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Abstract

The paper considers the effects of trade expansion between the EU and the Central &
Eastern European Countries (CEECs) on France. Taking a political-economy perspective,
we attempt to detect potential demand for protection at the sectoral and regional level.
Recent aggregate figures for trade and direct investment are reviewed, showing that
French trade relations with the CEECs have as yet failed to expand by as much as a
simple gravity relationship would predict, while French direct investment in the area
remains small. The paper then considers disaggregated trade data; simple trade expansion
simulations are carried out suggesting that job creation and destruction at the regional
level is likely to be marginal. The paper closes by drawing a comparison with France's
adjustment to the EU's 1986 Southern enlargement (to Spain and Portugal), showing that
fears of job losses turned out in that case to be largely unfounded, while Spain attracted
significant amounts of French direct investment.

TEL Classification Numbers: F14, F15, F16
Keywords: Economic integration, Trade protection, France, CEECs.

* Revised version of a paper prepared for a workshop on Foreign Trade of Central and Eastern
Europe, Brussels, April 14-15, 1994. We thank the CEPR for financial support through a grant
from the European Commission; Riccardo Faini, Carmela Martin. Richard Fortes and seminar
participants for comments, and Joan Pierce for comments in the preparatory stages and for help in
access to EC data. We thank Jose Sastre Descals for logistic support.



Table of Contents

I	 INTRODUCTION
H RECENT AGGREGATE TRADE FLOWS AND SOME PROJECTIONS

II.A TRADE
II.A FOREIGN DIRECT INVESTMENT
'LC TRADE PROJECTIONS

HI FRANCE-CEEC INTRA-INDUSTRY TRADE PATTERNS
IV THE POLITICAL ECONOMY OF ADJUSTMENT: POTENTIAL

EMPLOYMENT PRESSURES AT THE REGIONAL LEVEL
V RETROSPECTIVE LOOK AT FRANCE'S ADJUSTMENT TO THE

SECOND ENLARGEMENT
V.A INCOME CONVERGENCE
V.B FOREIGN DIRECT INVESTMENT AND BILATERAL TRADE
BALANCES
V.0 SECTORAL TRADE PATTERNS

VI CONCLUSIONS
REFERENCES
APPENDIX 1 Calculation of employment effects at the regional level
APPENDIX 2 Intra-industry trade indices
APPENDIX 3 Tables

2



Non-technical summary

Since the end of the Cold War, the EU's response to membership requests from Central
and Eastern European Countries (CEECs) has been to negotiate bilateral trade agreements
(the Europe Agreements, or EAs) with six countries: Bulgaria, the Czech Republic,
Hungary, Poland, Romania, and Slovakia. Negotiations are underway with other
countries, notably the Baltic States. While the long-term perspective, as set by the 1993
Copenhagen Summit, is eventual membership of the CEECs, the EAs presently represent
only modest steps in the direction of trade liberalization. Agriculture is left out, while
contingent protection severely limits the practical meaning of liberalization measures in
steel and chemicals. In textile and apparel, the CEECs have obtained only marginal
preference over what every developing country will obtain as a result of the gradual
phasing out of the MFA negotiatied during the Uruguay Round. Therefore the benefits of
the E.ls are likely to lie not in liberalized trade in goods, but in freeer movements of
services, capital and --- with obvious limitations --- people.

The transition period under the EAs will be crucial for the future of European
integration and, more importantly, for the transition underway in the CEECs. Indeed, even
though much of the future of these nations lies in their hands, setbacks during the
transition period under the EAs would not only retard membership, but could also be a
destabilizing factor during the CEECs' transition to market economies. Two kinds of
potential setbacks are on the horizon. One, in the hands of the CEECs themselves, relates
to their own efforts at adjustment and to the difficulty of maintaining for a sufficiently long
period the necessary austere policies. The second, not in their control, relates to the
impact of their policies and their recovery on EC countries. In particular, an import surge
from the CEECs would be likely to raise the demand for protection among EC members,
although the EU has had up til now only a small trade deficit with the CEECs and it is
anticipated that the CEECs will offer wide opportunities for foreign direct investment.

This paper focuses on the second set of issues and looks at the adjustments and
opportunities that are likely to occur among EC members during the transition period
under the EAs, taking a case study approach to detect the likely long term effects of
CEEC integration for France, a typical wealthy EU member. From a political-economy
perspective, demands for protection from CEEC exports which could potentially slow
down or reverse the liberalization process might arise from fears of economy-wide job
destruction or from sectoral trade disruption that would be also concentrated regionally.
At the aggregate level, trade with the CEECs represents a small share of France's extra-
EC trade, with less than 6 % of the total on both the export and import sides. While such a
small share is typical of the EU (although lower than the EU average), French trade with
the CEECs is more slanted towards the ex-Soviet Union than the EU average, and French
import growth from the CEECs since 1990 has been slower. Projecting recent trends into
the future would lead in the case of France to net job creation, as France's trade deficit
with the CEECs has been narrowing since 1990. On the other hand, using the results of
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Baldwin's (1994) estimation of a gravity equation for CEEC-EU trade to simulate the
growth of French trade with the CEECs leads to small job destruction (3000 jobs
destroyed nationwide). Furthermore, FDI figures show that French firms have been less
than eager to invest in the CEECs, as French cumulative direct investment in Eastern
Europe totaled in 1992 little more than 3 billion dollars. Disaggregate figures showing job
creation and destruction at the sectoral and regional level suggest no peaks, with regions
depending on meat and dairy exports coming out winners in a simulation projecting past
trends.

Some similarities appear with the second EC enlargement to Southern European
countries. The threat of Spanish competition in labour-intensive and agricultural products
aroused protectionist fears in France which were echoed by recent reactions to trade
liberalization with the CEECs. However a brief review of the evidence available suggests
that from a mercantilist point of view France turned out to be a beneficiary of the Iberian
integration, developing trade surpluses in agricultural and other products. While little
income convergence took place before the accession of Spain and Portugal to official EC
membership, after 1986 both income convergence and EC (and French) FDI flows
accelerated markedly. Extrapolating to the current situation of the CEECs and bearing in
mind that if the gravity model is to be believed, Spain represented at the time of its
accession a larger potential for disruption than the CEECs for France, the prospect for job
destruction and consequent demands for protection against the CEECs is not very strong.
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"A quoi scrvirait-il aux pays d'Europc ccntralc ct oricntalc dc pouvoir Ocouler Icur
production de fruits ct legumes frais sur des marches brisós, casses, ct en fin de comptc
pcu remuneratcurs Ccs interrogations doivcnt conduirc a considercr ccs accords avec la
plus grandc reserve."

Rapport Arthuis, Scnat, Juin 1993, p. 89.

I Introduction

Since the six founding members set forth the goal of a common market in Europe
at the Treaty of Rome, the EC adjusted to two well-spaced enlargements. But, after
turning South on its second enlargement, and recently bringing in most of the EFTANs,
the profound changes in the political and economic landscape brought about by the end of
the cold war have raised the issue of the pace and future steps of European integration.
The EC's response to membership requests from Central and East European Countries
(CEECs0 henceafter) has been to negotiate bilateral EU-CEEC Association Agreements,
the so-called Europe Agreements (henceforth EAs), with six countries: Bulgaria, the
Czech Republic, Hungary, Poland, Romania and Slovakia. Negotiations for an association
agreement with Slovenia are under way, with others with the Baltic States to come
following bilateral accords for free trade areas. 1 At its Copenhagen summit of 1993, the
European Council also opened the door to eventual EU membership for those CEECs that
wish to become Union members. In principle, if they so wish, the CEECs will thus
eventually become EU members. At the same time, under the encouragement of the EU
and EFTA nations, a growing number of CEEC-CEEC Free Trade Agreements (FTAs)
have been (or are being) signed, 2 with the result that, with the exception of agricultural
and services trade, European trade should soon be free of trade barriers.'

0 The CEEC-12 and their population and 1991 dollar income per capita (when available) are
Albania, Bulgaria (9.0 million, $ 1840), Romania (23 million, $ 1390), Croatia, Hungary (10.3
million, $ 2720), the former CSR (15.7 million, $ 2470), Estonia (1.6 million, $ 3830), Latvia (2.6
million, $ 3410), Lithuania (3.7 million, $ 2710), Poland (38.2 million, $ 1790), and Slovenia.
Corresponding figures for Russia and Ukraine are respectively (148.7 million, $ 3220) and (52
million, $ 2340). Note that income per capita figures are in dollars at current exchange rates; PPP
figures are significantly higher (see for instance Baldwin, 1993). In this paper, we deal mostly with
the CEEC(6) = CEEC(12) - (Estonia, Latvia, Lithuania, Albania, Croatia, Slovenia) and will
sometimes restrict ourselves to the so-called Visegrad countries (Czechoslovakia before the
breakup of the country, Hungary and Poland) which were the first signatories of Association
Agreements with the EC.
I As for the relations with the so-called FSR-4 (Russia, Ukraine, Moldova, and Belarus), trade
with these nations will be governed by "Partnership and Cooperation Agreements" that might
eventually evolve into free trade agreements. We consider them only tangentially here.
2 The most important among these is the Central European Free Trade Area (CEFTA) involving
the Czech and Slovak Republics (CSR), Hungar y. and Poland.
3 This is not the place to evaluate the merits of the current resurgence of regionalism. Neither is it
the place to evaluate the "hub-and-spoke" approach followed in the EAs (see e.g. Baldwin (1994)).
It is interesting to note however, that the current rush to form free trade areas in the Americas and
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Before entering into an assessment of the likely opportunities and adjustments that
are likely to be brought about by the EAs, it is useful to recall briefly what the EAs are
about, and perhaps more importantly, what they are not about. What they are not about, is
substantial preferential access for the CEECs to the EC markets. 4 Indeed, with
agriculture left out, and enough room for contingent protection in sensitive sectors like
steel and chemicals, and with trade liberalization in textiles and clothing only marginally
ahead of the scheduled phasin g out of the MFA a greed upon during the Uru guay round,
very little room for marginal preferential benefit is left apart from zero tariffs in goods
trade. This is especially so once it is recognized that many products coming from the
CEECs have benefitted from the General System of Preferences (GSP).5

So where are the benefits of the EAs? Recall that the EAs have provisions to
reach the goals of the other freedoms -- free movement of services, capital and people --
on which the EU is based. This is what the EAs are about, for it is here that the
preferential access gains are by far the largest, even if the EC is unlikely to improve access
to its labour market.

From a broader perspective, the EAs belong to what de Melo, Panagariya and
Rodrik (1993) call the "new" North-South regionalism to distinguish it from the "old"
North-North and South-South regionalism. Under these new schemes, Southern partners
"pay" a price for membership giving them access to Northern institutions (more macro
stability, etc...) and giving them a relatively firm guarantee that hard-fought reforms will
not be reversed down the road. These benefits, unquantifiable as they are, are likely to be
immense, and could turn out to bring the credibility that would otherwise be lacking for
the transition to succeed. So, while the specifics of the EAs do not indicate any
preferential access to EC markets for the CEECs beyond the access they would have
enjoyed as GATT trading partners, the institutional benefits that the EAs are likely to have
brought (through the credibility they have vested upon the ongoing market-oriented
reforms in the CEECs) could well turn out to be of great value, even though we will never
know what would have otherwise happened.

In sum, while the EAs may not provide much visible preferential access to the
newcomers, a Pan European common market remains the long term objective, with the
EAs representing a stepping stone. 6 However, hurdles abound, and the transition period

Europe resembles a similar rush that followed the bilateral Anglo-French commercial treaty of
1860. As explained by Irwin (1993), by what turned out to be fortuitous circumstances, the threat
of trade diversion that could have accompanied the integration of the two largest nations blossomed
into dozens of bilateral accords that ushered an era of free trade, resulting effectively in a
multilateral arrangement.
4 For an elaboration of why the EAs provide only marginal preferential access in goods trade, see
Cadot and de Melo (1994).

It is because of the marginal preferences for goods trade that some observers (e.g. Messerlin
(1992). p.130)) have interpreted the EAs as havin g mostly aimed at unifying EC member states
trade policies vis-a-vis the CEECs.
6 How long the transition will be before the European Council judges that the CEECs are ready for
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under the EAs will be crucial for the future of European integration and, more
importantly, for the transition underway in the CEECs. Indeed, even though much of the
future of these nations lies in their hands, setbacks during the transition period under the
EAs would not only retard membership. but could also be a destabilizing factor during the
CEECs' transition to market economies.

Two kinds of potential setbacks are on the horizon. One, in the hands of the
CEECs themselves, relates to their own efforts at adjustment and to the difficulty of
maintaining for a sufficiently long period the necessary austere policies. The second, not in
their control, relates to the impact of their policies and their recovery on EC countries. In
particular, an import surge from the CEECs would be likely to raise the demand for
protection among EC members, even if the EC has had up til now only a small trade
deficit with the CEECs, and it is anticipated that the CEECs will offer wide opportunities
for foreign direct investment.

This paper focuses on the second set of issues and looks at the adjustments and
opportunities that are likely to occur among EC members during the transition period
under the EAs, taking a case study approach to detect the likely long term effects of
CEEC integration for France, a typical wealthy EU member.

In some respects, the recent changes in the economic landscape are unprecedented,
as the former socialist economies have rapidly taken steps to move towards market
economies and have boldly and unilaterally liberalized their trade regimes towards a border
protection based quasi-exclusively on low and relatively uniform tariffs. 7 So we have few
guides to tell us what the likely effects of enlargement of preferential trade opportunities
with the CEECs will be on EU members. However, we shall argue that there are
similarities between the current enlargement of the EU towards the East and. South East
and the second enlargement towards the South, at least from the point of view of the
richer members of the EU, in that their position bears some similarities to the situation of
Greece, Portugal and Spain when they got access to the EC in 1976.

Section II compares France's and the EC's most recent (1990-1993) trade and
direct investment patterns with the CEECs. A brief review of recent projections about the
potential long-term trade patterns is also provided.

In section III, we examine intra-industry trade patterns to see which sectors have
experienced the most changes (export growth and import penetration). The picture that
emerges is one of very small import and export shares at a fairly disaggregated level
(corresponding roughly to the 4-digit SITC). Pressures for protection, can however build

membership is a matter for speculation. Baldwin (1994) estimates a transition period of at least
twenty years before the front-runner CEECs could be given full rights of EU membership without
seriously harming incumbent special interest groups. He also discusses various alternatives to
improve the current integration process.
7 The same cannot be said of the FSR-4 (former Soviet republics) which are experiencing large
macroeconomic imbalances.
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up even after a few job losses so in section IV, we carry out illustrative calculations of
potential job destruction (and creation) at the regional level. Not surprisingly, we find both
small effects on employment and little evidence of concentration in job creation and job
destruction. Section V closes with a more speculative discussion of the potential effects of
the EAs by looking at some of the effects of Portugal's and Spain's access to the EC,
arguing that some of the effects observed then (catch-up, large FDI flows) are likely to
repeat themselves in the case of the EAs once the CEECs stabilize.

II Recent aggregate trade and investment flows and some
projections

II.A Trade

Even if the EAs will not by themselves directly increase EC-CEEC trade, trade will
increase for at least three reasons. First, prior to the signing of the EAs, both EC
members states and CEECs drastically altered their trade policies unilaterally. On the EC
side, in 1989 all quotas on imports from the CEECs (with the exception of quotas in
sensitive sectors) were lifted unilaterally. On the CEEC side, prior to the negotiation of the
EAs, most CEECs adopted fairly low (and uniform) trade tariff barriers. Second, the
trade barriers caused by central planning and the barter trade arrangements under the
CMEA artificially bloated intra-CEEC trade at the expense of trade with the outside
world. Third, because CEECs grew more slowly under central planning, and are likely to
catch up with EC countries, they traded less with the EC than they would have, had they
grown faster.

So, trade reorientation and catching up should both contribute to increased EC-
CEEC trade. The question is how much? The evidence in this paper, and calculations by
others cited below, suggest that even if the CEECs could potentially turn out to be an
important source for EC trade growth, in all likelihood they will remain small in relative
terms on the European trade scene.

Table 1 gives the EC trade shares with the CEECs. At $46.5 billion, EC imports
from the CEECs represented 3.06% of total EC imports (7.4% of extra-EC imports) up
from 2.63% (6.2%) in 1989. Close to half (46%) of imports were accounted for by the
CSR, Hungary, and Poland. With $20.9 billion, the FSR-4 accounted for 45% of the total.
As indicated in the table, export shares were similar to import shares, and by 1992 the EC
trade deficit with the CEECs was almost eliminated (in 1992, the aggregate CIF/FOB
deficit was slightly above $1 billion down from $4 billion in 1989). The bilateral trade
balances were in 1992 a one-billion surplus with Poland and with the CSR and almost
perfect balance with Hungary. Between 1989 and 1992 dollar imports from the CSR
increased by 150% and doubled from Poland while EC exports to the CSR and Poland
grew even faster by 208 % and 143% respectively.
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Table 1 here
CEEC-EC Trade: 1989-92

Table 2 details France's trade with the CEECs. It can be seen that France has a
trade pattern close to the average for the EC, so in a sense, it could be said that France is
somehow representative of an EC average. On the import side, the CEECs' aggregate
import share was 2.3% (5.7% extra-EC imports), slightly lower than the EC average. The
CSR, Poland, and Hungary accounted for 28% of a total $5.5 billion French CEEC
imports in 1992 with the FSU accounting for 63% of CEEC imports. The same pattern of
trade, more heavily slanted towards the FSU, is also found on the export side: the CSR,
Hungary and Poland accounted for 37% of CEEC exports, with the FSU taking up 43%.8

Table 2 here
France-CEEC Trade:1989-93

Has the pattern of trade growth with the CEECs been different for France than for
the EC as a whole? During 1989-92 France's extra-EC imports grew at the same
cumulative rate (27%) as the Community's extra-EC imports, N•.hile French extra-EC
exports grew faster (30% against 24%). By contrast, Frances import and export growth
rates to the CEECs have been tower than for the EC as a whole (32% against 51%). The
figures in table 2 also show that France has been running a trade deficit with the CEECs,
although the deficit has been shrinking rapidly. However, since the figures are in dollars
and the dollar has been depreciating against the EMS durin g that period, France (and other
EMS countries) benefitted from a favourable terms of trade effect. As a result, franc
figures for imports from the CEECs show no growth over the period, while 20% of the
68% increase in the dollar value of french exports to the CEECs is attributable to the franc
appreciation vis-a-vis the dollar. So there was a 39% increase in the franc value of exports
over the period (18.3 billion to 25.5 billion). If one takes the IMF's estimates of unit
values which show that French export unit values fell by 5% over the period, this gives an
estimate of a 46% growth in export volume to the CEECs during 1989-92.

Figures for 1993 in table 3 indicate. however a sharp drop in imports from their
1992 levels. Since French extra-EC imports also fell by 14% (at an annual rate), this is
likely to be attributable to the current recession.

II.B Foreign Direct Investment

We argued above that the EAs would have their greatest impact in the areas of
trade in capital and trade in services. It is of course too early to expect to see any effects.
Furthermore, in any event it would be difficult to attribute directly to the agreements

8 This pattern of trade more heavily skewed towards the FSU reflects France's purchases of
natural gas and petroleum from Russia.
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observed changes in foreign direct investment (FDI), especially in the case of the CEECs,
since changes in the general political and economic climate are likely to have been the
dominant factor influencing FDI in recent years. For the CEECs, internal developments on
the macroeconomic front are likely to continue to be as important as the treaties
themselves in the near future (as the pattern of FDI flows to the Ex Yugoslavia in table 3
below show). Nonetheless, we take a look at French FDI in the last few years.

Background data on foreign investment in the CEECs is available from a recent
UN survey (UN, 1993). Although the data is as yet incomplete, the picture which emerges
is one of rapid growth of foreign investment in most of the CEECs and in particular in
Visegrad countries. Absolute amounts however remain modest. In Hungary, for instance,
one of the main recipients of Western FDI, the latter grew eightfold between 1989 and
1992 to 3.5 billion dollars. In 1992 most of the capital was directed at manufacturing,
primarily the food and machinery sectors. In Poland, FDI took off with a lag from roughly
$ 500 million in 1991 to $ 1.6 billion in 1992. In Romania, FDI remains modest at less
than $ 600 million in 1992. Data on FDI in the Russian Federation is rather scant,
suggesting little action until 1992 (UN, 1993).

Table 3 here
Net FDI by France in Eastern Europe

Amounts of Frances FDI to Eastern Europe since 1989 are shown in Table 3.
Starting from an insignificant amount in 1989, the progression has been rapid, especially
towards Hungary and the CSR, the more macroeconomically stable countries. By contrast,
FDI to Poland and Romania had not yet reached significant levels. In Romania, electoral
uncertainties coupled with hesitancy in reforms deterred FDI towards a country with
which France has close cultural ties. In Poland, the lack of FDI is probably attributable to
a "wait and see " attitude towards the outcome of Poland's shock therapy program, and,
until recently, the uncertainty surrounding the settlement of Poland's debt arrears
(although UN data suggest that other investors in Poland are more active than the French).
The same applies to the political and economic instability in the FSR-4. For Eastern
Europe as a whole, in spite of the substantial increases for Hungary and the CSR, with a
total of F1.4 billion, French FDI to the CEECs is still extremely small (see the
corresponding figures for Portugal and Spain in figure 2 below).

II.0 Trade Projections

Looking into the future, getting down to estimates of the likely shifts in trade
volume and trade shares is another matter. Essentially, all estimates are based on the
gravity model which "explains" trade shares by income per capita differentials between
partners and distance. While the approach has the benefit of being parsimonious on data
requirements and is therefore an attractive methodology to estimate likely EC-CEEC
patterns, its theoretical foundations emphasize differences in per capita incomes rather
than differences in endowments. Therefore the gravity model is best suited to explain the
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evolution of trade in differentiated manufactures. Insofar as agriculture is left out of the
EAs, this is not too important, although it should be pointed out that the CEECs (e.g.
Romania) may have a strong comparative advantage in agriculture towards the EC.

In the gravity explanation of trade flows, differences in relative prices enter only
very tangentially as distance accounts for differences in relative prices (the other factors
that affect relative prices being assumed to be orthogonal to the right hand side variables
in the gravity equation bilateral trade flows). In spite of these limitations, the gravity
model gives a good fit on bilateral trade flows, so it is worth examining results from this
approach.

Using coefficients from the gravity equation, Baldwin (1994) estimates that if each
CEEC-9 were as closely integrated with each other and with western europe as western
european countries were in 1989, potential EC exports (with the CEECs maintaining their
estimated 1989 income) would double from their 1989 levels and reach $36 billion. In
these calculations France is predicted to triple its exports to the CEECs to reach $58
billion. 9 On the CEEC export side, owing to a lack of data, it is harder to compare
potential with actual exports. Baldwin's estimates project a CEEC-12 export potential $42
billion which is still a small number, given that intra-EC trade was about $680 billion. In
sum, even if the CEECs are projected to be a significant source of export growth, the
CEEC-12 are not projected to account for more than 4% of the ECs' outside sales, and the
FSR-4 market another 3%. France mirrors the EC average, with the CEECs projected to
account for about 3% of extra-EC export sales and the FSR-4 another 2%. (We will use
Baldwin's projections as one of the variants in the employment projection calculations at
the regional level in section IV.)

If the CEECs catch up (i.e. if each grows fast enough to catch up by 2010 the
average income of Ireland, Greece and Portugal while the EC grows at 2% per annum),
the gravity equation predicts an average annual export growth of 14%. This estimation is
somewhat optimistic as the export growth for the CEECs would average about 5% over
the period. Under this scenario, the CEECs would become a more important market for
the EC, but still remain small. For example, for France, Baldwin's projections would give a
combined share of exports for the CEEcs and the FSR-4 of still less than 10%. Even if the
CEECs grow rapidly, on an aggregate level, market shares for the CEECs (and other
transition economies) are still projected to remain sma11.10

To sum up, inspection of aggregate figures shows that the CEECs still have very
small shares in the EC as a whole and, even more so, in France, even though trade flows

9 All of Baldwin's figures are expressed in 1985 dollars. Extra-EC exports come mostly from the
rich members that are also generally closer to the CEECs (The southern EC members are only
projected to account for $1.6 billion increase). On the other hand, another $8.3 billion export
potential to the CEECs would have to be added once the rich (and close) Nordic countries (Finland,
Norway, Austria and Sweden) join the EC.
10 Similar results are obtained from the other available projections (e.g. Collins and Rodrik (1991)
and Rollo and Smith (1992).

11



show rapid growth in exports to the CEECs and imports from the CEECs. At the same
time, there is still very little outward FDI from France at this stage. Comparative figures
suggest that the low levels of FDI are mostly due to economic (and political) uncertainties
in the CEECs. Projections also show that in all likelihood, in the aggregate, the CEECs are
likely to remain "small" trading partners for France and the other EC members, even after
accounting for the expected large growth in trade.

In view of these results which corroborate those of earlier studies (e.g. Rollo and
Smith (1993), Aghion et al. (1992)), the question is why is there so much caution in the
drafting of the EAs and so much concern at the national levels that the CEECs could cause
significant adjustment costs? One reason would be fears among EC member states that
import penetration from the CEECs will be concentrated in a few sectors, themselves
heavily concentrated in a few regions. In the following section we take a more
disagregated look at the recent trade patterns between France and the CEECs to see
whether there are shuts of increases in intra-industry or inter-industry trade. Then in
section IV we look for evidence of concentration of job creation and destruction at the
regional level.

III France-CEEC Intra-Industry trade patterns: little CEEC
penetration in the sensitive sectors

The political-economy literature (e.g. Hillman (1989), Neven (1994)) suggests that
demand for protection (as well as lobbying for trade liberalization---although this is less
likely) arises from local job destruction or creation, i.e. job displacement concentrated in
narrow sectors of activity. Therefore even though aggregate trade flows are of a small
magnitude, one should check for the sectoral concentration of CEEC exports and imports.
Likewise, the extent of intra-industry trade is an indirect measure of demand pressures for
protection. Since intra-EC trade is irrelevant (at least directly) in the demand for
protection, we have calculated trade shares and intra-industry trade indices for extra-EC
trade for the CEEC-6 and the FSU. The reason for calculating trade shares at the country
level is that the EAs have been signed on a bilateral basis between the EC and each one of
the East European States. We also include the FSU, since Russia is likely to be a
competitor for the CEECs and there could be a tendency to equate the FSU with the
CEECs in lobbying activities even though no agreement is scheduled between the EC and
Russia.

Market-share calculations were carried out for the year 1992 with the results of the
calculations reported in tables 4a and 4b. Calculations were carried out for 99 sectors
(corresponding to the HS2 product categories) with the results in tables 4a and 4b
pertaining only to the sectors with trade shares of 5% or more. This cut-off point is
arbitrary, but can be viewed as a fairly conservative lower bound of significance if it is
recalled that the shares are calculated on extra-EC trade with extra-EC trade accounting
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for less than half of France's exports and imports (see table 2 above). Lumping together
imports and exports, only 25 sectors qualify as having significant trade shares. Had we
selected a cut-off point of 10%, only 13 sectors would have qualified. With the cut-off
point of 5%, less than 2,5% of the country-product categories meet the criterion, a figure
not out of line with the importance of aggregate France-CEEC trade estimates obtained in
section II.

One advantage of a disaggregated inspection of trade statistics is that it gives a
more meaningful approximation of intra-industry trade developments. Growth of intra-
industry trade is likely to be a significant feature of CEEC trade with EC countries, if
developments follow the same course as in the case of the Southern enlargement of the EC
(see section VI below). If intra-industry trade turns out to be significant, adjustment to
trade expansion should be easier: jobs are likely to require on average more similar skills,
and are also likely to be located in the same region. Inspection of table 4a shows that two
sectors out of the 22 (meat (2) and other animal products (5)) have significant import and
export shares with meat imports from Hungary and meat exports to Russia. Likewise
France imports other animal products from Hungary and exports other animal products to
Poland.

Not too much should be concluded from these two specific examples. It is
nonetheless worth speculating that some of the fears of the need for significant adjustment,
especially in agriculture, may be exaggerated. Of course, agriculture having been excluded
from the EAs, these figures are not really indicative of the likely magnitude of required
adjustment even through they suggest that, at least as long as the Common Agricultural
Policy (CAP) is maintained there could be partial adjustment in agriculture via intra-
industry trade.

Table 4a here
Extra-EC market shares for selected CEEC exports to France

Table 4b here
Extra-EC market shares for selected CEEC imports from France

In sum, a comparison of import and export shares by origin and destination does
not indicate any overlap except for cereals and live animals. This rather diverse trade
pattern, though only a very preliminary indication of likely patterns of comparative
advantage, does not rule out strong lobbying pressures (on either the export or import
sides) outside of agriculture.

Turning to country patterns, Poland and the FSU are the only "significant" partners
(unlike for FDI). The FSU is a provider of raw materials (essentially non-competing
products) 11 and an outlet for France's agricultural products. With Poland the trade

11 Except for chemical products. which have already been the subject of antidumping petitions.
See Messerlin (1993).
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pattern is somewhat more diversified and more sensitive on the import side because of
imports of shipyard products. Likewise the CSR has significant export shares in iron &
steel and armaments, two sensitive sectors.

Table 5 here
Intra-industry trade indices for the CEEC-6

Table 5 reports aggregate intra-industry trade indices. These are weighted
averages of sectoral intra-industry indices calculated at the HS2 level of the Eurostat
nomenclature and are corrected for bilateral trade imbalances (see appendix 2 for the
formulae used). They suggest fairly rapid adjustment for a short period (four years) with
diverse trends accross the CEECs. The average index for France/Poland trade is
decreasing rapidly from .46 in 1990 to .36 in 1993 (an index of 1 (0) indicates intra (inter)
industry trade). This can be interpreted as reflecting a process of specialization consistent
with the predictions of the standard model. By contrast, the average index for the Czech
and Slovak republics (taken together) climbs from .46 to .57, but all of the increase takes
place between 1992 and 1993, so the trend may not be very informative in this case (the
same applies to Bulgaria). Indices for Hungary and Romania are fairly stable over the
period. Thus far, there is little indication of intra-industry specialization which could be a
indicator of lobbying pressure for protection.

Table 6 here
Trade with the CEECs in sensitive sectors

Trade patterns in sensitive sectors (agriculture, chemicals, T&A, and steel) are
reported in table 6. For agriculture, the picture is consistent accross the CEECs fwith the
exception of Bulgaria): agricultural exports to France decline, against a near doubling (in
Francs) of agricultural imports from France. Bulgaria stands out as the only of the CEECs
which managed to increase its agricultural exports to France while recording only a
moderate increase in its own agricultural imports from France. The lack of penetration of
the CEECs agricultural products may be ascribed to two factors: restrictions on access to
EC markets, and a drought which reduced the CEECs' agricultural output.

In chemicals, the group's major exporters (the CSR, Poland, and Hungary) record
sharp drops in their chemical exports to France, in some cases like the CSR by much as 50
%. Furthermore, these reductions in chemical exports to France cannot be entirely
attributed to the 1993 recession, as close to half of the decrease took place between 1990
and 1992. By contrast, France increased substantially its exports of chemical products to
the three countries, with a particularly steep rise in Poland (from 426 to 835 million francs
over 1990-93). In steel French imports from all of the CEECs are significantly down, but
the pattern is not uniform. Bulgaria, Hungary, Poland and Romania see their steel sales on
the French market go down in steps over the whole 1990-93 period. By contrast, the
Czechs were able to increase significantly their sales over 1990-92, from 358 to 513
million Francs. Anti-dumping action was taken by the Community in late 1992, and the
French economy simultaneously entered a severe downturn, so it is not possible to
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separate the two causes of the decline in Czech steel exports to France in 1993. Whatever
the cause, the decline was dramatic since it cut Czech steel exports in half from their 1992
level so that by 1993 these exports were one-third below their 1990 level. Finally textile
and apparel is the only one among "sensitive" sectors in which regular progress was made
by the CEECs over 1990-92; however the profile flattened out in 1993 except for Poland.

The picture suggested by the data is thus one where the CEECs do not record
large sales increases in sensitive sectors except to some extent in T&A. In sum, our
analysis of the most recent disngregated trade data suggests little penetration from the
CEECs, especially in the sensitive sectors. This flat profile of CEEC exports in sensitive
sectors is consistent with Messerlin's (1993) and Cadot and de Melo's (1994)
interpretation of the EAs as granting little preferential access to EC markets in sensitive
sectors. The surprise in the French data is rather that French agricultural and chemical
exports- to the CEECs increased by so much.

IV The Political Economy of Adjustment: Employment
Projections at the regional level

Adjustment to trade liberalization entails several types of effects. From a political-
economy vantage point, on the benefit side, trade liberalization opens new markets and
therefore creates new jobs. On the cost side, some industries will shrink to give way to
expanding imports. In practice. job destruction takes place more rapidly than job creation
and is more visible politically. Hence. the demand for protection on the part of factors
employed in declining industries.

First, some industries are likely to shrink while some others expand. In declining
industries, the market value of specific capital will fall, inducing capital losses for owners
of such capital. The degree of specificity of capital of course varies from industry to
industry, but is generally high in an industry such as steel for instance which is vulnerable
to competition from the CEECs. Second, specific human capital may also become obsolete
as a result of the trade adjustment process. This can be an even more critical social
problem than the previous one as workers cannot "diversify away" from the risk of
obsolescence of their skills. It is also particularly relevant for trade with the CEECs.
Competition from the CEECs affects industries such as textiles and apparel (T&A) and
iron and steel where the relatively high average age of workers and their relatively low
degree of general education makes it difficult for them to find alternative employment.
Furthermore, even if workers do possess skills that can be used in other sectors, it is by no
means certain that alternative employment opportunities will be located in the same region.
Again, industries such as iron and steel and T&A which would be exposed to significant
competition from the CEECs in the advent of trade opening are examples of this type of
adjustment which would require locating jobs outside the region.
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The issue then is whether these industries which employ relatively large amounts of
sector specific human skills are also geographically concentrated. Moreover, these
industries could be concentrated in declining (low income) region. In that event
adjustment costs would be high due to regional concentration, low mobility to alternative
employment and location in economically depressed areas. . Therefore barriers to
intersectoral labour mobility would likely be compounded by barriers to inter-regional
labour mobility, such as low property values in declining regions and housing shortages in
rising ones.

In sum, resistance to trade opening with the CEECs will be motivated by
adjustment costs and are likely to remain concentrated in import-competing industries. It
is therefore in regions where such industries are important (either in terms of numbers or
in terms of purchasing power) that the political demand for protection will be stronger. To
get rough orders of magnitude of potential resistance to trade liberalization with the
CEECs, we have estimated job displacements that might be expected from the EAs.

Separately, we estimate job creation that would result from increased exports to
the CEECs, and job destruction that would result from increased import penetration.
Because it is likely that pressure for protection will come from job losses at the regional
level, we have sought to get the most regionally disaggregated employment effects
possible, sacrificing theoretical rigour for regional detail. In France, the furthest one could
go is match employment levels for 41 sectors into 15 regions. The sectoral estimates are
based on projections of export and import growth rates with the CEECs coupled with
employment elasticity estimates. In turn, the sectoral employment estimates are
distributed across regions according to the most recent (1990) regional employment shares
available from INSEE. 12

At best, these calculations are rough guesses at potential orders of magnitude and
should be viewed more as "warning signal" of regions where most
expansion/concentration is likely to be concentrated. We carried out two sets of
estimates: one for the short to medium run based on an extrapolation of the sectoral
import and export growth rates during 1990-2; another for the longer run, based on the
gravity-projection estimates reported in Baldwin (1994) and discussed above in section
III. The only significant difference between the two sets of estimates is that the gravity-
based estimates apply the same growth rates (for exports and imports) to all sectors.
Given that we assume (for convenience) the same sectoral employment elasticities across
sectors (0.5)13 , the gravity-based estimates isolate the regional composition effect.

12 See appendix 1 for a description of the formula used for the calculations. The projections are
partial equilibrium linear approximations that do not account explicitly for substitution effects
between import suppliers or between French exporters and other exporters competing in CEECs'
domestic markets.
1 -) Sectoral employment elasticities estimated from INSEE's DMS-4 model are generally lower;
they are however productivity-cycle estimates based on a partial-adjustment equation for labor
which may not be directly relevant for the exercise carried out here (see INSEE. 1987).

16



Therefore, we discuss the gravity-based estimates first, adding sectoral composition
effects for the second simulation based on the recent sectoral growth rates.

Table 7
Regional employment simulation, gravity-based trade flows

The results in table 7 suggest three remarks. First, as expected, the magnitude of
the employment effect is likely to be fairly small, reflecting the low weight of the CEECs
in France's trade. With an output elasticity of employment of 0.5, net job loss at the
national level is 3296 jobs. An upper-bound value of 2.0 for this elasticity would give an
upper-bound loss of roughly 13 000 jobs. Total job displacement across sectors (the sum
of creations and destructions, which is a better approximation of friction created by
adjustment), at the national level, is around 16,000, 15,000 of which are in industry. This
displacment amounts to about one-third of I % of total industrial employment (of course
this estimate does not take account of inter-firm movements within an industry).

Second, and more importantly from a political economy perspective, the regional
concentration of job destructions and creations is low. Only in the Lorraine, Aquitaine,
and Nord-Pas-de-Calais regions are job destructions above 300. The only (and modest)
sectoral/regional peak is in Lorraine, where job losses in the coal sector are over 700.

Third, if one believes the very rough approximation of intra-industry effects
implied by our simple supply-demand framework (namely that one can net job creation and
destruction at the sector level), then net regional effects are likely to be small. However, it
is not clear that this indicator is a good approximation of the demand for protection. So
for the purpose of signalling potential regional demands for protection, it might be best to
consider job losses only.

Table 8 here
Regional employment simulation using historical data

The results from the second simulation using recent sectoral projections are shown
in table 8. In this alternative, we have simply extrapolated over five years the average
growth rates observed for each category over the period 1990-92. The results are here
more substantial, as they reflect both sectoral and regional composition effects. Indeed,
one sector (T17 shipbuilding, aeronautics and armaments) had to be taken out, showing
explosive growth on the (French) export side. In this second simulation, job creation
(9377 jobs at the national level) outweighs job destruction (3412 jobs). Furthermore, no
region comes out as a net job loser at the aggregate level. Even at the sectoral level, no
significant job loss appears in any region. On the other hand, the Western part of the
country (Bretagne and Pays de Loire) shows some gains in meat and dairy products. In
absolute numbers, these gains are however extremely modest. The reason why this
simulation shows job gains as a result of a projection of past trade trends is that Frances
trade deficit with the CEECs has been shrinking. As imports into France stayed roughly
constant in franc terms while exports were growing (see section III), projecting these
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trends over five years leads to net job creation. Of course, these are simplistic projections
that should not be taken too literally.

Both simulations thus fail to su ggest rapidly rising demand for protection in any
single region, if the demand for protection is related to job destruction at the
sectoral/regional level. Both exercises should be considered with extreme caution. First,
neither simulation adequately reflects a possible scenario of specialization of the CEECs
according to their comparative advanta ge. Indeed, applying coefficients derived from an
aggregate gravity equation amounts to freezing sectoral trade shares.

Second, the historical simulation is liable to pick up the effect of EC trade
protection (or its expectation) precisely in sectors that were threatened by the CEECs'
comparative advantage, such as iron and steel, T&A, and agricultural products. Thus
CEEC exports in those sensitive sectors are likely to have experienced over the reference
period (1990-92) slower growth than would have been the case in a truly liberalized
regime. Therefore, projecting these trends into the future cannot correctly represent the
effects df trade liberalization.

An example that illustrates the role of protection in dampening trade flows is meat
products from Poland. During the early phase of trade negotiations between the EC and
the CEECs, that is before the si gning of the EAs, France's position among EC members
was especially stiff Why the French took such a stance is, even with hindsight, not entirely
clear, although pre-electoral concerns were present (a general legislative election was due
in early 1993) and it was feared at the time that a sudden liberalization of meat trade
would lead to a massive slaughter of Polish cattle resulting in severe market_disruption14.
It has also been suggested that France was especially reluctant to grant substantial trade
concessions to the CEECs for fear of creating a precedent that could be used -by other
countries in the EU's periphery (such as Maghreb and Mashrek countries) to claim
equivalent concessions in the renegotiation of Association agreements between these
countries and the EU. Partly as a result of French pressure, in the agreement with Poland,
the EC only granted an increase in the Polish meat quota from 4000 tons a year to 6000
tons over a five-year period, a very small liberalization. Furthermore, as noted above,
Polish meat was subsequently banned on sanitary grounds.

A similar pattern of restrained liberalization could be observed for steel (where the
threat of contingent protection was making market-share gains self-defeating) and in other
sensitive products. It should therefore come as no surprise that CEEC penetration on EC
markets did not grow more rapidly than it did, and that projecting a fairly flat profile into
the future does not lead to spectacular results. Whether things would have been
significantly different had the EAs been drafted differently is an open question. For
instance, exports of agricultural products from the CEECs would not necessarily have
picked up rapidly anyway since the period after the signing of the EAs was marked by a
severe drought in those countries.

14 The French also felt that safeguard clauses being negotiated as part of the EAs were too loose to
be effective.
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Thus far, both the pattern of intra-industry penetration in several product
categories and the calculations of employment effects point towards rather small
adjustment costs of the EAs in terms of labor displacement. This lack of justification for
the fears of large adjustment costs expressed by the French autorities finds further support
in Frances adjustment experience during the second enlargement discussed below.

As income levels converge, one can conjecture that the trade pattern of the CEECs
will evolve in a manner similar to other countries which joined the EC starting from similar
income levels. For France. the question is then whether any lessons can be drawn from the
experience of the last EC enlargement to accomodate Spain and Portugal. To this
experience we now turn.

VI A Retrospective look at France's adjustment to the second
EC enlargement

It is generally agreed that France (along with other EC partners) has benefitted
greatly from European integration and the simultaneous multilaterally-negotiated
reduction in trade barriers. Both ushered greater competition into the French economy as
increased exposure to foreign trade increased domestic supply elasticities and reduced
domestic profitability. 15 It is worth noting that, compared with other EC members, France
has traded more at the regional level. 16 One could therefore argue that France would
continue to benefit from regionalism.

It is therefore interesting to ask whether the CEECs resemble the partners that
entered the EC during the second enlargement, in which case, one could expect roughly
similar adjustment patterns. Alternatively, the CEECs could resemble more the East Asian
trading partners with which France has usually had trade deficits. An informed answer to
this question would require data on endowments, prices and costs that are simply not
currently available for the CEECs. One can however argue that the initial situation of the
CEECs is comprable to that of Spain and Portugal at the eve of the Southern enlargement.
Below, we argue that in relative terms, the current situation of the CEECs bears, at least

15 The evidence is summarized in Adams (1989, chp.4). The main evidence that increased
exposure to international competition increased efficiency and altered pricing behavior is Encoua
and Michel (1986) and Sautter (1975).
16 Average intra-EC import shares for France and the EC were the following: 1967-73
(0.60,0.53); 1986-91 (0.65.0.61). The same pattern is found on the export side: 1967-73
(0.59,0.54): 1986-91 (0.62M.54). While such a pattern would be explained in terms of transport
cost frictions in a gravity equation as France is centrally located in the EC, alternatively one could
attribute this pattern to inward-lookingness on the part of France, or what Adams calls Malthusian
behavior in the french economic culture (see Adams (1989, pp 3-5).
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sufficient analogy to the situation of Spain and Portugal to take a retrospective look at the
adjustment that took place in France following the second enlargement.

There are two similarities between the CEECs and Spain and Portugal when they
started the process of integration in the early 1970s (on the enlargement process itself, see
Bliss and de Macedo, 1990). First, when the process towards membership really started
(Spain signed in 1970 an association agreement with the EC giving it preferential access to
EC markets for industrial goods, while Portugal like other EFTAns signed with the EC a
bilateral free-trade agreement for industrial goods after Great Britain, Ireland and
Denmark joined the EC) Portugal represented 0.2% of France's imports, precisely the
share of Poland and Hungary in 1989. By contrast, Spain accounted for 2% of France's
imports, just about the combined share of the CEEC-6 in 1989. Indeed, it is only when the
FSU's large oil and gas exports are included that the East European exports to France
surpass the combined share of Portugal and Spain in the mid-seventies.

Nonetheless it should be reco gnized that even though the weights in trade were
roughly similar, there is at least one major difference, namely the overwhelming weight of
Spain in the combined trade of the two countries. None of the CEECs comes close to the
role that Spain played for France durin g the second enlargement. Moreover, Spain being
large and an adjacent neighbour of France, as far as the predictions of the gravity equation
are concerned, the situation of Spain vis a vis France was somewhat symmetric to the
situation of today's Poland vis-a-vis Germany, so that some of the lessons drawn below
might be more applicable for Germany -- or neighbouring countries to the CEECs -- than
for France.

Second there was an income gap not too distant from the estimated income gap of
a number of CEECs at the time the EAs were signed. Then Spain's and Portugal's GDP
per capita were respectively 45% and 25 % that of France. France's income differential
with Portugal was thus roughly comparable with that of the most industrialized of the
CEECs today.

We view these similarities as sufficient to take a look at the adjustments brought
about by the second enlargement. As the enlargement occurred in 1986, but Spain and
Portugal started to integrate closely with the EC a decade earlier, we examine the
adjustment starting in 1976. Our remarks are organized under three sub-headings: income
convergence, foreign direct investment and bilateral trade balances, and sectoral trade
patterns.
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VI.A Income Convergence

Relatively little income convergence took place during the initial phase of
integration, that is up until 1986, before Spain's and Portugal's official accession to the
EC. In fact, Portugal's GDP per capita regressed in relative terms to 22 % of France's in
1986. By contrast, as can be seen from fi g.ure 1, there was rapid income convergence
between 1986 and 1992, since Spain's and Portugal's GDP per capital went up respectively
to 62% and 34 % of France's level. By contrast, Greece has until now experienced little
catching up.

Figure 1 here
Income Convergence following the second enlargement

Although the extent and significance of income catching up resulting from trade
integration within the EC is debated (see De la Dehesa and Krugman, 1992, for a
theoretical discussion, and also Martin, 1994), we would argue that the lack of
convergence before 1986 and the relatively rapid convergence after 1986 is largely related
to the pace of reforms in Portugal and Spain.

First, if one admits as a first approximation that the two countries had preferential
or free access to EC markets by 1976 for most products (although not for agricultural
products nor for iron & steel which remained restricted even after official accession to EC
membership in 1986), market access is not synonymous with rapid growth. By and large,
Spain and Portugal remained protected from the outside and from each other until 1986.
At the same time, both countries had rather restrictive and awkward investment codes
which must have acted as deterrents to foreign direct investment (FDI). Thus, as we shall
see below (see figure 2), there was relatively little FDI up until 1986.

By contrast, the convergence phase was characterized by rapid liberalization in
Spain and Portugal. Much like the CEECs will do under the EAs, both countries adopted
investment codes that guaranteed the free movement of capital as well as competition
policies in harmony with those of other EC members. With respect to foreign trade, not
only did both countries have to abolish existing trade barriers between them, but they had
to adopt the common external tariff which was substantially lower than their prevailing
tariff levels (in 1986, the average rate of protection was in Portugal 30%). Much as
France felt the competitive effects of larger markets when it joined the EC, so did Spain
and Portugal when they joined the EC in 1986.17

17 It is interesting to note that Ben David (1992) observes a similar convergence in growth rates
among the original 6 during the period of rapid dismantling of trade barriers in the EC between
1960 and 1967
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There are interesting lessons for the CEECs in this experience. First, during the
period up until formal accession, Spain and Portugal did not do much to liberalize their
economies even though they had "similar" 18 access to the EC. So it is not surprising that
not much happened. This sug gests that the CEECs should avoid "immobilism" in reforms
(e.g. not fully implement CEFTA), on the grounds that reforms on their side will not gain
them more access to the EC. Second, there is potential for substantial catch-up, which
would move up the date for full membership as there would be less pressure on the EC's
budget.

VI.B Foreign Direct Investment and Bilateral Trade Balances

At the time of Spanish and Portuguese accession to EC membership, protectionist
fears were aroused in France. based mainly on the idea that differences in labour costs
would lead to massive job losses in France to these newcomers. Such job losses would be
caused by large-scale relocation of production activities outside of the the country and the
ensuing import drive. As a similar argument was made in a recent Senate report about
closer integration with the CEECs 19, it is worth seeing what really happened.

18 Similar is not quite correct. For while Spain and Portugal were (somewhat) hampered by the
operation of the NIFA, they did not have a comparative advantage in steel or agriculture like the
CEECs (see Martin, 1994), so they were probably less handicapped b y contingent protection than
the CEECs.
19 See Arthuis (1993). The report discusses trade with the CEECs in the following terms: "Eastern
European countries as emerging trading partners (mainly of Germany for now) might tomorrow be
relocation countries for the entire Community" (p. 78). "Even in France, there seems to be little
awareness [of the danger]. As a result of geographical and cultural proximity, of the labor force's
skill level, of a technological know-how that could be leveraged with just a few investments, and of
a considerable industrial potential. cost competition from Eastern European countries mi ght be
ruthless and overwhelming in all sectors." (p. 79) While the report was officially about industrial
relocation, its authors devoted considerable attention to steel. even though there was in 1993 (and
still is) little evidence of relocation of steel mills from the EC to the CEECs : "Eastern steel
represents an equally serious threat. A brutal and total opening of the EEC to steel coming. from
Central & Eastern Europe would create many dangers" (p. 81). The report then goes on to quote
Francis Mer, chairman of Usinor: "Brussels is wrong in thinking that Community industries can
shoulder the burden of their political generosity without any precaution." (p. 81). Elsewhere in the
report. another quote from Francis Mcr: "Statements from sonic politicians and economists suggest
that they fail to understand the price mechanism as it works in our industry . In their minds. the
European market is like a glass of oil in which one could add a drop of vinegar---Eastern steel at
dumping prices. [...] But our markets are more like a glass of water in which one would suddenly
add a drop of wine. The whole glass would then be colored. A few percentage points of steel
consumption sold at low prices disrupt the whole market." (p. 33) Commenting finally on the
"radical increase" in agricultural quotas granted by the Europe Agreements for 1993, the report
notes with alarm that "1...1 if the overall evolution calls for no particular observation, the sectoral
analysis can raise much more serious concerns. While French vegetable growers seem to have
nothing to fear from Polish or Hungarian tomato imports, 	 such is not the case for onion and
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Starting with bilateral trade balances, France has traditionally had an overall trade
surplus with Spain and Portugal. This surplus did not narrow following accession on the
part of the Iberians. The magnitude of this surplus did fluctuate over time, narrowing
during 1979-84 and then growing sharply again. In this regard, Franco-Iberian trade
follows a pattern roughly similar to that of France's overall foreign trade, namely a drift
into deficit led by industrial products in the first half of the 1980's, followed by a sharp
recovery during the late 1980's and early 1990's. But, during the period of intense FDI
following Spain's and Portugal's accession to EC membership (see below), France's trade
surplus with these countries widened rather than narrowed. So the fears of direct job
losses turned out to be unfounded.

From a purely mercantilist point of view, it can therefore be said that the
protectionist fears aroused by the accession of Spain and Portugal in the EC have not yet
materialized at the aggregate level. In particular, it is by now clear that France's trade with
Southern European countries has not developed into a pattern comparable with that of
France's trade with the Asian NICs', i.e a pattern characterized by large bilateral deficits.

Second, following the accession of the Iberians, France's FDI surged with a similar
pattern in both countries. Thus, by 1986, French FDI in Spain had not reached 1 billion
francs, and in Portugal was less than 300 million Francs. By contrast, the flow multiplied
almost tenfold after Spain and Portugal's accession to the EC in 1986, peaking in 1990 at
14 billion francs in Spain and 2 billion francs in Portugal (see figure 2). The flow of French
FDI subsequently slowed down, following the general pattern of FDI in the iberian
peninsula (see Martin, 1994).

Figure 2 here
French FDI to Spain and Portugal

The experience of Spain and Portugal thus follows the predictions suggested by
the description of the EAs in Messerlin (1993) and in Cadot and de Melo (1994), namely
that not much is to be expected from the EAs in terms of goods trade, but much more is to
be expected from the liberalization of capital and services flows. While it is unrealistic to
expect that France will increase its FDI as spectacularly with the CEECs as it did with its
southern neighbours, one would expect much trade-enhancing opportunities from FDI.

sweet-pepper producers, for instance, who will face sharply increasing imports" (p. 88). The report
closes the discussion of the Europe Agreements with a quote from another Senate information
mission: "What would be the use for the Central & Eastern European countries of being able to
export their fruit and vegetable output on broken and wrecked markets which would, in the end,
generate little profits?" (p. 89: all quotes are freely translated by the authors).
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VI.0 Sectoral Trade Patterns

Insofar as integration is accompanied by inter-industry rather than intra-industry
trade specialisation adjustment costs during the transition are likely to be greater as job
search will last longer, workers having to find employment in unrelated rather than related
activities requiring both different skills and perhaps migration to a new region. It is
therefore instructive to examine the pattern of sectoral specialisation.

It is difficult to predict the likely effects of trade liberalization accompanied by FDI
on trade patterns. First, it is expected that a narrowing income differential will lead to
increased intra-industry trade in differentiated manufactured products. 2° FDI, on the other
hand, when it takes place in industries with economies of scale will increase the degree of
specialisation in a classical sense, while at the same time leading to increased varieties in
sectors characterized by product differentiation. So it is not clear whether FDI can be
expected to lead to more or to less intra-industry specialization.

FDI has also another potentially important effect on adjustment patterns since FDI
can be a substitute or a complement to goods trade. Insofar as trade tends to equalize
factor rewards as well as goods prices, then the tendency will be one of substitution. This
means that capital (and labour if allowed) flows tend to replace trade flows requiring
therefore less adjustment. On the other hand if factor prices are not equalized through
trade because of differences in technology, government-induced distortions or market-
based imperfections, then FDI will increase the volume of trade and the relation between
goods and factor mobility is a complementary one. 21 This means that FDI flows would
then result in more adjustment.

Thus, even though no large bilateral trade imbalances have developed since Spain
and Portugal joined the EC, it remains to be seen whether any displacement effects are
apparent. At a crude level, protectionist fears are based on two hypotheses. First, trade
liberalization between a rich and a poor country is expected to lead to a contraction of
labour-intensive industries in the rich country. Second, in the absence of factor-price
equalization, capital movements driven by differences in the marginal product of capital
would lead to plant relocation into the poor country.

We report calculations performed at the HS2 level (97 items) suggesting that
intra-industry trade indices for trade between Spain and France have been going up over
the last 25 years, suggesting, more intra-industry trade rather than more specialization at
the aggregate level.

20 See e.g. Helpman (1982). In a model with Hecksher-Ohlin trade in some sectors and
monopolistic competition in others, it can be shown that the intensity of intra-industry trade versus
inter-industry trade is inversely related to income differences.
21 The substitutability between factor mobility and goods trade was first established by Mundell
(1957) in a strictly Hecksher-Ohlin framework. For the complementaritv relationship that holds
when the assumptions of the Hecksher-Ohlin do not hold, see Markusen (1983).
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In 1976, French imports from the Iberian peninsula were dominated by agricultural
products (27 % of the total), textiles (12 %), automobiles (10 % exclusive of automobile
components) and wood and paper products ( 1 1 %). By 1986, the importance of
agricultural products in French imports from Spain and Portugal was sharply down (17
%), while automobile imports had followed a symmetric movement, up to 18 % of the
total. This change in comparative advantage, having occurred between 1976 and 1986,
continued between 1986 and 1991.

On the export side, agricultural products were up between 1976 and 1986 from 9
% to 14 % of the total (16 % in 1991), while chemicals were marginally down. Exports of
automobile components also went up from 6 % to 13 % of the total. The picture
emerging in the automobile sector is fairly clear. Increased integration of the production
process led over time to relocation of assembly work in Spain and Portugal, while
component manufacturing remained in France. This will show up as an increase in intra-
industry trade at an aggregate level, but as an increase in inter-industry trade at a more
disagregated level. Such a pattern is consistent with the findings of Martin and Velasquez
(1993) that Spanish firms with foreign shareholders have a higher propensity to import and
to export than the average. In any event, what is important to note from a political-
economy point of view is that if on the one hand assembly work migrated and resulted in
job losses, on the other hand component work remained in France, thus creating jobs.

Such transborder integration of production processes is apparent in other sectors
as well. In the textile industry, for instance, cross-shipments of semi-finished products
were reflected in sharply increasing values for the intra-industry trade indices. Here it is
likely that the more labour-intensive activities were relocated in the Iberian peninsula,
leading to net job loss in the textile industry. However, such relocation seems to remain
concentrated in the downstream garment sector, with no massive trade imbalance
appearing at the industry level.

The major surprise of the bilateral trade data might perhaps lie in the fact that
France managed to turn its trade deficit in agricultural products into a surplus,
concentrated of course in the cereal sector. This may be partly due to the fact that Spanish
fruit, vegetable and vegetable fats do not have free access in the EU (and will not before
1996; see Baldwin, 1994). By contrast, Spanish fish exports to France -- a traditional bone
of contention between the two countries -- have not grown commensurately.

This brief retrospective shows no evidence of the large labour-displacement
effects feared in France when negotiations were initiated over Spanish and Portuguese
accession to EC membership. Extrapolating to the current situation with the CEECs, we
would argue that there is no direct prima facie historical evidence suggesting that
integration with less developed partners requires substantial adjustment.
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Table 9 here
Sectoral trade Patterns during the second enlargement

VII Conclusions

New opportunities for expanded trade will arise from the Europe Agreements
(EAs). At this early stage, it is hard to tell which countries will see their economic
structures modified the most by the opening to the East and by the transformations
underway in the Central and East European Countries (CEECs) themselves. The case
study of France forwarded in this paper suggests that adjustments will be relatively small.
This is likely to be the case because France is not the most "natural" trading partner of the
CEECs„ because of both its more southern cultural and economic ties and its somewhat
greater distance from the CEECs than say Germany or some of the new EC members. As
a result, under the current agreements trade with the CEECs may well double or triple in
the next decade, thereby offering new opportunities for trade and investment. Yet, by all
projection estimates, France-CEEC trade is not expected to surpass 6-8 percent of
France's extra-EC trade.

This projection of small France - CEEC trade is corroborated by our analysis of
the most recent trade statistics for the sensitive sectors (agriculture, chemicals, T & A, and
steel) as well as calculations of intra-industry trade indices suggesting much intra-industry
trade (rather than inter-industry trade). Moreover, we found little evidence of import
penetration by the CEECs, especially in the sensitive sectors, suggesting that the EAs
granted little marginal access to EC markets. Surprisingly, we found that French
agricultural and chemical exports to the CEECs rose substantially.

There are several reasons for this outcome to be the likely scenario. First, as
argued in section II, the EAs themselves involve at most very marginal trade preference to
the CEECs as agriculture and most other sensitive sectors are effectively off-limits, with
the exception perhaps of textiles and apparel where the CEECs will enjoy a transitional
preference for a period of five years or so while the MFA is being dismantled. Rather, the
EAs represent a harmonization of EC member states policies towards the CEECs and a
concretisation of unilateral trade liberalization by the EC prior to the negotiation of the
EAs.

It is in the area of capital mobility and services broadly defined (procurement
policies, norms, etc...) that the CEECs are likely to gain preferential access over other EC
trading partners. The magnitude of the resulting gains are difficult to estimate as well as
their effects on adjustment since it is not clear whether trade in services and trade in goods
are substitutes or complements. A brief retrospective on France's trade with Portugal and
Spain suggests that membership benefits for the newcomers was "visible" in the sense of a
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significant income catching-up, reflecting inter alia pro-competitive effects of integration
and the benefits of a substantial increase in foreign direct investment, at least by France.
Even though the CEECs are not acceding to the EC on the same terms as Spain and
Portugal, and are not the recipients of EC funds, the EAs provide many of the membership
benefits for capital and services.

As recent evidence demonstrates, resistance to adjustment can be unflinching so it
is useful to look for signals of sectoral and regional concentration of job losses. Lacking
the necessary information and clues about the mechanism through which job losses could
be formulated into a coherent overall model, we carried out disaggregated regional
employment projections for 41 sectors to detect any tendencies towards sectoral and
regional concentration. Taking the most pessimistic scenario in which intra-sectoral job
creation through export expansion are not considered. the largest sectoral job losses were
estimated to be 2765 in fuels and 743 in the Lorraine region. These estimates are very
small indeed. We discuss some of the reasons for these small magnitudes, including the
assumptions of the gravity model that served as the basis for the trade projections, and the
relatively mild trade liberalization measures incorporated in the EAs. This is not to say that
small job loss estimates would not generate demand for protection which could ultimately
be enacted as has already happened in the case of iron and steel (CSR) and beef (Poland).
Nonetheless our preliminary conclusion is that adjustment pressures should not exceed
those endured following the EC accession by Portugal and Spain.
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APPENDIX l

CALCULATION OF EMPLOYMENT EFFECTS AT THE REGIONAL LEVEL

The calculations reported in the text are derived from a differentiation of the
material balance equation at the sectoral level.

= Di + E i - Mi
	

(1)

where Xi is sectoral output., Di is domestic demand for domestic production, Ei is export
demand and Mi is import supply. Assume that all factors affecting supply come from
increased imoprts from the CEECs and that all sources of demand growth are exports to
the CEECs. Then lag differentiation of (1) yields:

dlog Xi = ei dlog Eci - mi dlog M ci	(2)

where ei and mi are ratios of CEEC exports and imports to production and dlog E ci and
dlog Mci are exogenous estimates of the percent growth of export and import with the
CEEcs. Defining ei = dlog Li / dlog Xi as the output elasticity of labor, one obtains the
following formulas for job creation and destruction used in the text:

dlog Li = ei dlog Xi = ei (ei dlog Eci - mi dlog Mci )	 (3)

Finally the calculation at the regional level, r, is done by allocating the total
employment effects from (4) to the regional level according to the regional employment
share estimates e it = Lir / Li obtained from INSEE:

dlog Li r = eir dlog Li where Zi ei r =
	 (4)

so that regional employment changes are given by

A Li r Lir dlog Lir = ei r Lir ei (ei dlog E ci - mi dlog
	

(5)
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APPENDIX 2

INTRA-INDUSTRY TRADE INDICES

The indices displayed in table 5 are Grubel and Lloyd (1975) intra-industry trade
indices corrected for bilateral trade imbalances. Let i and j designate two countries and let
k designate an industry. The level of disaggregation used is the Customs' HS2 level, and
the source is Eurostat's COMEXT database.

Let f3ii be the bilateral aggregate intra-industry trade index for trade between
countries i and j shown in table 5 of the paper.

pi; =134 (1 -aij)
	

(6)

where aij is the parameter correcting for a bilateral trade imbalance, i.e.

aij = I Ek Xijk - Z k Mijk	(Xijk + Mijk)
	

(7)

B I•j is the aggregate intra-industry trade index before correction:

Bij = Ek wijk Bijk	 (8)

wijk is the weight of industry k in bilateral trade between countries i and j:

wijk (Xijk Mijk)	 (Xijk Mijk)
	

(9)

and Bijk is the sectoral intra-industry trade index for industry k:

Bijk = 1 -	 Xijk - Mijk I / (Xij k + Mijk)
	

(10)

Intra-industry trade indices lie between 0 and 1 by construction. Sectoral indices are equal
to 1 for intra-industry trade and 0 for Heckscher-Ohlin trade.
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Table 1

EC imports (million S CIF)

1989	 1990
1
'	 1991 1992 share 1993

Poland 4380	 6720 7788 9120 1.44 n.a.

Czech & Slovak republics 2856	 3420 5064 7140 1.13 n.a.

Hungary 2916	 3852	 4620 5208 0.82 n.a.
Romania 2832	 167'',	 1824 1824 0.29 n.a.
Bulgaria 600	 631	 936 1164 0.18 n.a.
Baltic states 1080 0.17 n.a.
NIS 16776	 16711	 21888 20928 3.31 n.a.

CEEC 30888	 37308!	 42204 46524 7.36 n.a.
Extra-EC 496620	 5957281	 616788 631968 100.00 n.a.
world 1173672	 1422816! 1459368 1520268 n.a
CEECErtra-EC (%) 6.22	 6.26 II	 6.84 7.36 ...

CEEC 'World (%) 2.63	 2.62 	 2.89 3.06

EC exports (million S FOB)

1989	 1990	 1991 1992 share 1993
Poland 4344 i	 5664	 9729 10560 1.90 n.a.

Czech & Slovak republics 2628	 33241	 4740 8112 1.46 n.a.
Hungary 1312 	 3684	 4332 5256 0.94 n.a

Romania 756	 1572;	 1644 2400 0.43 n.a.

Bulgaria 1644	 1152	 1200 1440 0.26 n.a.
Baltic states 56 0.01 n.a.
NIS 13896'	 1158	 13896 16644 2.99 n.a.
CEEC 26592,	 29304	 39444 45468 8.16 n.a.
Extra-EC 451464	 526260	 522948 557208 100.00 n.a.
world 1137060, 1361544	 1373340 1451856 n.a.
CEEC'Extra-EC (%) 5.89 '	 5.57	 7.54 8.16

CEEC 'World (%)	 2.34 :	 2.15	 2.87 3.13

Source: OECD



Table 2

French imports (million $ CIF)

1989	 1990 1991 1992 share (%) 1993	 I share (%)
Poland	 401!	 622 611 659 0.68 664 0.79
Czech + Solvak reps	 269	 348 378	 456	 0.47 373 0.45
Hungary	 342	 409 420 424	 0.44 358 0.43
Romania	 4671	 358 312 276	 0.29 283 0.34
Bulgaria	 72I	 84 96 132	 0.14 133 0.16
Baltic states 100	 0.10 138 0.17
NIS	 2628!	 3336 3055 3468	 3.60 2981 3.57
CEEC	 41771	 5162 4882 5517	 5.72 4932 5.90
Extra -EC	 758321	 93418 95483 96456	 100.00 83545 100.00
world	 1905911	 232588 230573 238822	 ... n.a.

CEECExtra-EC (%)	 5.51 i	 5.53 5.11 5.72 5.90
CEECivorld (%)	 2.19 ;	 2.22 2.12 2.31	 ...

French exports (million $ FOB)

1989	 1990 1991 1992	 share (%) 1993 share (%)
Poland	 3801	 401 742 823	 0.95 823 0.99
Czech & Slovak republil	 233 287 493 607	 0.70 564 0.68
Hungary	 259 298 318 350	 0.41 439 0.53

Romania	 1	 1331	 243 265 571	 0.66 464 0.56
Bulgaria	 151'	 116 192 228	 0.26 128 0.15
Baltic states 5	 0.01 119 0.14
NIS	 171611	 1488 1464 2076	 2.40 1860 2.24

1
CEEC	 1	 2874 2842 3517 4826	 5.59 4484 5.40
Extra-EC	 66342 77676 78762 86416	 100.00 83117 100.00
world	 172804 209581 213283 231934	 ... n.a.

CEEC,Extra-EC (%) 	 4.33 I	 3.66 4.47 5.59 5.40
CEECivorld (%)	 1.66 1	 1.36 i	 1.65 2.08 ...

Source: OECD



Table 3

French direct investment in the CEECs (million FF)

1989 1990 1991 1992
Bulgaria (a) 0 0 32 0
Hungary (b) 13 103 747 469
Poland (c) 2 11 70 79
Romania (d) 0 9 0 12
CSR (e) 3 61 131 912
Ex-Yugoslavia 30 101 136 15
FSU 10 49 207 327
CEEC-6 (a-e) 18 184 980 1472
CEEC 58 243 1323 1814
Extra-EC 43981 46403 54246 19927
World 115715 146606 115640 99607
CEECErtra-EC (%) 0.13 0.52 2.44 9.10
CEEC irorld (%) 0.05 0.17 1.14 1.82

Source: Banque de France



Table 4a

Extra-EC market shares by products (%), French imports, 1992
(products accounting for more than 5 %) __ . 	 _ ____

HS2 code Product Poland CSR Hungary Romania Bulgaria FSU
1 live animals 36.7 5.2
2 meat 13.9
5 other animal products 7.3

24 tobacco 6.3
27 mineral fuels 7.•1
28 inorganic chemicals 10.5
31 fertilizers 7.6 5.3

35 starch 18.5 5.8
46 basketware 7.6
52 cotton 10.8
53 other vegetable fibers 5.8
75 nickel and nickel products 11.8
78 lead and lead products 19.9
79 sinc and sinc products 6.8
89 shipbuilding 6.7
93 arms and ammunition 6.6



Table 4b

Extra-EC market share (%), French exports, 1992
%)(Products accounting for more than 5

Poland CSR Hungary Romania Bulgaria FSUHS2 code Product
2 meat 11.6
5 other animal products 10.3
9 coffee, tea, spices 10
10 cereals 8.6 18.2

15 animal & vegetal fats 19.1

17 sugar 13.8
34 detergents & lubricants 8.7

45 cork & cork products 11.5

61 knitwear 1.4 6.9

67 feathers 7.4

Source: Customs



Table 5

France/CEECs intra-industry trade indices

1990	 1991	 1992 1993

Bulgaria
,

0.262!	 0.374 0.254 0.346

Czech & Slovak republics 0.464	 0.5 0.446 0.576

Hungary 0.556	 0.502	 0.492 0.534

Poland 0.463	 0.363	 0.398 0.36

Romania 0.389	 0.397,	 0.395 0.353

Source: Customs & authors calculations (see appendix)



Table 6

French imports in sensitive sectors (million FF)

Bulgaria

1990 1991 1992 1993
Food & aeric. products 617.361	 731.21 886.22 1005.12
Chemicals 35.03 165.16 117.54 111.81
Textile & app. 63.17!	 72.06 136.86 137.02
Steel 21.851	 41.70 15.18 8.72

Czech & Slovak republics

19901	 1991 1992 1993
Food & aeric. products 1989.921	 2210.67 2487.73 1842.10
Chemicals 201.34 

I
1 	 177.12 134.11 103.42

Textile & app. 316.73.1 	 414.83 478.21 455.07
Steel 358.61:	 339.49 513.54 228.58

Hungary
19901 1991 1992 1993

Food & aeric. products 2971.33 3132.37 2871.85 2524.99
Chemicals 244.66	 265.04 193.38 204.67
Textile & app. 479.891	 574.08 602.24 544.55
Steel 59.411	 44.55 48.87 42.85

Poland

19901	 1991 1992 1993
Food & agric. products 4322.491 4273.47 4155.54 4292.41
Chemicals 536.231	 549.79 419.84 295.09
Textile & app. 457.211	 651.28 685.05 780.02
Steel 188.891	 189.92 165.38 165.07

Romania

1990 1991 1992 1993
Food & affic. products 1999.061	 1884.89 1506.80 1670.44
Chemicals 27.841	 62.89 65.29 48.16
Textile & app. 623.02	 660.60 662.38 668.46
Steel 165.60	 132.98 139.54 113.76

Source: Customs



Table 6

French exports in sensitive sectors (million FF)

Bulgaria
1990 1991 1992 1993

Food & agric. products	 !	 781.87 1487.40 1304.74 908.24
Chemicals	 i	 114.73 93.94 103.82 138.16
Textile & app.	 46.13 34.48 42.29 47.98
Steel	 9.70 7.16 5.04 9.89

Czech & Slovak republics
1990 .	1991 1992 1993

Food & agric. products	 '	 1595.45	 2788.01 3405.91 3072.98
Chemicals	 !	 295.36	 278.07 467.75 488.41
Textile & app.	 139.71'	 244.97,	 219.83 208.21
Steel	 63.15'	 80.06 78.84 111.79

Hungary
19901	 1991 1992 1993

Food & agric. products	 I	 1696.82	 1907.21 2010.65 2765.12
Chemicals 359.431	 345.42 371.68 427.00
Textile & app.	 313.131	 326.73 330.33 342.79
Steel	 47.471	 39.74 54.62 72.02

!
Poland

1990.	 1991 1992 1993
Food & agric. products 2535.85,	 4572.50 4725.35 5090.67
Chemicals	 425.98]	 625.45 780.74 835.62
Textile & app.	 227.371	 369.53 367.47 385.35
Steel	 i122.571	 121.36 139.29 169.10

Romania
19901 1991 1992 1993

Food & agric. products	 ,	 1670.06 1927.27 3896.45 3691.13
Chemicals	 197.941	 119.95 172.73 210.36
Textile & app.	 404.581	 256.62 361.75 344.45
Steel	 31.25!	 27.92 44.53 62.14

Source: Customs



Table 7

Job creation & destruction, gravity-baser! simulation
(in number of jobs)

NAP-40 France lle de Champagne- Picardie Haute- Centre Basse- Bourgogne
code France Ardenne Normandie Normandie

Agriculture & fisheries TO1 -682 -26 -32 -36 -16 -41 -2 _15 
Meat & dairy products T02 -479 -29 -11 -15 -9 -13 -34 -13
Other food & agricult. T03 1376 199 58 65 42 58 32 _ 	 38
Fuels 104,105 -2765 -657 -6 -19 -221 -6 -4 -51
Water, elect. & gas T06 0 0 0 0 0 0 0	 0
Ferrous metals & ores T07 -160 -10 -5 -6 -2 -1 -3'	 -13
Nonferrous metals & ores TO8 -1260 -164 -22 -71 -34 -16 -90	 -25
Construction materials T09 -101 -13 -3 -3 -2 -5	 -2	 -5
Glass & glass products TIO 111 14 4 II 7 41	 1	 3
Chemicals T11 -364 -58 -2 -18 -36 -4 -3	 -8
Pharmac. & other chemicals T12 1177 410 17 60 54 91 12	 48
Metalworking 113 118 16 8 6 4 7 31	 4
Mechanical construction T14 2374 392 6 103 91 123 49	 94
Prof. & household equipt T15A + T15 830 271 11 15 36 40 26'	 23
Automobile & equipt T16 55 12 1 2 3 3 2 1
Aeronautics, shipbldg,  arm. T17 67 18 0 0 2 3 2 0
Textile & apparel T18 -1588 -235 -84 -64 -34 -69 -29 -41
Leather & footwear T19 -358 -34 -4 -10 -8 -14 -5
Wood & furniture T20 -2046 -274 -55 -65 -30 -88 -56 -72
Paper & paper products T21 66 8 2 4 4 3 1 2
Printing & press T22 60 26 1 1 1 3 1
Rubber & plastics T23 273 22 10 17 IT 26 5 14

Net job
creation

-3296 -112 -13 -23 -137 101 -1 I -30



Table 7

NAP-40
cod&

Nord-Pas-
de-Calais

Lorraine Alsace Franche-
Comte

Pays de
Loire

Bretagne	 Poitou-
Charente	 j

Aquitaine

Agriculture & fisheries TO1 -29 -1 -12 -7 65 -49 -31 -85

Meat & dairy products T02 -19 -20_ -11 -12 -62 -85 -16 -23

Other food & agricult.

_
T03 114 53 66 21 76 90 461	 70

Fuels 104,105 -197 -743 -24 -1 -69 -8 -101	 -265

Water, elect. & gas T06 0 0 0 0 0 0 01	 0

Ferrous metals & ores 107 -31 -43 -3 -3 -3 -2 0'
I	

-

Nonferrous metals & ores T08 -93 -9 -66 -4 -45 -7 -2	 -21

Construction materials 109 -6 -4 -6 -2 -5 - -41	 -4

Glass & glass products T10 27 7 2 1 2 1 2'	 4

Chemicals T11 -25 -18 -20 -10 -5 -6 -6.	 -13

Pharmac. & other chemicals T12 50 13 24 8 25 31 10	 50

Metalworking T13 7 6 4 5 7 3 3

Mechanical construction T14 161 92 117 99 133 54 51.	 66

Prof. & household equipt T15A +115 24 18 35 I8 46 29 17'i	 19

Automobile & equipt 116 4 3 3 5 2 11_, I

Aeronautics, shipbldg, arm. T17 0 0 0 0 5 5 2 6

Textile & apparel 118 -255 -73 -70 -19 -103 -30 -30	 -27

Leather & footwear 119 -5 -15 -16 -4 -79 -11 -14!	 -38

Wood & furniture T20 -80 -110 -66 -85 -178 -88 -941	 -138

Paper & paper products T21 7 3 4 1 4 2 31 4

Printing & press T22 3 2 2 1 2 2 11 2

Rubber & plastics T23 14 10 9 7 21 9 4 1	 6
Net job
creation

-329 -842 -28 19 -291 -63 -68	 -384



Table 7

NAP-40
code

Midi-
Pyrenees

Limousin Rhone-
Alpes

Auvergne Languedoc-
Roussillon

Provence-
Cote d'Azur

Corse

Agriculture & fisheries TO1 -28 -33 -12 -50 -51  -6L_

Meat & dairy products 102 -24 -8 -44 -14 -5 -9
_

-11

Other food & agricult. T03 48 14 103 28 46 93 4

Fuels T04,105 -90 -3 -119 -8 -25 -202 -1

Water, elect. & gas T06 0 0 0 0 0 0 0

Ferrous metals & ores 107 0 0 -10 -4 -2 -12 0

Nonferrous metals & ores T08 -54 -40 -283 -42 -93 -48 0

Construction materials T09  -6 -3 -9 -2 -4 -6 01

Glass & glass products TIO -2 0 10 2 3 2 O 	 _
Chemicals 111 -9 -1 -59 -7 -7 -41 O.
Pharmac. & other chemicals T12 35 5 113 20 18 48 0

Metalworking T13 3 I 20 4 I 3 0

Mechanical construction T14 48 16 412 31 35 71

Prof. & household equipt T15A+ T15 28 10 93 11 15 32 1

Automobile & equipt 116 1 0 5 1 0 0 0

Aeronautics, shipbldg, arm. T17 8 1 2 1 0 8 0

Textile & apparel T18 -73 -19 -242 -25 -29 -24 0

Leather & footwear 119 -24 -10 -36 -10 -9 -5 0

Wood & furniture T20 -81 -35 -242 -51 -39 -84 -3

Paper & paper products T21 1 2 8 1 1 2 0

Printing & press T22 2 1 4 1 1 3 0

Rubber & plastics T23 3 2 37 34 3 5 0

Net job
creation

-214 -75 -270 -41 -140 -215 -51



Table 8

Historical simulation -
Basse-
Normandie

L
NAP-40

code
France lle de

France
Champagne-

Ardenne
Picardie Haute-

Normandie
Centre Bourgogne

Agriculture & fisheries TO1 214 8 10 11 5 13 8 8

Meat & dairy products T02 1571 94 37 51 29 42 110 43

Other food & agricult. TO3 2047 296 86 	 97 62 86 47	 56

Fuels 104,105 -242 -57 0 -2 -19 -1 0	 -4

Water, elect. & gas 106 0 0 0 0 0 0 01	 0

Ferrous metals & ores T07 -211 -14 -7 -8 -2 -2 -4	 -17

Nonferrous metals & ores T08 -234 -30 -4 -13 -6 -3 -17	 -5

Construction materials T09 7 1 0 0 0 0 0	 0

Glass & glass products T10 148 18 6 15 10 5 2	 4

Chemicals T11 -418 -67 -2 -21 -41 -5 -3	 -9

Pharmac. & other chemicals 112 533 186 8 27 24 41 5	 22

Metalworking 113 -350 -47 -23 -19 -12 -22 -8!	 -12

Mechanical construction T14 1336 221 39 58 51 69 27 53

Prof, & household equipt 115A+115 717 234 9 13 31 35 22 20

Automobile & equipt T16 2543 549 50 92 155 120 94 63

Aeronautics, shipbldg, arm. T17 423172 117388 1523 2708 13330 22005 15150 1185

Textile & apparel T18 1201 -178 -63 -48 -26 -52 -22 -31

Leather & footwear T19 -304 -29 -3 -9 -7 -11 -3 -4

Wood & furniture T20 -452 -61 -12 -14 -7 -20 -12 -16

Paper & paper products T21 55 7 1 3 3 3 1 1

Printing & press T22 68 29 1 1 2 3 1 1

Rubber & plastics T23 138 11 5 9 6 13 2	 7

Net job
creation

5965 1170 137 242 257 315 250	 180

(excl. T17)



Table 8

NAP-40
code

Nord-Pas- Lorraine Alsace Randle-
Comte

Pays de
Loire

Bretagne Poitou-
Charente

iAquitaine

Agriculture & fisheries 101
__.
9 4 4 2 20 16 10 27

Meat & dairy products T02 61 66 37 40 204 279 53 75
Other food & agricult. T03 169 78 99 32 113 133 69 104
Fuels 104,105 -17 -65 -2 0 -6 -1 -1	 -23
Water, elect. & gas 106  0 0 0 0 0 0 0'	 0
Ferrous metals & ores 107 -41 -56 -4 -4 -5 -3 -1	 - 1

Nonferrous metals & ores T08 -17 -2 -12 -1 -1 0	 -4
Construction materials T09   0 0 0 0 0 0 0	 0
Glass & glass products T10 37 9 3 1 2 2 3	 6
Chemicals 111 -29 -21 -23 -11 - 5 - 7 -7'	 - 16

Pharmac. & other chemicals T12 23 6 11 3 12 14 5	 23
Metalworking 113 -21 -17 -12 -15 -20 -8 -6	 -10
Mechanical construction 114 91 52 66 56 75 30 28	 37
Prof. & household equipt T15A+ T15 21 16 30 16 40 25 15 16
Automobile & equipt 116 192 138 152 254 114 109 50 36
Aeronautics, shipbldg, arm. T17 2835 1227 2708 804 31357 32076 12357 37366
Textile & apparel 118 -193 -55 -53 -14 -78 -23 -23 ..21

Leather & footwear 119 -4 -13 -13 -4 -67 -10 -12	 -32
Wood & furniture T20 -18 -24 -15 -19 -39 -19 -21	 -30
Paper & paper products T21 6 3 3 0 3 1 2 3
Printing & press T22 3 2 2 1 3 2 1 2
Rubber & plastics T23 7 5 5 4 11 5 2 3

Net job
creation

279 /26 278 341 369 544 167 195

(excl. 177)



Table 8

NAP-40
code

Midi-
Pyrenees

Limousin Rhone-
Alpes

Auvergne Languedoc-
Roussillon

Provence-
Cote d'Azur

Corse

Agriculture & fisheries TO1 9 3 10 4 16 16 2
Meat & dairy products T02 79 25 143 46 17 28 2
Other food & agricult. T03 71 21 153 41 69 138 6
Fuels 104,105 -8 0 -10 -1 -2 -18 0
Water, elect. & gas T06 0 0 0 0 0 0 0
Ferrous metals & ores T07 -1 -13 -6 -2 -15 0
Nonferrous metals & ores TO8 -10 -7 -52 -8 -17 -9 0
Construction materials T09 0 0 1 0 0 0 0
Glass & glass products T10 2 0 13 2 4 2 0
Chemicals T11 -10 -1 -67 -8 -8 -48 0
Pharmac. & other chemicals 16 8 22 0
Metalworking -9 -4 -8 0
Mechanical construction 27 20 40 0
Prof & household equipt 25 13 28 1
Automobile & equipt • 31 6 15 0
Aeronautics, shipbldg, arm. 50569 635 51585 339
Textile & apparel -55 -22 -18 0
Leather & footwear • -20 -31 -7 -4 0
Wood & furniture -18 -8 -54 -9 -19 -1
Paper & paper products T21 1 2 7 1 1 2 0
Printing & press T22 2 1 5 1 1 3 0
Rubber & plastics T23 I I 19 17 I 2 0

Net job
creation

133 48 477 99 85 /57 /0

(excl. 117)



Table 9

French imports from Spain: sectors with more than 5% of the total (% of total)

1976 1986	 i	 1992

Vegetable	 5.26
Fruit	 14.14 8.92 6.71
Iron & steel	 9.41 5.71
Mechanical products	 7.55 8.17 9.56
Electr. mach. & cons. electronics	 1 5.21
Automobile & equipment 1	 18.29 32.33 32.88
Total (billion ECU) 1.397 5.337 10.164

1
1

French exports to Spain: sectors with more than 5% of the total (% of total)

1976 1986 1992

Inorganic chemicals 8.01
Iron & steel 8.39 8.71
Mechanical products 18.63 14.42 15.42
Electr. mach. & cons. electronics	 [	 6.23 7.76
Automobile & equipment	 13.54 28.34 19.54
Total (billion ECU) 1.286 4.968 13.107

Source: Eurostat, Comext database



ONctOMON,S0W0

00)
	 rmmmmmmmmm

C•1
0)

O
0) a)

0 W
CO 0
0 0)

01"1?)	 X
0 0)

Figure 1

GDP per capita/EC average

1.4

1.2

0 .4 -

1

4- EC average

_
.. •

France

–	 – Spain

Portugal

	  Greece

11	 I	 1	 1	 I	 I	 I	 1	 1	 1	 1	 -f	 '1	 1	 1	 1	 1	 1

0.8

0.6

0.2

0

Source: CEPII



0 Cs4

0)r

16000 -

14000 -
12000

10000 -
eu

8000 -L
0

E 
6000 1

4000

2000

0

Spain

Portugal I

Figure 2

French direct investment in Spain and Portugal,
1983-92

Source: Banque de France


	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	Page 50

