Stathis share was within 50-70%.

In the group of countries belonging to the eur@adine highest share of foreign
direct investments in the structure of liabilitetghe end of 2015 years was recorded
for Malta (75%) and Cyprus (63.6%), for which, iretanalysed period, the role of
FDI in the structure of liabilities increased siggantly (Figure 6). A similar trend
was observed in case of most other euro area desiapart from Slovakia, Slovenia,
Finland and Greece. Estonia, the Netherlands afgiuBewere also the ones which
in 2015 had the value of their FDI at the levelesding 50%. However, in case of
Greece, this share was only 5.3% due to the fatttlstarting from 2011- the struc-
ture of the Greek foreign liabilities was dominabgddebt instruments.
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Figure 6. Gross external debt of the EU countries in 20072848 (% of liabilities)
Source: own elaboration from (IMF, 2017a) databases.

Among the countries beyond the euro area the higdtese of FDI in the
structure of liabilities was recorded in Hungar2%), Bulgaria (61.6%) and
the Czech Republic (56.5%). In this group in 20&& tUnited Kingdom had
this ratio at the lowest level (13.7%).

To analyse the external balance, a series of mesmbased on reserve assets are
applied. They include among others (Best, & $skia 2010):

— reserve assets in relation to gross external dalittminforms how many for-
eign liabilities can be repaid with reserve assets;

—  reserve assets in relation to monthly imports ofig@and services which informs how
many months of imports of goods and services cao\ered with reserve assets.

The analysis on the value of reserve assets irditiaeir higher level in relation
to the countries beyond the euro area. It applidsoth indicators based on reserve
assets (Table 3). In case of the countries su@ulgmria or the Czech Republic at
the end of 2015 their reserve assets covered hamne50% of gross external debt,
and in case of Bulgaria, Croatia and Romania, tredire corresponds to more than
half-year imports of goods and services. Apart fdweden and the Great Britain all
other countries beyond the euro area got bettaltsen this area compared to all the
countries in the euro area. Among them, in 201% aakvia, Italy and Lithuania
were able to finance — using their reserve asseisre than 5% of external debt, and
in case of Italy, Portugal, Latvia and France,rtheserve assets covered imports of
goods and services for the period of more than 2thso

Several factors have an impact on that the curnezsgyves of the euro area coun-
tries are relatively lower. In the euro area caastthe European Central Bank (ECB)
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takes over some functions related to the implentientaf monetary policies and ex-
change rates. All countries which join the eur@ane required to assign some of their
reserve assets to implement these functions inetB€B. Furthermore, in monetarily
integrated countries, their demand for reservés dal its required level is usually re-
ferred to by the size of their foreign trading. Thiensification of trading within the
currency area leads to that a significant partafdactions take place between and
among business entities using the same currenodi@divski, 2008).

Table 3. The ratio of reserve assets to the Gross extatelat and to the monthly im-
ports of goods and services, 2007 and 2015

Reserve assets/Gross external debt (Y Reserve assets in months of goods and services imtp

Country Country

Euro area
Latvia 14.9 9.2/Italy 1.9 3.2
Italy 3.6 5.8Portugal 15 29
Lithuania 25.7 5.5/Latvia 4.0 2.5
Portugal 2.3 4 .5/France 1.8 2.2
Slovakia 11.0 4.0 Spain 0% 1.8
Germany 2.5 3.5Germany 1.8 1.6
Austria 2.2 3.4{Austria 1.1 1.4
France 2.4 2.8Finland 1.0 1.4
Spain 0.8 2.7|Greece 04 1.2
Belgium 1.1 2.1|Netherlands 06 0.9
Finland 2.6 2.1Cyprus 6.7 0.8
Estonia 12.9  2.0Belgium 0.4 0.8
Slovenia 2.1 1.8 Lithuania 3.7 0.6
Greece 0.8 1.3Malta 4.4 0.5
Netherlands 0/6 1.0)Slovakia 0.9 04
Cyprus 8.8 0.8 Slovenia 0.4 0.3
Malta 9.2 0.6/Estonia 24 0.3
Ireland 0.¢ 0.1jIreland 0.1 0.1
Luxembourg 0.0 0.0Luxembourg 00 0.1
Non-euro area
Bulgaria 41.1 55.4Bulgaria 6.( 8.4
Czech Republic 45|8 51.1Croatia 59 7.8
Romania 46.8 39.2Romania 71 6.3
Croatia 27.6 30.1Denmark 27 5.6
Poland 28.1 28.8Czech Republic 37 5.4
Hungary 13.6 21.4Poland 438 5.1
Denmark 6.0 14.1Hungary 27 4.0
Sweden 3.6 6.7Sweden 18 35
United Kingdom 0.5 1.6/United Kingdom 08 1.9

Source: own elaboration from (IMF, 2017a) databases.

2 The provided amount ranges from a few to sevexedgnt of the held reserves. For example, Lithyamich
joined the euro area in 2015, was obliged to pmvfte equivalent of EUR 338.6 million (ECB, 2014hich
accounted for 4.7% of the Lithuanian reserve assets
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The analysis of external stability also takes iat@ount measures based
on the volume of exports of goods and servicesyTihelude, among others,
(Najlepszy, & Sobaski, 2010):

— exports in relation to GDP, which informs on ecoydcapacities to gen-
erate foreign currency inflows;

— exports in relation to gross external debt, whitforims on capacities to fi-
nance the repayment of external debt making ussmdrt inflows.

Table 4. The ratio of Exports to GDP and Gross externat,d2®07 and 2015

Exports/GDP (%) Exports/Gross external debt (%)
Country 2007 | 2015 Country 2007 | 2015
Euro area
Luxembourg 156.7 198.0Slovakia 140.6 111.2
Malta 121.8 143.8Lithuania 66.6 101.8
Ireland 71.8 126.3Estonia 56.2 85.1
Slovakia 87.0 94.9Slovenia 64.5 68.5
Netherlands 657 83.8Latvia 30.7 42.4
Belgium 71.2 82.5Belgium 235 324
Estonia 61.8 80.0Germany 27.4 32.2
Slovenia 63.8 79.4Austria 25.8 31.0
Lithuania 47.2 77.7ltaly 23.0 244
Cyprus 44.8 62.3Spain 16.6 20.1
Latvia 37.1 60.1Portugal 14.9 19.1
Austria 50.8 54.1Finland 351 17.8
Germany 40.1 47.8Netherlands 13/4 15.7
Portugal 29.2 42.3France 15.1 15.1
Finland 41.0 37.§lreland 9.2 145
Spain 23.9 33.6Malta 25.3 14.1
France 25.0 31.7Greece 146 12.2
Italy 25.1 30.8Cyprus 13.9 11.3
Greece 19.6 30.5Luxembourg 3.9 3.0
Non-euro area

Hungary 72.1| 93.9 Czech Republic 154321.9
Czech Republic 55.5 83.8 Bulgaria 61.7 80.3
Bulgaria 54.7| 66.7 Romania 50,0 74{0
Denmark 47.4| 54.4 Poland 7113 71]6
Poland 34.5| 51.5 Hungary 60/1 71i3
Croatia 36.4| 51.0 Croatia 474 49|10
Sweden 45.7] 45.2 Denmark 285 34.6
Romania 25.5| 42.6 Sweden 27.3 239
United Kingdom 25.7| 28.1 United Kingdom 7.0 9.4

Source: own elaboration from (IMF, 2017a, 2017b) databases.

Within 2007-2015 only Finland and Sweden were cbimased by no
increase in the share of exports in GDP (Tabldm2015, in the group of the
euro area countries this ratio was at the highastllin Luxembourg (198%)
and Malta (143.8%) which are open to the world tugheir size and resultant
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limitations of their internal demand. Also in Ireh and Slovakia, export in-
flows had a significant impact on GDP. While thslrare in GDP did not ex-
ceed 32% in France, Italy and Greece. Among thentcas beyond the euro
area the ratio of exports to GDP in 2015 was tlghést in Hungary (93.9%)
and the Czech Republic (83.8%), while the Uniteddtiom recorded the low-
est score (28.1%) out of all the EU countries.

In 2015 export inflows on goods and services wallow to repay external
debt by such countries as the Czech Republic, 8iavand Lithuania. Only five
euro area countries covered more than 1/3 of thehit with exports; in Luxem-
bourg it was just 3%. This ratio was reached aighdr level in most countries
beyond the euro area apart from Sweden and thedJKingdom.

4. LINEAR RANKING OF THE EU COUNTRIES DUE
TO THE STATE OF THEIR EXTERNAL BALANCE

Some of the measures specified afpupon their classification to a group of
stimulants and destimulants, were used to ranlEtheountries due to in terms
of their external balance:

— current account balance in relation to GDP — stamjl

— net international investment position in relationr@DP — stimulant;

— share of gross external debt in total liabilitiede-stimulant;

— share of FDI in total liabilities — stimulant;

— reserve assets in relation to gross external debinulant;

— reserve assets in relation to monthly imports afdgoand services — stimulant;
— exports in relation to gross external debt — stantl

This set of pre-defined variables was statisticadlyified in terms of their
volatility and interrelation in order to eliminasmy ones which insignificantly
differentiate the countries under examination oy anes which duplicate in-
formation (Wawrzyniak, 2015). The critical valuetbe coefficient of variation
was set at 0.1 (Zella2000), which did not make grounds to eliminatg ah
the variables from the scope of interest. Thenahalysis of interrelation of
these variables were conducted using the methodwafrse matrix of correla-
tion coefficients assuming the critical value at(Bagk, & Szczechska, 2013).
As a result, the ratio of reserve assets to greteymal debt was excluded from
the analysis due to the high level of its corr@atiith other variables.

In order to rank the EU countries the standardmed method was applied
which lets to lineally rank a set of objects specdfoy many different characteris-
tics. It requires variables to be expressed irstimae units and in the similar order
of magnitude (Turczak, 2013). In this case, to eahithis effect, in the first step
the variables were standardised according to thaufia:

3 The ratio of exports to GDP was omitted becats@rtbasure is much ‘burdened’ by different sizesdifidual countries.
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Xij-%;
7y =20

(1)

Sj
where:
z;j - standardised value ¢fvariable fori country;
x;; - value ofj variable fori country;
x; - arithmetic average gfvariable;
s; - standard deviation dfvariable;
i - EU countriesi = 1,2, ...,n, n = 28;
j - diagnostic variableg,= 1,2, ..., m, m = 6.

This method (linear ranking) can be used when afiables take the form
of stimulants or destimulants. In view of the abawmehis case destimulants
were changed to stimulants by multiplying their nstardised values by
— 1 (Kopyscianski, & Roélczyaski, 2013).

In the further step, pattern and anti-pattern saiuere determined. For every di-
agnostic variables its maximum and minimum leves g&t which corresponds to each
of the examined countries. The sum of the maximahes of the analysed variables
makes a hypothetical pattern, while the sum of tm@imal values — an anti-pattern.
Therefore, the following formulas were used (Majeay2000):

Pw = Xj=,max z; 2
Pa = Xj=q minz; (3)
where:
pw - value of pattern;
p4 - value of anti-pattern;
z;j - standardised value gfvariable j fori country.

The calculated values are points of referencetferrésults set for individual
countries. For each of the counties the standatdigms were calculated based on
the values of individual diagnostic variables adaag to the formula:

Di = Xje1Zij (4)
where:
p; - value of standardised sum fiocountry;
z;j - standardised value gfvariable fori country.

The calculated results are used to determine mesiurrindividual countries,
which are calculated according to the formula:

_ bi—pa (5)

L= Pw—PA
where:
1; - value of measure farcountry;
pw - value of pattern;
p4 - value of anti-pattern;
p; - value of standardised sum fiocountry
The measures take values from within [0,1], andHerpattern this measure is

equal to 1, and for the anti-pattern — 0. The tesldtermined for individual countries
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inform about their distance (which can be expresspdrcentage points) in relation to
end points of this range as well as to other camstovered by the analysis. It lets to
put the countries in order for 2015 in Table Sordder to improve its legibility, the rank
places from 1 to 14 and from 15 up to 28 were nuhskith different colours. The
dominance of shaded areas within the lower patietable stands for no significant
and lasting changes in the rank under the anajyeéad.

Table 5. Order of the EU countries due to the externalimda2007-2015

Country
Denmark 9 5 4 3 4] 1
Luxembourg 1 1 1 1 1 1 1 1| 2| 0.720
Germany 3 5 3 2 2 3 4 3] 3] 0.714
Netherlands 11 9 4 4 3 2 2 2| 4| 0.711
Sweden 4 7 7 8 7 5 6 6| 5| 0.648
Ireland 8 14 12 11 11 7 5 7| 6] 0.629
Malta 12 11 14 13 12 8 7 5| 7| 0.603
Finland 2 3 2 3 6 6 8 8| 8| 0.588
Belgium 7 6 8 7 9 11 11 14| 9| 0.573
France s 4 6 9 8 9 10 10| 10| 0.570
Austria 9 8 10 10 10 12 9 9| 11| 0.569
Italy 13 12 11 12 13 13 13 12| 12| 0.557
Slovenia
United Kingdom
Estonia 26 20 18 15
Croatia | 21
Hungary 23| 26 |19/ 17| 18] 15|
Czech Republic 15
Spain 19 18
Poland
Slovakia
Bulgaria 28
Latvia
Portugal
Lithuania
Romania
Cyprus
Greece

Source: own elaboration from (IMF, 2017a, 2017b) databases.

It should be noted at the same time that the dimisif the old (EU15) and the
new (EU13) EU countries were preserved. The upadrgf the table is dominated
by the EU15 countries. They included among othelata and Slovenia, which
joined the EU in 2004. However, the lower partha table is occupied by almost
all the EU13 countries, with Spain, Portugal anédge, the position of which in
the range of external balance still differ fromeatiEU15 countries.

At the end of the analysed period Denmark, Luxentdpand Germany were the
highest rated; Cyprus and Greece — the loweshed¢ame time within 2007-2015 the
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position of Denmark and Estonia improved signifttaagainst the background of
other EU countries, while the highest decline artimking was reported by the United
Kingdom and Cyprus. Thus, the intensity and dioectf changes in the position of
these countries in the ranking does not dependi@nrmembership in the euro area
(Estonia and Cyprus) or staying beyond it (Dennaaudk the United Kingdom).

5. CONCLUSIONS

The economies of the EU countries are charactebgea growing level of their
financial integration with the external environmérttis is mainly due to an increase
in the level of liabilities in relation to foreigrountries. With regard to some of these
countries, their permanently negative internatiomatstment position is accompa-
nied by deficit in the current account which deeptireir need for external financ-
ing. Challenged by the global financial crisis aletht within the last few years, this
state of affairs leads to making some consideratmnthe financial stability of the
EU countries. A number of measures have been uskdlart levels set (suggesting
that it is required to take appropriate actiorthigse analyses. The synthetic measure
of assessment of the financial balance of the Euhties applied in the article
points to the ongoing division of the European Wniato the new (EU13) and the
old (EU15) Member States, which is related to theiel of economic development
and capital resources. The countries which und#rggrocess of transformation,
open up to the world and modernise their econoratesorb foreign capital due to
its shortage in the local market. It results inrthmwver ratings in the range of exter-
nal financial stability. The adopted research methgolves a number of constraints
—itignores detailed analyses of the balance pinagats and its accounts, and there-
fore sources of its disequilibrium. Moreover, itsxssumed that each of the selected
measures has the same weight. These conclusionwsyveq may be the starting
point for some in-depth considerations on the aslebalance of the individual
countries or their groups, especially in the conté#xheir membership in the euro
area and the process of levelling economic devedmpm
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Summary:

The achieved retail concentration level is very émant for both, the competition level of an
economy and for customers. If the retail conceitrnats high, customers can expect to have
higher products prices and lower products quality supply. A high retail concentration is one
of indicators of problematic market structures,hsas monopoly and oligopoly, in which the
leading company or companies can misuse theiripositTherefore, many stakeholders are in-
terested in observing changes of retail concenmatieasures over time: retailers, suppliers, the
state and the public in the relevant market. Is thisearch, various concentration measures are
applied and explained based on secondary datagheldliat relevant Internet sources. After-
wards, the retail sales concentration levels ferttip 250 world retailers in 2010 and 2014 are
compared. The emphasis is given to standardizedectration measures, i.e., concentration
ratio, Gini's coefficient, Herfindahl-Hirschman'sidex, Rosenbluth’s index and Hall-Tide-
man’s index. The analysis has shown that the retééls concentration level, measured through
retail sales values, is low in the both observeatyeThe analysis results have indicated that the
retail concentration level increased in 2014 in panson to 2010.

Keywords: retail sales; concentration measures; top world retailers
JEL codes D11, D12, B17

1. INTRODUCTION

Retail concentration process is manifested withdéereasing number of leading re-
tailers with simultaneous increase in their masketre and their market influence. In
the paper, the various measures applied to assedisconcentration level are ex-
plained, and then retail sales concentration lemeisng the top 250 world retailers in
2010 and 2014 are studied and compared based ondseg data published at the

! Acknowledgement: The chapter was selected fromifiteenational Scientific Conference “TAKE — Theauyd Ap-
plication in the Knowledge Economy” that was he2thltill 14th July 2017 in Zagreb, Croatia.
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relevant Internet sources. Descriptive statistiethiods are used to present the retail
sales data of the top 250 world retailers. In ti@yeis, several concentration measures
are used. The emphasize is given to standardizegtvation measures: standardized
concentration ratio, standardized Gini's conceiatnatoefficient, standardized Her-
findahl-Hirschman'’s concentration index, standadiRosenbluth’s concentration in-
dex and standardized Hall-Tideman’s concentratidex.

As a contemporary trend, retail concentration isding new challenges to all
market participants: suppliers, existing retaibamd customers. In this paper, we will
discuss concentrations in retail industry, paréidylin grocery retailing. Various
measures can be applied in order to assess theetkbiavel of retail concentration.
In this paper, the research question is if conegiotr level of the top 250 world re-
tailers has risen in recent period. In the analysies most recent data from 2014 are
going to be used. For the comparison, the year 28a0was selected. Consequently,
the research hypothesis states that the concenttatiel of the top 250 world retail-
ers has risen in 2014 in compare to achieved ctratem level in 2010.

After the introduction, in the second chapter brigérature review is
given. In the third chapter, the used data andiagponcentration measures
are presented. In the fourth chapter the retagissaf the top 250 world retailers
in 2010 and in 2014 are analysed by using desudpstatistics approach
whereas in the fifth chapter achieved concentrdgweel is determined by using
selected concentration measures. The sixth chaygtiecludes the paper and
brings some recommendations for further research.

2. LITERATURE REVIEW

In last decades, leading companies in the retiergrow above average (Daw-
son 2006) and market concentration is observed @aseeof key concepts and
trends within the European retail industry.

Majority of authors focus on explanation of re@sihcentration as a process
together with its consequences, there are varimaes calculating concentration
ratios for various markets. Some of them are erjigihow concentration influ-
ences investments in retail innovation and imprgwonsumer service.

However, there is a scarcity of papers, which ppyang and comparing vari-
ous measures of concentration at once. Both pesitid negative effects of retail
concentration are explained in literature. As pasieffects we can outline (Battez-
zati and Magnani 2000; Hollingsworth 2004; Evan@2®awson 2006; Amato and
Amato, 2009; Knezevic et al. 2011): (1) productiygtows measured per employee
or per square meter of retail space in leading emiag, (2) investment ability of
leading companies is increased so they can implethemewest ICT or logistic
technology faster and easier than small compafdeapility to expand assortments
and to adjust them to consumers also grows whieh Agositive effect on consum-
ers’ life quality in the given market, (4) potehtiadevelop additional, value adding
services is also improved, (5) ability to internaslize is increased, etc.
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On the other hand, as negative effects authors asigeh (Marjanen 2000;
Dawson 2006; Haines 2007; Amato and Amato 2009zKwie and Jagic, 2012):
(1) large retailers have increased bargaining povidch allows them to determine
and set the price and other contractual conditiowards their suppliers, (2) wealth
is accumulated in a limited number of companies @mtentration decreases the
level of competition, (3) the market entrance fewrplayers becomes very though
or impossible, (3) as dominant company controlsnatket processes towards sup-
plier and consumer market, at some point of timgrovements in technology, ser-
vice and processes become obsolete, (4) as tharadk of competition, the cus-
tomers pays higher prices for the same qualityroflpcts or services.

There are two basic ways of acquiring a leadingketgposition (Segetlija et
al. 2011): (1) rapid organic growth of one or sevepmpanies in the market, and
(2) concentrations throughout: mergers and acdunsit While in the first case,
a legal regulation is introduced to prevent misoisthe acquired leading position
in the market, in the second case, legal regulatéwa set to control the concentra-
tion process as well. The latter mentioned coneéintis (those via mergers and
acquisition) are regulated by the state in ordeauoid substantial lessening of
competition at a certain market (Knezevic and Jagit2).

Mesi¢ (2015) observed concentration in food retail seit®2012. The con-
clusion about achieved concentration level he maddht only by calculating mar-
ket shares. The author had remarked that the ctratien level of the top 10 food
retailers is higher in the developed countrieshef European Union than in the
other observed countries. In the same paper ahdwobserved the concentration
level of the top 250 companies with the highestitstles in 2012 observing it by
different aspects like by countries or regions. ldear, Me& (2015) did not use
any of specialized concentration measures in idyars.

Martens et al. (2006) emphasize that the retailcgmnp concentration,
measured by concentration ratio where the shatheofour largest companies
in the total retail companies is observed (conadiun ratio 4), rose from 17.8
in 1982 to 43.0 in 1999. In the in-depth analyaisthors observe effect of Wal-
Mart’s development on market concentration. Despiartens et al. (2006)
conducted panel analysis to determine effects of-M&rt on concentration
level they actually made conclusions about conegioin levels by observing
concentration ratio 4 values in different years &h8. states.

Burt, Sparks and Telle (2010) focused on inspec#tajling in the United King-
dom. They concluded that in the United Kingdoninasther European retail markets,
the increase in concentration level is presehiadtto be emphasized that this conclu-
sion was made only by observing concentration xatioes based on market shares of
retail sellers. Burt, Sparks and Telle (2010) hat used additional concentration
measures, which would support the conclusions atmmdentration levels.

Konig (2009) observes concentration trends amorayl fsuppliers and
retailers in selected OECD countries, with spefoalis on Hungary as a tran-
sition country. Konig (2009) emphasizes foreignedirinvestments in some
cases could have significant impact on concentnalgwels of food suppliers
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and retail sellers. In the paper, again, the cotration level was observed by
using concentration ratios only.

Knezevic et al. (2014) calculated concentratioiosabased on top 4, 5 and
10 leading grocery retailers’ market shares in B¢ grocery retail market.
They conclude that all calculated ratios on EU legrew from 2000 to 2011
and that the concentration of grocery retail is ohéhe obvious ongoing eco-
nomic trends in EU meaning that large retailerstakéeng larger part of grocery
retail market each year in analysed period.

According to the brief literature review, it can tencluded that retail sales
concentration was analysed by other authors. Wnfately, they have based their
conclusion about achieved concentration leveltailrgales by using concentration
ratios only. On that way other concentration measwwvhich would help to under-
stand achieved concentration level and its treett®h were unjustly neglected.

3. DATA AND METHODS

In the paper, 250 companies with the highest retd#és in 2010 and in 2014 are
observed. The data about the retail sales are fatianthe National Retail Feder-
ation (2012; 2016). It has to be emphasized tleaNditional Retail Federation con-
sulted a large number of different sources to dgwtie list of 250 companies with
the highest retail sales. Consequently, becauddfefent methodologies used by
the sources, some differences in retail sales sabeéwveen the real ones and the
used ones may be present. However, it is assumaeéthtbse differences are negli-
gible and that used retail sales values are varyrate.

In order to measure concentration level among 2&@panies with the highest
retail sales in the chosen years, five concentratieasures will be applied: the con-
centration ratio, the Gini's concentration coeéfit, the Herfindahl-Hirschman’s
concentration index, the Rosenbluth’s concentratiolex and the Hall-Tideman’s
concentration index. In the analysis both, unstatided and standardized, versions
of the chosen concentration measures will be obdeidowever, in order to make
conclusions about achieved concentration levels, standardized concentration
measures are going to be preferred. The reasa@uébrdecision lies in the fact that
standardized concentration measured can take afvaha the O to 1 interval whereas
unstandardized concentration measures are nai get &1 value from that interval.
On that way, unstandardized concentration measurég lead to wrong conclusions
about achieved concentration level. Still, becdlnsenumber of observed companies
is quite large, very large differences betweenanmtirdized and standardized values
of the selected concentration measures are notexpe

Concentration ratio is very simple and the mostdusencentration measure
that was developed at the beginning of the 19thucgriBarbezat 2003). Concen-
tration ratio shows the share of the certain nunatbemits with the highest value
of the observed variable in the total value of theerved variable when all units
are taken into account. Concentration ratio israefi by equation (1) whereas
standardized concentration ratio is given by egua2) as follows:
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CRT- = TE=1 xi/zé\]:l Xi, r= 1,2, . N (1)
CR: = (CR, —1/N)/(1—1/N), r=1,2,...,N (2)
where:
CR, -is concentration ratio for first r units with theghest value of the
observed variable;
T-1x; -is sum of values of the observed variable for finghits;
>N | x; -is sum of values of the observed variable for allrits;
CR;. - is standardized concentration ratio for first rtanvith the highest
value of the variable considered;
N - is the total number of observed units.

Gini's concentration coefficient is based on theeba concentration curve
(Needleman 1978; Podder 1995). Whilst the Loremze&atration curve is focused on
graphical presentation of concentration, Gini'saemtration coefficient uses area under
the Lorenz concentration curve to estimate coragnrlevel. Gini's concentration co-
efficient and standardized Gini's concentratiorffiment are calculated as follows:

G=[2"3 ix;— (N + DI, x] /(N -2, x;) (3)
G*=G-N/(N—-1) (4)
where:
G -is Gini’'s concentration coefficient;
N -is the total number of observed units;
i -isrank ofan uniti = 1,2, ...,N;
x; - is the value of the observed variable for unit
G* - is standardized Gini's concentration coefficient.

It has to be emphasized that units with lower valokthe observed varia-
ble have lower ranks in compare to units with highariable values. On that
way, the unit with the smallest variable value hask 1, the next unit by vari-
able value has rank 2 and so on.

The Herfindahl-Hirschman’s concentration index, alihis one of the most used
concentration measure in economy, is used as apolyrievel indicator on the market
(Bikker and Haaf 2002). The Herfindahl-Hirschmardsicentration index is defined as
squared proportions of market shares of enterprisas industry branch (Herfindhal
1950; Hirschman 1980). Consequently, the Herfinétdchman’s concentration index
and the standardized Herfindahl-Hirschman’s comatiom index are equal to:

HHI = ¥ p? (5)
HHI* = (HHI — 1/N)/(1 - 1/N) (6)
where:
HHI - is the Herfindahl-Hirschman’s concentration index;
p; - is proportion or share of thieth unit in the total value of the ob-
served variable;
HHI* -is the standardized Herfindahl-Hirschman’s coneditn index;
N -is the total number of observed units.
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The Rosenbluth’s concentration index emphasizesitapce of units with
lower variable values (Rosenbluth 1955). Furtheem®&osenbluth’s concentra-
tion index is in relation with Gini’s concentrati@oefficient. Consequently, the
Rosenbluth’s concentration index and the standaddRosenbluth’s concentra-
tion index are calculated by using following eqaoas:

RI=1/(2-XX.jpi—1)=1/IN-(1-6)] (7)
RI*=(RI —1/N)/(1 —1/N) (8)
where:
RI -is the Rosenbluth’s concentration index;
j-isrank of an unif = N,N — 1,N — 2, ...,2,1;
p; - is proportion or share of theth unit in the total value of the ob-
served variable;
RI* - is the standardized Rosenbluth’s concentrationxinde
N -is the total number of observed units.

In opposite to the Gini’s concentration coefficiehére units with higher
values of the observed variable have lower rank®mpare to units with lower
variable values. In other words, the unit with thrgest variable value has rank
1, the following unit by variable value has rankrd so on.

Very similar concentration measure to the Rosehtdutoncentration index is
the Hall-Tideman’s concentration index (Hall andidnan 1967; Bikker and Haaf
2002). The main difference can be found in the tfaat the Hall-Tideman’s concen-
tration index, as opposite to the Rosenbluth’s entration index, more importance
gives to units with larger values. Therefore, higlaaks are given to the units with
higher variable values. The Hall-Tideman’s concaran index and the standardized
Hall-Tideman’s concentration index can be calculate follows:

RI=1/(2-XLyjpi—1)=1/IN- (1= G)] 9)
RI*=(RI-1/N)/(1 —-1/N) (20)
where:
HTI -is the Hall-Tideman’s concentration index;
[ -isrank of an unit = 1,2,...,N —2,N — 1, N;
p; - is proportion or share of thieth unit in the total value of the ob-
served variable;
HTI* -iis the standardized Hall-Tideman’s concentratralex;
N - is the total number of observed units.

Depending on the concentration limits definitidre tonclusion about achieved
concentration level can be made on different wilgse five concentration levels are
recognized and the limits for making conclusionsualachieved concentration levels
are shown in Table 1. However, because behind énénidahl-Hirschman’s concen-
tration index different approach to concentratiealeation can be found, this concen-
tration measure has different defined limits to enakinclusions about achieved con-
centration levels. So, in the case when the Hafiktlirschman’s concentration index
is lower than 0.01, a perfect equality is reaclifatjs between 0.01 and 0.15, a low
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concentration level is achieved, if it is betweelbtnd 0.25, a moderate concentration
level is present and if the Herfindahl-Hirschmaroacentration index is equal to 0.25
or higher, the conclusion about high concentrdteel presence follows.

Table 1.Concentration measures values and correspondimceotration level, except
for the Herfindahl-Hirschman’s concentration index

Concentration measure value Concentration level

0.00 Perfect equality
0.00 - 0.25 Low
0.25-0.40 Low to moderate
0.40 — 0.60 Moderate
0.60—0.75 Moderate to high
0.75-1.00 High

1.00 Perfect inequality

Source: own elaboration.

After the selected concentration measures calounl@nd making conclusion
at each concentration measures, the general camclabout achieved concentra-
tion level in 2010 and in 2014 will be made. Figathe achieved concentration
levels in the observed years are going to be coadpar

It has to be emphasized that before concentrati@hyais, retail sales of
the top 250 world retailers in 2010 and 2014 wdldxamined by using descrip-
tive statistics approach.

4. DESCRIPTIVE STATISTICS ANALYSIS OF RETAIL SALES
IN 2010 AND IN 2014

In the paper, top 250 world retailers accordinth&ir retail sales value in 2010 and
in 2014 are observed. Despite the same humbemabaoies is observed in the se-
lected years, it does not necessary means thsathe companies are included in the
analysis. In dependence of it retail sales valaemapany could be included in the
top 250 in 2010 but not in 2014 and vice versas Hituation can be illustrated if
only top 20 world retailers in 2010 and in 2014 @lveerved. The list of top 20 world
retailers in 2014 and comparison to their rankdh@®is given in Table 2.

According to Table 2 Wal-Mart Stores, Inc. convirgly has the highest retail
sale in 2014. Costco Wholesale Corporation on #duersd place had retail sale
more than four times lower than Wal-Mart Stores, in 2014. Very similar rela-
tion between Wal-Mart Stores, Inc., the first on2010, and Carrefour S.A., that
was second in 2010, was in 2010 also. The most aniep in top 20 increased
their retail sales in 2014 in compare to 2010. filhge increase in retail sales value
of Albertsons Companies, Inc. has to be emphasixibadrtsons Companies, Inc.
increased its retail sales for 1,368% in 2014 imjgare to 2010. On that way, Al-
bertsons Companies, Inc. managed to jump from [#a6ein 2010 to place 17 in
2014. On the other side, some companies had decnedbeir retail sales and,
consequently, they did not enter the top 20 Waatdilers list in 2014 again.
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Table 2. Top 20 World retailers in 2014, according to etales values, and comparison
to their rank in 2010, in millions of US $

Retail Retail 2014 retail| 2010 retail| Index,
Country

sales rank| sales rank Company of oricin sales sales
2014 | 2010 9Nl ussm) | (US$M)

Wal-Mart Stores, Inc. USA 482,130418,957
2 7 Costco Wholesale Corporation USA 116/19976,255 152
3 5 The Kroger Co. USA 109,880 82,189 134
4 6 Schwarz Unternehmenstreuhand KG Germ. 94,4489,119 119
5 9 Walgreens Boots Alliance, Inc. USA 89,631 67,420 133
6 8 The Home Depot, Inc. USA 88,919 67,997 130
7 2 Carrefour S.A. France 84,856119,642 71
8 10 Aldi Einkauf GmbH & Co. oHG Germ. 82,164 67,112 122
9 3 Tesco PLC Un. Kin. 81,019 92,171 88
10 28 Amazon.com, Inc. USA 79,268 33,251 238
11 11 Target Corporation USA 73,185 65,786 112
12 13 CVS Health Corporation USA 72,007 57,345 126
13 4 Metro Ag Germ. 68,066 88,931 77
14 17 Aeon Co., Ltd. Japan 63,635 53,458 119
15 20 Lowe's Companies, Inc. USA 59,074 48,815 121
16 15 Auchan Holding SA Francs 59,050 55,212 107
17 210 | Albertsons Companies, Inc. USA 58,734 4,00Q 1,468
18 16 Edeka Group Germ. 52,477 54,073 97
19 26 Casino Guichard-Perrachon S.A| France 51,2537,878 135
20 14 Seven & i Holdings Co., Ltd. Japan 47(79557,05 84

Source: own elaboration.

Table 3. Basic descriptive statistics results for variatdail sales of the top 250 world
retailers in 2010 and 2014, in millions of US $

Statistics 2010 retail sales (US$m) | 2014 retail sales (US$m) ‘
Count 250 250
Sum 3940 748 4 308 416
Mean 15 763 17 234
Standard deviation 31321 35564
Coefficient of variation (%) 198.70 206.36
Kurtosis 111.13 118.06
Skewness 9.13 9.48
Mode 6 020 7 894
Minimum 3292 3508
1st quartile 4531 4 832
Median 7 665 7430
3rd quatrtile 14 058 15 354
Maximum 418 952 482 130
Range 415 660 478 622
Interquartile range 9 527 10 522

Source: own elaboration.
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According to Table 3, the total retail sales vadfiehe top 250 World retailers
was 3,940,748 million of US $ in 2010 and 4,308 #iléons of US $ in 2014. There-
fore, the retail sales value increase for 9.33%0i¥4 in compare to 2010. The mean
retail sales value of the top 250 World retailarseased for the same rate also.

Measures of data variability, standard deviatiod eoefficient of variation
also increased in 2014 in compare to 2010. Standawiation increased for
13.55% and coefficient of variation for 3.86%. Omatt way, the both measures
indicated that the data variability is increase@®14 in compare to 2010 mean-
ing that the differences in retail sales valuesveen the top 250 World retailers
became larger. So, standard deviation and coeifticévariation are suggesting
that the concentration level of the top 250 Wosdthilers, according to variable
total retail sales, increased in 2014 in compar20t0.

According to the skewness indicator values, in lodikerved years the distri-
butions of the total retail sales values of the26f World retailers are very positively
skewed. The reason for such situation can be fautide fact that there are some
retailers with significant higher retail sales vathan the other retailers. On that way,
the skewness indicators are pointing out that sineentration level is present here.
Furthermore, the skewness indicator is 3.81% high&014 than in 2010. That could
be a sign that the concentration level in 2014gkédr than in 2010.

Measures of data spread, range and interquartilgeraincreased 15.15%
and 10.44%, respectively, in 2014 in compare to®2@hose are signs that the
differences in retail sales values between th&&pWorld retailers are becom-
ing larger. Therefore, the both observed measurdata spread are suggesting
concentration level increase in 2014 in compar2abO0.

5.CONCENTRATION LEVEL ANALYSIS

The conducted descriptive statistics analysis sstggethat concentration level is
higher in 2014 than in 2010. However, the exacteairation level will be meas-
ured by the selected concentration measures. Ile Bathe values of unstandard-
ized concentration measures in 2010 an in 201 ¢randded.

Table 4.Concentration measures values, 250 companiethwitlighest retail sales, 2010 and 2014

Concentration measure Concentration Concentration | 2010 =
level conclusio level conclusio

Concentration ratio 1 0.1063 Low 0.1119 Low 105.26
Concentration ratio 2 0.1367 Low 0.1389 Low 1001.61
Concentration ratio 4 0.1826 Low 0.1863 Low 102.00
Concentration ratio 10 0.2943 Low to mode@aig036 | Low to moderafel03.16
Gini's concentration coefficient 0.5682 Moderate| 5771 Moderate 101.57
Herfindahl-Hirschman's concent. index 0.0197 Low 0200 Low 106.2)7
Rosenbluth’s concentration index 0.0093 Low 0.0095 Low 102.11
Hall-Tideman’s concentration index 0.0026 Low 0902 Low 99.43

Source: own elaboration.
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For the purpose for determining concentration Ighoelr concentration ratios
have been developed. The first concentration ratioconcentration ratio
1 measures concentration level by taking into astamly company with the
highest retail sales value. On the other hand, emnation ratio 2 takes into ac-
count two companies with the highest retail salekies, concentration ratio
4 takes four companies into account and conceairatitio 10 includes 10 com-
panies. According to Table 4 concentration rat&sahd 4 show that concentration
level might be considered to be low whereas comagah ratio 10 points out that
concentration rate was low to moderate in 2010.Sdme conclusions about con-
centration level, based on the concentration ratas be made for 2014 also.
However, all four concentration ratios show thataantration level is higher in
2014 than in 2010. The increase in concentratieel lmnges from 1.61%, accord-
ing to concentration ratio 2, to 5.26%, accordimgdncentration level 1.

Gini's concentration coefficient is the only contration measure that shows
moderate concentration levels in both observedsydsgain, the value of Gini's
concentration coefficient increased from 0.5682010 to 0.5771 in 2014. The
1.57% increase in Gini’s concentration coefficibetween these two years con-
firmed that concentration level in 2014 is somewtigher in 2014 than in 2010.

Herfindahl-Hirschman'’s concentration index, Rosatiids concentration index
and Hall-Tideman’s concentration index show thatcemtration levels in 2010 and
in 2014 can be considered low. Herfindahl-Hirschimaoncentration index showed
that concentration level increased for 6.27% in42than in 2010 whereas Rosen-
bluth’s concentration index has shown concentrdégal increase of 2.11%. How-
ever, Hall-Tideman’s concentration index is theyaiiserved concentration measure
that has shown concentration level decrease in 20ddmpare to 2010.

Table 5. Standardized concentration measures values, 25@aoies with the highest
retail sales, 2010 and 2014

Concentration measure Concentration Concentration |2010 =
level conclusio level conclusio

Standardized concentration ratio 1 0.10R7 Low (B10Bow 105.47
Standardized concentration ratio 2 0.1332 Low 135w 101.66
Standardized concentration ratio 4 0.17p3 Low @M183pwW 102.0%
Standardized concentration ratio 10 0.2915 Lowdderate0.3008 | Low to moderate103.2(
Standardized Gini's concen. coefficient 0.5705 Matie 0.5794| Moderate 101/57
Stan. Herfindahl-Hirschman'’s con. in@d@X158 | Low 0.0170| Low 107.86
Stan. Rosenbluth’s concen. index 0.0063 Low 0.0055wv 103.72
Stan. Hall-Tideman’s concen. index 0.2739 Low taleratg0.2667 | Low to moderate 97.34

Source: own elaboration.

In Table 5 values of standardized versions of theeoved concentration
measures are shown. The standardized concentragasures take into account
number of observed values and on that way the salfianstandardized concentra-
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tion measures are corrected and reduced to intg€nd3l Consequently, more accu-
rate conclusions about achieved concentration lavaking Table 5 can be brought.
If the conclusions about achieved concentratioell&etween unstandardized and
standardized concentration measures are compatad lie concluded that the dif-
ference is present only if Hall-Tideman’s concetidraindices are observed. Ac-
cording to Hall-Tideman’s concentration index loancentration level was in 2010
and in 2014. However, according to the standardif@fi Tideman’s concentration
index low to moderate concentration level was prese2010 and in 2014.

Because the observed number of units is quite Jaingaedifferences between
unstandardized and standardized concentration mesagalues are not very large
when concentration ratios and Gini’'s concentratioefficients are observed.
Consequently, the estimated increase in concentrédivels at standardized ver-
sions of concentration ratios and the Gini's caiéfit are very similar to those,
which have been estimated by their unstandardieesions. Larger differences
in estimated change of concentration level betwa® and 2010 are present if
the Herfindahl-Hirschman’s concentration indicd® Rosenbluth’s concentra-
tion indices and the Hall-Tideman’s concentratiodices are observed. Accord-
ing to the standardized Herfindahl-Hirschman’s @nication index concentra-
tion level increased for 7.86% in 2014 in compar2@10 whereas the standard-
ized Rosenbluth’s concentration index shows ine&eas3.72%. On the other
hand, the standardized Hall-Tideman’s concentraitmiex indicated that con-
centration level decreased for 2.64% in 2014 in gaa to 2010.

Taking everything into account, especially if semtized concentration measures
are observed, it can be concluded that the mdlseaibserved concentration measures
show that concentration level of the top 250 Woetdilers according to their retail
sales is low in both years, 2010 and in 2014. Heweall standardized concentration
measures, except the standardized Hall-Tidemamisetdration index, have shown
that concentration level increased in 2014 as cosda 2010.

6. CONCLUSIONS

The analysis has shown that the retail sales coratEm level, measured through
retail sales values, is low in the both observeatsia.e. 2010 and 2014. However,
the vast majority of applied concentration meashesg& shown that the retail con-
centration level increased slightly in 2014 in camgon to the 2010 level.

In the further research, changes in the retail eotration level should be
monitored continuously to enable a timely reaciiotihe concentration level be-
comes too high. Now, the retail concentration lesgs#ms to be quite low for ana-
lysed units, but it has to be taken into accouat timly retailers at the world level
were observed. In some countries, the retail canagon level still could be very
high, and this might be a subject of the furtheeezch.

The results shown here, which describe an increaseskntration level of the big-
gest world retailers in 2010 and 2014, should eatdnsidered separately, but combined
with other development level indicators, and irhsacombination, they may be useful
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to managers. The information on an increased ctnatien level of retail sales may
influence their overall knowledge, necessary faigien making of those who would
like to invest in the retail sales companies otsuini the countries all over the world.
Maybe some innovations should be introduced togdntre way of offering and buying
goods, to create not only more profit, but alsoevsatisfied customers, saving the en-
vironment and improving the sustainable developraetite same time.
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Summary:

The paper deals with the legal framework of consysobcy in a cross-border context, explains the
role of the European consumer strategy and progdieielines for the regulation of cross-border e-
commerce. Furthermore, it explains the importari@edigital market strategy for strengthening the
EU market and gives some secondary data informatiaustomers’ perception and experiences in
cross-border transactions in digital market. Acoaydo regulator announcements, online merchants
can expect the implementation of the more sophistitregulation and supervision of activities re-
lated to the online market for goods and serviteduding the regulation of parcel shipment. It is
about seizing the way consumer complaints are difetia new way of solving cross-border consumer
disputes online. It is proposed to remove the &arand harmonization of contract law at online
shopping which will diminish a problem buyer has wihelying on national contract law. There are
some recommendations on how to remove unfair bssipeactices on webshop, price comparison
platforms, and other processes such as delivedodggand downloading digital content.

Keywords: European Union, consumer, regulation, policy, internationdétra
JEL codes F13, Q17, Q18

1. INTRODUCTION

Consumer protection policy in the European Uniansaiamong other things, to en-
courage the strengthening of the political concépihe Digital Single Market that is
constantly evolving. In the last twenty years gfitdi era, the success of the integration
of European countries into a single market begaepend on Internet commerce. De-
velopment of digitalization in the market and iresday life is aided by European
political projects such as the digital economy.uBing the digital market and e-com-
merce as a new trade technology, manufacturersaaets from less developed coun-
tries can much more easily attract customers friginiyndeveloped national markets
and thus show their competitiveness based mostiyare affordable prices.
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The digital single market of the European Union hassk to increase the
efficiency of trade and at the same time enabléntipbementation of the European
market economy and social welfare of all citizeéh&ey determinant in the imple-
mentation of a single market strategy is the empmeat of the consumer. It is
important to influence on their thinking and buyidecisions relating not only on
the domestic market but also on purchasing goodssarvices cross-border from
other EU countries and those third markets beyotefjration. Knowing that cus-
tomers have different experience and perceptiondiféerent markets, as well as
perceptions of other national markets, the uniquesamer policy seeks to mitigate
differences and standardize consumer protecti@nass-border transactions.

The plethora of research shows that e-commercerasvaretail technology
creates two effects on a retail offer: it reducesgs and offers a greater variety of
deals compared with bricks and mortar stores. Bffdtts boost consumer welfare.
In order for these effects to be reinforced, itdsessary reduce transaction and trade
costs for customers. Cross-border e-commerce redwsts and thus increases real
household consumption that is considered as a rdajer of GDP growth (Fran-
cois, Martens & Yang 2014). Online trade reducescist for consumers to gather
information on the available supply of productsaditional offline consumers rarely
venture beyond the border and usually shop on tlwinestic market. Since any
online shop is just a click away, online retailii@ghnology allows consumers to
extend their geographical range of information getiy and buying, going beyond
the borders of their home market. Imported prodamtsmore attractive to consum-
ers (Cardona, Duch-Brown and Martens, 2015), soifhportant to remove cross-
border barriers because putting price pressureooredtic markets leads to a price
reduction there as well. This may be seen as gachtin to cross-border shopping
for consumers, but there are many factors thatamred hinder consumers in mak-
ing cross-border trade decisions. Consumer pafiaydss-border retailing context
is a key instrument for removing these unwantetbfac

The paper deals with the legal framework of congupwicy in a cross-
border context, explains the role of the Europeamsamer strategy and pro-
vides guidelines for the regulation of cross-borglerommerce. Furthermore, it
explains the importance of a digital market strgtény strengthening the EU
market and gives some secondary data informatiogustomers’ perception
and experiences in cross-border transactions inadligarket.

2. CONSUMER POLICY IN CROSS-BORDER CONTEXT

Establishment of the European Union and creatiomteinal Market enabled the
cross-border retailing of goods and services betvi#d Member States with no re-
strictions. Further, not only the restrictions disemissed but also the rules on customs
and other tariffs and charges have been abolishétebEuropean Union law.

The European Union law doesn’t define ,good”, luttoaiding to the Article
28 (1) of the Treaty on the Functioning of the Eagan Union (2012) (further:
TFEU) it is stipulated that ,the Union shall cong@ria customs union which shall
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cover all trade in goods and which shall involve gohibition between Member
States of customs duties on imports and exportoaal charges having equiva-
lent effect, and the adoption of a common custcani$f in their relations with
third countries.“Article 30 of the TFEU stipulatdsat ,customs duties on imports
and exports and charges having equivalent effeall &le prohibited between
Member States. This prohibition shall also applgiistoms duties of a fiscal na-
ture.” These Articles are the base for the free enoent of goods between EU
Member States and together with other fundamergakdbms (free movement of
services, free movement of workers and free movemwiecapital) make the cor-
nerstone of the EU Internal Market rules (Horakle2015).

Despite the fact that there is no definition of d®an European Union law,
the Court of Justice of the European Union (furti#2J) has defined the goods in
a series of its judgments (Case “Art Treasures’/&3,/Thompson C-7/78; Amelo
C-393/92, etc.). Beside the free movement of gtioelfreedom to provide services
has to be discussed. It guarantees cross bordésior of services with no barri-
ers. It is guaranteed by the articles 56 to 6.hefTtFEU. Article 56 of the TFEU
stipulates that “...within the framework of the prawiss set out below, restrictions
on freedom to provide services within the Unionlisha prohibited in respect of
nationals of Member States who are establishedMermber State other that of the
person for whom the services are intended.” Ixjdieitly stated in the TFEU that
the rules on free provision of services apply dhlgrovision related to persons,
goods or capital do not apply. By creating the Btéidnal Market for goods and
services the need to regulate the rights of consuiarese.

The development of consumer protection policy @ Buropean Union begins
in the 1975 by the Council Resolution of 14 Ap@I75 on a preliminary programme
of the European Economic Community for a consumeteption and information
policy which for the first time established anddid the basic rights of consumers.
By signing the Treaty on European Economic Commyuffitrther: TEEC or the
“Rome Treaties”), which entered into force in tHf#61, the requirements for con-
sumer protection at the European level were creBtgthe provision of Article 153
TEEC it was established that “in order to promaiastumer interests and ensure a
high level of consumer protection, the Communitptdbutes to the protection of
health, safety and economic interests of consunaei$,to promote their rights to
information, education and organization in ordepratect their interests.” Although
according to Bareti(2003) of “peripheral significance in terms of samer referral
in the context of agricultural policy and compeititipolicy” it was later elaborated
through all (so-called) Founding Treaties. In t993 by the EU Treaty, consumer
protection is introduced into a special chapteiokthe Treaty by the provision of
Article 129a and became an independent policy eftlien European Community.
By the remuneration given by the Treaty of Amsterdd997) the provision of Ar-
ticle 129a became an Article 153 whose text is detaly identical to the previous
one, and expressly states that consumer protdastahorizontal policy.

Today consumer protection, as an EU policy, is esfd by the Article 169
TFEU (ex Article 153 of the TEC):
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1. In order to promote the interests of consumergautisure a high level of con-
sumer protection, the Union shall contribute tageting the health, safety and
economic interests of consumers, as well as to gingitheir right to infor-
mation, education and to organise themselves &r ¢todsafeguard their interests.

2. The Union shall contribute to the attainment of tgectives referred to
in paragraph 1 through:

a) measures adopted pursuant to Article 114 in théegomf the comple-
tion of the internal market;

b) measures which support supplement and monitor alieyppursued by
the Member States.

3. The European Parliament and the Council, actingcoordance with the or-
dinary legislative procedure and after consultihg Economic and Social
Committee, shall adopt the measures referred paiagraph 2(b).

4. Measures adopted pursuant to paragraph 3 shpliewant any Member State from
maintaining or introducing more stringent protetimeasures. Such measures
must be compatible with the Treaties. The Commissii@ll be notified of them.

According to the Article 38 of the Charter of Funaantal Rights of the European
Union (2012) Union policies shall ensure a highelesf consumer protection. From
the primary law it is obvious that the consumeitgrrtion is one of the main corner-
stones of the EU and it has protection at EU ldv@las precisely the creation of the
internal market (Bodiroga et al., 2011) and acewylgli the requirement to realize the
four fundamental economic freedoms the preconditioachieving the demand for an
effective consumer protection policy in the EuropEmion (Poéi¢, 2005).

Grounded in primary sources of EU law, since coresuprotection is the
horizontal policy, secondary legislation in theaof consumer protection is ex-
tremely developed. It contains more than 90 divedtithat directly relate to con-
sumer protection. This regulation has a strong thpm the legal systems of
member states. Considering the directives relatinghe consumer protection
they can be categorized into certain areas depgrmdirthe right of the consumer
to be protected. Therefore they are divided inteatives that regulate the pro-
tection of health and consumer safety, the consgnmeonomic interests and
protect consumers’ rights (Bar&t2003; AkSamovd, Marton 2011).

The consumers’ interest can be divided in five faméntal rights: The
right to protect economic interests, the rightedgdl protection, the right to in-
formation and training, and the right to be repnted (the right to be heard by
the consumer) (Baréti Kuzmané, 2003). According to the Croatian National
Program for consumer protection for the period 20098 it is also possible to
distinguish the right to compensation for damaged the right to associate,
represent and participate in the consumer to eselttieir rights.

According to Bareti (2013) the basic characteristics of consumer grote
tion policy in the EU are:

1. consumer protection is an indirect policy of the@ean Union. It devel-
ops primarily within the framework of building upé internal market and
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is not an independent policy within the EuropeanodnHowever, the in-
tention is, through the protection of the internarket and the harmoni-
zation of the Member States laws, to attract coresgnto trade in other
Member States and traders to trade therein;

2. consumer protection area is a shared competengeebatthe European
Union and the Member States;

3. consumer protection is the horizontal policy of theropean Union. Con-
sumer protection must be taken into account whexteémenting all other of-
ficial policies, and thus regardless of which seconsumers belong or in
which segment of the market they appear, theirdésts must be protected;

4. the rules of consumer protection rules are mininaamonization (AkSamogj
Marton, 2011)The European Union generally allows Member Statestain and
prescribe more consumer protection if they deeradgessary and appropriate.

3. EUROPEAN CONSUMER STRATEGY

Consumer protection in the digital single marketdrie of the main priorities of Euro-
pean policy makers — with the aim of systematidalking into account the rights and
needs of consumers in a rapidly changing digiteirenment (European parliament,
2015). The goals of consumer protection are aclitweugh the secondary legislation
of the European Union. Secondary sources of EUalanegal acts adopted by EU
institutions (Horak et al., 2011), internationakties regulating inter-relations between
the EU and other international organizations adtbountries (Horak et al. 2011).

At the latest, the EU action program in the fief&¢onsumer protection pol-
icy is in particular: the European Consumer Stratiegline with the EU 2020
Growth Strategy and the Consumer Program 2014-202P012 The European
Commission adopted the European Consumer AgendmstiBg confidence and
growth which represents its strategic vision for Edhsumer policy in the up-
coming period. The aim of the Agenda was to max@@ansumer participation
and confidence in the market. By the European CoesltAgenda four key ob-
jectives that support the Europe 2020 Strategyafimed:

— improving consumer safety. Ensuring that produsgsyices and food are
safe. When analyzing product safety the effectigglpct safety policy is to
create a seamless safety net from the farm oratiry to the front door.
As consumers use services across borders moreeftdyguhe question of
their safety should be addressed at EU level ayutin the national level
regulations which question merits further examimatiRegarding the food
chain the EU system of official controls shouldrbade more efficient and
allow the Member States, responsible for perfornsingh controls, to max-
imize added value, while minimizing burdens for kgter;

— enhancing knowledge (to be properly empowered, woess must be pro-
vided with clear, reliable and comparable informatand tools to under-
stand it. Consumers and traders should be maderkeeitare of their EU
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rights and obligations to boost mutual trust andind easy ways to a so-
lution when something goes wrong. The Commissidhwark with inter-
mediaries and traders to encourage them to moverigesnere compliance
with legislation and to develop self-regulatory miges);

— improving implementation, stepping up enforcemet securing redress (only
if consumers can enforce their rights throughoatBE) and reputable traders
see that unfair competitors face appropriate piesaite can expect cross border
trade to continue to increase in the EU. The Cosioriswill effectively enforce
consumer law, focusing on key sectors and givelwuosss efficient ways to
solve disputes. Concerning the rights to redrégssCommission will focus on
ensuring the adoption and application of proposaiternative Dispute Reso-
lution (ADR) and Online Dispute Resolution (ODR);

— aligning rights and key policies to economic andistal change (the im-
perative is to ensure that consumers have the @aeméie to buy online not
only traditional goods and services as well astdigines. Consumer laws
should be updated to meet the needs of changingetsaand to take ac-
count of emerging insights from behavioral scieralesut how consumers
behave in practice. Consumer laws should therdfergpdated to meet the
needs of changing markets and to take account ef@nyg insights from
behavioral sciences about how consumers behaveatipe. Barriers that
currently prevent consumers from accessing thealigroducts and ser-
vices they want anywhere in the EU should be rerdoVe address these
issues the European Commission will work towardssibecific objectives:
adapting consumer law to the digital age and pramgatustainable growth
and supporting consumer interest in key actors.

As it is concluded in the Agenda the comprehenpoley framework is de-
signed to put consumers at the heart of the Sigl&et, as they are keys to growth
in the EU. All the measures take into account themges in consumption patterns
observed on the ground, technological progressnfiasing markets, the need to
empower consumers and ensure that they can exéneiseights effectively.

According to the Regulation (EU) No 254/2014 of theropean Parliament
and of the Council of 26 February 2014 on a muttisal Consumer Programme
for the years 2014-20 and repealing Decision No61BI6/EC, EU will support
consumer policy with a budget of EUR 188.8 millitinaims to help the citizens
fully enjoy their consumer rights and actively papate in the Single Market, thus
supporting growth, innovation and meeting the dioijes of Europe 2020. The
Consumer Programme 2014-2020 focus on four keysarea

— asingle market of safe products for the benefiitidens and as a component
of competitive businesses and traders;

- a single market where citizens are well represebtegrofessional con-
sumer organizations whose capacity is built to niketchallenges of to-
day’s economic environment;
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— a market where citizens are aware and exercise rigbis as consumers so
that they contribute to the growth of competitivarkets, citizens must enjoy
access to redress mechanisms in case of probldaimsutvneeding to resort to
court procedures which are lengthy and costlytient and the governments;

— aconcrete and effective collaboration betweeronatibodies to support the
enforcement of consumer rights, support the conssimigh advice.

Expected results within consumer programs are trtkethe key priorities
of the Commission’s policy, in particular the siagligital market, the imple-
mentation of consumer protection legislation, imihg consumer rights, firmer
and fairer internal market and energy union.

For the purpose of enhancing consumer confideniteisingle market in 2011
Communication from the Commission to the Europeatidnent, the Council, the
Economic And Social Committee and the CommittethnefRegions Single Market
Act Twelve levers to boost growth and strengthemfidence “Working together to
create new growth” proposed a series of measuresiding proposals for alterna-
tive dispute resolution, collective legal protentioand passenger rights.
A new set of measures was presented by the Comatigmidrom the Commission
to the European Parliament, the Council, the Ewaofeconomic and Social Com-
mittee and the Committee of the Regions Single EiaAct Il Together for New
Growth in 2012. This document is focused on reggime regulations on general
product safety and market surveillance and inclagesitiative to ensure increased
transparency and comparability of fees for banloants and to make it easier for
consumers to change bank accounts. Sector measlatesto consumer protection
groups, consumer education and information andreefoent of consumer rights.

When analyzing consumer protection regulation ishine mentioned the im-
portance of the role of the European Court of dasti policy making. The European
Court of Justice (further: ECJ) in its judgmentgegi the analysis of the consumer
concept. In the first of its judgement in case ©/26 Gut the ECJ defines the aver-
age consumer as a reasonably informed, carefutamibus (Pa8¢, 2010; 2013).
According to court practice, the consumer is agpable person who can read the
product labels themselves and make a decision.n&wuer is a person who can
take care of his or her own interests. It is com®d to be a person who inde-
pendently makes an informed decision. The marketidvprovide consumers with
all the information they would be able to decide lora large number of cases, the
state prohibited access to products which, by tb@mposition, characteristics or
labels, were not in accordance with national lagish (cases: Commission v.
Greece, C-176/84, Commission v. Germany, C-178fnmission v. Ireland,
C-113/80, Criminal proceedings against Jean-Pi@uignont, C-448/98, Criminal
proceedings against Zoni, C-90/86, Nespoli andzyic-196/89, etc.Jhe Court’s
view is that it is necessary in a proper way tosa@af consumers with a product that
contains precisely defined ingredients and is nia@ecertain way. The Court reaf-
firmed the right of states seeking to protect camsts and thus justifying a national
measure that violates the principle of the free @moent of goods but only if it finds
that the consumer cannot otherwise adequately qirdtds the Court’s view that
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consumers will be adequately protected if proper @daar product information, in
particular product characteristics, is providediineasily understandable language.
However, excessive effect can be achieved by tochnmformation. Despite the
good intentions of the legislator, it may happeat the consumer is burdened with
too much information and cannot discern what matiehim. That is the main rea-
son why the regulation constantly has to be re-axaan

4. REGULATION OF CROSS-BORDER E-COMMERCE

The current legal framework in the area of consupretection in cross-border
retail transactions including browsing, pricingyimey and parcel delivering is frag-
mented and significant differences between natiooaasumer laws in the jurisdic-
tion of the trader and consumer deter them fromstating across borders. This
can be evidenced from the data published in thes@oer Conditions Scoreboard,
EU-wide consumer surveys providing data on naticoasumer conditions, cross-
border trade and the development of e-commer¢enkcessary to create coherent
and accessible legal framework for consumer traimgecin the internal market.
Constant development in the area of digital teobgyphre fundamentally changing
the way consumers are making purchasing decisions.

When analyzing the regulatory framework of the MemStates it is mostly
harmonized with EU regulations what is questionablthe implementation into
the business practice. The national regulators héile to face these issues and
regulate it at the national level in accordancdwhieir own business surroundings.
The most important issue when discussing the coaspnotection and cross-bor-
der retail practice is the question of e-commeiides is the main retail channel
that combines rules on consumer protection andmiist selling.

Important restrictions in regulations specificdliyndering cross-border e-
commerce growth in Europe are identified: a) eaaye, and convenient online
payment that relates to tackling fraud and non-payts in cross-border sales;
b) compliance with different data protection, pdyaand consumer and con-
tract laws; c) legal uncertainty and general unfeamty with VAT rules, high
VAT-related accounting and administrative costg] difficult VAT registra-
tion and declaration procedures; and d) qualitytaadsparency of logistics and
distribution services (Ossel & Devoldere, 2017).

Consumer protection in this area is mainly regdlabt®yy the Directive
2011/83/EC of the European Parliament and of then€ibof 25 October 2011 on
consumer rights, amending Council Directive 93/EXZEand Directive 1999/44/EC
of the European Parliament and of the Council amkaling Council Directive
85/577/EEC and Directive 97/7/EC of the Europearidfaent and of the Council
(hereinafter: Directive 2011/83/EC). The Directaiens at harmonizing certain as-
pects of the laws and other regulations in the Mem&iates regulating the agree-
ments between consumers and traders to achiegé &kl of consumer protection.
Directive 2011/83/EC gives definition of a “dist@ncontract” as a contract that is
concluded between the trader and the consumer andanganized distance sales or
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service-provision scheme without the simultanedugsigal presence of the trader
and the consumer, with the exclusive use of omeae means of distance commu-
nication up to and including the time at which ¢doatract is concluded.

Directive 2011/83/EU aims to create a unified sewfcconsumer protection rules
that would help its marketers to better use thergi@ of the internal market. Directive
2011/83/EU is a horizontal unification based ondlagise of the targeted maximum
harmonization (AkSamogj Marton, 2011). This directive is a framework doeunt
integrating all common and general provisions doathin other consumer directives
where no particular issue underlying a specifieative would have been included.

Such an approach is a complete novelty in the afe@ansumer protection
since the earlier directives in this area were abtwertical measures. Directive
2011/83/EC derogates from the earlier directivase®ive 85/577/EEC on con-
tracts concluded outside business premises, Diee&7/7/EC on distance con-
tracts and to a certain extent Directive 93/13/E#Cinadmissible contractual
provisions in consumer contracts and Directive 1998 C on certain aspects of
the sale of consumer goods and associated guasantee

5. DIGITAL MARKET STRATEGY

The European Commission’s Digital Agenda for Eunppmvides the political context
to transformation. With targets for the Digital §limMarket including 50% of popula-
tion buying online and 20% buying cross-border 042 retailing firms are key con-
tributing sectors to a minimum increase of 4% indpean GDP arising from the Dig-
ital market. The doubling of the share of elecca@timmerce in retail sales and of the
internet sector in European GDP by 2015 providasnaierlying goal for this agenda.

Directive 2011/83/EU fits in 2015 Communicationrfrahe Commission to
the European Parliament, the Council, the Eurogeamomic and Social Commit-
tee and the Committee of the Regions “A DigitalgknMarket Strategy for Eu-
rope” (further: Digital Market Strategy). As it &ated in the Introduction of the
Digital Market Strategy, the global economy is dipibecoming digital. Infor-
mation and Communications Technology (ICT) is nagler a specific sector but
the foundation of all modern innovative economisteyns.

According to the Strategy a Digital Single Markgtane in which the free
movement of goods, persons, services and capitakisred and where individuals
and businesses can seamlessly access and exarliise activities under condi-
tions of fair competition, and a high level of canger and personal data protection,
irrespective of their nationality or place of remide. Regardless of the absence of
physical barriers between member states the fragtiem of the Market exists.
A Digital Single Market is one in which the free wemnent of goods, persons, ser-
vices and capital is ensured and where individaats businesses can seamlessly
access and exercise online activities under camditof fair competition and a high
level of consumer and personal data protection.oAting to the Digital Market
Strategy ensuring the Digital Single Market coudnhtribute an additional EUR
415 billion to European GDP. The digital economyg eapand markets and foster
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better services at better prices, offer more chaie create new sources of em-
ployment. A Digital Market Strategy is based orethpillars: 1. Better access for
consumers and businesses to online goods and eemictoss Europe — this re-
guires the rapid removal of key differences betwtenonline and offline worlds
to break down barriers to cross-border online #gti2. Creating the right condi-
tions for digital networks and services to flouristhis requires high-speed, secure
and trustworthy infrastructures and content sesyisapported by the right regula-
tory conditions for innovation, investment, fairngpetition and a level playing
field; 3. Maximizing the growth potential of Eurcge Digital Economy — this re-
quires investment in ICT infrastructures and te¢bgies such as Cloud computing
and Big Data, and research and innovation to bindastrial competiveness as well
as better public services, inclusiveness and skills

According to the Digital Market Strategy consumentgction is one of the
priority when analyzing access to online goodsserglices across the Europe. One
of the reasons why consumers do not engage man®$s-border e-commerce is
because the rules that apply to these transaateombe complex, unclear and may
differ between Member States. Different Member&tatational consumer protec-
tion and contract laws discourage consumers ancpaoies form cross-border
trading. Although some aspects of the consumeseption and contract laws are
harmonized at the EU level as the rules for on $ake (such as the information
that should be provided to consumers before thégr émo a contract or the rules
governing their right to withdraw from the dealhet aspects of the contract (such
as the remedies available, etc.) are regulatethdyet rules providing minimum
harmonization. The idea is that the rules for anlamd digital cross-border pur-
chase will increase consumer confidence in crosddrsce-commerce. The com-
mon set of rules is, according to the Strategy,ematugh. As the most important
improvement for the consumers the Digital Marketatgy promote the need for
more rapid, agile and consistent enforcement o$goer rules to make them fully
effective. As the main improvement the online dispesolution platform is con-
sidered. According to the abovementioned the satle impact on consumer be-
havior only if they are sustainable in a businessrenment.

6. ATTRACTIVENESS OF DIGITAL SINGLE MARKET

Consumer protection policy is a transversal polEEyropean legislation in this
area deals with specific issues only, such as togigion of pre-contractual
information or a right of withdrawal from a conttaghere the circumstances in
which it was made, or the nature of the transacjlistifies it. Constant devel-
opments in the area of digital technology are fundatally changing the way
consumers interact and shop online. Consumer piotemn the digital single
market is one of the main priorities of Europeatigyomakers — with the aim
of systematically taking into account the rightsl aeeds of consumers in a rap-
idly changing digital environment (European Parlégnt 2015).
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Online technology has introduced new ways of sgljonods, advertising, and
communicating with customers. It has created intiegavays of organizing, ac-
cessing, exchanging and evaluating such as ppceduct or service features and
reviews. Comparison online platforms are incredginged where other custom-
ers’ ratings are the main benchmark for productsardice quality evaluation. Be-
havior of customers in purchasing process is gréafiuenced by this information
because they are easily accessible. E-commercesesys Internet-enabled non-
store sales, which in 2015 across Western Euramerding to Euromonitor still
represents only 7% of the total retail market, wherstore-based retailing repre-
sents 93%. The Digital Agenda Scoreboard (Euro@anmission, 2014) reports
that more than 50% of all consumers buy onlinednly 15% buy online across
the border. A study of Benelux e-commerce marketedoy Ossel & Devoldere
(2017) reveals the top obstacles to developingsebosder online retail sales are
potentially higher costs of the risk of fraud amshfpayments in cross-border sales,
additional costs of compliance with different com&u protection rules and con-
tract laws (including legal advice), and highertsalie to geographic distance.

The digital economy is driving a major transforraatiof the European retail
sector. So often portrayed as a threat to traditifltims of commerce, the scale and
nature of innovation being generated by a comhlbnatif online, store-based and
multichannel retailers is in fact making a sigrafit contribution both to the compet-
itiveness of the European economy as well As wetha welfare of its consumers.
The digital market has increased the consumer$aveghecause they can choose one
of two ways to buy online or offline. Consumers seeing more competitive prices,
greater convenience and new opportunities for dsosder purchasing.

At the EU Single Market level there is no statatidata, i.e. no statistical divi-
sion between domestic and cross-border onlinedcdiosis. Therefore the consump-
tion by polling consumers is the only reliable wayrack online and offline transac-
tions. Francois, Martens, and Yang (2014) estinfet¢otal value of online business-
to-consumer (B2C) trade in goods in the EU at EUR Killion in 2011. Out of that
total, EUR 197 billion (80%) is traded Domesticadiyd only about 44 billion EUR
crosses borders between EU Member States, andeartotiillion EUR (2%) is im-
ports from non-EU countries. From a social welfaeespective these authors have
shown that e-commerce has an overall positive teffieche economy, despite the
negative effects that it may have on bricks andtan@tores. The impact of this new
trade technology on the reduction of cross-borgmtet costs benefit the trade and
economy in general. For example, B2C creates pesififect on GDP in European
countries ranging from 0.01% in Romania, over 0.G3EP in Hungary to 0.23%
GDP in Slovenia and 0.25% in UK. The negative impéc¢his retail technology on
offline traffic channels ranges from 0.98% in Iralato 2.84% in Greece. E-com-
merce increased the productivity of retail saleslothing, footwear and leather
goods by 2.57% on average. Many retailers are lsapamplementing their bricks
and mortar stores with online stores and thus shahe benefits of this channel.

While there are many virtual stores some of thesrspecial ones very popular
among consumers, they dominate the online marlcketraake the most pressure on
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retail prices. The economies of scale as well gh pbsitions in online search en-
gines give a strong boost to these favorite ontilagforms. The use of high-end
web technology is an additional advantage of tloedi@e stores.

Data on confidence in domestic and EU cross-booadine purchases in
EU28 by Flash Eurobarometer 397 (European Commiissd014) reveal that
most European consumers feel confident (59%) aponthasing via the Internet
from a retailer / provider located in their own oty but only 36% feel confident
about purchasing via the Internet from a vendoated in another EU country.
However, trust is very high among people who hdveaay made an online pur-
chase: 90% are confident about purchasing domdgtiemd 80% are confident
about cross-border purchasing. Confidence amongle&eho have not made an
online purchase is lower: 54% would be confidemtLatpurchasing domestically,
but only 27% would feel confident about cross-bonugrchasing.

It is clear that barriers in achieving Digital SiedVlarket goals exist. Ac-
cording to Reynolds and Cuthbertson (2014) theshkudte: a) the uneven dis-
tribution of digital infrastructure, 2) low levetd consumer trust and an incon-
sistent experience in shopping online, particuladyoss borders, and c) a frag-
mented marketplace for firms in respect of a varadtissues ranging from elec-
tronic payment and physical distribution systemsiteven tax regimes across
Member States. The complexity of doing businesstedaically across borders
still acts as a disincentive for action by both @omers and firms.

High delivery costs |G
High return shipping cost<
Long delivery times | NEEREEE
It may be more difficult to solve the problemsadhsething [

goes wrong

Personal data may be misusdiEEEEEE—

Wrong or damaged products will be deliverd i
| do not know what my consumer rights are when hglyi .

online from a seller/ provider based in anotherdsuntry

I don't understand the terms and conditio | I
0% 10% 20% 30%

Figure 1. Main concerns about buying online in another EUntogy EU28, 2015
(up to 5 answers) (%)
Source: Consumer Conditions Scoreboard 2015.

A survey of consumers were identified frequent ksg frequent motives for
which customers are not encouraged to buy crostebor on-line shops. Some ma-
jor reasons are shown in Figure 1. High deliveristeand high return shipping costs
are the financial categories that customers oftenal take into account when com-
paring prices or make the decision to buy or ndég &b include it the retail price,
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therefore, that have a negative impact on peraepticquarter of consumers. It is the
new regulation underway to strengthen cross-barddine focused on price trans-
parency of parcel delivery in the single markete Third and fourth ranked reasons
are related to psychological aspect of online simgpgsecurity of personal data can
also be described as a disturbing factor influentie decision to purchase.

Online retailers, especially smaller ones with wéakgaining power, can
only poorly affect the cost of service delivery @hdy face limited selection and
availability of quality and affordable delivery stibon (e.g. the search function
and monitoring, flexible delivery options for solled last mile etc.). Online or
multi-channel retailers are working under time gues. The success of their busi-
ness depends on the capabilities of the postakander delivery sector that is
required to deliver at a low price and in a coneahimanner. Small online retail-
ers cannot look for substantial discounts on presdgdind therefore no convenient
delivery options are available for their businessthe same time, they do not
have the ability to invest in their own deliverytwerk. In an environment based
on volume economics, they cannot compete with latrgelers.

7. CONCLUSION

Consumers and their spending for goods and seriscaskey variable of eco-
nomic growth in Europe as private consumption @gat share of 57% of EU
GDP, of which only 2% of GDP is related to B2C D&jimarket scheme. Con-
sumers in the EU mainly buy online because of coieree, more affordable
prices and because they have greater choice, howthegoroblem is that 61% of
them decide to buy on the web sites on their natiomarket due to lack of con-
fidence in cross-border shopping. The result ofdbeent policy of regulation
has led to the fact that only 15% of Europeans duya single market outside
their own country. These collected data on consuatigudes force regulators to
further harmonization and changes in the regulatiboross-border on-line re-
tailing. For changes in regulation firstly it isaessary to change the existing
digital market strategy which obviously does nobdarce sufficiently strong
enough effect on consumers and their willingnessress-border purchases.
According to regulator announcements, online merthean expect the im-
plementation of the more sophisticated regulatiod aupervision of activities
related to the online market for goods and seryicesuding the regulation of
parcel shipment. It is about seizing the way coresuoomplaints are filed and
a new way of solving cross-border consumer dispatéme. It is proposed to
remove the barriers and harmonization of contraetdt online shopping which
will diminish a problem buyer has when relying cational contract law. There
are some recommendations on how to remove unfainbss practices on web-
shop, price comparison platforms, and other prasesach as delivering goods
and downloading digital content. The regulatorlanping to expand the powers
of supervisory authorities in the Member Statethsy can more effectively mon-
itor the presence of an unfair commercial pradticenline retail. The emergence
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of new business models in the digital economy opgnsew opportunities for e-
commerce growth but also the emergence of someatigahot allowed, which
will all affect the consumer position and consumpegtection.
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Summary:

The European Union (EU) has a strict regulatiog@metically modified organisms (GMOs), which
reflects strong societal and political oppositioaiagt agricultural biotechnology as well as serious
concerns about food safety. The aim of this papéo examine the European Union’s regulatory
framework and policy concerning the use of agricaltbiotechnology with the main focus on the
issues related to the international trade with @dhgtically modified) products. The analysis, based
on legal documents, reports and statistical daghlighted the European Union’s strong commit-
ment to the precautionary approach in policy-makéwards GMO. Some of its aspects, such as
a slow authorisation process and a “zero” tolerdacéhe presence of non-approved GMOs in the
imported products, are highly criticized by the Etade partners. In their opinion, it creates un-
necessary barriers to international trade andtigutly in compliance with the rules of the World
Trade Organization (WTO). The trade dispute over@bktween the EU and the US as well as
later trade concerns raised about the proposedjebarf EU’'s GMO laws, revealed fundamentally
different approaches of both sides towards riskagament, but the WTO ruling in the dispute left
open many questions. The controversial issue afitpact of GMOs on human health and environ-
ment, and the determination of appropriate actiorduding trade measures against its potential
risks needs to be further discussed and examinggvnof new scientific evidence.

Keywords: European Union; GMOs; regulation; policy; international trade
JEL codes F13, Q17, Q18

1 This chapter is a part of research project no. \MELKHZ/02/2017/S/7061 entitled Konkurencyjngé
migdzynarodowa w perspektywie makro, mezo i miKioternational competitiveness from the macro, meso and
micro perspectives) financed from the funds allocated to the Facaftizconomics and International Relations of
the Cracow University of Economics in the framewoflgrants for maintaining research potential.
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1. INTRODUCTION

In the European Union, there has been a contindebsite about the use of
agricultural biotechnology since the first fieldste with genetically modified
(GM) plants took place in the mid-1980s. Consumpdditicians, non-govern-
mental organizations, and the media, often exps&®sg opposition towards
the GMOs and raise serious concerns about foodysafe

High scepticism towards the GMO was reflected ia tbugh process-ori-
ented regulatory approach of the European Unioratds agricultural biotech-
nology, based on the precautionary princileropean regulators imposed strict
control measures on approval and marketing of GMf$ GM products (also
referred to as biotech products). It has led tom@sitlerable slowdown in the re-
search, development, and production of biotechdfatps at the European Union
level. It has also an adverse impact on the inteynal trade with GM products.
Since the commercial GM crop cultivation within teeropean Union is minimal,
the EU does not export biotech crops. HoweverRUds a significant importer
of soybean, maize, and rapeseed products, whicbfae genetically modified
and mainly used as an animal feed (USDA, 2016).

Countries producing and exporting biotech prodsetk to ensure easy and reli-
able access to the European market for the GMQshhee developed, since their
profits depend to a great extent on the econonfigsate (Zarrilli, 2005). The strict
EU’s regulation and policy is considered by itsltr@artners to be a significant barrier
to trade which may impede their exports. SomeaEtl’s policy measures concerning
commercialization of GM products have been sulteatWTO trade dispute.

The aim of this paper is to examine the Europedortmregulatory framework
and policy concerning the use of agricultural libteology with the main focus on
the aspects related to the international trade @NtO products. It presents the main
elements of EU’s regulatory approach and existiffgrénces in the acceptance of
GMO among member states. The paper addressefealsmblem of the compliance
of the EU’s regulatory system with the WTO rulesvedl as it presents a considera-
ble trade dispute over GMO-related issues at th&®WTTalso briefly highlights the
scope of cultivation and trade with the GM cropssddl on available data from the
International Service for the Acquisition of AgridBech Applications (ISAAA), the
European Commission and the US Department of Alfpieu

2. THE CULTIVATION AND TRADE WITH GM CROPS
IN THE EUROPEAN UNION IN THE LIGHT OF GLOBAL TRENDS

Genetically modified crops have been approved dadtpd around the world
since 1996. A cumulative area of 2 billion hectasé&M plants was cultivated
globally in up to 28 countries, in the 20-year periLl996 to 2015. The annual
global hectarage of GM crops multiplied from 1.7lmnh hectares in 1996 to
179.7 million hectares in 2015.
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In total, North America and South America accountsabove 87% of the
global GM crop area, while Europe’s share is midim#éewer than 1%. USA re-
mains the world’s largest grower of GM crops with% million hectares (39% of
global cultivation area) of GM plants, mostly maigeybean, cotton (table 1). The
US is also a leader in first approval and comméreeiion of new GM varieties,
such as the first time approval of a GM animal fpodduct, namely GM salmon,
which was authorised for human consumption in 2@t&zil is the second largest
grower globally with 44.2 million hectares (arou2®? of global hectarage), fol-
lowed by Argentina with 24.5 million hectares.

Table 1. Countries with the biggest global area of GM cr@8sl 5
Rank[ Country Area (million hectares) Biotech crops

1 |usa 70.9 Maize, soybean, cotton, canola, sugar beef, al-
falfa, papaya, squash, potato

2 |Brazil 44.2 Soybean, maize, cotton

3 |Argentina 24.5 Soybean, maize, cotton

4 |India 11.6 Cotton

5 |Canada 11.0 Canola, maize, soybean, sugar beet

6 [China 3.7 Cotton, papaya, poplar

7 |Paraguay 3.6 Soybean, maize, cotton

8 |Pakistan 2.9 Cotton

9 |South Africa 2.3 Maize, soybean, cotton

10 |Uruguay 1.4 Soybean, maize

Source: own elaboration based on: James (2015).

It is worth noting that since 2012 developing coigsthave grown more hec-
tares of GM crops than developed countries. In 204%n American, Asian and
African countries collectively grew 97.1 million ¢tares (54% of total) compared
with developed economies at 82.6 million hectad&84 of total).

However, although continuously expanding in theedigping countries, GM
crop plantings are still grown in a rather smalmtner of countries. In total 28
countries planted biotech crops in 2015; out of #tawere developing and 8 in-
dustrial. Many countries across Africa and Asia, apart frampgcted health or
environmental risks, cite the fear of future exdodses as a reason for rejecting
GM technology due to the tough political, sociatlamgulatory environment in
developed countries. One of problems, pointed gutdveloping countries consid-
ering to plant GM crops is the avoidance policpigfdistributors in major markets
like the EU and Japan, which often refuse to seltipcts with GMO ingredients
in their retail chains, as theyust adapt their offers to the consumer preferences,
which are often shaped by negative perceptions of GMO.

It is difficult to access the volume of global tesith GM products, as in some
countries GM and non-GM products are regardedikes’products and they are not
required to be segregated. However, the resuliseo$tudy done by Brooks (2016)
show that in the marketing year 2014/2015, 97.8%lalbal trade with soya came
from countries which grow GM soybeans. The estiohateare of GM maize exports
in global trade with maize was 65%-71%. For cottbr, GM share of global trade
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was about 67% and for rapeseed (canola) — 68%e s also considerable inter-
national trade with GM soybean meal, cottonseed arehrapeseed meal.

The total area of the GM planting in the Europearod is very limited,
amounting 136.3 thousand hectares in 2016. Thesdéan no expansion in the
area under cultivation over recent years. The @\ plant approved for culti-
vation, is MON810 maize (corn), resistant to thedpean corn borer. Another
variety, the “Amflora” GM potato was banned by 86 General Court in 2013
after an initial acceptance by the European Comipniss

In 2016 GM maize was grown only in four memberestaSpain, Portugal, the
Czech Republic, and Slovakia (table 2). Spain sepried approximately 95 percent
of the total area of GM planting in 2016 with thdtivation area of GM maize esti-
mated at 129 thousands of hectares. The sharetethimaize itotal EU’s maize
area was very low — around 1.5%.

Table 2. GM maize (corn) cultivation area in the EU in ffears 2012-2016, in hectares

Criteria 2012 2013 2014 2015 2016*
Spain 116 307 136962 131538 107 749 129 081
Portugal 7 700 8 202 8 542 8 017 7 069
Czech Republic 3050 2560 1754 997 75
Romania 217 834 771 2.5 0
Slovakia 189 100 411 400 112
Poland 4 000 0 0 0 0
Total BT maize area 131 463148 658 143 016 117 166 136 331
Total maize planted in the EU 9 720 (09@®B60 0009 564 0009 470 0008 800 000
Share of BT maize in total EU's maize area 1.35% 1.54% 1.50% 1.4%55%

*Estimate
Source: USDA (2016).

The EU does not export any GM plants. GM corn poediin the EU is used
locally as animal feed and for biogas productioowdver, the EU is a major
importer of GM soybean and corn and rapeseed ptedwhich are mainly used
as a feed ingredient in the livestock and poulégtsrs. The EU does not produce
enough to meet demand for protein and its livestodlstry is highly dependent
on the import of GM crops. These products are rganlrced in countries where
the cultivation of GM crops is widespread.

Table 3.Volume of the EU-27 imports of selected cropslaygbroducts in thousand metric
tonnes in 2010-2016

Crops (GM and non-GM) | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 |

Soybean 12472 12 070 12538 13293 13,914 15006 13800
Soybean meal 2187720872 16941 18137 19623 19 206 20 250
Maize (corn) 7385 6113 11362 16014 8908 13768 13 100
Rapeseed 2624 3752 3378 3524/ 2317 3494 3700
Rapeseed meal 280 244 415 457 453 409 300

Source: USDA (2017).
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In 2016 the total volume of soybean imports (inaigdGM and non-GM
soybean) to the European Union amounted to 13 /&minetric tonnes, and im-
ports of soybean meal passed the level of 20 milliwtric tonnes (table 3). The
volume of imports of maize was 13.1 million metieeines. The imports of rape-
seeds amounted to 3.7 million metric tonnes andsegpd meal 300 million metric
tonnes. The data showed that there was an inciedke volume of imports of
crops and by-products between 2010 and 2013, Wwehekception of soybean
meal. The share of GM products in total importsecddepending on the type of
product and was estimated at around 90 percesbfdreans, less than 25 percent
for corn, and less than 20 percent for rapeseed®A)2016).

The EU’s leading suppliers of soybean oilseeds Beagil and the United States,
and of soybean meal — Argentina and Brazil. Thgelstrusers of soybean meal were
Germany, Spain, France, the Benelux, and Italychvare also major producers of
livestock and poultry. Regarding imports of maiaehe EU, the main partner was
Ukraine. No production of GM crops has been offligiallowed in Ukraine, but the
share of GM crops is estimated at one third ofdta country production. The US was
the main supplier of by-products of corn processiirged grains (DDGs) and corn
gluten and meal (CGFM) to the EU. Although the Elthe world’s leader in producing
of rapeseed, on the common market the demanddartip exceeds its domestic sup-
ply and large quantities of rapeseed are impodedriishing, mainly from Canada,
where 95 percent of rapeseed is genetically makliiad from Australia, where the
share of GM rapeseed is estimated at 17 percéotiahf

The data show that even though the EU is a miramywer of GM crops, there
is a substantial market in the EU for GM crops. 8laprisingly the trading partners
of the EU express concerns about the market acoedgions in the European Union
market, and seek to reduce existing regulatoryidrarin GMO trade.

3. THE MAIN ELEMENTS OF THE EU’'S REGULATORY
FRAMEWORK IN THE AREA OF GMO

The European Union has in place a comprehensivetaadegislation on genetically
modified organisms, food and feed produced frormomtaining GMO ingredients. It
is designed to prevent any adverse effects omtrisbament and the health and safety
of humans and animals, based on a precautionamgifdg, and it addresses concerns
expressed by sceptical consumers, farmers, ancbementalists.

The main aims of the complex legislation are alfoing (European Com-
mission, 2017a):

— Protect human and animal health and the environrbgnintroducing
a safety assessment of the highest possible s@s@arEU level before
any GMO is placed on the market.

— Put in place harmonized procedures for risk assessand authorisation of
GMOs that are efficient, time-limited and transpére



98 Agnieszka Hajdukiewicz

- Ensure clear labelling of GMOs placed on the marketrder to enable
consumers as well as professionals such as fararasdistributors to
make an informed choice.

—  Ensure the traceability of GMOs placed on the ntarke

The EU’s GMO legislation framework was establisimetie 1990s, not long after
the first field tests had taken place. Currentiytha EU level, two basic and compre-
hensive legal acts regulate various aspects of G {dective 2001/18/EC on the de-
liberate release of GMOs into the environment, Bedulation (EC) 1829/2003 on
genetically modified food and feed. These two nm@tes of legislation are supple-
mented by the Directive (EU) 2015/412 amending@ive 2001/18/EC as regards the
possibility for the member states to restrict ahlit the cultivation of GMOs in their
territory; Regulation (EC) 1830/2003 concerning titaeeability and labelling of ge-
netically modified organisms and the traceabilityomd and feed products produced
from genetically modified organisms; Directive 2B09EC on contained use of ge-
netically modified micro-organisms; as well as Ration (EC) 1946/2003 on trans-
boundary movements of GMOs. There is also a bigheurof implementing rules,
specific recommendations and guidelines regardi@G

According to the EU Directive 2001/18/EC (2001)nggcally modified or-
ganism (GMO) can be defined as “an organism, wWithexception of human be-
ings, in which the genetic material has been altémea way that does not occur
naturally by mating and/or natural recombinatioFfie directive deals with the de-
liberate release into the environment of GMOs fgregimentalpurposes and with
the placing on the EU market of products that csiredior contain GMOs (exclud-
ing processed food products deriving from GMOs Wilsire covered by Regulation
(EC) 1829/2003)It provides rules for assessing case-by-case theoamvéental
risks associated with releasing GMOs, setting umbaized procedures and crite-
ria for granting consent. It introduces a mandatognitoring system for GMOs
and traceability at all stages of their placingtbe market. Additionally, the di-
rective sets up an advanced system for directbyriming and consulting the general
public, as well as establishes a labelling system.

Regulation 1829/2003 (2003), sets up procedurethéoauthorisation and su-
pervision of genetically modified food and feedd aovers specific provisions for
their labelling. Clear labelling is required forofts, which contain or consist of
GMOs or are produced from ingredients produced f@MOs. According to the
provisions, a relevant factor that justifies lalvglis the process or production
method of the GM food or feed, so it doesn’t mattbether or protein resulting
from the genetic modification was detected in thalfproduct or notHowever, if
food or feed contains less than 0.9 % GMOs, it du#gsneed to be labelled — as
long as the GMO content is technically unavoidable.

Under the EU’s legal framework, GMOs and food cedfeproduced from
GMOs can be marketed in or imported into the EQyjated that they are author-
ised after passing strict evaluation and safetgsasaent requirements that are im-
posed on a case-by-case basis. The European Caomissesponsible for risk
management. Approval is given for a specific usehsas cultivation, imports for
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food and/or feed use (for direct use or as a adgitor any combination of these.
Authorisations are granted for a ten-year periodheyEuropean Commission. An
application for authorisation of a GMO must be siited to a national competent
authority. The required risk assessments undepthisedure is conducted by The
European Food Safety Authority (EFSA), an indepehdmdy operating since
2002 for providing the European Community with stiigc and technical support
for food and feed safety issues. Based on EFSAssssnent, the Commission pro-
poses to member states to accept or reject thécapph for authorisationThe
proposal is sent to the Standing Committee on BJd@mimals, Food and Feed (for
food and feed) or to Regulatory Committee (forigalion) and can be accepted
by a qualified majority. If the committee accepte fproposal, the Commission
adopts it. If not, the Commission may summon anegbfCommittee, but if the
Appeal Committee fails to reach an opinion, the @uossion has to take the re-
sponsibility for the final decision (European Corasion, 2017b).

However, in recent years, new legislative trendh@EU’s policy has been
observed, towards giving member states more autgnantheir decisions on
GMOs and to allow them to take into account otl@rsaderations than those as-
sessed under the EU procedure of authorisaliothe pastseveral EU countries
restricted or totally banned cultivation of GM csoip their territoriesbased on
adverse effects on health and the environpi®ntesorting to the safeguard
clause of Directive 2001/18/EC, or by using thefitattion procedures under the
rules on internal markets. As a result, even viasgedlready approved by the Euro-
pean Commission were not grown in these countries.

In March 2018he European Parliament and the European Counmiltad a
Directive (EU) 2015/412 amending Directive 2001H@/as regards the possibility
for the Member states to restrict or prohibit thtication of genetically modified
organisms (GMOSs) in their territory. It createsaatditional legal basis to restrict
or ban the cultivation at the country level. ThevnBirective inserts additional
provisions into the Directive 2001/18/EC, which lwiémain in force and a risk
assessment will still be performed at an EU lelehccordance with the new Ar-
ticle 26b during the authorisation procedure oivaiy GMO or during the renewal
of consent/authorisation, a member state may dernteidhe geographical scope
of the written consent or authorisation be adjusted] as a consequence, all or part
of the territory of that member state is to be edeld from cultivation. As a result
of that legislation, EU member countries now hawaerflexibility to decide to
what extent they are prepared to permit GMOs toutvated in their territories,
taking into account certain national, regional &ahl instances, and without re-
course to the safeguard claugéhen imposing measures restricting or prohibiting
cultivation of a GMO, countries can invoke suchugrds as environmental policy
objectives, town and country planning issues; laad; socioeconomic impacts,
agricultural policy objectives or public policy.

Nineteen countries have decided to “opt out” GMpsraultivation for all or
part of their territories (i.e. in certain regionghat reflects differences in the ac-
ceptance of GM crops within the EU (table 4). Oul® countries, nine countries
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where cultivation was banned before under variegallprocedures have opted out
of GM cultivation under the new directive and eiglountries and four regions
where cultivation was not banned before have ddcidgrohibit GM cultivation
under the new law. Four other countries grow GMzamaind didn’t use the opt-out
clause and in the remaining countries or regionkivation is still allowed but no
GM maize is grown for various reasons, including fiact that is not well suited to
local climate, type of soil or other growing comaits.

provision by countries andioms in the European Union

No opt out/GM| No opt out/ GM
crops commer-| Ccrops commer-
cially grown | cially not grown

Table 4. The use of “opt-out”

Opt out/ GM culti- | Opt out/GM cultiva-
vation newly banned tion banned as before

in the EU

Croatia, Cyprus, DenAustria, Bulgaria,
mark, Latvia, Lithua-{France, Germany,

nia, Malta, The NethtGreece, Hungary, Italy
erlands, Slovenia |Luxembourg, Poland

Spain, Portugalreland, Romania,
Slovakia, The [Sweden, Finland,
Czech RepubligEstonia

Countries

Wallonia in Belgium; Flanders in Bel-

Regions Northern Ireland, _ _ gium, England in
Scotland and Wales the United King-
in the UK dom

Source: own elaboration based on: USDA 2016.

While thefinal decisionon cultivationis now left to the member states, the mar-
keting and importing GMOs as well as food and feemtluced with GMOs are still
regulated at the EU level. However, in 2015 theoRaan Commission proposed to
amend regulation (EC) No. 1829/2003 to create al legsis for the member states
to restrict or ban the use of EU authorised gealificnodified food and feed, on the
basis of compelling grounds. New provisions wouldron and complement the
rights already given to EU countries in respectMOs for cultivation and would
enable them to address at national level considasaivhich are not covered by the
EU decision-making process. The legislative projpeaa rejected by European Par-
liament, due to the serious concerns about itsegprences for functioning of the
common market, but the issue is still under thesErable debate.

4. THE IMPLICATION OF THE REGULATORY APPROACH
TOWARDS GMO ON MARKET ACCESS FOR BIOTECH PRODUCTS
IN THE EUROPEAN UNION

Existing EU’s regulation on genetically modifiedyanisms constitute significant
regulatory barriers for imports of GMOs and GM prots to the common market.
Strict regulation reflects the strong commitmenttlué European regulators and
policy-makers to the use of precautionary principlésk management.

The precautionary principle underpins environmefdal in the European
Union and has been extended to include public headt consumer safety (Gar-
nett, & Parsons, 2016). Originating in German emwinental legislation of the
1960s, the precautionary principle refers to a gamrele of public policy action
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to be used in situations of potentially seriousgri@versible threats to health or to
the environment, where there is a need to actdaa® potential hazard before
there is a strong proof of harm (Harremoes etals(), 2002). It implies a cau-
tious approach to adopting a new technology whéstiag scientific understand-
ing is incomplete or when there is not a conseaswsit the nature of the threat.
Accordingly, the precautionary principle shifts therden of proof to the tech-
nology developer to demonstrate the “safety” ocKlaf harm”. The absence of
danger must be examined on a case-by-case basis.

In the European Union’s law the explicit refererioethe precautionary
principle is included in Article 191 in the envinment title of the Treaty on the
Functioning of the European Union. The guidelinesdpplying this approach
are to be found in the Communication from the Coasigin on the precaution-
ary principle (European Commission, 2000). Therals a reference to the
precautionary principle in the new Directive (EW15/412.

According to Garnett and Parsons (2016), the sthotegpretation of the pre-
cautionary principle in the European Union tendé¢oapplied especially where
there is deemed to be a risk of severe consequéncesiblic health, such as in
case of the deliberate release of GMOs into thr@mwent.Vogel (2015) states
that over the years the European policy-makers have become miarg teil
regulate risks on precautionary grounds, while in the US increasiogptical
American policy-makers have called for higher levels of sciertértainty be-
fore imposing additional regulatory controls on business.

The strong precautionary approach, taken by theg&an Union has led to a
much smaller number of approvals of biotechnoldgaducts, comparing to
other countries, particularly to the US. AccorditaglSAAA (2017), in total 95
approvals have been granted in the European Umaimly for direct use or addi-
tives in feed and food but only 10 for cultivatiGenly one product is currently
authorised for cultivation- the MON810 maize). e tUnited States 195 approvals
have been given, including 174 for cultivation. Badimited number of approvals
in the European Union can impede imports, sincg anthorised on a case-by-case
basis products can be placed on the common market.

Moreover, procedures for approving biotech plamtthe EU are time-con-
suming, involving a stringent risk assessment eirtbffects on the environment,
human, animal or plant health. In the past, oratlerage, it tended to take up twice
as long in the EU compared to other countries (REO8). Differences in the speed
of authorisations lead to many situations wherelpets are approved for commer-
cial use outside the EU but not within the EU. Tever study shows that the
approval time in EU is currently less than it ighie US — the procedure takes just
under 5 years, but that is only because the GMuymtsdbeing evaluated are for
import, not cultivation (Smart, Blum, & Wessele§17).

The EU and a number of member states have endstedtdct labelling reg-
ulation, while US labelling requirements are mowadest, requiring only the labels
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of products which differ from their non-geneticathodified counterparts. The la-
belling rules may be one of the reasons for thdlsmaber of GM food products
available for purchase, even though a larger nuisbauthorised.

Based on the precautionary principle, the EU apglleo a zero-tolerance pol-
icy as regards the presence of non-authorised Givi@is territory. It means that EU
does not allow imported food and animal feed ta@ionGMOs that have not been
authorised in the EU and when such a GMO is detdetsove the technical zero of
0.1 percent), the whole shipment can be turned aWag policy makes it difficult
to export many food products to the EU market,esihis very difficult to guarantee
that these products will not contain traces of GMBwropean feed manufacturers
have also criticized the zero-tolerance policyinaliag that this policy could result in
price increases for feed and a loss of competitissifor the EU livestock and poultry
sectors. They argue that “in many cases livestomttyction will be forced to relocate
outside of the EU, where ironically, animals wié ked on the same GM material
prohibited by the EU” (Corporate Europe Observatafil).

Additionally, the new national/regional cultivatitwans, introduced on the
legal basis of the new Directive (EU) 2015/412 &dla&s the proposal to allow
member states to “opt out” the use of EU approvietelh crops are considered
to be contemporary or potential barriers to trazspecially as they don't need
to be justified on the ground of safety reasons.

5. THE EU'S REGULATION ON GMO AND THE WTO
INTERNATIONAL TRADE RULES

The trading partners of the European Union ofteticize the EU’s regulation
and policy measures on GMOs for constituting a wrkigl barrier to interna-
tional trade. The question arises however, whetherEU’'s GMO regime is
compliant with the WTO rules.

The trade-related aspects of the EU’s regulatiaipaticy are subject to several
WTO agreements to which all WTO members are parfiespecial relevance for
international trade in GMO appears to have thet&anand Phytosanitary (SPS)
Agreement, the Technical Barriers to Trade (TBT)e¥&gnent, and the GATT 1994.
The SPS Agreement, explicitly recognizes (in Adti2) that governments have the
right to adopt regulations to protect human, anjrmaplant life or health and to es-
tablish the level of sanitary or phytosanitary potibn they determine to be appro-
priate (WTO, 2017). The SPS Agreement covers measetated to GMOs as they
meet the definition of SPS measures, includedanftinex A to the agreement, es-
pecially due to the fact, that they may have tha gb protecting human or animal
life or health from risks arising from additiveentaminants, toxins etc.

However, in the same Atrticle 2 the SPS Agreemetaibéishes a number of
general requirements and procedures to ensurgdtwvarnments adopt and apply
SPS measures to protect against real risks rdtaertd create unnecessary barriers
to trade. Members shall ensure that any sanitapphypiosanitary measure (such as,
for example, a regulation banning or limiting imfsoof GM maize or soybeans) is
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applied only to the extent necessary to protectdnyranimal or plant life or health;
is based on scientific principles; is not maintdiméthout sufficient scientific evi-
dence; and do not arbitrarily or unjustifiably distinate between countries where
identical or similar conditions prevail. It shalbinbe applied in a manner which
would constitute a disguised restriction on int¢ioral trade.

Another important provision (Article 5 of the SPgraement) states that in
any case WTO members shall ensure that their samitgphytosanitary measures
are based on an assessment of the risks to humiamaleor plant life or health,
taking into account risk assessment techniqueslalee® by the relevant interna-
tional organizations and available scientific evide. The latter provision allows
applying the precautionary principle, as it perrttits provisional adoption of san-
itary or phytosanitary measures to avoid risk whetevant scientific evidence is
insufficient, but on a very limited scope, sincelifigates members to a more ob-
jective assessment of risk in a reasonable time.

Regarding the control, inspection and approval gataces Article 8 states, that
they should be consistent with the provisions ofiéxy which requires among others
that such procedures are undertaken and compléteduivundue delay and in no
less favourable manner for imported products tohafilike” domestic products.

Labelling and documentation requirements relatetboal, nutrition claims
and concerns, quality and packaging regulationsarmally subject to the TBT
Agreement. Its provisions give a country more #ékly to apply restrictive
measures not only on the ground of sanitary reasohalso for instance to prevent
deceptive practicesdowever, appliedneasures should not discriminate between
imported products and “like” products of domestidareign origin. According to
some interpretations, GMOs and GM products areidered “like” products in
relation to conventional products, so there argnoainds for applying any special
treatment to them, including mandatory labellingesues (Zarrilli, 2005).

The issue of “like products” is also a crucial isgar determining if the EU
law complies with the Article | (“most-favoured mat” clause) and Article I
(“national treatment” provision) ahe GATT 1994. The question vghether the
importing country can ban GM imports but still inmpfrom the non-GM supplier.
If the two types of crops are regarded as “likedpigis” it would be a violation of
the “most-favoured nation” clause. And any extrstitey, labelling of imported
foods or applying special conditions on the marigthat are more onerous than
a domestic “like” product could contravene the pifhe of “national treatment”.

According to Joslin (2015), in the absence of arrimational GM risk as-
sessment standards, any restrictions on importShfproducts or material if
not based on risk assessment and backed up bytifici@vidence would be
vulnerable to challenge at the WTO. The SPS Agregmezommends the WTO
members to base their sanitary or phytosanitarysones on international stand-
ards, guidelines or recommendations, which inclirgeof all: 1) for food safety
— the Codex Alimentarius; 2) for animal health ambnoses - the standards,
guidelines and recommendations developed undeaublpices of the Interna-
tional Office of Epizootics; 3) for plant healththe international standards,
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guidelines and recommendations developed undeaubpices of the Secretariat
of the International Plant Protection ConventioRRC). However, the current
level of harmonization is very low and leaves widem for arbitrary interpre-
tations. The case of WTO dispute on biotech pralpotsented below highlights
the most controversial issues around the EU’s palit GMO.

6. THE WTO DISPUTE ON MEASURES AFFECTING
THE APPROVAL AND MARKETING OF BIOTECH PRODUCTS

In 2003, the United States brought a case agdiagEtiropean Union to the WTO
challenging the EU’s procedures for the approvaGMOs. In addition the US
complained over the fact that that a number of Eniner states maintained na-
tional bans on marketing and import GM productsnéb®ugh those products had
already been approved by the EU for the use ifctheAlong with the US, Canada
and Argentina filed separate complaints, addressimgar claims.

The complainants asserted that since 1998, theaSlapplied de facto mor-
atorium on approvals of GMOs, since with minor gtamns, the EU and its mem-
ber states approved no GM products between 1992@0¥l The US has claimed
that these measures has unfairly restricted impdagricultural and food products
from the United States to the amount of $ 300 amllannually (Hanrahan, 2010).

According to the complaining parties, the measatdssue appeared to be
inconsistent with the EC’s obligations under selgmavisions of the SPS
Agreement, the TBT Agreement, the Agriculture Agneat as well as Articles
[, I, X and XI of the GATT 1994. In particularhey argued that there was no
scientific evidence that GM food and feed cropsevsubstantially different
from, or any less safe than, conventional varieties

In its defence, the EU has claimed that it is ingfile to conclude scientifically,
whether GM technology as a whole is safe or nottaattGM products would have
to be assessed on a case-by-case basis. It ey fagserted that its approval process
has not shown undue delay, but resulted from ad&oksponses about GMOs to

EU’s regulators, as well as the necessity to oveecpublic skepticism over
genetically modified food. It also emphasized thet,fthat its regulation is in com-
pliance with the spirit of Cartagena Protocol ondifety, which seeks to preserve
biodiversity, but to which the US is not a signgtor

In 2006, in its’ final report, a WTO panel (estabiéd as a single panel to
examine all the complaints in three biotech cagas)d that the European Com-
munities applied a generdé facto moratorium on the approval of biotech prod-
ucts between June 1999 and August 2003, at thediriee complaint. The panel
found also that, by applying this moratorium, therébean Communities had
acted inconsistently with its obligations under &RrC, first clause, and Article
8 of the SPS Agreement becausedbéacto moratorium led to undue delays in
the completion of EC approval procedures. The pdmmhever, dismissed sev-
eral other claims, including claims that EU appigwacedures were not based
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on appropriate risk assessment and that the EUrlynégplied different risk as-

sessment standards for GM processing agentsoltas’'t conclude that the EU
had unjustifiably discriminated between WTO membbiwr did the panel report
stated that existing EU GMO regulations themselere consistent with the ob-
ligations under the SPS Agreement, which leaves opany fundamental ques-
tions whether GM foods were safe for consumption.

Regarding the country level, according to the dete] member state safe-
guard measures were not based on risk assessratsfgiizg the definition of the
SPS Agreement and hence could be presumed to In¢aimed without sufficient
scientific evidence. Thus, the European Communéied inconsistently with its
obligations under Articles 5.1 and 2.2 of the SRffe&ment.

The panel report was adopted in November 2006. Hbesubsequently
moved several products through the approval prdmeisthe US still considers the
number of authorisations too smdllespite the panel’s ruling, some EU member
countries had maintained national bans and new &k I(Directive (EU)
2015/412) provided them an additional legal basisaflopting new ones.

Thus, the GMO remains a controversial issue irsalantic relations, with dif-
ferent regulations reflecting divergent approadbesrds risk management. In 2015
several trade partners raised concerns about ¢ipeged European Union’s amend-
ment of Regulation (EC) No. 1829/2003, which woalldw EU member States to
restrict or prohibit the use of genetically modifitood and feed approved at EU
level. The United States claimed that the amendmeuntd allow EU member states
to restrict or ban the use of such products withjustified reasons, on arbitrary
ground and in a discriminatory manner. AccordintheoUS, the proposal could have
potential adverse effects on trade, including untampetition, regulatory uncer-
tainty, increased costs, and damages to integeatpgly chains. Argentina, Para-
guay, Uruguay, Brazil and Canada raised similaceors, stating that the proposed
amendment would create unnecessary barriers tmatkenal trade (WTO, 2015).
The introduction of the new EU rules might leadnitiating new WTO disputes in
future.

The current negotiation of the Transatlantic Tradée Investment Partnership
(TTIP) gives some opportunity to look for ways tmuce differences in regula-
tions, but the topic remains very controversial palitically sensitive on both sides
of the Atlantic and the outcome of negotiations aéra uncertain.

7. CONCLUSIONS

The European Union has in place a comprehensivetantllegal regime on genet-
ically modified organismst is designed to prevent any adverse effects @eriviron-
ment and the health and safety of humans and anianad it addresses concerns ex-
pressed by sceptical consumers, farmers, and anvinatalists. The precautionary
principle was and still is a central point of thd'&regulatory approach towards GMO
which results e.g. in small number of approvalsiofech products and in a zero-toler-
ance policy for the presence of GMOs not yet apgmton the EU on its territory.
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Due to strict regulation, the cultivation of GM psoin the European Union is
very limited, and the EU does not export GM crafuisthe same time it is a signi-
ficant importer of GM soybean, maize, and rapeggeducts, mainly used as an
animal feed. The exporting countries as well aEhmpean feed industry express
strong criticism of the market access conditionsGMOs.

Some of the EU’s trading partners claim that thésEdgulation on GMO
creates substantial barriers to international teatkis not fully in compliance with
the WTO rules. The trade dispute between the EUlamdtUS revealed fundamen-
tally different approaches of both sides toward& management, but the WTO
ruling in the dispute on biotech products left opesny questions. The controver-
sial issue of impacts of GMOs on human health arwitenment, and the determi-
nation of appropriate regulation (including tradeasures) against its potential
risks need to be further discussed and examineigin of new scientific evidence.
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Summary:

The CEFTA agreement, signed in 2006, with the ultimate goabefrdin the SE European coun-
tries toward the EU. Bosnia and Herzegovina has signed theACE§Eement in 2006, immedi-
ately after it took effect, gradually eliminating the agtierdl and food import customs rates. Until
the Croatia’s EU accession, in the year 2013, Bosnia and Heinagraded in agricultural and
food products mostly with the CEFTA 2006 signatories. After tlea(r's EU accession, because
of the diminished Croatia’'s market, coupled with the shiftstatistical methodology, Bosnia and
Herzegovina has a decrease in trade with CEFTA 2006 signafbnisgpaper aims at analysing
and assessing the scope of trade between Bosnia and Herzegowina @&dFTA 2006 member
states. The results of analysis encompassing the 2005-2016 time peirited to the manner in
which the CEFTA 2006 agreement influences the trade of agricudtndafiood products made by
Bosnia and Herzegovina. The analysis has also drawn attemtiom fiact that domestic producers
and refiners, huge production potential notwithstanding, fail to theedemands of the domestic
market, due to the competition from abroad. A specific isstlee inability to export agricultural
products, especially with regard to the EU market, causélaebiack of certified and / or licenced
agricultural and food products, which all need to satisfy the Bdigards.

Keywords: international trade; CEFTA 2006 Agreement effects; agricailtfood
JEL codes F18

1. INTRODUCTION

The agricultural sector is a significant comporafithe overall economic structure
of Bosnia and Herzegovina. Slow and insufficiestmgcturing, low competitiveness
of the domestic agricultural production, discrepesidetween the existing legisla-
tion and the EU’s standards, a non-functional arsifficiently institutionalised

! Part of the research presented at: 52nd Croatidrd 2th International Symposium on Agriculture, Fegtyy 12-
17, 2017, Dubrovnik, Croatia as the continuatiortha research published i@djvanovt, Ivankovi, Lask,
Vasko, 2014).
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overall capacity, coupled with the absence of gumiagricultural policy at govern-
ment level, have all served to put the agricultarad food industries of Bosnia and
Herzegovina in an undesirable position (GTZ, 2@0dgjyanovi et al, 2017).

Agricultural products hold a special place withiretCEFTA 2006 Agree-
ment framework, because the scope of the liberadimaf agricultural products
has been quite limited. Without a doubt, the CEFA006 has influenced and
shaped both the production and trade of agricultpraducts, as well as the
overall adaptation to both the legislation anditnsibns, operating under the
auspice of free market principles. Perhaps thef&ature this particular agree-
ment has brought about is the origination of thegdnal cumulating system,
which enables incorporating components producexhinof the country within
the zone, into the overall final product, withoaturring additional customs
charges at any stage. This is a good sign for doreivestors, because barriers
created by numerous bilateral free trade agreenaetbeing lifted.

2. FOREIGN TRADE IN AGRICULTURAL AND FOOD PRODUCTS
OF BOSNIA AND HERCEGOVINA

Foreign trade implies the flow of goods and sesvi@mong the trade participants or
legal entities, with headquarters located in thetaees of various differing member
states. These activities are performed in accoedaiiit the basic principles of each
country’s specific socio-economic relations. THatien to foreign countries is of great
significance for every country, playing an impottanie in its economic activities (Un-
kovi¢, 2010, p. 163). In the modern world, no countrgal-sufficient, regardless of
its development potential or existing preconditjcespecially with regard to overall
economic status and development. It is theref@aiesththe countries are economically
drawn toward each other, i.e. they are intercordeand in a state of mutual interde-
pendency. The mere nature of both the economicipléis and economic activity re-
moves all the obstacles, including the internatiboeders, even in the state when the
countries are separated by political or other factbhe modern economic theory and
practice both attach special importance to thenatenal economic relations and for-
eign trade. The agricultural sector is a very @ht\zomponent in the overall economy
hierarchy of Bosnia and Herzegovina. Slow and figent restructuring, coupled with
low competitiveness of the domestic agriculturabjoiction, the discrepancies between
current legislation and the EU standards, a noatiumal and insufficiently institution-
alised capacity, the absence of a unique agrialipalicy at the governmental level,
have all served to put the agricultural and foahligiry of Bosnia and Herzegovina in
a most undesirable position (GTZ, 2001).

According to the statistical data, the agricultymaduction in Bosnia and Her-
zegovina has accounted for up to 9% of the ov&BIP, depending on the year ex-
amined (BHAS, 2009). This index is more a conseqgeerirecovery and consolida-
tion of other economic industries and their growdogtributions, than it is the result
of the decline in agriculture. According to thead&om the national statistics, the
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agricultural production in Bosnia and Herzegoviad lthe annual agricultural pro-
duction growth rate of 6%, for the 2005 to 2009%tirame. The agricultural sector is
also an important employment source for the courtcgording to the official data,
the share of workers employed in agriculture isual386 (BHAS, 2010). However,
the data from a survey on labour supply in Bosnid lderzegovina from the year
2009 shows that this number is much higher, regalnto 21.2%.

The main reason for this apparent disparity remairtee number of semi-
professional employees, engaged naturalisticallyagniculture, an approach
guite dominant in Bosnia and Herzegovina. Mosthaf agricultural estates are
thus family-owned properties, primarily servingith@vners’ needs, with but a
small portion of products placed on the local mé&sk&/hen compared to the
existing EU standards, it can be concluded thatetlie an overabundance of
agricultural workers within the Bosnia and Herzeigay characterized with
very low productivity rate$ The educational structure of the employees, ab wel
as the application of technologies in agricultuithim Bosnia and Herzegovina
is quite lower than the existing EU standards femmber states.

For Bosnia and Herzegovina, the agriculture reprsseuch more than the
supposed primary economic sector. Regarding iggegjic significance, it holds
an important role in securing both the food sumpdiad the source of employment
for the rural populace. Furthermore, the agriceltmakes up the basis of the entire
economic structure, as it is the source of raw redgefor the industry. However,
regardless of its mentioned significance, the pigdtion of agriculture in the
gross domestic product of Bosnia and Herzegovisadegreased during the last
eleven years, dropping from 14% (in 2001) to 6.992011). When compared to
the other developing branches of the economy,gnatary trend is evident, with
45% of the arable land remaining unused, coupled thie low productivity, ex-
tensive production of fruit and vegetables, lowrage crop yields, low subsidies,
etc. Additionally, the unfavourable weather coradii, which struck Bosnia and
Herzegovina over the last few years, caused nursepoablems for the sector,
especially during 2012 and 2014, with negativeuiefice on both the production
levels and overall crop yield. Business entitiealithg in agriculture and food pro-
duction, operating within the Bosnia and Herzegaythough having the potential
to provide the domestic market with numerous préslaarrently being imported
are still unable to compete with the imports.

Local demand focuses on higher quality productsoae diverse supply,
as well as the products that are safe have, sdbé&en ascribed to the products
of foreign origin. The most critical issues of agdiiural sector, which the do-
mestic farmers have been facing for quite some tgtike inability to export to
foreign markets (especially holds true to the EUkag, due to the overall lack
of both the product certification and licensing.

2 The productivity has been calculated based omtieber of the employed and the added value withén t
EU member states and Bosnia and Herzegovina.
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The policies dealing with the agricultural and faattor within the Bosnia
and Herzegovina have been developing during thteylears, in line with the
preparations of accession to the EU. The activiti@sducted within the agri-
cultural sector during the 2012 included the follogu

- Development of the institutions dealing with foadety, primarily as a means
of acquiring the EU export licences;

- Activities aimed at realising the possibility oflising the IPARD funds;

- Implementation of the Proposition of Measures foploving Business Activi-
ties in Agricultural Production and Food IndustmBosnia and Herzegovina;

- Implementation of the Law on Agriculture, Food aRdral Development
of Bosnia and Herzegovina;

- Fulfilling the obligations and priorities laid ohy the Stabilization and Asso-
ciation Agreement for EU membership;

- Accepting the existing acquis and the developméatepmprehensive strat-
egy for its adaptation, within the sector of agiticre and rural development;

—  Development of functional systems for the acqu@émentation within the sector
of food safety, with the overall aim of boosting trade of agricultural products;

— Strengthening the capacity of official controls manisms within the sec-
tor of food safety, veterinary, phytosanitary issues well as those related
to the genetically altered organisms;

- Starting the implementation of the approved prgdcdm the IPA 2008
Programme, as well as IPA 2010 Programme;

— Signing and realization of bilateral agreements.

Although Bosnia and Herzegovina has signed a greaber of bilateral agree-
ments, as well as a multilateral agreement witlght@uring countries, the ineffec-
tive trade policy mechanisms, currently active os&ia and Herzegovina, have not
led to a noticeable growth in export of agricultiuwa food products. At the same
time, the agriculture of Bosnia and Herzegovina$a&g number of other challenges,
especially in the area of fulfilling the obligateto the EU, for the inevitability of
accession requires adjustments and reforms ointiire @gricultural sector.

Farmers and agricultural business entities, thdwaging the potential of provid-
ing the domestic market with numerous productseatisyr imported, are non-compet-
itive with regard to price. Also, it is importait point out that the governmental agri-
cultural subsidies are much lower than those irstineounding countries.

Additionally, the lack of EU’s certification andcknsing of agricultural
products is another long-term Bosnia and Herzegosimproblem, one ulti-
mately hindering the export of high-quality agrituwhbl goods. The key activity
realised in the 2012 was the drafting of the sub-dacuments, those under the
“hygiene package”, by which the Regulations 85220§eneral food hygiene
conditions), 853/2004 (special hygiene conditiofifamd of animal origin),
854/2004 (official control system of the food ofimal origin) and 882/2004
(official controls of food, animal feed, health aadimal welfare) were incor-
porated into the legislation of Bosnia and Herzegav The advice from the
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government minister has brought a set of regulatiwithe so-called “hygiene
package”, with the aim of fulfilling the obligatioof harmonizing the Bosnia
and Herzegovina's ordinances with the European Whégislation, which were
prepared by the Food Safety Agency and the Minisfryroreign Trade and
Economic Relations of Bosnia and Herzegovina. Téhepéon of the hygiene
package, which coordinates the inspection and dméral of food products of
animal and/or plant origin is one of the key adtes, which will facilitate the
development of a system for food traceability aadfety, i.e., it will set up
a command chain in line with the EU standards arattices. However, it is
also crucial to make the entire food safety systeone efficient in the upcom-
ing period and that this efficiency boost is recagd and acknowledged by the
EU institutions. Adoption and implementation of tB& Acquis Communau-
taire legislation in the area of agriculture, rural deyhent, veterinary, phy-
tosanitary policy and food safety policy, as wallmeeting the safety standards
in the food trade are tasks of high priority angn#icance for the agriculture
of Bosnia and Herzegovina, because they basicadigte the possibility of ex-
port activities and the placement of agriculturagucts on the wider EU mar-
ket and the market of the Republic of Croatia. Aidaially, creating the opera-
tive structure for the use of pre-accession aidaffriculture and rural develop-
ment (IPARD) is equally important (MVTEO, 2016c,59).

The goal set for Bosnia and Herzegovina consiséslopting the suitable pol-
icies, necessary for the development of agriculsgator, coupled with the active
involvement of all the countries’ relevant parigesl the identification of the highly
necessary compromises. All of this represents ags#y in creating the precondi-
tions for utilising the EU’s pre-accession fundteimded for both the agriculture
and rural development, which will further endorsel dacilitate the inevitable
changes and reforms, partially enhancing the catiyegtess and the overall qual-
ity of the Bosnia and Herzegovina’s products reagiihe market.

The system of governmental aid has not yet beeleimgnted in Bosnia and Her-
zegovina. It should strengthen the preconditiomsafqust competition environment
within the country’s market. The system of governtakoversight should be imple-
mented in the short term, while the system of guwental control should be intro-
duced in the medium term (which is also an oblimataken within the CEFTA 2006
Agreement). There is also a great concern preseheiprivate sector, with regard to
a coherent legal framewaork. The primary agricultpraducers are thereby especially
endangered: the proposition for the establishmititeoMinistry of Agriculture and
Rural Development was rejected for political reas@avhich proves an existing lack of
coordination on all the levels, as well as the lafoilear directions in politics, which is
the main obstacle to the export of animals and faoducts to the EU. The chief ob-
stacle for the Bosnia and Herzegovina’'s exportetisd inability of meeting the EU’s
sanitary and phytosanitary regulations. It showddlso noted that the existing agree-
ments and obligations have been accegtidabé with a non-existing adequate prelim-
inary effect estimations, as well as insufficieatad( CEEFTA, 2009).
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Confirmation of these claims can be found in treults of the application of
the CEFTA 2006 Agreement, where foreign trade itefias grown, due to the
Agreement signed by only 8 countries within theaavehich are only slightly more
developed than Bosnia and Herzegovina. The logjoaistions therefore arise:
What will happen when Bosnia and Herzegovina ojierizorders to 28 EU mem-
bers, all of which have strong agricultural sukes@ Will the Bosnia and Herze-
govina’s farmers even be able to cope with suangtcompetition, into which, at
present, 43% of the total EU budget is invested|eathe farmers in Bosnia and
Herzegovina get a merely 3% stimulation from thdd®i? This holds true espe-
cially because the agricultural participation ia tverall GDP has steadily declined
over the last years. Before the war, Bosnia andétmvina met 60% of its demand
for food products, while at present it barely cevir 11%. Import of production
materials have increased significantly, with theefgn investments in agriculture
making only 1.8% of the total direct investmentseTagriculture budget accounts
for mere 3-4% of the total public expenditures, atthis in discordance with the
fact that the rate of employment in agriculturectess 18-20%

To date, the application of the CEFTA Agreementesds relevant areas
where free access to trading is being disable@roibgss of the fact that customs
barriers are being removed. Those are the arestauodardization, rules of prod-
ucts origin, fiscal and currency policy, the polmfysupporting domestic produc-
tion and the competition policy. The technical bens in trade obstructs trade the
most. The potential barriers Bosnia and Herzegdsipeoducers face are excise
taxes on cigarettes, a ban on the export of ceradtsng-lasting and expensive
analyses of the origin of goods, inspections offt#udities in Bosnia and Herze-
govina by the CEFTA 2006 Agreement member statesyell as the customs
value. Likewise, Bosnia and Herzegovina has begrosed to foreign agricul-
tural competitors, all of which receive state sdhes.

3. FOREIGN TRADE IN AGRICULTURAL AND FOOD PRODUCTS,
BEFORE THE CEFTA 2006 EGREEMENT CAME INTO EFFECT

In this section of the paper, the foreign Bosnid HEerzegovina'’s trade in agricul-
tural products before the CEFTA 2006 Agreement cartwe effect will be ana-
lysed, i.e. the data from the years 2005, 2006284F will be presented. Table 1
showcases the foreign trade in agricultural proslbetween the Bosnia and Her-
zegovina and other CEFTA 2006 member states. lardcdcompare the trends in
agricultural trade between Bosnia and Herzegovirththe CEFTA 2006 member
states, as well as those exchanges between Baghldeazegovina and the rest of
the World, the following tables will showcase tleéewant data.

The data, with the corresponding analyses is shimwrihe period from
2005 to 2007, i.e. for the period before the Agrert{2005, 2006 and 2007).

3 For details please visit www.mvp.gov.ba (10.09.&0
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Table 1 displays the foreign trade in agricultysedducts between Bosnia and

Herzegovina and other CEFTA 2006 members.

Table 1. The value of the total foreign trade in agricudlyproducts between Bosnia and
Herzegovina and other CEFTA 2006 members, beferdgreement came into effect
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Balance
(mil. KM) Balance (%)
2005 851.36 154.42 -696.93 -
2006 891.81 178.75 -713.06 2.31
2007 1136.61 229.10 -907.51 27.27

Source: (Proceedings ...., 2017, pp.123-127).

It is evident from the above table that the exmdragricultural products
from Bosnia and Herzegovina to the other CEFTA 20@8nber states, in 2005,
was valued at 154 420 000 KM. At the same time,ithgort of agricultural
products into Bosnia and Herzegovina, from otheFTE 2006 member states
was valued at 851 360 000 KM. In 2006, the expattg of agricultural prod-
ucts from Bosnia and Herzegovina into other CEFT0®& members in was
valued at 178 750 000 KM and the import of agrigtdt products into Bosnia
and Herzegovina from other CEFTA 2006 members vehised at 891 810 000
KM. The overall value of the exported agricultupabducts in 2007 was valued
at 229 100 000 KM, while the imported value of suploducts was at
1 136 610 000 KM(ejvanovi et al, 2017, p. 124).

Table 2 showcases the foreign trade between Ba@smdaHerzegovina and
the World, for the 2005 to 2007 time period.

Table 2. Foreign trade between Bosnia and Herzegovina haedMorld for the 2005
to 2007 time period

Balance )
(mil. KM) Balance (%)
2005 1981.63 223.30 -1758.32
2006 1944.94 258.76 -1686.18 -4.10
2007 2238.99 324.88 -1914.12 13.52

Source: Cejvanove et al., 2006, pp. 975-987).

From the above table, it is evident that the tetgdort value of Bosnia and
Herzegovina’s agricultural products in 2005 wasuedl at 223 3000 000 KM.
In 2005, the total import of agricultural produ@i$o Bosnia and Herzegovina
was valued at 1 981 630 000 KM. In 2006, the tetgdort of agricultural prod-
ucts from Bosnia and Herzegovina was valued at 728 000 KM and the
total import of agricultural products into BosniadaHerzegovina was valued at
1 944 940 000 KM. The total export of agricultupmbducts from Bosnia and
Herzegovina in 2007 was valued at 324 880 000 Khih whe import of agri-
cultural products amounting to 2 238 990 000 KM.
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4. FOREIGN TRADE IN AGRICULTURAL AND FOOD PRODUCTS
OF BOSNIA AND HERZEGOVINA,
AFTER THE CEFTA 2006 AGREEMENT CAME INTO EFFECT

The international economic relations, especialyftreign trade, lead to an accelera-
tion of global scientific, technical and technokmjidevelopments, also impacting each
country in unique ways (Unka¥i2010, p. 103). At present, the innovations ierscg,
techniques and technology are spreading rapidbugirout the World, therefore, the
non-uniformities in technical and technological @aes are being surpassed. In this
particular manner, the contributions can be madeet@verall acceleration of produc-
tion development, as well as the global consumpfidwat process is significant for
those countries that are not able to develop seiand scientific research, as prerequi-
sites for developing production. Both the foreigade and international relations, in
general, transfer knowledge from one part of therliVto the other, with this
knowledge encapsulated as new machines, produggigpment, or products aimed
at satisfying particular diverse needsdzi, Cejvanovi, 2010, pp. 47-50\Without for-
eign trade, many countries could not afford to nigathe production of such goods,
enabled by either mass production or great capiaktments. The foreign trade, or
more precisely, the import and export of gooddu@rfces the regulation of the relation
between domestic supply and demand (Unk@®010, p. 101, and pp. 106-114). The
import serves to increases the scope of demargbfms in a particular market, i.e. it
changes the overall supply structure, adaptirgthé demand.

On the other hand, the export of goods and serdeeseases their individual
supply within a particular market. Export enables domestic production growth,
above the level of market demand. Through foreigdd, the surpluses of a partic-
ular product are traded and exchanged for the ptediie domestic market’'s needs.
This has positive effects on satisfying the sotetiemand and the overall eco-
nomic stability. The absence of foreign goods fammestic markets, in turn, leads
to the monopoly of domestic producers and hasrantkttal effect on the market,
as well as the production and consumption proce$sesdevelopment of interna-
tional economic relations has influenced the needecialization in which, more
or less successfully, all the countries in the \Wored to take part. The essence of
this division lies in the need for each countrpéospecialized in the production of
goods for which it possesses the most favouraldaaic preconditions, subse-
qguently entering the global market with said prddutinder those circumstances,
it accomplishes above average global productildty, production costs and a fast
technical and technological product developmentecyc

5. THE SCOPE OF FOREIGN TRADE
IN AGRICULTURAL AND FOOD PRODUCTS
AFTER THE CEFTA 2006 AGREEMENT CAME INTO EFFECT

In this section, the data on foreign trade of Basamid Herzegovina’s agricul-
tural and food products, after the CEFTA 2006 came effect, i.e. the data for
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the years 2008, 2009, 2010, 2011, 2012, 2013, 2684015, will be presented.
Table 7 showcases the total value of foreign triagteveen Bosnia and Herze-
govina and the members of the CEFTA 2006 Agreenedter the Agreement
entered into effect. For comparison, both the fgmdirade and the importance
of the CEFTA 2006 Agreement for the foreign tral@osnia and Herzegovina
will be presented, with the data on the total flofforeign trade for the analysed
period, after the CEFTA 2006 Agreement came infectf

The data in Table 7 clearly shows the value ofdineign trade in agricultural
products between Bosnia and Herzegovina and otB&TE& 2006 members, for
the period from 2008 to 2015. It is evident that iimports into Bosnia and Herze-
govina from other CEFTA 2006 members was, moreess,lon the same level
during all the periods examined. There is a positiging yearly trend of imports,
for the analysed period from 2008 to 2015. Likew®e other positive character-
istic is that the foreign trade deficit had a drimgpyearly trend (with the exception
of the year 2010). An interesting piece of datthat there was a drop in foreign
trade deficit between Bosnia and Herzegovina ardGQBFTA 2006 Agreement
members of 11.37%, between year 2012 and 2013.

Table 3.Value of foreign trade in agricultural productstween Bosnia and Herze-
govina and CEFTA 2006 Agreement members, afte Atireement entered into effect

Import Export Balance N

‘ (mil. KM) ‘ (mil. KM) ‘ (mil. KM) ‘ Balance (%)
2008 1240.00 304.38 -935.62 3.10
2009 1198.00 315.24 -882.76 -5.65
2010 1281.20 361.36 -919.84 4.20
2011 1344.14 446.16 -897.98 -2.38
2012 1271.88 440.36 -831.52 -7.40
2013 1269.20 505.28 -763.92 -11.37
2014 789.50 265.80 -523.70 -45.87
2015 855.48 283.24 -572.24 -8.48
2016 903.80 306.46 -597.34 -4.37

Source: own calculations based on the data fromahei®and Herzegovina’'s Agency for Statistics (2016

Foreign trade in agricultural and food productsamstn Bosnia and Her-
zegovina and other CEFTA 2006 members changed il 20id 2015. The
reason for that is the Croatian full membershiphwitthe European Union,
for the EU’s foreign trade system framework is sarat different from the
CEFTA 2006 Agreement. Furthermore, the data frorbl@& significantly
differs for 2014 and 2015, because of the differgtgtistical methodology.
Namely, in 2014 and 2015, the foreign trade betwesnia and Herzegovina
and Croatia is recorded through the trade withEbheopean Union, not with
the CEFTA 2006 member€ ¢jvanovi et al, 2017 p. 125).

Table 4 displays the import of agricultural prodydor the analysed period.
It can be concluded that the import of agricultymalducts remains relatively con-
stant on a yearly basis, with only slight devias@md changes. The positive fact is
that Bosnia and Herzegovina recorded a rise iredpert of agricultural products
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for the analysed period. So, the export in 2008 wehsed at 410 100 000 KM, and
in 2015 it reached the value of 817 630 000 KM, alh¢équals to the growth of
almost 99.37%. The foreign trade deficit for theigebin question is slightly drop-
ping, with some oscillations and a growth tren@@i1 and 2014.

Table 4.Foreign trade between Bosnia and Herzegovindhaorld, for the 2008 to 2016 period
‘ Import Export Balance

I
(mil. KM) (mil. KM) (mil. KM) Balance (%)

2008 2620.15 410.10 -2210.05 15.46
2009 2389.03 452.77 -1936.26 -12.39
2010 2502.40 553.08 -1949.32 0.67
2011 2769.95 612.20 -2157.74 10.69
2012 2733.22 655.75 -2077.47 -3,72
2013 2661.28 676.36 -1984.92 -4.45
2014 2751.81 649.34 -2102.47 -5.60
2015 2890.97 817.63 -2073.34 1.40
2016 2994.36 934.38 -2059.98 -0.64

Source: own calculations based on the data fromdhei®and Herzegovina's Agency for Statistics (2016

6. EXPORT OF AGRICULTURAL AND PRODUCTS
AFTER THE CEFTA 2006 ENTERED INTO EFFECT

The CEFTA 2006 Agreement came into effect in the 007. Therefore, in
this section of the paper, data on the import flBosnia and Herzegovina into
other CEFTA 2006 member states, after the Agreeroante into effect, will
be presented, i.e. the data on the export of algui@i products from Bosnia
and Herzegovina into the CEFTA 2006 members, 20085 time period.

In Table 5, the data on the export from Bosnia Bedzegovina into the
CEFTA members for the period from 2008 to 2015displayed

Table 5. Value of the total export of agricultural produatter the Agreement entered into effect
Export i Export i
(mil. KM) Export (%) (mil. KM) Export (%)
(CEFTA 2006) (CEFTA 2006) (World) )]

2008 304.38 32.86 410.10 26.23
2009 315.24 3.57 452.77 10.40
2010 361.36 14.63 553.08 22.16
2011 446.16 23.47 612.20 10.69
2012 440.36 -1.29 655.75 7.11
2013 505.28 14.74 676.36 3.14
2014 265.80 -90.10 649.34 -4.16
2015 304.38 12.67 817.63 20.58

Source: own calculations based on the data fromdlri®and Herzegovina's Agency for Statistics (2016

Table 5 shows that the export from Bosnia and Hgozeha in 2008 was
304 380 000 KM. In 2009, the export of agricultupmbducts was valued at
315 240 000 KM, with an increase in the export @fieultural products from
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Bosnia and Herzegovina. In 2010, the export of adtiural products from
Bosnia and Herzegovina was valued at 361 360 000 KN2011, the export
of agricultural products was 446 160 00 KM. The extpf agricultural prod-
ucts in 2012 was 440 360 ,000 KM, while in the y2@t 3. it was 505 280 000
KM. After that, there is a dropping trend in expadttivities from Bosnia and
Herzegovina to the CEFTA 2006 member states. Thpoexof the CEFTA
2006 members in 2014 was 265 800 000 KM, which d&r@ of 90%. The
reason for this was the Croatian accession to thhefean Union and the ap-
plication of a significantly differing export framerk, vastly differing from
the previous CEFTA 2006 Agreement.

After that, in 2015, there was an increase in etgp&mom Bosnia and
Herzegovina into the CEFTA 2006 member states,achht 304 380 000 KM.
The increase of export into the CEFTA members inS0compared to the
year 2014, was at 12.67%.

Figure 1 showcases the movement of export of atitical products from
Bosnia and Herzegovina into the CEFTA 2006 memlaars the rest of the
World, 2008 to 2015 timeframe.
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Figure 1. Export trend of agro products from Bosnia and Hgozéa into the CEFTA
2006 members and the rest of the World, 2008 toZ@i&rame

Source: own based on the data from the Bosnia and Herzegovina’'s AgeStatistics (2017).

The trend of agricultural product exports for tH#8 to 2015 period is
showcased in Picture 1. It is the period after@#-TA 2006 Agreement came
into effect. It also shows the trend of export fr@osnia and Herzegovina in
the total agricultural product World trade for th@08 to 2015 period. Oscil-
lations are evident in the export from Bosnia amdzé¢govina into the CEFTA
2006 Agreement member states, as well as the i@mgbf exporting to other
countries throughout the World.
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7. IMPORT OF AGRICULTURAL PRODUCTS
AFTER THE CEFTA 2006 AGREEMENT CAME INTO EFFECT

In this section, the data on the import after tHe=CA 2006 came into effect
will be presented. It should be noted that the CERZD06 Agreement has
been in effect for almost nine years, with the optof utilising the said period
in order to conduct a qualitative analysis. Tabldigplays the data on import
into Bosnia and Herzegovina from the CEFTA 2006 roemstates, for the
2008 to 2015 timeframe.

Table 6. The value of imported agricultural products betw®®snia and Herzegovina
and the CEFTA 2006 members, after the Agreementdato effect

Import " Import "
(mil. KM) Import (%) (mil. KM) Import (%)
(CEFTA 2006) (CEFTA 2006) (World) (World)
2008 1240.00 9.10 2620.15 17.02
2009 1198.00 -3.39 2389.03 -8.82
2010 1281.20 6.94 2502.40 4.75
2011 1344.14 4.91 2769.95 10.69
2012 1271.88 -5.37 2733.22 -1.32
2013 1269.20 -0.21 2661.28 -2.63
2014 789.50 -60.75 2751.81 3.30
2015 855.48 7.71 2890.97 4.81

Source: own calculations based on the data fromdbri®and Herzegovina's Agency for Statistics (2017

The import of agricultural products into Bosnia addrzegovina from
the CEFTA 2006 Agreement members was relativelystamt for the 2008 to
2013 timeframe, with slight deviations occurring.2014, there was a drop in
import from the CEFTA 2006 members. The reasonahesady been clarified
— a different statistical methodology, due to thea&ian accession to the Eu-
ropean Union. However, in 2015 the growth of impooim the CEFTA 2006
members into Bosnia and Herzegovina was recordéeé. growth in 2015,
when compared to 2014, was 7.71%.

Figure 2 shows the import trend of agriculturaldarcts into Bosnia and Herze-
govina from the CEFTA members and the rest of tlogldfYfor the analysed period.

Figure 2 shows the import trend of agriculturaldgarots for the 2008 to 2015
period, i.e. the time after the CEFTA 2006 Agreettame into effect. Likewise,
the Picture 2 shows the import trend into Bosnid Berzegovina of the total
agricultural products in World trade, during the080to 2015 timeframe. It is
evident that the import trend had oscillations,eesglly in the year 2014, but this
is basically due to the different statistical metblmgy utilised to record the im-
ports from Croatia, the latest European Union mambe
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Figure 2. The import trend of agricultural products into Basand Herzegovina from the
CEFTA members and the rest of the World, for the®® 2015 timeframe
Source: own based on the data from the Bosnia and Herzegovina’'s Agestgtistics (2017).

8. THE FOREIGN DEFICIT OSCILATIONS
OF AGRICULTURAL PRODUCTS,
AFTER THE CEFTA 2006 AGREEMENT CAME INTO EFFECT

In the next section of this paper, the foreignaebscillations of agricultural
products, after the CEFTA 2006 Agreement entereddfiect will be presented, i.e.
the data on the deficit for the period from 2008@45. Table 11 presents the import-
export relation (deficit) in the foreign trade betm Bosnia and Herzegovina and the
CEFTA 2006 Agreement members, for the period fr@®8%o 2015.

Table 7.The value of foreign trade in agricultural prodibetween Bosnia and Herze-
govina and the CEFTA 2006 Agreement members, #fteAgreement came into effect

Import Export Balance )

(mil. KM) (mil. KM) (mil. KM) Balance (%)
2008 1240.00 304.38 -935.62 3.10
2009 1198.00 315.24 -882.76 -5.65
2010 1281.20 361.36 -919.84 4.20
2011 1344.14 446.16 -897.98 -2.38
2012 1271.88 440.36 -831.52 -7.40
2013 1269.20 505.28 -763.92 -11.37
2014 789.50 265.80 -523.70 -45.87
2015 855.48 283.24 -572.24 -8.48
2016 903.80 306.46 -597.34 -4.20

Source: own calculations based on the data fromdkei8and Herzegovina's Agency for Statistics (2017
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Table 7 shows that the agricultural products tidefeit with the CEFTA 2006
members in 2008 was valued at -935 620 000 KM)@®2the deficit in agricultural prod-
uct trade was -882,760,000 KM, which is the drop.65%, compared to the year 2008.
Year after year, there was evidence of a defiop dexcept for the year 2010). In 2013,
the agricultural product trade deficit with the QBF2006 Agreement member states was
at -763 920 000 KM, with a deficit drop of 11.37hen compared to year 2012. The
foreign trade deficit between Bosnia and Herzegoeind the CEFTA 2006 Members
dropped by almost 46%, but the deficit spilled amtr the total foreign trade deficit. In
2015, there was an increase in deficit of 8.48%ndontrasted to the year 2014.
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Figure 3.Foreign trade deficit within the CEFTA 2006 Agreethtamework,
for 2008 to 2015 timeframe
Source: Cejvanov et al., 2017, p. 125).

Figure 3 shows the import trend of agriculturaldurcts for the period from
2008 to 2015, i.e. the period after the CEFTA 28@Beement came into effect.
Likewise, the Picture 7 shows the import trend Btsnia and Herzegovina of the
global overall agricultural products trade, for gheriod from 2008 to 2015. It is
evident that the import trend had oscillations,eesly in the year 2014, but this
is basically due to the different statistics methlody used to record the import
from Croatia, the latest European Union membeestat

Itis shown in Table 8 that the 2008 deficit inlgbagricultural products trade
was valued at -2210050000 KM. In 2010, the defwas valued at
-1 936 260 000 KM and there was a decrease of 42.89 evident when compared
to 2008. In 2013, the deficit in agricultural pratk trade with the World was
-1 984 920 000 KM and there was a drop of defigidb15%, when compared to
2012. In 2014, the deficit increased by 5.6%, whempared to 2013, while in
2015, there was a drop in deficit of 1.4%, when parad to 2014.
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Table 8. Import-export relation (deficit) of agriculturakgducts between Bosnia and
Herzegovina and the World, from 2008 to 2015

Import Export Balance "

(mil. KM) (mil. KM) (mil. KM) Balance (%)
2008 2620.15 410.10 -2210.05 15.46
2009 2389.03 452.77 -1936.26 -12.39
2010 2502.40 553.08 -1949.32 0.67
2011 2769.95 612.20 -2157.74 10.69
2012 2733.22 655.75 -2077.47 -3.72
2013 2661.28 676.36 -1984.92 -4.45
2014 2751.81 649.34 -2102.47 -5.60
2015 2890.97 817.63 -2073.34 1.40

Source: own calculations based on the data fromdhei®and Herzegovina’'s Agency for Statistics (2016

Figure 4 shows the import and export of agricultpraducts between Bosnia and
Herzegovina and the World after the CEFTA 2006 Agrent came into effect. Picture
8 displays slight deviations and the fact thatettaee no major oscillations in agricultural
and food product foreign trade between Boshia atdegjovina and the World.
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Figure 4. The diagram of foreign trade deficit between Bosmid Herzegovina
and the World, for the period from 2008 to 2015
Source: own calculations based on the data fromdbkeiBand Herzegovina’'s Agency for Statistics (2016

9. CONCLUSIONS

Under modern economic conditions, characterizethéyrowing importance of for-
eign trade between the various countries, a cdsntlation to international environ-
ment assumes the ever-increasing importance fanéat) the economic growth.
The research carried evaluates the trade effe@grafultural and food prod-
ucts between Boshia and Herzegovina and the CERID® Agreement signato-
ries. The foreign trade effects, as well as theal&oreign trade policies directly
influence both the economic development and BaamibHerzegovina's economic
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state. The agricultural foreign trade policy of Basand Herzegovina has to com-
ply with the overall globalization process of trditberalization.

Through the analysis of agricultural and food piidexports for the 2005 to
2013 time period, it can be concluded that theist®xa definite, gradual growth
trend. Also, the drop in exports in the years 2atd 2015 is noticeable, but only
as a result of a change in status of specific CEEI@6 Agreement member states,
with a particularly important example of the Repaldf Croatia, which became
a full EU member in 2013. This has reflected ondtagp in exports, because of the
specific statistical methodology. Namely, since &iass accession to the EU, the
trade with Croatia is no longer recorded as a trgidle CEFTA 2006 Agreement
signatory. By analysing the Bosnia and Herzegogiagticultural and food exports
to the CEFTA 2006 members, it can be concludedttieatondition has improved,
with the greatest export-import coverage ratiog83% in the year 2013.

By analysing the Bosnia and Herzegovina’'s impoftagsicultural and food
products hailing from the CEFTA 2006 Agreementextait can be concluded that,
overall, Bosnia and Herzegovina primarily impomsts products. For the analysed
period of 2008-2016, an increase of imports intsBa and Herzegovina is evi-
dent. It is favourable, however that the imporesadre rising at a lower rate than
export rates, which in time contributes to the defiecrease. Overall, Bosnia and
Herzegovina has a negative foreign agricultural foodl trade deficit, primarily
due to the fact that this country imports the ndgat®ducts.

Bosnia and Herzegovina has very low economic indisawhen compared
to the regional average. It has a high deficit gmieultural products foreign
trade, low import coverage by exports, as wellnesweak impact of exports in
forming the gross domestic product.

Based on the data from this research, it can beluabed that Boshia and Herze-
govina has the most liberal trade framework ofréggon. This research demonstrates
that the CEFTA 2006 Agreement has had impact diothgn trade in agricultural prod-
ucts between Bosnia and Herzegovina and the rdwst GEFTA 2006 members, for the
analysed period (2005-2016). Conclusion can be iiddoreign trade in agricultural
products between Bosnia and Herzegovina and dtireatsries of the Agreement di-
rectly influences the overall agricultural prodantin Bosnia and Herzegovina.

REFERENCES

BHAS (2009), Tematski bilten "Nacionalnictani 2009".
BHAS (2010), Saopstenje, "Zaposlenost po djelatmast julu 2010“, July 2010.

CASE (2007). Regional Free Trade Agreements of Boand Herzegovina: analyses
and policy recommendations, CASE - Center for Saaia Economic Research,
Warsaw, Poland, February, 2007.

CEFTA Portal, http://www.cefta.int/ (21.06.2016).

CEFTA (2009). CEFTA Structures 2009, http://wwwta@D06.com/cefta-structures
(21.06.2016).



The Assessment of Trade between Bosnia and Herzegand the Signatories... 125

Cejvanovi et al. (2017). CEFTA 2006 Agreement and the teagibange of Bosnia and Herze-
govina’s agricultural products; 52. Croatian anthI2ternational agronomist symposium
(12-17. February). Agricultural Faculty, Universiti/Osijek, Dubrovnik, pp. 123-127.

Cejvanovi, F., & Dzafié, (2011). Sporazum CEFTA-2006 Einci vanjskotrgovinske
razmjene-sltiaj Bosne i Hercegovine, Knego i dr.(ur), Znanstveip ‘“Trgovina
kao pokretd razvoja srednje i jugoistme Europe”Zbornik radova Ekonoskog
fakulteta SvetiliSta u Zagrebu.

Cejvanoveé, F., Hodz, K., & Terzk, L. (2009). Utjecaj CEFTA sporazuma nha
vanjskotrgovinsku razmjenu poljoprivrednih proizeodi Bosni i Hercegovini,
Tranzicija, Vol. 10, No. 23-24. str. 10-19.

Cejvanovi, F., lvankowt, M., Last, M., & Vasko, Z. (2014). The impact of foreigndea
in agricultural products of Bosnia and Herzegowinthin the framework of CEFTA
2006,Economics of Agriculture, Vol.61, No. 4,p. 975-987.

Coki¢, M. (2014). Aktivnosti Bosne i Hercegovine u ciligalizaciji Centralnoevropskog
ugovora o slobodnoj trgovini — CEFTA 2006, Zbornéidovall meiunarodna kon-
ferencija Bosna i Hercegovina i euroatlantske irgeije “Trenutni izazovi i perspek-
tive", Pravni fakultet Bihé4, str. 655-670.

bonlagi, Dz. (2006). Posljedice ulaska Bosne i Hercegouifiropsku uniju na osnovu
analize teorije optimalnog valutnog poda; Izlaganje sa znanstvenog skupa,
Ekonomski pregled, Sarajevo

Ekonomska i politka saradnja u jugoistonoj Evropi CEFTA 2006 (Istrazivii centar
Parlamentarne skupstine Bosne i Hercegovine, Pniprespoljni saradnik u saradnji
sa Misijom OSCE-a, Programignja zakonodavne vlasti (30.08.2007)

European Parliament, http://www.europarl.europatgolrservice/hr/display-
Ftu.html?ftuld=FTU_5.2.8.html (01.07.2016)

GTZ (2001). “Studija o razvoju prehrambene indjgstriBosni i Hercegovini* , October 2001.

Hodzi, K. & Cejvanovi, F. (2010). Ekonomska politika, Institut za ekorkumpoljo-
privrede Beograd, Ekonomski fakultet Univerzitetaluzli, Otvoreni Univerzitet
"Apeiron” Travnik, str. 47-50.

Infokom — Glasnik Vanjskotrgovinske Komore BiH,:l57., god. VI, Sarajevo, septembar,
2013., str. 7.

Kovagevi¢, R. (2002). Mdunarodna ekonomija, Beograd.

MVTEO (2016a). http://www.mvteo.gov.ba/CEFTA/Defaaspx?id=5103&langTag=bs-
BA (21.06.2016)

MVTEO  (2016b). http://www.mvteo.gov.ba/sporazumi/trgovinski/regadmi/Ar-
chive.aspx?langTag=bs-BA&template _id=96&pagelnde(@8L07. 2016)

MVTEO (2016c). The analysis of Bosnia and Herzega'a foreign trade in 2012.,
Sarajevo, 2012. http://www.mvteo.gov.ba/Defaulté&$ang Tag=bs-
BA&template id=95&pagelndex={05.07. 2016)

Pertot, V., & Sabolov, D. (1998). Mdunarodna trgovinska politika, Zagreb

Proceedings of the 52nd Croatian and 12th IntewnatiSymposium on Agriculture, Feb-
ruary 12-17, 2017, Dubrovnik, Croatia, p.123-127.

Unkovi¢, M. (2010). Mé@unarodna ekonomija, Univerzitet Singidunum, Beograd



126 Ferhat Cejvanovi¢

Wijkman, M. (2007). Expanding Trade and Investnmiarouth Eastern Europe, Brussels

Wijkman, M. (2007). Protection measures provide@EFTA 2006, a comparison of Article
23 and Article 23 bis, Presentation to the Parlislaréans, Sarajevo, 19. juli 2007.



Suggested citation:

Bombinska, E. (2017). The Role of FDI in Development of the Sees Export of the
Host Country: A Case of Poland (Chapter 8).TinLazibat, K. Wach & B. KneZevi¢
(Eds.),Growth, Competitiveness and International Tradenfrthe European Perspective
Zagreb: University of Zagreb, pp. 127-142.

The Role of FDI in Development of the Services
Export of the Host Country: A Case of Poland

Elzbieta Bombinska

Cracow University if Economics
Faculty of Economics and International Relations
Department of International Trade
ul. Rakowicka 27, 31-510 Krakow, Poland
e-mail: bombinse@uek.krakow.pl

Summary:

The goal of the article is to analyze international traderirices of the entities with foreign capital
operating in Poland. It also attempts to evaluate the role of doogganies in international trade
of services of Poland. One of the consequences of the FDI inflewsiggificant participation of
the entities with foreign capital in Polish trade with abrdde trade of these companies has been
the subject of numerous analytical studies for many yearsoyftr these studies have been fo-
cused, to a large degree, on merchandise trade carried suthbgntities. However, the structure
of foreign investorsinvolvement in Poland, with a dominating share of service sectdrakso

a significant role of foreign entities in the Polish servicetor as well as a dynamic growth of
Polish trade in services in general provoke a question about theioordit directions of devel-
opment of international trade of services provided by foreign iakeand the significance of this
development for the Polish export of services. In the reseaeluthor employed the analytical
descriptive method with the use of published sources and sHitiddita of the Central Statistical
Office of Poland, covered by NACE sections, available imisual publications. In 2009-2015
the entities with foreign capital made up an important sbbtlee enterprises carrying out export
activity and generated more than a half of the income thenenterprises’ total export of services.
The turnover of these enterprises, export in particular, sti# hdarge potential of growth. There
is a need to carry out an in-depth research of the exportvi¢ese stimulated by the FDI move-
ment, and, in particular, this research should concentrate orettgon of specialisation and com-
petitive advantage in the export of the services of a host gountr

Keywords: trade in services; foreign direct investment; Poland;iestwith foreign capital; ex-
port competitiveness
JEL codes F13, F14, F55

1 This chapter is a part of research project No. WELKHZ/02/2017/S/7061 entitled Konkurencyjngé
migdzynarodowa w perspektywie makro, mezo i miKiaternational competitiveness from the macro, nmaesd
micro perspectivgsinanced from the funds allocated to the Facaftizconomics and International Relations of
the Cracow University of Economics in the framewoflgrants for maintaining research potential.
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1. INTRODUCTION

One of the consequences of the inflow of foreigeaiinvestments in Poland, is
a significant participation of the entities withréogn capital in Polish trade with
abroad. The development of the trade exchange batfoeeign companies carry-
ing business in Poland and the companies abroabldeasthe subject of numerous
analytical studies for many years, yet so far theseies have been focused, to
a large degree, on merchandise trade carried osubly entities (Chojna, 2010;
Bombinska, 2013, Zysk, 2013; Maciejewski, 2015). Howetee, structure of for-
eign investorsinvolvement in Poland, with a dominating share efvie sector,
and also a significant role of foreign entities time Polish services’ sector
(Bombinska, 2014; Chojna, 2016) as well as a dynamic draftPolish trade in
services in general (NBP, 2016b; NBP, 2015c), pkeva question about the con-
dition and directions of development of internatibtnade of services provided by
foreign investors and the significance of this depment for the Polish export of
services. This paper attempts to answer theseigogst

The paper consists of five parts. The introductreferring to the economics
theory, discusses the relationships between theflB@$ and the trade in services
of the host country. Then the article presentstagacteristics of the main tenden-
cies concerning the FDI inflows into the sectoseifvices in Poland. The next parts
focus on the analysis of the size and structutbefinternational trade in services
of the foreign enterprises operating in Poland aniiscussion of the competitive-
ness of their export. The article is summarisedh &it attempt of evaluation of the
participation of foreign enterprises in the Poliside in services.

In the research, the author employed the analytieatriptive method with
the use of published sources and statistical datzecdCentral Statistical Office of
Poland, covered by NACE sections, available inaisual publications (GUS
2016a, GUS 2016b). The availability of the statmtidata determined the author’'s
selection of the years 2009-2015 to be the studggand also led to the fact that
the research did not concern the entities operatisgch sectors as banking, bro-
kering and insurance, investment or universal massiunds, higher education in-
stitutions, independent public healthcare centnelscailtural institutions with legal
personality. The lack of available statistics maddéso impossible to make a com-
plete evaluation of the role of foreign entitiedPioland’s international trade in ser-
vices: the research was limited only to export, @mlid not include the entities in
which the number of employees was less than 1®psrs

2. THE EFFECT OF FDI ON THE EXPORT OF THE HOST COUN TRY
— SELECTED THEORETICAL ASPECTS

The current scientific output with regards to thedries describing the influence
of FDI on the international trade lacks any coneisd logical concept explaining
the mechanism of interrelations between foreigedaliinvestments and trade in
services of the countries which are hosts to tiresestments (Welsum, 2003b). It
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seems that such a state of affairs has two fund@ahesuses. First of all, there is
no uniform and internally coherent theory of ineianal exchange of services
(Welsum, 2003a; Misala, 2005; Hoekman, 2006). Séigothe theoretical consid-

erations and numerous empirical research in tlea,analysing the relationships
between FDI and international trade have been méicused on the merchandise
trade (Welsum, 2003b; Bomfiska, 2012; Salamaga, 2013).

The formulation of uniform and coherent theory mteinational trade in ser-
vices is thus an extremely difficult task, for exae) because of the lack of one gen-
erally accepted definition of services, lack of emt concerning the criteria and prin-
ciples of division of services, as well as the latlppropriate statistical data cover-
ing all possible forms of international servicedaas listed by GATS (Rajan and
Bird, 2002; Lipsey, 2009; Pattanaik, 2010). These§, distinguished with regards
to the manner of rendering services, include:rss-border services, (ii) consump-
tion abroad, (iii) commercial presence and (iv) gresence of individuals. This
means that international trade in services is idahtvith more or less “hidden” mo-
bility of factors of production; whilst providingpae services, requires international
flow of these factors, service providers or serviegipients and, in particular, the
capital. As a result, only some part of internagidrade in services may be explained
on the basis of international trade theories, wdmeig@e complete description of the
phenomenon of international service flows need®tenriched with theoretical con-
cepts concerning international migration of mopiteduction resources. This point
of view is presented by Sapir and Lutz (1981), Migichnd Smith (1984), Bhagwati
(1987), Stern and Hoekman (1987) as well as StiandaVaal (1995).

Within the research describing international tradservices with the use of
the theory of international trade, there are s@reds which require special atten-
tion, namely: (i) with respect to the heterogeneitgervices there is no single the-
ory of merchandise trade which could entirely diéscill service transactions
(Richardson, 1987; Misala, 2005; Mongidajto, 2008[§,ahoho, 2010); (ii) these
theories may solely be used for the explanatiothefflows of cross-border ser-
vices, as, in majority, they assume that ther@imnbility of factors of production
(Sampson and Snape, 1985; Feketekuty, 1988)th@rk is a need of joint analysis
of commodity and service trade, as often it isiclifit to distinguish goods from
rendering a service (Stibora and Vaal, 1995; Li,aiMy and Chen, 2015). There
have also been some attempts made at formulatengdeheral models of interna-
tional services trade, and among them the mostkmelvn are models created by
Deardorff (1985), Melvin (1989) and Stibor and VE&ES95).

With regards to the relationships between FDI atetrhational trade, theoreti-
cal concepts and empirical studies concentratat-was already mentioned — on the
commodities’ trade, and so the basic problem quioyettie authors of these theories
boils down to the question whether foreign investte@nd international trade com-
plement or substitute each other (Liu, Burridge &iclair 2002; Caetano and
Galego 2007; Bezuidenhout and Naude, 2008). Tabteskents selected theories and
models describing the effect of FDI on merchantliade with the results of their
interrelations. As for the empirical studies animigghe relationships between FDI
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and international trade in services — most of theowe that FDI have positive influ-
ence on the growth of services export in the hoahtry (Li, Moshirian and Sim,
2003; Srivastava, 2006; Sichei, Harmse and Kag@7; Lennon, 2008).

Table 1.Selected theories and models describing the effdeD] on international trade

Theory/model FDI and trade interrelations

Mundell(1957)

Krauss (1974)

Schmitz and Helmberger (197
Markusen (1983)

substitutable

~—

complementary

substitutable (when FDI are located in the branches compara-
Kojima (1975) tively beneficial) or complementary character (when FDI are

located in the branches comparatively disadvantageous)
substitutable (with horizontal FDI) or complementary charac-
ter (with vertical FDI)
complementary character from the point of view of the entire

economy, and related to particular business sector: comple-
mentary or substitutable depending on development phase of
the economic development and of a specific branch of products
complementary or substitutable character depending on the
level of investment costs and the costs of foreign trade

Krugman (1990)

Ozawa (1992)

Fukao, Ishido and Ito (2003)

Source: own elaboration.

3. THE INFLOW OF DIRECT FOREIGN INVESTMENTS
TO THE SERVICES SECTOR IN POLAND

For many years the services sector has been thmatimg location of foreign di-
rect investments coming to Poland (Figure 1): duhe capital of more than 150
billion USD invested in 2005-2015 in Poland as Fibhre than 88 billion USD
(making up its 59%) was located in the servicesosen the specific years of that
period, this share varied between 36% (in 2010)78% (in 2015).
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Figure 1. Foreign direct investment in Poland (inflows), 2@085 (min USD)
Source: own elaboration based on (NBP 2007, 2008, 2000, 2011, 2013, 2014, 2015a, 2015b, 2016).
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The value of the foreign capital coming to the &tolsector of services in
2005-2015 underwent large fluctuations: after ardaase trend lasting till 2007
(with the record value of this inflow amounting 18 billion USD in 2007), the
period of 2008-2009 brought a significant decreafsthe flow of direct capital
located in services (and also in other sectore®Polish economy) to the level of
almost 6.5 billion USD in 2009. An increase of ttadue of this inflow in the year
that followed (to more than 10 billion USD) had yitansitional character as from
2011 onwards, the flow of FDI located in the Pok&hvices’ sector began to de-
crease again, and, in 2012-2013 its sudden dowmtamobserved, as it reached
the levels of 2.18 billion USD and 1.56 billion USEespectively. This decrease,
seen also in the segments of the Polish economghwire not related to services
(Figure 1), was caused first of all by an incregsandency to withdraw the capital
shares (which was partly connected with the phemomef “capital in transit”),
whilst the value of other constituents of the inflg i.e. reinvested profits and the
remaining capital underwent in 2011-2013 either satight decrease or was in-
creasing (Figure 2). The withdrawal of capital gsazoncerned only some sections
of services, among which the largest scale in Zftiterned the Information and
Communication sector (-4.1 billion USD), in 201ZProfessional, Scientific and
Technical Activities (-5.37 billion USD), and in 28 — Financial and Insurance
Activities (-7.97 billion USD). In the two last yesaof the above period, there has
been a dynamic growth of the capital inflow to Hervices sector, reaching the
amount of 9.2 billion USD in 2014 and 9.8 billiorsD in 2015.
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Figure 2. Foreign direct investment in service sector infbl@flows), 2005-2015 (min USD)
Source: own elaboration based on (NBP 2007, 2008, 2000, 2011, 2013, 2014, 2015a, 2015b, 2016).

2The data 2013 are not directly comparable withdéa from the preceding year with regards to Hanges in the
methodology of presentation of the data concerBidgadopted by NBP. These changes result fronmtireduction of
the new OECD standards concerning drafting thistatatof direct investments based on BPM6. (IMIQD).
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The accumulated value of the foreign capital ineg$h the sector of services
in Poland, is characterised, in the breakdown oCOE/sections, by gross differen-
tiation and a large degree of concentration (T@bleThe largest FDI value was
located in Financial and Insurance Activities antdfé¢sale and Retail Trade- in
2015 these two sections received almost 60% of-leresources in the Polish
sector of services. The thing which draws particakléention is a significant de-
crease (by 7.3 percentage points) of the Finamreidl Insurance Activities share
between 2010 and 2015 to be relocated in three BMAEE sections, namely: Real
Estate Activities, Professional, Scientific and Aiical Activities and Information
and Communication. In 2015, these sections recelded?, 11.7% and 9.4% of
the cumulated FDI value, invested in the Poliskises sector respectively.

Table 2. FDI stock in service sector in Poland, broken ddyreconomic activity of the
direct investment enterprise (NACE sections), 22005
Inward stock Share in FDI

Economic activity (min USD) inward stock (%)

by NACE sections
Total services 128 719|207 132.7 100 100
Wholesale and Retail Trade; Repair of Motor Veh§3 4543 27 838.4 26.0 26.0
cles and Motorcycles
Transportation and Storage 288p.7 3046.3 2.2 2.8
Accommodation and Food Service Activities 1140.1 1056.1] 0.9 1.0
Information and Communication of which: 10234.24 10101.3 8.0 9.4

telecommunications 6460.7] 4785.1 5.0 4.5

Financial and Insurance Activities 50 633.84 335.4 39.3 32.0
Real Estate Activities 14 2261914 356.4 11.1 13.4
Professional, Scientific and Technical Activities 13 042.12 504.9 10.1 11.7
Administrative and Support Service Activities 2614.0 2715.7 2.0 2.5
Education 13.5 9.5 0.0 0.0
Human Health and Social Work Activities 265.0 762.1 0.2 0.7
Arts, Entertainment and Recreation 76.4 268.3 0.1 0.3
Other Service Activities 99/6 115.4 0.1 0.1

Source: own elaboration based on (NBP 2007, 2008, 2000, 2011, 2013, 2014, 2015a, 2015b, 2016).

4. THE VALUE AND STRUCTURE OF INTERNATIONAL TRADE | N
SERVICES OF THE ENTITIES WITH FOREIGN CAPITAL

In the international trade of the enterprises wiheign capital operating in
Poland, the merchandise trade is dominating (Figuaed Figure 4). In 2009-
2015 the share of services in export sale as vgdh ghe import of the analyzed
enterprises was systematically growing, yet it waming at a low level — be-
low 15% in the exports and 12% in imports.

In the analysed period, the turnover of the intéonal trade in services of the
enterprises with foreign capital was charactertsedn increasing trend: in 2015 in
comparison with 2009 the value of their servicecekn total was by 120% larger,
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whilst the import increased by 68% (Table 3). la breakdown of the NACE sec-
tions the change of the service turnover was chexiaed by large differentiation, yet
—as it is seen from Table 3 — the dominating phthe sections was characterised
by an increase of the value of services exportadswl of their import.
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Figure 3. Exports value of entities with foreign capital, 2€#D15 (min PLN)
Source: own elaboration based on (GUS 2010a, 2001252 22013a, 2014a, 2015a, 2016a).
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Figure 4. Imports value of entities with foreign capital, 208015 (min PLN)
Source: own elaboration based on (GUS 2010a, 200125222013a, 2014a, 2015a, 2016a).

What requires special notice is a significantly dow in export in particular —
dynamics of the merchandise trade of foreign engapin comparison with their turn-
over in services (Table 4). Moreover, as opposgdg@ommodity exchange, the bal-
ance on trade in services of the studied entiti&s positive and — with the exception
for 2012 — it was gradually growing both as fambsolute change (from 6.2 billion
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PLN in 2009 to more than 27.2 billion PLN in 201&)d relative change — in relation
to the export value (from 16.3% in 2012 to moratB8% in 2015) were concerned.

Table 3.Value of service exports and imports in traderities with foreign capital broken
down by NACE sections, 2009-2015 (min PLN)

Exports of services Imports of services

min PLN 2009=10( min PLN

Total 846 251 70 411 25 75634 804

Agriculture, forestry and fishing 83 98 213 648 45 127 70 155
Mining and quarrying O 54 86 10014 79 316 102 130
Manufacturing 76732 92318 4449 24010 06012 99818 233 181
SElIJep(:)tIr)llcny, gas, steam and air conditioning 211 219 81 38l 6a1l 43d 1337 208
Water supply; sewerage, waste manage- 79 32 23 o9 34 54 59 179
ment and remediation activities

Construction 1095 1307 1773 162 972 1254 859 88|
Wholesale and Retail Trade; Repair | 5079 435 7404 244 4087 5774 597 146
of Motor Vehicles and Motorcycles

Transportation and Storage 8752 134 16 379 187 2050 4383 5942 290
Accommodation and Food Service Activities 11 63 34 312 157 502 97 62
Information and Communication 3615610 10981 304 4369 4530 5656 129
Financial and Insurance Activities 522756 656 126 257 1176 1198 466
Real Estate Activities 36 104 247 692 598 730 475 79
Professional, Scientific and Technical | goed g5gd11009 198 1455 1580 207 142
Activities

Administrative and Support Service 8aq 1604 2187 260 883 644 782 89
Activities

Education 16 19 41 256 8 12| 11 132
Human Health and Social Work Activitigs 28 51 124 451 7 21 35 538
Arts, Entertainment and Recreation 5 14 38 844 5| 197 173 3254
Other Service Activities 441 331 662 150 48 61] 88 183

Source: own elaboration based on (GUS 2010a, 2011a, 2012a, 2013a, 20142@HHa

Table 4.Exports, imports and trade balance of entitiels fiteign capital, 2009-2015 (min PLN)

Specification

Services

Exports (min PZL) | 31 988{M9 354.0 46 251.0 50 747.(0 55 734.0 61 835.7 70 411.1 220
Imports (min PZL) | 25 756/028 185.0 34 800.0 42 483.0 39 942.0 39 663.8 43 150.1 168
Balance (min PZL) 6232|011 169.0 11 452.0 8263.Q 15 791.0 22 171.9 27 260.4 437
Balance/exports (%) 19.5 28.4 24.8 16.3 28.3 35.9 38.7 199
Merchandise
Exports (min PZL) | 227 133053 668.0292 481.0307 880.0319 879.0336 626.9360 063.7 159.0
Imports (min PZL) | 275 638/@96 044.0335 511.0334 706.0339 355.0359 007.7376 168.5 136.0
Balance (min PZL)| -48 504012 376.0-43 030.0-26 826.0-19 476.(0-22 380.8-16 104.§ 33.0
Balance/exports (%) -21.4 -16.7 -14.7 -8.7| -6.1] -6.6 -4.5 20.9
Source: own elaboration based on (GUS 2010a, 2011a, 2012a, 2013a, 20142@HHa

In the study period, the service exchange with atbrearried out by foreign
entities, broken down by the NACE sections, wasadtarised by a high degree of
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concentration (Table 5). The export was carriedimutore than 90% by the enti-
ties operating in only five sections: Manufacturiwgth a share of 26.2% in ser-
vices export in total) Transportation and stora2ye (%), Professional, scientific
and technical activities (15.6%), Information angimenunication (15.6%) and
Trade and repair (10.2%). Exactly the same NACH@esx, yet in a different se-
guence, were responsible for more than 80% imgatvices of the studied enti-
ties. Their shares in 2015 amounted to: Manufawu42.3%, Trade and repair-
13.8%, Transportation and storage — 13.8%, Infdomahnd communication-
13.1% and Professional, scientific and technicaViies — 4.8%.

Table 5. Service exports and imports of entities with fgreicapital broken down by
NACE sections, 2009-2015 (%)

T Exports
Specification

Total 100

Agriculture, forestry and fishing 0.10.2 0.1] 0.3 0.2 0.4 1.1 0.2
Mining and quarrying 00 0.1 0.2 0.1 0.3 0.9 0.8 0.2
Manufacturing 24.0 27.9 24.4 26.2 39.1 37.4 36.9 42.3
Electricity, gas, steam and air conditioning supply 005 0.1 03 25 1.3 20 3.1
Water supply; sewerage, waste management @2 0.0 0.0 0.1 0.2 0.1 0.1
Construction 34 28 34 25 38 36 29 20
Trade; repair of motor vehicles 9.69.4 10.2 10.6 15.9 16.6 13.5 13.8
Transportation and storage 21 26.20 24.7 23.3 8.0 12.6 13.9 13.8
Accommodation and Food Service Activities 0..1] 0.1] 0.00 0.6 1.4 1.4 0.2
Information and communication 11.32.1) 12.7 15. 17.0 13.0 12.5 13.1
Financial and insurance activities n.e.6 25 0.9 1.0 34 4.3 2.8
Real estate activities 0.10.20 0.3 04 23 21 18 1.1
Professional, scientific and technical activities 714,21 16.3 15.6 5.6/ 4.5 5.0 4.8
Administrative and support service activities 28,5 39 3.1 34 18 3.6 1.8
Education 0.4 00 0.0 0.1 0.00 0.0 0.0 0.0
Human health and social work activities 0.D,1 0.1 0.2l 0.00 0.1 0.1 0.1
Arts, entertainment and recreation 0.0,00 0.0 0.1] 0.00 0.6f 0.2l 0.4
Other service activities 140,77 0.9 0.9 0.2 0.2 0.3 0.2

Source: own elaboration based on (GUS 2010a, 2011a, 2012a, 2013a, 20142C8Ha

5. THE COMPETITIVENESS OF THE EXPORT OF SERVICES
OF THE ENTERPRISES WITH FOREIGN CAPITAL

The analysis of the competitiveness of the expioseovices of foreign entities will
be carried out on the basis of the Trade Covera@g &and Revealed Comparative
Advantage (RCA) ratios. The selection of ratios #melr formulas, used for the
analysis, was determined by the availability of sketistical dataThe ratio of the
domestic coverage service import by the domestaoexof this service is ex-
pressed by the following formula:

TC; = X 100

i
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whilst the RCA ratio was determined with the usé¢hef formula:
Xi m;
RCA; = —/—
XM

where:
x; - exports value of service;
m,; - imports value of service;
X - service exports value total;
M - service imports value total.

The comparative advantage is obtained in the datbe gection for which the
TC ratio has the values above 100; in the cadeeddpplication of the RCA formula,
the value of the ratio above 1 proves the competitss in trade. The results of the
calculations are presented in Table 6. The dididhuof the TC and RCA ratio
shows, in the entire analyzed period, the presehadarge comparative advantage
in the services trade carried out by foreign esgitoperating in the following sec-
tions: Other service activities, Professional, stifie and technical activities, Hu-
man health and social work activities, Transpastaind storage, Construction, Ed-
ucation and Administrative and support servicevés. Moreover, in the last three
years of the study period, the advantage was gaindide entities operating within
the Information and communication section. Theisastwhich do not have a com-
petitive advantage in services trade are Manufmgjland Trade and Repairs, with
a large share of in the export of the entities viotieign capital.

6. THE SHARE OF FOREIGN ENTITIES IN THE POLISH EXPO RT
OF SERVICES

The evaluation of the share of foreign entitiethim Poland’s international trade of
services is difficult due to the lack of comparatstatistical data concerning the trade
exchange carried out by foreign and domestic estifihe annual publications of the
Central Statistical Office of Poland concerningdlgvity of the entities with foreign
capital (GUS 2010a, 2011a, 2012a, 2013a, 2014&a2@D16a), beginning from
2010, show — in the breakdown of the NACE sectiertbe trade values of these
companies, as divided into merchandise and sertiiads. At the same time, the
publications concerning the commercial activityabifthe entities (with the number
of employees above 9) (GUS 2010b, 2011b, 20123(20A014b, 2015b, 2016b)
reduce the statistics concerning their trade ilNAEE sections, only to the export
without the disaggregation of its total value intammodity and services export.

In this situation an attempt was made to estintateshare of foreign entities in
the Polish export of services, with a simplifyirggamption that the subject of export
of the NACE services section comprises solely sesjiwhilst such sections as: Ag-
riculture, forestry and fishing, Mining and quangj Manufacturing, Electricity, gas,
steam and air conditioning supply and Water sumgsyerage, waste management
export only the commodities. Additionally, the valaf the export sales carried out
by the services sections should be decreased bgxitmt of the Trade; repair of
motor vehicles section, as it might be supposetittitansists mainly in the export
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of goods carried out through trading companies. @drécipation of foreign entities
in the Polish export of services in total and ia tieakdown of the NACE sections,
calculated in the above way, is presented in Table

It is seen from the presented statistics thatdorentities play a very significant
role in the Polish export of services. Within thedfic years of the 2009-2015 period
they made up more than 40% of service companigbduti Trade; repair of motor
vehicles) carrying out export activity, and genegainore than a half, and in 2015,
almost 62% of the value of their income from thpark What is significant for the
service sections in general, the participationhef $tudied group in the period be-
tween 2009 and 2015 increased both with regartietoumber of exporting entities
and the value of export of services. In some NAE&isns, such as Other service
activities, Arts, entertainment and recreation,fésional, scientific and technical
activities, Information and communication, Finahead insurance activities, Ad-
ministrative and support service activities — thexsities had a dominating position
in the export activity, generating in specific yeaf the study period from 70% to
more than 90% of the total income from exportedises.

Table 6. Trade in services of entities with foreign cap#alrade Coverage (TC) and Re-
vealed Comparative Advantage (RCA) ratios brokamrdoy NACE sections, 2009-2015

HACE seors 2014

Agriculture, forestry and fishln 73168 195 305 0 59 1.20 0 58 1.63 0 10 0.55 1.87
Mining and quarrying 11 12 17 26 35 56 84| 0.09 0.09 0.13 0.21) 0.25 0.3§ 0.52
Manufacturing 76107 99 87| 93 94| 101 0.61 0.77 0.75 0.73 0.67 0.60 0.62

Electricity, gas, sttamand ail o4 g 55 53 10| 30 6027049 0.38 0.44 0.07 0.1 0.04
conditioning supply

Water supply; sewerage, wast

management 932 90| 59 35 19 84 39 1.870.64 0.45 0.30 0.13 0.54 0.24
Construction 113 139 104 149 164 131 206 0.91] 1.00 0.78 1.24 1.17 0.84 1.27
Trade; repair of motor vehiclg 7590 75| 106 106 94| 124 0.61 0.64 0.57 0.89 0.76 0.60 0.76
Transportation and storage | 427 249 277 233 248 293 276 3.44 1.78 2.08 1.95 1.78 1.88 1.69

Accommodation and Food Sger-

vice Activities 7] 120 13| 34 6| 21| 35 0.04 0.08 0.09 0.29 0.04 0.13 0.21
Information and communication 83| 98| 124 72| 141 190 194 0.67 0.70 0.93 0.60 1.01 1.22 1.19
Financial and insurance activities?03 103 64/ 38 79 98 55|/ 1.63 0.74 0.48 0.32 0.57 0.63 0.34
Real estate activities 622 14 62| 22| 42| 52 0.05 0.1 0.11 0.52 0.1 0.27 0.32
Professional, scientific and

technical activities 382 361 417 474 455 46Q 532 3.07 2.59 3.13 3.97 3.2 2.95 3.26
Administrative and support s
vice activities 95 160 249 143 150 363 280 0.77 1.15 1.89 1.20 1.0§ 2.33 1.7]]
Education 193 108 164 226 121 270 375 1.56 0.78 1.23 1.89 0.87 1.73 2.30
S;mf}gshea"h and social Wolk 416 5071 238 447 382 314 350 3.37 2.24 1.79 3.74 2.73 2.09 2.15
Arts, entertainment and recreafiorB5| 68 7| 27| 33 21| 22 0.68 0.49 0.05 0.22 0.24 0.13 0.13
Other service activities | 9191141 541 412 4691296 752 7.4Q 8.17 4.07] 3.45 3.3 8.32 4.6]]
Source: own elaboration based on (GUS 2010a, 2011a, 2012a, 2013a, 20142@8Ha

[

=




138 Elzbieta Bombinska

Table 7. The share of entities with foreign capital in ggexports in Poland, 2009-2015 (%)
Number of exporting entities Exports value

NACE sections

2009 | 2011 | 2013 | 2015|2009201120132015
Non-service sections 32.§ 32/8 3112 31.7 76433/62.6/66.7

Service sections 37.8 39.8 36/8 38.1 49%5|52.2|56.5
Service se_ctlons without sectidfrade; repair g 427 | 458| 430 439 5589.4l591]61.7
motor vehicles

Construction 25.2| 30.3 25.1 26{2 2[34.7|37.2|40.8
Trade; repair of motor vehicles 338 34{8 31.7 3R9 MW4|46.3|51.2
Transportation and storage 323 348 299 29.9 |44.3|51.1/56.0
Accommodation and Food Service Activities 5210 50.0 5Dp.0 42.9 [3D.@/36.4/20.5
Information and communication 60.0 59/3 56.7 60.2 BBI49|73.2/67.5
Financial and insurance activities 86/5 68.8 69.6 645 |99.8(71.1/59.5
Real estate activities 29.2 47/3 500 38.4 18635/58.1/52.2
Professional, scientific and technical activities 52.9 5.4 §53.1 3 b57.6/68.3/69.9|75.0
Administrative and support service activities 5719 615 54.3 56.3 |@9.876.2/63.7
Education 28.0 | 55.0| 37.0/ 39.3 17,26.0/13.5/65.9
Human health and social work activities 20(0 345 4p.0 275 |29.9/60.4/35.3
Arts, entertainment and recreation 455 60.0 2p.7 52.6 |25.6/27.0/81.4
Other service activities 66.1 80D 68[8 524 9924[74.3[85.8

Source: own elaboration based on (GUS 2010a, 2011a, 2012a, 2013a, 2014a2@¥&HaGUS
2010b, 2011b, 2012b, 2013b, 2014b, 2015b, 2016b).

6. CONCLUSIONS

In the light of the presented studies, it can lagest that the entities with foreign
capital play a very significant role on the develgmt of the Polish services export
and this role is increasing. In 2009-2015 the mEstitvith foreign capital made up
an important share of the enterprises carryingesiort activity and generated
more than a half of the income from the enterpris#al export of services.

Services play a relatively insignificant role iretimternational trade exchange
of the enterprises with foreign capital active widnd. It is beyond all doubt that
the turnover of these enterprises, export in palei¢ still have a large potential of
growth. This is evidenced by the continuing infloldirect capital to the services
sector in Poland, high dynamics of the trade exghani the studies entities, which
is higher than the dynamics of their turnover imeoaodity trade and also by the
high competitiveness of export seen in many sesveetions of NACE, which is
evidenced by the trade balance and the levels dffd_CRCA ratios.

The presented results have a very general andnpratiy character and should
be treated as a starting point for further analylsés beyond all doubt that there is a
need to carry out an in-depth research of the éxpp@ervices stimulated by the FDI
movement, and, in particular, this research shooitatentrate on the creation of spe-
cialisation and competitive advantage in the expfbitie services of a host country.
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Summary:

The paper presents a study of changes in the voloiggernational trade in services in the
world, especially in the European Union and inigegrad Group countries (V4). It also pre-
sents changes in the branch structure of intermattiservice exchange. The study includes the
years 2006-2015, which enabled an analysis of thegmted processes both before the global
economic crisis and during the crisis. The growftthe value of exports and imports of services
was observed, apart from the time of the greatesisc(2009-2010) and the last year of the
analysis, which may prove the beginnings of a ngsiscin the world trade. In the V4 countries,
Poland was the leader in trade in services in #ag2006-2015, except for communications,
computer and IT services, where the Czech Repdbliginated.
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1. INTRODUCTION

When we compare the data from 1980 and 2015, tmardics of the world
exports and imports of services was greater thamefvorld exports and im-
ports of goods: exports of goods — 807%, exporiseovices — 1220%, whereas
imports of goods — 794%, imports of services — P8F8Vorld Trade Statistics
Database, 2016). Thus, it seems justified to usetéhm “servitization” with
regard to the processes undergoing in the inteynalizing world economy, as
the service sector is playing a bigger and biggde in the development of

1 This chapter is a part of research project no. \MELKHZ/02/2017/S/7061 entitled Konkurencyjngé
migdzynarodowa w perspektywie makro, mezo i miKiaternational competitiveness from the macro, nmaesd
micro perspectivgsinanced from the funds allocated to the Facaftizconomics and International Relations of
the Cracow University of Economics in the framewoflgrants for maintaining research potential.
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economies (Kanar, 2007, p. 56; Wrobel, 2009, p. 81; Pera, 201201; Zysk,
2013, p. 435; Zysk, 2015, p. 104). In the globdlaera, the 21st century may
be not only the century of services but also thetws of services exchanged
in the international scale. The aims of this pager as follows: to present the
volumes of international flows of services (bothexports and in imports) in
the world, in the European Union and in the Viseg@&oup countries, namely
in Poland, the Czech Republic, Hungary and SlovaMareover, changes in
the branch structure of international service exgeawill be analyzed (in the
analogous geographical approach). The study withgrise the period from
2006 to 2015, which will enable to analyze the rimmed processes both before
and during the global financial crisis (2008-2009).

2. INTERNATIONAL TRADE IN SERVICES IN THE WORLD

Changes in the contemporary world economy are blosennected with dy-
namically changing international trade in servideshe era of the internation-
alization and internalization of economic activitighe described phenomena
are significantly influenced by technical progressshnological development
and, owing to the development of modern forms E#demmunications, includ-
ing the Internet, distance service provision. Thewementioned processes are
reflected in changes in the volumes of trade ivises. Table 1 presents the
value of the world exports and imports in the yex86-2015.

Table 1.Trade in services in the world, 2006-2015 (bilsaf USD, current prices*)

Year | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

Exports | 2845 | 3421| 3847 3488 3827 4427 4546 4824 50139 4826

Direction
of trade

Imports | 2665 | 3174| 3635 330 3613 4285 4437 4701 5D44 4729

*The value of exports and imports in the globales@anot equal, among others, due to discrepaincthe
application of W 120 classification introduced b&T% (General Agreement on Trade in Services)
Source: (World Trade Statistics Database, 2016).

As it can be seen in Table 1, from 2006 both thddwexports and imports of
services increased dynamically. A short-term dr@g wecorded only in 2009 (by
about 10% in comparison with 2008 in the case pbes and by about 9% in the
case of imports), when the global financial crissised by the excessive creation
of money in bank systems was spreading. Howevegadyg as in 2010, the level
of exchange of services virtually returned to thkie from before the crisis (over
3827 billion USD in exports and more than 3613idnillUSD in imports), and al-
ready a year later a steady, systematic increaganbavith peak values of both
exports (4644 billion USD) and imports (4381 bitli?dSD) in 2014. However, in
the last year of the study, the value of both etgpand imports of services de-
creased by around 6%. The lack of data for 201élpdes an attempt to determine
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the development of the situation, namely, whethisris a one-time decrease in the
value of exchange or the beginning of anothergrisi

3. THE VALUE OF TRADE IN SERVICES IN THE EUROPEAN U NION

Upon the study of changes in international tradeeivices globally, the study con-
cerning the European Union will be presented. Talpeesents the volumes of the
EU exports and imports of services in the discuyseas.

Table 2. Volume of trade in services in the European Unid®06-2015 (billions of
USD, current prices)

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

Exports | 1340 | 1622| 1797 162% 1693 1946 1987 2095 2p35 2017

Q|
e
@
=
“—
O

Direction

Imports | 1184 | 1413| 1589 1438 1467 1660 1648 1776 1P01 1736

Source: as in Table 1.

In the EU trade in services — analogously to glebahange — from 2006 to
2008, both exports and imports were systematicaligg up. In 2009, a decline was
recorded in the trade in both directions of excleaflny about 10%, both in exports
and in imports). Yet, only in 2011, one year lditem in the case of the world service
exchange, the level exceeded the values from b#ferglobal financial crisis (1910
billion USD in exports and 1621 billion USD in imp). In the following year there
was, however, another decrease in trade in seriidesth directions, and only in
2013 the level of exchange exceeded the values @M (1988 billion USD in
exports, 1663 billion USD in imports). In 2014, traues of trade — in both directions
— increased again, yet in the last year of theyaigalanalogously as in the case of
trade in services in the world, the turnoversdelisiderably, by about 10%.

4. THE VOLUME OF TRADE IN SERVICES
IN THE VISEGRAD GROUP COUNTRIES (V4)

After the analyses of trade in services in the d@md in the European Union,
the study of the four Visegrad countries will beggnted. Table 3 shows the
values of exports of services in the years 20065201

Table 3. Volume of exports of services in the Visegrad Grawuntries (V4), 2006-
2015 (billions of USD, current prices)

Country/Year | 2006| 2007 | 2008| 2009| 2010| 2011| 2012| 2013| 2014 | 2015| Total

Poland 20 | 28 35 | 28 | 32 | 41 | 41 | 44 48 43 360

Czech Republic| 15 19 23 | 20 | 21 24 | 24 | 24 25 22 217
Slovakia 7 9 9 6 6 7 8 9 9 8 78

Hungary 13 17 20 18 19 24 20 22 24 21 198

Source: as in Table 1.
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It is worth noting that in the years 2006-2015dtat Poland had the largest
value of exports of services among the studied gaficountries (about 360 bil-
lion USD). The Czech Republic took the second jmsi{about 217 billion
USD), Hungary was the third (about 198 billion USBNd Slovakia recorded the
lowest value of exports of services in the analyygears — about 78 billion USD.
It is almost five times less than in the case d&Rd, nearly three times less when
compared with the Czech Republic and Hungary. F2606 to 2008, exports of
services in the studied countries recorded a risigrgd. In 2009, the level of sales
of services went down (in Poland exports by aln2@8, in the Czech Republic
by around 15%, in Slovakia by as much as 30%, arduingary by about 10%).
The decreases were much higher than in the caeaflobal and EU sales of
services. In the years 2010-2014, exports of sesvigere systematically grow-
ing, except for Hungary where the value of expartthe years 2012-2013 was
declining in comparison with 2011. In 2015, all twuntries recorded a fall (by
about 10% on average) in foreign sales of servicasalogously as in the case of
trade in services in the European Union and wordi@wi

Another analysis concerned foreign imports of ss¥giin the Visegrad
Group countries.

Table 4.Value of imports of services in the Visegrad Gragpintries, 2006-2015 (bil-
lions of USD, current prices)

Country/Year | 2006| 2007| 2008 2009| 2010| 2011 2012| 2013 2014| 2015] Total |

Poland 19 24 | 30 | 24 | 30 | 34 | 34 | 34 37 33 297
Czech Republic| 12 14 | 18 16 17 | 20 | 20 | 20 22 19 178

Slovakia 6 8 10 8 7 8 7 9 9 8 80

Hungary 12 16 18 17 16 19 16 17 18 16 165

Source: as in Table 1.

As it can be observed, in the years 2006-2015tad, tBoland — analogously
as in the case of exports — had the largest vdlirapmrts of services among the
studied group of countries (about 297 billion USTHe second position was taken
by the Czech Republic (about 178 billion USD), Harnygwas the third (about 165
billion USD), and Slovakia recorded the lowest eatii imports of services in the
analyzed years — about 80 billion USD. As the engmber of the Visegrad Group,
the country recorded a greater value of imports thfaexports of services in the
studied period (80 billion USD and 78 billion USi2spectively). From 2006 to
2008, exports of services in the studied countéesrded a rising trend. In the
initial phase of the economic crisis (2009), theeleof imports of services went
down (in Poland by about 20%, in the Czech Repubjfiabout 12%, in Slovakia
by about 20%, and the least in Hungary, by abou}t 386cthe case of the three
described countries the decreases were much higderin the case of the global
and EU purchases of services. In the years 2014;36061orts of services in Po-
land, the Czech Republic and in Hungary were viigtst the same level, only in
Slovakia from 2012 it increased by several pergmigoints a year. In 2015, all
the countries recorded a fall (by about 10% on a&yey in foreign purchases of
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services — analogously as in the case of tradeeiictU and the world services and
in the case of exports of the V4 Group countries.

5. CHANGES IN THE BRANCH STRUCTURE
OF INTERNATIONAL EXCHANGE OF SERVICES

In accordance with the WHO (World Trade Organizgticlassification, we can dis-
tinguish three basic categories of services: tramsiurism and so-called other ser-
vices. Transport services are those for internativade of goods and for the move-
ment of people by various means of transport (edr.air transport, as well as mar-
itime shipping and inland waterway transport). Tsmrservices are socially useful
activities aiming at the fulfillment of tangible é&ntangible needs of an individual
within the scope of tourism. Other services arectminmunications, construction, fi-
nancial, insurance, computer and IT industry sesyiticensing fees and other fees,
as well as so-called other business services (agingr market research, consul-
tancy, advising, conference and others), persontijral and recreational. This part
of the paper presents changes in the branch steusftinternational trade in services
(in two directions of exchange) in the analogousggaphical approach, namely in
the world, in the European Union and in the Visddesoup (V4) countries.

6. CHANGES IN THE BRANCH STRUCTURE OF INTERNATIONAL
EXCHANGE OF SERVICES — THE GLOBAL APPROACH

The study of changes in the international branaircstire in the global approach
will be conducted in two directions of trade, naynil exports and imports, in
the years 2006-2015. Table 5 presents the subgebtianch structure of foreign
sales of services in the world.

Table 5.Branch structure of exports of services in theladyd006-2015 (billions of USD)

Category 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Market services | 2845 | 3421 | 3847 | 3488 | 3827 | 4349 | 4467 | 4747 | 5063| 4754
- transport 635 | 766 | 890 | 692 | 807 | 902 | 916 | 942 | 973 | 876
- tourism 761 | 875 | 963 | 876 | 951 | 1073 | 1113 | 1196| 1294| 1230
- other services | 1445 | 1775| 1990 | 1915| 2061 | 2218 | 2283 | 2444 | 2628| 2495

Source: as in Table 1.

As we can observe in Table 5, in the studied pegixqubrts of other services
prevailed, and tourism and transport servicesyialb In 2009, a decrease in exports
in each category of services can be seen. Expbtsudsm services (951 billion
USD in 2010) and exports of other services (20@liobiUSD in 2010) returned
fastest to the level from before the financialisri©n the other hand, exports of
transport services, obviously related to tradeomds, only in 2013 (905 billion USD)
exceeded the level from 2008 (890 billion USD)2Db14, in each of the analyzed
categories there was an increase in the foreigs sdilservices in comparison with
2013, however, as early as in the subsequent yeeaawobserve a fall of exports in
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the four studied areas: in all market servicesdnua6%o, in transport services by as
much as 10%, in tourism and other services by 386.iext analyzed direction of
the exchange of services will be imports — Tabjrdsents the branch structure of
the purchases of services in the world in the y2a@6-2015.

Table 6.Branch structure of imports of services in theldia2006-2015 (billions of USD)
Category | 2006 | 2007 | 2008| 2009 | 2010| 2011 | 2012| 2013| 2014 2015

Market services | 2665 | 3174 | 3635 | 3300 | 3613 | 4162 | 4318 | 4581 | 4913| 4611
- transport 758 | 900 | 1052 | 828 | 973 | 1112| 1151 | 1179| 1208| 1089
- tourism 694 | 802 | 869 | 793 | 857 | 956 | 1013 | 1090 | 1242| 1214
- other services | 1209 | 1447 | 1675| 1634 | 1731 | 2005 | 2062 | 2204 | 2358| 22071

Source: as in Table 1.

As we can see in Table 6, imports which prevaitethé studied period, analo-
gously as in the case of exports, were importdlwreservices, followed by tourism
and transport services. In 2009, we could see edse in imports in each category
of services. Imports of services in the categorgtber services returned fastest to
the level from before the financial crisis (173Mlidm USD in 2010). Imports of tour-
ism and transport services returned to the valom fioefore 2008 only after three
years (947 billion USD and 1110 billion USD in 2Q1th 2014, in each of the ana-
lyzed categories there was an increase in foraigthases of services in comparison
with 2013, however, already in the following yeag van observe a decrease in im-
ports in the four studied areas: in all market isey by about 6% (the same as in
exports), in transport services by as much as H)86 the same as in foreign sales),
in tourism services by only about 2%, and in o8ewices by about 7%.

7. CHANGES IN THE BRANCH STRUCTURE OF INTERNATIONAL
EXCHANGE OF SERVICES IN THE EUROPEAN UNION

As in Part 6 (the global approach), an analysishaihges in the branch structure of
international exchange of services in the EU cavéwe directions: exports and
imports in the years 2006-2015. Table 7 preserts\dih regard to foreign sales
of services in the European Union within the stddieope.

Table 7.Branch structure of exports of services in thefean Union, 2006-2015 (billions of USD)

Category 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

Market services | 1329 | 1609 | 1782 | 1613 | 1681 | 1924 | 1915| 2074 | 2216| 1998

- transport 293 | 354 | 409 | 321 | 353 | 393 | 382 | 403 | 417| 365

- tourism 319 | 364 | 388 | 337 | 334 | 389 | 377 | 408 | 424 | 367

- other services | 716 | 887 | 981 | 953 | 991 | 1069 | 1083 | 1181 | 1291| 1198
Source: as in Table 1.

As it can be seen in Table 7, exports of othericesvprevailed in the studied
period, followed by tourism and transport servides2009, we can see a decline in
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exports in each category of services — as in thigafjapproach. Exports of other ser-
vices returned fastest to the level from beforefittancial crisis (991 billion USD in
2010). On the other hand, exports of tourism sesvanly in 2013 (393 billion USD)
exceeded the level from 2008 (388 billion USD). Tl of exports of transport ser-
vices only in 2014 (417 billion USD) returned te thvel from 2008 (409 billion USD).
In the same year, we can observe the growth oigforsales of other services (1291
billion USD) and tourism services (424 billion US&¥) compared with 2013. However,
in the last year of the analysis in all the studiategories we can note a decline in
exports: the most rapid one concerned tourismeas\almost 15%) and transport ser-
vices (12%), with regard to other services it wasuh 8%. The next analyzed direction
of exchange of services will be imports — Tablegspnts the branch structure of pur-
chases of services in the European Union in thes\z896-2015.

Table 8.Branch structure of imports of services in theogaan Union, 2006-2015 (billions of USD)

Category | 2006 | 2007 | 2008 | 2009 | 2010 2011 | 2012 2013 2014 2015
Market services | 1175 | 1410 1585 | 1434 | 1463 | 1635 | 1624 | 1752| 1877 171€
-transport | 277 | 325 | 366 | 287 | 317 | 347 | 334 | 354 | 367 327

~ tourism 310 | 357 | 385 | 334 | 327 | 358 | 343 | 364 | 386| 336
- other services | 585 | 704 | 795 | 774 | 781 | 896 | 909 | 979 | 1071] 1005

Source: as in Table 1.

As we can see in Table 8, imports of other servimesailed in the studied
period, followed by tourism services and transgervices (the same as in the case
of exports). In the year 2009, a fall in importsech category can be seen. Imports
of services belonging to the category of otherises/returned fastest to the level
from before the financial crisis, but only afterotyears (869 billion USD in 2011).
Imports of tourism and transport services only @4 (386 and 367 billion USD,
respectively) returned to the value from before@EB5 and 366 billion USD). On
the other hand, in 2015 (analogously as in exparsan note a decrease in imports
in each studied category: the largest one concdéoueidm services (about 13%) and
transport services (11%), and in the case of cthetices it was about 6%.

8. CHANGES IN THE BRANCH STRUCTURE OF EXCHANGE
OF SERVICES IN THE VISEGRAD GROUP COUNTRIES (V4)

Following the analysis of the subjective issue grankd in the approach and in the
European Union global, a study was conducted ivibegrad Group countries in the
division into two directions of exchange in thelagaus time period. The V4 countries
compete on the international arena (Dgfski, Kuna-Marszatek, 2016, p. 120;
Melikhova et al., 2015, p. 12), therefore, an aoliétl element which was examined
(in addition to transport, tourism and other sesjcwere additionally selected four
categories of services: construction servicesnéiz services, telecommunications
with computers and IT, as well as so-called otlusirtess services including advertis-
ing, consulting and conference services, markearel and counseling.
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It will enable a more detailed comparison of theotibed countries and indicating
their position in relation to each other in inteim@al service exchange. The way of
presenting data will be a little different thantiire global approach and the EU ap-
proach, since the individual type of service infth@ countries and in both directions
of exchange will be separately analyzed. Tablee$ants exports and imports of
transport services in the years 2006-2015 in tisedfad Group countries.

Table 9. Exports and imports of transport services in thedlntries, 2006-2015 (billions of USD)

Category | Country/Year | 2006 | 2007

Poland 6 9 10| 8 8 11|11 | 12| 13| 11| 99

E’;ﬂgg;rt‘ CzechRepublid 3 | 4 |5 5[5 6[6[5]|5]5]| 49
services Slovakia |no datdno dat§ 3 2 2 2 2 3 3 2 19
Hungary 3 3 4 14| 4 5 5 5 6 5| 44

Poland 4 5 7 5 6 7 7 7 7 7 62

ltngcs)r? CzechRepublid 3 | 3 | 4| 3| 45|55 5] 5] 4
services Slovakia no datgno dat§ 3 2 2 2 2 2 2 2 17
Hungary 3 3 4 | 3|1 3]4]4]14| 4] 4] 36

Source: as in Table 1.

As we can see in the table above, Poland was anwbleader in the sales of
transport services, with the value of exports mdtudied period at the level of 99
billion USD. It was two times more than in the ClzdRepublic (49 billion USD)
and in Hungary (44 billion USD), and over five timmore than in Slovakia (19
billion USD). Poland was also a leader in impo&2 billion USD), Hungary and
the Czech Republic bought the studied servicesaabab the level about half as
large (42 and 36 billion USD), and Slovakia — thiieees smaller (17 billion USD).
Interestingly, we can notice that the financiasisridid not affect a rapid decrease
in exports or imports of transport services in\#ecountries.

The next analysis concerned tourism services. Tdbf@esents exports and im-
ports of tourism services in the years 2006-201BérVisegrad Group countries.

Table 10.Exports and imports of tourism services in V4 ¢oesy 2006-2015 (billions of USD)
Category | Country/Year | 2006 | 2007 |20082009201020112014201320142015 Total

Poland 7 10 11| 8 9 |10 11| 11| 11 9 97

Et’(;ﬂ?l’;; ~ [CzechRepublid 6 | 7 | 8| 7171877 7] 6] 70
services Slovakia no datdno datg 2 2 2 2 2 2 2 2 16
Hungary 4 5 6 6 6 6 5 5 6 5 54

Poland 7 7 9 7 8 8 8 9 9 8 80

”t';%cr’g; ~ [Czech Republid_3 3 | 5| 4| 4|5]| 45| 5] 5] 43
services Slovakia no datdno datg 2 2 2 2 2 2 2 2 16
Hungary 3 3 413|344 4] 4] 4] 36

Source: as in Table 1.

As we can see in the table above, Poland was aleathe sales of foreign
tourism services again, with the value of exporntghe studied period at the
level of 97 billion USD. It was by about 40% motah in the Czech Republic



International Trade in Services in the Years 200652 151

(70 billion USD), almost 50% more than in Hungaba (billion USD), and
about six times more than in Slovakia (16 billio8M). Poland was also a leader
in imports (80 billion USD), Hungary and the Czdeépublic bought the stud-
ied services abroad at the level of about half lo@8& and 36 billion USD), and
Slovakia — almost four times lower (16 billion USso in the case of tourism
services, the financial crisis did not affect ansfuin exports or imports of tour-
ism services in the V4 countries.

Another analysis concerned services belonging ¢octitegory of so-called
other services. Table 11 presents exports and npbdiservices of this group in
the years 2006-2015 in the Visegrad Group countries

Table 11.Exports and imports of services in the “other g§” category in V4 coun-
tries, 2006-2015 (billions of USD

Category | Country/Year | 2006 | 2007 [20082009201020112013201320142015Total

Poland 6 8 |12|11| 14|16 16| 16 | 18| 17| 134
Extiﬁgf ~ [Czech Republi{ 5 6 | 8|7 ]899 10]10] 9] 81
services Slovakia |no datdno data 3 2 2 2 3 3 3 3| 21
Hungary 5 7 8 819110 9|9 10| 9| 84
Poland 7 10 | 12| 11| 14| 18| 17| 17 | 18| 16| 140
'mgt?]r: ~ [CzechRepubid 6 | 7 | 8 | 8| 8 |10] 10| 10] 11| 9] 87
services Slovakia |nodatdnodata 5 | 4 | 3 3 3 4 4 4| 30
Hungary 7 9 |11]11]10[12]10]11] 11| 10| 102

Source: as in Table 1.

What can be seen in the table above is that Poleasl a leader in the
foreign sales of other services, with the valuexports in the studied period
of 134 billion USD. It was about 65% higher tharHangary (84 billion USD),
and the Czech Republic (81 billion USD), and absinttimes higher than in
Slovakia (21 billion USD). Poland was also a leageimports (140 billion
USD), Hungary bought the studied services abroatheatevel of 102 billion
USD, The Czech Republic — 87 billion USD, and Sldgaa- 30 billion USD).

It should be noted that all countries of the VisshGroup in the years 2006-
2015 were net importers in this category of servidéhe financial crisis did not
affect a slump in exports or imports of the studiatkegory of services.

The next analysis concerns one of the types ofieesvincluded in the
category of so-called other services — constructgmvices. This is an important
type of services, as it is significant for the deyenent of prosperity in many
other sectors of a national economy, influenceddber market and generates
the growth of GDP. Table 12 presents exports amubims of services of this
group in the years 2006-2015 in the Visegrad Grommtries.

As it can be seen in the table above, Poland vieadar in the foreign sales of
construction services, with the value of exporthestudied period at the level of 15.4
billion USD. It was over two times more than in @ezech Republic (6.2 billion USD),
almost four times more than in Hungary (4.2 billldSD), and nine times more than
in Slovakia (1.7 billion USD). Poland was also ader in imports (8.2 billion USD),
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the Czech Republic bought the studied servicesadldor about 4.1 billion USD, Slo-
vakia — 2.9 billion USD, and Hungary — 2.8 hillioksD. It is worth noting that in the
years 2006-2015 Slovakia was a net importer ofdhisgory of services. The effects
of the financial crisis were visible in the casdofish exports of services whose level
even in 2015 (1.5 billion USD) did not return te tralue from 2008 (1.9 billion USD).
A similar situation took place in Hungary (0.3 ioitt USD to 0.6 billion USD, respec-
tively). In Slovakia, the values of foreign salésanstruction services fluctuated from
0.3 billion USD to 0.1 billion USD, whereas in tGeech Republic the level of exports
initially went up (1 billion USD in 2010 — doubliraf the value from 2008 — 0.5 billion
USD), and then it dropped to 0.6 billion USD in 320&nd next increased again to 0.8
billion USD. In imports in each V4 country, decrea the level of purchases of con-
struction services were recorded, the biggest wees noted in the case of Hungary
(from 0.4 billion USD in 2008 to 0.2 billion USD R015).

Table 12.Exports and imports of construction services i@ ¥4 countries, 2006-2015
(billions of USD)

Category | Country/Year | 2006 | 2007 [200§2009201020112013201320142015 Total

Poland 12 | 1.6 |1.9|15|1.3|1.6|1.6|15| 1.7] 1.5 154
CE:;?:;i;n Czech Republi¢_ 0.2 | 0.3 [05[05[1.0/0.8/0.8[06[ 07 08 62
services Slovakia nodatgnodata 0.2 0.1/ 0.2 0.3|/0.3|0.2| 0.2| 0.2] 1.7
Hungary 04 | 05 |06|05/04|05|04]04]| 03] 0.3 42
Poland 05| 07 |09|13/10/07]|07]08] 08 0.8 82
C(')r:]‘gti’f;i;n Czech Republi¢_ 0.2 | 0.2 [0.4]03]0.6/0.5/0.6[0.5[ 05 04 4.1
services Slovakia no datqnodatal 0.5/ 0.4 05|05 0.4|0.2| 0.2| 0.2l 2.9
Hungary 02 | 04 |04]04]|03[02[02]02]02] 02 2§

Source: as in Table 1.

The next analysis concerns another type of seriuiohsded in the category of
so-called other services — financial services. 8 4Bl presents exports and imports of
services of this group in the years 2006-2015erMisegrad Group countries.

Table 13.Exports and imports of financial services in the dbuntries 2006-2015 (bil-
lions of USD)

Category | Country/Year | 2006 | 2007 [200§2009201020112013201320142015Total

Poland 0.2 04 |06|04(06|05|05(05]| 0.8] 0.7 5.0
El’r‘]g?]rct;‘ Czech Republi¢ 04 | 0.3 [0.4/0.3]04]0.5/04]05] 0.5/ 0.4 40
services Slovakia no datdno datal 0.3 0.1/ 0.1{ 0.1 0.1|0.2| 0.2] 0.2 1.2
Hungary 02 | 03 |04]|03]03]03]0.2]02]0.2] 02 24
Imports — Poland . 0.4 05 |108[09(09|0.7|0.7{0.7| 1.2| 1.0f 7.8
financial Czech Republlc 1.1 0.7 |11.0/{06[(05|/05|04({0.6| 1.0 0.4 6.8
services Slovakia no datqno datal 1.0| 0.5/ 0.4 0.3 0.3|0.2| 0.2| 0.2 3.0
Hungary 0.2 03 [04({03[{03[{04]0.2]0.2| 0.3] 0.3 2.8

Source: as in Table 1.

As we can see in the table above, Poland was arléadhe foreign sales of
financial services again, with the value of exportthe studied period at the level of
5 billion USD. It was by 1 billion USD more than the Czech Republic (4 billion



International Trade in Services in the Years 200652 153

USD), over two time more than in Hungary (2.4 billiUSD) and four times more
than in Slovakia (1.2 billion USD). Poland was agsteader in imports (7.8 billion
USD), the Czech Republic bought the studied sesxabeoad at the level of 6.8 billion
USD, Slovakia — 3 billion USD, and Hungary — 2.8idm USD. It is worth noting
that in the years 2006-2015 all the V4 countriesawet importers of this category of
services in spite of significant presence of BPQs{Bess Process Outsourcing) cen-
ters which often operate exactly in the finanamlustry (Sass, Fifekova, 2011, p.
1594). The consequence of the financial crisis wesible in the case of Polish ex-
ports of services, the level of which in the yedd2 (0.4 billion USD) decreased in
comparison with 2008 (0.6 billion USD). A similatustion took place in the Czech
Republic (0.3 billion USD to 0.4 billion USD, regieely), in Slovakia (0.1 billion
USD to 0.3 billion USD, respectively) and in Hung&®.3 billion USD to 0.4 billion
USD). In 2015, Polish exports of this type of seegi exceeded the 2008 level and
reached 0.7 billion USD, and the Czech one retuineithe state from 2008 and
reached 0.4 billion USD. On the other hand, Sleamakind Hungarian exports in 2015
did not return to the level from before the finahcrisis. In imports in each V4 coun-
try decreases in the level of purchases of finiseievices in the years 2009-2013
were recorded, the biggest ones can be seen asigeof Slovakia (from 1 billion
USD in 2008 to 0.2 billion USD in 2013). In 201ports of the analyzed category
of services were rising, but in the last year & #imalysis in Poland and the Czech
Republic they fell again (they did not change i ¢ither two countries).

Another analysis concerned the next type of sesvioeluded in the cate-
gory of so-called other services — telecommuniceticcomputer and IT ser-
vices. Table 14 presents exports and imports a&f ghoup in the years 2006-
2015 in the Visegrad Group countries.

Table 14.Exports and imports of telecommunications, compatel IT services in the
V4 countries, 2006-2015 (billions of USD)

Country/

Category ‘ 2006 | 2007 ‘200%200%2014201]‘201%201%2014‘2015#0&%

Year
Poland | 0.4 07 109](09|15]21[24|29]| 42| 43 204

Exports telecom- Czech
munications, 1.3 15 |20(19|1.7|23|25|27| 29| 2.6/ 21.%

computer and IT Republic
puter Slovakia |no datgno data) 0.5| 0.4 0.5 0.6|0.7| 1.0| 1.0/ 0.9 5.5
services

Hungary | 0.8 12 |1.7|17]17[18|16|18| 20| 1.8 16.3

Imports — tel Poland 0.5 08 (09|/08|15(18|1.8|21| 3.0/ 2.7] 15.8
ports —tele- = ech

communications, 0.9 13 |15(16(18|19|19|21| 20| 1.6/ 16.4

computer and IT Republic
puter Slovakia |no datgno data) 0.5| 0.5| 0.4| 0.4| 0.4| 0.8| 0.8| 0.7/ 4.5
services

Hungary | 1.0 12 |14(15|13|15(1.2|15| 1.6| 1.4 134
Source: as in Table 1.

For the first time the Czech Republic was a leadé¢he foreign sales of the
studied services with the value of exports at &éwell of 21.5 billion USD. It was
by about 1 billion USD more than in Poland (20.Hidn USD), over 30% more
than in Hungary (16.3 billion USD) and almost faumes more than in Slovakia
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(5.5 billion USD). The Czech Republic was also adker in imports (16.6 billion
USD), Polish imports were a little lower — 15.8libih USD, Hungary bought the
studied services abroad for about 13.4 billion USDyakia — 4.5 billion USD. It
is worth noting that all the V4 countries were egporters of this category of ser-
vices. Interestingly, one cannot see the effecth@ffinancial crisis in exports of
the analyzed category of services, and in impoggnificant decreases were rec-
orded in Slovakia and Hungary and only in the y@&®0-2012. The last analysis
concerns so-called other business services —matdadied in the category of other
services. Table 15 presents exports and impodsmices belonging to this group
in the years 2006-2015 in the Visegrad Group ciemtr

Table 15.Exports and imports of other business servicehenV4 countries, 2006-
2015 (billions of USD

Category | Country/Year | 2006 | 2007 [200§2009201020112013201320142015 Total
Exports — | Poland 37 | 5.4 |8.0]7.3]9.7/10.0, 9.9]10.0/10.7/10.0 84.6

other Czech Republiq 2.6 3.7 [46|4.0|4.2]|52|50|53]| 51| 4.6 44.3
business Slovakia no datqnodata) 1.4 0.8/ 0.8 1.0| 15| 19| 1.8| 1.5 10.
services Hungary 2.1 30 [36(34|39|52|43|4.4| 49| 4.5 39.
Imports — Poland 3.8 49 |6.4|53|74|82|78|83| 88| 7.9 68.8

other Czech Republiq 3.3 39 [40(39|39|51|55|5.1| 55| 4.7 44.8
business Slovakia |nodatdnodata 1.8 1.5|1.1|3.0|2.8|3.8| 3.9| 3.5 21.4
services Hungary 3.6 47 |57|54|55|6.8|56|6.4| 6.4| 5.2/ 55.4

Source: as in Table 1.

3
+P-00--00-60

As it can be sees in the table above, Poland wasguoestionable leader
in the foreign sales of other business servicet e value of exports in the
studied period at a high level of 84.6 billion USDwas nearly two times more
than in the Czech Republic (44.3 billion USD), o¥eno times more than in
Hungary (39.3 billion USD), and almost eight timmere than in Slovakia (10.8
billion USD). Poland was also a leader in impofi8.8 billion USD), Hungary
purchased the studied services abroad at the l&v&b.4 billion USD, the
Czech Republic for 44.8 billion USD, and Slovaki@2*.4 billion USD. It is
worth noting that in the years 2006-2015 only Pdlaras a net exporter of this
category of services. The effects of the financiais were not visible in the
case of exports or imports of this category of sE&Es.

9. CONCLUSIONS

To sum up the above study conducted for the ye206-2015 we can claim that:

a) in the case of international trade in servicesh@th directions of exchange)
in the global scale, in the European Union andhia four countries of the
Visegrad Group, an increase in turnovers to the 2644 was noted — with
the exception of the years of the financial cri@d09-2010); however, in
2015 the values of both exports and imports in eaetyzed case declined; it
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is difficult to find the reason for this type otwition, yet this phenomenon
may mark the beginning of another wave of crisis,

b) as for the branch structure of service exchantiesiglobal scale, in the European
Union and in the four Visegrad Group countriese-glowth of both exports and
imports of transport, tourism and other services keaorded in the years 2006-
2008; in the years of the financial crisis, turmsveecreased in each category,
except for transport and tourism, as well as espaittelecommunications, com-
puter and IT services and other business senbog$rom 2011 they started to
rise again until 2014; in the last year of the gsialboth exports and imports
dropped — which may prove the beginning of anotfere of crisis,

c) when analyzing service exchange of the Visegradu@mmuntries, we can
note a definite dominance of Poland with regardh® value of exports
and imports; the Czech Republic, Hungary and Slaédlowed; when
studying the branch structure of trade in serviegscan notice that Poland
dominates in trade in transport, tourism serviceshe category of other
services, construction and financial services; dnlghe case of exports
and imports of telecommunications, computer andgdivices, the Czech
Republic outstripped Poland in the studied period.
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Summary:

The crisis of the European Union (EU), the economic problentGreét Britain (GB) and the
launch of the country’s exit procedure from the integration groupingsint of a referendum held
in June 2016, sparked discussions on the impact of Brexit on various sphecesahic, social
and political relations. The aim of the chapter is to trgetermine the impact of the GB leaving
the EU on trade of the grouping, with particular focus on Polan€anttal and Eastern European
countries (CEECs) and the potential effects of a change isctipe of regulation of EU-GB trade
relations. The chapter reviews research of the phenomenon of &mexis impact on the EU and
GB. One has also presented the alternative solutions to etheéatelations between these entities
after GB exit from the EU. An attempt was also made tatifjethe potential effects of leaving
the European Union by the United Kingdom, primarily from the point of\ié CEECs trade.
The problems discussed in the chapter required a literatieswref the subject and subjecting the
collected material to the analysis. In the last part ofctiapter, the collected statistical material
was analysed using the basic statistical indicators, incluttieglistance measure, allowing to
compare the data obtained from EUROSTAT and ITC Trade Map.

Keywords: Brexit; trade; the European Union; CEECs; the United Kingdomat®Britain; regu-
lations of the trade; trade analysis
JEL codes F14, F15, C10, F53

1. INTRODUCTION

Great Britain is an important member of the Eurapdaion (EU), but it has had a
special status since the creation of the Economét Monetary Union (EMU).
Since the very beginning of its membership in theofgean Union, the country has

1 This chapter is a part of research project no. \MELKHZ/01/2017/S/7061 entitled Konkurencyjngé
migdzynarodowa w perspektywie makro, mezo i miKiaternational competitiveness from the macro, nmaesd
micro perspectivgsinanced from the funds allocated to the Facaftizconomics and International Relations of
the Cracow University of Economics in the framewoflgrants for maintaining research potential.
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opposed efforts to develop transnational integnatithe global economic crisis,
which has contributed to the disclosure of numeproblems in the European Un-
ion, particularly in the euro area, but also torttigration crisis and economic prob-
lems in Great Britain (GB) with low economic growthiggered a wave of social
discontent in the country and in June 2016, Brisisbiety voted in favour of leav-
ing the European Union. In March 2017, 9 montherdfie referendum, the Euro-
pean Council was informed of the intention to withel from the EU and formally
began the procedure for the country’s withdrawahfrthe grouping for the first
time, based on art. 50 of the Lisbon Treaty. Thé&ans that GB should leave the
EU until March 29, 2019, but the European Counalymn agreement with the
state, make a unanimous decision to extend thatdody the end of this two-year
period, an agreement should also be negotiatetihgeut not only the terms of
withdrawal, but also frameworks for future relasomith the European Union.

The purpose of the chapter is to try to deterntireeconditions for further EU
and GB cooperation and the potential effects ornrtue of goods after the country
has left the grouping. The analysis focused pripam Poland and selected CEE
countries belonging to the integration grouping.

2. BREXIT AND ITS POTENTIAL EFFECTS — RESEARCH REVI EW

Brexit and its implications for the EU and GB, asekatively new phenomengn
are quite often the subject of research by mangaresers of the European Union
and the United Kingdom (UK). The anticipated eféeaf Brexit for the GB econ-
omy in the short and long term were compared taattenative of staying in the
EU as well as leaving the integration grouping big tountry (Kierzenkowski,
Pain, Rusticelli, Zwart, 2016). Wielechowski ande€lz (2016) point to the most
important arguments in favour of and against Britawithdrawal from the EU,
taking into account their economic and politicahdnsions. This latter approach
is based on the concept of a new political econdrhgy also analyse the economic
and financial impact of Brexit and the EU leavingsario. Piris (2016), similarly
to Pawlas (2017) and Pera (2017), carried out atysis of possible arrangements
for regulating relations between the EU and GBralfte country left the integration
grouping.

Research on the impact of Brexit on the GB econamge also conducted
by the Center for Economic Performance and incly@edong others, the ef-
fects on trade (Dhingra, Ottaviano, Sampson & Ree8616), the flow of for-
eign direct investment (Dhingra, Ottaviano, Samp&oReenen, 2016) or im-
migration (Dhingra, Ottaviano, Sampson & Wadswo2b16).

Basing their research on the computable generdlitagun model, Boulan-
ger and Philippidis (2015) conducted an analysithefeffects of creating a free
trade area between the UK and the EU, in the coofeBrexit's impact on the EU
budget and the macroeconomic situation of the 1&ipee states, while the other

21n the 80’s XX century only Greenland, as autonasiarea of Denmark, left the contemporary European
Economic Community.
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countries were treated as one group. The artidendt examine changes in the
structure of the GB import tariff, although senasiti analysis was carried out with
regard to the increase in trade costs (Boulangh#ippidis, 2015).

Nicolaides & Roy (2017) point out in their studithe significant decrease
in the attractiveness of the GB market after legtire EU as a partner negotiating
new bilateral trade agreements and pursuing thveir tbade policies. Recent re-
search conducted by the British National InstitisteEconomic and Social Re-
search, comparing the conditions of access to ititggesmarket with the provi-
sions of the FTA, shows that GB can lose as muectbés of the volume of trade
in goods and up to 60% of the volume of trade indetVices. Non-tariff barriers,
often of a regulatory nature, that are banned éencmmon market, may, how-
ever, occur in trade with non-EU countries (Nicd&s & Roy 2017).

Research on Brexit also refer to GB’s future relaghips with other coun-
tries, particularly in relation to countries thaeamportant partners. The issues
of Brexit’s influence on further relations betwe@hina and Great Britain, as well
as between China and the European Union and ChioeEgn policy regarding
the EU’s economic policy objectives were preseriigdru (2017). The subject
of the research is also the importance of Brexitffbure US relations with the
EU and the US with Great Britain (Oliver & William2016).

Agricultural policy and its effects are also quifeen the subject of research in
the context of Brexit. Swinbank (2016) carried aatanalysis of the assumptions and
possible alternatives for GB agricultural policydathe EU Common Agricultural
Policy. Matthews (2016) also carried out studiedht@nimpact of Brexit on future
EU agricultural and food policies, and in particuda the future Common Agricul-
tural Policy (CAP), including the impact on the BUdget, as well as regulations in
the scope of CAP environment, regulations of theagti-food business, indications
for trade and trade relations (Matthews, 2016)xBend the level of direct charges
to British farmers, in the context of changes i BU-GB regulatory regime (under
the conditions of the free trade area or basindréde on the most-favoured-nation
clause) were investigated by Jongeneel, Van Begkurolijk (2016).

Among the conducted research, Brexit's impact assests for EU countries
are relatively rare. Exception may be constitutgddsearch on the impact of Brexit
on the economy of Ireland. The potential effectBredkit on the Irish economy, show-
ing the trade in goods and services, the flow pitakin the form of foreign direct
investment, the impact on the energy sector andatiog were carried out by Barrett,
Bergin, FitzGerald, Lambert, McCoy, Morgenroth, d&iehlag & Studnicka (2015).
Matthews (2015), on the other hand, shows theénfie of Brexit on trade in agri-
food products between Great Britain and Irelane pitoblems that can affect Ireland
as a result of GB’s exit from the EU are also bé@mvgstigated by Bruton (2017).

Leaving the European Union by a Member State,Heffirst time in the his-
tory of the integration grouping, and its effectsé been a subject of research for
three years. The results, although different, sttwnegative impact of this deci-
sion on the GB economy, especially in the shorhtérhe analyses carried out not
only concern the effects of Brexit, but they alsous on the procedure of leaving
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the European Union and the course of negotiatingd¢ueU relations with the GB,
as well as analysing selected sectors of the ecpnionview of the change in GB
and EU relations, the next section attempts to tifyathe potential effects on GB
trade with selected Central and Eastern Europeantiges.

3. BREXIT AND POTENTIAL CONDITIONS OF TRADE RELATIO NS
BETWEEN THE EUROPEAN UNION AND GREAT BRITAIN

Integration in the political, economic and sociahensions is a process that has
developed dynamically for more than 50 years onBheopean continent. How-
ever, since 2009, processes have been slowing dodshampering the deepening
of economic integration between countries andutther enlargement, triggered
by the internal crisis of EU integration and theistural of euro area, which, along-
side the democratic deficit, have revealed the wes of the EU security system,
including migration policy. This crisis has alsmgered disintegration tendencies
in the EU itself, the most severe of which is legvthe grouping by the GB. In
spite of the agreement reached in February 20&6;dhntry has given the oppor-
tunity to fully enjoy the freedoms of the singleniet and to guarantee the absence
of an obligation to join the euro area (Europeamr@i Meeting, 2016), and to
permanently exclude it from participation in th@gess of deepening integration
and allowing for the restriction of immigrants fraxther EU countries in the scope
of access to social welfare, including benefitogfak, 2014). Four months after it
the British society voted in favour of the UK efiiim the EU (Pawlas, 2017, Pera
2017). On March 29, 2017, after 9 months afterdierendum on Brexit, the Eu-
ropean Council was informed of this intention aodrfally began the procedure of
the country’s exit from the integration groupingskd on art. 50 of the Lisbon
Treaty (Consolidated version of the Treaty on Eaesp Union..., 2012). This
means that the UK should leave the EU until Mar8h 2019, but the European
Council may, in agreement with the state, make aniimous decision to extend
that period. An agreement should now be negotiatéanly in scope of the terms
but also for the framework for future EU relatiombis agreement is negotiated on
the basis of art. 218 of the Treaty on the Funatigiof the EU (Consolidated ver-
sion of the Treaty on European Union..., 2012). Thar@d shall take a decision
on this matter by qualified majority after obtaigithe consent of the European
Parliament. From the date of entry into force &f #igreement, the country leaving
the EU ceases to be bound by the Treaties. ThenElG& negotiations began on
June 19, 2017. Both parties accepted the termg.d@of the Lisbon Treaty, set-
ting out the structure of the negotiations, datebriorities for further negotiation
rounds, which were hitherto planned until October.

The diagram below shows previous GB’s access t&thenarket as well as
the possibility of regulating relations between Hig after Brexit. Total blackout
areas mean fully granted preferences, while ottegnesent appropriately limited
restrictions on access to the EU market (darkenduhif) or lack of such prefer-
ences in the sample agreement.
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* — Agreements with Singapore and Canada haveetatiytered into force.

Figure 1. Models for regulating GB relations with the Europé#nion after Brexit
Source: (Munro & White, 2017; Karagol, 2008).

As can be seen from the above scheme, only fulht@Bhbership in the EU
guarantees freedom of flow of goods and servicepfion of any other option
from among the possible solutions will result ilinaited access in flow of goods,
mainly for agricultural and fishery products (iMdorway). Switzerland has duty-
free access to the EU market for all non-agricaltgoods. Turkey, which creates
a customs union with the EU because it only cowelgstrial goods and processed
agricultural products, also has restricted acdessn the UK standpoint, the agree-
ment on the customs union may not be very favoartbthis country (Lea 2016).
The EU-Canada Free Trade Agreement provides fatibbtion of duties for 98%
of EU goods exported to that country. Restrictiondmport quotas will be main-
tained only for exports of certain agricultural gesdfrom Canada to the EU. In
addition, it should be borne in mind that the costaclearance at EU borders is
maintained in all proposed solutions (Springfordifdrd, & Whyte, 2014).

For GB, services are a very important part of theufe EU agreement
(Springford, Tilford, McCann, Whyte & Odendahl 2Q1Bearing in mind the ac-
cess to the EU services market, almost none adgheements mentioned so far do
not guarantee the extent of liberalization that I8 as a member of the EU. So
far, the widest range of preferences for free mamrof services is only in EFTA
countries, with the exception of Switzerland. Fritve point of view of the freedom
of movement of services, including mainly finan@aks, this is a solution for GB,
but the most expensive, including the maintenariceee movement of people,
which Britons are not necessarily interested ire Ef TA countries are obliged to
pay an annual fee for participation in the singlrket, which is intended to fund
European Economic Area and Norwegian Funds. Theeehty GB to remain in
the single market would require it to respect therkles governing its operation,
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without the right to vote in the introduction ofmeegulations. It would also re-
quire, besides the freedom of movement of goodsjces and capital, to ensure
the movement of persons, which the country is miarested in. The Swiss model
does not regulate the flow of financial servicepdmtant to GB. GB bilateral sec-
toral agreements provide the possibility of introidg new regulations, but the EU
itself may not be interested in this solution (Hotha& Quaglia, 2017). In the future
agreement between the EU and GB, priority shoulditen to maintaining a lib-
eralized exchange of services, guaranteeing maxifneedom of action for GB
businessmen in the single market, and vice verseen/¢hoosing an option that is
similar to the EFTA approach, GB membership in Bi¢ can certainly help to
respect the regulation of the Single Market. Retipria in Deep Free Trade Areas
also cover the flow of services, but the preferergranted are largely limited. The
CETA, signed with Canada, as a reference for réigglduture relations between
the two entities, introduces non-discriminationigdions, but also limits the scope
of the freedom to provide services.

Given the reasons for the Great Britain’s dissatisbn with European Union
membership that have influenced the outcome afefegendum, it seems that future
relations will be based on the creation of an iptddree trade area. The agreement
will most likely include regulating issues relatecdthe flow of goods, services, cap-
ital and people, but, according to the analysisebécted access models to the EU,
the scope of the negotiated preferences will bédancompared to the Single Mar-
ket. At the start of the negotiations, it is unlikéhat the relations between the EU
and GB will be regulated only on the basis of tHeNViwhich applies to all member
states of the WTO. Adoption of this solution wostitail, on the one hand, a signif-
icant deterioration of the conditions of accesh&EU market, as there would be no
preferences arising from EU membership, but omther hand it should be borne in
mind that the WTO tariff, mainly in the scope ofragricultural products, has al-
ready been largely liberalized and in today’s tramm-tariff instruments are much
more problematic. In this case, the free movemeaapital would remain, but bar-
riers to freedom of service would arise (HowarttQ&aglia, 2017). However, this
solution would give GB the greatest freedom anéjrhdence from the EU.

The negotiated agreement between the UK and thehguUld revise the condi-
tions and protection of competition and state @dperation on international peace,
stability and security, the fight against terrorisiooperation in the field of prosecu-
tion of crime and the fight against organized crilw@ruption, money laundering,
cybercrime, or joint actions for sustainable depaient and tax cooperation, and
contain regulations that guarantee financial stgbibr the EU. The agreement
should also introduce a dispute resolution mechafiEuropean Council (Art. 50),
2017). These issues are often taken into accotim¢iBU strategic partnership agree-
ments (Strategic Partnership Agreement betweeRthapean Union and its Mem-
ber States, of the one part, and Canada, of ttee p#rt, 2016).

The options presented for regulating relations betwEU and GB have their
strengths and weaknesses. The solution chosedepi#nd on the will of both par-
ties, and the effects of Brexit may be significaat only for the EU, but also for
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the individual Member States, and they will apdeat in the political sphere, and
then expand to both the social and economic spheres

4. BREXIT AND TRADE BETWEEN CEECS AND GB —
RESULTS OF THE STUDY

By examining the potential impact of Brexit on ERdaCEECs trade, the UK trade
analysis with the surveyed countries was conduags@ty the most important indi-
cators on the strength of trade links and the sira®f exports and imports.

The starting point for the discussion is the arialp$ importance of GB in
exports and imports of the EU and CEECs, carriddrothe following table.

Table 1. Share of the Great Britain in trade between th®fean Union and the CEECs in
the years 2009-2016 (in %)

Share of the UK in EU Share of the UK in EU
Countries and CEECs exports and CEECs imports

2009 | 2011| 2014 2015 2016 2009 2011 2014 2015 2016
European Union 6.13 569 6.18 645 635 4{29 415 B90 [3.77 |3.58
Bulgaria 3.00] 292 355 395 372 227 2B2 2|76 2.84 B.46
Czech Republic 582 548 6.17 6.37 6p2 3|54 322 327 [3.38 |3.59
Estonia 291 3.03 328 376 327 2y8 439 386 329 B.04
Croatia 349 250 229 26p 212 28 240 167 145 1.39
Lithuania 6.82| 6.49 687 7.2p 7.01 279 287 6|43 436 B.86
Latvia 438| 4.16)] 687 7.18 753 238 413 309 291 3.04
Poland 8.03] 824 828 849 829 483 394 389 411 B.99
Romania 443 448 578 591 577 3p1 321 302 3.23 PR.97
Slovakia 5.25| 4.17 6.04 6.3% 6.93 387 1)87 164 198 Pp.47
Slovenia 268 259 238 249 254 158 1/95 174 187 1.88
Hungary 6.58| 585 466 497 490 284 291 232 249 P48

Source: Eurostat (2017).

In the studied period, GB was a significant traghagner for the EU as well as
Poland (PL), Czech Republic (CZ), and Hungary (H}he case of the latter coun-
try, the importance of exports to GB decreased,dvaw by about 1.5 p.p. GB’s
export ratios were at a slightly higher level tiaports, which can be interpreted as
the presence of stronger EU trade links, includivggt of the CEE countries, which
place their goods on the UK market not being tresiipients (Table 1).

EU was a major trading partner for GB, but its ghar exports fell by
almost 8 p.p. during the period considered. In 2@l6 imports of GB dropped
by almost 5 p.p. compared with the year 2015. CE&E&= not significant trad-
ing partners for GB, although a slight increas¢higir significance was noted
during the period considered (Table 2).

Poland was the most important trading partner ofiGBie CEE group. Its
share was about one third of the CEECs trade. @earihat had a relatively high
share but lower than Poland were Czech RepubliagHry, Slovakia and Roma-
nia. These countries have been selected for fuathalysis.
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Table 2. Participation of the European Union and CEE caesin GB foreign trade in the
ears 2009-2016 (in %)

Share of the UE and CEECs Share of the UE and CEECs
Countries in the UK exports in the UK imports

2009 | 2011| 2014 2015 2016 2009 2011 2014 2015 2016
European Union 54.7349.63| 47.26| 43.82| 46.96| 48.05| 47.86| 54.62| 55.13| 51.91
CEE countries 3.0 321 332 321 362 424 451 488 Pp.19 |5.12
Bulgaria 0.09| 0.100 0.14 0.12 0.6 0.05 07 008 Q.09 0.09
Czech Republic 0.64 059 047 065 O0OJf1 1j00 1.00 .12 [1.19 |1.14
Croatia 0.09| 0.09 0.05 0.05 0.05 0.02 0J02 002 .02 0.02
Estonia 0.06/ 0.09 0.09 0.07 0.08 004 005 004 0.05 .05
Lithuania 0.07| 0.08 0.10 0.09 0.1 0.11 014 0[23 Q.19 0.17
Latvia 0.05| 0.07, 0.1 0.0y 0.08 0.09 0.09 0j10 012 0.14
Poland 120 133 124 120 139 1389 167 183 198 1.96
Romania 0.29) 029 031 033 034 0R3 0/30 035 0.38 .37
Slovakia 0.16/ 0.177 0.1%5 0.1 0.17 048 036 046 049 0.53
Slovenia 0.08/ 0.07 0.08 0.07 0.08 0.p7 0j08 0.07 0.08 p.09

Source: Eurostat (2017).

The analysis of the export and import structure wasied out in the fol-
lowing part of the paper. The study of the struetaf foreign trade was carried
out at the HS chapter level and then aggregatedesection level. Canberra
metric was used to calculate the similarity of stiwes. This indicator is cal-
culated according to the formula:

_ 1em lay—ayl
dil T mei=1 |qij+qu| (1)
where:
d; - similarity index of the export structure of the commodity group
from thei — country;
q - structure index;
i,l - countries;
Jj - commodity group;
m - number of commodity groups.

This indicator takes values from 0 to 1. The cldkervalue of the index to O,
the more similar the compared structures (Bali2RD9).

At first, the similarity between the export strugwf the CEE countries and
the EU with the UK sales structure to the EU mavka$ compared.

The conducted analysis showed the similarity of &ort structure to the
structure of goods supplied by CEECs to the EU. Sthecture of Czech exports
was similar to the UK supplies of the goods for Ht¢ market for vegetable prod-
ucts. Similarly considerable similarity can be mbie almost all countries except
Hungary, exporting to the EU market fats and oflarimal and vegetable origin.
In the case of industrial products, the similadfyexport structure was noted in the
plastic articles (Czech Republic and Hungary, sljgemaller in Poland), in the
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paper industry products (Czech Republic, PolandHumigary). Polish exports to
the European Union were similar to those of the ibKerms of machinery, me-
chanical equipment and electrical equipment. Ahgljglower degree of similarity
in this commodity group can be noted for Romanid &fovakia. In the case of
arms, the Czech sales share was very significardlation to GB exports to the
EU market. In the group of different industrial guzts, the export structure was
similar between Great Britain and Slovakia and HugpdTable 3).

Table 3.The similarity of export structure of selected Géeftintries to the European Union
market compared to the structure of GB exportih62

HS section CZ| PL |[RO | SK | HU
Live animals; animal products 0.80.35|0.36{0.47| 0.28
Vegetable products 0.12/0.32/0.55|0.42| 0.40

Animal or vegetable fats and oils and their cleavage prodeditsig)
fats and vegetable waxes

Prepared foodstuffs; beverages, spirits and vinegar; tobacco andorga
ufactured tobacco substitutes )

0.20/0.21/0.12|0.14| 0.37

0.39(0.48|0.45| 0.31

Mineral products 0.33/0.41/0.39|0.30| 0.44
Products of the chemical or allied industries 0®541|0.66|0.74| 0.43
Plastics and articles thereof; rubber and articles thereof 0.25|0.29(0.43|0.32| 0.25

Raw hides and skins, leather, furskins and artitieseof; saddler
and harness; travel goods, handbags and similar containers
Wood and articles of wood; wood charcoal; cork amticles o
cork; manufactures of straw, of esparto or of otflaiting materit0.50|0.55| 0.82| 0.53| 0.23
als; basketware and wickerwork
Pulp of wood f)r of other fibrous cellulosic ma_terlal, recoverquey 0.1910.230.41/0.36| 0.27
or paperboard; paper and paperboard and articles thereof

Textiles and textile articles 0.28|0.32/0.41]0.46| 0.45
Footwear, headgear, umbrellas, sun umbrellas, walking sticks, se
sticks, whips, ridingsrops and part thereof; prepared feathers, arti| 0.30{ 0.36/0.43| 0.39| 0.62
flowers; article of human hair

Articles of stone, plaster, cement, asbestos, mica orasiméteials;
ceramic products; glass and glassware

Natura_l or cul_tured pearls, precious or sqmme.lous metals, mets 0.7710.57/1.00l0.81| 0.85
clad with precious metal, imitation of jewellery; coin

Base metals and articles of base metal 0398|0.41{0.50| 0.42
Machinery and mechanical appliances; electricaigent; part
trereof; sound records and reproducers, televisimyge and sour|0.31(0.15{0.27|0.27| 0.37
records and reproducers
Vehicles, aircraft, vessels and associated transport equipment |0.70{0.53/0.48|0.74| 0.67
Optical, photographic, cinematographic, measuring, checking, preci
sion, medical or surgical instruments and apparatus, clock|0.32(/0.44/0.38|0.62| 0.40
watches; musical instruments, accessories

0.32/0.33/0.32/0.25| 0.39

0.29|0.36/0.37|0.25| 0.26

Arms and ammunitions; parts and accessories thereof @.04H 1.00(0.65| 0.65
Miscellaneous manufactured articles 0.8485|0.55(0.26| 0.20
Works of art, collectors’ pieces and antiques D385/ 0.68|0.78| 0.63

Source: ITC Trade Map (2017).

In the remainder of this chapter, the most impdrizammodity groups
exported from GB and CEE countries to the EU amamared.
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Table 4. The most important commodity groups being exported from the UK and
selected CEE countries to the European Union in 261

GB exports to the EU Czech's exporty Poland’s ex- | Romania’s ex-| Slovakia’s ex-| Hungary's ex-
tothe EU |ports to the EU|ports to the UE]| ports to the EU| ports to the EU

a2
21oo|058| B |lea| B lea B |ea 2 |eo Bew
S| 5% |z85| £ | 5% £ |8§F] £ |88 £ |5§F| £ | 5%
S | &S c|ET =) < 3] < o (3] < c (3] < = ) < =
n | NS | 1) 0w ) N N Ny n<=
T GER| T T T I I

a8
87 | 12.45] 2.2 87 |21.68| 87 |13.28 85 ([21.77 87 |2557 85 | 20.69
84 | 11.33] 0.3 84 |17.11| 84 |12.19 87 (15.86 85 |[21.30 84 | 19.10
27 | 9.22 0.1 85 |17.08] 85 [11.92 84 |1049 84 |12.40 87 | 17.05
30 | 8.08 0.0 73 3.79 94 | 651 94 |4.84] 72 4.26] 30 | 4.22
85 | 7.06 0.5 39 | 341 39 [492| 62 |458 27 |3.85| 39 | 3.84
88 | 5.07 0.3 94 3.07 73 | 310 40 |366] 39 [3.24| 90 | 352
39 | 391 1.5 40 2.17 27 2.73 64 2.96] 40 2.92| 40 2.53
90 | 3.55 0.3 72 2.13 40 | 235 73 |2.63] 73 2.45] 94 1.99
29 | 2.77 1.1 27 | 2.10 02 | 232 39 |232| 9% 2.15| 27 1.63
71| 1.98 0.1 95 1.98 44 | 220 90 |2.15] 76 1.59| 73 1.43

Source: ITC Trade Map (2017).

Exports from the examined CEE countries to the peam Union were char-
acterized by a high concentration of commodity goaonfirming their special-
ization. With the exception of Great Britain (65.4%nd Poland (61.5%), the
share of 10 major commodity groups represented @0&t of total exports of
these countries (Romania - 71.3%, Czech Republi¢.5%, Hungary 79.3%).
Brexit, even in the case of regulating trade retaisolely on the basis of MFN,
should not significantly deteriorate the conditiasiccess to the EU market for
goods originating in the United Kingdom, takingardgccount only the introduc-
tion of a common customs tariff relative to Britighods (Table 4).

From among the 10 major groups of goods being thgest of delivery
from the United Kingdom to the European Union, 7revéound in Hungary
and 5 in the other countries (Czech Republic, Rhl&omania and Slovakia).
In all the surveyed countries, the leading commpditoups were vehicles,

3 HS chapters noted in Table 4: 02 — Meat and ediitdat offal; 27 Mineral fuels, mineral oils and guats of
their distillation; bituminous substances; minesaxes; 29 — Organic chemicals; 30 — Pharmaceupiczad-

ucts; 39 — Plastics and articles thereof; 40 — lRulalnd articles thereof; 44 — Wood and articles@dd; wood
charcoal; 62 — Articles of apparel and clothingessories, not knitted or crocheted; 64 — Footwgsiters and
the like; parts of such articles; 71 — Natural altered pearls, precious or semi-precious stonesgipus
metals, metals clad with precious metal and adithereof; imitation of jewellery; coin; 72 — Ir@md steel;
73 — Articles of iron or steel; 76 — Aluminium aadicles thereof; 84 — Nuclear reactors, boilerachinery
and mechanical appliances; parts thereof; 85 —titat machinery and equipment and parts theremfind

recorders and reproducers, television image anddsoecorders and reproducers, and parts and aciesed
such articles; 87 — Vehicles other than railwayramway rolling-stock, and parts and accessoriesethf; 88
— Aircraft, spacecraft, and parts thereof; 90 —i€&t photographic, cinematographic, measuring ckhngy,

precision, medical or surgical instruments and amoa; parts and accessories thereof; 94 — Fuenibedding,
mattresses, mattress supports, cushions and sistiléfed furnishings; lamps and lighting fittingst else-
where specified or included; illuminated signsurtlinated nameplates and the like; prefabricatettings;

95 — Toys, games and sports requisites; parts ecesaories thereof.



The Potential Impact of Brexit on Trade betweenEheopean Union and the... 167

aircraft and fleets, nuclear reactors, boilers, maery and mechanical equip-
ment. In each CEE country, one of the three mogbontant groups was elec-
trical machinery and equipment, including image aondnd recording. With
the exception of Poland (about 38%) and Romanialtld8%), in all other
CEE countries, three commodity groups representecerthan 50% of their
exports to the European Union. In the case of GB,share of this group rep-
resented about 31% of the total exports of thimxtguto the EU (Table 4). The
relative deterioration of access conditions toEemarket as a result of GB’s
exit from the EU may result in improved competitiess of CEEC’s export
markets and increased sales of goods belongingosetgroups with the great-
est similarity in structure. It should also be boin mind that the goods traded
between GB and the CEE countries may be parts amghanents used by GB
for the production of final goods, particularly gy are commaodity groups
with a relatively high intra-industry trade share.

Further analysis, taking into account the condgiohaccess to the UK market
of CEECs products, compares the structure of CE&@srts to the UK import
structure. For this purpose, the Canberra metricalso used

The export structure of the CEE countries showesdignificant similarity
with the UK import structure. Only in the case ofeav commodity groups in
the studied countries, the similarity of structuvess noted. The greatest sim-
ilarity with the British import structure was notadthe fats and oils of animal
and plant origin for the Czech Republic and Poldapdite similarity was noted
for plastic articles exported from Poland as comagan GB’s imports as well
as paper products. Polish exports of goods claskidis mechanical and elec-
trical machinery and equipment were also charanteriby a high similarity
ratio to GB imports. In the case of goods expoftedh the Czech Republic to
GB, the greatest similarity with GB imports was oebed for artificial and
metal jewellery and precious stones. A relativaly Isimilarity ratio between
Hungarian exports and British imports was notedviarious industrial goods.
The analysis has shown that CEE exports are limdede UK import structure
to a small extent, which also confirms the low fapiation of this group of
countries in trade with GB (Table 5).

The last part of the analysis highlights the maspadrtant commodity
groups exported by the CEE countries to the Unitedydom.

Exports from CEECs to GB were characterized by iclmmable similarity of
departments and a high concentration of commodibyigs. Slovakia's exports
to GB classified in the top 10 divisions accourfathearly 92% of this country’s
sales to the UK market. A slightly lower conceritratof commodity groups
(over 80%) was reported for the Czech Republic, Ruimand Hungary. As in
the case of exports to the EU, Polish exports toNgBe also characterized by the
lowest concentration index - the qualified goodbveeed to the top 10 groups
accounted for about 67% of total exports to thaintry. On the basis of the cur-
rent tariff applied to the commodity groups, relaty low tariffs are assigned,
i.e. after a change in the EU-GB regulatory regithe, conditions of access to
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the UK market should not contribute to a significdeterioration of the CEE
market (Table 6). It should be borne in mind, hogrethat research only included
tariff measures as barriers to GB market accegsadsing potential non-tariff
barriers that are much more important in todayterimational trade.

Table 5. Similarity of export structure of selected CEEmtnigs with GB import structure in 2016

HS section CZ| PL [RO | SK | HU
Live animals; animal products 0.V8.40{0.47/0.79| 0.64
Vegetable products 0.73/0.44|0.66|0.90| 0.65

Animal or vegetable fats and oils and their cleavage prodeditsig|
fats and vegetable waxes

Prepared foodstuffs; beverages, spirits and vinegar; tobacco andorgg
ufactured tobacco substitutes '

0.04(0.28|0.95/0.90| 0.52

0.34{0.59|0.80| 0.40

Mineral products 0.83]0.74/0.93/0.78/ 0.93
Products of the chemical or allied industries 00.%9|0.85/0.80| 0.52
Plastics and articles thereof; rubber and articles thereof 0.43|0.25/0.55/0.47{ 0.36

Raw hides and skins, leather, furskins and articles thereaflesg
and harness; travel goods, handbags and similar containers
Wood and articles of wood; wood charcoal; cork and articles of
manufactures of straw, of esparto or of other plaiting masenis+0.79|0.71|0.67|0.86| 0.56
ketware and wickerwork
Pulp of wood 9r of other fibrous cellulosic ma_terlal, recoverguef 0.55/0.230.63/ 0.53| 0.76
or paperboard; paper and paperboard and articles thereof

Textiles and textile articles 0.37/0.48/0.59/0.68| 0.63
Footwear, headgear, umbrellas, sun umbrellas, walking sticks, se
sticks, whips, ridingzrops and part thereof; prepared feathers, arti| 0.46|0.42(0.75/0.76| 0.89
flowers; article of human hair
Articles of stone, plaster, cement, asbestos, mica orasiméterialg
ceramic products; glass and glassware
Natura_l or cul_tured pearlg, precious or sqmme-lous, metals, metg 0.25/0.8710.43/ 0 57| 0.87
clad with precious metal, imitation of jewellery; coin

Base metals and articles of base metal 00545| 0.63|0.74| 0.58
Machinery and mechanical appliances; electrical equipment;
trereof; sound records and reproducers, television image and|0.31|0.14{0.29/0.36| 0.38
records and reproducers
Vehicles, aircraft, vessels and associated transport equipment | 0.50|0.35/0.50|0.73| 0.60
Optical, photographic, cinematographic, measuring, checking, jprecii
sion, medical or surgical instruments and apparatus, clock|{0.52(/0.48|0.60|0.77|0.75
watches; musical instruments, accessories

0.78(0.48/0.70/0.81| 0.71

0.16|0.40|0.62|0.67| 0.36

Arms and ammunitions; parts and accessories thereof @.84] 1.00{0.99| 1.00
Miscellaneous manufactured articles 0.837(0.54/0.32| 0.18
Works of art, collectors’ pieces and antiques 500{0.73/0.96| 0.54

Source: ITC Trade Map (2017).
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Table 6. The most important commaodity groups$ being imported by Great Britain
from the selected CEE countries in 2016
Czech’s exports tg Poland’s exports | Romania’s exports| Slovakia's exports| Hungary’s exports

the UK to the UK to the UK to the UK to the UK
= o x < o « < o M < o X < o x
o |22|68| o |E8|58| o |28|58| 4 |28[58| 5 28|58
I |vw~|0O T |v~|0o T |v~|o I |v~| 0 T |v~|o
87 | 32.8| 2.2| 84| 148 0.3 8% 211 05 87 468 Pp2 (85 P49 |05
84 | 20.1| 7.2| 87| 14y 22 87 166 22 85 205 p5 |84 P14 |03
85 | 18.7| 0.5| 85| 12.7 0.3 62 196 33 27 99 1.1 |87 (43 |22
95 | 3.0 03| 94| 6.6 0.3 84 8D 03 84 463 03 PO p.3 |03
73 | 25| 04| 02| 3.6 159 94 5B 03 40 2.3 6 30 (59 |0.0
40 | 23| 06| 71| 34 0.1 4() 36 06 94 16 3 WH0 [R6 |06
94 | 19| 03| 39| 31 115 30 29 00 73 1.3 4 B9 [R3 |15
39 | 16| 15| 33| 3.0 0.5 61 2B 314 39 1.3 15 69 1.7 |15
90 | 16| 03| 44| 3.0 0.5 73 24 044 83 10 05 P4 (1.6 (0.3
30 | 1.1 | 0.0| 18| 24 0.6 9( 24 03 90 Q9 3 [76 [1.6 (16

* CDR — Customs duty rate.
Source: ITC Trade Map (2017).

5. CONCLUSIONS

Brexit and its effects on the economy of GB anaptklated entities are quite often
the subject of research. This is important becdosdhe first time in the history of
the EU, the Member State playing an important moléhe integration grouping
decided to leave it. Changing the status of GB weitjuire re-establishing trade
relations with the EU and will likely affect tratbetween the two partners. Accord-
ing to the analysis, the most probable solutiontfade relations between the EU
and GB will be the deepening of the free trade .ditezan be time-consuming to
reach an agreement on this subject, and the tnaferences obtained are signifi-
cantly limited in relation to what is currently aladle. Failure to do so may further
aggravate the deterioration in the access conditiothe EU and GB market. The
rates referred to in the article take account i3f $ituation.

The conducted research shows that the trade bet@®@emd CEECs is asym-
metric. Great Britain is a much more important ingdpartner for the CEE coun-
tries than the whole group of these countriestierGreat Britain. Examining the
export structure of GB goods relative to CEE stdebe EU market showed simi-
larities in commaodity groups at the departmental ld sections level. In addition,
there was also a significant concentration in etgp@s measured by the share of
the top 10 commodity groups in total deliverieshte EU market. A similar situa-
tion occurs when CEE exports are compared with i@@orts, but the similarity of

4 Most commaodity groups are covered with those Wee mentioned in a note 3. So only the ones wiidinot
appear in the exports of the CEECs to the EU wetedh These are the following HS chapters: 18 -e&and cocoa
preparations; 33 — Essential oils and resinoids$ypery, cosmetic or toilet preparations; 61 —é\es of apparel and
clothing accessories, knitted and crocheted; 68rar@ic products; 83 — Miscellaneous articles oélastal.
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structures is small. Among the CEE countries, tlstrdiversified structure of ex-
ports, i.e. the lowest level of its concentratioras recorded in Poland. Changing
access conditions to the UK market and introdutanidfs should not significantly
affect the volume of exports from the surveyed ¢oes to the UK, but the final
conclusions need to be taken into account in aimagyson-tariff instruments. This
study is of a preliminary nature and requires agamson of the exports and im-
ports between the audited entities at the levéh@idisaggregated data.
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Summary:

The aim of this article is to analyze energy policshie European Union in terms of energy security,
in the light of strategic programs developed iragigiinking climate goals of energy policy, treated
as a sector of key importance for the developmiotxecarbon economy. The main problem of this
article is to prove, based on the interpretatiolegél acts and program documents of the EU, ltieat t
countries which are at different levels of econodggelopment and have different energy capability
can achieve strategic aims concerning climate ametigg security in the long run. The analysis
showed the importance of energy sector in fightiith global warming. It can be achieved by diver-
sifying the systems of energy production and usinguative solutions. The effective and successful
climate and energy policy requires creating the dmmdi for energy solidarity. It can be done by
building some infrastructure as well as transfgriitmovative solutions within the scope of produc-
tion and energy distribution. Societal awarenessitath@ necessity of improving energy effective-
ness is also important. It can be achieved by arwidage of alternative sources and innovative
technology solutions which aim to reduce the presstisector on the environment.

Keywords: sustainability; sustainable development; energy policy; EU
JEL codes K32

1. INTRODUCTION

Since the end of the Word War Il a common enerdicpdas been developing
in Europe. Its current state has been shaped bynooninterests of particular
European countries strengthened by numerous ariséise international energy
market. Due to low fossil fuel deposits the Eurapéknion is highly dependent
on importing fuel from third countries. It might belated to the continuity of

1 This chapter is a part of research project No./\MEEKHZ/02/2017/S/7061 entitled “Konkurencyjo
migdzynarodowa w perspektywie makro, mezo i mikrotéinational competitiveness from the macro, mesb an
micro perspectives) financed from the funds alleddb the Faculty of Economics and InternationdhfRens of
the Cracow University of Economics in the framewoflgrants for maintaining research potential.
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supply being increasingly threatened because thelgng countries often suffer
from political and economic instability. In order minimize the risk there is not
only a need to diversify the supply sources bub &simplement investment so-
lutions related to renewable energy sources. Itlvpartially reduce the neces-
sity to purchase resources from countries outdiéeBuropean Union, but also
significantly improve the condition of natural eriment. Mining and pro-
cessing fossil fuels has contributed to a detetimneof the state of the environ-
ment particularly in relation to the constant growf the greenhouse effect. The
20th century noted a twelvefold growth of the aaliion of fossil fuels world-
wide, at the same time their mining quantities éased 34 times. Currently, an
average EU citizen annually consumes 15 tonnegsdurces and produces 5
tonnes of waste, out of which only half is recycldd a result, the constantly
rising need of limited resources contributes tin@nease and instability of prices
often bringing a danger of uncertainty of suppliest those reasons, the energy
security policy needs to be treated as the maierdébant of national security.

2. EUROPEAN UNION’S ENERGY SITUATION

During the 50 years of the European Coal and &esimunity’s existence, the sit-
uation on the common energy market has underggn#isant changes. At the early
stages hard coal held the dominant role on theggmearket since it was regarded as
a resource of a vital importance to the Union. Duea significant increase of its
mining cost and more competitive resources emefgimgnportance has been di-
minishing gradually since the 1960s. Petroleum raattdral gas have been gaining
solid positions on the energy market. These fuelgdver, are scarce within the
Union’s borders. Hence, along with the growth @fitishare in the energy production
structure, the countries’ dependence on their itripes been rising. The dangers re-
sulting from that fact could particularly be notddring the years of the oil crisis.
Nevertheless, fossil fuels are still the basishef EU’s energy balance. In 2015 the
biggest share in the EU’s primary energy balance ledd by petroleum (approxi-
mately 38%), natural gas (24%) and coal (appro%)LNuclear power constituted
12% and renewable energy — 9% (Eurostat, 201@)elforecasts of the International
Energy Agency (IEA) for 2030, the only significamedicted change related to fossil
fuels is an increased utilization of natural gad anergy from renewable sources.
The tendency of increasing gas use is a resultlebat two factors: gas emissivity
being lower than that of coal and petroleum as ala predicted depletion of oil
deposits. The documented and potential fossildapbsits currently greatly depend
on implementation of technologies allowing to niinese resources from deeper and
less accessible geological layers. It is enougfote that with, for example, nuclear
power production, introducing fast and high-tempee IV generation reactors,
which are characterized by high burn efficiencyulsiomake uranium deposits last
more than a dozen times longer than indicated bgotprognoses.
Currently, the EU imports approximately 50% of t@nsumed energy.

However, it is predicted that as soon as in 2030 prercentage will increase to
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70% (assuming that the demand increases by 25%gcikive actions towards
changing the current state are not taken.

Petroleum deposits can be scarcely found withirbtdreers of the European
Union, mostly in the North Sea, and were, until nowpossession of the UK (ap-
prox. 2% of that resource’s deposits worldwidemtans that since the UK left,
the EU has become almost entirely dependent ampiprt. The main suppliers of
oil for the EU are still the countries of the Migdtast (40% of supplies), the Rus-
sian Federation (33%) and Norway (16%yljbwska, 2010). It is important to
note that Norway’s share in the supplies is dudettrease gradually as the North
Sea petroleum deposits deplete, the reserves ahvane estimated to last for as
short as 8 years. As a result, according the opiafdhe European Economic and
Social Committee, in the coming decades, the saanite of petroleum as an en-
ergy source in the EU is due to decrease gradusdia result of actions increasing
the share of renewable energy sources in the ebhatgyce — including the 3rd and
4th generation — as well as implementing technelgelated to carbon capture
and storage, the EU’s demand for oil is due toekese by at least 50%.

In the recent years, among the EU’s energy sounatstal gas’s significance
has increased. It is estimated that from 2020 8020will be the source of more
than a half of produced electricity, which is undtadly due to contribute to the
Union’s dependence on that resource’s suppliesicpkarly while the use of coal
is lower. It is predicted that as a result, impwitt increase from 220 billion fin
2010 to over 400 billion (in the low-use variant) and even 650 billioA ¢nigh
use) in 2030. At the same time, domestic miningus to decrease considerably
from 260 billion ni to barely 160 billion (Rychlicki, Siemek, 2008).

The largest suppliers of natural gas for the EUtardérussian Federation (40%),
Algeria (30%), Norway (23%) and to a lesser dedrésja and Egypt. Russia occu-
pies the first place on the list of natural gasogtqgys worldwide. Along with the gas
purchased from countries in the central Asia, lierpurpose of further distribution,
Russia supplies 33% of natural gas in internatiade. The mined Russian deposits
transfer gas to the consumer network in the Europkaon via pipeline mains:

— The Yamal pipeline — through Belarus and PolandG@rmany with
a branch to the Baltic Sea shore.

— The Soyuz pipeline — though Ukraine, Slovakia azédh Republic to Ger-
many, with the branching Blue Stream pipeline tigtothe Black Sea to Tur-
key. Moreover, the resources from deposits in Tekistan, Kirgizstan and
Afghanistan are transited to Balkan countries (RumaBulgaria, Greece,
Serbia, Macedonia and Bosnia and Herzegovina) ¢firduzbekistan, Ka-
zakhstan and Russia (along with resources fronsitraauntries).

— The Nord Stream pipeline, which goes from the Wgbowmpressor station
in the Portovaya Bay along the bottom of the B&#éa to Greifswald in Ger-
many. The length of the undersea pipeline is 1282dut of which 1,5 km is
within Russian inland area, 121,8 within Russiamitt#ial waters, 1,4 km
within Russian economic zone, 375,3 within Finngglonomic zone, 506,4
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km within Swedish economic zone, 87,7 km within Bhrterritorial waters,
49,4 km within German territorial waters and 0,5 Wwithin German inland
area. The pipeline has two parallel lines, each witapacity of 27,5 billion
m? of gas per year (Nebras Al — Masny, 2015).

The construction of the Nord Stream pipeline ardusech controversy and
divided the Union’s member countries. The opponehtke pipeline’s construc-
tion emphasized the marginalization of the formansit countries (Ukraine, Slo-
vakia, Czech Republic, Belarus and Poland) asageihe danger of excessive de-
pendence on Russian gas, which might be used Hyubsian Federation not only
as an economic tool but also as a political onpairiicular. Although neither the
European Union nor any country (except Germanyivhiight be affected by the
pipeline’s construction have agreed to the constmof the Nord Stream 2 pipe-
line, the first technical and environmental reskhdrave begun and the whole in-
vestment is to be completed before the end of 2019.

An analysis of the specifics of natural gas tradhéctvis based on long-term
contracts binding the supplier with the customeidates explicitly that the signif-
icance of “blue fuel” is due to be high in the comidecades. In order to meet the
rising demand, it should be expected that the sbhliguid gas in international
trade will grow, as well as the number of LNG temails. Presently, approx. 40
installations for natural gas liquefaction and he@0 terminals for LNG regasifi-
cation are being constructed. It is certainly duedntribute to the development of
the LNG market, which will become increasingly coombecause of greater di-
versification possibilities and greater trade flebty (most of LNG transactions
are spot transactions) than those with traditigaal transit via gas pipelines.

A significant role in the process of Europe’s uration was played by solid
fuels. In order to meet the demand for those resmthe European Coal and Steel
Community encouraged to increase coal mining bynisgenew mines as well as
signing new long-term contracts for coal suppliBse coal industry however, at
the end of the 1960s, began its descending pHeseatise of which was the com-
petition of coal from outside of the EU and otheelé used for energy and heat
production. As a result of that process the prddaaif coal in the ECSC’s member
countries decreased considerably and the intergstroleum and gas increased.
Another reason why some countries are turning Ik that resource is the fact
that during the coal burning process, significanbants of CQ are emitted into
the atmosphere which is regarded as the main adubke greenhouse effect. It is
a dilemma related not only to energy security s &cology, climate and hun-
dreds of thousands of workplaces. Mainly for tlkegson, attempts are being made
to replace coal with energy from renewable sourdesvever, in Poland, which is
the largest producer of hard coal in the EU, thrat@ss might take even several
years. Coal plays and will play a huge role in¢bantry’s energy balance, hence
there is a need to develop solutions, which canmize its negative effects on the
environment in compliance with the Sustainable Diwaent Strategy.

The current worldwide trends of implementing lowission solutions will
moreover contribute to continuing cost-efficiendycoal-based energy production.
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Those aims are related to increasing energy «ffigiby 20% by 2020 in comparison
to the base year of 1990 and also achieving (witférsame time frame) a reduction
of greenhouse gases emission by 20% as well asasing the share of energy from
renewable sources in the energy balance to 20%deWiimulating strategic goals,
the EU will have to take into account a decreas€@f emission in the USA and
China after 2030, as a result of implementing resfiologies, as well as discontin-
uing old ones. It should then be expected thasitpaificance of coal in traditional
energy technologies will decrease until a “cleal’ctechnology (such as Integrated
Gasification Combined Cycle) is fully implemented, a result of which it will be
possible to gasify coal underground, which meansrtg hard fuel into gas which
includes hydrogen, methane and carbon oxide, whjiuring and pressing Gto
geological layers (the CCS technology). Among #search in the area of clean coal
technologies there are unique solutions relatdtetprocess of coal liquefaction being
developed. Those are supposed to make it possild#ectively produce synthetic
gasoline for internal combustion engines (World igpe2007). The infrastructure
allowing to transport, press and mine depositemiagical layers in countries using
coal for energy production should be expected t@ldp. The development of coal
technologies will contribute to a growth of inter@shydrogen, which may play a sub-
stantial role in the process of becoming a zersionm society.

Nuclear power, similarly to coal, was an integraittf the process of form-
ing of the EU. The establishment of the Europeaonit Energy Community
(Euratom) was related to a willingness to redueelinion’s dependence on pe-
troleum supplies from the Middle East. The invesitaestarted at that time, aim-
ing at constructing and maintaining nuclear powlants brought the expected
results. In the EU there are currently 131 workiegctors with a combined power
of 122,234 MW, which produced 12% of energy in 20dlEclear power plants
are working in half (14 of 28) of the Union’s coties. After the tragic events in
Japan, the EU decided to re-evaluate the conditidhe reactors in the member
countries, although such actions have been perfbgimee 1999, when Euratom
accepted, among others, the resolutions of the &ution on Nuclear Safety from
1994 issued by the International Atomic Energy Agyeat United Nations. The
Union joined the Convention on the 30th of Jan290. Moreover, some of the
European countries signed it as early as in 1994,

The current situation related to nuclear power potidn in the EU varies:
Bulgaria, France, Slovakia and Finland encouragesttoction of new nuclear re-
actors. Several EU countries renewed the debateecoing prolonging of the ex-
isting structures’ functioning, replacing or consting (Netherlands, Poland, Swe-
den and Lithuania), whereas Belgium, Germany amiiSpant to gradually reduce
or stop using nuclear power. During the recentg/atbates, the opinion opposing
the construction of new structures has been dorhimdrich could be seen in the
decision of the German government in March of 26ddcerning shutting down
seven out of seventeen working reactors. Frandeelinits actions to commission-
ing an independent administrative body, namely Nuglear Safety Authority,
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a special safety review of all reactors in termspafssibility of an earthquake,
flood, blackout or loss of cooling in order to “itéy any possible improvements”.

With nuclear power, like with other energy sourdéesye is the dilemma of
lack of self-sustainability. It particularly coneeruranium because only 2% of
the world deposits are owned by the EU, which makedJnion almost entirely
dependent on foreign supplies. However, the Eunopelear industry controls
the whole fuel production cycle, including reusiofgthe fission products. The
development of high-temperature, IV generation t@acincreases not only
safety, but also the efficiency of the plants. Wee¢ms particularly interesting
are the high-temperature, graphite-helium reactatsch supply not only the
produced energy, but also high-temperature heat fasecoal gasification as an
example. Such solutions seem to be particularlgrasting for countries owning
substantial deposits of said resource, such as@ola

Between 2004 and 2014 (except 2011) the countfideedEU-28 noted evi-
dent growth dynamics in the amount of energy fremeswable sources. For the
EU-28 it was highest in 2010 and amounted to 11(8% Poland — 13.7% in
2012). In the case of primary energy acquisitiogeneral, in the countries of the
EU-28, in the range of alternative energy, thedrendecreasing. Between 2008
and 2014, the share of energy from renewable seurcthe primary energy in
general increased from 16% to over 22% in the EWf&8n 7.6% to 11.4% in
Poland). At the same time, primary energy acqoisitrom non-renewable
sources increased by 29% in the EU-28 and by 57Peland, so the growth rate
of green energy, as compared to conventional fieitldy insufficient. The leader
in terms of renewable energy’s share in the natienargy mix in 2014 was Swe-
den, with a share of 52.6%, then Latvia and Finlébmth 38.7%). These were
followed by Austria (33.1%) and Denmark (29.2%)u@ties with lowest shares
were Luxemburg (4.5%), Malta (4.7%) and Hollancb$). Bulgaria, the Czech
Republic, Estonia, Croatia, Italy, Lithuania, Rongafrinland and Sweden already
achieved their desired goals for 2020 in 2014. Detrand Austria are closest to
their goals (approx. 1 percentage point), whilenEea Holland and Ireland are
furthest (8.7, 8.5 and 7.4 percentage points résedg). The share of renewable
energy in the final gross energy consumption innGary in 2014 — despite their
almost 30% share in the energy production mix — erdg 13.8%, while the de-
termined goal for Germany for 2020 is 18% (EurqQs281.6).

Rational use of non-conventional resources is drieeovital components of
sustainable development (Urbaniec, 2015), whicldgieneasurable energy and
ecology related results. It contributes not onlatoimprovement of the environ-
ment’s state, due to a reduction in emission aaghtbduced waste, but also results
in constant resource reproduction. It is assumatliththe coming years a signifi-
cant development of photovoltaics will be noted. )20, new photovoltaic cells
will be supplying as much energy as 7.77 millionrtes of petroleum (Mtoe), as-
suming that 1 tonne of petroleum yields 11.63 M\Werergy. In 2014 solar energy
production constituted approx. 10% of total rene@&mergy in Europe. It was the
third main source of energy preceded by water and energy.



The European Energy Policy and its Influence oriiversification of the... 179

As can be seen in the report (Renewable energuriopg, 2016), the develop-
ment of renewable energy has already contribut&@cemission’s reduction of 388
Mt (which is 1% of the world production). It can best observed in the electricity
sector, the share of which in the total emissiaasisnuch as 75%, while the share of
the logistics sector is estimated to be only 9%ission. The report explicitly indi-
cates that the utilization of renewable energy umoge gradually grows, but at an
insufficient rate. However, it was observed thatfie first time the utilization of fossil
fuels decreased by 110 million tonnes of petroleguonvalent (Mtoe) in 2014.

A systematic growth of renewable energy investmertst effectiveness,
along with developed distribution networks will gide more energy stability elim-
inating the risk of events such as blackouts. Meeeca technological revolution
in the energy sector will contribute to a developmef the remaining sectors of
the economy, including energy agriculture, whictré@ases the utilization of agri-
cultural fallows as well as environmental wasteow&h will be noted in the use of
energy cultivation as well as other plants suchlgae, which need phosphates or
carbon dioxide in order to grow and can ultimatedyused for biofuel production.
Water is undoubtedly a resource, the significarfoshach is due to rise continu-
ally. In the situation when its deficit is constgnising, and its quality decreasing,
the deposits of drinkable water may become a cafiseimerous conflicts and
competition among nations (Renewable Energy in geir@016).

The European Union’s energy balance in general doeseflect the specifics
of energy balances of particular member countties, varied nature of which
makes it more difficult to formulate a common enemplicy, at the same time
contributing to a lack of internal consolidatiorhel Union’'s members differ in
terms of energy balances’ structure, the degredepéndence on import and the
level of diversification of energy suppliers. Thajority of EU countries base their
energy balances mostly on petroleum, among otBamany, Spain, Italy, Aus-
tria, Ireland and Holland. Natural gas is the séomost important resource being
the dominant fuel in the energy balances of fiventes: Holland, Romania, Hun-
gary and Great Britain. For Poland, Estonia, thed@zZRepublic and Bulgaria, the
base of their energy balances is still coal. Twell/éhe member countries do not
own nuclear power, which is the base of energy yetidn for: France, Slovakia,
Belgium, Hungary and Sweden. The islands of Cypn Malta are entirely de-
pendent on resource import. A very high degreenpiort dependence can be noted
in Spain (81% of consumed energy), Italy (84.5%¢laind (89.5%), Slovakia
(69%), Bulgaria (52%) and France (51%). Poland’sedelence on import is the
lowest among the Union’s members (excluding Denmaltich is a net exporter),
followed by the Czech Republic (25%) and Roman2¥4R (Eurostat,. 2016)

A significant problem of Middle Eastern Europe’suatries, which means
mainly the new members of the EU, is dependencenensupplier: Russia. The
supplies of natural gas from Russia constitute % as consumption in the
Czech Republic, 100% in Slovakia, 54% in Hungadf67in Austria, 96% in
Bulgaria and 47% in Poland. (Eurostat, 2016)
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In order to achieve the desired security level Uh@on has to face the chang-
ing world situation related to the growing monopation of the energy market,
alongside with competition over resources, i.aa assult of depletion of low and
average-size resource deposits and the fluctuafisasource prices. China and
India are becoming important competitors for theéddras they increasingly pen-
etrate the resource markets of the Union’s curasuatt potential suppliers (North
Africa, the Middle East and Central Asia). It igiemted that by 2030 the energy
absorption of Chinese and Indian economies wilkdsponsible for half of the
world’s energy demand growth, which will rise frahe current level by approx.
55%. As a result of depletion of the world’s depsmsihe said resources will in
time be accumulated within territories of sevemlmtries, which will increasingly
shape the resources’ prices. The competition oNemal natural gas deposits in
the Arctic is also due to intensify because Denmbidrway, the USA, Canada
and Russia are struggling to claim their rightshiose deposits. It was shown by
those countries’ earlier actions, which aimed aidating that the Lomonosov
Ridge is an extension of their continental shelfife Tvarming climate and melting
glaciers can, according to geologists, uncoveriptsly hidden oil and gas de-
posits, constituting even 14% and 30% of the werldiposits respectively. Re-
gardless of those factors it should be expectetdtiiganumber of LNG terminals
within the borders of the Russian Federation aestdgrow, which will be a result
of worldwide trends related to the growth of the a$ gas and Russia’s willing-
ness to remain the leader on this market.

Secondly, in the relations with the EU’s main sigrgl particularly with Russia,
which is the largest single supplier of gas andmthe EU (40% and 33% of EU’s
import respectively), there are numerous problemsasiues emerging. Although the
Union receives 60% of Russia’s gas export, théioalabetween the parties are tense.
Taking into account the degree of mutual dependersiieg fuels has become a vital
mechanism of foreign policy. The Russian compargp@an, being an exclusive gas
exporter, has often been used as the Kremlin'sito@lations with other countries.
Energy crises between Russia and Ukraine in 200@@89 undermine Russia’s po-
sition as a reliable partner. Moreover, the mamehich Russian companies operate
is far from European standards. Gazprom abusderiténant position, aims at main-
taining control over gas import from Central Aslags not use transparent price pol-
icy and uses various proxy companies in order o gssets on European market, at
the same time limiting access to its own assetffeign investors.

Thirdly, an unfinished liberalization of the intairenergy market still remains
a challenge. The attempts thus far made by thepEaro Commission, particularly
a proposition of “unbundling” of production, dismtion from industry, have encoun-
tered severe objection of several member courftrie<sermany and lItaly). The said
countries argued that by conducting the separdtiey, are weakening their position
in negotiations with producer countries, where gnexport is often monopolized by
the state. The strategic nature of fuels for thimnal security results in the fact that in
the majority of the EU countries, at least pathefenergy industry remains in posses-
sion of the state. In current conditions it is kelly that said countries would waive
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their control over energy sectors in favour of Bels or commercial entities. Those
concerns make market liberalization much morediifj and it would give consumers
a complete freedom to choose a supplier, followetirba longer time-frame) prices’
optimization and a better energy security. Euroggammission (2006).

3. EUROPEAN UNION'S ENERGY SECURITY POLICY

The idea of a common energy policy emerged in 1@6¥n members of the Eu-
ropean Economic Community signed a protocol coriogractions necessary to
formulate the policy’s common rules. But until thetbreak of the oil crisis, no
constructive actions had been taken, except oblig#tte countries to maintain oil
and petroleum product reserves on a level equivate65 days of average daily
use in case the supplies stop. A breakthrough eanfete as in the 1980s, when as
a result of oil crises the prices of petroleum srdg and drastically rose. In re-
sponse, in 1974, the European Committee preparega@t on common energy
policy and a long term action plan for the nextygars. It assumed a reduction of
fuel import from 63% to 40%, including petroleurort 98% to 70%, and reducing
energy consumption by 15% (Council Resolution, 3975

In the 1980s two resolutions were passed, detengnittie level of oil con-
sumption per GDP unit, reducing the share of petnol in energy consumption
and increasing the share of renewable energy ierbegy balance. The works on
energy market integration started to intensify @e las at the beginning of the
1990s, when propositions related to energy maiketdlization were presented.
In 1995 the European Commission issued a greemn pafidedTowards European
Union’s energy policywhere it was emphasized that the only effectiag w en-
sure competitiveness of the Union’s economy andggngecurity, is a complete
liberalization of electricity and gas markets. Toeument also mentions extending
goals by environment protection against harmfuée of producing and distrib-
uting energy. As stated, the actions of the Uniooud be aimed at further diver-
sification of energy sources, securing funds irea#sa crisis, increasing proximity
of energy policies of the members countries, fiaf the establishment of a com-
mon energy market and support programmes relatgaoimoting the European
approach to the international energy cooperatibob(oczyiska A., 2003)

The Treaty establishing the European Union signddaastricht on the 7th
of February 1992 was the first union document tot@io legal regulations related
directly or indirectly to energy production. Thetemxsion of the Union’s activity
by energy production was reflected in the firstateg article 3, item 1 letter “u”,
which provides, on conditions and in accordancé e schedule estimated in the
Treaty, assets for the areas of energy produatiwih protection and tourism. The
letter “0” of said article also indirectly refers ¢nergy production and encourages
completing the Union’s goals by creating and depielg trans-european networks,
including energy networks. A reference to energydpction can also be found in
the “natural environment” chapter, which postulatespleting goals related to



182 Stanistawa Klima

environment also by choosing a member country amvanigus energy sources in
creating the energy balance. (The Treaty, 1992)

Subsequent considerable changes in the Union’gemalicy were brought
by the 96/92/WE directive from the 19th of Decemb®86 concerning common
regulations of the internal electricity marketintluded i.a. regulations related to
production, transfer and distribution of electgcand the nature of organizing,
functioning and access to the electricity secttve $aid directive allowed author-
ized third parties to access the electricity neksdreferred to as TPA — Third Party
Access), allowing consumers to freely choose thaplier regardless of their lo-
cation. Moreover, the directive obliged the memtmintries to appoint independ-
ent operators of transit systems and obliged tleefulfil requirements concerning
public service providers such as: guarantee, quatit! price of supplies, environ-
mental obligations and providing access to theiserfor potential customers in
a given area. At the same time, system operataranhbe responsible for safety,
reliability and effectiveness of the systems. Tiheetof the directive’s implemen-
tation was not identical for all of the Union’s ctties. The exception applied to
three countries, namely Belgium, Ireland and Greand due to the specifics of
their markets, the allotted time was longer. (Lot @ichalski D., 2000)

During the European Union’s summit in Lisbon in Q0@ general plan of
competition and economy development, so-calleddrisBtrategy was adopted. Its
purpose was to create the world’s fastest growaognemy. The plan also included
issues related to integration and liberalizatiothefpower and gas sector. The Eu-
ropean Council asked the Union’s countries andtirigins to make energy market
freeing faster, while the European Commission psepa full liberalization of the
energy market by 2004. During the summit of theopean Council in Stockholm,
a disagreement with the proposition from Lisbon waiked by France, which
strongly opposed the imposition of liberalizatiozadlines, at the same time indi-
cating the first differences in standpoints towatttls Union’s assumptions. Alt-
hough the most important assumptions of the styatege not achieved, it should
be emphasised its positive influence on the camsisteduction of greenhouse
gases emission, decrease of the economy’s energuption and a systematic
growth of renewable energy’s share in the totatgneroduction.

The next stage of forming the Union’s common engxgljcy was publishing
a green paper entitled European Strategy for Sustainable, Competitind Se-
cure Energyby the European Committee in 2006. (Green Paf}6)2 The said
document defined six priorities related to energydpction: forming of electricity
and gas internal markets, security of energy sappdiustainable, effective and var-
ied energy structure, preventing global warmingp@ring a strategic technologi-
cal plan for the energy sector, working out a cstesit common external energy
policy. Most of the propositions found in the do@mhwere accepted by the mem-
ber countries, but non-governmental organisatiqmessed their criticism. The
main objection was related to overgeneralisatioth thie priorities not being for-
mulated precisely. In response, the European Cbadapted an Approximate List
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of Actions for the European energy policy in thensayear. As a result, the Euro-
pean Committee issued a statement to the EuropaamcC and the European Par-
liament, entitled: the European energy policy. Paekage defined the key aims,
the realization of which will allow to meet the tegements related to greenhouse
gases emission, energy supplies security, redubmglependence on import and
forming an internal market. On this basis, the Beafdstates and governments ac-
cepted an action plan related to energy in 200¥efined the following goals:

— Reducing the emission of greenhouse gases by 2@aatyin relation to 1990.

— Increasing energy-efficiency and effectiveness @62y 2020.

— Development of new technologies and increasingstiare of renewable
energy sources in the total energy production ;mEt by 20% by 2020
(Energy Strategy, 2007).

Significant changes in the functioning of the eger@rket were brought by the
treaty on the European Union’s functioning, soezhllreaty of Lisbon, which came
into force on the 1st of December 2009, and forfitise time distincted a separate
title related to energy production. The Union, &gesl in the document, is tasked
with securing the functioning of the energy magad the security of its supplies. At
the same time, it should support energy effectisgrenergy efficiency, development
of new and renewable energy sources and the netanakctions among networks.
The treaty clearly defined the area of competeetaad to actions in the energy
sector. Establishing competition regulations nearysfor internal market function-
ing belongs solely to the European Union. The ramgicompetences in the area of
energy, environment, internal market and the tEun®pean energy networks were
to be shared between the Union and the memberreeint

This issue brought up the first clear differencemag the Union’s member
countries. As a result of Germany and France’sspires an additional, less intru-
sive for monopolistic companies, solution for thgue of separation was accepted.
It appointed an independent transit operator (ITPJrsuant to the package,
Agency for Cooperation of Energy Regulators (ACER)s established, the pur-
pose of which was coordinating the activity of asations, gas transmission sys-
tem operators (ENTSOG) and electricity (ENTSOE)if purpose was i.a. imple-
menting the same procedures in all member couritriessis situations.

An issue equally important for the common marketéd out to be working
out uniform mechanisms of energy solidarity, whiehlized the contents of article
100 of the Treaty of Lisbon, established on thé&ative of Poland. As a result,
works on regulations concerning gas supply secwéye started. The European
Parliament Committee on Industry, Research anddynéssued a report, which
proposes obligating the Union to react in casedéity supply is cut by 10% in
regions, which are designated by the regulatio®420 case of the whole EU).
Additionally, in case of a state of emergency, ¢daa are to guarantee mutual
access to storage installations. Those decisiayetthe process of forming energy
solidarity mechanisms.
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It was expected, that the Treaty would lead to foghan effective emergency
reaction mechanism, by expanding the cross-boreievarks among countries, as
well as increasing the reserves, which could bel irsghe Union’s countries in
case of an energy crisis. The process of crisigtimrain case the fuel supplies to
the European Union underwent a redefinition. Iralinal interests of particular
countries signing long-term contracts with Russiawsd be replaced by solidarity
and a unified voice of all the Union's members. Qas crisis of January 2009
between Russia and Ukraine clearly showed thaEthiepean Union is incapable
of achieving long-term strategic goals in the raafjenergy security and ensuring
supply security on union level for all the membeuiatries.

As a result of the adopted resolutions, it becameenssary to increase the
funds for energy-related projects: development e energy infrastructure
(modernisation of the existing pipelines, constimttof interconnectors, con-
struction of strategic pipelines such as Nabucoo)ncreasing the number of
LNG terminals. International climatic obligationave to lead to the develop-
ment of the CCS technology and increasing the sbéreenewable energy
sources, while improving energy effectiveness, ifig@an increased interest in
the development of “energy recycling” at the samet

The European strategy for climate-energy secusityuirrently based on the
so-called third energy package accepted in 2008.dgdals of this package were
also included in the “Europe 2020” strategy andengalled “2020-20 Program”.
It assumes lowering greenhouse gases emissiomaisiog the utilization of re-
newable energy and improving energy effectivengs®d20. The future of UE’s
energy policy was first defined in the so-calle®@@nergy roadmap, establishing
the framework of long-term actions in the energgdurction sector, and then in
the European Commission’s announcement from Jan2@ty, which defined
plans for a shorter term, namely the years 202@208e two basic goals were
further reduction of greenhouse gases emissionrmnelasing the share of renew-
able energy. The remaining key issues mentiongdderannouncement included
improving energy effectiveness, ensuring competigwnergy prices, completing
the construction of an internal, fully liberalizedergy market and improving the
security of supplies, taking into account eliminatof events when member coun-
tries are isolated from electricity and gas netwoilthe above resolutions are sup-
plemented by the European energy security strafEgyopean strategy, 2014),
which is assumed to constitute an integral pathefEU’s energy strategy until
2030. Binding targets on union level are related to

— Reducing internal emission of greenhouse gase®xy 3y at least 40% in com-
parison to the level noted in 1990 (reformed emisgiading system — ETS).

- Increasing the share of energy from renewable ssuirt the energy con-
sumed in the EU to at least 27%.

- Improving the energy effectiveness in 2030 in timoant of 27%.
The member countries were obliged to achieve tbeaboals, and were left

with a choice related to establishing their ownhieigstate goals. The conclusions
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once more emphasized the realization of an intesnaigy market and appointed
tasks for the European Commission and the unionbmesirelated to intersystem
connections with the European electricity and gawarks. Further actions aiming
at reducing the EU’s energy dependence and incigdis energy security were
also approved. A vital element of the new framewafrihe climate-energy policy,

included in the above conclusions is a reformedagament system, which is to
allow a better coordination of state politics angport the development of regional
cooperation among member countries.

4. CONCLUSIONS

Europe has made huge progress in the processatligsing of an internal energy
market with an improved connection network, dedéreaenergy consumption and
realizing a sustainable energy mix. However, tiseids of energy security are too
often raised only on country level and do not fiilite into account the mutual de-
pendence of the member countries. The key to inipgosnergy security is, firstly,
a more collective approach, based on a well-funetginternal market and a better
cooperation on local and European level, partigularcase of network development
coordination and markets opening, and secondlygra igonsistent external activity,
related to resource import. At the same time, itésessary to realize that ensuring
energy security is an essential element of the fighinst global warming.
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