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Summary

In times of globalization, there is a worldwide trend of creating various regional
economic integrations which aim to benefit for their members. Almost all of the
countries belong to or aspire to belong to a group. One of them is Bosnia and Her-
zegovina. As a member of CEFTA since 2006, Bosnia and Herzegovina has built
its foreign trade position together with other members, with which it has had ex-
ceptionally immense level of cooperation. Bosnia and Herzegovina is committed to
joining the European Union, but the accession process is facing a lot of difficulties
and going slowly, so that the time of receiving full membership is completely uncer-
tain.

Croatian withdrawal from the zone of free trade for the sake of joining the Eu-
ropean Union has had inevitably serious consequences for the rest of the countries,
reflected in decreasing the volume of mutual trade, stricter standards for export
and differences in tariff and non-tariff barriers relative to those that existed during
the membership in the same integration. At the same time, there is a change for the
new member of the European Union, which improves its trade relations with for-
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eign countries and confirms some theoretical standpoints on the effects of regional
integration. Although mostly positive, these effects are not equally distributed to all
members of the European Union.

The aim of this study is to investigate the effects of the European Union enlarge-
ment on the foreign trade positions of new member states, as well as the countries
which are in the accession process and have a significant exchange with the Euro-
pean Union. Through the analysis of indicators of the member countries, a possible
direction of foreign trade development of Bosnia and Herzegovina on its path to-
wards full membership in the European Union is presented.

Keywords: Bosnia and Herzegovina, the European Union, enlargement policy,
foreign trade, economic growth

Pe3ume

Y epujeme inodanuzavuje, y yujenom ceujeitty gonasu go ciliéaparoa pasnutuiiux
PeIuoOHANHUX eKOHOMCKUX UHUleIpayuja, Yuju je yum ociliéapusdarse KOPUciiu
3a ceoje unanuye. 1oiioso cee semme Upuilagajy unu iexe ga upuiiagajy Hexoj
ipyniayuju. Jegna og rwux je u bocna u Xepueiosura. Kao unanuya CEFTA-e og
2006. iogune, bocna u Xepyeiosuna je ipagusa c60jy CiObHOWPIOBUHCKY HOZULU-
Jy 3ajegHo ca gpyium unanuyama, Ha Koje je duna (u ocitiana) usyseiino yiyhena.
Bocna u Xepueiosuna je otipegujemwena 3a ynasax y Eepoiicky ynujy, anu iipoyec
upukmyderna uge y3 gociia wweuwikoha u ciiopo, Waxko ga je epujeme ciliuyarba
UYHOUPABHOT YIAHCTIB8A TOTUILYHO HEU3BjeCHO.

HUcimyaarwem Xpeaiticke u3 3oe cnodogie mwpiosure 3apag ynacka y Eepoiicky
YHUjy, HeuddjexHo Haciajy 030umHe ocweguue 1o Upeocitiane 3emme, Koje ce
oinegajy y uagy oduma mehycodHe pasmjere, OWAPUUM CHIAHGAPGUMA 3a U3603
U pA3nuUKama y UapuHcKum u Heyapurckum dapujepama y 0gHoCy HA OHe Koje Cy
iociiojane 3a 8pujeme UiaHciiea y ucitioj unineipavuju. Viciiospemeno gonasu u
go upomjena iio Hosy unanuyy Eepoiicke yHuje, koja iodomuiasa ogroce pasmjere
ca uHocilipauciieom u toiiephyje Heka ieopujcka cillaHOBUMTHA O eeKTUMA
peiuoHanHux unitieipayuja. JMaxo yinaeHom Ho3uiiueHu, 068y egeKitiu HUCY jeg-
Hako paciiopehenu Ha cee unanuue Eepoticke yHuje.

Lum 0607 paga je uctiuitiusawe epexaiiia upowuperwa Eepoticke yHuje Ha
CUOBHOMIPIOBUHCKY TOZULUJY HOBUX YIAHUUA, KAO U 3eMA/bad KOje CY Y UOCIYTKY
upugpyrcueared, a umajy eenuxy pasmjeny ca Yuujom. Kpos ananusy iioxasaiiie-
Jba 3eManba YaaHuua tpesexiliyje ce apasay, moiyhel passoja ciiomHe WpiosuHe
Bocne u Xepueiosune na tiyiiy xa tiyHoupasHom unanciisy y Eepoiickoj ynuju.

Kmwyune pujeuu: bocna u Xepueiosuna, Eepoiicka yHuja, donuiiuxa apouiu-
petva, cliopHa tpiosUHA, UpUBpegHu pactii.
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1. Regional economic integrations and their effects

Regional integrations are characteristic of modern international economic rela-
tions, and accession to the European Union, as an integration of a high level, one
of the priorities of the Western Balkan countries. In addition to primary benefits
arising from the various forms of regional integration relating to strengthening
the ties between member countries, an increase in the volume of trade and a
favorable foreign trade position, there are other motives for their development.
These benefits primarily refer to the removal of tariff and non-tarift barriers, re-
duction or elimination of other trade restrictions, monetary cooperation, free
movement of people and capital, joint research, etc. (Popovi¢, 2016).

Regional integrations can be divided in several ways. Balassa (1961) indicates
that the initial stage of regional economic integration includes: free trade area,
customs union, common market, economic union and full (total) economic inte-
gration. This basic division has changed over the years and expanded with chang-
es in global trends. Nowadays, regional integration can be considered as a form
of association: regional autarky, free trade area, customs union, common market,
economic union, monetary union, fiscal union and political union (Croweley,
2002).

Although any form of regional integration implies transfer of a part of the
member states autonomy, or at least a change in the policy towards other coun-
tries, the highest form of integration is economic and political unions. They con-
stitute central political and democratic institutions that govern the community
and solve transnational issues, and in which the sovereignty of member states is
marginalized (for example the influence of individual states in the US) (Popovic,
2016).

The main effect of the regional trade liberalization is a reallocation of re-
sources (Kovacevi¢, 2000). It is quite clear that it is in the interest of the member
countries to achieve as many benefits as possible from accessing the same, but
they should ultimately be reflected in the improvement of the overall economic
environment. In this sense, it is about dynamic effects of regional integration and
their long-term benefits for the member states: scale economy, greater and faster
technological change, expansion of productive techniques in the framework of
the common market and the progress of the national economy as a whole. In
addition to dynamic, there are static effects of regional integration. They are re-
flected in the so-called trade creation and trade diversion.

Trade creation happens when producers in one member country realise that
they can import and export more to other member countries as a result of tarift
elimination, because, in line with the general market principles, it makes goods
more competitive (when Great Britain entered the European Economic Commu-
nity - EEC it increased trade volume with existing EEC members). On the other
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hand, trade diversion can be viewed from two aspects, depending on whether
member countries adopt a single customs policy at the level of the Union or re-
tain individual conditions for the third countries. In the first case there would be
a diversion of imports from the most efficient country to the one with the most
favorable trading conditions (after entering the EEC Great Britain began imple-
mentation of a single customs policy, which decreased exchange between Great
Britain and New Zealand, the country with which it previously had a free trade
agreement - Commonwealth Free Trade). In another case, trade diversion would
relate to the routing of exports to a non-member state with the most favorable
terms of trade (e.g. Russian exports to CEFTA countries would be directed to the
country with the lowest tarifts).

Trade creation and trade diversion effects represent static benefits or losses
from economic integration, depending on whether there are greater benefits
from trade creation or losses from trade diversion.

The importance of regional economic integrations is not only reflected in the
changes in the foreign trade position and economic growth of the member coun-
tries, but also in many other aspects of human life. These communities of states
and nations often adopt common principles and values. A good example of this
could be the European Union, the most complex integration of the modern era,
with its motto In Varietate Concordia (United in Diversity).

2. Establishment, development and enlargement policy
of the European Union

Plan of Robert Schuman, the French Minister of Foreign Affairs, is considered
to be the beginning of European unification. In order to control the production
and distribution of coal and steel in France and Germany, and to disable redirec-
tion of production for the war needs, as well as to control the economic recovery
in Germany, the two countries signed an agreement in Paris in 1951, with the
participation of Italy and the Benelux countries. This contract established the
European Coal and Steel Community, the first of the three communities that cre-
ated today’s European Union. The European Economic Community - EEC and
the European Atomic Energy Community - Euratom were established in Rome
in 1957. These three organizations joined into the European Communities - EC
under the Brussels agreement (1965) — an organisation with common institutions
which developed and functioned under this name until the Maastricht Treaty in
1992. That was when the agreement on the creation of the European Union was
achieved.

The development of the European Union went through two parallel and re-
lated processes. The European Union was in its development transformed from a
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free trade zone, across a single market and a monetary union, to a form of incom-
plete fiscal and political union. In addition to the transformation from lower to
higher forms of regional integration, there has been the process of including new
members, commonly called the European Union enlargement process. Of the
initial six member states with approximately 200 million people, the European
Union now has 28 member countries with around 507 million inhabitants with
solid purchasing power.

Member states vary considerably in size and the level of economic develop-
ment. From Germany, with over 80 million inhabitants (about 16% of the to-
tal population of the Union) to Luxembourg, Malta and Cyprus, which together
make up less than 0.5 percent. Also, there is asymmetry in the economic devel-
opment of member states, from tiny Luxembourg with GDP per capita of almost
65,000 euros and large Germany with 29,000 euros to Bulgaria which has GDP
per capita less than 10,000 euros. These large differences among member states
point out their different positions in the decision-making process, but also the
diversity of the consequences that these decisions can have on different coun-
tries. It is easy to assume that, in such circumstances, the decisions taken by the
authorities of the Union may cause asymmetric shocks, especially during a reces-
sion. While one country can benefit from certain decisions, others may face even
greater difficulties.

The European Union enlargement policy has also evolved over time, from the
basic conditions in the process of accession of new member states to complete
conditionality (Spiri¢, 2010).

Table 1.
Chronology of the European Union enlargement

Enlargement Year New member countries
| 1973 Great Britain, Denmark and Ireland
Il 1981 Greece
11 1986 Spain and Portugal
\Y, 1995 Sweden, Finland and Austria
Poland, Hungary, Czech Republic, Slovakia, Slovenia, Estonia,

v 2004 Latvia, Lithuania, Malta and Cyprus
V+ 2007 Romania and Bulgaria
VI 2013 Croatia

The enlargement policy has always consisted of three components: economic,
legal and political. Economic component implies that a country that wants to join
the EU must have a market economy developed to the extent that it can be com-
petitive in the single European market. Legal component implies that a country
accepts standards that are applied in the Union and must be ready to adapt its leg-
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islation to these standards. The political component can be defined as the ability
of institutions to ensure democracy and the rule of law, as well as the acceptance
of political objectives of the Union.

These components were the basis for defining the membership criteria adopt-
ed in Copenhagen in 1993, namely:

— Political: the ability of institutions to ensure democracy, the rule of law,
respect of human rights of minorities and the acceptance of Union’s political
objectives;

— Economic: existence of a functioning market economy and the ability of
market participants to cope with competitive pressures within the Union;

- Legal: adoption of the acquis communautaire.’?

Regardless of the initial general principles and later clearly stated criteria,
both before and after the Copenhagen summit, each circle of enlargement was
carried out in given, specific circumstances and relationships, political climate
and economic situation. Each circle carried its peculiarities depending on the
country-applicant and the general geopolitical situation.

The first rounds of enlargement included countries that were already rela-
tively economically stable, democratic, developed and significantly adapted to
EU legislation (with the exception of the Mediterranean countries: Greece, Spain
and Portugal). Later rounds of enlargement established a complete conditionality
policy, which today includes specific requirements for each potential candidate
country.

Union’s policy, manifested through policies of its most powerful members,
determined the pace and direction of enlargement. This policy, which was much
more than the Copenhagen political criteria, paved the expanding decisions,
sometimes without considering the set of previously established conditions and
criteria, or at least applying them selectively.

The speed of a country’s entering the Union measured by the length of the
period from submission of the application to a full membership is very different.
Great Britain fulfilled formally and essentially all the conditions for admission;
however, it still had to submit the request twice - in 1961 and 1967. This country
became a member 12 years after the first application. The primary reason for that
was the determined opposition of French President De Gaulle. In addition to the
possible grounds of competitive and economic nature, the main motive for De
Gaulle’s opposition was the standpoint that the entry of Great Britain into the
EU would strengthen the influence of the United States on the further develop-

* Since the problem of insufficient administrative capacity in the process of accession of new
members occurred in a large number of candidate countries, in 1995 at the meeting of the European
Council in Madrid another criterion was established - administrative. Administrative criterion is
the ability to create an efficient system of public administration in order to ensure the quality of the
process of adopting and implementing the acquis communautaire.
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ment of the community. Time has shown that De Gaulle's assumption was cor-
rect. Today the European Union, at its own peril, carries out economic sanctions
against the Russian Federation, while Great Britain makes history as the first and
the only country to voluntarily leave the Union. A referendum held in June 2016
revealed a deep division within one of the most powerful countries of the Union
and showed that despite all the efforts some countries make to gain membership,
there are those which do not find retaining the same a priority.

Negotiations between the Union and some other countries lasted even longer.
Turkey formally began accession process in 1987, received the status of the candi-
date in 1999, and started negotiations in 2005, alongside Croatia. Croatia became
a member in 2013 and Turkey has not, even after 30 years. The German Demo-
cratic Republic, a country which had about 17 million people before unification
with the Federal Republic of Germany, entered the European Union through the
unification of Germany. No negotiations on eligibility and conditions took place.

Enlargement of the European Union is mainly realized through joined en-
tering of smaller or larger groups of countries. Only in two exceptions, a single
country was admitted. These were Greece in 1981 and Croatia in 2013. Indeed,
the German Democratic Republic was separately incorporated into the European
Union through the unification with the Federal Republic of Germany, although
this enlargement of the Union - and it is enlargement beyond doubt - is rarely or
never mentioned in discussions on the topic of EU enlargement.

What is essential for the analysis of the effects of enlargement on foreign trade
of the old and new members, as well as foreign trade of non-members, is the col-
lective or individual accession of new countries. What is the difference between
joining the group of countries and individual entering? Precisely the fact that
there are various positive and adverse effects of trade creation and trade diversion
and various dynamic effects on new members, or countries that are not included
in the Union but were important trade partners of the new member states before
their accession to the Union.

All countries that joined the Union within a group were strongly connected to
other members of the group, especially regarding economy and foreign trade. We
could see that during the third enlargement when Spain and Portugal entered the
EU. A similar situation happened with the fourth extension when Sweden, Fin-
land and Austria joined the European Union, countries that already had strong
foreign trade ties with the EU. Many new member countries were connected
through the European Free Trade Association - EFTA (whose members were
some of the first and third extension countries before joining the EU: the Unit-
ed Kingdom, Denmark, Portugal, and fourth extension countries: Sweden and
Austria). Furthermore, the fifth major expansion countries: Poland, the Czech
Republic, Slovakia, Hungary, Slovenia, Bulgaria and Romania were members of
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free trade zone CEFTA before integration. Strong foreign trade connections also
existed between the Baltic countries: Estonia, Lithuania and Latvia.

Foreign trade of countries that entered the European Union within groups
had a high level of geographic concentration before accession. The largest part
of foreign trade was related to trade with countries within the group and/or the
European Union. Foreign trade with the rest of the world was in many new EU
member countries relatively small, and the effects of trade creation due to the
entry into the Union greatly exceeded the negative effects of trade diversion.

3. The effects of EU enlargement on foreign trade of new members

Many analyses indicate that foreign trade has a positive impact on economic
growth (Nikoli¢, 2005). This is especially emphasized when arguing about the
impact of export on production growth and national income (Kraji$nik, Tomas,
2014). Export causes an increase in production greater than the invested abroad,
which is determined by the foreign trade multiplier (Machlup, 1950).

The main reason why a country has potential gains from trade is that trade
increases the choice of the economy, which means that it is always possible to al-
locate income to realize all gains from trade (Samuelson, 1962). Foreign trade is
a potential source of profit if the gains from trade outweigh the losses, regardless
of the possible impact on the redistribution of income. A better way to assess the
overall gains from trade is to ask a different question: Could those who realize
gains from trade compensate losses to those who suffer, and still be in a better
position? If so, then it is a potential source of trade gains for all (Krugman, 2008).
Another question that arises after a positive answer to the above is: Are they will-
ing to do so?

External trade is paramount for the European Union and its members. The
European Union is the largest trading force in the world (Vukmirica, Spiri¢,
2005). All countries that joined the European Union had a positive effect on for-
eign trade, although these effects had different intensity in different countries.
Moreover, the distribution of the overall effects on the foreign trade between old
and new member countries, as well as between large and developed and small
and less developed countries was different.

The benefits of joining the European Union on foreign trade of new members
are reflected in the increase in foreign trade, especially export growth, which first
resulted in a reduction of the current account deficit and then the realization of
surplus.
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Table 2.
Export of goods and services (% GDP)

Country 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Cyprus 58.17 57.40 56.19 53.99 53.82 50.18 47.34 47.71 49.54 49.73 50.83 55.43

Czech
Republic

Estonia 57.46 6153 65.92 63.51 63.22 66.82 60.84 75.12 87.93 88.39 86.09 84.73
Hungary 56.60 60.02 63.15 74.63 78.61 79.96 75.06 82.62 87.53 87.42 88.76 89.25
Latvia 36.13 38.87 43.15 40.03 3855 39.46 42.45 5298 57.83 60.87 59.40 58.02
Lithuania 47.40 53.92 55.69 5042 57.14 51.94 6540 75.06 8171 84.07 81.76
Malta 78.83 78.41 76.81 86.49 89.22 87.78 78.78 88.18 93.61 93.63 93.51 93.70
Poland 33.39 34.64 3492 38.20 38.82 38.32 37.58 40.47 43.14 45.05 46.09 47.45
Slovenia  50.90 54.97 59.58 64.70 67.60 66.11 57.24 64.32 70.42 73.25 74.69 76.80
Slovakia 62.09 68.61 72.07 81.19 83.54 80.44 67.64 76.49 8532 91.80 92.95 91.93
Romania 32.28 29.30 30.43 30.60 35.42 40.03 40.00 41.98 41.13
Bulgaria 48.00 53.31 53.62 43.79 55.14 63.64 64.60 6839 67.90

47.06 57.43 6231 65.29 66.55 63.36 5881 66.18 71.62 76.53 77.25 83.62

Source: Author’s analysis based on the data from: http://databank.worldbank.org/

The results of the analysis show that in the period prior to observed countries’
entering the EU, i.e. in the period from 2000 to 2003, there was a slight decline in
exports in most countries, except Poland, Slovenia and Slovakia. Also, immedi-
ately after joining the EU, most countries have increased exports, except Malta,
whose exports in 2005 decreased by 2% compared to 2003, and Cyprus, whose
exports in 2003 amounted to 58.1% and in 2005, they amounted to 56.2% of GDP.
It is evident that not all countries were equally ready to enter the European single
market and competition on it.

In the period from 2003 to 2005, the largest increase in the share of exports
in GDP had the Czech Republic (32%). The smallest growth was recorded in
Poland (4%). A significant decline in exports happened to all member countries
in the period from 2008 to 2010, and it was caused by the global economic crisis.
During this period, the largest decline occurred in Slovakia where the share of
exports in GDP in 2009 dropped by 15% compared to 2008. After 2010 there was
a growth in the share of exports in GDP in all countries.

Looking back at 2014, or 10 years after integration into the EU, it is evident
that all countries recorded significant growth in the share of exports in GDP,
except Cyprus, where the share in 2014 decreased by 3.4% compared to 2004.
All other countries had an increase, from the minimum of 19.3% in Malta, to the
highest 72.5% in Lithuania. Significant growth was also reported in Hungary in
the amount of 48.78% and France in the amount of 45.60%. We can see that the
share of exports in GDP in Romania since joining the EU has been constantly
growing. It amounted to 29.3% in 2007 and to 41.13% in 2014. Unlike Romania,
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which has had a steady increase in the share of exports in GDP, Bulgaria has re-
corded more modest growth, together with a decline in times of economic crisis.

An increase in exports, which among other things happened due to the effects
of trade creation and dynamic effects of integration of these countries into the
European Union, had a positive effect on the trade balance among the new mem-
ber states, which transited from the zone of the larger or smaller foreign trade
deficit to countries with surplus.

Table 3.
Foreign trade balance (%GDP)

Country 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Cyprus 153 -0.12 -054 -2.96 -481 -10.78 -450 -557 -3.42 -1.93 248 2.76
Czech 15 081 235 274 245 217 388 310 395 495 581 685
Republic

Estonia -850 -7.88 -5.10 -10.15 -8.88 -393 496 636 582 100 144 262
Hungary -397 -396 -229 -1.11 070 035 406 536 6.16 686 759 727

Latvia -12.55 -15.47 -14.47 -20.70 -19.07 -12.89 -1.61 -146 -498 -441 -292 -2.86
Lithuania -7.08 -7.02 -7.18 -10.20 -13.08 -11.57 -1.68 -1.88 -2.55 0.86 1.25 0.12
Malta 030 -219 -3.09 -453 -236 -150 -0.23 342 471 341 341 342
Poland -2.65 -2.54 -094 -190 -330 -487 -0.75 -181 -176 -0.21 189 1.28

Slovenia -0.32 -144 -064 -005 -130 -193 187 155 110 439 6.01 38.14
Slovakia -1.89 -2.73 -459 -399 -1.12 -284 -141 -142 -0.89 370 454 418
Romania -12.01 -13.89 -13.04 -6.04 -573 -533 -5116 -0.56 0.09
Bulgaria -17.46 -19.16 -20.16 -8.56 -2.79 098 -2.84 -0.58 -0.71

Source: Author’s analysis based on the data from: http://databank.worldbank.org

In the year before entering the EU, all countries of the fifth enlargement had
a foreign trade deficit, except Malta and Cyprus. The largest deficit was recorded
in Bulgaria and Latvia, -17.46% and -12.55%, respectively, and the smallest in
Slovenia and the Czech Republic, -0.32% and -1.2%, respectively. Countries with
a low deficit in foreign trade, such as Slovenia, the Czech Republic, Slovakia and
Hungary were the most prepared for the membership. In just a few years, they
became relatively fast countries with a surplus, e.g. the Czech Republic from the
very first year of its membership. In countries with a high deficit, balancing the
foreign trade was a slow process, but it still happened.

Ten years after joining the EU, all countries recorded a foreign trade balance
improvement. All countries had foreign trade surplus in 2014, with the exception
of Latvia, which had a deficit of -2.86% of GDP. It should be noted that Latvia had
a deficit of -15.47% of GDP in 2004, so it also made a significant improvement in
the trade deficit during the ten years of its membership in the EU. In the year of
joining the EU, Romania and Bulgaria had a foreign trade deficit in the amount
of -13.9% and -19.1% of GDP. In 2014, Romania achieved a surplus of 0.09% of
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GDP, while Bulgaria had a foreign trade deficit of -0.7%, which represents a sig-
nificant decrease compared to 2007.

This positive change was certainly due to the effect of trade creation and in-
crease of intra-regional trade among member countries of the Union. This is par-
ticularly evident in the movement of exports to other EU member states.

300 000
250 000
200 000
150 000
100 000

50 000

L 1 1 1 1 1 1 1 1 1 1 1 1
Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13
export of goods to other member states

Graph 1. Movement of intra-regional exports in the EU from 2002 to 2013
Source: http://ec.europa.eu/eurostat/

The analysis clearly shows that, unlike the previous period, export to other
member countries had steady upward trend since 2004 - the year of EU enlarge-
ment. This trend of increasing export lasted from 2008 to 2009 when there was
a decrease due to the economic crisis. After that, there was an increase in export
between countries within the Union, but also some stagnation in the recent years.

Table 4.
Export of goods to other member countries in the period 2003 - 2013 (bill. EUR)

Austria Belgium Bulgaria Denmark Estonia Finland France
2003. 63.3 172.6 3.8 42.5 3.0 29.2 228.8
2013. 92.0 247.6 13.4 52.6 8.7 31.0 258.8
Greece Netherlands Croatia Ireland Italy Cyprus Latvia
2003. 6.7 207.8 3.4 61.6 166.0 0.3 1.9
2013. 12.8 328.8 5.3 48.9 209.3 0.9 7.2
Lithuania Luxembourg Malta Hungary Germany Poland Portugal
2003. 3.8 9.5 1.0 31.2 414.5 35.4 22.3
2013. 14.1 11.2 1.1 63.4 623.4 113.8 333
Romania Slovakia Slovenia Sweden Spain  Czech Rep. United Kingdom
2003. 10.9 13.7 8.5 50.5 99.5 35.1 182.1
2013. 345 53.7 19.2 72.9 150.0 98.6 178.0

Source: http://ec.europa.eu/eurostat/
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Effects of the integration process on intra-regional export were significantly
different in different countries. All member countries except the United Kingdom
and Ireland had an increase in intra-regional export. It can be seen that some
countries “seized” significantly larger portion of that increase. Germany and the
Netherlands with about 330 billion euros increase in intra-regional exports had
a greater increase than the twelve countries of the fifth major expansion. If we
exclude two largest countries, Poland and Spain, from the twelve countries of a
big expansion, we can see that Germany’s increase in intra-regional exports of
208.9 billion euros was higher than other ten (small) countries of the fifth en-
largement. Although the focus of this paper is not a deeper analysis of the effects
of various policies that member states implement, it is interesting to compare the
intra-regional increase in exports of similar size countries with different mon-
etary policy. Thus, the Czech Republic, which remains outside the euro zone had
an increase of 64.5 billion euros, while Greece, whose currency is the euro, had a
ten times smaller growth of only 6.1 billion euros.

The reasons for major differences can be found in different economic struc-
tures and levels of development, in size of the countries, as well as in differences
in the competitiveness of individual economies. Similarly, the policies imple-
mented at the level of the Union had a different impact on different countries.
For example, the weakening of the euro against other currencies was in favor of
German strong export sector, but not in favor of Greece which had massive debts.

The global economic crisis caused considerable asymmetric shocks within the
Union and in the recovery period gave a contribution to these differences. “When
the currency of a country with a deficit exchanges at a fixed rate for the currency
of its partners with a surplus, its international value remains fixed. That sounds
great if you live in such country and possess a lot of its money. But it is a terrible
thing for the vast majority of its people who have little money. Once a series of
successive bankruptcy starts, revenues are doomed to decline while private and
public debts to foreign banks remain the same. The price paid for fixed exchange
rates is a deadly embrace of the country which has experienced a bankruptcy,
poor citizens and insolvent private sector. A vicious circle, heinous vortex, leads
the majority of citizens to indebtedness, the country to stagnation, and the entire
nation to shame.” (Varoufakis, 2016).

In addition to asymmetric shocks from the time of recession, the period of
prosperity has led to a reduction of differences in the development of new and
old member states. It seems that the process of convergence is also present at the
global level, in which developing countries are trying to catch up with devel-
oped countries, despite the differences between the rich and the poor that remain
large. Moreover, there is no evidence that the process of catching up happens
primarily due to investments of the first in the others; on the contrary (previous
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experience shows that investments of the others in their own country seem more
certain) (Piketty, 2015).

In order to overcome asymmetric shocks caused by the crisis within the Eu-
ropean Union, it would be necessary to develop a different, active role of the
state. The state must keep an eye on proper incentives (Stiglitz, 2013). However,
the European Union is not a state and does not have a unified fiscal policy that
would allow income distribution from countries with prosperity to countries in
crisis. Europe is not completely united. It is a collection of states that have their
own budgets (because there is very little fiscal integration) and their own labor
markets (because labor mobility is small) - but do not have their own currencies.
And that creates a crisis (Krugman, 2012).

In addition to asymmetric shocks, the crisis affected the position of some
countries in the Union, but also the EU enlargement policy. EU enlargement in
2004 was called the “big bang”, because it was the largest accession to the Union.
Truthfully, those were different times. The world was facing economic expansion:
economic growth, foreign direct investment grew year in year out, the politi-
cal climate in the world was good. At the EU summit in Thessaloniki in 2003,
the door was open to enlargement to the countries of the Western Balkans. The
economic crisis of 2008 has changed everything. The crisis in the eurozone, debt
crisis, particularly in the south of the EU or its less developed area, high unem-
ployment, the problem of getting out of the vicious circle - all led to questions of
further development of the EU. Nevertheless, Croatia was admitted as the 28th
member of the Union in 2013 (Vukmirica, Spiric’, 2014). This latest enlargement
of the European Union had a significant impact on foreign trade of Bosnia and
Herzegovina which was one of Croatia’s most important foreign trade partners.

4. Effects of the last EU enlargement on foreign trade of Bosnia and
Herzegovina

The historical and cultural connection between Bosnia and Herzegovina and
Croatia makes economic interdependence of these countries almost naturally
given. Their geographical location necessitates connectivity of infrastructure sys-
tems and allows frequent exchanges of various types of goods and services.

Croatian foreign trade position before and after joining the European Union
had similar characteristics to the positions of countries examined in Section 3 of
this paper. After the acquisition of EU membership, Croatian exports increased
by about 20% compared to the value before the membership. There was also an
increase in import, but to a lesser extent, so the export-import coverage ratio
tends to increase.
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Table 5.

Croatian export and import in the period 2011-2015

*000 EUR

oo porpg PN o) Ao Bweriwer
2011 9.582.161 16.281.147 58.85%

2012 9.628.468 0.48% 16.215.896 -0.40% 59.38%

2013 9.589.448 -0.41% 16.527.900 1.92% 58.02%

2014 10.368.782 8.13% 17.129.405 3.64% 60.53%

2015 11.527.852 11.18% 18.482.861 7.90% 62.37%

Source: Author’s analysis based on data from document “Republic of Croatia Statistical Yearbook
2016” Croatian Bureau of Statistics

In addition to the total volume of exchange, it is interesting to observe trading
with the European Union, with an aim to determine the existence of the trade
creation effect.

Table 6.
Croatian trade with the European Union in the period 2011-2015

*000 EUR

% of change in % of change in

Year Exportin EU Import from EU

export import
2011 5.735.364 10.065.202
2012 5.601.436 -2.34% 10.133.930 0.68%
2013 5.926.536 5.80% 12.220.028 20.59%
2014 6.622.207 11.74% 13.082.393 7.06%
2015 7.683.383 16.02% 14.420.099 10.23%

Source: Author’s analysis based on the Croatian Bureau of Statistics data basis from,
http://www.dzs.hr/

After the Croatian accession to the European Union, the effect of trade crea-
tion appeared, which is evident from the increase in Croatian export by 37% and
import by 42% from 2012 (the year before entry) to 2015.

Croatia has been one of the most important trade partners of Bosnia and Her-
zegovina for years. Although during 2015 Bosnia and Herzegovina exported to
Germany in the value of 1412.9 million BAM (15.7% of total exports), and to
Italy in the value of 1214.9 million BAM (13.5% of the total exports), Croatia is its
third largest trade partner, and the first from its neighboring countries. The value
of exports to Croatia in 2015 was 925.2 million BAM or 10.3% of total exports.
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In the context of foreign trade relations of Bosnia and Herzegovina and
Croatia, it is interesting to observe the volume of trade of Bosnia and Herzego-
vina with some regional groups before and after 1 July 2013. For example, the
highest export in 2011 was to the EU amounting to 4586.7 million (55.8% of
total exports). Export to CEFTA countries in 2006 amounted to 2873.9 million
(35% of total exports). The first year after the Croatian accession to the Euro-
pean Union brought a significant change in these relations, and in 2014 Bosnia
and Herzegovina had total exports to the EU worth 6,266.6 million EUR (72.2%
of total exports), while exports to CEFTA 2006 countries fell to modest 1,358.2
million EUR (15.6% of total exports). The foregoing indicates an increase in the
geographical concentration of exports from Bosnia and Herzegovina to the EU,
which was even before at a very high level and which carries potential risks of ex-
cessive exposure (Krajisnik, 2013). This situation could additionally be changed if
Serbia joined the European Union before Bosnia and Herzegovina, which is quite
realistic scenario.

Over a few years, the export and import between Bosnia and Herzegovina and
Croatia had the following movements:

2500000 -
2000000 -
1500000 -
foees export
1000000 - import
500000 -
0

2012 2013

Graph 2. Export from Bosnia and Herzegovina to Croatia and import from Croatia
in the period 2011-2015. Source: Author’s analysis based on data from the Agency for
Statistics of Bosnia and Herzegovina publications “BiH trade with foreign countries” for
2011, 2012,2013, 2014 and 2015

In the period from 2011 to 2015, there was a bigger decline in imports than
exports, which at the time of Croatia’s accession to the European Union might
not have been expected. On the other hand, the sharpest fall in exports in this
period occurred precisely in 2014, the first year after Croatia became a full mem-
ber of the European Union. The coverage of imports by exports in 2013 was the
highest and amounted to 61.06%, which is for Bosnia and Herzegovina an excel-
lent result. In the following year, after the Croatian accession to the EU, this ratio
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fell to 51.58%, and with a slight increase in 2015 it remains at approximately the
same level.

When it comes to the structure of goods and services that are most traded
between the two countries, they can be classified as follows:

Table 7.
Exports of Bosnia and Herzegovina to Croatia and imports of Croatia according to SITC
*000 BAM
T
S %) %) E
: s &= 5 3
e 2 3 gE83.¢ B ¢ 5. B
= © B ) S o 8 'g “n o w0 > Q_“E >
- © L &£25 Q9 = o o2 S aw
S v o o ®Td = C S a % 8 O © 2 s CINCNs]
) © © O =gret EMB mmg = " T ._SE :;w—g
o < T £ T = o2 2 £%9 £ T o €+ 2 o023
© 5 o .= z 2 29 £5° cwo K S & 8T3 &0
= = & &2 &5 33¢ g¢65 C OE =58 SEs
Export
2011 1.204.440 136.128 28.740 89.169 236.687 34.932 34.093 503.322 39.913 101.454

2012 1.164.998 138.057 27.230 74.444 232.349 47.068 44.417 455916 37.873 107.643
2013 1.194.637 106.105 27.679 86.423 374.790 36.612 44.531 373.526 36.563 107.825
2014 955.047 64.574 24.867 92.148 201.224 11.492 40.793 346.305 38.280 135.364
2015 925.166  64.537 22.433 99.451 193.789 3.138 47.262 287.912 48.182 158.461

Import

2011 2.226.508 433.576 176.580 74.050 843.545 15.966 196.453 278.217 117.710 90.410
2012 2.202.563 443.306 181.547 84.352 854.629 19.485 186.186 249.958 99.530 83.570
2013 1.956.381 347.471 154.728 70.419 773.203 8952 177.712 262.367 82.303  79.227
2014 1.851.693 294.783 134.759 63.533 682.486 11.721 187.434 293.126 97.584  86.265
2015 1.673.068 311.009 131.378 54.888 541.742 6.737 184.661 275.856 87.433 79.364

Source: Authors analysis based on data from the Agency for Statistics of Bosnia and Herzegovina
publications “BiH trade with foreign countries” for 2011, 2012, 2013, 2014 and 2015

Traditionally, Bosnia and Herzegovina has the largest export in sectors “Goods
classified by material” and “Mineral fuels, lubricants and related products” On
the import side, in addition to “Mineral fuels, lubricants and related products”,
the most important sector is “Food and live animals”

This structure of the goods that are the most frequent subject of exchange
indicates that Bosnia and Herzegovina does not use its natural resources in a
proper way. If we take into account the fact that just in 2015 Bosnia and Herzego-
vina imported almost five times more food and animals than it exported, and in
the beverage and tobacco sector almost six times, the question is why. Bosnia and
Herzegovina is rich in resources such as energy, drinking water, and has favorable
natural conditions for production in some branches of agriculture (horticulture,
animal husbandry and fishery) and in these segments it could achieve a compara-
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tive advantage. However, this is currently not the case. The reasons for the un-
favorable relations in trade with Croatia may not be found solely in the benefits
that Croatia has as a member of the European Union, since these unfavorable
relations in observed sectors existed years before the enlargement of the Union.

However, after the Croatian accession to the European Union, there was a
significant decline in exports from Bosnia and Herzegovina to this country
(20.06%), while in the previous year exports grew by 2.54%. There were nega-
tive developments within the sectors. Thus, for example, in 2014 exports in the
field of animal and vegetable oils, fats and waxes fell as much as 68.61% (in the
previous year the decline was 22.21%; negative trend continued in 2015 when
the decline of exports amounted to 72.69%), while in the field of mineral fuels,
lubricants and related products, which is a powerful trump of Bosnia and Herze-
govina, there was a decline of 46.31%. In the previous year, this sector recorded
an increase of even 61.30%. Sector analysis indicates the reasons for exchange
reduction. These are primarily related to the introduction of customs between
Bosnia and Herzegovina and the European Union which did not exist when Cro-
atia was a member of CEFTA. There are also many non-tariff barriers that make
it difficult and more expensive to trade between BiH and EU member states, as
well as with Croatia (meeting the standards in force in the EU, the administrative
procedure, the limits to border crossings etc.).

The aforementioned indicates the significant changes that have occurred as a
result of the enlargement of the European Union on the first neighbour of Bosnia
and Herzegovina. Given that the Croatian accession to the European Union was
separated from the other member countries of CEFTA 2006, the negative effects
of this expansion have been even more pronounced.

All analyses clearly indicate that the enlargement of the European Union leads
to positive effects on new members manifested in trade creation effect and dy-
namic effects. Also, it is clear that the enlargement of the European Union af-
fected the change in the foreign trade position of Bosnia and Herzegovina. The
change is reflected in the increase of the risk arising from the increase in already
high geographical concentration of foreign trade with the European Union. Also,
the analysis shows that there have been negative effects of trade diversion in for-
eign trade between Bosnia and Herzegovina and Croatia. In the period after the
Croatian accession to the EU, in both countries there was an increase in total for-
eign trade, and their mutual exchange has decreased significantly. The negative
effects are particularly evident in some export sectors of Bosnia and Herzegovina,
so the increase in exports to other countries and the decrease of imports from
Croatia have not significantly improved poor trade balance of Bosnia and Herze-
govina. The positive effects of the increase of foreign trade with other countries
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and increased exports in some other sectors were significantly reduced by smaller
trade with Croatia after its entry into the European Union.

The coverage of imports by exports in trade with Croatia after its accession
to the EU declined from 61.6% to 51.8%. The situation could further deterio-
rate in the future. Implementation of the Adapted Stabilization and Association
Agreement will further liberalize trade flows. The pressure of foreign competi-
tion, which is highly subsidized in the European Union, can be a serious problem
for manufacturers in Bosnia and Herzegovina. The analysis of foreign trade rela-
tions between Bosnia and Herzegovina and Croatia indicates a greater negative
impact of the effects of trade diversion in cases of individual countries joining the
EU than in joining a group of interconnected countries. These negative effects
are manifested in Bosnia and Herzegovina, i.e. the partner country that remains
outside the integration, but also in Croatia as a new EU member state.

Full membership of Bosnia and Herzegovina in the European Union is still
far away. The first neighbours, Serbia and Montenegro are ahead of Bosnia and
Herzegovina in the negotiation process and they are likely to join the EU before
Bosnia and Herzegovina. Such situation would produce a negative impact on for-
eign trade position of Bosnia and Herzegovina, similar to the one that occurred
with the Croatian accession to the European Union.

5. Conclusion

The European Union is regional economic integration of the highest form. It is
the strongest trading power in the world. Therefore, changes that are happening
within this integration have significant effects, not only on old and new member
countries, but also on other countries which are economically connected with it.

The European Union is a very complex organization, because of the large
number of member countries that are different from each other in size and eco-
nomic strength, the way that decisions are made within the Union, but also be-
cause of the various interests of individual members.

The European Union, which has 28 member countries, was developed out
of free trade zone made for a specific group of products, until it became an eco-
nomic and monetary union (although not all members of the European Union
are part of it, only 19). The Union had 6 member countries at its beginning and
also experienced 6 extensions to new members. Both processes - expansion and
development - have produced static and dynamic effects of economic integration.
These effects, which were clearly seen through the process of trade creation and
trade diversion, significantly affected the foreign trade flows, and consequently
the overall economic trends of three groups of countries. The first group con-
sisted of the existing members of the Union, the second was made up of new
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members that joined the expanding integration, and the third group consists of
countries that remained outside the integration, but have strong foreign trade
and overall economic relations with member countries.

The economic effects of enlargement of the European Union have been posi-
tive for most countries. Many studies were conducted on that subject. However,
besides positive effects, there were negative too. Also, the positive effects were not
the same for all countries. Significant disparities in the benefits of the creation of
free trade zone have appeared between stronger and weaker members, between
large and small countries, between countries which entered the Union as a group
of mutualy connected countries and those which entered individually.

The latest enlargement of the European Union, when Croatia joined, has sub-
stantially affected foreign trade status of Bosnia and Herzegovina, since Croatia
was one of the most important foreign trade partners of this country.

Union’s enlargement to Croatia has led to a significant reduction in foreign
trade exchange between Croatia and Bosnia and Herzegovina. The adverse ef-
fects of trade diversion have reflected on the foreign trade position of Bosnia and
Herzegovina, especially some of its export sectors. The situation in the future can
have similar negative consequences if Bosnia and Herzegovina lags behind in the
process of joining the European Union in relation to other countries of CEFTA
2006, particularly Serbia, which is its important foreign trade partner. The analy-
sis of foreign trade relations of Bosnia and Herzegovina and Croatia confirmed
the thesis about major negative impact of the effects of trade diversion regarding
cases of countries that individually joined the EU rather than a group of coun-
tries which were mutualy connected. These negative effects are manifested both
in new member countries and their partners that were left outside integration.

In the accession process Bosnia and Herzegovina must change elements of its
foreign trade policy in order to overcome, most importantly, non-tariff barriers
that impede its access to the large EU market. This is particularly important when
the trade relations between Bosnia and Herzegovina and the EU in terms of cus-
toms, as the most important instrument of foreign policy, are almost completely
liberalized.
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