THE CHANGING FACE OF EUROPE:
EU ENLARGEMENT AND
IMPLICATIONS FOR
TRANSATLANTIC RELATIONS

John Van Oudenaren

The American Institute for Contemporary German Studies

AICGS POLICY REPORT #6




THE CHANGING FACE OF EUROPE:

EU ENLARGEMENT AND
IMPLICATIONS FOR
TRANSATLANTIC RELATIONS

John VVan Oudenaren

AICGS POLICY REPORT #6




TheAmerican Institutefor Contemporary German Studies(AlCGS) isacenter for
nonpartisan, advanced research, study, and discourse relating to the Federal Republic
of Germany, its politics, economy, culture and society. Founded in 1983, AICGS has
been a premier source of research and analysis for the policymaking and policy-
advising communitiesin the public and private sectors. Drawing on an international
network of scholars and specialists, the Institute has consistently generated in-depth,
nonpartisan assessments of Germany’s policy choices and developments and their
impact on thetransatlantic dialogue.

Affiliated with the Johns Hopkins University, AICGS provides a comprehensive
program of public fora, policy studies, research reports, and study groups designed to
enrich the political, corporate and scholarly constituenciesit serves.

Executive Director: Jackson Janes
Board of Trustees, Cochair: Fred H. Langhammer
Board of Trustees, Cochair: Dr. Eugene A. Sekulow

The views expressed in this publication are those of the author(s) alone. They do not
necessarily reflect the views of the American Institute for Contemporary German
Studies.

©2003 by the American Institutefor Contemporary German Studies
ISBN 0-941441-72-5

Additional copies of this Policy Report are available for $5.00 to cover postage and
handling from the American I nstitutefor Contemporary German Studies, Suite420, 1400
16th Street, N.W., Washington, D.C. 20036-2217. Telephone202/332-9312, Fax 202/265-
9531, E-mail: info@ai cgs.org Web: http://www.aicgs.org

[ii] AICGS POLICY REPORT #6 - 2003



CONTENTS
FOrEWOIT..... .ottt e %
ADOULtNE AULNON ... Vil
Executive Summary and Policy Recommendations...........c.cccoeeeeererererenee iX
[.INTRODUCTION.....ccotiiiiiieesese e 1
I REFORM ...ttt nne s 4
Constitutional REFOMM..........cooiirirere e 4
PrevioUS ALEIMPLS. ..o 4
The European ConVENLION.........cooeeiierieniee e 7
Accession Country PerSpeCtiVES........ccveerererierieee e 13
POIICY REFOIMN.....oeieeeee e 16
AGICUIUIE.....e et 17
Sructural OPErationS.........coveereriereerierieree e 20
Other POIICY AFEBS.......coivirierieeieeeeee et 22
The Costsand Benefitsof Enlargement............ccoceoerrieneiennicnnicninnens 22
. TERMSOF ACCESSION......cciitiirienienieieese e 24
MECNANICS........ooiiiiii e 24
KEBY ISSUES. ...t 29
The SNGIEMArKEL.........ccoooiiiieeeree e 29
AGICUIUIN Bt s 31
Sructural FUNOS.......coooeeieeeeeee e 35
FreeMovement of Labor ..........cocoeeieneeniniee e 36
Justiceand HOMEAFAITS........ccoererenerere e 37
ENVIFONMENT. ..o 39
@S RSSO 40
CYPIUS. ...ttt ettt s e e e e e e eneas 41

AICGS POLICY REPORT #6 - 2003 [1i1]



IV.DEALINGWITH THE“LEFT-OVERS’

AND “LEFT-OUTS  ....o ittt 45
Bulgaria and ROMANIA.............ccoooiiiriiiiiceeceee s 46
LI LSS 47
TheWestern Balkans...........cccoeiinenneninnesee e 50
Ukraine, Moldova, and Belarus............ccoceoevenniencncncncncncne 52
RUSSI2aNd BEYONQ.........cooeeieieeree s 54
V.IMPLICATIONSFORU.S.INTERESTS.......cccovvtririrrreeenne 56
ECONOMIC INEEIESES.....ceeiviiieeeee e 56
Tradein Manufacturesand SErVICES..........ooveerieereesieeeseeeeenns 56
Tradein AQIICUITUre........cooveeieee e 60
INVESIMENL.....co i 62
Preferential AQreementsS..........cvveereereereniesee e 63
TREEUNO....co e 66
Political and Security INLENESES........coeeeereererirerese e 67
IMplicationSTOor NATO.......ccuiiiieeeeeeee e 67
GlODal ISSUES........coieeieeeee e 73
ProXimity POCY.......couoiiiiieieee e 74
VI.DEALINGWITH A TRANSFORMED UNION.......ccecvreruenne 77
VII.POLICY RECOMMENDATIONS........ccotiiririreeeeeeeree e 82
[1V] AICGS POLICY REPORT #6 - 2003



FOREWORD

Theinternational dispute over thelraq crisishaslaid bare new divisions
andfissuresacrossthe Atlantic and through Europe. While much attention has
been focused on differences between the United States, France, and Germany,
theletter sgned by agroup of eight present and future EU memberscriticizing
the Franco-German stance on I rag and fractiousintra- European debate over
NATO planning for Turkey’ sdefensemakeit clear that Europe doesnot dways
speak with onevoice.

AstheIrag debate underscores, the enlargement of the European Union
will have significant implicationsfor theway the EU definesitself and for its
relationship with the United States. The enlargement agreed toin Copenhagen
in December 2002 is unprecedented in both its size and its scope, bringing
into the European Union many of theformer communist states of central and
eastern Europe aswell as Cyprusand Malta, resultinginaUnion that will be
morediversethan ever. The expanson of the EU will cement tiesof the new
member states to the West. The diversity of membership in the new EU,
however, will aso entail numerous challengesand hasthe potentia to tax the
already overburdened EU ingtitutionsaswell asitsability to speak with one
voice.

In order to understand the complexities of enlargement and its
consequencesfor transatlantic relations, AICGSin 2001 convened a Study
Group on “The Changing Face of Europe.” The group met in November
2001 in Washington, D.C., in Brussalsin March 2002, and in Berlinin June
2002. A final conference of the project was held in Prague, Czech Republic
on December 6, 2002 to consider the prospective results of the negotiations
with candidate countries; the externa implications of enlargement; the
perspectives of the candidate countries; and theimpact of enlargement on the
United States. The project benefited from the extensive experienceand indghts
of the Study Group’ s“core’” members, aswell asadditiond participantsinthe
group’ sdiscussions, including EU officds, government officid sfrom Germany
and the candidate countries, respected scholars, and journdists.

InthisPolicy Report, Study Group pilot John VVan Oudenaren, Chief of
the European Division, Library of Congress, addressestheseissuesand offers
concrete policy recommendationsfor the United States. In addition to this
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report, avolume of expanded and revised background papers by the Study
Group memberswill be publishedin March 2003.

AICGS would like to thank the German Marshall Fund of the United
States and the Bundesministeriumfiir Wirtschaft und Technologie, Bereich
ERP-Sondervermogen for their generous support of this publication.

Theauthor would like to thank the members of the study group for their
many contributionsto thisreport: Michael Baun, Fran Burwell, Lily Gardner
Feldman, Ulrike Guérot, Kai-Olaf Lang, and, in particular, Keith Crane, who
inaddition to hisown background paper carefully reviewed an earlier draft of
thisreport and made numerous hel pful suggestions.

Cathleen Fisher Jackson Janes
Associate Director Executive Director
AICGS AICGS

March 2003

[Vi] AICGS POLICY REPORT #6 - 2003



ABOUT THE AUTHOR

John Van Oudenar en ischief of the European Division at the Library of
Congress. Prior tojoining the Library, hewasasenior researcher at the RAND
Corporation. From 1991 to 1995 he served as the director of RAND’s
European officein Ddft, the Netherlands. He has served on the Policy Planning
Staff of the U.S. Department of State and has been aresearch associate at the
Kennan Institute for Advanced Russian Studies, the Woodrow Wilson
Internationd Center for Scholars, Washington and at the Internationd Indtitute
for Strategic Studiesin London. Hereceived hisPh.D. in Political Science
from the Massachusetts I nstitute of Technology and hisA.B. in Germanic
Languagesand Literaturefrom Princeton University. Hispublicationsinclude
Detente in Europe (Duke University Press, 1991), Uniting Europe:

European Integration and the Post-Cold War World (Rowman and Littlefield,
2000), and numerous articles, chapters and reports on Europe, Russia, and
U.S. foreign policy.

AICGS POLICY REPORT #6 - 2003 [vii]



[Vii]

AICGS POLICY REPORT #6 - 2003



EXECUTIVE SUMMARY AND POLICY RECOMMENDATIONS

At the Copenhagen summit in December 2002 the European Union (EU)
decided to admit ten new member countries—eight from central and eastern
Europe plus Cyprusand Mdta—intothe EU onMay 1, 2004. Along withthe
decisonsat the November 2002 NATO summit in Pragueto bring another
seven central and east European statesinto NAT O, the agreementsreached
at Copenhagen mark asignificant milestonein European history. A littlemore
than adecade ago, these countrieswere members of the Soviet-dominated
Warsaw Pact and the Council for Mutual Economic Assistance—indeed, in
the case of Estonia, Latvia, and Lithuania, they werepart of the Soviet Union
itsdlf. Politica democracy did not exist and freedom of thought and expresson
wereseverdy limited. Goodswere scare, consumer choicedmost non-existent,
and pollution high. Soviet troopswere stationed throughout theregion, posing
what waswiddly seen asan existentia threet to the security of western Europe.
Today, in contrast, these countries all have market economies, democratic
governments, and, in the case of the Baltic countries, they have recovered
their nationa independence. Whilethese changesmight have comeabout even
in the absence of an EU or NATO membership perspective, joining these
organizationsis seen in theregion asarecognition of the changesthat have
taken place and aguaranteethat they will not bereversed, either by internd or
externa politica forces.

Beyond its historical significance, enlargement will have important
implicationsfor transatlantic relationsand U.S. interestsin Europe.

Economic Relations
U.S Exports

In the economic sphere, enlargement will mean increased export
opportunitiesfor U.S. firms, asthedifferentid trestment accorded U.S. exports
under the Europe Agreements ends and as the accession countries adopt the
EU’sCommon Externd Tariff, which generally islower than the current tariffs
that these countries apply to importsfrom the United States. EU membership
will mean the harmonization of accession country hedlth, safety, and related
standards to EU norms. This process also will be on balance favorable to
U.S. firms, which sdll to and from the EU and thus aready meet many EU
standards.
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Agriculture

At the same time, however, accession will mean acceptance by the
candidate countries of some EU rules and standardsthat the United States
regardsasunfair barriersto trade. Enlargement also could mean apotentia
increasein agricultural protectionism and afurther loss of U.S. agricultural
exportsasthe EU’s Common Agricultura Policy (CAP) squeezesout U.S.
exports and as various EU banson U.S. products (hormone-treated beef,
geneticaly-modified organisms) are extended to the accession countries.
I nvestment

Enlargement will create alarger and morefavorableenvironment for U.S.
investments through the strengthening of transparency, property rights,
protection againg corruption, and effectiveand impartial mechanismsfor dispute
resolution. However, problems could arise over the United States’ bilateral
investment treatieswith countriesintheregion, which the EU isingsting that
the accession countries abrogate or renegotiate to conformto EU norms.

Other economic effects of enlargement include a potential increasein
preferential trade agreements with third countries on the EU’ s extended
periphery with potentially negative effectsfor U.S. exporters, and amodest
potential boost for the euro, as enlargement increasesthe demand for euros
by accel erating somewhat the reba ancing of reservesfrom thedollar to the
euro and expandsthe value of international trade conducted in euros.

Political Relationsand Security | ssues

Inthe political and security sphere, enlargement will affect U.S. interests
inthreeareas. NATO and the U.S. defenserolein Europe; global issuessuch
asthelnternationd Crimina Court (ICC), theLandmine Tregaty, andthe Kyoto
Protocol on greenhouse gas emissions; and EU “proximity policy” toward
such countries as Russia, Ukraine, the Balkans, and North Africaand the
Middle East.
NATO and the U.S. Defense Role

Theroughly smultaneous expans on of NATO and the EU will increase
by eight the number of countriesthat are members of both organizations,
thereby mitigating the problem of differentiated levelsof security withinthe EU
or of “backdoor” security commitments by the United Statesto EU members
that are not membersof NATO. However, differencesin membership, some
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trangitory and relating to different accession timetablesand somelikely to be
permanent, will persist and could creste somedifficulties.

Becauseof their direct exposureto potentia ingtability emanating fromthe
Newly Independent States and the Balkans and their historical memories of
Russian/Soviet threatsto their independence, the new member states of the
EU will haveadtrong interest in preserving theviability of the Atlantic dliance
and highlighting itsenduring character asadefensvemilitary dliancethrough
which the United States remains engaged in European security affairs. The
accesson countriesthusarelikely to be somewhat more® Atlanticist” in outlook
than some of the current members of the EU. However, thisdifference may
not be permanent and itsimportance should not be overstated. EU membership
will mean that the countries of central and eastern Europewill becaught upin
processesof internd bargaining and consultation that will draw them closer to
Brussalsthan to Washington, which will mean pressures on the new member
satesto sdewiththe EU on multilatera issueswith security implicationsand
to participatefully in the further development of the European Security and
Defense Policy, evenif it conflictswith NATO priorities. For the most part,
however, EU and NATO efforts should be complementary, as force
improvements made to benefit the EU Rapid Reaction Force will benefit the
proposed NATO Response Force and vice versa

Armssalesto central and eastern Europe could be adisappointing area
for thosein the United Stateswho expected that NATO membership would
open up promising new marketsfor defense equipment in these countries.
These countrieswill be under economic and budgetary pressures, which will
constrain increasesin defense spending. In caseswhere these countriesdo
make major arms purchases, they may face pressures to buy European as
they bargain with their fellow EU member stateson afar wider range of issues
than they do with Washington. On the other hand, the accession countries
may want to preservethelr freedom to buy American systems, especidly if, as
some observerspredict, an enlarged EU dividesinto permanent formations of
producer and buyer states, with al or nearly al of the accession countriesin
thelatter category.

Global Issues

With regard to global issues, the candidate countries already generally
sdewiththe EU onmost multilateral questions, for examplevotesintheUnited
Nationsor support for multilateral trestiessuch asKyoto and the Rome Statute
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establishing the ICC. Upon accession, they will come under formal treaty
obligationsto coordinate their actionsin international organizationsand at
internationd conferences. Enlargement thuswill increesethesize, rldivewe git,
and cohesion of the EU voting blocinthe UN and other international forums.
Relations with “ Proximity” Countries

Findly, enlargement will increasethe salience of EU * proximity policy”
toward non-member countries on the periphery of an expanded Union. The
United Stateshasan interest in seeing that proximity policy succeeds but that
it does so in a non-discriminatory way. Failure by the EU to stabilize its
periphery could include areturnto war or severeinterna instability inthe
Balkans, asharp deterioration in relations between Russiaand the EU or a
radica changeinthestuaionin Ukraine, or increased ingability, internal conflict,
environmental disasters, and |lamic fundamentalism in the Mediterranean
region. These developmentswould be damagingto U.S. interests. However,
it also would be damaging to U.S. interestsif EU proximity policy wereto
“succeed” toowdl intransforming Europe shinterland into azoneof influence
towhichthe EU had “privileged” accessfrom which the United Stateswas
partidly excluded.

U.S. Policy Recommendations
Specific recommendationsfor U.S. policy asit confrontsan enlarged EU
includethefallowing:

U.S. policymakers should be generousin acknowledging enlargement
asapositive achievement for the EU and for Europe asawhole. It
will beimportant to preempt the emergence of mythsin Europethat
the United States wants enlargement to fail or to succeed onterms
that the EU itsdlf would not recognizeas such. Thiscan beaccomplished
through positive statementsthat recognize enlargement asa success
and that are not confined to complaints about unfinished business(such
asthedday infully embracing Turkey), and by minimizing thefalout
from bilatera disputes over secondary economicissuesthat will arise
asenlargement proceeds.

The United States should continue to bargain with the European
Commission over compensation under international tradetreatiesfor
market |ossesin agriculture and selected other areasthat arelikely to
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comewith enlargement. However, given the political advantages of
enlargement and therelatively modest economic interests at stake, it
probably would not be wiseto provoke maor disputeswiththe EU
over these issues. The same logic would apply with regard to
transatlantic differencesover bilateral investment treatieswith the
accession countries.

With regard to agriculture, the United Stateshasastrong interest in
seeing that awasteful and unreformed CAP isnot extended to the
accession countries. Enlargement thus gives added reasonsfor the
United Statesto pressfor the reduction and eventual elimination of
subsidiesinthe Doharound.

With regard to Turkey, Washington should take a stance no less
forward-leaning than that of the Commission and that of the more
“pro-Turkish” member states, all of whom reiteratethat Turkey isa
genuine candidate whose prospectsfor accession will be determined
by itsown performancein meeting EU criteria. However, frequent
badgering by the United States on this issue is likely to be
counterproductive.

The United States should keep in check pressureson the EU to name
additiond countriesasforma candidatesfor membership, especidly
if such candidaciesarelikely toinvolve prolonged periods of economic
discrimination against the United Statesand other third countries. On
thisissue, there needsto bemoredidogueintheU.S. policy community
between thoseresponsblefor U.S. externd economic policy andthose
primarily interested in the strategic and political aspectsof aEurope
“wholeandfree.” Premature acceptance of new candidate countries
(and by implication conclusion of preferential trade agreements) is
arguably notinthe U.S. economic interest. An aternative arrangement
morelikely to satisfy U.S. political and economic interests might be
extension of the EU customs union aong the lines of the 1996 EU-
Turkey agreement.

The United States should remain engaged with ad, technica assstance,
and involvement in peacekeeping and other policiesin countrieson
the EU’ s periphery, particularly the Bakans. Tothe extent possible, it
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should coordinate policieswith Brusselsand with EU member Sates;
wherethisisnot possibleit should pursueparalldl but not conflicting
policies. Such an approach will lend practical and moral support to
the EU asit pursuesitsambitious proximity policy towarditsunstable
periphery, aswell as guard against the emergence of “ privileged”
relationships between the EU and its neighborsthat could damage
U.S. interests.

The United Statesneedsto pay continued closeattentiontoitshilatera
relationswith al EU member states—old and new, largeand small—
and to continueto interact with them bilaterally and through active
participationinal non-EU bodiesthat have someinfluencein shaping
policy in Europe, including the G-7, OECD, various specialized and
technica agencies, and of courseNATO. The U.S. policy bureaucracy
must concentrate on improving coordination between messages
conveyed to member state capitalsand to Brussels. Over time, the
United States should try to find amodusvivendi with Europeinwhich
it can legitimatdly seek to influence EU positions by |obbying member
date governmentswithout being accused of pursuing “divideand rule?’
tactics.

With regard to the accession countries, the United States (most likely
in cooperation with foundations and the corporate sector) should look
for waysto establish new or maintain existing cultura and exchange
programsthat will preserve beyond EU accession and thetermination
of U.S. bilateral assistance programsthe goodwill and the persona
andintellectud capita that the United Statesbuilt upintheregion after
1989.

EU enlargement and the devel opment of astronger Common Foreign
and Security Policy (CFSP) should encourage the United Statesto
begin to focus on the policy implications of EU bloc voting in
international forumsand of the over-representation of EU member
statesin such bodies asthe UN Security Council. At thevery least,
the United States will need to be cautious about the extension of
mgority voting (evenwith regard to procedura issues) ininternationa
organizations and must redoubl e efforts, heretofore unsuccessful, to
raisethethresholdsfor controversia multilateral treatiesto enter into
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force. Publicly explaining the U.S. position on these matterswill be
essentia to counter thewiddly held view that refusal to embrace EU-
favored positions in international forums constitutes ipso facto
unilateraism.

Continued effortstoimprovetheU.S.-EU bilaterd relationship, either
through generdized initiatives such asthe New Transatlantic Agenda
or by better handling of particular trade and other disputes, arein
principle desirable. It would be especially useful to launch amore
“drategic’ U.S-EU didogue (perhgpsinvolving theana ytic and think-
tank communities), in which contentious issues such as global
governance and multilateralism are discussed and differencesdarified.

*k*k*%k

Theresearchfor thisreport was undertaken during the course of 2002, as
the transatlantic crisis over Irag was developing but before the bitter
recriminations of January-February 2003. Thelatter erupted asthe United
Statesand Britain held firmin their intention to confront Irag, while France
and Germany madeclear their intentionto go al out to block U.S.-UK action.
Theaccess on countriesbecamedirectly involved in thiscontroversy following
U.S. Secretary of Defense Donald Rumsfeld’ sremark about “ old Europe”
and asPresident Jacques Chirac of France castigated these countriesfor signing
the eight-country letter endorsing the U.S. position and the subsequent | etter
of the*Vilnius10” taking the sameposition.

Notwithstanding these dramatic devel opments, theandysisand thepolicy
recommendationsof thereport remainvalid. If anything, therecent intengfication
of crisesin Irag and North Korealend added weight to the conclusion that the
emergence of thekind of stableand prosperous Europethat EU enlargement
aimstoensureisintheU.S. interest, even asit casts doubt on the degreeto
which thisenlarged Europewill remain apartner of the United Stateson crucid
international questions. Similarly, the candidate countries have demonstrated
tharr“Atlanticist” credentids, but Franceand Germany dso havedemonstrated
their determination to bring the candidate countries into line to support
European effortsto become acounterweight to the United Statesin the global
arena

Whilethepolicy conclusionsdrawn asrecently aslate 2002 remainvaid,
history seemsto be*“ acceerating,” and patternsthat were suggested aslong-
term possibilities have taken on a short-term relevance. Indeed, recent
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developmentsin both the“old” and the “new” Europe lend weight to Jim
Hoagland’ sclaim (“ Americathe Challenged,” Washington Post, February
13, 2003, and “Bugh’ sClock,” ibid., February 14, 2003) that “tectonic shifts’
areunderway inworld politicsand are occurring at a pace few would have
predicted even months ago. These shifts call for heightened rather than
decreased commitment to thekinds of policy measuresrecommended inthis
report and renewed attention to how Washington dealswith the challenges
posed by the* changing face of Europe.”
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. INTRODUCTION

At the December 2002 European Council in Copenhagen, the leaders
of the fifteen member states of the European Union (EU) announced the
conclusion of negotiations to bring ten new member countries—eight
from central and eastern Europe (CEE) plus Cyprus and Malta—into the
Union by May 1, 2004. This marked the end of a process that began with
the collapse of the Berlin Wall in November 1989 and the subsequent
drive by theformer communist countriesto “rgjoin the West” by becoming
full members not only of the Council of Europe, the OECD, and NATO,
but of the EU aswell. Preparation for enlargement hasinvolved strenuous
efforts in the candidate countries themselves as well as reform of the
EU’s own constitutional structures and its major policies, both of which
were seen as essential to accommodating the requirements of a larger,
more diverse, and more complex Union.

Along with the decisions at the November 2002 NATO summit in
Pragueto bring another seven central and east European statesinto NATO
(the Czech Republic, Hungary, and Poland already having joined in 1999),
the agreements reached at Copenhagen mark a significant milestone in
European history. A little more than a decade ago, these countries were
members of the Soviet-dominated Warsaw Pact and the Council for
Mutual Economic Assistance—indeed, in the case of Estonia, Latvia,
and Lithuania, of the Soviet Union itself. Political democracy did not
exist and freedom of thought and expression were severely limited. Goods
were scarce, consumer choice amost non-existent, and pollution high.
Soviet troops were stationed throughout the region, posing what was
widely seen as an existential threat to the security of western Europe.
Today, in contrast, these countries all have market economies, democratic
governments, and, in the case of the Baltic countries, they have recovered
their national independence. While these changes might have come about
even in the absence of an EU or NATO membership perspective for
these countries, joining these organizations is seen in the region as a
recognition of the changes that have taken place and a guarantee that
they will not be reversed, either by internal or external political forces.

Beyond its historical significance, enlargement will have important
implicationsfor transatlantic relationsand U.S. interestsin Europe. Since
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The Changing Face of Europe

the early 1990s, the United States has been a strong supporter of early
and extensive EU enlargement, which generally has been seen in
Washington as a key element in promoting stability in post-Cold War
Europe. At times, U.S. administrations and Congress have been critical
of the pace of the enlargement and of the EU’ s reluctance to embrace an
even longer list of candidates, for example Turkey and Ukraine. However,
with enlargement coming to be seen as an accomplished fact, attention
in the United States is beginning to shift to the question of how
enlargement will change Europe and what this change will mean for U.S.
interests.

To assist U.S. policymakers, this report addresses the implications
of enlargement for the United States, focusing on developments in the
candidate countries, the EU itself, and third countries such as Russia that
will not be part of but that will be affected by expansion of the Union.
For enlargement to succeed, the EU must overcome three distinct but
inter-related challenges. Firgt, it needs to effect constitutional and policy
reformsin the EU itself so that it is able to function with ten new member
statesand another 75 million citizens (see Table 1). Second, it must ensure
that the terms of accession are fair and workable for both the new and
current member states and percelved as such throughout the Union. Third,
it needs to develop a coherent perspective for and policies toward those
countries that will border on an enlarged Union but that will not be
members—in some cases for the next severa years and in others most
likely not ever. Sections 11, 111, and 1V thus review the key challenges
associated with enlargement: internal reform, the terms of accession, and
relations with the new periphery. Section V analyzes the direct
implications for U.S. interests of enlargement. Section VI discusses the
overall effectsof enlargement on U.S. interests and transatlantic relations,
focusing on the broad question of how the United States will deal with a
Union that is larger and more diverse than exists at present. Section VI
offers specific recommendations for U.S. policy.
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John Van Oudenaren

Table 1 - Candidate Countries - Main Statistical Indicators

Population GDPin PPS Agriculture
Country
Milliors EURBillion | EUR Per capita | 7 Ofcngzla; % \Z;’J’é goss | 9 employment
Bulgaia 7.9 515 6,500 28 138 26.7
Cyprus 08 141 18,500 80 39 49
Czech Rep 102 1360 13,300 57 42 46
Estonia 14 134 9,800 @ 58 71
Hungary 102 1213 11,900 51 43 6.1
Lavia 24 181 7,700 3 47 1
Lithuania 35 303 8,700 38 7.0 165
Maita 04 46 11,700 55 24 22
Poland 386 3555 9,200 ) 34 192
Romania 24 1322 5,900 25 146 a4
Sovekia 54 50.7 11,100 48 46 63
Sovenia 20 319 16,000 69 31 99
Turkey 686 356.8 5,200 2 121 354

Source: European Commission, Strategy Paper, 2002
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The Changing Face of Europe

II. REFORM
Consgtitutional Reform

Political and institutional development in Europe since the fall of
communism has been marked by contradictory trends. On the one hand,
the EU has greatly expanded its areas of policy responsbility in ways
that affect the lives of its citizens and increase its international power
and profile. Economic and Monetary Union (EMU), the launch of a
Common Foreign and Security Policy (CFSP) with a fledgling defense
capability, establishment of an EU citizenship and common policies on
immigration, visas, and political asylum, and expansion of the EU’s role
in environmental policy, anti-trust, and health and food safety all reflect
progress toward the longstanding goals of a united Europe capable of
addressing problems on a continental scale and asserting Europe’ s place
ontheworld stage. Thethrust into new policy areas has been accompani ed
by an impressive degree of institutional development, as in the
establishment of the European Central Bank, the High Representative
for CFSP, and an array of specialized agencies, some of which are
beginning to carve out important roles in regulation, law enforcement,
and other areas.*

On the other hand, there has been a growing backlash in some
countries against integration and increased concern about a “democratic
deficit” in how the Union takes decisions.? These concernsinitially came
to the fore with the difficult ratification process of the Maastricht treaty
in 1992-1993. A decade later, they were still unresolved, as the Union
struggled with the ratification of the Treaty of Nice, rejected by the Irish
voters in June 2001 before being approved in a second referendum in
October 2002. Alongside the widely-discussed concern about a
democratic deficit, there was talk of what has been called an
“implementation deficit”—a gap between what the Union declaresit will
do, both at home and internationally, and what it actually manages to
accomplish. The combination of widening policy responsibilities, popular
disaffection, and impending enlargement all argue in favor of reform of
the Union’s ingtitutions and mechanisms for decision-making.
Previous Attempts

The EU’ s first mgjor attempt at reform in the 1990s was the 1996-
1997 Intergovernmental Conference (IGC) that resulted in the Treaty of
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Amsterdam. The 1992 Maastricht Treaty provided for a follow-up
intergovernmental conferencein 1996 to review the workings of thetreaty.
Enlargement as such was not afactor in the decision to schedul e another
IGC, which had more to do with unresolved differences at Maastricht
among the member states regarding CFSP and certain secondary matters.
However, at the June 1993 Copenhagen European Council where the
member states first formally offered membership to the candidate
countries of central and eastern Europe and set the political and economic
criteria for admission to the Union, the then twelve member states
stipulated that “the Union’s capacity to absorb new members, while
maintaining the momentum of integration, is also an important
consideration in the general interests of both the Union and the candidate
countries.”® This meant that in addition to the conditions for membership
being imposed on the candidate countries, institutional reform was a
condition that the EU was setting for itself. The European Council
subsequently operationalized this provision to mean that the Union would
consider itself ready to absorb new members only following completion
of the next IGC and the conclusion of a post-Maastricht treaty.

Proponents of a stronger, more federal Europe argued that without
reform, decision-making would grind to ahalt in an enlarged Union. The
European Commission and the European Court of Justice (ECJ), which
began as small collegia bodies in an organization of six member states,
would become large and unwieldy quasi-assemblies with up to thirty
members. The rotating presidency, which in the origind Community of
six each country occupied once every three years, would come round
once every 12-15 years. And in those areas of decision-making that still
require unanimous approval by the member states, the odds of one member
state vetoing an otherwise broadly-favored decision would grow with
increased size and diversity.* There was also widespread frustration in
Europe at the weakness of CFSP, which had proven inadequate in
responding to the Balkan wars of the early 1990s, and dissatisfaction
with the Union’s third pillar, which had made little progress in forging
common policies on immigration, asylum, and related issues.

The post-Maastricht IGC got underway in Turin in March 1996 and
concluded in Amsterdam in June of thefollowing year. The |GC managed
to achieve closer cooperation in justice and home affairs issues, in large
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part through a phased shift of responsibilities from the third to the first
pillar and through incorporation of the Schengen arrangements on external
border controlsinto EU structures. Intheforeign policy area, Amsterdam
established the post of High Representative for CFSP and created a new
instrument, the common strategy, for EU policies toward key regions
and countries. As in past treaty revisions, the powers of the European
Parliament were expanded somewhat, particularly with regard to the
selection of the commissioners. Amsterdam also for the first time
sanctioned, within the structures of the first pillar, the concept of
“reinforced cooperation,” albeit with a very high threshold for its actual
use. Such cooperation had to involve at least a mgority of the member
states, and any member state had the right to veto such cooperation if it
ran counter to its vital interests. The treaty for the first time explicitly
stipulated that respect for human rights and democracy were criteria for
EU membership and established mechanisms for sanctioning member
state governments held to be in violation of these basic European values.

Nearly al of the changes effected by the Treaty of Amsterdam were
in someway motivated by or had important implicationsfor enlargement.
The “communitarization” of justice and home affairs issues and the
incorporation of Schengen into the Union substantially expanded the
acquis that the candidate countries were being asked to adopt. The
provisions on reinforced cooperation were in part an attempt, viewed
nervoudly by the candidate countries, to lay the groundwork for apossible
hard core or avante-garde grouping in a larger Europe in which some
member states might be unwilling politically or unable financially to
pursue more ambitious forms of integration. And the provisions under
which amember state judged to be in persistent violation of human rights
norms can be condemned by the Council and deprived of its vote in the
Council clearly were motivated by a concern about the strength and
durability of democratic ingtitutions in the candidate countries.®

On the key questions, however, of how power would be wielded in
an enlarged Union, the changes in the Treaty of Amsterdam fell short of
pre-IGC expectations. Because enlargement was not imminent and
because national governments were preoccupied with making the
politically difficult budget cutsin advance of EMU, they largely postponed
to a future IGC extensive reforms of the Union’s decision-making
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apparatus. Instead, they adopted a legally binding protocol to the treaty
that stipulated that at least one year before membership of the Union
reached twenty, a new 1GC would be convened to carry out areview of
the ingtitutions and to examine in particular three questions: the size and
composition of the Commission, the weighting of votes in the Council,
and the extension of qualified majority voting (QMV) in the Council .®
Following approval by the nationa parliaments, the Amsterdam Treaty
went into effect in May 1999.

In February 2000 the member states launched yet another 1IGC, the
fourth to take place in less than a decade, to address what by then had
cometo becalled the” Amsterdam leftovers.” The conference began under
the Portuguese presidency and concluded under the French presidency
in December 2000 at the difficult and at times acrimonious Nice summit.
At least formally, Nice was more substantive than Amsterdam. It resolved
the key nuts and bolts issues relating to enlargement—deciding, for
example, how many votes in the Council of Ministers each new member
would have and how many members of the European Parliament (M EPS)
each would elect (see Table 2). Mainly at the insistence of the large
member states worried about policy deadlock in an enlarged Union, Nice
lowered thethreshold for reinforced cooperation. It eliminated the nationd
veto and kept the threshold for reinforced actions at an absolute level of
eight, meaning that in the post-enlargement Union aminority of member
states (8 of 25) could use this option and that the new member states
alone could not play a blocking role.” The Nice summit also adopted an
EU Charter of Fundamental Rights, although it did not resolve the
contentious issue of whether the charter should be incorporated into the
Union’s founding treaties and thus be justiciable by the ECJ, or whether
it should remain a detached political statement. Overall, however, Nice
again falled to simplify decision-making or to win popular acclaim in
Europe. Already perceived as overly complex and more likely to
complicate than to smplify decision-making, Nice was dedt a further
blow in June 2001 when the Irish electorate, traditionally among the
most pro-integrationist in the Union, voted down the treaty.

The European Convention

Although Nice initially was billed as a make-or-break conference

that once and for all would effect the reforms needed to ensure the
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Table 2
The Member Statesin the EU: Pre- and Post- Nice/Enlar gement
Member State | Courl Votes | SN s Seets £C
Pre Post | Pre Post Pre Post | Pre Post
Germany 10 29 2 1 99 99 24 24
France 10 29 2 1 87 72 24 24
Ity 10 29 2 1 87 72 24 24
UK 10 29 2 1 87 72 24 24
Span 8 27 2 1 64 50 21 21
Netherlands 5 13 1 1 31 25 12 12
Greece 5 12 1 1 25 22 12 12
Bdgium 5 12 1 1 25 22 12 12
Portugal 5 12 1 1 25 22 12 12
Sweden 4 10 1 1 22 18 12 12
Audria 4 10 1 1 21 17 12 12
Denmark 3 7 1 1 16 13 9 9
Finland 3 7 1 1 16 13 9 9
Irdland 3 7 1 1 15 12 9 9
Luxembourg 2 4 1 1 6 6 6 6
Poland 27 1 50 21
Romania 14 1 33 15
Czech Rep 12 1 20 12
Hungary 12 1 20 12
Bulgaia 10 1 17 12
Sovakia 7 1 13 9
Lithuania 7 1 12 9
Latvia 4 1 8 7
Sovenia 4 1 7 7
Estonia 4 1 6 7
Cyprus 4 1 6 6
Malta 3 1 5 5
Totd 87 345 |20 27 626 |732 222 |344
QMV 62 258
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successful functioning of an enlarged Union, political leaders began to
talk down expectations as the IGC approached. As it became apparent
that Germany would have to make mgjor concessionsto Franceto prevent
a deadlock, the government of Chancellor Gerhard Schréder began to
look to a post-Nice IGC that again would tackle reform. The Germans
were particularly interested in a delineation of Union and member state
responsibilities and powers, an issue of specia concern to the German
Lander. Accordingly, thefifteen declared at Nice that another IGC would
take place in 2004 and that it would deal with four issues: the role of the
national parliaments in Union decision-making, simplification of the
founding treaties, possible incorporation of the newly adopted Charter
of Fundamental Rights into the treaties, and, as demanded by Germany,
a more precise demarcation of the roles of the Union and the member
states. The highly unsatisfactory nature of thetreaty itself and itsreection
by the Irish electorate subsequently convinced leaders to advance the
timetablefor and to broaden the agenda of the next stage of constitutional
reform.

The other factor driving the convening of another IGC was the wide-
ranging debate on “finality” that was launched by German Foreign
Minister Joschka Fischer in the early stages of the IGC but with a
perspective that looked beyond Nice. Casting aside hisrole as an official
of the German government and speaking in an ostensibly private capacity,
Fischer gave awide-ranging speech at Humboldt University in May 2000
in which he offered a bleak prognosis for an enlarged but unreformed
Union and called for a fundamental debate about constitutional
restructuring with an eye toward Europe’'s ultimate institutional and
constitutional makeup.2 Among the ideas Fischer proposed was the
creation of a new European federation through a constituent treaty that
would be concluded among a subset of the current EU member states.
The new treaty would resolve definitively the question of the relationship
between the federation and the member states through an explicit and
treaty-based division of sovereignty, aswell asthe question of the nature
and locus of executive and legidlative power. With regard to the former,
Fischer called for the establishment of areal European government, either
by building up the current Commission structure under a directly-elected
president with far-reaching executive powers or (as his proposal implied)
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scrapping the Commission altogether and developing the European
Council into a European government on the basis of the existing member
state governments. With regard to the latter, he proposed creating a
European legislature with two chambers, one with directly elected
members who also would be members of their national parliaments, the
other an upper house modeled either on the German Bundesrat or the
U.S. Senate. Fischer’s speech accomplished its declared objective of
launching along-delayed debate on finality. It wasfollowed by thoughtful
albeit lessradical proposalsfrom other European leaders, including British
Prime Minister Tony Blair, French President Jacques Chirac, Belgian
Prime Minister Guy Verhofstadt, and Finnish Prime Minister Paavo
Lipponen, as well as numerous academic and think tank proposals.® In
this sense it helped to prepare the European political climate for afurther
stage of reform going beyond Nice, even asthe member state del egations
labored to resolve the Amsterdam leftovers and to establish aminimally
acceptable constitutional basis for the next enlargement.

The combined result of the positive momentum that still carried over
from the debate launched by Fischer and the negative assessment of the
Nicetreaty wasthe decision by the European Council in Laeken, Belgium
in December 2001 to convene a European Convention that would draw
up adocument to serve asthe basis of a European constitution for probable
adoption by the member states at the 2004 |GC.1° Based on a model that
had been used in 2000 to draw up the Charter of Fundamental Rights, the
Convention was to be composed of a chairman and two vice-chairmen,
15 representatives of the member state governments, 30 members of
national parliaments (two from each member state), 16 members of the
European Parliament, and two Commission representatives. For the first
time in any constitutional body associated with the EU, the 13 candidate
countries were to be represented on an equa basis, with each sending
one governmental representative and two membersfrom their parliaments
to the Convention with the sole proviso that these 39 participants could
not prevent the emergence of aconsensus. Former French president Valery
Giscard d' Estaing was chosen to head the convention. Under the timetable
adopted by Giscard, the Convention planned to put forward a draft
European constitution by June 2003. This then would be considered by
the member states in another 1GC that would include as full participants,
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a least in its concluding stages, the ten leading aspirant countries as
members of the Union.

The outlines of the future constitution began to emerge over the
summer of 2002 as Convention working groups began intensive meetings
and drafting sessions. In late October Giscard presented a preliminary
draft constitutional treaty to a plenary session of the Convention. In it,
the EU was envisioned as a loose federation with a core of economic
functions administered along supranational lines (the “Community
method”), but in which the member states will retain considerable
autonomy. Basic policy directions are set by intergovernmental means.
According to Article 1 of the draft, the EU isto be “a union of European
states which, while retaining their national identities, closely co-ordinate
their policies at European level, and administer certain competences on
a federal basis.”** Elements in the draft that were new included the
establishment of the post of a multi-year Council president who would
serve a five year term and become the Union’s main political driving
force, strengthening the role of the High Representative for CFSP (in
effect turning the post into that of EU foreign minister), incorporating
the EU Charter of Fundamental Rights into the treaties, and giving
countries an exit clause that would allow them to leave the Union. The
Giscard draft was followed by aflurry of additional proposals, including
two from the Commission and an important memorandum from the
Benelux countries.’?

Also important were the increasing number of Franco-German
proposals, for example on security, taxation, and justice and home affairs,
that the two traditional “motors’ of the integration process put forward
in an attempt to reassert leadership in an enlarging Europe. Paris and
Berlin presented their most important and ambitious proposal, that
concerning ingtitutional reform, in January 2003 on the eve of the
celebrations marking the fortieth anniversary of the Elysée treaty.® It
called for the establishment of two EU presidents, a president of the
European Council who would be €l ected by the member statesfor amuilti-
year term, and a Commission president to be elected by the European
Parliament. Other features of the proposal included the establishment of
anew post of what in effect would be an EU foreign minister, who would
be both a member of the Commission and accountable to the Council on
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CFSP issues. The particulars of the Franco-German draft were widely
criticized by many members of the Convention and by representatives of
many of the small countries among the EU and the candidate countries,
but its blend of reinforced intergovernmentalism and strengthening of
the Community ingtitutions in carefully defined areas seemed to point in
the direction of the compromise that was likely to emerge from the
Convention and the ensuing 1GC.

While there were innovative elements in the work of the European
Convention, one of its striking features was the gap between the
imaginative and unusua way in which the Convention idea was born
andthefairly traditional patterninwhichit evolved in 2002-2003. Giscard
spoke of creating atreaty that would last for fifty years, but much of the
emotional and intellectual fervor that had begun with the Fischer speech
seemed to dissipate as the Convention increasingly became the prelude
to what was likely to be another fairly traditional IGC, to be convened in
late 2003 or early 2004. Think-tanks and academics made important
contributions to the Convention, but genuine popular interest and
enthusiasm never quite took off. The appointment of Fischer himself,
now very much in his capacity as foreign minister, and of his French
counterpart to the Convention in late 2002 suggested that the traditional
intergovernmental bargaining that characterizes the IGC process was
aready underway, having been projected into the Convention itself.

Another noteworthy aspect of the Convention process was its tacit
interaction with the separate set of decisions that the EU governments
were making about enlargement, particularly about the future of Turkey.
At least—if not more—important than the anti-Islamic bias that has
figured so prominently in American criticisms of EU reluctance to
embrace Turkey has been the sensein Europe that membership for Turkey
(and for Ukraine and other Newly Independent States) would spell the
end of ambitionsto create adeeper, federal Europe ableto act asacohesive
force at home and on the world stage. According to this view, an EU
enlarged to include Turkey will be too large, diverse, and preoccupied
with internal problems of adjustment to fulfill its federalist dreams. A
distinctive European identity, aready stretched by enlargement to the
east, will be ever harder to define, making it more difficult to generate
domestic political support for aspects of integration that requireincreased
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pooling of sovereignty or larger and more automeatic transfers of resources
from one EU citizen or taxpayer to another. By agreeing at the December
2002 Copenhagen summit to move ahead, albeit with a certain delay, on
membership for Turkey, the EU member states were tacitly
acknowledging that the Convention and the ensuing |GC would take an
incremental and moderately intergovernmental direction and that the
dream of a more cohesive European federation was dead, at least for
now. Whether it would be revived among a core or pioneer group of
member states in some future form or perhaps emerge de facto through
case-by-case cooperation among acore of current or future member states
remains an open question, but one that will be answered only well beyond
the timetable of the Convention itself, the IGC, and the next enlargement.
Accession Country Perspectives

Like the current members, the new member states want a Union that
can function effectively with democratic legitimacy and popular support.*4
But they also have particular interests that grow out of their own historic
circumstances and their character asrelatively poor and for the most part
small member states. As newcomers located on the periphery of Europe,
they are opposed to the emergence of “core” or “pioneer” groups within
the Union that implicitly would relegate them to second-class status as
members. They thus reacted negatively to Fischer’s call for the possible
conclusion of a “new European framework treaty,” outside the current
set of EU treaties, among an avant-garde group of states prepared to
form anew federation.™ They also have been wary of schemesto facilitate
reinforced cooperation among subsets of member states within EU and
Community structures, such as those originaly included in the Treaty of
Amsterdam and implicitly strengthened at Nice. It remains to be seen
whether subsets of member stateswill attempt to usetherevised reinforced
cooperation procedures and for what purpose (those in the Treaty of
Amsterdam were never tested), but it islikely that the new member states
will strive to be part of any such group and insist upon strict observance
of safeguard provisions intended to ensure that such cooperation does
not endanger the acquis or result in discrimination against other member
states.®

Second, the central and eastern European countries emphasize the
importance of equality among member states as a key principle of the
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Union, both with regard to constitutional and policy issues. As mostly
small countries, they are aligned with their counterparts among the present
fifteen in trying to uphold the rights of small countries in a potential
struggle for power between the big five or six states and the other 20-
plus members in what will become “essentially a small country EU.”*
As newcomers, they also have aparticular interest in seeing that they are
accorded equal treatment relative to those small countries already in the
Union. At one point in the Nice negotiations, France proposed that Poland
receive fewer votes in the Council than Spain, even though the two
countries have nearly identical populations.’® This proposal was defeated
with the support of the Commission and the strenuous intervention of
the Polish president. The Czech Republic and Hungary were somewhat
less lucky in the institutional deliberations, as each was allotted 20 seats
in the European Parliament, even though similarly sized Belgium, Greece,
and Portugal received 22 seats.” Both countries vowed to challenge these
arrangements in the negotiations on the institutional provisions in their
respective treaties of accession.? On the policy front, the battle over
whether farmersin the new member states would receive direct payments
at the level of those provided to their counterparts in the current member
states was in part about equality of status, as was the discussion about
provisions in the treaties on the phasing in of the free movement of
persons.

Third, asrelatively poor countries the new member states take quite
serioudly the character of the Union asacommunity of “solidarity.” Article
2 of the Treaty of Rome lists among the tasks of the Union “the raising
of the standard of living and quality of life, and economic and social
cohesion and solidarity among Member States.” Cohesion and solidarity
are EU terms for transfers of wealth and income from the more to the
less well off parts of the Union. These principles are not in question at
the Convention, but there are considerable differences among current
and between current and prospective member states about how they are
to be reflected in policy.

Fourth, the accession countries are likely to have ambivalent and
evolving attitudes toward the question of the relative weight of
intergovernmental versus supranational decision-making structures in a
future Union. One question that stands out iswhether Poland, asamember
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of the “big sx” in a future Union and a country with a history of quasi-
great power status in Europe, will be tempted to become part of a de
facto directorate of the large member states that attempts to exert
|eadership over the numerically much bigger group of small and medium-
sized members. After some internal debate and apparent hesitation over
this question, the Poles seem to have concluded that at least for now,
Poland' s interests as a relatively poor member state are best served by
seeking to reinforce the Community method and the legal and policy
uniformity generally favored by the smaller states.*

The other candidate countries also generally support a retention or
strengthening of the Community method with strong powers for the
Commission and the European Parliament. These are seen as safeguards
againgt intergovernmental domination by the large western states and a
guarantee of continued attention to a uniform acquis that will contribute
to narrowing the prosperity gap between all parts of Europe. In all
candidate countries, however, there are concerns about sacrificing to
Brussels elements of sovereignty seen as only recently regained from
Moscow. This is also an issue on which national elites and more
Euroskeptic publics in the accession countries tend to divide, with the
former more committed to playing constructive roles in Brussels while
the latter are more susceptible to populist attacks on the real or alleged
surrender of sovereignty to remote, cosmopolitan elitesin foreign capitals.
Thus, while the new member states rhetorically support a reinforcement
of the supranational institutions against creeping intergovernmentalism,
they have been wary of accepting changes that might be needed to ensure
the effectiveness of these ingtitutions (e.g., permanently giving up the
right to nominate a Commission member so as to reduce the size of this
body).

The candidate countries also are reticent about the extension of QMV
to al policy areas, since this could force upon them atoo-rapid leveling-
up of environmental and other standards for which they are unable to
pay. From the new member country perspective, a negative outcome
would be one in which the EU continues to evolve as a regulatory state,
passing demanding standardsin arange of health, safety, and competition
matters, but has only limited “ solidarity” mechanisms to help its poorer
members meet the costs of those regulations. In this sense, the accession

AICGS POLICY REPORT #6 - 2003 [15]



The Changing Face of Europe

countries sharein acute form adanger that all member statesface, namely
the tendency for the Union (led by an activist European Parliament) to
promote an ever-growing list of “unfunded mandates’ that the member
states have political, legal, and financia difficulties in implementing.

Finaly, the candidate countries have aspecial interest inissuesrelating
to secession, expulsion, and suspension of member state voting rights
and other privileges, particularly since all provisions relating to such
mattersintroduced into the treaties since the mid-1990s have been directed
in part at the still suspect (to many in the West) democratic credentials of
these countries. The provisions relating to sanctioning member statesin
the Treaty of Amsterdam have never been invoked. In early 2000, when
the Austrian Christian Democrats formed a governing coalition with the
right-wing Freedom Party of populist Jorg Haider, the other member
states used an ad hoc procedure, outside the Union structures, to sanction
the Austrians. The situation with regard to Austriawas carefully watched
in the candidate countries, however, where it was seized upon by critics
of the EU as an object lesson in how membership could constrain
sovereignty.

The question of expulsionisat least tacitly linked to that of secession.
While member states and the Commission historically have been reluctant
to concede an explicit right to secede, some have argued that this should
beincludedinthetreaties. Theleader of the Liberal faction in the European
Parliament, Graham Watson, called for a clausein the new constitutional
treaty allowing amember state to withdraw from the Union—a provision
that he claimed would bolster support for accession in candidate countries
and undercut the rhetoric of Euroskepticsin existing member states such
as the United Kingdom.?? Giscard included a right to secede in his draft
proposal of October 2002, even though it is likely to be controversial.
Critics have argued that it could lead to countless internal debates in
member states over whether they should exercise the secession option as
well asto the use of the secession threat among member statesin routine
policy disputes.®

Policy Reform
The member states formally recognized the need for policy reform to
accommodate enlargement in 1995, when the M adrid European Council asked
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the Commission to prepare its opinions on the suitability of the candidate
countriesfor membership aswell asan anaysis of the effectsof enlargement
on EU policiesand an assessment of thefinancid framework for an enlarged
Union.2* With thel GC concluded, in July 1997 the Commission presentedits
proposalsfor reform and its opinions on the candidate countriesinamassive
composite document entitled Agenda 2000. Thelatter becamethe blueprint
for the proposed reforms of the agricultural and structura policiesand for the
seven-year budgetary framework for 2000-2006 that was adopted at the
March 1999 Berlin European Council, and that was based on the assumption
that asmany assix new member states could join the Union asfrom January
1, 2002.%

The key areas where reform is essential are agriculture and the
structural funds, which together account for approximately three-quarters
of EU spending. At the time Agenda 2000 appeared, critics questioned
some of its optimistic projections such as the seemingly low costs at
which new member states could be integrated into the CAP, and whether
asouth-to-east shift of regional aid funds was politically feasible. Doubts
about the adequacy of the reforms have increased as the member states
have watered down Commission proposals to accommodate farmers and
other constituencies. On the other hand, the delay in the timetable from
the 2002 entry date envisioned in Agenda 2000 and the Berlin financia
framework to the May 1, 2004 target ultimately adopted by the Council
means that the candidate countries may be somewhat better prepared for
membership than previoudy expected, able to pay more into and needing
to take less out of the EU budget. Indeed, one of the key issues in the
final stages of the negotiations in the fall of 2002 was devising a set of
rebates and advance paymentsto prevent some of the accession countries
from being net payers into the EU budget in their first years as members,
a politically problematic situation that could come about, since tax
payments into the EU budget would begin almost immediately, whereas
disbursements to support projects in the accession countries would be
paid out more slowly over time.

Agriculture

According totheandysisin Agenda 2000, agriculture still accounted for
22 percent of employment and 9 percent of GDPintheten countriesof centra
and eastern Europe, compared to 5 percent of employment and 2.4 percent
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of GDP in the EU.% In Poland aone there were over 2.6 million people
employed in agriculture, most working on smal and inefficient farmsunlikely
to be ableto competein anintegrated European agricultura market. Numerous
studieswarned that extension of the CAPto adozen new memberswould be
ruinously expensive and for thisreason a one might preclude enlargement.

Afterinitia foraysat reforminthe 1979 and 1988, the EU launched its
first subgtantia overhaul of the CAPin 1992, theso-cdled MacSharry package
that became the basisfor the EU’ s commitmentsin the Uruguay Round of
global trade negotiations.?” The essence of the MacSharry package was a
planto sustain farm incomes by partialy replacing price supportswith direct
income paymentsto farmers. Thereformsa so cut national production quotas
for such key productsas beef, milk, and cereals. The shift to income support
entailed ahigher direct burden on the EU’ sbudget, but smaller indirect or
deferred cogtsintheform of higher food prices, strained relationswith trading
partners, and thelong-term environmental costsof agricultural overproduction
encouraged by artificidly high prices.

Continuation of agriculturd reform dong thelinesestablished by MacSharry
was a basi ¢ assumption behind the Commission’ svision for enlargement in
Agenda 2000. The Commission argued that if the Union continued with the
kindsof reformsoutlined in the 1992 package, it would be able to extend the
CAPto the new member countries at modest financial cost. Farmersinthe
new member countrieswould not be encouraged to crank up production to
meet an artificidly created demand, asthe EU nolonger waspromising to buy
up surplusproduction at above-market prices. Direct paymentsto farmersin
central and eastern Europe a so would not be necessary, Since such payments
had been instituted to replace incomelost from cutting back price supports
fromwhich thesefarmershad never benefited. To the extent that rura poverty
and low farm productivity were issues for the candidate countries, the
Commission proposed to address these problemsthrough aprogram of rura
development that would encourage small farmersto move out of agriculture
and into more productiveindustries.

Building upon the reform proposals in Agenda 2000, in 1998
agriculture commissioner Franz Fischler proposed additional large cuts
inthe support pricesfor meat, cerealsand dairy products. He proposed that
the cerealsintervention price be cut by 20 percent in 2000, beef pricesby 30
percent between 2000 and 2002, and dairy prices by 15 percent by 2006.
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He al so suggested that the continued shift from priceintervention to direct
income support might make possible atransfer of as much as 25 percent of
direct paymentsfrom the Unionto the member states. Thelatter proposa was
supported by Germany in particular, which saw the partia “renationdization”
of agricultural subsidiesasaway to reconcile continued paymentsto farmers
at ahighleve withitsown desireto cut its contributionsto the EU budget.

These proposal swere extremely controversial with the member states.
Germany was determined that its large net payments to the EU budget
had to be cut, and that agriculture was the logical place to start. France
argued that any renationalization of support for agriculture would run
counter to the basic principles upon which the common market had been
established in the 1950s. In the final deal hammered out in Berlin in
March 1999, renationalization was ruled out. Intervention prices were
cut by much less (and much later) than originaly proposed by Fischler:
cereals prices by 15 percent in two equal steps in 2000 and 2001, beef
prices by 20 percent over three years, beginning in 2000, and dairy prices
by 15 percent, but only in 2005-2006. It aso was agreed that the entire
budgetary arrangement for agriculture would be subject to a mid-term
review in 2002 on the basis of market conditions and other factors.

Whether and to what degree reform of the CAP would continue
subsequently became akey element in enlargement preparations. In June
2002, acting under the Berlin mandate calling for a mid-term review of
the CAP, Fischler circulated a new reform proposal that was to serve as
the basisfor the EU’ sfina offer to the candidate countriesin the accession
negotiations. Formally presented to the member states in early July, it
called for cutting the link between EU subsidies and what farmers
produced by replacing amost all market intervention with direct aid
payments and increased aid for rural development. Payments to large
farms would be capped at EUR 300,000 per year. In addition, the CAP
would place more emphasis on food quality and safety, anima welfare,
and the environment.?

TheFischler proposaswereso controversid that the member statesagreed
to postpone their consideration until October 2002, after the French and
German dections. Whilethe Netherlands, Sweden, and the United Kingdom
generdly welcomed the proposal sand urged that thereforms go even further,
Franceled agroup of member statesthat criticized the proposed reformsas
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going too far and accused the Commission of exceeding the 1999 mid-term
review mandate by introducing proposa sfor siweeping changes going beyond
financid questions.

In the end, with German support, the French view prevailed. The
fifteen member states met at the October 24-25 Brussels European
Council, and, on the basis of abilateral Franco-German compromise, the
fifteen agreed on a formula for agricultural reform that would serve as
the basis for the finalization of negotiations with the candidate countries
in the ensuing weeks. The deal, which angered British prime minister
Tony Blair, effectively ruled out any reform of farm subsidies before
2006 and ensured that agricultural outlayswould continueto increase (at
least in nominal terms) even for the period 2007-2013. Thiswas afar cry
from the deep cuts called for by Britain, the Netherlands, and Sweden
and left unclear how the EU would square its agreement to maintain
farm subsidies for at least another decade with the pressuresin the Doha
round of World Trade Organization (WTQ) negotiations to phase out
farm subsidies. It aso seemed to leave open the question of whether the
CAP had been sufficiently reformed so as to be able to accommodate
enlargement.®
Structural Operations

After agriculture, the largest share of the EU budget (some 38 percent
of total spending) is accounted for by structural operations, programs
that the EU funds to help raise disadvantaged countries and regions to
EU average levels of per capita GDP. Structural operations are divided
into two main categories, the Structural Funds, which are alocated to
relatively poor regions and to economic restructuring in areas and sectors
of high unemployment, and the Cohesion Fund, which was established
in 1994 to help the poorest member states meet the criteria for EMU.
Some share of the Structural Funds goes to all of the member states of
the Union, while the Cohesion Fund is reserved for Greece, Ireland,
Portugal, and Spain. Structural Funds are spent on projects developed in
conjunction with regional governments and have amatching requirement.
Cohesion Funds do not have matching requirements, and areintended to be
gpent on transport and environmentd infrastructure projects.

These funds have been a foca point of the enlargement discussion
sincethe early 1990s. The major net recipients—Spain, Portugal, Greece,
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and Irdland, aswell asrdatively poor regionsin affluent member states, such
assouthern ltly—fear ashiftinaid fromthe south to the east and areinsisting
that enlargement not befinanced at their expense by depriving them of regiond
aid beforether per capitaGDPshaverisento the EU average. Thenet payers
into the EU budget, particularly Germany, argue that they cannot indefinitely
fund highlevelsof transfersto both the new and old “ solidarity” countries. The
candidate countries, whilethey do not expect to receivethe per capitalevels
of aid showered on Ireland and the Mediterranean countriesin thelate 1980s
and early 1990s, have economic, budgetary, and political reasonsto bargain
for funding to raisetheir sandardsof living and to bring transportation networks
and environmenta conditionsup to EU levels. Thebudgetary framework for
2000-2006 adopted in Berlin tried to reconcile these various concerns. To
satisfy Spain and the other cohesion fund countries, aid for existing member
stateswas*“ ring-fenced” from aid for new member countries, with atotal of
EUR 213 billion set asdefor the former and some EUR 39.6 billion for the
|atter for the 2000-2006 period.

Even with these effortsto limit the shiftin aid from old to new member
states, substantial changes are expected to occur. Under the Objective 1
element of the Structural Funds, all regions with less than 75 per cent of
EU per capita GDP are eligible for aid. With overall per capita GDP set
to fall by 13 percent in an EU of 25, preliminary data suggest that post-
enlargement Objective 1 regions will have a total population of some
115 million people, 60 per cent of whom will bein the accession countries,
and only 40 per cent in the poorer regions of the old member states.
Regions comprising approximately 25 million people in the existing EU
will lose their eigibility for aid because of the change in the statistical
cut-off—rather than because of any appreciable change in their objective
welfare.®

The more important issue in the cohesion policy reform debate is
what happens after 2006, when the current financial framework expires
and anew framework will be negotiated inaUnion of 25. Inthe Nicetreaty
negotiations, Spanindsted that qudified mgority voting begpplied todecisons
regarding Structura Fundsand the Cohesion Fund only after January 1, 2007.3
Thiswill dlow Spaintowield aveto over thefinancia framework for the next
budgetary period of 2007-2013. The challenge of apportioning aid between
old and new member states will become especially acute if Bulgaria and
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Romaniaare admitted to the Union as planned in 2007. According to 1999
data, per capitaincomewould fall by 18 percent with enlargement from 15to
27 member states, compared with only 13 percent in the 2004 enlargement to
25.%2 Admission of these countrieswill havetheeffect of bumping many more
regionsin the current fifteen member statesfromthelist of those digiblefor
structura funds, and indeed of displacing even some of the more prosperous
regionsin the 2004 accession countries.®
Other Policy Areas

Apart from the spending areas of agriculture and the structural funds,
reforms have been proposed or are underway in a number of areas,
including competition and research and development policy, as well as
with regard to the internal functioning of the Union’s own ingtitutions.
Many of these reformswould have been desirable in any case and are not
driven by enlargement. In virtualy al areas, however, there is a keen
sense that with the near-doubling of membership envisioned over the
coming decade, the Union needs to become more effective at
implementing policies and better at delivering visible policy results with
limited means.

The Costs and Benefits of Enlargement

Asthe pre-accession phase movestoward completion, political leaders
in Europe have been grappling with two central issues: money and power.
The biggest questions facing the Union are who will pay the costs of
enlargement and how political power and decision-making authority will
be apportioned in aUnion of 25 or more member states. These questions
are closdly linked. Political arrangements will determine how costs are
allocated, especially after 2006 and the expiration of the current financial
framework, while perceptions about the fairness of economic and financial
burdens will affect the cohesion and democratic legitimacy of the Union.

Economistsgenerdly agreethat enlargement will benefit the EU asawhole,
current member statesand candidate countriesdike. However, thedigtribution
of the costsand benefitsof enlargement islikely to be uneven, both temporally
and geographically.** Some studies suggest that the current member states
already have received most of the expected benefits of enlargement through
the provisionsof the Europe Agreementsthat opened up alarger market for
EU exportersand investment opportunitiesfor west European companies.
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Movement from theexisting integrated market to full membershipwill produce
modest additiona benefitsfor current member statesin termsof access, while
itislikely toresult in substantial additiona coststo underwrite new member
participation inthe CAP and regional policies. For the candidate countries,
the situation isthereverse. To become part of the single European market,
they have made painful adjustments in closing uncompetitive plants and
shedding labor throughout industry to compete with EU companies and
in partially opening up their agricultural markets to EU produce. They
now expect payoffs and rewards. Part of this will be political and
psychological, and will consist of becoming full members of the EU
club with real decision-making roles. But many citizens expect part of
this payoff to be financial, especialy since few people in or outside the
accession countries expect average per capita GDP in most of the new
member states to reach the EU average before 2030, if then.

The geographic distribution of the economic costs and benefits of
enlargement is also expected to be uneven, both across the current-
prospective member divide and among the current members. Studies
suggest that enlargement will be very beneficia for the accession countries
but only modestly so for the current member countries. In part thisis a
simple function of arithmetic. With the GDP of the candidate countries
only equal to some 5 percent of total EU GDP, the scope for the former
to affect thelatter islimited. Even among current member states, however,
the benefits of enlargement are likely to accrue disproportionately to
countries and regions that border the accession countries and are thusin
aposition to reap the lion’s share of increased opportunities for trade in
goods and services, including gains from cross-border commuting.® With
the economic benefits of enlargement heavily tilted toward Germany,
Italy, and Austria, countries such as France may have limited interest in
arrangements that distribute the direct or indirect budgetary costs of
enlargement on auniform basis or, aswith enlargement-driven reform of the
CAP, go even further and ask Franceto take on adisproportionate share of
the cost of admitting new members.

These distributional asymmetries help to explain the complex game
of bargaining that has been underway among the current members, and
that involves not just the costs of enlargement narrowly defined but the
entirerange of benefits derived from Union membership. Depending upon
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how decisonsover agricultureand regiond aid aremade, the costsand benefits
of enlargement can be shifted from one country and oneinterest group to
another. Inthe provisional settlement that was reached in thefall of 2002,
Germany was asked to pay adisproportionate share of the budgetary cost of
enlargement, notwithstanding its demands (shared by the Netherlandsand the
United Kingdom asthe other large net contributorsto the EU budget) that
German paymentsto the Union bereduced. But Berlin did not grant ablank
check for enlargement in the post-2006 period, asincreasesin agricultural
spending were capped and regiona fundsfor the new entrantswere cut.

Thisgame of bargaining over the distribution of costsand benefitsand the
power to make decisions over these matters also played out on asmaller
scalein the accession negotiations, wherethe political and financial termson
which the new member stateswill enter the Union were established. The next
section reviewsthe results of these negotiationsin the most important and
controversid arees.

[11. TERMSOF ACCESSION

M echanics

Admission of new member statesis governed by Articles 6 and 49 of
the Treaty on European Union, which stipulate that any European state
that respects the principles of “liberty, democracy, respect for human
rights and fundamental freedoms, and the rule of law” may apply to
become amember of the Union.* According to the procedure set forthin
Article 49, applications are addressed to the Council of Ministers. The
Council then asks the European Commission to prepare an opinion on
the candidate’ s suitability for membership, after which the Council must
decide unanimously on whether to open accession negotiations.
Negotiationsare carried out by the Commission and are aimed at producing
draft treaties of accession between the applicant countries and the members
of the Union. Oncethe negotiations are completed, adraft treaty issubmitted
to the Council and the European Parliament for approva. The Council must
approvethetreaty unanimoudy, the Parliament by an absolute mgjority. The
member statesand theapplicant country then formaly Sgntheaccessontreety,
which issubmitted for ratification by al partiesin accordance with national
condtitutiond provisons. Inmost casesthismeansasmplevoteby parliament,
but it dso caninvolveanationa referendum. (All of the candidate countries
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intend to hold referendaon joining the Union, while current member states
most likely will not do s0.)

“Negotiation” is somewhat of a misnomer when applied to EU
enlargement. Accession does not involve aprocess of bargaining between
two equal entities, the result of which is a compromise somewhere
between the opening positions of the two parties. Rather, the candidate
countries are joining a club whose rules are dready largely set and must
be adhered to. The accession negotiations thus have been for the most
part a take-it-or-leave-it affair, in which much time and effort has been
spent in verifying whether the candidate country can in fact meet the
conditions for membership. Real bargaining has taken place only at the
margins and has covered such matters as the transition periods which the
new member states are granted to phase in certain policies and, in
exceptiona cases, permanent derogations from selected EU rules.

Candidate countries are required to accede to the EU’s founding
treaties, also known as primary law.® |n addition, the candidate countries
must adopt the acquis communautaire, aterm used to denote the whole
body of directives, regulations, and policies built up by the EU since the
1950s.%® Because much of this legidation takes the form of directives
that are addressed to the member states and then implemented at the
national level, adopting the acquis involves passing new or amending
existing legidation that conforms with EU norms—a complex and time-
consuming exercise that has occupied the governments and parliaments
of the candidate countries for much of the last decade. New member
states also are expected to accede to treaties that the Union has with third
countries and to renegotiate or if necessary renounce treaties with third
countriesthat areinconsistent with the EU’ sfounding treaties or with EU
secondary legidation.

For purposes of negotiating the accession treaties, the acquis
communautaire is organized into 31 chapters, each of which has been
the subject of a separate negotiation with each candidate country.
Candidate countries have been required not only to adopt the laws in
place at the time of their initial applications to the Union in 1994-1996,
but al those adopted in the intervening period. The latter is a substantial
body of complex new legidation, much of it associated with the Union’s
expansion into new policy areasin the 1990s as well as directives passed
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to complete theimplementation of the 1992 single market program in such
areas astelecommunications, energy, and financid services.

Along with adopting the acquis on paper, candidate countries must
show that they have the actual capacity to apply and enforce EU law.
This requires establishing adequate administrative structures, reforming
their civil serviceand judicia systems, and setting up new or strengthening
existing bodies related to standardization, certification, conformity
assessment, mutual recognition of qualifications, supervision of financial
services, and enforcement of industrial and intellectual property rights.
It al so means setting up or reinforcing regulatory structures and inspection
agenciesrelating to road and maritime safety, food safety, and monitoring
and enforcement of EU environmental regulations, as well as
strengthening financia controls and border management.®

It should be noted that these are dl areas in which the performance of
the current member statesisfar from perfect. Ensuring that new member
states enter the Union prepared for a reasonable level of enforcement of
the acquis is therefore essential to prevent a downward spiral in which
the acquis asawhole might be threatened. It isa so important to head off
politically damaging squabbles over enforcement after accession, when
new member country violations of the acquis will have been internalized
and will become the subject of obligatory enforcement actions by the
Commission and the ECJ.

While the process of EU enlargement is straightforward, the timing
of the admission of new members has been a complex and contentious
issue. In the immediate aftermath of the fall of the Berlin Wall and the
breakup of the Soviet Union, most governments of the then European
Community were unenthus astic about taking in new members. Preoccupied
withtheir own plansfor politica unionand acommon currency, they responded
totheupheavdsintheeast with technica assstanceandthe Europe Agreements,
bilatera treatiesthat liberalized trade and stepped up exchanges and other
contacts but that stopped short of guaranteeing membership. Only in June
1993 at Copenhagen did the European Council declarethat al those countries
with which the Union had concluded Europe Agreementswould be offered
membership, provided they met certain political and economic criteria®

Theten candidate countriesof central and eastern Europe all submitted
their applications for admission between March 1994 and June 1996.
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Cyprusand Mdtahad submitted their gpplicationsaready in 1990, but action
ontheir candidacieswas deferred pending the accession of Austria, Finland,
and Sweden, which was accomplished on January 1, 1995. As noted, the
Commission ddlivereditsopinionson the gpplicationsin July 1997 in Agenda
2000. In December 1997 in Luxembourg the Council approved the start of
negotiationswith sx candidate countries. the Czech Republic, Cyprus, Estonia,
Hungary, Poland, and Slovenia. Of the six countries not asked to start
negotiations, Sovakiawasjudged to havefailed on politica and humanrights
criteria; Bulgaria, Lavia, Lithuania, and Romaniawerenot ready economicaly,
and Mdtasuspended itsapplication because of domegtic politica disagreements
over itscandidacy. Negotiationswith the Luxembourg six got underway in
March 1998. At thetime, the EU stressed that the six countriestemporarily
left behind could make up lost ground by accel erating the pace of reform and
convergenceto EU norms. Thisinfact happened, and at Helsinki in December
1999 the European Council approved the start of negotiationswiththeremaining
candidate countries, although not yet with Turkey.

By thelate 1990s, in what was both arecognition of the genuine progress
being made by the candidate countriesin closing the gap with EU economic
and political standards and a response to the growing impatience in these
countrieswith the pre-accession process, the EU was moving toward afirm
enlargement timetable. InMarch 1999 in Berlin the European Council adopted
abudgetary framework for the period 2000-2006 based on the assumption
that asmany assix new member statescould jointhe Unionin 2002. Thisdate
wasaways consdered somewhat unredistic, however, and at the European
Council meeting in Goteborg in June 2001 the fifteen set the end of 2002 as
thetarget date for concluding accession treatieswith those countriesjudged
ready for membership. Thistimetablewould alow these countriestojointhe
Unionin 2004 and to take part asmembersin the European Parliament dections
set for June of that year.** At the Lagken European Council in December
2001, thefifteen confirmed thistimetable and named the ten countriesthey
regarded ason track for membership in 2004—the Czech Republic, Cyprus,
Estonia, Hungary, Latvia, Lithuania, Mdta, Poland, Sovakiaand Sovenia—
thus setting the stagefor a“big bang” enlargement that among the current
official candidate countries would leave out only Bulgaria, Romania, and
Turkey.*
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In early October 2002 the European Commission delivered its long-
awaited recommendations on which countries were ready to finalize
accession negotiations by the end of the year. It reaffirmed the choice of
the “Laeken 10” and stated that Bulgaria and Romania were not ready
for membership, but that they could join the main group by 2007. The
Commission did not recommend adate for starting accession negotiations
with Turkey, although it acknowledged that Turkey had made progress
on meeting the criteria for membership and proposed an increase in pre-
accession aid for the Turks.®®

Meeting in Brussels later that same month, the heads of state and
government of thefifteen madethefinal decisions concerning thefinancial
terms to be offered to the new member states upon accession—terms
that essentially derived from decisions about reform of the CAP and
regional aid policies in both the existing and the future enlarged Union.
This led the way to an intense final round of negotiations with the ten
lead candidate countries aimed at finalizing the terms of accession treaties
at the December Copenhagen summit. The candidate countries issued
sharp complaints about the Union’s perceived lack of generosity and the
difficultiesthey might havein securing ratification of the accession treaties
in their respective national parliaments. Meanwhile, in November 2002,
the EU foreign ministers made one last adjustment to the timetable—
setting May 1 rather than January 1 as the date for admission of the new
members, thereby allowing an additional four months for ratification and
financial adaptation.

Inlate November, acting onitsown initiative, the Danish presidency put
forward a supplementary packageintended to win final accession country
acceptance of thededl. It called for additiona spending of EUR 2.45billion
beyond thelevelsagreed to by the European Council in October, to bedevoted
to agriculture, improving border security, and, for Slovakiaand Lithuania,
nuclear dismantling.* Following continued hard bargaining inthe daysleading
up to the Copenhagen summit, the Danish package becamethe basisfor the
fina accession ded. It was agreed that some EUR 40.4 billion would be paid
by the Union to the accession countriesin 2004-2006, half of it to Poland.
Thiswasagrossfigure, not counting paymentsinto the EU coffersfromthe
accession countries. Tota transfersto the new membersin theremainder of
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the budget period were projected to be about EUR 12 billion (net of such
payments).

Apart from thetermsof the accession deal, one of the most noteworthy
aspects of the fifteen’s decisions in the enlargement end game was the
set of final, pre-membership checks that were put into place to ensure
that the candidate countries would follow through on implementation
before May 1, 2004, as well as the safeguard provisions and large doses
of intraamembership conditionality that were built into the accession
treaties to last even into the membership period. At the insistence of
member state governments that either were skeptical of the degree of
real convergence with EU norms in the candidate countries or worried
about their own domestic public opinion, the accession process will
include fina checks in the period between signature and ratification of
the accession treaties and official entry into the Union. Six months before
formal accession, the Commission will produce a “comprehensive
monitoring report” that will check on theimplementation of commitments
made in the accession negotiations. If one or more candidate countries
backdlides or fails to complete agreed pre-accession tasks, its failure to
pass these checks could trigger a delay in formal admission.* The
accession treaties also will contain safeguard clauses that can be invoked
by the existing member states after accession. Such clauses have been a
feature of other EU treaties (including the Treaty of Rome), but they
have rarely been invoked.

Key Issues
The Sngle Market

Themost important if not themost controversia issuein theenlargement
negotiations has been the adherence of the candidate countriestothe EU’s
singlemarket, as established by thefounding treatiesand araft of secondary
legidation. The centraity of the single market was established asfar back as
December 1994, when the Essen European Council asked the Commission
to prepare awhite paper on theinternal market and the demands adherence
to it would place on new member states.* While the Union continued to
advancethe propositionthat theacquiswasaunified whole, dl partsof which
had to be adopted by the candidate countrieswith the minimum of derogations
and trangition periods, in practiceit was clear that theinternal market acquis
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(and closdly related areas such as competition policy) took precedence. Long
phase-in periodsin areas such asenvironmental policy would be permitted,
but adherenceto market stricturesfrom day one of membership wasessential.
Thisreflected the sensein Brusselsand national capitd sthat the sngle market
was the heart of the integration enterprise and as such could not be
compromised. It also reflected apractical recognition that while votersand
key interest groupsin the old member states might haveonly limited interestin
how or when drinking water or clean air standardsin eastern Europe were
raised to EU norms, they would care if jobs were seen as lost because of
unfair competition fromor lingering protection in the new member tates.

The centrality of the singlemarket acquisisreflected in theresults of the
accession negotiations. With the important exception of free movement of
labor (discussed below), there areremarkably few transitional arrangements
inthethree most relevant chapters. The free movement of goods chapter was
closed with theten with amere six transitional arrangements, all relatively
short in duration and dedling with marketing authorizationsfor pharmaceuticas
and in one case medica devices. Smilarly, thereare only afew transitional
arrangementsinthefreedom to provide serviceschapter, al havingto dowith
thefinancial sector and such issues asthe status of credit unionsin various
access on countries. In the free movement of capital chapter thereareeven
agreed trangitional arrangements, but they deal with the politically sensitive
issues of the purchases of secondary residencesand farm and forest landin
the access on countriesrather than the movement of capitd for generd business
purposes.*

Although this is a very impressive achievement on paper, how well
the single market will function in practice in an enlarged Union is till
unclear. The Commission continues to highlight the problems in the
existing Union with the complete transposition and enforcement of single
market directives, delays in launching and completing actions against
market infringements, and the large number of national regulations that
are notified to the Commission and that undoubtedly contribute to the
continued segmentation of the Union into what are still, to a degree,
national markets.® At the very least, enlargement will complicate this
situation by straining resources dedi cated to enforcement. Beyond this, itis
not clear how mutual recognitionwill functioninaUnion of 25, and whether
regulatory authoritiesin the existing fifteen member stateswill accept at face
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value health and safety assessments performed in the new member states.
Vigorous enforcement proceedingswill be needed to uphold theintegrity of
thesingle market, but thiscould sour the politica atmosphere and contribute
to anti-Brussd s sentiment in old and new member states. Difficultiesalso could
arise in policy areas that flank the single market, notably transport and
competition policy, where somemember states have expressed concern about
the application of standards and the phasing out of state aids.®

The concern about theintegrity of thesingle market isfurther reflectedin
the monitoring and safeguard clauses the Commission recommended and that
the European Council endorsed and strengthened in its October 2002
enlargement decisions.® Asaresult of these decisions, the accession treaty
includes ageneral economic safeguard clause and two sectoral safeguard
clauses, one relating to the area of justice and home affairs and the other
concerning the operation of theinternal market, “including al sectord policies
which concern economic activitieswith across-border effect.”> Adopted at
theing stence of the Netherlandsand other member states skeptica about the
readiness of some of the candidate countries for membership, the internal
market safeguard clause can beinvoked by the request of amember state or
ontheinitiative of the Commission for aperiod of threeyearsafter accesson
tolimit accessby anew member stateto the EU market.>> M easures adopted
under the safeguard clause may extend beyond the three-year period.
Agriculture

As was predicted by many in the early 1990s, agriculture has been
the most difficult issue in the enlargement negotiations and, with the
possible exception of the problems associated with the candidacy of a
divided Cyprus, the areawith the greatest potential to disrupt the effective
functioning of the EU after enlargement. In the March 1999 Berlin
agreement, CAP spending in the current member states in the first post-
enlargement year was set at EUR 39.4 hillion, while comparable spending
for six new member states was set at amere EUR 1.6 billion. There was
no provision for direct income support for farmers in the new member
states, since incomes in these countries were historically low and such
supportsoriginaly had been given to offset cutsin CAP price supportsfrom
which CEE farmershad never benefited.

Inview of thefact that there are morefarmersin the candidate countries
than in the EU-15, the highly uneven way in which the Berlin agreement
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proposed to dlocate agricultural spending in anenlarged Unionwas politically
problemeatic and, from thelong-term perspective of integrating the new member
statesinto the Union and raising their per capitaincomesto western levels,

economically questionable. Asmight have been predicted, when negotiations
ontheagricultura chapter openedin June 2000, the Berlinframework quickly
becameadticking point. Intheir opening positions, dl of the candidate countries
requested that direct payments be granted to their farmersat the samelevel

provided to farmersin current member states from day one of accession.

Somemember state governments, however, argued that direct paymentswere
neither budgeted for at Berlin nor an established part of theacquisthat had to
be extended to new members.

Differences over production quotaswere equaly stark. The Commission
proposed that quotas be based on past performancelevel sduring the 1995-
1999 reference period. The candidate countries argued that in recent years
their agricultura production had been hit by the collapse of communism, faling
export markets, and adverseweather. They therefore generally opposed any
agreement based on recent output levels. Thesedifferencesof method trandated
into huge quantitative differences. With regard to milk, for example, the
Commission proposed that Poland’ s quota be set at 8.875 million tons per
year, whilethe Polesargued for 11.2 million tonsrisngto 13.7 milliontonsin
2008. Similarly, Latviarequested amilk quotaof 1.2 milliontons, compared
with an offer of 489,474 tonsfrom the Commission. Differenceswith regard
to sugar, whest, beef, and other productsaso werevery wide, bothin absolute
and percentageterms.

Reacting to the strong political responsein Poland and other candidate
countriestoits position on direct payments, in early 2002 the Commission
revised itsinitia approach and proposed that direct paymentsto farmers
in the new member states be set at 25 percent of EU levels upon
enlargement and rise to 100 percent over aten year period. Even though
the offer to provide direct income support was adeparture from thefiscally
conservative assumptions in Agenda 2000 and the 1999 financial
framework, with considerable potentia to bust the EU budget inthe out years,
it still was seen as unfair from the candidate country perspective. The
Commission and the candidate countries also madelittle progressin bridging
the gap on production quotas.
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Thedecison by thefifteen at the June 2002 meeting of the Generd Affairs
Council to defer theadoption of find common positionsin the negotiationson
agriculture until after the German e ections created ahigh-stakesatmosphere
inwhich thefinal intra-EU compromises and the ultimate bargain with the
candidate countries needed to be struck within avery tight timeframe. At its
October 24-25 session, the European Council settled on acompromisefina
offer to the candidate countries, including apledgeto start direct paymentsat
the 25 percent level and raisethemto full Unionlevelsonly by 2013. Thiswas
not essentialy different from the deal offered in the spring and wasccriticized
by the Czech, Polish and other candidate country governmentsasunfair and
possibly endangering prospectsfor goprova of theaccesson treaty in nationd
referenda. Theinternd EU reform debate was closdly watched in the candidate
countries, where criticsfocused on what they saw asthe unequa character of
thereformsand their differential effects on new and current member state
farmers. Thiswasespecialy the casein Poland, where Euroskeptic populist
Andrzej Lepper threatened to campaign for argection of membershipif farm
paymentswere not provided on an equal basisfrom the date of accession.®

However, the candidate countrieswere under enormous pressureto accept
the October offer asthe best ded possible, particularly given Britishand Dutch
complaintsthat the Franco-German compromise underlying the October offer
was too generous with regard to direct income support for the Unionasa
whole. The Danish presidency subsequently improved upon the offer by
proposing additiona paymentsand greater flexibility in how funds could be
spent on agriculture. It proposed that the new membersbe given theflexibility
to transfer up to 20 percent of the EU funds previously earmarked for rural
development to direct paymentsto farmers. Thiswaspoaliticaly advantageous
to the accession country governments needing to win the support of their
farmers and had the added advantage of ensuring that project-based money
that otherwisewould have flowed to the new member satesvery dowly would
be spent immediately.

In the compromise achieved at the Copenhagen summit, the EU stuck to
itsinitial offer of direct paymentsto farmersin the accession countriesat the
25 percent level, but the access on countrieswere granted theright to transfer
rural development fundsto direct payments, as proposed by the Danes. In
addition, the accession countries, led by Polish Prime Minister Leszek Miller,
won the right to spend still more money from national budgets to support
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farmers, so that subsidy payments could reach 55 percent of EU levelsaready
in 2004, rising to 60 percent in 2005 and 65 percent in 2006. Production
guotas aso were adjusted upward in some cases.

The battle over direct payments, particularly onceit became clear that
new money from the EU budget would not be forthcoming and that the
bargaining revolved around transferring funds from other EU and national
accountsto increase direct payments, was very much about thelong-term
restructuring of agriculturein central and eastern Europe. Throughout thepre-
accession process, the Commission was concerned about the bifurcated
structure of the agricultura sectorsinthecandidate countries, inwhichalarge
number of semi-subs sencefarmsexis dongsde commercid farmswith much
greater chancesto surviveand prosper withintheUnion. Itsview wasthat aid
should go to improve the competitiveness of the commercia farms (and thus
of European agriculture asawhole), but not to prop up subsistence farms,
“cregting adurableviciouscycleof low productivity, low standardsand hidden
high unemployment.”>* At the same time, the Commission did not want the
CAPand EU membershipto beblamed for painful restructuring thet it believed
had to occur in the countryside under any circumstances. Thismessagetended
to get lost inthe debate, assmall farmersin Poland and their political backers
tended to stand thisargument onitshead, claiming that their problemswith
competitivenessweretheresult of rather than aproblemfor the CAP, and the
fact that they wereto receive only 25 percent of thelevel of direct payments
that applied in the old EU was the reason that they would not be able to
compete and would be driven out of business. The dramatically increased
levelsof direct payments negotiated in thefall of 2002 should ease politica
problemswith accession country farmers considerably, clearing the path to
ratification. However, it will do so at along-term cost by dowing the pace of
restructuring. More small farmswill be encouraged to continue producing at
economically unsustainablelevels, whilelessmoney will beavailablefor the
kinds of economic restructuring inthe countrysidethat most expertsbeieveis
inevitablein any case. Thisinturn could spell long-term difficultiesfor reform
of the CAPR, asmany morefarmerswill shareavested interest in preservation
of the current system. Oneresult of these trends might be the emergence of
what is sometimes called a Franco-Polish anti-reform axisin the Union.

Thus, beyond theimmediate battlesover ratification, agriculture promises
to bean arenaof continued policy friction even after enlargement. Inaddition
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to the difficultiesthat may arise from continuing differences between old and
new member states and between more and lessreform-minded governments,
therearelikely to be pressuresto accel erate even further the phasing in of
direct payments and to shift some of the burden of direct payments from
national budgets, whereit was placed at Copenhagen, back to the EU budget.
Structural Funds

After agriculture, the item in the accession negotiations with the
greatest financial implications is the structural and cohesion funds. The
Commission outlined its proposed approach to the negotiation of the
structura funds chapter in January 2002, staying roughly within the Berlin
framework (after allowing for adjustmentsin the enlargement scenario). It
proposed that structurd operationsfunds be phased in over athree-year period
from 2004 to 2006 to take account of the absorption capacity of the new
members. Aid would be capped at 4 percent of GDP, considerably below the
levelsreceived by Portugal and Ireland in the 1990s. The ten new member
countrieswould receive some EUR 25.567 billionin 2004-2006. EU aid per
capitainthe new member countrieswould reach EUR 137 in 2006, compared
with EUR 231 inthefour current member state cohesion countries. Additiond
sructurd fundswould beallocated for nuclear safety projects, northern Cyprus,
and aspecid fundfor inditutiona capacity buildinginthe new member states™®

Aswith agriculture, in early 2002 the member states decided to defer
conclusion of the budgetary aspects of the structural funds chapter until
the fall, following completion of the French and German elections and
when it was expected that both the internal and external aspects of al
financial questions could be considered in a single set of intense
negotiations. In the final negotiating offer worked out by the European
Council in October 2002, the amount of aid to be given to the new member
states in 2004-2006 was cut from the EUR 25.567 billion level agreed at
Berlinto EUR 23 hbillion. Inthefinal dea agreed at Copenhagen, structural
and cohesion funding for 2004-2006 was set at EUR 23.847 billion, not
counting additional funds for transitional nuclear safety measures,
transitional institution building measures, and transitional Schengen
measures.>

Thekey questionsfor thefuture are how effectiveaid will bein tackling
someof theremaining transition problemsin central and eastern Europe (e.g.,
inadeguate transport and environmental infrastructure) and whether the east-
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south/new-old division of aid ispoliticaly durable. The former will depend
heavily on how successful the accession countries have beenin setting up the
regional levelsof government and the administrative structures needed to use
ad effectively and ontheir ability to leverage grant aid with loansand possibly
private-sector investment.

Free Movement of Labor

Movement of |abor within the EU is one of the four freedoms (along
with free movement of goods, services, and capital) guaranteed in the
Treaty of Romeand akey element of the late 1980s-early 1990s programto
completetheinternal market. But free movement of labor for the accession
countries hasbeen highly controversa inthe current member Sates, provoking
widespread fear, particularly in Germany and Austria, about waves of cheap
Iabor moving westward and exacerbating unemployment and depressing wages.
Right-wing politicians such as Austria’ s Jorg Hai der sought to capitalizeon
thesefears by campaigning against enlargement on thisissue. Inview of the
sengitivity of thefree movement of labor issue, thisisoneareain which the
Unionitsalf, departing from itsusual stance that the acquis should be kept
intact and that trangition periods and derogationsbe aslimited as possible, has
ingsted upon an extensivetrangtion regime and adday inthefull application
of theacquis.

Under the terms of the free movement of persons negotiations that
all candidate countries except Romania had provisionaly closed by June
2002, each of the member statesin the existing Union may apply national
measures to limit access to their labor markets from the new member
statesfor aperiod of two yearsfollowing accession. Following this period,
there will be reviews of new member state labor market accessto the old
member states. One is an automatic review conducted near the end of the
two-year period. New member states may request subsequent reviews of
labor market accessto old member states. While the Commission contributes
areport tothereview, it hasno powersto compel changesin policy. Theold
member states may keep transition arrangementsin place for another three
years. Thetrangtion period should end after five years, but member statesin
theold Union will havetheright to prolong transtion arrangementsfor another
two yearsif there are serious disturbances of thelabor market or the threat of
such disturbances. Old member states also may apply safeguard measures
against the movement of labor up to the end of the seventh year. In addition,
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Germany and Austria have the right to take certain measuresto deal with
seriousdisturbancesin specific service sectorsinthelr labor marketsthat could
arisein certain regionsfrom the cross-border provision of services.® These
trangitional arrangementsdo not apply to Cyprusand Malta, whichwill have
free movement of workersto therest of the Union from day one of accession.
Justice and Home Affairs

Whilethefree movement of personschapter ded sprimarily with movement
of workersand other categoriesof citizensfrom the new to old member states,
the Justice and Home Affairs (JHA) chapter is more concerned with the
Schengen acquisand themovement of third country nationals. The Schengen
system of external border controls was proposed in 1985 as an
intergovernmental arrangement among five member states of thethen EC. It
wasincorporated into the acquiswith the 1997 Treaty of Amsterdam andis
expected (even though Britain and Ireland have opt-outsand do not participate
in Schengen) to beimplemented in full by the candidate countriesfrom day
oneof membership.

The need to tighten the external borders of the Union is seen in
Brussels and the nationa capitals as an inevitable counterpart to the
removal of barriers to the flow of goods and people within the Union.
With interna border controls dismantled, crossing the external borders
of the Union to enter one member state means in effect legal entry into
al member states of the Union. Governments in EU capitals thus are
insisting that their fellow EU members control their external borders.
Already evident in the 1980s, these concerns have grown as the Union
prepares to lengthen its borders with the unstable Balkans, the former
Soviet Union, and the Mediterranean. Fear of terrorism after September
11 has heightened these concerns, as have high-profile cases of human
trafficking, illega drug and wegpons smuggling, and spillover from organized
crimein the Newly Independent States (NI1S) and the Balkans.®

For the candidate countries, Schengen presentstwo sets of challenges:
the political problems that arise as these countries tighten controls on
bordersthat hitherto have been relatively open; and the practical problems
associated with policing the external borders of the Union at acceptable
levels. The collapse of communism was followed by a period of visa
free travel between the aspirant countries of central and eastern Europe
and Russia, Ukraine, Belarus, and Moldova. The main exception wasthe
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Bdltic countries, whichimposed visarequirementson citizensof al four western
NIS countriesin 1993 and 1994. Even in the case of the Baltics, however,
visa-free accessfor Russian citizenstrangting Latviaand Lithuaniato reach
Kdiningrad was maintained. Under pressure from the Schengen acquis, the
Czech Republic and Sovakiaimposed visarestrictionson al four countries of
thewestern NISin 2000 and 2001.*° Poland and Hungary did the samewith
regard to Russia, Belarus, and Moldovain 2001 but declared that visasfor
citizens of Ukraine would be required only upon accession to the Union.
Romaniamadeasmilar exception for Moldova, imposing visarestrictionsfor
Russia, Belarusand Ukrainein 2001 but declaring that visasfor Moldovan
citizenswould not be required until Romaniaactualy becameamember of the
Union. In addition, the Baltic countriestightened up their ruleson transit to
comply with the Schengen acquis. InMarch 2001 Latviaunilateraly cancelled
a1993 agreement with Russaunder which Russan citizenswerenot required
toobtainvisastotrangt Latviaby rail.

Thesemovesled to somepoalitica difficultiesbetween the candidate countries
and the governments of the NIS, aswell asto domestic political reactionsby
CEE citizens and businesses affected by the EU-mandated policy changes.
Russian accessto Kaliningrad wasthe most controversia issueraised by the
need to adopt the Schengen acquisin the candidate countries, albeit onethat
wasresolved by the compromisereached at the November 2002 EU-Russa
summit. Schengen restrictionsa sowill affect tiesbetween ethnic minoritiesin
accession countriesand countries|eft outsdetheUnion, e.g., PolesinBelarus
and Ukraine, Hungariansin Ukraineand, until 2007, Romania, and eventually
between Romaniansand ethnic Moldovansin Moldova.

On the practical side, border control will represent a huge political,
financial, and organizational challenge for the new member states.
Although theexternd bordersof theUnionarefor dl practica purposesshared
by the Union asawhole, responsibility for policing those bordersremainsat
the nationa leved. Burdensthuswill be shifting from Germany, Austria, and
Italy to the accession countries. Recognizing thisfact, the EU isproviding
financid and technicd assistanceto these countriesto upgrade border crossings,
train customsand immigration officids, and integratetheminto the Schengen
Information System. Far more will be needed to comply with the acquis,
however. When Poland, for example, closed the JHA chapter of itsaccession
negotiationsin July 2002, it pledged toincreaseits current border guard force
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of some 12,000 to 18,000 and to replace conscriptswith professional frontier
guards. Other planned measures included the purchase of helicoptersand
light aircraft for the border guards, procurement of night vision and other
equipment, and construction of additional watchtowers along the 1,200
kilometer border with Russia (Kaliningrad), Belarus, and Ukraine. Polish
officiasestimated that these measureswould cost EUR 250 million, 75 percent
of whichit washoped could be financed by Brussels.® In recognition of the
coststhat Schengen will impose on the accession countries, at Copenhagen
the European Council allocated an additional EUR 758 million—EUR 286
million per year for 2004-2006—for transitional Schengen measures as part
of thefina enlargement finance package.

The other aspect of the Schengen acquis concernsthelifting of border
controls between the new member states and the existing Union. Here
the EU position has been to project pre-accession conditionality well
into the post-accession phase. While the new member states are expected
to apply and enforce Schengen restrictions on the movement of third
country nationals across their borders from day one of membership, they
themsalves will not benefit immediately from the Schengen provisions
on free movement of people within the Union. Under the terms of the
Schengen acquis, the lifting of intraEU barriers to the complete free
movement of people requires adecision of the Council of Ministers. The
existing member states thus will have significant leverage over the new
member countries even after accession, as the latter will have to prove
that their Schengen-mandated controls on their eastern borders are
effective before they can secure the votes needed to fully open their
borders with other EU states.

Environment

Environment isat the oppositeend of the spectrum fromthesinglemarket—
an areainwhich negotiationswith most of the candidate countrieswere closed
with agreement on along and wide-ranging list of trangitional arrangements,
many lasting for adecade or more. The Czech Republic and Estoniado not
haveto comply fully with EU directives on thetreatment of urban waste water
until 2010, Cyprusuntil 2012, and Latvia, Hungary, Poland, Slovakiaand
Sloveniauntil 2015. Variousair pollution directivesin effect inthe EU-15 will
be phased in by the new member states in 2006-2007, and provisions on
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recovery and recycling of packaging wastewill take place generaly only by
2007.

World Bank and European Commission studies estimate that achieving
compliancewith theenvironmental acquisin theten CEE countrieswill cost
EUR 80-120hillionininvestment.®* A smdl portion of thissumwill comefrom
structural and cohesion funds dedicated to environmental projects. The
European Investment Bank (EIB) and World Bank a so makelong-termloans
for environmental projects. Most of thefunding, however, will haveto come
from domestic sourcesin the accession countries and will need to be spread
over aperiod of years, if not decades.

Oneenvironmental area (technically addressed in the energy chapter of
the negotiations) in which the accession countrieswill be compelled to take
short- and medium-term action isnuclear safety and decommissioning. Under
thetermsof the accession treaty, Lithuaniaiscommitted to shutting down Unit
1 of the Ignalina nuclear power station before 2005 and Unit 2 by 2009.
Slovakiahas committed itsalf to closing the two oldest unitsat Bohunice by
2006 and 2008 respectively. These actionswill entail substantial costsfor
decommissioning and nuclear cleanup, apart of whichwill be defrayed by a
specia EU fund established by agreement of the Copenhagen summit.®
CFSP

CFSP has not been aparticularly contentiousissuein the enlargement
negotiations, as shown by the fact that this chapter was provisionally
closed with all twelve candidate countries relatively early in the
negotiating process, without derogations or transitional arrangements.
Being largely intergovernmental, it is in some respects less rigorous and
more amenable to national differentiation than the first pillar chapters.
CFSP nonetheless encompasses a substantial body of political and legal
agreements relating to third countries and international organizations,
suchas. theforeign policy decidonsand conclus onsof thesuccessve European
Councils; EU Common Positionson international issues; decisionstakenin
the context of the EU’sdialogues and rel ationshipswith third countriesand
regions (the Barcelona Process, the Strategic Partnership with Russia, the
AsaEurope Meetings, and soforth); coordinated positionsinthe UN, OECD,
Council of Europe, the Organization for Security and Cooperationin Europe
(OSCE), and other multilatera bodies; and joint positionsregarding economic
sanctions, trade embargoes, and the breaking off or freezing of diplomatic
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relations. New member states al so must accedeto so-called mixed agreements,
i.e., those between the European Communities and the member states and
third countries. It also involves participation in the European Security and
Defense Policy (ESDP) and the EU Rapid Reaction Forcebeing set upin
accordance with the decisions of the December 1999 Helsinki European
Council.

The key issue in this area will not be how the acquis is applied, but
how the new member states will work alongside the fifteen to shape the
development of a CFSP that is still very much in its infancy. This has
both procedural and substantive dimensions. Procedurally, the new
member states will resist the emergence of a large country directorate
over the CFSP and are likely to favor more collective funding of some
ESDP expenditures. Substantively, it will mean pressures for increased
attention to the EU’s eastern borderlands, perhaps somewhat greater
attention to an Atlantic dimension to CFSP, and less emphasis on EU
defense autonomy.®
Cyprus

A final complicating issue in the accession negotiations has been
Cyprus. The internationally-recognized Greek Cypriot government
applied for European Community membership in 1990. In June 1993 the
Commission issued a favorable opinion on the application, noting the
relative strength of the Cypriot economy and the progress that Cyprus
had made in using its 1972 association agreement with the European
Community (EC) to dign itself with many EC laws and practices.®* Both
sides began preparing for accession negotiations. In June 1994, under
pressure from Greece, the Corfu European Council confirmed that the
next phase of the enlargement process would include Cyprus. This meant
that the Union was pledged not to proceed with any eastward enlargement
without also taking up the Cypriot application, either ssimultaneously or
beforehand. The Cyprus candidacy thuswas at |east tacitly linked with those
of the central and east European countries. Subsequently, and repeatedly,
Greecewarned that it would veto any enlargement that did not include Cyprus®

For itspart, Turkey argued that any movetoincorporate Cyprusinto the
EU would run counter to the 1960 Treaty of Guarantee signed by Greece,
Turkey and Britain that bars Cyprusfrom joining any internationa organizetion
of which Greeceand Turkey are not both members. The Turkish government
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further warned that if the Greek Cypriot government joined the EU againgt its
wishes, it would incorporate the northern part of theislandinto Turkey. The
EU reected thisinterpretation of the 1960 treaty and argued as a matter of
principlethat Turkey could not wield aveto over the actions of thelegally
recognized government in Nicosia. Asapractical matter, however, the EU
was concerned about theimplications of proceeding with enlargement inthe
face of Turkish opposition and to bringing astill-partitioned island into the
Union.

As the pre-accession process gathered momentum in the 1990s, EU
policy toward Cyprus rested primarily on a hope that the prospect of EU
membership would soften the differences between the Greek and Turkish
communities, much the way that EU membership for Ireland and the
United Kingdom had helped to defuse conflict over Northern Ireland.
Per capita income in the Turkish sector of Cyprus is only one third the
level of that in the south, and the Turkish minority stands to benefit
enormously from the structural aid and market access that would come
with enlargement. There was little sign that this approach was working,
however, when the EU began accession talkswith Cyprusin March 1998.
The Turkish community turned down an invitation to participate in the
talks and repeated its threats to accept an offer to merge with Turkey,
while Turkey itself was outraged by the entire set of Luxembourg
decisions regarding next steps in the enlargement process, as Turkey
alone was |€eft in a category by itself, without a perspective on an early
start to accession negotiations.

At the December 1999 European Council, the fifteen expressed
support for a comprehensive political settlement on the island, to be
negotiated under UN auspices, that would allow a united Cyprusto enter
the Union. They aso stipulated, however, that if no settlement wasreached by
the completion of the accession negotiations, the Council would decide on
accession. The Helsinki decision subsequently became the standard EU
formulation on this issue—the last word, in effect, to which the Turkish
community and Turkey were expected to respond.

Eleventh-hour hopes that a settlement could be reached that would
enable a united Cyprus to enter the Union were concentrated heavily on
theinitiative put forward by UN Secretary General Kofi Annaninthefall of
2002. It called for the establishment of aloose confederation that then would
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enter the Union. Accepted by the Greek Cypriote government but rejected by
Turkish Cyprioteleader Rauf Denktash, the UN offer remainsthe basisfor
negotiations that will extend beyond the December 2002 Copenhagen
decisionsinto the period before Cyprus accedesin May 2004, and possibly
into themembership period itsdlf.

For the moment, the most noteworthy aspect of the Cyprus impasse
seems to be the way in which Turkey chose not to make it the cause of a
rupture with the Union, as it had often warned it would do. While
Copenhagen did not produce a maximal outcome—agreement on a date
to begin accession negotiations with Turkey and a Turkish-brokered
Cyprus settlement—it did produce informal assurances regarding setting
a date for Turkey and a breakthrough in the EU-NATO impasse over
sharing of assets that had become something of a barometer of Turkish
attitudestoward the EU. The stagethusis set for gradual progresstoward
two parallel goals—creating a confederal Cyprus within the Union and,
on asomewhat longer timetable, enlarging the Union to include Turkey.
Meanwhile, the EU will have to deal with a number of thorny practica
problems arising from the decision to bring northern Cyprus into the
Union—territory that is not under the effective control of the recognized
member state government. The Copenhagen European Council took the
first step toward addressing these problems by announcing the temporary
suspension of the acquis in northern Cyprus.

Prospects

The conclusion of the accession negotiations raises questions about
what yet might go wrong in the enlargement process, either before May
2004 or after enlargement, to undermine the functioning and cohesion of
the Union and, relatedly, of how fair and hence economically and politically
sustainablethe deal on enlargement will turn out to be.

Withtheratification of theNicetreaty and the conclusion of thenegotiations,
delay and derailment scenari os have become improbable and revolve mainly
around rtification. The current member statesdl have parliamentary systems
in which there is limited room for divergence between the government’s
positions and those of the parliament. Thismeansthat it isunlikely that a
nationa parliament would fail to ratify an access on agreement concluded by
the government. But surprises can and do happen, and ratification inthe member
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states cannot be taken for granted. In Austria, members of parliament have
suggested that differences over nuclear power and the Czech Republic’'s
decisionto start operation of the controversia Temelin nuclear power plant
could resultinrefusal by Austriato ratify the accession treaty with the Czech
Republic. In Austriaand Germany, politicians on occasion havethreatened to
makeratification of thetreaty of accessonwith the Czech Republic contingent
upon Prague’ s repudiation of the 1945 Benes decrees—a step that Czech
governments steadfastly declineto consider. The European Parliament also
must approve the accession treaty, and some MEPs have suggested that
ratification could fail over nuclear power or human and minority rightsissues.
Paliticiansin theexisting member stateswill beinfluenced at |east somewhat
by public opinion, which has been lukewarm about enlargement. Accordingto
Eurobarometer surveys, voters support enlargement by varying degreesinal
member states except France, where 39 percent of voterswerefor and 46
percent againgt enlargement. Indl countriesthereisalarge number of “don’'t
know” voters, and knowledge about the candidate countries and what
enlargement will meanislimited. Thishasprompted the Commissionto launch
an education campaign to sell enlargement to the voters.®

Support for membership in the candidate countries generally is
stronger, although ratification of the treaty of accession in all countries
isnot assured. With the pre-accession process stretching on for well over
a decade, public opinion in these countries has grown increasingly
skeptical about whether enlargement in fact will bring with it substantial
economic benefits. Following the October 2002 budget deal, some
candidate country leaders warned that unlessthe EU offers became more
generous, governments could have problems winning referenda on the
accession treaty. This seems unlikely, however, and in any case would
not torpedo the entire accession process. The accession treaty will be
structured so that rejection by one candidate country would not affect the
other entrants, much the way the defeat of the EU referendumin Norway in
1994 did not derail the enlargement to Austria, Finland, and Sweden.

Althoughitisunlikely that parliamentsor voterswould re ect membership
assuch, these countries could enter the Union disillusioned with Brusselsand
determined to win back as members concessions that they were forced to
makein the pre-access on negotiations. Such an outcome could cripplethe
Unionfor yearsto come—as happened to someextent with the 1973 accession
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of Britainto thethen EC on termsthat were never satisfactory to the British
electorate. Intense budget debates arelikely to take placeintherun-up to the
adoption of the 2007-2013 financial framework. Thismay not necessarily pit
all old versusall new member states, but thelatter arelikely to chafe at the
pre-cooking of the budget deal by thefifteen on the eve of the accessonsand
will inevitably try to adjust itsterms. Thisinturnwill run up against decision-
making reditiesinthe Unionandin particular theretention, a Spanishinsstence,
of thenationa veto onregiona aid dlocationsuntil 2007.

Another point of friction could be the exercise of theintra-membership
conditionality that has been built into the accession treaties. As noted,
the accession treaty will contain a general economic safeguard clause
that can be applied to situationswhere “ difficulties arise which are serious
and liable to persist in any sector of the economy or which could bring
about serious deterioration in the economic situation of agiven area,” as
well as severa sectoral clauses. Although unlikely, recourse to these
clauses by one or more member states would signal serious problems for
the enlargement process and possibly lead to a crisisin an EU-25.

On balance, however, most indications are that enlargement will be a
success—provided successisdefined inredistically modest terms. Giventhe
continued wrangling over money and power intheUnion and theat best partid
success of the EU in making the constitutional and policy reforms widely
regarded asessentia for enlargement to be workable, the EU most likely will
not achieve, at |east for the foreseeable future, some of itsmost rhetorically
ambitious objectives. emerging asasuperpower on anear-equa footing with
the United Statesin globa politicsor becoming theworld’ smost dynamic and
competitive economy, asdeclared at the March 2000 Lisbon summit. But all
indications arethat the EU will succeed—indeed has succeeded dready—in
itsdeclared goal of spreading peace and prosperity to theformer Communist
countriesof central and eastern Europe. Thisinitsdf isno smal achievement.

IV.DEALINGWITH THE“LEFT-OVERS’
AND“LEFT-OUTS’

The periphery of an enlarged Union will include two countriesthat have
been negotiating EU accession but that are not yet ready for membership
(Bulgariaand Romania); one country that isaforma candidatefor membership
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that isnot yet engaged in access on negotiations (Turkey); five countriesthat
arenot yet forma candidatesbut are, in effect, pre-candidatesthat the EU has
pledgedto add toitslist of prospective membersastheir economicand political
prospectsimprove (Albania, Bosnia-Herzegovina, Croatia, Macedonia, and
Yugodavia); saverd countriesthat have declared their wish to become members
but that have not been encouraged by the Union to consider themselvesas
potential members (Ukraine, Armenia, Georgia); and along list of other
countries that are unlikely ever to become members but that will be
affected by an enlarged Union and its policies (Russia, the countries of
North Africa, and the Middle East).®

The post-enlargement Union will need to fashion policiestoward all of
these countriesand regions. Doing soislikely to strain political and financia
resources, aswell asheighten the latent tension between the EU’ seffortsto
strengthen itsidentity and internal coherenceby definingitsultimate borders
anditslongstanding record of dealing with adjacent regions by reaching out to
them with offers of membership or, at aminimum, offers of association that
have someof theattributes of membership. How successful the EU isinmeeting
the chdlenge of its periphery also will inlarge part determinewhether it will
become amore assertive and influential actor on theworld stage, or whether
it will become bogged down in its “near abroad” and dependent on—or
embroiledin controversy with—the United Stateswith regard to theseregions.

Bulgaria and Romania

Reiterating the preliminary conclusionsdrawn at L agken, inits October
2002 progressreport the Commission declared thet  oneamong thenegotiating
candidates, Bulgariaand Romaniawere not ready for membership in 2004.%
Both countriesaready had set 2007 astheir target datefor admissionintheir
accession negotiating strategy, o the Commission conclusionsdid not come
as a surprise and were not seen as a mgor setback. The Commission
concluded that 2007 isaredigtic target datefor these countries, an assessment
that may proveoverly optimistic, particularly if the enlargement processwith
the Laeken 10 proves more complicated than expected or if progress on
economic and politica reformisdower than expected in Bulgariaand Romania
For the 2004-2007 period, the Commission proposed a revision of the
accession partnershipsaimed at preparing these countriesfor membership
and asubstantia increasein aid through the PHARE, 1SPA (Instrument for
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Structural Policiesfor Pre-Accession), and SAPARD (Special Accession
Programmefor Agricultureand Rural Devel opment) programs.®

If al goes according to plan, athree-year delay in accession for these
countries should not endanger domestic economic and political stability
or cause broader regiona problems. Both countries will be members of
NATO, which will mitigate disappointment stemming from their
exclusion from the current round of EU expansion. Each is likely to be
drawn progressively into a form of de facto membership in which they
take part in an increasing range of EU activities but do not yet have the
full range of legal obligations or rights associated with membership. They
are participating, for example, in the European Convention and aready
are members of such specialized agencies asthe European Environmental
Agency. Should the enlargement itself go badly, however, or progressin
Romania or Bulgaria on satisfying EU conditions fail to meet
expectations, this optimistic projection would haveto berevised. Because
of its poverty and corruption, Romaniain particular could be in danger
of failing to meet EU conditions, resulting in a postponement of
membership. Other potential complicating factors could be minority issues
and differences between the Union and Bulgaria over closure of the
Kozloduy nuclear plant.

Turkey

After Copenhagen, the EU isontrack to take Turkey into the Union some
timein the next 10-15 years—a course that was by no meansforeordained
and could haveturned out very differently. Theimplicationsof thisdevel opment
for the Union are huge and have not yet been thought through, ether inthe EU
member states, the accession countries, or in Turkey itsalf.

Turkey and the European Community signed an associ ation agreement in
September 1963, smilar to the 1962 agreement between the Community and
Greecethat helped to pavetheway to eventua membership of that country in
1981. The 1963 agreement referred to “the accession of Turkey to the
Community at alater date.” It wasfollowed in 1970 by the conclusion of an
additional protocol to the 1963 agreement that came into effect in January
1973 and that stipulated that the two sideswereto establish acustomsunion
within a 22-year period, or no later than the end of 1995. In April 1987
Turkey formally applied for EC membership. The Commission delivered an
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opinion on Turkey’s candidacy for membership in December 1989. It
concluded that the Community was not ready to accept any new members
until completion of thesinglemarket program. It asoidentified problemsspecific
to Turkey that would have ruled out enlargement negotiationsin any case:
Turkey’ srelatively poor record on democracy and human rights, its disputes
with Greece, and thefailureto find asolution to the Cyprus problem.

Despite deteriorating political relations between thetwo sidesover human
rightsand other issues, Turkey andthe EU concluded thelong-awaited cusoms
unionin March 1995, along with an accompanying package of financial aid.
The European Parliament threatened to reject ratification of the agreement
over Turkey’ shuman rightsrecord, but finally approved itin December 1995,
abeit with heavy prodding from the Commission and member state
governments. Thisallowed the customs union to begin on January 1 of the
following year. Many in western Europe saw the 1995 agreement as a
subgtitutefor EU membership. Turkey, in contrast, regarded the customsunion
asastep toward EU membership, which remained akey objective.

In Agenda 2000, the European Commission regffirmed Turkey’ seligibility
for membership, but it drew attention to the same economic, political, human
rights and foreign policy problems highlighted in its 1989 opinion. In the
December 1997 Luxembourg decisions, Turkey was not invited to begin
accession negotiations with the six leading candidate countries, nor wasit
given the prospect of rapidly catching up with the other candidate countries,
aswerethe second wave CEE countries. Thisdecisonin effect placed Turkey
inaseparate category and provoked aseverecrisisin Turkish-EU relations.
The perception that western Europe was backing away from earlier pledges
regarding membership contributed to adeep sense of betrayal in Turkey.

Relations between the two sides finally took a turn for the better in
December 1999, when the European Council, endorsing the
recommendation in the Commission’s October 1999 progress report,
formally upgraded the status of Turkey to candidate member. The heads
of state and government declared that “ Turkey isacandidate state destined
to join the Union on the basis of the same criteria as applied to the other
candidate states.” To lend substance to this claim, the EU agreed to
develop apre-accession strategy for Turkey and to conclude an accession
partnership agreement on the same basi s asthose negotiated with the other
candidate countries. Turkey also wasgranted theright to participatein certain
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EU programsand in multilateral meetingsamong the EU member statesand
the candidatesfor membership.

While the Helsinki decisions mitigated the previous tensions, they
by no means resolved the underlying issues. Turkey faces economic,
political, and security problemsthat distinguish it from therest of Europe.
Per capita GDP is only one third the EU average. According to current
projections, Turkey’s population will surpass even that of Germany by
2015, which would make it the largest country in the Union, were it to
become amember. Interndly, the struggle with the Kurdish independence
movement has resulted in thousands of deaths and harsh criticism in
western Europe about violations of human rights by the Turkish
government and armed forces. Above al, there are doubtsin both Turkey
and the EU about whether Turkey ever will be accepted as a member
state and, even if it were to make al the requisite political and economic
reforms, whether it would be accepted in the European family by the
historically Christian nations of the West. This point was dramatically
underscored in November 2002 when Giscard, in a move that was seen
as an attempt to prevent setting a date for the start of accession talks at
the upcoming Copenhagen summit, spoke out against membership for
Turkey, telling Le Monde that it had “a different culture, a different
approach, adifferent way of life.” 2“ Itscapital isnot in Europe, 95 percent
of its population live outside Europe, it is not a European country.” In
hisview, Turkey’sentry into the EU and would lead to demands to admit
other Middle Eastern and North African states, starting with Morocco.
Ultimately it would mean “the end of the European Union.”

Giscard' sforay dearly backfired, however. Thereactionto it wasafactor—
albelt probably asecondary one—intheremarkableturn of eventsthat led to
decisions at the Copenhagen summit that, whilethey fell short of Turkey’s
maximal demands, dramatically advanced its prospects for membership.
Turning aside intense pressure from Turkey and the United Statesto set a
definite datefor the start of the accession negotiations, the European Council
declared that it would take a decision on negotiationsin December 2004
(following the Commission’ sregular report on the progress of the candidate
countries), but that if it was satisfied that Turkey met the Copenhagen political
criteria, the EU would open accession negotiations“without delay.” From
Turkey’ s perspective, thefailure to secure aguaranteed date was a setback
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for pro-EU sentiment within Turkey and raised the prospect that Cyprus,
which would participate in the December 2004 decision asan EU member,
could block its candidacy. However, thefairly mild response of the Turkish
government (in dramatic contrast to itsreaction to the 1997 L uxembourg
decisions) seemed to confirm awidely-held view than aninforma guarantee
had been extended and that if Turkey continues on its present trajectory,
negotiationsindeed will beginin 2005.

What thiswill mean for the Unionisunclear. If the experience with the
CEE countriesor even the advanced European Free Trade Association (EFTA)
countriesisany guide, at thevery least the negotiationswill takefiveyears.
Some observersbelieve, however, that negotiationswith Turkey could move
surprisngly quickly and may not necessarily take gppreciadly longer than those
with the CEE candidates—given, for example, the existence of afunctioning
market economy, the role of the EU-Turkey customs union in promoting
harmonizationinkey policy areas, and Turkey’ slongstanding membershipin
organizations such asthe OECD, NATO, and Council of Europe, dl of which
have promoted adegree of convergence between Turkish and EU and genera
western norms.” The ingtitutional and budgetary implications of Turkish
accession would be huge, however, and most likely would dominate the
negotiationsfor what will becomethe negotiationsfor the2014-2020 financid
framework. Meanwhile, the EU has pledged to strengthen its Accession
Partnership with Turkey and to significantly increase pre-accession financial
assistance.

The Western Balkans

Albania, Bosnia-Herzegovina, Croatia, Macedonia, and Y ugosavia
are collectively known in EU parlance as the western Balkans. Eventual
expansion to these countries has been implicit in the logic of EU
enlargement since the 1993 Copenhagen decisions. With Greece aready
a member of the Union and Bulgaria, Romania, and Slovenia accepted
as candidates, this sub-region in effect became an enclave surrounded by
current and future member states that for practical and political reasons
would be asked to join the EU at some point. This has been acknowledged
by EU spokesmen such as Commission president Prodi, who has stated
that “the Balkans, whatever thetimetableis, are destined to become part of
the European family. They arearegion we havetolook after.” ™ The problem
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for EU policy hasbeen, however, to link thelong-term logic of eventual EU
accession to the short- and medium-term challenge of dealing with aregion
characterized by war, ethnic hatred, undemocratic government, and cross-
border crime. This link was not made in the 1990s, as the EU shared
responsibility for the region with an array of other organizations (the UN,
NATO, OSCE) and failed to devel op acoherent lega and policy framework,
analogousto the Europe Agreements and the Partnership and Cooperation
Agreements (PCAS), for dealing with these countries.

A basic shiftin EU policy toward thewestern Balkanstook placein June
1999 when, inthe aftermath of the K osovo war, the European Council agreed
to offer Stabilization and Association Agreements(SAAS) todl of the southeest
European countrieswithin the context of the EU-sponsored Stability Pact and
the Stabilization and Association Process. A kind of pre-pre-accession
arrangement, the SAAsemphasi ze regional cooperation, democratization,
cgpacity building, and tradeliberdization, bothwith the EU andintra-regiondly.
By late 2002 the EU had concluded such agreementswith Croatiaand the
Former Yugodav Republic of Macedonia(FY ROM), and wasin discussions
with the other countries of the region about moving to thisstage. Instruments
of EU palicy include since December 2001 the granting of preferentia access
to the EU market and substantial flows of aid (estimated at some EUR 4
billion for 2002-2006). EU member states also provide some 36,000 troops
(or 80 percent of thetotal) of peacekeeping forcesin theregion, along with
thelargest number of civilian police. The EU assuch aso waspoised to take
over itsfirst mgor out-of-areamission, Allied Harmony (previousy Amber
Fox) in Macedonia, beginning in the spring of 2003.

Notwithstanding the priority accorded to theregion in CFSP, there are
real questions about whether, as Morton Abramowitz and Heather Hurl burt
have phrased it, “the EU can hack the Balkans.” > With the United States
partially disengaging over the next severa years to concentrate on other
priorities, EU performancein stabilizing theregion will betested. Sofar the
record ismixed. EU member states continueto pursue somewhat conflicting
prioritiestoward theregion, asismost apparent in Greece' scontinued refusal
to accept Macedonia sright to useitsname and in theimpasse between Greece
and Turkey, finally resolved in December 2002, over the use of NATO assets
for theplanned EU missonin FYROM. Publicsinthe Bakan countriesremain
skepticd of EU motivationsand staying power. Whileasssancefrom Brussds
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ismassive, itisaso“knowninmost Bakan countriesfor itsfrequent tardiness,
and for thesmall proportion of what hasbeen pledged in Brussalsthat actudly
materializes.” ® The EU hastaken stepsto streamlineitsaid bureaucracy and
toimprovethe effectiveness of itsassistance efforts, but such reformstake
timeand cut againg theinherent complexity of anaid effort involving numerous
governments, internationa organizations, and NGOs.

Viewed in the perspective of the EU’ slong-term commitment to stabilize
the entire European continent, the range of possible medium-term outcomes
il openinthe Bakansremainsuncomfortably wide. Possibilitiesrangefrom
renewed descent into ethnic conflict and instability in some countriesto a
relatively smooth passage from SAAsto Europe Agreementsto eventual
membership. Whilethe EU hasdecided since 1997 to treet thewestern Balkans
asawhole and hasins sted that the five countries cooperate with each other
asthey work toward integration with the Union, pressurefor aredifferentiation
of policy approaches, e.g., infavor of Croatia, could returnif conditionsinthe
different countries continueto diverge. Apart from developmentsintheregion
itsdlf, EU performancein deding with the Bakanswill havebroader implications
for CFSP and the Union’simage of itself as apower capable of asserting
primary responsibility for itsown direct neighborhood. Successin dealing
withthe Bakanswill givethe Union the confidence (and free up resources) for
tackling Ukraine and other problem situations on the Union’s doorstep.
Conversdly, fallureinthe Balkanswould repest the experience of the 1990sin
exposing as hollow the claimsfor CFSP and European soft power and could
lead to new intra-European and transatl antic recriminationsover burden sharing
and other issues.

Ukraine, Moldova, and Belarus

Just asthepressof events caused the EU to modify itspoliciestoward the
western Bakans, enlargement and devel opmentsinthewestern NI Sareleading
to changesin how the Union approachesre ationswith thisregion. Intheearly
1990s, Brusselsdrew aclear distinction between those countriesthat were
considered as potential EU members and those that were not. The former
wereinvited to negotiate Europe Agreements, whilethe latter were asked
only to conclude PCAS, treatiesthat in substance closdly paralleled the Europe
Agreementsbut that contained no referenceto membership aspirations.
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Thisdigtinction, alwayshighly frustrating to Ukraine, hasbegun to break
down. In April 2002 the EU foreign ministers asked the Commission and
CFSPHigh Representative Javier Solanato develop aNew Neighborsinitictive
for post-enlargement rel ationswith Belarus, Moldova, and Ukraine.”” The
goa would beto enhance rel ations between these countriesand the EU with
theam of narrowing the huge gap in prosperity between them and the Union.
The new element was adifferentiated approach that would takeinto account
thedifferent state of relations between the EU and the countriesinvolved and
thedifferent levelsof economic and politica developmentineach. Thisraised
expectationsin Ukrainethat Kiev would beableto differentiateitsalf not only
from Russabut aso from Bdarusand Moldovaand that itsunilaterdly declared
intention to join the Union would carry greater weight in Brussels. With
enlargement, Ukraine’ s borders with Poland, Hungary, and Slovakia will
become borderswith the EU. Poland has declared that it intendsto promote
an Eastern Dimension to CFSP, much the way Finland and Sweden joined
with Denmark to promote aNorthern Dimeng on after their accessionin 1995.

At their November 2002 session in Brussels, the EU foreign ministers
reiterated the “ need for the EU to formulate an ambitious, long-term and
integrated approach towards each of these countries, with the objective
of promoting democratic and economic reforms, sustainable devel opment
and trade, thus helping to ensure greater stability and prosperity at and
beyond the new borders of the Union.” ”® But with Ukraine in turmoil and
plagued by corruption and poor administration, it is difficult to see how
even an invigorated EU proximity policy will have decisive influence in
Kiev. A more effective policy toward these countries also would require
significant changes in EU trade policy which, despite the talk of future
free trade agreements, remains highly restrictive toward “sensitive”
products that these countries mostly have to export at present.” As the
effects of EU membership become apparent in bordering parts of Poland,
Hungary, Slovakia, and eventually Romania, the demonstration effects
and concrete spillovers for Ukraine will become stronger. This is likely
to be a long-term process, however, as the eastern borderlands of the
new member countries are likely to remain among the poorest and most
economically margind parts of the Union for decadesto come.

EU policy towards Belarusand Moldovaisfor now aso very much hostage
totheinternd deve opmentsinthesecountries. EU rdaionswith Bdarusreman
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deeply troubled as a consequence of the reversion to dictatorship under
President Aleksandr Lukashenka, leaving fundamentally unsettled how this
grategicaly placed country will fitinto thefuture architecture of Europe® The
EU-BdarusPCA hasnever goneinto effect, acircumstance that would seem
to render somewhat theoreticd talk of more ambitiousinitiativesgoing beyond
the PCA. For the moment, the OSCE and the Council of Europearelikely to
play the more prominent rolesin European policy toward Belarus, with the
EU as such likely to become more active only when the political situation
improves (presumably post-L ukashenka).

Any new neighbors initiative toward the western NISwill be difficult
to fashion. In the short to medium term, it is hard to see what new EU
policy instruments could be effective in promoting positive change, absent
fundamenta political and leadership changesin Belarusand Ukraine. Over
thelonger term, however, assuming palitica changedoescome, itisdifficult to
see how the EU can avoid coming under enormous pressure to offer a
membership perspective to Ukraineand perhapsMoldovaand Belarus. This
particularly will be the case after the decision to embrace Turkey and the
accession of Poland and the other CEE states, who are likely to argue that
Ukraineisnoless*”European” than Turkey.

Russia and Beyond

EU policy objectives toward Russia were set forth in the June 1994
PCA (in effect since December 1997) and the Common Strategy on Russia
adopted in June 1999 under the newly-enacted CFSP provisions of the
Treaty of Amsterdam.®! They call for promoting political stability and
economic reform in Russiaand for dealing with particular problems with
potentia spillover effects on the rest of Europe, including trans-border
crime, trafficking in people and drugs, and environmental and human
health problems. As Russia has come to enjoy a modicum of growth and
stability under Putin, EU policymakers have raised their rhetorical sights
somewhat, and have caled for a RussiaEU “strategic partnership” and
joint leedershipin creating a* common European economic space.” Onbalance,
however, EU policy toward Russia remains what might be called that of
“integration without membership.”

The policy calls for the eventual establishment of a free trade area
between Russia and the Union, economic convergence based on
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approximation of laws and regulations, and joint participation in various
industrial, scientific, and cultural programs and projects. The EU dso is
interested in promoting Russian use of the euro, Russian participation in
the Galileo satellite navigation system, and Russian adherence to the
Kyoto Protocol on limiting greenhouse gas emissions. While calling for
market integration and some policy coordination, EU leadersfor the most
part do not regard membership for Russia as feasible or desirable.
Chechnya aso remains a powerful irritant in Russia-EU relations and,
apart from its specific aspects, a reminder that Russia, by virtue of its
history, location, and internal diversity, is not fully part of a European
spacein which violence haslargely ceased to be an option for the settlement
of politica conflict.

Enlargement will open anew stage in relations between Brussels and
Moscow. Inits medium-term (2000-2010) strategy document for Russia-EU
relationsissued in October 1999, the Russian government flagged anumber
of concernsreating to enlargement, including the possibleloss of export markets
in the accession countries of central and eastern Europe, the effect of the
Schengen regime on cross-border mobility, accessto Kaliningrad, and the
fate of Russian minoritiesin the Baltic countries. With regard to the | atter,
some Russian observers have suggested that Moscow might refuseto ratify
the extension of the PCAs to these countries upon accession, a step that
would strainthe entireingtitutiona basis of the Russia-EU relationship.

In addition to managing these particular problemsinitshilatera relations
with Russia, the post-enlargement Union will need to clarify itsunderstanding
of Russid splacein aEuropein whichthe Union hasreached its“finality.” &
Thismay be done directly and explicitly, or it may emerge as abyproduct of
theevolving EU policy toward Belarus, Moldova, and especialy Ukraine. It
isnot clear that Russiawill be content to seeitsalf asan object of EU proximity
policy, particularly if itseconomy continuesto reviveand it devel opsastronger
and more activeforeign policy. Indeed, there are already complaintson the
Russian side about what are seen asneo-colonid tendenciesin EU policy.®
Russiaisarguably too big and too independent-minded to be subsumed under
an EU proximity or extended neighborhood policy, but too small to become
the second pillar of atwo-pillar “ common European economic space’ based
on Russiaand the EU. Thismay impel Russiaeither to movetoward closer
integration with and perhaps even membershipin what would then promiseto
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bearadicaly transformed EU, or to downplay its European vocation and to
assert itsidentity as an emerging great power polein amultipolar world,
autonomousfrom and indeed perhapsin frequent tension with the EU. Either
alternative will present challengesfor an EU policy based on a principle of
integration without membership.

V.IMPLICATIONSFORU.S.INTERESTS

Economic Interests
Trade in Manufactures and Services

The accession countries are potentially important but for now clearly
secondary marketsfor U.S. firms. U.S. exports to the ten CEE candidate
countries were approximately $3.12 billion in 2001, some 0.4 percent of
total U.S. exports (see Table 3). Although there has been growth in most
countries, U.S. exports in 2000 and 2001 to several of the candidate
countries actually were below their 1993 levels, and total U.S. exportsin
2001 to the CEE-10 were below their 1997 levels. Overdl, the U.S. $2.4
billion trade surplus with the ten CEE countriesin 1993 shifted to a $3.9
billion deficit in 2001, and no CEE country ranked among the top fifty
U.S. overseas markets.®

The relatively modest share of these countries in U.S. trade is a
consequence of two factors: the natural advantages of proximity and
historic ties that EU exporters enjoy in the region and the higher tariffs
that apply to U.S. exports under pre-accession agreements with the EU
and other third countries. Under the Europe Agreements, the EU began
the asymmetric reduction of tariffs on industrial goods imported from
the central and eastern European countriesin the early 1990s, culminating
in the complete phasing out of most tariffs by the end of 1995. These
countries began areciprocal lowering of tariffs on goods from the EU in
1996, generdly reaching the zero tariff level by theend of 2001 or 2002. The
result of thisprocesswasto create atariff disadvantagefor U.S. exporters
that haswidened year by year sncethe mid-1990s.

Poland removed all tariffs on industrial products from the EU on
January 1, 2002 aswell as eliminated tariffs on hundreds of non-sensitive
agriculturd imports. It dso extended preferentia tariff trestment to other regiond
freetrade partners, notably EFTA, the Central European Free Trade Area
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(CEFTA), the Baltic countries, and Croatia. Asaconsegquence, nearly three
quartersof Poland’ sindustria importsin 2002 were admitted duty free, while
only onequarter, including thosefrom the United States, were subject to MFN
tariffs® Romaniahaslargely phased out tariffsonimportsfromthe EU, while
tariffsfrom MFN countries such asthe United States average 16.2 percent
for non-agricultural products. In Bulgaria, U.S. industria exportsgenerally
facetariffsof 10to 30 percent, compared to zero for EU products. In some
cases, therules of origin that apply under the Europe Agreements further
disadvantage U.S. firms, affecting not only direct exportsto the candidate
countries but exports from U.S. subsidiariesin EU countries that rely on
imported componentsfrom the United States.

The differential treatment accorded U.S. industry has had structural
implications, as firms have had to operate for long periods on an unequal
basis in markets at formative stages of development. Chrysler (now a
unit of DaimlerChryder), for example, estimated that it would forgo vehicle
sadesof some 40,000 unitsin 1999-2003 in Poland, Hungary, Slovenia, and
the Czech Republic asaresult of tariff discrimination. Thisin turn could mean
the disintegration of itsdistribution network in these countries® Similarly, John
Deerebuilt up asubstantia presencein the Polish farm equipment sector in
theearly 1990sbut faced exclusion from thismarket asthetariff differentid in
favor of EU supplierstook effect. Some of these effects have been mitigated
by the conclusion of separate bilateral agreementsunder which the candidate
countrieshavereduced or eliminated tariffson importsfrom the United States
(and other third countries) asthey reduced tariffson EU exports. For example,
inJanuary 2002 the United Statesand Hungary signed aComprehensive Tariff
Agreement that reduced Hungarian tariffs on approximately $180 million of
U.S. exportsbeginningin April 2002. A Smilar agreement wasunder discusson
with Poland. Such agreementsremain the exception, however, and have been
difficult to negotiate.®”

Enlargement will benefit U.S. exportersby diminating the preferentid tariff
trestment accorded EU countriesunder the Europe Agreements. Theaccession
countrieswill adopt the Common Externd Tariff, which generaly islower than
the current MFN tariffsapplied to the United States by the candidate countries.
EU firmswill continueto have advantagesin what will have become part of
the Union’ sinterna market, but those advantagesin theory will be no greater
than thosethat dready existinthe“old” EU or, to citethe example given by
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EU negotiators, that the United Statesenjoysin NAFTA. More generally,
continued economic growth and the gradud convergenceinlevelsof prosperity
between the CEE countriesand the EU will mean alarger and more affluent
market with increased export and investment opportunitiesfor U.S. firms.
U.S. export promotion authoritiesreport that the need for firmsin central and
eastern Europeto upgrade their competitivenessand raise productivity and
environmentd gandardsto EU leve siscreating openingsfor U.S. manufacturers
of capital equipment, software, environmenta technol ogies, and other products.
But how much and how rapidly U.S. exportsto the region will grow after
enlargement isdifficult to predict and will depend in part on such exogenous
factorsasratesof economic growth and the strength of thedollar.®

In addition to affecting thelevel s of tariffsand quotasthat apply to U.S.
goods, EU membership will mean the harmonization of accession country
health, safety, and related standardsto EU norms. This process, whichis
already far advanced in the candidate countries, also will be on balance
favorableto U.S. firms, which sdll to and from the EU and thus already meet
many EU standards. Not having to design, test, and certify productsfor small
national marketsin central and eastern Europe will lower costs and open
marketsthat otherwise might betoo small for someU.S. exportersto tackle.
At the sametime, however, accession will mean acceptance by the candidate
countries of somerulesand standardsthat the United Statesregardsasunfair
barrierstotrade. Thisdready hashappened withregardtothe EU’ s Televison
without Frontiers directive, EU directives regarding genetically modified
organisms (GMOs), and other directives in response to which candidate
countriesare bringing nationd legidationinto linewith EU law. In some cases
the United States has complained that candidate countries have been forced
by EU negotiatorsto adopt |legidation that ismorerestrictive and moretilted
against U.S. intereststhan what isrequired by theletter of EU law and that
appliesin someof the old EU member states.

Enlargement dso could exacerbate U.S.-EU tradetensonsinafew specific
industrial sectors, notably stedl. Although the countries of central and eastern
Europe have modernized and downsized their communist-erasteel sectors,
theseindustriesremain largerelative to their respective national economies
and are more dependent than producersin western Europe on the export of
lower-va ued added products such asdabsand barsthat have been thetarget
of U.S. protectionist measures.® To theextent that differencesover thecosts
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Table 3 - Total U.S. Exports (M illions of Dollars)
Country 1993 1996 1997 1998 1999 2000 2001
Bulgaria 115 138 110 112 103 114 108
Czech Rep. 267 412 590 569 610 736 706
Estonia 54 84 47 87 163 88 58
Hungary 435 331 486 483 504 569 686
Latvia 90 167 218 187 218 134 111
Lithuania 57 63 87 62 66 59 100
Poland 912 968 1170 882 826 757 788
Romania 324 266 258 337 176 233 374
Slovakia 34 63 82 111 127 110 70
Slovenia 92 131 113 123 114 139 119
Total CEE 10 2380 2623 3161 2953 2907 2939 3120
Cyprus 138 257 245 162 192 190 268
M alta 172 125 121 267 190 335 259
Turkey 3429 2847 3540 3506 3217 3720 3095
EU-15 101501 127711 140774 149034 151814 165064 158768
World 465091 625075 689182 682138 695797 781918 729100
Source: U.S. International Trade Administration

and benefitsof sted industry restructuring have been asource of transatlantic
trade disputes, EU or national government financial aid in the continued
downsizing and privatization of the industry in the region could generate
additiona disputeswith the United Statesand other trade partners.

Beyond the particulars of specific sectord disputes, enlargement will affect
and be affected by the atmosphericsof the U.S.-EU tradereationship, which
generdly areviewed to have deteriorated in recent years. Asmember states,
the countries of central and eastern Europewill participatein EU trade policy
actionsasthey affect the United States, for example by imposing anti-dumping
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or retdiatory tariffsagaingt U.S. productsinlinewith EU decisons. Conversdly,
the EU will be afactor in any bilateral trade disputes between the United
States and the countries of central and eastern Europe, including the many
outstanding issuesrelating to intellectual property rights. In trade disputesin
which the United States has been granted WTO authority to impose sanctions
on the Union, Washington either will need to apply such sanctions to the
countriesof central and eastern Europe, complicating bilatera relationswith
these countries, or exempt them inwaysthat could be economicaly difficult to
justify or lead to European complaints about U.S. “divide and conquer”
tactics.®
Tradein Agriculture

While enlargement to central and eastern Europe on balance will
benefit U.S. exporters of manufactured products, it could be damaging
to U.S. agricultura interests. Studies suggest that for most central and
east European countries, “joining the EC will imply... anincreasein their
farm protection and a decrease in their protection of manufacturing and
services.”® This finding is consistent with the historical record, as
previous enlargements have resulted in substantial losses of markets for
U.S. agricultural exporters and disputesin the GATT over the degree to
which the United States and other countrieswere entitled to compensation
for increases in previously bound tariff rates. Many of the candidate
countries already maintain high barriers to U.S. agricultura exports and
are sengitive for domestic political reasonsto increased levels of imports.
Poland limitsU.S. agricultural imports through acombination of stringent
guotas and very high tariffs. Romania s tariffs on agricultura products
from MFN countries such as the United States average 33.9 percent and
can run as high as 242 percent for particular products.”? Candidate
countries also have begun to adopt EU and national health and food saf ety
regulations that exclude U.S. products. These factors help to explain the
generdly downwardtrendin U.S. agriculturd exportstotheregion, asseenin
Table4.

Moreover, the outlook isfor further lossof U.S. marketsin theregion,
a situation about which Congressional leaders and industry groupsin the
United States have begun to complain. Extension of the EU ban on
hormone-treated beef will mean aloss of the beef market. Marketsfor U.S.
exports of poultry, dairy, grains, sugar, fresh and processed fruits and
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vegetables, and seedsa so could belost as CAP performsitstraditiond function
of squeezing third country producers out of marketsin new member states.
Consistent with the pattern of past enlargements, the United Stateswill ask,
under Article24(6) of the GATT, for compensation for increased EU protection.
Brussdlsadready hassgnded that becausetheoverdl leve protectionin centra
and eastern Europe will decline asaresult of EU enlargement, it does not
believethat it isunder any obligationto offer such compensation.

Over thelong term, theimplications of enlargement for U.S. agricultural
interestsarelikely to depend on how radically the CAPisreformed. Under a
best-case scenario, reform would proceed and the CAP would be extended
to the new member countriesin the disciplined way envisioned in Agenda
2000. WTO negotiationswould begin to liberalize European markets, thereby
increasing export opportunitiesfor U.S. farmersor, if such opportunitiesdid
not materialize, bolstering the case that European farmersareableto sell in
home and third markets on the basisof competitive advantage rather thanasa
result of EU subsidiesand protections. A second scenario isthat CAPreform
fatersand that real agricultura tradeliberalization under WTO auspicesdoes
not materiaize. Thisprobably would meanthelossby U.S. farmersof current
markets in central and eastern Europe, but not a political or economic
catastrophe, provided spillover effectsto globa markets were contained.

Thethird and most damaging scenario would bethat CAPreformfaters
and thegrowth of agricultural production in post-accession centra and eastern
Europefailsto berestrained either by EU or WTO restrictions. Farmersinthe
new member stateswould have both the meansand theincentiveto crank up
production in waysthat could significantly distort internationa markets. As
Keith Cranepointsout, al of the countriesin central and eastern Europe have
the ability toincrease agricultura production dramatically “given the‘right’
subsidy structure.”* Theresult would beintensified U.S.-EU conflictingloba
commodity markets. While the Commission has atheoretical plan for the
simultaneous reform of the CAP, enlargement, and the negotiation of new
trade agreementsinthe WTO, politica reditiesdready haveledto divergences
from the plan. France hasled member state resi stanceto the adoption of CAP
reformsthat the Commission argues are necessary to comply with thebasic
assumptionsin Agenda 2000, while popular resistanceto any policiesbased
on the Commission’s cost-cutting assumptions is rising in the candidate
countries. The compromise deal worked out by the European Council in
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October 2002, in which the EU agreed only to modest reformsin the CAP
and to acontinuation of high levelsof subsidiesat least until 2013, increases
the chances of anegative scenario playing out and makesit morelikely that
EU negotiatorsinthe Doharound will bereluctant to agreeto theeimination
of or drastic reductionsin agricultural subsidies.®
I nvestment

Many of the considerations that apply with regard to U.S. exportsto
an enlarged Union aso hold with regard to investment. To the extent
that the establishment of alarger, more affluent market operating under
reasonably uniform rules and standards increases investment opportunities
for U.S. as well as European corporations, enlargement will be a net
benefit for U.S. investors. Moreover, to the extent that investment requires
transparency, well-established property rights, protection against
corruption, and effective and impartial mechanismsfor dispute resolution,
the entire thrust of EU enlargement isin the interest of U.S. investors.

There are, nonetheless, some short-term problems that could arise
between Washington and Brusselsin connection with investment, notably
the fate of U.S. bilateral investment treaties in the region. The United
States concluded such treatieswith the central and east European countries
inthe early 1990sto facilitate investment by U.S. firms. These agreements
include guaranteesfor U.S. investors of either national or MFN treatment,
the right to make financial transfers, assurance of application of
international legal standards for expropriation and compensation cases,
and accessto international arbitration. In some casesthese countrieshave
granted U.S. firms particular tax breaks to encourage large investment
projects. Aspart of the pre-accession process, the Commissionisinsisting
that these treaties be abrogated or renegotiated to conform to EU norms.
It arguesthat any agreement with athird country that contains provisions
that do not apply equally to all other member statesisabreach of thesingle
market that mugt bediminated. Thisisaparticular goplication of amoregenerd
doctrinethat holdsthat tregties between current or prospective member states
and third countriesthat conflict with the EU’ sfounding treaties or with EU
secondary law must be renegotiated or abrogated, astancethat the European
Court of Justice has upheld on several occasions.®

Inlight of the EU’ sstrong stance on thismatter, the degreeto which the
BITswill become acontentious U.S.-EU issue may rest with Washington.
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The United States could acquiescein the EU position on the groundsthat the
overdl investment climatein theregion will improve. Alternatively, aswith
compensation under Article 24(6), the United States could strongly protest
such actions, inwhich casetens onswith the Union arelikely to be heightened.
Preferential Agreements

TheEU maintainsan extensvenetwork of preferentid trading arrangements,
someof which havelong beenregarded by the United Statesand other countries
asproblematic. The GATT system frowned upon preferential agreementsas
derogationsfrom the principle of universal MFN, even asit endorsed customs
unions on the grounds that they create larger trading entities that act as
consolidated unitsin theinternationa system and increaserather than divert
trade.® Under the prevailing rationale behind post-World War 11 trade
liberalization, the common market itself was held to be apositiveforcefor
increasing global aswell asintra-European trade, whereas EC trade agreements
with former European colonies or with countries of the Mediterranean basin
were seen as potentially moretrade-diverting.

Asnoted, enlargement will benefit U.S. exportersby ending the preferentia
Europe Agreementsand incorporating the new member countriesinto the EU
customsunion. However, this process could beaccompanied by theconclusion
of new or the expansion of existing preferential agreementswith countrieson
the periphery of an enlarged Union. The Stabilization and Association
Agreementsproposed for thewestern Bakansdready include some preferentid
terms and in time could be superseded by Europe Agreements as these
countriesbecomeforma candidatesfor membership.®” Whilethe United States
hasapalitica and drategicinterest in promoting the SAA process, theconclusion
of such agreements could replicate the experiencein the current candidate
countriesand mean increased trade discriminationintheregion against U.S.
exporters—most likely for avery long period, given thelow state of economic
and political development in the western Balkans and the prospect of an
extended pre-accession period. For the most part, however, these markets
arequitesmal and thepalitical advantages of such agreementswould seemto
outweigh their economic drawbacks, particularly if thelatter can be mitigated
by tariff liberalization between these countriesand the United States.

Discriminatory tradeagreementswith larger countriesonthe EU’ speriphery
could be more problematic from aU.S. perspective. The EU-Russia PCA
that went into effect in December 1997 callsfor the eventua establishment of
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Table 4 - Total U.S. Agricultural Exports (Millions of Dollars)
Country 1993 | 1996 | 1997 (1998 | 1999 | 2000
Bulgaria 26 30 6 9 9 7
Czech Republic | 15 13 16 9 7 8
Estonia 30 27 25 52 126 45
Hungary 11 9 25 18 20 18
Latvia 12 91 119 111 146 77
Lithuania 18 15 15 2 2 2
Poland 178 218 111 114 62 48
Romania 102 46 15 25 13 15
Slovakia 0 1 2 2 2 1
Slovenia 24 17 28 19 10 6
Total CEE 10 416 467 362 361 397 227
Cyprus 43 37 37 11 21 18
Malta 4 20 8 7 11 10
Turkey 379 | 615 | 742 | 666 | 488 | 668
EU-15 6881 | 8723 | 8570 | 7603 | 6166 | 6021
World 42949 | 60562 | 57092 | 52005 | 48230 | 52066
Source: U.S. Internationa Trade Administration

afreetrade areabetween Russiaand the Union, economic convergence based
on approximation of lawsand regulations, and joint participation in various
industria, scientific, and cultura programsand projects.® In 2001 Russaand
the EU jointly endorsed the concept of a“ common European economic space’
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embracing Russiaand the Union and agreed, at their October 2001 summitin
Brussds toestablishahigh-leve group charged with defining “the coredements
which will need to be put in place in order to create a Common European
Economic Area.”® External Affairs Commissioner Chris Patten spoke of a
“privileged economic rdaionship” between Russaandthe EU, without defining
precisely what was meant by the concept.'®

The EU and Ukraine also concluded a PCA in 1994 that calls for
economic convergence and the eventual establishment of a free trade
area. Given the state of reform in Ukraine and the low level of economic
interaction, little progress has been made towards economic
harmonization or toward realizing a free trade agreement.* This could
change, however, paving the way to amore robust Ukraine-EU economic
relationship from which the United Stateswould benefit both strategically
and economically, but that might contain discriminatory elements of
concern to Washington.

Tothe south, the Euro-Mediterranean Partnership launched at aspecial
summit in Barcelona in November 1995 calls for the development of
closer economic ties between the EU and the countries of North Africa
and the Mediterranean, including the establishment by 2010 of aregional
free trade area. Bilateral agreements between the EU and the countries
of the region have been folded into and complement what since has come
to be called the Barcelona Process, which also includes incentives for
intra-regional economic integration.

Such “privileged” economic relations between the EU and the
countries of its near abroad need not necessarily damage U.S. interests.
Indeed, the United States has benefited from some aspects of the PCASs.
TariffsonU.S. exportsto Ukraine, for example, werereduced in 2000 when
the Ukrainian government lowered duties on many importsfromthe EU in
order to comply with thetermsof the PCA and then extended these cutson an
MFN basisto the United States.’® In other cases, U.S. freetrade agreements
with countrieswith which the EU has devel oped specia economic relations
can offset any actua or theoretical trade advantages. Thisisthe case, for
example, withthe U.S.-Jordan and the U.S.-I srael freetrade agreementsand
with the proposed agreement with Morocco.'®

FromaU.S. perspective, arguably the best trade outcome (as original
GATT thinking on customs unions and preferential agreements would
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suggest) isthe extension of the EU’ sown customs union to third countries,
with therequisite sharing of benefitsonan MFN basiswith other trade partners
such asthe United States. Unlike the Europe Agreements, for example, the
1996 EU-Turkey customs union does not discriminate unduly against U.S.
exports. Under the latter agreement, Turkey abolished all duties on non-
agricultural imports from EU and EFTA countries and adopted the EU’ s
Common External Tariff, but it also extended the CET onan MFN basisto
the United States and other third countries. With the gradua phasing out of
higher transitional tariffson goodsfrom third countries, theweighted average
of tariff protection for non-agricultural products from these countries has
dropped from 11 to 4 percent, the current margin of advantage that EU
exportersenjoy inthe Turkish market.’® Therdatively favorable position that
the United Statesenjoyswith regard to Turkey isreflected inthetrade statistics.
U.S. exportsto Turkey are about as large as those to all ten of the CEE
countries combined, even though Turkey’s GDPisonly 38 percent of the
combined GDP of theten.

The Euro

The new member countries will participate in EMU from date of
accession. They will not be required (or permitted) to adopt the euro, but
they will be bound by the same convergence criteria that the current
member states had to meet in preparation for the changeover to thesingle
currency: gross public debt not to exceed 60 percent of GDP; inflation to
be within 1.5 percent of the average of the three EMU members with the
lowest rates of inflation; interest rates on public debt to bewithin 2 percentage
pointsof thethree best-performing EU member sates; and government budget
deficitsto bebelow 3 percent of GDP. They will berequired to participatefor
at least two yearsinthe EU’ sexchangerate mechanism (ERM), inwhich their
currenciesmay fluctuate againg the euro no morethan plusor minus 15 percent.
Under the procedures set forth in the Maastricht Treaty, the European Council
will decidewnhich countries have satisfied these conditions and when they can
replacetheir national currencieswiththeeuro.

Eventual adoption of the euro by another ten countrieswill have some
effectson theinternational monetary sysemand, by implication, U.S. interests.
It will increasethe demand for euros and accel erate somewhat thereba ancing
of reservesfrom the dollar to the euro asthese countries shift public foreign
and private debt from dollarsto euros (aprocess aready well underway). It
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will increasethevaueof internationa trade conducted in eurosandislikely to
encourage neighboring countries such as Russia, Ukraine, and parts of the
Middle East to increasetheir use of the euro. The euro may aso strengthen
somewhat if economic growth in the euro zone is faster as a result of
incorporation of countriesthat are till in acatch-up phase and growing more
rapidly thanthe EU average.

These developments could have implications for the United States,
particularly if the dollar “overshoots’ in a downward correction against
the euro and enters a period of prolonged weakness in international
markets. The added effect of CEE participation inthe euroislikely to be
guite modest, however. Ultimately the relative performance of the dollar
and the euro will be determined by other factors, above all the strength
of the U.S. and the major western European economies.

Political and Security Interests

EU enlargement will affect U.S. political and security interests in
three areas. NATO and the U.S. defense role in Europe; global issues
such as the International Criminal Court, the Landmine Treaty, and the
Kyoto Protocol on greenhouse gas emissions; and EU “proximity policy”
toward such countries as Russia, Ukraine, the Balkans, and North Africa
and the Middle East.
Implications for NATO

EU enlargement will mean catching up and keeping pace with NATO
enlargement. As shown in Table 5, the first wave of EU enlargement to
central and eastern Europe and the second post-cold war enlargement of
NATO will increase by eight the number of countries that are members
of both organizations, thereby mitigating the problem of differentiated levelsof
security withinthe Union or of “backdoor” security commitmentsby the United
Statesto EU membersthat are not membersof NATO. From thisperspective,
EU enlargement will bebeneficia for U.S. security interests.'®

Nonetheless, differencesin membership, sometrangitory and relating to
different accession timetables and somelikely to be permanent, will persist
and could create somedifficulties. Austrig, Finland, Ireland, and Sweden are
members of the EU but not members of NATO. Cyprusand Maltawill join
thisgroup after enlargement, increasing the size of theloose caucus of neutral
and non-aligned stateswithin the Union. Thisisprimarily achalengefor the

AICGS POLICY REPORT #6 - 2003 [67]



The Changing Face of Europe

development of ESDP (asseenintherolethat defense played inthe debatein
Ireland over ratification of the Treaty of Nice), but it hasimplicationsfor NATO.
It meansthat therewill be officers assigned to the European Union Military
Staff (EUMS) andintimeat SHAPE who arenot from NATO countriesand
whowill require specid arrangementsfor sharing information and participating
injoint planning.

Turkey and Norway are NATO membersthat will not be membersof the
Union for the foreseeable future. Following their expected
admissonto NATO, Bulgariaand Romaniawill become part of thisgroup, at
least until 2007 (the earliest possible date of EU accession). These countries,
and especidly Turkey, will bewary of arrangementsthat give the EU assured
accessto NATO assetswithout, asthe EU insists must not happen, giving
NATO anditsmember statesaveto over EU autonomy. To the extent that the
United Statesmay have aninterest in curbing EU autonomy and upholding the
primacy of NATO, these countriescould betecit dlies. To the extent, however,
that the United Stateswantsthe EU to take over certain missions, asinthe
Bdkans, continued wrangling with these countries, and especidly Turkey, could
be aproblem. Thefindlization in December 2002 of the NATO-EU accord
regarding assured EU accessto NATO assets, which Turkey and Greece
had been blocking, removesagenerd obstacleinthisares, but difficulties il
could arisein particular cases.

Over time, developmentsin the Balkans could increase the disparitiesin
membership, as one country or another concludes the requisite Europe
Agreement and gets on the path toward EU membership or, conversely,
succeedsin advancing itsNATO candidacy whileitsbid for EU membership
lags. While differencesin the Balkansrelate primarily to timing, structura
differencescould arisein the NISif, for example, NATO decidesto keep an
“opendoor” to Ukraineand Russawhilethe EU optsdefinitively to draw its
find externa bordersat the Romania-Moldovaor Moldova-Ukrainefrontiers,
Thesamedituationwould ariseif Turkey wereto decideto forgo the pursuit of
EU membership or if the Union itsaf wereto change courseand rgect Turkey
asafuturemember.

Assuming that problems associated with non-overlapping membership
remanmargind, thekey issuesthat thedua enlargementsposefor U.S. security
interestsrel aeto the effectivenessand ultimate purpose of NATO asapolitica
and security alliance. With direct exposureto instability emanating from the
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Table 5 - EU and NATO Membership After
Enlargement
Post-Dud Enlargement
2003 (2004)
Member of EU and NATO
Bdgium
Denmark
France
Germany
Bdgium Greece
Denmark Ity
France Luxembourg
Germany The Netherlands
Greece Portuga
Ity Spain
Luxembourg United Kingdom
The Netherlands Estonia
Portuga Czech Republic
Spain Hungary
United Kingdom Latvia
Lithuania
Poland
Sovakia
Sovenia
Member of EU but not NATO
Austria
Austria Finland
Finland Ireland
Ireland Sweden
Sweden Cyprus
Madta
Member of NATO but not EU
lceland lceland
Norway
Norway
Turkey Turkey
Czech Republic f
Bulgaria
Hungary Romania
Poland
Member of Neither Organization
Albania
Bulgaria
Croatia
Cyprus Albania
Lavia Croatia
Lithuania FYR Macedonia
FYR Macedonia
Madta Switzerland
Romania
Sovakia Ukraine
Sovenia Russa
Switzerland Moldova
Ukraine Bedarus
Russa
Moldova
Bedarus
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NISand the Balkansand vivid historical memoriesof Russian/Soviet threats
to their independence, the new member states of the Unionwill haveastrong
interest in preserving theviability of the Atlanticdliance, andin highlightingits
enduring character asadefengvemilitary dlianceinwhich Artide5 commitments
remain centra and through which the United Statesremainsengaged in European
security affairs. Inthe view of some observers, these policy preferenceswill
be heightened by the“ Atlanticism” of the new member countriesand by the
fact that their socidization into western security structuresisoccurring through
NATO rather than the EU or ESDP. These factorsall suggest that the new
member countrieswill serve asabrake on tendenciesinthe Union to decouple
Europefromthe United States through the devel opment of atruly independent
European defense cgpability. Moreover, theroughly pardle admission of Poland
and the Baltic countriesto NATO and the EU eventually could encourage
Finland and Sweden to review their policies on neutrality and to consider
joining the Atlantic aliance, amovethat aso would strengthen NATO.

At thesametime, however, it iseasy to exaggerate the Atlanticism of the
candidate countries and its effect on policy. Emotional bonds between the
United Statesand Poland and the Baltic countries are strong, but e sewherein
theregion they have shalower roots. Other central European countrieshave
long traditionsof | eft- and right-wing political extremismthat includestrainsof
anti-Americanism. Whilethesetendencies are unlikely to dominate political
lifein these countries, they will be afactor cutting against real or imagined
Atlanticist tendencies.™® Moreover, to the extent that the United Statestreats
NATO asanascent collective security system useful for integrating Russia,
Ukraine, or eventhe Caucasusand Centrd ASaintowestern security structures,
those countriesthat border directly on Russiaor other former Soviet states
will have an interest in buffering their dependence on NATO with the
development of an EU security identity. Whileit may seem far-fetched at
present, over thevery long term asituation could developinwhichNATO's
Article5 security guaranteeiswatered down or relativized whilethe EU, as
part of theoverall processof devel oping aconstitution and acitizenship-based
identity and establishing its ultimate external borders, moves toward
incorporating asecurity clauseinitsfounding treaties.

Perhapsmost importantly, EU membership will mean that the countries of
central and eastern Europewill be caught up in processesof interna bargaining
and consultation that will draw them closer to Brusselsthan to Washington.
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Concretely, thiswill mean pressures on the new member statesto side
with Brussdson mulltilatera issueswith security implicationsand to participate
fully inthefurther devel opment of the ESDP, even if it conflictswith NATO
priorities.

Under the Headline God sadopted in Helsinki, the EU isto create aforce
by 2003 capabl e of deploying within 60 days and of being sustained for at
least ayear, for the purpose of carrying out thefull range of Petersberg tasks
asset out inthe Amsterdam treaty. These tasksinclude peacekeeping, peace
enforcement, and humanitarianrelief. Theforceisto be sized at 15 brigades
or 50,000-60,000 persons. The candidate countries have declared their
readinessto participatein such aforce and took part in the EU Capabilities
Commitment Conference heldin November 2000, wherethey offered modest
contributions (see Table 6). Some confusion could arise over therespective
roles of the EU Rapid Reaction Force and the new, 21,000-person NATO
Response Force (NRF) that NATO agreed to establish at the Prague summit
to deal with crisesand tensionsoutsidethe NATO areg, particularly sincethe
access on countries have earmarked the sameforces both to NATO and the
EU.Y" For the most part, however, EU and NATO efforts should be
complementary, asforceimprovements madeto benefit the Rapid Reaction
Forcewill benefit the NATO forceand viceversa

Armssalesto central and eastern Europe could be adisappointing area
for thosein the United Stateswho expected that NATO membership would
open up promising new marketsfor defense equipment in these countries.
These countrieswill be under economic and budgetary pressuresinthecoming
years, asthey strive to meet EU norms and comply with the convergence
criteriafor eventual adoption of the euro. This presumably will constrain
increasesin defense spending. In caseswhere these countries do make major
armspurchases, they will face pressuresto buy European asthey bargainwith
their fellow EU member stateson afar wider range of issuesthan they dowith
Washington. It waswidely reported, for example, that Hungary’ sdecision to
lease the British-Swedish Gripen rather thanto procure U.S. fighter aircraft
wastheresult of lobbying from EU member statesand aconvictionin Hungary
that it needed a European solution to thisissue.

Ontheother hand, oncethese countriesareinthe EU, someof thepressure
to provetheir European credentia swill diminish (seemingly confirmedin
Poland’ s case by the announcement shortly after the Copenhagen European
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Table 6 - Candidate Country Pledges to the EU Rapid Reaction Force

Country

Pledge

Bulgaria

1 mechanized battdion

1 engineering battalion

1 radioactive and chemical reconnaissance brigade
2 Mi-17 cargo helicopters

4 military Mi-24 helicopters

1 Black Sea-based rocket launcher

Czech Republic

1 mechanized infantry battaion

1 specid forces company

1 helicopter unit

1 field hospital or medica battdion

1 chemical protection company

1 center for humanitarian and rescue operations

Estonia

Hungary

1 mechanized infantry battaion
1 air defense unit (with Mistral missiles)

Lavia

Lithuania

3 motorized battdions

3 naval vessds

1 helicopter

2 military arcraftsmall engineer and military medica support
units

1 brigade (18th Rapid Reaction Battalion and 7th Air Cavary
Battalion, possibly with a Ukrainian battaion)

1 airborne search and rescue group

1 navy support groupsection of military police

Romania

5 infantry battalions and 1 infantry company
1 paratroop company

1 mountain troops company

1 military police company

1 engineer company

1 mine-clearance detachment

1 reconnaissance platoon

1 transport platoon

6 maritime and river vessels

4 MiG-21 Lancer combet aircraft
1 C-130B cargo aircraft

Sovakia

1 mechanized company

4 Mi-17 transport helicopters

1 engineering mine-clearance unit

1 military police unit

1 multi-purpose field hospita with surgery capabilities

Sovenia

1 infantry company

1 military police squad

1 transport helicopter/air force unit
ROLE 1 medicd unit

Source: Adapted from Missirali, ed., Bigger EU, wider CFSP, stronger ESDP?
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Council of itsdecisonto buy U.S. rather than French fighter aircraft).’® These
countries also may want to preservetheir freedom to buy American systems
on favorable terms. This especialy will be the case if, as some observers
predict, an enlarged EU dividesinto permanent formations of producer and
buyer states, with all or nearly all of the accession countries in the latter
category.'® The buyerswill have an interest in lowering costsand having a
range of suppliersand thus may be unenthusiastic about effortsto establish an
EU common arms procurement policy that might make purchase of U.S.
systemsmoredifficult.*® That said, offset arrangements may beaparticularly
important factor in deciding which weapons CEE countriespurchase, and this
isanareainwhich U.S. firmstraditionaly have had difficulty inmatching offers
from EU competitors.
Global Issues

The candidate countries aready generally sidewith the Union on most
multilateral questions, with votesinthe UN or support for multilaterd tregties
such asKyoto and the Rome Statute establishing the | CC. Upon accession,
they will comeunder theformal obligationsof the Treaty on European Union,
the CFSP provisions of which stipulate that “Member States shal coordinate
ther actionininternationa organizationsand at internationa conferences. They
shall uphold the common positionsin such forums.” ' Enlargement thuswill
increasethe size, relative weight, and cohesion of the EU voting blocinthe
UN and other international forums. The size of this bloc varies somewhat
depending upon theissue, but a aminimum it includesthe 27 member states
and negotiating candidate countries, the EEA countries (Iceland, Norway,
Liechtenstein), the European microstates represented inthe UN (Andorra,
Monaco, San Marino), Switzerland, Croatia, and, to alesser extent, the other
countriesof thewestern Balkans. The EU has shown itself prepared to react
strongly to countriesthat break rankswith the common policy, aswas seen
when Romaniasigned abilatera treaty with the United States guaranteeing
that U.S. personnel in Romaniawould not be turned over to thejurisdiction of
the 1 CC, the authority of which the United States does not recognize.'*2

In casesinwhich the United States and the EU agree on their stanceson
multilateral issues, thesize of the EU bloc does not matter, and even canbea
positivefactor in hel ping the United States and the EU to amassthe support
needed to prevall inmultilateral forumsagainst opposition from other partsof
theworld. In casesin which United Statesand the EU are at oddsover world
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order issues, thesize of thisbloc can be more problematic. The United States
did not sign the 1997 treaty banning antipersonnel land mines, hasnot joined
the | CC, and hasrejected the Kyoto Protocol on global warming, al initiatives
that the EU strongly supports. The EU and countries associated with it were
at theforefront of al of theseissuesand supplied adisproportionate share of
the votes needed to reach acritical massin support of these agreements. The
“like-minded group” that led the negotiation of thelandminetresaty had eleven
members, seven of which were European, whilethe like-minded group that
produced the Rome Statute of the ICC had 27 members, sixteen of which
were European.’® The new member states could exercise a moderating
influence on some aspects of EU policy (much theway, for example, Poland
sought to find compromise solutionsto thelandminetreaty impasse), and thus
could beauseful avenue of U.S. influenceinthe EU asawhole. At the same
time, however, once decisionsare taken under the CFSP, these countrieswill
be obliged to uphold the EU position in ways that could cause friction in
bilaterd relations.

Enlargement aso will increasethe representation of EU member stateson
the UN Security Council. In addition to the permanent seats occupied by
France and the United Kingdom, two of the ten members elected by the
Generd Assembly for two-year termsnormally arefrom the western Europe
and Othersgroup whileoneisfrom theeastern Europegroup. With enlargemernt,
EU member satesoftenwill hold five seatsor fully onethird of themembership
of the Council.** In somehigh profileinternationa issues, EU member states
can differ among themselves, with some siding with and others against the
United States. Thisclearly hasbeen the case with policy toward Irag, where
Britain hashad morein common with Washington thanwith Paris. Suchinstances
areincreasingly the exception, however, and rai se the question of whether a
reform of the UN Security Council that would reduce European over-
representation might bedesirable.

Proximity Policy

Whereas previous enlargements primarily affected U.S. interests by
rearranging the economic, political, and to some degree security order in
Europe, the current enlargement, by all but completing the process of
extending Europeto itsultimate frontiers, will bring the Union into direct
proximity with third countriesin away that will profoundly influence U.S.
relationswith these countries. Thisisaprocessthat hasbeen underway since
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theearly 1990swhen the EU, looking past enlargement and building upon the
new competences established in the Maastricht treaty, began to develop
comprehensive economic and politica strategiestoward itsfuture easternand
southern peripheries. Called “proximity policy” by some observers, the EU
approachisdirected primarily at Russia, Ukraine, the Balkans, and, inthe
BarcelonaProcessinitiated in 1995, North Africaand the Middle East.

EU officialsemphasizethat they see enlargement asawin-win situation
both for the current and prospective member countries of the Union and for
those countriesthat will not join the Union but that will benefit from bordering
directly on alarge, prosperous, and democratic Europe. Russiaand Ukraine
will gain new export opportunitiesasliving standardsand purchasing power in
central and eastern Europeriseto western levels. By aligning product and
business standards with those of the EU, improving domestic legidation to
facilitate foreign investment, and cooperating with the EU on suchissuesas
border control and cross-border environmenta problems, these countriescan
position themsalvesto take advantage of opportunitiescreated by enlargement.
Based on the PCAs with their promise of afree trade area and common
European economic space and technica assistance under the TACISprogram,
EU policy isdesigned to help Russiaand Ukrainein thisregard.

Whether thispolicy will succeed, however, isvery much an open question.
Russiaclearly doesnot see enlargement solely intermsof opportunity. At the
very least, Russan policymakersare uncomfortablewith and vagudy resentful
of an EU approach that some Russian and EU observers characterize as
benignly “imperial.” > Moreimportantly, thereis agap between the theory
and thepracticeof proximity policy asit appliesto Russaand other periphera
countries. EU financia resources are severdly stretched by domestic needs,
the costs of enlargement, the sheer scope of the Union’ s periphery and the
demandsthat it generates, and competing requirementse sewhereintheworld.
Aidleft for Russahasbeenandislikely to remain quite modest. Onthetrade
front, thereinevitably will be pressuresto shift some of the costsof interna EU
economic restructuring driven by enlargement to third parties outside the
Union—atrend that already can be seenin thelarge number of anti-dumping
suitsthat Poland haslevied againg Russaand other eastern neighbors. Politica
rel ationsa so could be soured over migration and citizenship issues, particularly
if theBdticsand possibly other enlargement countriesdevel op into apermanent
pressure group insde the Union that isleery of cooperation with Russia.
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The situation with regard to Ukraineis, if anything, more complicated.
Ukraine-EU rdaionsaresraned over corruption and the absence of meaningful
political reforms in Kiev. Equally important, Ukraine is psychologically
handicapped by thefact that it refusesto seeitsalf asan object of EU proximity
policy andinstead wantsaEurope Agreement that would formaly acknowledge
itsstatusasacandidatefor future EU membership. Belaruslagseven further
behind Ukraineinitsability to becomeastable, long-term partner of the EU.
Because of itspoverty and interna divisions, Moldovaisaso awesk partner.

The EU facesadtill moredaunting set of challengesin North Africaand
theMiddle East. The EU Common Strategy on the Mediterranean adoptedin
June 2000 setsforth alist of ambitious objectives, including the establishment
of a“common area of peace and stability through a political and security
partnership,” thecreetion of an* areaof shared prosperity through an economic
andfinancia partnership,” and the promotion of the core EU va uesof human
rights, democracy, good governance, and transparency and therule of law
throughout the region.** Theingtrumentsto promote these objectivesinclude
increased trade, technical assistance, loansfrom the European Investment
Bank, promotion of direct linksbetween NGOsand civil society, and politica
dialogue. While the EU can claim some successin its policies toward the
greater Mediterranean, stabilization of the region is likely to remain a
very difficult, long-term challenge. The Barcelona Process always has
been hostage to progress or lack thereof inthe Middle East peace process.
The EU’s Common Strategy for the M editerranean was promulgated at a
time of relative optimism about peace between |sragl and its Arab neighbors.
The subsequent breakdown of the peace process and the new focus on
terrorism and Idamic fundamentalism after September 11 have made an
effective policy toward thisregion moredifficult toimplement even asit has
become morevita to European interests.

The relative success of EU proximity policy will affect broader U.S.
interests, both positively and negatively. A complete failure by the EU
to stabilize its periphery would be very damaging to U.S. interests. Such
a“failure’ could take many forms, but possible scenariosinclude: areturn
to war or severe internal instability in the Balkans, with a resulting dide
toward the region becoming an unstable base for organized crime and
terrorism; asharp deterioration in relations between Russiaand the EU or,
dternatively, aradica changeinthesituationin Ukraine, either intheform of
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severeinternd conflict (dso possblein Bdarusand Moldova) or areorientation
from the West toward Russia; or, turning to the Mediterranean, increased
ingability, interna conflict, environmentd disasters, Idamic fundamentalism,
and soforth.

The other outcome that would be damaging to U.S. interests would
be if EU proximity policy were to succeed too well in transforming
Europe's vast hinterland into a zone of influence to which the EU had
“privileged” access from which the United States was partialy excluded.
The formation of the original European Community represented a
departure from the universalist multilateralism that the United States
promoted in the aftermath of World War |l and that was embodied in
such ingtitutions as the UN, GATT, and the IMF. U.S. administrations
generally supported European integration asanew form of intra-European
multilateralism that would bolster Europe against the Soviet threat and
that could be made compatible with a broader, global multilateralism.
But there aways were tensions about the degree to which discrimination
within Europeinfavor of other European partnersto promoteintegration could
be extended to regions beyond Europe, for exampl e, theformer colonies of
the Africa-Caribbean-Pacific (ACP) group. The October 2002 preliminary
draft constitutional treaty envisonsan articlethat “ could contain provisions
defining aprivileged relationship between the Union and its neighboring
Sates, inthe event of adecision onthe creation of such arelationship.” The
language of the proposed Article42 has not yet been tabled, and presumably
will be crafted with an eyetoward EU and third country obligationstoward
therest of theinternational community. Still, itisnot hard to detect in some of
therhetoric about the periphery at least the potential for aslide toward the
creation of alarge economic and political blocsthat would be damaging to
U.S. interests and represent adefeat for post-1945 effortsto create an open
and non-discriminatory system.

VI.DEALINGWITH A TRANSFORMED UNION

If the direct implicationsfor the United States of enlargement arefairly
srraightforward, theindirect and longer term consequencesfor U.S. interests
of the emergence of a Union that embraces virtually the entire European
continent west of theformer Soviet Union are harder to contemplate. Inthe
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1990s, U.S. policymakers and analysts enthusiastically embraced EU
enlargement aspart of aprocessof creating apost-Communist Europethat is
“wholeandfreg’ but, a the sametime, integrated in broader globd and Euro-
Atlantic structures. Enlargement of the EU waslinked to and in someways
subsumed under abroader process of expanding Euro-Atlantic structures
and, indeed, the enlargement of the global community of free market
democracies.

Political leadersin Brussels, Paris, Berlin and London never entirely
shared this vision. Their goal, embodied in the Maastricht Treaty and
made concrete in such projects as EMU and CFSP, was to make the EU
a stronger and more autonomous power, capable of handling problems
without and if necessary by standing up to the United States on key issues.
While European political |eaders endorsed transatlantic partnership, they
rebuffed American suggestionsthat the United Statesbe granted a* seet at the
table’ in EU deliberations.!'” Such sentiments grew stronger in the course of
the 1990sand haveintensified with the onset of post-September 11 differences
over terrorism and the Middle East. They have been very muchin evidence at
the European Convention, wherethey reflect what seemsto beawidely held
conviction among European elitesthat Europe ought to have more power in
theworld thanit doesat present and that the reason that it doesnot isitslack
of unity.

These trends make for a complex political and psychological
environment for U.S. policy. On the one hand, many European observers
are touchy about what they see as American failures to recognize EU
achievements or, even more, at rea or imagined U.S. effortsto frustrate
or undercut EU efforts aimed at increasing Europe’s power relative to
the United States. Some European political figures and commentators
have been suspicious of enlargement, suggesting that it might be an
American plot to derail Europe's bid for increased autonomy, either
because the supposedly Atlanticist central and eastern European candidate
countriesmight serveasa“fifth column” for U.S. interestsin Europe or smply
because the sheer size of an enlarged Unionwill militate against conesonand
effective decision-making.*® M ore recently, as enlargement approachesand
the candidate countriesbegin to provetheir European credentias, European
officia sgppear increasingly convinced that enlargement will contributeto rather
than undercut Europe’ srelative position in theworld.*® The size of the EU
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internal market will increase. The EU’s relative weight in internationa
organizationswill becomelarger. While not without its problems, common
borderswith Russia, Ukraine, the Middle East and other regionsmay increase
the chances of effective proximity policiesin which these adjoining regions
become more subject to EU influence on everything from accounting sandards
toarcraft purchasesto ruleson GMOsand, correspondingly, less subject to
U.S. influence.

Psychologicdly, it will beimportant to preempt the emergence of mythsin
Europe that the United States wants enlargement to fail or to succeed on
termsthat the EU itsalf would not recognize as such. Enlargement (likethe
euro) will represent asuccessfor the EU and ardativeincreaseintheUnion's
power and weight in world fora, and U.S. interests will be served by
acknowledging thisfact. Thiscan be accomplished through positive satements
that recogni ze enlargement asa success and that are not confined to complaints
about unfinished business (such asthefailureto fully embrace Turkey) and by
minimizing thefdlout from bilatera disputesover secondary economicissues
that will arise asenlargement proceeds.

Beyond the genera psychologica climate, enlargement will affect
transatlantic relationsin specific ways. First, EU decision-making processes
will become even more complex and potentially more difficult for U.S.
policymakersto interpret and to influence. The early results of the European
Convention suggest that the EU will remain ahybrid of supranational and
intergovernmental structures. Intergovernmentalism offers some advantages
for the United States, particularly inthe security sphere, whereit iscompatible
with aNATO that does hot have a European caucus and is conduciveto the
formation of “ coditionsof thewilling” in out-of -areaactions. But theweskness
of supranational structuresin the EU also can be problematic fromaU.S.
perspective, particularly with regard to trade and trade-rel ated issues.’* A
growing number of U.S.-EU tradedisputesarein part related to the difficulties
that the Union hasin enforcing itsown laws and regulations on recal citrant
member states. EU regulatory structures are weak and highly subject to
politicization on issues such as the environment and food safety.** The
perpetud strugglefor power among the Council, Commission, and the European
Parliament, unlikely to be ended by the congtitutional tregty, often encourages
elther deadl ock or unhel pful activism onissuesof concern to Washington. By
increasing the size and complexity of the Union, further overburdening
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Commission and ECJresourcesfor policing adherenceto EU law and, as
discussed above, possibly undermining the functioning of the single market,
enlargement could exacerbate these tendencies.

Second, bilateral relationsbetween the United States and theindividual
member states of the EU will be complex, offering both problems and
opportunity. At least for now, itisfair to say that relations between the United
States and many individual member states are better than relationswith the
EU assuch. Inthe aftermath of the September 11 attacks, some governments
have moved closer to Washington on key issues. But relationswith particular
member dateseadly can shift, depending upon thevagariesof domestic palitics,
the personalities of national leaders, and specific trade or political disputes
that often are difficult to foresee. The same patternislikely to apply with
regard to futurerel ationswith the accession countries, asthey movefromthe
post-communist-pre-NATO period into amore mature phasein which both
sidesfocus moreon specific nationd interests and less on the atmospherics of
positiverdationsthat surrounded thedrivetoenlarge NATO. Itisa soimportant
to notethat theinfrastructure of positive bilateral relations between the United
States and the accession countries that was built up in the 1990s could be
weakened asthese countriesreach ahigher level of economic and political
development, astheir prioritiesshift to Brussels, and asU.S. priorities shift
further eastward and beyond Europe. Indeed, thisaready has happenedto a
largeextent, asU.S. bilateral aid hasbeen phased out, Peace Corpsprograms
discontinued, and even private foundations have shifted priorities. Thistrend
islikely to extend into the business sphere, ashilateral chambersof commerce
becomelessimportant and U.S. firmsview problemsand opportunitiesmore
through Brussel sthan Prague, Budapest, and other nationa capitals.

Third, asseen by the United States, EU policy isat times characterized by
a wide gap between policy and performance—by differences between
rhetorical stances and what Europe actualy delivers in the international
arena. To the extent that enlargement increases both the external profile
of and the possibilitiesfor policy deadlock withinthe EU, thistrend could be
exacerbated inalarger Union. Thepropengty for externd activismnot matched
by interna performance can be seeninthe stances of the European Parliament
on globa and transatlantic issues and in the actions of the Commission.’2 |t
alsofeedsinto U.S.-EU differencesover globa issuesand the character and
relaiveimportanceof multilaerdismininternationd rations. U.S. policymakers
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tend to seethe EU asinward looking and preoccupied with regiond affairsat
atimeof growing globa challenges. Thisperception couldwell intensfy asthe
EU devotesmuch of itspoliticd,, intellectud, and financia capital inthecoming
yearsto making enlargement a success and completing the Convention and
the next IGC. From an EU perspective, such criticisms are misplaced.
Europeansare moreinclined to focus on Europe’ s soft power” and to argue
that creating apowerful, united Europe that can serve asacounterweight to
and partner of the United Statesisin itself acontribution to world order that
ought to be viewed as such in Washington.#

Finaly (and closely related to the previous point), an enlarged EU
will confront the United States with an extraordinary mix of strength and
weaknessthat will complicatethetask of formulating coherent and consistent
policiestoward Europe. U.S. policymakersand analysts already take very
different viewsabout how powerful the EU isand what implicationsitsrelative
strengths and weaknesseshavefor U.S. interests. At oneend of the spectrum
there arethose such as Robert Kagan who, focusing on the military aspects of
power, see Europe as essentially weak. They regard the seeming European
obsessonwith multilateralism asan essentialy “ defensive’ responseto U.S.
power.'2* At the other end there are those such as Jeremy Rabkin and Kenneth
Anderson who focusmoreonthe EU asan effectivewiel der of economic and
political power. They tend to seethe EU asmore of an offensive, revisionist
power that isusing the mechanismsand ideol ogies of “ global governance” to
shift theworld balance of power initsfavor to the detriment of the United
States.'? European perspectivestend to combine sl ectively elements of the
K agan and the Rabkin/Anderson andyses, agreaing that the EU isanincressingly
powerful actor but discounting the view that EU power can be anything but
benign.

Thisconceptua divideishighly relevant to how the United Stateshandles
specific palicy differenceswiththe EU, for example, over thel CC or geneticaly
modified organisms. Forceful U.S. responsesarelikdy tofeed into criticisms
of the United States as an unchecked unilateralist, using its power to ride
roughshod over thesensibilitiesof other countriesand avoiding theimposition
of rulesuponitsdf—intheoneinganceusinginternationd rulesand the pressures
of globdization toimpose* Frankenfoods’ on reluctant European consumers,
inthe other demanding that the United States and itstroops be exempt from
norms that everyone else is prepared to accept. Excessively weak U.S.
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responses, on the other hand, could imply acquiescencein positionsthelegal
and scientific basis of which the United States does not accept. Striking the
right balancewill becrucid, aswill be consultation and careful effortsto prepare
and explain U.S. policy stances.'®

VIl. POLICY RECOMMENDATIONS

Theandyssin thispaper suggestsanumber of specific recommendations
for U.S. policy asit confrontsthe challenges of enlargement:

The United States should continue to bargain with the Commission
over compensation for market losses under GATT 24(6) and the
changesinitshilaterd investment treatieswith the access on countries
that the Commission is demanding. However, given the politica
advantagesof enlargement andthere atively modest economicinterests
at stake, it probably would not be wise to provoke major disputes
withthe EU over theseissues.

On agriculture, enlargement gives added reasons for the United
States to press for the reduction and eventual elimination of
subsidies in the Doha round.

With regard to Turkey, Washington should take a stance no less
forward-leaning than that of the Commission and that of the more
“pro-Turkish” member states, all of whom reiterate, in line with
the 1999 Helsinki decisions, that Turkey is a genuine candidate
whose prospects for accession will be determined by its own
performance in meeting the Copenhagen criteria. But frequent
badgering by the United States on this issue is likely to be
counterproductive, particularly if it helps to short-circuit a rea
debate in Europe about the EU’s finality and ultimate borders.
By the same token, the United States needs to pursue an active
bilatera policy toward Turkey and to stress Ankara simportant role
inNATO and other Western organizations asafallback in the event
that admission to the Union does not materialize.

The United States should keep in check its pressures on the EU to
name additional countriesasformal candidatesfor membership, if
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such candidaciesarelikely toinvolve prolonged periods of economic
discrimination against the United Statesand other third countries. On
thisissue, there needsto bemoredidogueinthe U.S. policy community
between thoserespongblefor U.S. externd economic policy andthose
primarily interested in the strategic and political aspectsof aEurope
“wholeandfree.” Premature acceptance of NIS candidate countries
(and by implication conclusion of preferential trade agreements) is
arguably notintheU.S. economicinterest. An dternative arrangement
morelikely to satisfy U.S. political and economic interests might be
extension of the EU customsunion aong thelines of the 1996 EU-
Turkey agreement. Such an approach would have the added political
advantage of displaying greater U.S. sengitivity to the costs and
complexity of the enlargement process, something that many criticsin
Europe argue the United States has not shown with regard to the
current enlargement wave, and especialy inregard to Turkey.

The United States should remain engaged with ad, technica assstance,
and involvement in peacekeeping and other policiesin countrieson
the EU’ s periphery, particularly the Bakans. Tothe extent possible, it
should coordinate policieswith Brusselsand with EU member Sates;
wherethisisnot possibleit should pursueparalldl but not conflicting
policies. Such an approach will lend practical and moral support to
the EU asit pursuesitsambitious proximity policy towarditsunstable
periphery, aswell as guard against the emergence of “ privileged”
relationships between the EU and its neighborsthat could damage
U.S. interests. TheUnited Statesshould not fal into thetrap of assuming
that it can afford in effect to delegateto the EU itspolicy toward the
Bakansand such key countriesas Turkey, Ukraine, and Russia.

TheUnited Statesneedsto pay continued closeattentiontoitshilaterd
relationswith al EU member states—old and new, largeand small—
and to continueto interact with them bilaterally and through active
participationinal non-EU bodiesthat have someinfluencein shaping
policy in Europe, including the G-7, OECD, various specialized and
technica agencies, and of courseNATO. The U.S. policy bureaucracy
must concentrate on improving coordination between messages
conveyed to member state capitalsand to Brussels. Over time, the
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United States should try to find amodusvivendi with Europeinwhich
it canlegitimatdly seek to influence EU positions by |obbying member
dtate governmentswithout being accused of pursuing “divideand rule?’
tactics. Thekey to such an gpproach may beto sharpenthedistinction
between ex ante efforts to shape decisionsand ex post responsesto
thosedecisons(eg., nationally differentiated trade sanctionsfollowing
WTO rulings, as on beef and bananas).

With regard to the accessi on countries, the United States (most likely
in cooperation with foundations and the corporate sector) should look
for waysto establish new or maintain existing cultura and exchange
programsthat will preserve beyond EU accession and thetermination
of U.S. bilateral assistance programs some of the persona and
intellectua capita built up after 1989. Cooperation could includejoint
effortswith regard to Ukraine and other NI'S countries, but should
not belimited to the purely instrumental goa of fostering still more
extenave EU enlargement in pursuit of U.S. foreign policy objectives.
It should focus on maintaining tieswith the accession countriesasa
goal worth pursuing in its own right. Such an approach might be
separate from or a part of a broader revitalization of U.S. public
diplomacy toward Europe asawhole, including new, old, and non-
EU member states.

EU enlargement and the development of a stronger CFSP should
encourage the United States to begin to focus on the political
implications of EU bloc voting in international forums and of the
over-representation of EU member states in such bodies as the
UN Security Council and the IMF executive board.*?” At the very
least, the United Stateswill need to be cautious about the extension
of mgjority voting (even with regard to procedura issues) in
international organizations and must redouble efforts, heretofore
unsuccesstul, torasethethresholdsfor controversd multilaterd tregties
toenter intoforce. Publidy explaining theU.S. position onthesemetters
will beessentid to counter thewidely held view that refusal to embrace
EU-favored positions in international fora constitutes ipso facto
unilateralism. Over thelong term, the United Statesand sympathetic
third countriesmay needtolook at structurd solutions, such aspressng
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for aconsolidation of European nationd votesand representation. On
issueswith security implications (asland minesand the ICC both, in
fact, were), the United States should seek to promote, notwithstanding
likely opposition from some member countries, dialoguein NATO
before the EU has arrived at unified positions under the CFSP.

Continued efforts to improve the U.S.-EU bilatera relationship,
either through generalized initiatives such as the New
Transatlantic Agenda or by better handling of particular trade
and other disputes, arein principle desirable. It would be especialy
useful tolaunchamore® srategic” U.S-EU did ogue (perhapsinvolving
the analytic and think-tank communities), inwhich contentiousissues
such as globa governance and multilateralism are discussed and
differencesdarified. Expectationsfor aformd U.S.-EU “partnership”
should be kept modest, however, for reasonsrdating to thedifferences
of outlook discussed in the previous section.
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