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THE ENLARGEMENT OF THE EUROPEAN UNION AND ITS
IMPLICATIONSFOR THE OIC COUNTRIES

SESRTCIC

The latest enlargement of the European Union oray B004 is likely to have a
considerable impact on its neighbouring countireduding the OIC members.
This article explains the context in which the nexmbers will benefit from
joining the Union and examines the possible impilices of the enlargement
process for the economies of the neighbouring @lthtries, particularly those
with which the Union has close economic ties. Tat #nd, the EU’s relations
with the OIC Mediterranean countries, the Gulf Gargpion Council (GCC)
countries and the OIC countries in Central Asiaeggained within the context
of the existing trade agreements as well as thesEWider Europe—New
Neighborhood” policy. It appears that the OIC coigstin those regions will
face ever-increasing challenges from the enlargénpeocess due to the
possible changes in the direction of the Union&l#r and investment flows.
Moreover, increased EU investments in its new membell represent a
challenge for the OIC countries.

1. INTRODUCTION

The European Economic Community (EEC), later theopean Union
(EU), was founded in 1957 by Belgium, France, Gewnaltaly,
Luxembourg and the Netherlands. Since then, it wierdugh several
enlargements and its membership reached 25 cosiatsief 1 May 2004.
The Union’s latest enlargement has not only creatétger community
with expanded borders but also a more dynamic sm@gthing which is
expected to increase the economic benefits of ignbers. Yet, a
formidable task ahead the EU lies in meeting tharfcial and economic
challenges to enhance the potential of its new neesim particular and
meeting other targets that will make a positive agtpon the economies
of its members in general.
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The latest enlargement in 2004, with Bulgaria andmBRnia
scheduled to join in 2007, marks the start of a ree in the EU’s
relations with countries in neighbouring regionsgéod example of this
is the “new European Neighbourhood Policy” whichsvealopted by the
European Commission on 11 March 2003 and cover® smuntries in
North Africa, the Middle East, East Europe and, encecently, West
Asia. However, in order to achieve substantial pgeg under this policy,
the EU needs to work out adequate strategies telaewelations with
those countries.

The relations between the EU and the OIC counbéa® developed
through trade, EU investments, bilateral associatigreements and
financial protocols. For example, the Euro-Meddegan Partnership has
played an important role in promoting close tiesthwithe OIC
Mediterranean partners. The EU-GCC relations aadet relations with
the OIC countries in Central Asia are also likedyprosper with existing
cooperation agreements between the two sides. ©mwttier hand, the
opening of accession negotiations between the EW) T|urkey on 3
October 2005 marks a new era not only in the Elk&wrrelations but
also in promoting the EU'’s relations with the caie# of the Caucasus,
including Azerbaijan. This will in general contrilguto promoting EU-
OIC relations.

The changes taking place in the EU common poligesh as the
Common Agricultural Policy and Cohesion Policies|l wicrease the
challenges for the EU member states and, partigufar those countries
that will join the Union in future enlargements. this context, the
outcome of the EU budget will affect the OIC coiegras it will have a
great impact on those policies over the next taarting from 2007 until
2013.

Before their accession in 2004, the Central andt Eagsopean
Countries (CEECs) harmonised their policies witlosth of the EU.
Bulgaria and Romania, which are the only countlédsin that region
that have not yet become members, have fulfilledrtbbligations by
closing the chapters required to show compliancé whe ‘acquis
communautaire’. However, like the rest of the CEE@sey are
expected to achieve a higher level of compliancth e rules and
regulations as well as the structure and procedafethe Union on
accession.
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In view of this situation, this paper attempts $sess the implications
of the EU enlargement for the OIC countries. Sectiodiscusses pre-
accession assistance to the new member statesoanthé enlargement
will affect the Union’s budget in the next peridection Il reviews the
Union’s relations with the OIC countries in neighbag regions.
Section IV sheds light on the prospects for ther&imber states in the
larger Union based on recent developments in theevaf the euro and
the global economy and the implications of the Ellhmyement for the
economies of the OIC countries. The paper ends sdthe concluding
remarks on the overall impact of the EU enlargement

2. EU ENLARGEMENT: FINANCIAL SUPPORT AND OTHER
BENEFITSTO THE NEW MEMBERS

The European Union, as it is known today, was eckat 1951 as the
European Coal and Steel Community (ECSC) by itgimad six
members: Belgium, France, Germany, Italy, Luxemoand the
Netherlands. This was followed by the foundation tbé European
Economic Community (EEC) on 25 March 1957 by theafy of Rome.
In 1967, the European Community (EC) was createthéynerger of the
ECSC, the EEC and the European Atomic CommunityRETOM).
Finally, in 1993, the EC was transformed into tHe &s the Treaty of
Maastricht came into force.

Table 1. Previousand Prospective EU Enlargements
1973 Denmark,reland and the United Kingdom
1981 Greece
1986 Portugal and Spain
1995 Austria, Finland and Sweden
2004 C_yprus,_ the Czech Republic, Estonia, Hungary, Iaatvi_
Lithuania, Malta, Poland, the Slovak Republic atal/&nia
2007 Bulgaria and Romania
Source: http://lwww.europa.eu.int/comm/enlargement.

With the first enlargement in 1973, Denmark, Irelaand the United
Kingdom acceded to the EU, thus increasing it mastbe to 9 countries
(Table 1). The second enlargement took place il 1@ the accession
of Greece, and the third in 1986 with the inclussdriPortugal and Spain.
In 1995, Austria, Finland and Sweden joined theddnWith the latest
enlargement in 2004, 10 new countries joined théotrio raise the
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number of its members to 2Burther expansion is expected with the
accession of Bulgaria and Romania in 2007

The accession of the first batch of CEECs intoBEhkewith the latest
enlargement in 2004 traces its roots back to therdge Agreements”
which were first signed with Hungary and PolandDacember 1991
(Table 2).As part of those agreements, the EU provided firsnc
assistance to the CEECs with the aim of faciligttheir economic
transition to reach EU levelsnitially, as part of the Poland/Hungary
Assistance for Reconstruction of the Economy (PHARfhancial
assistance was provided to Poland and Hungary lfw them adapt to
market economics to which they had minimum exposhetore the
collapse of Communism in Europe. This programmerl@ecame the
financial instrument of the “Europe Agreements” ethiwvere signed by
the remaining CEECs in the period 1991-1996. Algtouthe
agreements increased in general the CEECs’ madoetsa to the EU,
some restrictions remained, particularly in agtierd and textiles. In
addition to strengthening commercial ties and otreeas of
cooperation, the ‘Europe Agreements’ also had atipal dimension
through which the Union established links with GEEECs.

Table 2: Europe Agreementswith Central and
East European Countries (CEECS)

Country Date of signature of the Entry into force of the
Eur ope Agreement Eur ope Agreement

Hungary December 1991 February 1994
Poland December 1991 February 1994
Bulgaria March 1993 February 1995

Czech Republic October 1993 February 1995
Romania February 1993 February 1995
Slovak Republic October 1993 February 1995
Estonia June 1995 February 1998
Latvia June 1995 February 1998

Lithuania June 1995 February 1998

Slovenia June 1996 February 1998

Source: http://www.europa.eu.int/comm/enlargement.

The CEECs applied for the EU membership in theogeti994-1997
(Table 3). The “Europe Agreements” with those caestrecognised

! The year 2007 will also mark the beginning of avrimidgetary era for the EU, known as the
future financial framework, that covers the seveanyperiod from 2007 to 2013, as the current
budget period (2000-2006) will end by that date.
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their aspiration to become EU members and credtedconditions for
their participation in the Pre-accession StrategyGandidate Countries.
The development of the Accession PartnershipsaBeession Strategies
and the National Programme for the Adoption of Aoguis (NPAA) led
to a reorientation of the PHARE programme. The atffeness of the
programme was strengthened by reformed administratiethods which
included the concentration of projects on the aquoiplementation
priorities programmed by the Accession Partnershipaproved
budgetary implementation; a radical increase insilze of projects; and
continued decentralisation of management in favolurthe recipient
countries.

Table 3. Dates of Application for EU Member ship

Turkey 14 April 1987
Cyprus 3 July 1990
Malta 16 July 1990
Hungary 31 March 1994
Poland 5 April 1994
Romania 22 June 1995
Slovak Republic 27 June 1995
Latvia 13 October 1995
Estonia 24 November 1995
Lithuania 8 December 1995
Bulgaria 14 December 1995
Czech Republic 17 January 1996
Slovenia 10 June 1996
Croatia 21 February 2003

Source: http://www.europa.eu.int/comm/enlargement.

On 26 March 1999, during the Berlin European Colyribe EU
Heads of Government or State concluded a policméement named
‘Agenda 2000’ which was an action programme aimestreangthening
the EU policies and giving the Union a new finahdramework for
the period 2000-06 with the aim of enlargement. pgert of the
‘Agenda 2000’ for increased pre-accession assistancthe period
2000-2006, the PHARE programme was supplementd®®® by two
new grant instruments: the Pre-Accession InstrunfentStructural
Policies (ISPA) and the Special Accession Prograrfoné\griculture
and Rural Development (SAPARD). Thus, in the perifiD0-2006,
EU financial assistance will be provided throughosh three
instruments. The ISPA provides support to investisiéntransport and
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environmental protection while the SAPARD is desidrto channel
grants into agricultural reforms and rural develepm

While Bulgaria and Romania together have been aéatsome EUR
4.5 billion in pre-accession aid for the period 2D06, for the new
member states, 2003 was the final programming yearthe contracting
of projects continued until 2005 and payments basethose contracts
can continue until 2066 Since those two countries haaleeady fulfilled
their obligations by closing the chapters requitedcomply with the
‘acquis communautaire’ by the end of 2004, thosedsuwill play a
fundamental role in helping them meet other reqoéets of EU
membership after accession (Table 1, Annex).

With the phasing out of pre-accession instrumehR8RE, ISPA and
SAPARD, and the phasing in of the Structural Fdratel the Cohesion
Fund', the EU financial support increased substantiafisi became fully
decentralized. The PHARE programme does not halieeat successor
as in the case of the ISPA and SAPARD which ardacep by the
Cohesion Fund and European Agricultural Guidance@marantee Fund
(EAGGF) respectively.

The Structural Funds absorb approximately one thirdhe EU
budget. Their allocation for the period 2000-2086EIUR 195 billion
for the EU-15, not including the Cohesion Fund. Ti®v member
states were allocated EUR 22 billion in StructUfahds in the period
2004-2006 (Table 2, Annex). For the Cohesion FuatfR 15.9 billion
(in 2004 prices) are available for the years 200@8& More than half
of the funding (EUR 8.49 billion) is reserved fdret new member
states. The amount available for the EU fundinguséal development
under the EAGGF Guarantee Fund for the new menthérsshas been

2 The SAPARD came into effect on 1 January 2001, ianbudgeted until the end of 2006.
However, candidate countries may only benefit fitie programme between the year 2000 and
the time they join the Union. Until 2003, the oveemnual budget for the 10 CEECs was EUR
560 million. The programme is now focusing on tlieealing countries Romania and Bulgaria.
For 2004, a total of EUR 225.2 million was avaibhder the programme, about 70 percent of
which belonged to Romania and 30 percent to Budgari

3 The Structural Funds are EU instruments to impten@mmunity policies for economic and
social cohesion. They comprise the European Repioerelopment Fund (ERDF), the European
Social Fund (ESF), the European Agricultural Guaaand Guarantee Fund (EAGGF) and the
Financial Instrument for Fisheries Guidance (FIFG).

4 The Cohesion Fund applies to Member States wiBiN& of less than 90% of the Community
average. The 10 new member states as well as Gaeddeortugal will benefit from this Fund.
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set at EUR 5.76 billion (in current prices) for 260006 (EU, 2004a,
p.9). In addition, approximately EUR 2 billion otrsctural funds
resources (EAGGF Guidance Fund) are dedicatedr&d development
measures.

Since the Agenda 2000 reform of the Common Agrnizalt Policy
(CAP), the rural development policy is widely retat to as the second
pillar (Table 2, Annex). Rural development is orig¢h@ priorities of the
EU agricultural policy. The Agenda 2000 allows memistates to
transfer money from the first pillar (CAP) and alide them to the
second (rural development) (GAIN, 2004, p.4). Thid-term review of
the CAP in 2003 brought further important decisionghe reform of the
first pillar, introducing a further decoupling ofigport from production
in the form of Single Farm Payment (SFP) based onhistorical
reference, and reducing SFPs and thereby allowitrgresfer of funds
from the first pillar to the second. In the dra@0B EU budget, adopted
on 15 July 2005, agriculture amounted to EUR 5hidion after
increasing 3.5 perceffitom the previous year. The ongoing CAP reform
phasing is expected to boost rural developmenthagransfer of funds
from the first pillar to the second takes place2006, the first budget
year on which the CAP reform will have an impaci at an accelerated
pace as the foreseen modulation rate increasés itoiming years.

On the other hand, Article 34 of the Act of Accesshas set up a
post-accession Transition Facility to provide coua&d financial
assistance to the new member states until the £80G6 in a number
of core areas requiring further reinforcement, Wwhieere identified in
the 2003 Comprehensive Monitoring Reports. Thissteasce addresses
the continued need for strengthening institutiooapacity in certain
areas through action, which cannot be financedbyStructural Funds.

The new member states as well as Bulgaria and Ragname
acceding countries, have also been beneficiarieth@fEU financial
assistance provided by the European Investment B&l#°. In the pre-
accession period, the Bank granted loans amoutdidJR 25 billion to
projects in the CEECs in support of transport agldcommunications
infrastructure, water and environment, industry aedvices, health and

5 The new EU member states gained full access tBainé’s facilities on the same basis as the 15
shareholders of before 1 May 2004.
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education infrastructure and to small and mediweesi enterprises
(SMEs) and local governments (EIB, 2005, plh).the new member
states, the Bank’s priorities are made to suppodjepts that help
integrate their economies into the EU Single Magded contribute to the
application of European standards as developed ha ‘tacquis
communautaire”.

In February 2004, the European Commission’s dnadiget for 2007-
2013, which took into account the enlarged Uniothviis 27 members,
constituted the starting point for future budgetaegotiations. This draft
was extended by additional Commission proposathéncontext of the
Third Cohesion Report of February 2004 as wellhes@wn Resources
Report and package of detailed legislative promosélJuly 2004. In
addition to the administrative costs, the Commissiodraft budget
provided for four main areas of expenditure: (1ptainable growth
(comprised of sub-areas competitiveness and cahjesgustainable
management and protection of natural resources; ci8xenship,
freedom, security and justice; and (4) the EU glbal partner (Table 3,
Annex).

According to the Commission’s plans, the total antowf
expenditures over the 2007-2013 period is estimtmedach EUR 928.7
billion in appropriations for payments while theaoappropriations for
commitments are expected to reach EUR 1.025 tril{idaruhn R. And
Emmaouilidis J. A., p.2).

Based on the conclusions of the Third Cohesion Repa 14 July
2004, the European Commission adopted its legigaproposals on
cohesion policy reform. Of the total amount of EWBR6.1 billion
allocated to the new cohesion policy sub-heading, pércent is
allocated for reducing the gap between poor anldericegions while
17 percent would be spent on increasing the coripetiess of poor
regions and creating local jobs there (Table 4,&)nThe remaining
4 percent will be used to foster cross-border coamj@en between
frontier regions. Thus, with approximately one ¢haf the community
budget, this reform aims to make structural actiorme targeted on
the EU’s strategic priorities and concentrated be teast favoured
regions while anticipating change in the rest o thnion and more
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decentralization with a simpler, more transparemd anore efficient
implementation.

As part of the reform of the regional policy, on ldly 2004, the
Commission presented a package of proposals foBthetural Funds
(European Regional Development Fund (ERDF) and jgean Social
Fund (ESF)) and the Cohesion Fund. The basic mederelocument
containing the general provisions for these profsosets a total budget
of EUR 63 billion for the Cohesion Fund, accountfng 23.86 percent
of the total budget of EUR 264 billion for the ‘O@@rgence’ objective
whose purpose is to speed up the economic convesgehthe less
developed regions by means of improving condititersgrowth and
employment by investing in human and physical @piinnovation
and the development of the knowledge society, eragng
adaptability to economic and social change, praiactof the
environment and improving administrative efficiendyfable 4,
Annex). The other Regulations lay down specifiesufor the ERDE
ESF, Cohesion Fuddind the new European Grouping of Cross-border
Cooperation (EGCC). In addition to these changésg Financial
Instrument for Fisheries Guidance (FIF@)Il be replaced by the
European Fisheries Fund (EFF) to provide aid tofiies from 2007 to
2013. The EFF will replace the Guidance Sectiorthef EAGGF for
rural development and will no longer be a parthe Structural Funds.
The July 2004 proposals also included centraligumgling of current
instruments linked to rural development to a sinfgied, namely the
European Agriculture Rural Development Fund (EARDF)

During its meeting on 19-20 September 2005, theickdural
Council adopted the new EU Rural Development Remuriaor 2007-
2013 which focuses on improving the competitivenelséarming and
forestry, environmental stewardship in land manag@nand improving
the quality of life in rural areas under a singlading, namely the new
Rural Development instrument (EARDF). Prospects floe EU to
achieve its long-term objectives will be promisioigce the funding for
this rural development is secured for the periaivben 2007 and 2013.

% The ERDF proposal also includes specific rulesidran and rural areas, areas dependent on the
fishing industry, the outermost regions and gedgieglly disadvantaged areas.

" In the future, the Cohesion Fund will no longerased on a project approach, but instead form
a part of the multi-annual programmes in the fafitransport and environment.
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During the Luxembourg Presidency not much has lzatmeved in
reaching an agreement on the future EU budget. Meryeuring the UK
Presidency, which took over the rotating Presideatyhe EU at the
beginning of the second half of 2005, the EU wase ab make
substantial progress in this area after long céasohs with the other
EU member states. The agreed budget at the Brums®aisit meeting on
15-16 December 2005 would be reduced to EUR 862lkorh
corresponding to 1.045 percent of EU GNI. The Ugbagreed to slash
its advantageous rebate and turn the savings otbetl0 new members.

In the budget period 2007-2013, the transfer ofifuinom agriculture
to rural development will be at the discretion loé tmember states and
subject to 20 percent of the amounts that accrubam from market-
related expenditure and direct payments. Under rdeently agreed
budget, the allocation for the EARDF will be EUR.B® billion before
the transfer of funds from agriculture to rural el®pment (EU, 2005b,
p.24). Including transfers from the EAGGF, the EU-Bulgaria and
Romania are expected to receive at least EUR 3Bilidn in rural
development for 2007-2013. This indicates that aeenew budget is
ratified by the relevant EU organs, the new mem$ates will be
delivered substantial funding in rural developmigaim the Community
budget, thus the CEECs will start playing a motalwiole in the Union
not only as a region that has become more comgetiut also one that
attracts more investments.

On the other hand, it is worth mentioning that theports of the
CEECs to the EU increased from USD 78.2 billionl®08 to 176.4
billion in 2003, equivalent to an increase of 1p&rcent per annum.
The imports of those countries from the EU increafsem USD 100.7
billion to 189.1 billion, equivalent to an increasé 13.4 percent per
annum (Table 5 in the Annex). Moreover, FDI inflotesthe CEECs
increased by one fifth during the period 2000-2@04 their share of
FDI inflows in the EU increased dramatically from33percent of
inflows in 2000 to 12.2 percent in 2004 (Table Ghe Annex). This is
a reflection that the region is becoming more depetl, suitable and
comparatively advantageous for foreign investment.
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3. RELATIONSBETWEEN THE EU AND OIC COUNTRIES

3.1. EU and OIC Countries in the Mediterranean and Middle East
Region

3.1.1. The EU and the OIC Countries in the Mediterranean Region

The EU-Mediterranean relations reached the patiieidevel with the
launch of the Euro-Mediterranean Partnership after EU-15 and 12
Mediterranean partner countfiesigned the Barcelona Declaration at the
Euro-Mediterranean Conference of Foreign MinisterBarcelona on 28
November 1995 (EU, 2000, p.1). Thus, a significachievement has
been made in capturing the Union’s attention on khediterranean
region by bringing the Mediterranean issue backhenEuropean agenda
and launching the Barcelona Process during the gahiSh Presidency
in 1995.

The Barcelona Process is a regional framework lthiags partners
together at the political and technical levels tonpote their common
interests. It builds on the various Mediterraneaiicpes developed by
the EU since the 1960s. The three main goals oEtheéVediterranean
policy are defined in the Work Programme of thed®@fona Declaration
as follows: strengthened political dialogue on a@utar basis, the
development of economic and financial cooperatiwh greater emphasis
on the social, cultural and human dimension.

An essential feature of the implementation of theoEMediterranean
Partnership has been the negotiation of the Eurditeleanean
Association Agreements between the EU and its Madibhean partners,
which replaces the Cooperation Agreements datirgk ba the 1970s.
The provisions of the Euro-Mediterranean Associatidgreements
governing bilateral relations vary from one partteranother but have
certain aspects in common such as political dispgespect for human
rights and democracy, étc

8 Algeria, Cyprus, Egypt, Israel, Jordan, Lebanaaeftine, Malta, Morocco, Syria, Tunisia and

Turkey.

® The Euro-Mediterranean Partnership: Association Agreements, viewed on 6 June 2002 at
http://lwww.europa.eu.int/comm/external_relatiensomed.ass_agreements.
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Table 4: Progress of Negotiationson Euro-Mediterranean Association

Agreements

Date of conclusion Date of signature Entry intoforce
Algeria December 2001 April 2002 March 2005
Egypt June 1999 June 2001 June 2004
Jordan April 1997 November 1997 May 2002
Lebanon* January 2002 June 2002 March 2003
Morocco November 1995 February 1996 March 2000
Palestine* December 1996 February 1997 July 1997*
Syria October 2004
Tunisia June 1995 July 1995 March 1998

Source: http://europa.eu.int/comm/external_relations/eurbneet ass_agreemnts.htm.
*An Interim Agreement has entered into force.

The Euro-Mediterranean Association Agreements astea towards
the creation of a wider Euro-Mediterranean Freedd@r#&rea (FTA),
which will be made possible through the full implemation of the
Partnership in line with the Association Agreemdiitgble 4). The Euro-
Mediterranean FTA foresees free trade in manufadtgoods and the
progressive liberalisation of trade in agricultysedducts.

The exports of the OIC Mediterranean countriesheoEU increased
from USD 42.1 billion in 1998 to 82.2 billion in @8, equivalent to an
increase of 15.4 percent per annum (Table 7 inAtm@ex). During the
said period, the imports of those countries from HU increased from
USD 60.8 billion to USD 79.2 billion, which corresmpds to an increase
of 5.4 percent per annum (Table 8 in the Annex).

To assist its Mediterranean partners in their &ftr implement free
trade among them, the EU provided financial supgbrough the
Mediterranean Assistance (MEDA) Programme whishbased on a
regulation adopted by the EU Council in 1996 andrlamended in 2000
with another regulation known as the “MEDA II” rdgtion. In this
context, two periods emerge under the MEDA Prograntime MEDA |
covering the 1995-1999 period, and the MEDA Il aowg the 2000-
2006 period. Through both programmes, the Unioocated more than
EUR 9.7 billion, and grant support is now over EBB0 million per
year. The EC grant aid has increased from EUR iliérbunder MEDA
| to EUR 5.4 billion under MEDA 1. Consequentiyet existing MEDA
programme is an indication of the EU’s continuedmmitment to
develop ties with those countries to more stratkmiels.



Enlargement of the European Union 13

On 26 March 2003, the Brussels European Counciicveg the “EU
Strategic Partnership with the Mediterranean anel khiddle East”
(Auswartigen Amt, p.1). The aim of the initiative cooperation in a
spirit of partnership which promotes peace, pragpand progress in the
region and builds on tested instruments such afB#reelona process.
The European Council adopted in June 2004 the “Hiht&ic
Partnership with the Mediterranean and the MiddistE

During the mid-term Euro-Mediterranean Foreign Miers’ meeting
in Dublin on 5-6 May 2004, it was acknowledged ttieg Association
Agreements and the national action plans under Ehgopean
Neighbourhood Policy should be fully used to suppeforms and
modernisation (EU, 2004b, p.3). The Ministers alselcomed the
signing of an FTA by Turkey and Morocco. Egypt,dior, Morocco and
Tunisia concluded the AgadirAgreement in March 2004.

On 29 September 2004, the European Commission etécid
simplify the funding of external assistance worldeviby reducing the
number of financial instruments for the deliveryaifl. In this respect,
from 2007 onwards, the European Neighbourhood aadn&ship
Instrument (ENPI), which is one of the four newtinments to be set up
under the Future Financial Perspective 2007-201i, replace the
current MEDA programme in the Mediterranean Part@emtries. Since
Turkey, as a candidate, will be covered by theAreession Instrument,
the ENPI will cover 9 Mediterranean Partriérs

During the Euro-Mediterranean Foreign Ministers’etieg held in
the Hague, the Netherlands on 29-30 November 2@, Ministers
welcomed the progress made in developing the Earopieighbourhood
Policy as a policy to enhance the Barcelona Pro@ss 2004c, p.2).
They also took note of the significant contributiorade by Morocco,
Palestine and Tunisia through the conclusion dFBA with Turkey and
expressed that more countries should express thilingness to
conclude free trade agreements with Turkey as &ibation towards the
creation of the Euro-Mediterranean FTA by the tadpe of 2010 (EU,
2004c, p.8). On 22 December 2004, Turkey and Ssigaed an FTA
agreement. At the "7 Euro-Mediterranean Conference of Ministers of

0 The Agadir Process which was initiated in May 2@@th a view to creating an FTA among
Egypt, Jordan, Morocco and Tunisia.
1 Algeria, Egypt, Israel, Jordan, Lebanon, Palestifierocco, Syria and Tunisia.



14 Journal of Economic Cooperation

Foreign Affairs in Luxembourg on 30-31 May 2005wias stressed that
intra-regional trade in the southern Mediterransaourrently below 15
percent and is expected to increase with the emtoyforce of the Agadir
Agreement and the implementation of the Pan-Euromechulation
systent? (EU, 2005a, p.4).

The Facility for Euro-Mediterranean Investment aRdrtnership
(FEMIP) helps the EU’s ten Mediterranean partnamtdes® meet the
challenges of economic and social modernisationeattinced regional
integration in preparation for the establishmenad&uro-Mediterranean
free trade area by 2010. In 2004, the FEMIP lendose to EUR 2.2
billion. This was also the first year in which grdimance under the
FEMIP’s Technical Assistance Support Fund was pledi to
Mediterranean partner countries.

During the first Euro-Mediterranean Meeting of Mit@rs of
Economy and Finance (ECOFIN Meeting), held in R&idtirat on 19-
20 June 2005, the Ministers concluded that morertsfivere needed to
create an enabling environment for the privateasedevelopments and
stressed the importance of increased FDI flowshe tegion. They
supported the recommendation by the foreign mirssthat further
progress be made in regional trade liberalizatiimey also discussed
how the Union could help raise economic growthha Mediterranean
partner countries through the enhancement of tmeeBana Process.

3.1.2. The EU and Turkey

Turkey and the EEC concluded an Association Agregn{the Ankara
Agreement) on 12 September 1963. This agreemeatszhinto force on
1 December 1964 and aimed to integrate Turkey ioEEC through
the establishment of a customs union between tlesides. In 1987,
Turkey applied for EU membership. On 6 March 1985signed a
customs union agreement with the EU, which incluthedperspective of
membership. In 1999, Turkey was granted candidatmtcy status and

2 The Protocol on the Pan-Euromed system was adtgguement of the'$Euro-Mediterranean
Trade Ministerial Conference in Palermo in July 2085 it allows the extension of the pan-
european system of cumulation of origin to the Nrdanean countries. The harmonisation of
rules of origin in the Euro-Mediterranean area espnts a major step forward for the trade
chapter of the Barcelona Process since it will ificantly facilitate trade in the Euro-
Mediterranean region and contribute to the creaifaan FTA.

13 Algeria, Egypt, Israel, Jordan, Lebanon, Palestifierocco, Syria, Tunisia and Turkey.
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in 2002, the Copenhagen European Council decidaditiwould open
accession negotiations once Turkey had fulfillece tG@openhagen
political criteria for membership.

Determined to join the EU at the earliest posstbiee, Turkey has
continued to adopt reforms in line with the Copegéra criteria. In
December 2004, the European Council decided thatkeju had
sufficiently met the Copenhagen political criteigabegin negotiations on
3 October 2005However, membership seems far away since it is not
envisaged before the establishment of the finarfcaahework for the
period starting from 2014. Moreover, a possibledilaek in the EU
budgetary negotiations for the period between 28686 2013 could
postpone Turkey’s membership beyond expectationset, YEU
membership will depend on the progress made byeluitk meeting the
requirements for full membership, which is a lonmgl aifficult list of
reforms in different areas to deal with during tiegotiations. During
this process, like Bulgaria and Romania, Turkey eigpected to
implement the Community’s legislation fully, effectly and efficiently;
otherwise the negotiations could be suspended., Thurkey should be
cautiously optimistic despite the positive develemts taking place in
the EU-Turkey relations.

In the years ahead, as it deepens its reforms,eYunkas to find an
ideal solution to maintain its relations with otlwauntries in the Middle
East, including the OIC members. In this senseait act as a bridge
between the East and West, particularly in the Midgast where the
Union has a lot of interests and is in competitisith the growing
economies in Asia.

Turkey’s total exports to the EU increased from UBD?2 billion to
USD 29.8 billion in the period 1998-2003, equivdlém an increase of
14.4 percent per annum (Calculated from Table 7h&n Annex). In
2003, 63 percent of its total exports were to thé Ehich accounted
for more than one third of the total exports of thEC Mediterranean
countries to the Union. Turkey’s imports from th& Ehcreased from
USD 24.1 billion in 1998 to USD 33.4 billion in 280 which
corresponds to an increase of 6.7 percent per ar(Qaiculated from
Table 8 in the Annex). With such levels of expaisl imports with the
EU, Turkey is an important trade partner of the dsnilt is also the
main exporting country in the OIC Mediterraneanioegand importing
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country both in the OIC Mediterranean and MiddlestEeegions in
2003.

3.1.3. The EU and the Gulf Cooperation Council (GCC)

The GCC* and the EU concluded a Cooperation Agreement 8916
facilitate economic and commercial relations betwdéleem. Working
groups were established in the fields of industdabperation, energy
and the environment. The Agreement also forese&fingotalks on a
Free Trade Agreement between the EC and the GC@ugh regular
meetings, the GCC and the EU Foreign Ministersesgviheir relations
with a view to improving their economic ties.

In this connection, the 12Session of the Joint Council, held in
Granada in February 2002, agreed to hold negatiatiands on the free
trade area (FTA). It noted with satisfaction thaefnegotiation rounds
had taken place in the course of the year, ovechvbgood progress was
achieved, in particular regarding regulatory eletaefihe Joint Council
reiterated its view that trade, investment and eoafon constituted the
foundations on which EU-GCC economic relations woloé developed
and improved and noted the progress achieved imntpementation of
the cooperation agreement and in the negotiatiorntk® FTA (EU, 2003,
p.1-2).

The 13" Session ofthe Joint Council, held in Doha, Qatar, on 3
March 2003, noted in particular the importance ottemsifying
cooperation in the field of energy through the ggegxperts’ meeting
and the ongoing cooperation for the promotion ofdrbgarbon
technology transfers. The Joint Council took ndtéhe ongoing work on
investment and welcomed the recommendation of theestment
Working Group to promote reciprocal investments.

At the 18" Joint Council, held in Manama on 5 April 2005, g
and the GCC took the opportunity to review develepts in relation to
the “EU Strategic Partnership with the Mediterranead the Middle
East”. Within this framework, both the EU and GCé€lterated their

14 On 26 May 1981, Bahrain, Kuwait, Oman, Qatar, $auebia and the United Arab Emirates
established the GCC by signing an agreement todewie economic, political, cultural and
security policies among them.
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desire to strengthen bilateral relations by explpihe potential offered
by the Strategic Partnership.

The total exports of the GCC member countries éoEb) amounted
to USD 22.9 billion in 2003 (Table 7 in the AnneXhis accounted for
12 percent of the GCCs’ total exports in the sarearyln the period
1998-2003, GCC exports to the EU increased by fp@réent per annum
(Calculated from Table 7 in the Annex). GCC impditsm the EU
amounted to USD 42.2 billion in 2003 (Table 8 ire tAnnex). This
accounted for 29.8 percent of the GCC total impiorthe same year. In
the period 1998-2003, GCC imports from the EU insedl by 7.8
percent per annum (Calculated from Table 8 in thaeX).

3.2. TheEU and the OIC Countriesin Central Asia

Like with the CEECs, the EU has Partnership andoferation
Agreements (PCAs) with the OIC Central Asian Rejmsb{OIC-CAR)
of Azerbaijan, Kazakhstan, Kyrgyzstan, Tajikistaryrkmenistan and
Uzbekistan. PCAs are legal frameworks, based on rdspect of
democratic principles and human rights, setting ¢the political,
economic and trade relationship between the EU dsdpartner
countries. Moreover, they are the foundation of Hié relations with
Central Asian countries, and their full implemeiaat is of high
significance. Each PCA is a ten-year bilateraltiresigned and ratified
by the EU and the individual state. The PCAs betwde EU and
Azerbaijan, Kazakhstan, Kyrgyzstan and Uzbekistatered into force
on 1 July 1999. Although a PCA was signed betwden EU and
Turkmenistan, it is not yet in forc& PCA was also signed between the
EU and Tajikistan on 11 Octob&004, which provided for significant
strengthening of the relations between both Stdes

The EU’s relations with the countries in this regibave been
governed by the EC’s Technical Assistance Progranmfore the
Commonwealth of Independent States (TACIS) sineeli&dginning of
the 1990s. In the period 1991-1999, the TACIS haaroitted roughly
EUR 4.2 billion of funding to projects in the pagtncountries. By the

15 EU’s Relations with Eastern Europe & Central A§lartnership & Cooperation Agreements,
viewed on 28 December 2004 at
http://europa.eu.int/comm/external_relations/cqezaindex.htm.
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end of 1999, partner countries experienced difterpatterns of

development. As a result, the TACIS is now moreaufexl on developing
the market economies of those countries as it idonger merely a

technical assistance programme following the iniotidn of its new

phase in January 2000. The new phase, which isngthrio provide

assistance totalling EUR 3.1 billion by the end2006, concentrates the
TACIS activities on fewer objectives to have a might impact. From

2007 onwards, the European Neighbourhood and Pshipelnstrument

will replace the current TACIS programme in Azejhai and other

countries in the region that are covered by theopemn Neighbourhood
Policy.

The inclusion of Azerbaijan in the “Wider EuropewiNe
Neighbourhood” policy in June 2004 is an importatep in further
enhancing relations with other OIC countries in €anAsia. The
“Wider Europe” policy covers Armenia, AzerbaijanelBrus, Georgia,
Moldova and Ukraine from the countries to whichhad contributed
financial assistance under the TACIS.

The exports of the OIC countries in Central Asiah®e EU increased
from USD 2.1 billion in 1998 to USD 6.8 million 2003 (Table 7 in the
Annex). In this period, the share of exports toEukincreased from 21.3
to 31.4 percent. The imports of the OIC countrre<entral Asia from
the EU increased from USD 2.8 billion in 1998 to8.3 billion in
2003. However, the share of imports from the EUffeim 25.5 to 24.2
percent in the said period (Table 8 in the Annex).

4. FUTURE PROSPECTSIN THE LARGER EU: IMPLICATIONS
FOR THE OIC COUNTRIES

Even after the recent enlargement of the EU in 2@ shape of Europe
is still changing with further waves of enlargemplatnned for the future
(FCO Web Site, 2006, p.1). However, the attemptFbgnce and the
Netherlands to cast a no vote for the European t@otisn on 29 May

2005 and 1 June 2005 respectively has not only laeblow for the

Constitution itself but also for the future of Epeoas differences in
opinion emerged more visibly among the Europeatonst This also

raised questions over the EU’s enlargement poliayd, amore

importantly, increased challenges to further ira¢ign into the EU.
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Since not all the member states of the EU havetadape euro, the
outcome of those referendums gives an opportuaityhifose who oppose
it to argue against it. Therefore, it is not sy that uncertainty over
the future of Europe has led to the weakening ef éiro on foreign
exchanges. The euro has an enormous impact onutbezene countries
as they are tied to a single currency in which thaye no space to
manoeuvre in terms of choosing their own style adn®mic and social
organisation (ECB, 1998, p.2). The European Cenahk (ECB)
decides on the monetary policy for the whole euomez Therefore,
countries in the euro zone are not able to decidthe fate of the euro,
which leaves less space for using it as a toolirforeasing exports as
well as managing their economy.

On the other hand, the increasing US foreign tidefecit compelled
the US authorities to take measures to promote éxgiorts by lowering
the value of the dollar against the other curresicihis had a great
impact on keeping the value of the euro higher regathe US dollar,
which made the European products more expensivi@mternational
markets. In February 2005, oil prices increased thedUS dollar fell
rapidly, losing value against the euro. This latpag other things, to a
diversification of exchange in Asian central bankshich held
significantly high shares of the US dollar in théareign exchange
reserves, and accelerated the regression in traolUES.

Yet, after the appreciation of the euro againsttBedollar of 1.31 on
22 April 2005, it started to lose value in the doling months of 2005
(Table 9 in the Annex). This was accelerated byRtench and Dutch no
votes on the future constitution of Europe andstiesequent deadlock at
the European Summit on 16 June 2005, which haveohadshort-term
positive impact for the businesses operating in #®@o zone.
Nonetheless, with growth slowing across the EU, @&més central bank
(Riksbank) sharply cut interest rates by half anpto 1.5 percent on 21
June 2005 which brought ECB under pressure toviofloit, particularly
after the adverse outcome of the referendums imderaand the
Netherlands. Low rates and bond yields acted asiacéntive for the
ECB to lower interest rates since they dampened¢neand for the euro.

Although the US dollar is still the reserve curnghar the bulk of the
international financial system, particularly for i@& which appreciated
its currency on 21 July 2005, and others that ajate their currencies,
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it will be of paramount importance to keep theireign exchange
reserves in a stable currency. In this sense, ltla@aes of investing in
euro are not so strong since growth prospectseanetiro zone are not
promising. Furthermore, the ECB’s recent actioninaireasing interest
rates by a quarter of a percentage point to 2.26epé on 1 December
2005 at a time of uncertainty over oil prices cedagcepticism in the EU
as a rise in oil prices will feed inflation even ti®y slow economic
growth.

On the other hand, the EU is an important actorthie world
economy. Thus, it can help sustain global growth itgreasing its
growth potential given that it has a surplus inbtglget. However, this
depends on the Union’s capability to achieve atgrembnvergence in its
policies. Otherwise, this may become a challengeh& enlargement
process.

In light of the above, the EU enlargement has ectaiew frontiers,
which brought the OIC countries in more close pmuty to the EU
borders. The EU is advocating its reform agendméet the economic
challenges awaiting the accession countries in tear future.
Concerning the new and future members, the CEEQsredgeive EU
support to enable progress in areas that will lsdpe the gap with the
rest of the members. The competitiveness of the@EHill increase, as
they will exploit their potential in the larger EDhe growing markets in
the CEECs are expected to improve the growth pedaoce of the EU as
they become more competitive over time.

Recently, dot of funds have been made available to attraststors
to the CEECs as FDI increased during the period0ZlD4. These
investments help reduce the relatively high unegmplent rates in those
countries compared to those in other EU membeesidiable 10 in the
Annex). Competitive wages offered in the CEECs idimore attractive
for investors aiming to place their resources | @EECs and who will
benefit from the legal protection of the EU in thasountries. This will
undoubtedly help attract multi-national compani®BNCs) to invest in
the CEECs.

In contrast, FDI inflows to the OIC countries inesed by more than
double between 2001 and 2004 (Table 11 in the Anrigwring that
period, FDI inflows increased remarkably in the G@@a and in the
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OIC member states in Central Asia. In 2004, FDlowt to the OIC
countries in Central Asia exceeded those in the C@dGntries in the
Mediterranean. As both regions enhance their efféot attract FDI
inflows, the EU enlargement will increase the atradles for the OIC
countries in general to attract investments froat thgion.

The total volume of FDI inflows to the OIC counsig Central Asia
was higher than those to other OIC groups in 200gble 11 in the
Annex). They increased steadily from USD 1.6 hillim 1998 to USD
9.7 billion in 2004. Progress made towards imprgvihe business
climate and taking legal action in line with promgt investment
opportunities in those countries has led to anease in FDI inflows
which is likely to continue as more achievemenésraade in this region.

When the CEECs joined the EU two years ago, thejtbhdarmonise
their high national tariffs with the existing low&U common external
tariff. Consequently, this had a positive impacttbe OIC countries’
exports, as third countries’ products became mtractive. Given their
close proximity and the long standing trade retaiwith the Union, the
OIC countries in the Mediterranean will be affectgdthe changes that
will take place within the Union in the coming ysaAbout 20.1 percent
of the total OIC exports in 2003 originated frone tBIC Mediterranean
partners (Table 7 in the Annex). 67.1 percent eftttal exports of those
countries went to the EU which is a relatively higio when compared
to that in the GCC, OIC countries in Sub-Saharacafand Central Asia
as well as other areas in the OIC region.

Textiles play an important role in the economies nobst OIC
Mediterranean countries and Turkey. Since it ergoye preferential
treatment through the Association Agreements, lesxtiremained
competitive in the European markets. However, tieégpential treatment
that the CEECs enjoy by joining the Union outweighat of the OIC
Mediterranean partners which is expected to affegatively the volume
of the OIC countries’ trade in textiles.

In the same context, the EU’s agreement with Cimndune 2005 to
restrict imports of textiles from China over thexh8 years will give a
chance for adjustment in the EU textile produciogrdries during this
period. As this deal is a relief for EU textile duzers, it has a positive
impact for textile producers in the developing doi@s, including the
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EU’s OIC Mediterranean neighbours. On the otherdharogressive

trade liberalisation in textiles will improve practivity and lower prices

for consumers. This is an important chance for @€ countries not

only to compete in international markets with thieixtile products but
also to further develop their economic ties withest countries in the
region. Moreover, competition is likely to intensif the Union with the

increased competitiveness of its new members. Adgsssitates that OIC
countries be more active in increasing their traele with the Union and
prepare themselves for other potential challenges.

Similarly, the US and China signed a trade dea dfovember 2005
which allows to reign over China’s booming clothirand textile
shipments to the US for a period of three yearsisintthat sense similar
to the EU-China deal concluded in June. This shdhet major
developed countries are finding ways to protedr ttlething and textiles
industries which were greatly affected by Chinarevgng strength in
this industry. Therefore, the OIC countries thateha strong potential in
those industries should try to exploit it througigairing the necessary
technologies, specialising more in those areas takihg all the
necessary measures to be able to compete glolmalipctease their
market share worldwide.

On another front, at the WTO Ministerial Meetingldin Hong Kong
in December 2005, the EU showed its reluctanceve tariffs related to
agricultural products. Since the EU appears unwgllio reduce those
tariffs, the new members will have more advantages the OIC
Mediterranean partner countries. Moreover, theyl Wi subject to
increased competition in agriculture in the enldrdgnion, particularly
given that there is less support for reducing fausidies in the EU.

Overall, to achieve substantial progress in redian@gration, the
Union needs to reduce disparities in the diffetexéls of development,
gross domestic product (GDP) per capita and incantkwages between
its member states and the Mediterranean partnéishwould constitute
a serious challenge for the latter as the EU eataemt produces a larger
and more competitive market for them. Moreover, lifgh rate of trade
dependence on the European market will aggravaie ghuation.
However, the Partnership Agreements will benefé tfiediterranean
partners in a more substantial way as the impleatient process of the
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Partnership gains momentum over time. In this cdnteade relations
constitute the most important element of thoseegents.

The new EU neighbourhood policy will play a keyerah developing
the EU’s relations with the OIC countries in Cehtfesia and the
Mediterranean. At the Euro-Mediterranean Ministe@onference on
Agriculture in Venice on 27 November 2003, the mti@is pointed to
their intention to create a common platform for taer areas of
agricultural policy to contribute to the EU new gig@bourhood policy,
intended to promote intra-regional, sub-regionald across-border
cooperation. Therefore, any dialogue or assistahae reinforces the
competitiveness of the Euro-Mediterranean area lelps the OIC
countries in the CAR prepare for current and futthiallenges from the
EU enlargement will contribute to promoting closes between the EU
and the OIC countries in those regions.

On the other hand, once the FTA with the EU hasredtinto force,
the GCC would be able to achieve higher trade $ewaih the EU and
reinforce its role as an important trade partneh@Middle East. If the EU
integrates the GCC into its neighbourhood poli¢ywill significantly
enhance cooperation (Luciani G. and Neugart F), phis will enable the
Mediterranean and the Middle East regions to plapivetal role in
developing the Union’s ties with the OIC countiileshe long run.

The recent rejection of the future EU Constitutibop some EU
members has staggered the EU’s integration procHsstefore, the
deadlock over the EU’s future budget would haveeddd the challenges
in this process. As an agreement over the future bdget is now
reached, the flow of funds to the CEECs will ineedhose countries’
competitiveness in the medium and long terms. Thius, challenges
facing the OIC countries may not necessarily havenanediate effect
on them but will in the near future constitute arportant challenge.

5. CONCLUSION

The enlargement of the EU benefited its membersany ways. Those
countries that have joined the Union experience@ibwth, which itself
increased with the new memberships. The processlbasrought new
challenges for the members of the EU as its singleket broadened and
witnessed more competition with the European con@saangaging in
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fierce competition both among themselves and witheilo companies.
These changes made membership more difficult fplieggnts who have
to prepare themselves for the process through émgag intensive
cooperation with the EU to adopt its standardsa@mdorm to the ‘acquis
communautaire’. Those changes, along with othetisipated, will have
an impact on the EU itself as well as on the regjiafith which it has
close trade ties, including the OIC countries, ipalarly through
Association or Cooperation Agreements.

This shows that geographic proximity plays an inguotr role and
has, in this case, significantly contributed to darable trade terms.
Thus, it is important to intensify cooperation beem the EU and the
OIC countries, particularly in the area of trade, further develop
existing relations and avoid any negative impaathanging EU policies
after the enlargement.

On the other hand, the total exports of the 6 GiGntries in Central
Asia accounted for only 3.6 percent of the totaC@kports in 2003. Yet,
those countries’ share in the total exports toBblkeaccounted for nearly
one-third of their total exports in the same yé&ris shows that with
Turkey’s possible membership in the future, theié@ll become an even
more important trade partner, as it will becomesigimbour to the region.
Moreover, under such a scenario, Turkey’s relatioitls those countries
will help promote their economic ties with the Unmito a more strategic
level as well as its role as an OIC member.

The OIC countries in the Mediterranean and Cerfisih need to
improve their business and investment climate topmte with the
CEECs, which already have much higher levels of iRbbws than the
OIC countries in those regions put together. Moeepw the long run, as
the CEECs will have greater access to cheap camitast more in
research and development and acquire technology, cbmpetitiveness
in specific sectors will increase. This will cowie to further FDI
inflows in those countries. Furthermore, the EU rhership is expected
to improve the institutional structures, market ditions as well as the
business climate in the CEECs, which will constitat great challenge
for the OIC countries in attracting FDI inflows. éntually, the OIC
Mediterranean partners will be compelled to plajare active role in
increasing their competitiveness in sectors in Whiey have advantage
both in the EU and the rest of the world.
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ANNEX
Table 1. The State of Play of Accession Negotiations
DECEMBER 2002 DECEMBER 2004

Chapter/Country BULGARIA | ROMANIA |BULGARIA | ROMANIA

1. Free movement of goods X O X X

2. Free movement of persons X O X X

3. Freedom to provide services X (0] X X

4. Free movement of capital X O X X

5. Company law X X X X

6. Competition O [®] X X

7. Agriculture [®) (©] X X

8. Fisheries X X X X

9. Transport O (0] X X
10. Taxation X O X X
11. Economic & Monetary Union (EMU) X X X X
12. Statistics X X X X
13. Social policy X X X X
14. Energy X o] X X
15. Industrial policy X X X X
16. Small & medium-sized enterprises (SME) X X X X
17. Science & research X X X X
18. Education & training X X X X
19. Telecom. & IT X X X X
20. Culture & audio-visual X X X X
21. Regional policy O (0] X X
22. Environment (0] O X X
23. Consumers & health protection X X X X
24. Justice & home affairs (0] O X X
25. Customs Union X X X X
26. External relations X X X X
27. Common Foreign & Security Policy (CSHP) X X X X
28. Financial Control X O X X
29. Financial & budgetary provisions (0] O X X
30. Institutions X X X X
31. Other - - X X
Chapters opened 30 30 31 31
Chapters closed 23 16 31 31

Source: http://www.europa.eu.int/comm/enlargememhtiations/pdf/satateofplay_20_12_02.pdf
* Chapters opened, but still subject to negotiatiennaarked (O). Chapters closed are marked (X).
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Table 2: Copenhagen agreed Financial Package-maximum
enlargement-related Commitmentsfor 10 new Member States, 2004-2006
(EUR million, 1999 prices)

2004 2005 2006
Heading 1 Agriculture of which 1897 3747 4147
la. CAP 327 2032 2322
1b. Rural development 1570 1715 1825
Heading 2 Structural actions after capping of which 6070 6907 8770
Structural Fund 3453 4755 5948
Cohesion Fund 2617 2152 2822
Headlng 3Interna.J policiesand additional transitional 1457 1428 1372
expenditure of which
Existing Internal policies 846 881 916
Nuclear safety 125 125 125
Institution building 200 120 60
Schengen facility 286 302 271
Heading 5 Administration 503 558 612
Total (Headings1, 2, 3 and 5) 9927 12640 14901

Source: http://europa.eu.int/comm/enlargement/riagas/pdf/financial_package.pdf

Table 3: The New Financial Framework, 2007-2013
(EUR Million, 2004 Prices)

Headings Draft Budget | Agreed Budget
1. Sustainable growth 477665 380120
1la. Competitiveness for growth and employment 32765 72010
1b. Cohesion for growth and employment 344910 308119
2. Sustainable management and protection of natural 404655 371705
r esour ces
of which: Agriculture-Market related expenditure & direc 301074 293105
payments
3. Citizenship, freedom, security and justice 18505 10270
4. EU asaglobal partner 95590 50010
5. Administration 28620 50300
Total appropriation for commitments 1025035 862405

Source: Local Government International Bureau (LGE)04b), p.7.
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Table4: Total Spending on Cohesion Policy in the Financial Perspective

for 2007-2013 (2004 Prices)
Budget (Billion euros) PrOpO”'E’%’f Budget

Total Cohesion Budget (Heading 1b) 336.1 30% of EU Budget
Convergence 2640 78.54%3 of cohesion
Of which: : udget

Of which:
Regions under 75% of EU GDP 177.8* 67.34%
Statistically effected regions 22.1* 8.38%
Cohesion Fund 63.0 23.86%
Outermost regions 1.1 0.42%
Regional Competitiveness and Employment 579 17.22% of cohesion
Of which: : budget

Of which:
Phasing-in regions (up to 50% for ESD) 9.6* 16.56%
All other regions (equally divided between ERPF 48.3* 83.44%
& ESF)
European Cooper ation Objective 132 3.94%b0f cohesion
Of which: ' udget

Of which:
Cross-border 4.7 35.61%
Transnational 6.3 47.73%
Interregional (networking) 0.6 4.54%
External Borders 1.6 12.12%

Source: Local Government International Bureau (LGHEg)04.
*3% of these allocations will be held as a resodocgerformance and quality reserve.

Table 5: Exportsand Importsof CEECstotheEU
(Million USD), 1998 and 2003

Exports Imports

1998 2003 1998 2003
Bulgaria 2710 4560 2780 5860
Czech Republic 16460 42040 19140 40150
Estonia 2150 4420 2950 4870
Hungary 16950 33530 19100 33090
Latvia 1890 3000 2020 4670
Lithuania 1670 4630 2650 6970
Poland 18580 41530 31350 48350
Romania 5780 13940 6820 16680
Slovakia 6140 19170 6370 17250
Slovenia 5880 9570 7530 11180
Total 78210 176390 100710 189070

Source: IMF, Direction of Trade Statistics, yeark®®999 and March 2005.
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Table 6: Foreign Direct Investment I nflowsto the CEECs, 1999-2004

(Million USD

1999 2000 2001 2002 2003 2004
Bulgaria 819 1002 813 901 2097 2448
Czech Republic 6310 4984 5634 84838 2101 4493
Estonia 205 387 542 284 891 926
Hungary 3312 2764 3936 2994 2162 4197
Latvia 347 411 163 254 300 647
Lithuania 486 379 446 737 179 3
Poland 7270 9341 5713 4131 4123 6159
Romania 1041 1037 1157 1144 2213 51f4
Slovakia 428 1925 1584 4094 669 11%2
Slovenia 106 137 369 168¢ 33 516
CEECsTotal 20324 22367 20361 24707 15072 26435
EU Total 479372 | 671417 | 357441 | 420433 | 338678 | 216440
CEECsasa%
of EU Total 4.2 3.3 5.7 7.3 4.5 12.2

Source: UNCTAD

, World Investment Report, 2005.
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Table 7: Exportsof Ol C Countriesto the EU, 1998 and 2003

Total Exports

Exportsto EU

Share of Exportsto EU (%)

(Million USD) (Million USD)

1998 2003 1998 2003 1998 2003
Albania 206 453 191 410 92.7 90.5
Algeria 10956 24969 7500 16430 68.5 65.8
Egypt 3159 8259 2560 3810 81.0 46.1
Jordan 1208 3081 180 230 14.9 7.5
Lebanon 716 1176 180 230 25.1 19.6
Libya 6032 13722 4939 12450 81.9 90.7
Morocco 4634 9350 2717 7290 58.6 78.0
Syria 2890 6314 1660 3450 57.4 54.6
Tunisia 5748 8027 5040 8160 87.7 101.7
Turkey 26301 47255 15170 29760 57.7 63.0
Mediterranean Area 61850 122606 40137 82220 64.9 67.1
Bahrain 2750 10220 340 420 12.4 4.1
Kuwait 8915 18891 1380 2160 15.5 114
Oman 5375 10362 240 280 4.5 2.7
Qatar 4947 13380 130 960 2.6 7.2
Saudi Arabia 38727 85853 8580 14860 22.2 17.3
UAE 25806 49974 1760 4180 6.8 8.4
GCC 86520 188680 12430 22860 144 121
Benin 232 279 60 50 25.9 17.9
Burkina Faso 292 245 90 50 30.8 20.4
Cameroon 1671 2240 1312 1930 78.5 86.2
Chad 120 92 83 50 69.2 54.3
Cote d’lvoire 4395 5493 2760 3280 62.8 59.7
Gabon 2488 3682 560 610 225 16.6
Gambia 29 18 23 10 79.3 55.6
Guinea 821 797 500 380 60.9 477
Guinea Bissau 102 70 11 10 10.8 143
Mali 292 216 110 70 377 324
Mauritania 495 593 350 380 70.7 64.1
Mozambique 245 1068 130 730 53.1 68.4
Niger 206 180 170 90 82.5 50.0
Nigeria 11364 24061 3250 6970 28.6 29.0
Senegal 832 1130 400 390 48.1 34.5
Sierra Leone 7 140 4 130 57.1 92.9
Somalia 128 108 12 3 9.4 2.8
Sudan 538 2609 200 200 37.2 7.7
Togo 413 416 50 70 12.1 16.8
Uganda 410 532 310 280 75.6 52.6
OIC-SSA 25080 43969 10385 15683 414 35.7
Azerbaijan 607 1907 60 1520 9.9 79.7
Kazakhstan 5404 12927 1090 4280 20.2 33.1
Kyrgyz Rep. 513 582 210 20 40.9 3.4
Tajikistan 597 791 100 240 16.8 30.3
Turkmenistan 506 3449 140 330 2717 9.6
Uzbekistan 2441 1983 540 400 22.1 20.2
OIC-CAR 10068 21639 2140 6790 213 314
Bangladesh 3822 6229 2290 4160 59.9 66.8
Brunei 1979 4422 310 100 15.7 2.3
Guyana 582 594 160 210 275 35.4
Indonesia 48843 60995 11160 11900 22.8 19.5
Iran 12884 30501 4520 7860 35.1 25.8
Iraq 4649 8169 2550 1720 54.9 21.1
Malaysia 73470 104966 13130 18740 17.9 17.9
Pakistan 8433 11929 2680 3570 31.8 29.9
Suriname 436 550 151 200 34.6 36.4
Yemen 1497 3776 100 80 6.7 2.1
Others 156595 232131 37051 48540 23.7 20.9
OIC Total 340113 609025 102143 176093 30.0 28.9

Source: IMF, Direction of Trade Statistics, yeab@002 and March 2005.
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Table 8: Importsof OIC Countriesfrom the EU, 1998 and 2003
Total Imports Importsfrom EU Share of Imports from EU
(Million USD) (Million USD) (%

1998 2003 1998 2003 1998 2003
Albania 795 1846 620 1260 78.0 68.3
Algeria 9834 15385 5840 9030 59.4 58.7
Egypt 16479 21405 8200 7040 49.8 32.9
Jordan 4011 5743 1250 2130 31.2 37.1
Lebanon 7060 7628 3170 3850 44.9 50.5]
Libya 5600 6136 2910 3610 52.0 58.8
Morocco 8427 14200 6660 9230 79.0 65.0
Syria 3895 8515 1730 2510 44.4 29.5
Tunisia 8402 10951 6360 7120 75.7 65.0
Turkey 44731 69637 24090 33390 53.9 47.9)
Mediterranean Area 109234 161446 60830 79170 55.7 49.0
Bahrain 2831 4905 850 1090 30.0 22.2
Kuwait 8617 11410 2360 3530 274 30.9
Oman 5682 6572 1600 1470 28.2 22.4
Qatar 3717 4897 1490 2520 40.1 515
Saudi Arabia 30012 54158 13120 15310 43.7 28.
UAE 24728 59852 9570 18280 38.7 30.5
GCC 75587 141794 28990 42200 384 29.8
Benin 639 1798 470 580 73.6 32.3
Burkina Faso 814 860 280 380 34.4 44.2
Cameroon 1495 1789 1030 1300 68.9 72.7]
Chad 177 347 98 150 55.4 43.2
Cote d’lvoire 2991 3516 1730 1240 57.8 35.3
Gabon 1118 1354 650 900 58.1 66.5
Gambia 329 897 120 410 36.5 45.7
Guinea 775 477 360 320 46.5 67.1
Guinea Bissau 91 127 46 50 50.5 39.4
Mali 1222 1540 370 400 30.3 26.0
Mauritania 610 989 320 470 52.5 47.5
Mozambique 817 1798 180 240 22.0 13.3
Niger 362 494 170 210 47.0 42.5
Nigeria 7582 14936 3140 5760 41.4 38.6
Senegal 1537 2358 980 1230 63.8 52.2)
Sierra Leone 198 593 90 330 45.5 55.6
Somalia 246 420 18 20 7.3 4.8
Sudan 1609 2708 540 760 33.6 28.1
Togo 1088 563 280 510 25.7 90.6
Uganda 860 1372 220 240 25.6 17.5
OIC-SSA 24560 38936 11092 15500 45.2 39.8
Azerbaijan 1076 2887 360 890 335 30.8
Kazakhstan 4257 8409 1430 2340 33.6 27.4
Kyrgyz Rep. 841 712 100 120 11.9 16.9
Tajikistan 711 881 50 70 7.0 7.9
Turkmenistan 966 2511 180 390 18.6 155
Uzbekistan 3055 2482 660 510 21.6 20.5
OIC-CAR 10906 17882 2780 4320 255 242
Bangladesh 7370 9672 630 790 8.5 8.2
Brunei 2353 1341 690 510 29.3 38.0
Guyana 554 573 80 140 14.4 24.4
Indonesia 27337 32544 4580 4750 16.8 14.9
Iran 131158 30603 4890 11350 3.7 37.1
Iraq 1431 4868 560 1070 39.1 22.0
Malaysia 58319 82726 1490 9640 2.6 11.4
Pakistan 9308 13049 1730 2560 18.6 19.9
Suriname 552 669 168 190 304 28.4
Yemen 2167 4402 740 760 34.1 17.3
Others 240549 180447 15558 31760 64.7 17.6
OIC Total 509956 618337 141434 213770 27.7 33.0

Source: IMF, Direction

of Trade Statistics, yeab@602 and March 2005.
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Table 9: Euro/USD Exchange Rate

30/12/2005 1.1797
23/12/2005 1.1859
16/12/2005 1.1983
9/12/2005 1.1785
2/12/2005 1.1697
25/11/2005 1.1763
18/11/2005 1.1679
11/11/2005 1.1697
4/11/2005 1.1933
28/10/2005 1.2138
21/10/2005 1.2012
14/10/2005 1.1999
7/10/2005 1.2144
30/9/2005 1.2042
23/9/2005 1.2118
16/9/2005 1.2243
9/9/2005 1.2415
2/9/2005 1.2541
26/8/2005 1.2307
19/8/2005 1.2183
12/8/2005 1.2457
5/8/2005 1.2386
29/7/2005 1.2093
22/7/2005 1.2143
15/7/2005 1.2073
8/7/2005 1.1904
1/7/2005 1.2087
24/6/2005 1.2082
17/6/2005 1.2177
10/6/2005 1.2229
3/6/2005 1.2289
27/5/2005 1.2551
20/5/2005 1.2607
13/5/2005 1.2635
6/5/2005 1.2947
29/4/2005 1.2957
22/4/2005 1.3077
15/4/2005 1.2868

Source: European Central Bank
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Table 10: Unemployment Ratesin the EU-15 and CEECs, 2003

EU-15

Austria 7.0
Belgium 12.3
Denmark 6.2
Finland 9.0
France 9.7
Germany 11.2
Greece -
Ireland 4.6
Italy 8.7
Luxembourg 3.8
The Netherlands 34
Portugal 6.3
Spain 11.3
Sweden 4.9
UK 3.1
CEECs

Bulgaria 13.7
Czech Republic 10.3
Estonia 5.3
Hungary 8.4
Latvia 8.6
Lithuania 9.8
Poland 18.0
Romania 7.2
Slovakia 15.2
Slovenia 11.2

Source: http://laborsta.ilo.org/cgi-bin/brokerv8ex



Table 11: Foreign Direct Investment Inflowsto the OIC Countries

Enlargement of the European Union

(Million USD)
1999 2000 2001 2002 2003 2004

Albania 41 143 207 135 178 426
Algeria 507 438 1196 1065 634 882
Egypt 1065 1235 510 647 237 1253
Jordan 158 787 100 64 424 620
Lebanon 25( 298 249 257 358 288
Libya -128 -142 -101 145 143 131
Morocco 850 215 2825 481 2314 853
Palestine 18 62 20 -5

Syria 263 270 110 1030 1084 1,206
Tunisia 368 779 486 821 584 639
Turkey 783 982 3266 1063 1753 2733
I'X' regte”a“ea” 4346 5067 8868 5703 7709 9031
Bahrain 454 364 81 217 517 865
Kuwait 72 16 -147 7 -67 -20
Oman 39 16 83 26 528 -18
Qatar 113 252 296 624 625 679
Saudi Arabia -78 -1884 20 453 778 1867
UAE -985 -515 1184 1307 30 840
GCC -1087 -1751 1517 2634 2411 4213
Benin 38 56 41 14 45 60
Burkina Faso g 23 8 15 29 35
Cameroon 4( 31 75 176 215

Chad 25 116 453 924 713 478
Comoros B - 1 - 1 2
Cote d'lvoire 324 235 273 213 165 360
Djibouti 4 3 3 4 11 33
Gabon -208 -43 -88 30 206 323
Gambia 49 44 35 43 25 60
Guinea 63 10 2 30 79 100
Guinea Bissau ) 1 1 4 4 5
Mali 1 78 104 102 132 180
Mauritania 1] 40 92 118 214 300
Mozambique 382 139 255 348 337 132
Niger - 9 26 2 11 20
Nigeria 1005 930 1104 2040 2171 2127
Senegal 142 62 39 78 52 70
Sierra Leone [ 5 2 2 3 5
Somalia -1 - - - 1 9
Sudan 371 392 574 713 1349 1511
Togo 29 41 71 53 34 60
Uganda 222 275 229 203 211 237
Ol C-SSA 2513 2447 3300 5112 6008 6107
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Table 11: Foreign Direct Investment Inflowsto the OIC Countries
(Million USD) (continued)

1999 2000 2001 2002 2003 2004
Azerbaijan 510 130 227 1392 3285 4769
Kazakhstan 1472 1283 2835 2590 2068 4269
Kyrgyz Rep. 44 -2 5 5 46 77
Tajikistan 21 24 9 36 32 272
Turkmenistan 125% 126 170 100 100 150
Uzbekistan 121 75 83 65 70 140
OIC-CAR 2293 1636 3329 4188 5601 9677
Afghanistan g - 1 1 2 1
Bangladesh 18D 280 79 52 268 460
Brunei 748 549 526 1035 2009 103
Guyana 48 67 56 44 26 48
Indonesia -1866 -4550 -2977 145 -597 1023
Iran 35 39 55 548 482 500
Irag -7 -3 -6 -2 5 300
Malaysia 3895 3788 554 3203 2473 4624
Maldives 12 13 12 12 14 13
Pakistan 53( 305 385 823 534 952
Suriname -24 -97 -27 -74 -92 60
Yemen -308 6 136 102 -89 -21
Others 3249 397 -1206 5889 5035 8063
OIC Total 11314 7796 15808 23526 26764 37091

Source UNCTAD, World Investment Report, 2005.



