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Introduction 

 

The current brief paper discusses selected results of the Eastern enlargement of the 

European Union from a structural economic perspective and addresses particularly  

• whether the periphery has been integrated into the centre,  

• whether transition economies have been able to adapt and compete in a wider 

Europe,  

• whether a closer European market adds to political and societal integration of the 

EU and  

• if unexpected challenges have occurred and what the future outlook will be.  

 

The paper tries to answer these questions posed by the convenors by highlighting 

the following at least in parts still controversial questions with respect to the current 

status of the CEECs (Central and Eastern European – CEE –  countries) in the EU.  

• What were the main expected economic challenges and adjustment problems and 

how have the new member states and the (former) EU-15 coped with these 

challenges and adapted to them?  

• How can we evaluate the record of the CEECs’ development model and its 

future?  

• When trying to classify the CEECs with respect to models of market economies, 

do we still find considerable differences with respect to the old Member States 

and if so, what could lead to improvements of societal integration? 

 

 

Main Economic Policy Challenges and how the regions coped with them 

 

Starting with the former EU-15 region in Western Europe, the “poor areas next door 

often appear as both threat and opportunity” (Jacoby 2010, 416). The main fears in 
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several of the core continental European countries have probably been a massive 

inflow of migration from the CEECs that increase already existing labour market and 

welfare state problems as well as the emergence of countries that may hurt the 

“international competitiveness” of the old member states. However, convincing 

empirical analyses appears to show that hardly any evidence exists that the post-

enlargement labour migrants did displace native workers or lower their wages from 

the perspective of the economy as a whole. They seem to be also no more 

dependent on welfare state expenditures.  It may be expected that, on the whole, the 

welfare gains are positive for most countries concerned even when taking into 

account potential brain drain problems of the origin countries as this is probably 

outweighed by the positive effects of brain circulation between EU member states 

(e.g. improving demographic problems and helping to fill gaps in skilled workers in 

the richer EU countries; remittances of migrants to their home countries). At least 

during “normal” times the lesson appears to be clear: “free migration is a solution 

rather than a foe for labor market woes and cash-strepped social security systems in 

the EU” (Kahanec/Zimmermann 2009). A closer look demonstrates, however, that the 

EU Commission had faced pressure to limit entry of workers from CEE states for up 

to seven years after membership, of which all members of the EU-15 took advantage 

of apart from Ireland, Sweden and the United Kingdom. In other words, even if 

perhaps at least economically shortsighted, the EU-15 countries were not all 

responding in the same way as both threats and opportunities differed from a 

national political point of view depending on their specific institutional and cyclical 

background. The same appears to be true for the evaluation of CEECs as new 

markets and new investment opportunities (see for details Jacoby 2010, 422).  

 

The export success of, for example, the CEECs Poland, Hungary, Slovakia and the 

Czech Republic have occasionally been regarded as a major threat to high income 

industrialized countries like Germany. According to the Cologne Institute for 

Economic Research (IW 2009, 2), however, this view has to be qualified to a large 

extent. “First, imports of CEE countries have also increased rapidly so that German 

exports to the region have risen manifold since 1995. Second, most of the literature 

has so far failed to analyze to which degree the rise in CEE exports has resulted from 

a workbench-strategy. Fact is that in the course of massive offshoring the four 

countries have been integrated in the production networks of companies from 
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industrialized countries. In fact, the bulk of increases in export and production of the 

CEE countries is accounted for by increases in imported inputs. Nevertheless, value 

added of higher technology goods and R&D expenditure have risen considerably in 

Hungary and the Czech Republic and, to a lesser degree, in Poland and Slovakia. 

Despite this increase the share of the CEE in the value added of all OECD countries 

remains very small compared to Germany’s share.”  

 

Such results demonstrate that the division of labour resulting from the current wave 

of globalisation and Europeanisation appears to support particularly some of the old 

EU member states if they adapt consistently to the new challenges by directing 

foreign investment into emerging economies as the CEECs and by establishing, for 

example, joint ventures. Moreover, this is true if the established EU members 

succeed in establishing structures in which they control most of the highest value 

added parts of the product cycle that is vertical intra-industry trade as appeared to be 

the case in the Visegrad countries vis-à-vis the EU-15 at least at the end of the 1990s 

when they specialised in areas of standard goods of labour- and scale intensive 

production (see Jacoby 2010, 424). “These mechanisms are allowing the West to 

move out of activities producing lower value-added and up the value-added chain, 

thereby enhancing productivity. Protectionism and regulation to resist these 

pressures are not supportive policies and would probably be very costly in both the 

East and the West over the longer run” (Blundell-Wignall 2009). The southern parts 

of the EU-15 felt, however, much more pressure as a result of the increased 

competition of business locations to attract sustainable foreign direct investments. As 

their “national business models” accepted often longer term current account deficits 

without checking sufficiently the sustainable productivity of investments, their strategy 

backfires now in stormier times and has led to the need to re-write the rules of the 

Euro within the last weeks.  

 

Analysing now important factors that were responsible for economic success and the 

lack of it in the post-socialist transition one should differentiate between, firstly, the 

basic set of liberalising reforms which launched the transition in most CEECs but 

fewer countries of the former Soviet Union and, secondly, the institution building 

aspects of the transition. “By far the greatest success has been attained by the states 

that joined the European Union in 2004, followed by the countries of Southeastern 
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Europe. The former Soviet countries can generally be considered as transition 

failures (at least until quite recently)” (Woodwart 2009, 224).  Particularly during the 

latter process of creating growth- and employment-enhancing framework conditions 

for the business environment the more successful countries demonstrated their 

distinction against the less successful ones. Again according to Woodward, evidence 

appears to demonstrate  

 

“the importance of regulation protecting the rights of shareholders, a legal system 
that effectively and efficiently enforces contracts and property rights, and public 
officials whose operations are free from corruption. It seems clear that achievements 
in these areas are among the factors that differentiate the new EU member states 
from the CIS countries in terms of transition success” (Woodward 2009, 235). 
 

An important albeit especially in typical mainstream economic analysis often 

neglected reason for these differences may be cultural, institutional and historical 

differences in starting and framework conditions as “patterns of thought as an integral 

part of informal institutions change more slowly than formal institutions” (Zweynert 

2006, 183). Furthermore, it has to be born in mind that most of the time the initial 

strategy of transition gradually looses its forming influence since governments 

change time after time leading to differing economic policy programmes” (Quaisser 

2009, 34).  

 

Additionally, an encompassing analysis has to take into account the sustainability of 

growth strategies in bad times such as the current financial crisis. In other words, one 

has to check for potential vulnerabilities “such as high current account deficits, high 

indebtedness, low reserves, or strong credit growth” (Berkman et al. 2010, 30). 

Hence, the development strategy of the CEECs needs to be scrutinised. 

 

 

The Record and the Future of the CEECs’ “Development Model” 

 

Rapid economic growth marked the years prior to the financial crisis which spread 

into the real economy outside the United States particularly since September 2008. 

This was true overall but impressive growth characterised especially the newly 

industrialised countries – above all China – and the CEECs on average. The political 

and economic integration of the CEECs with Western Europe was successful up to 
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2008 (see for details Riley 2010, 22-27, Funk 2009 particularly for the employment 

record). The underlying development strategy gained importance since the 1990s 

with the lowered interest-rate level in the large countries and attracted considerable 

capital inflows which had a positive effect on growth in the CEE region on average. 

Often growth processes were driven by inflows of capital especially in the sector of 

tradable goods. Externally financed growth has side-effects, however, because it 

increases macroeconomic imbalances and may hurt fragile financial sectors since the 

frequency and dimension of crises has become more important since the increased 

liberalisation of capital markets. In the worst case, recurrent crises may lead to a 

flight of volatile capital into the developed capital markets and simultaneously be 

disastrous for the emerging CEECs. As a result of the financial crisis, western 

lenders might significantly reduce their investments in the CEECs also in the medium 

term because of a higher risk aversion which may lead to a reduction of potential 

growth and a slow-down of the convergence process (or catching-up growth) in the 

CEECs. The loan-financed technology import as dominant growth strategy has meant 

that the high growth of the new EU-10 countries was largely dependent on flows of 

foreign investments and credits from western countries. As this financial integration 

has been an important force for long-term growth in CEECs, it may prove wise to 

avoid unwanted side-effects as much as possible but at the same time one should 

not attempt to reverse financial integration but to mitigate its risks (see Berglöf 2010). 

 

 

Still “Mixed Regimes” of Welfare and Employment in the CEE Region 

 

In the literature, the CEECs’ employment related systems are often regarded as in an 

“embryonic” state also after two decades of transition. With due caution it appears 

that most CEECs exhibit a combination of the ideal types “Coordinated Market 

Economy” (CME) and “Liberal Market Economy” (LME) in Hall and Soskice’s (2001) 

theoretical sketch of Varieties of Capitalism (VOC). The bi-polar VOC approach 

demonstrates the characteristic contrasts between both ideal typical systems (see for 

a short overview Funk 2010).  

 

In LMEs, capital is supplied by anonymous capital markets and the labour market is 

hardly regulated.  
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“It can be assumed that in such a system the incentives for workers to invest in firm-
specific skills are rather low. However, the institutional setting enables financial 
capital and human capital to flow quickly to new and innovative products, i.e. the 
setting fosters radical innovation. Yet, in the ideal type of a LME the instititutional 
setting seems less suited for long-term efforts to improve products” (Esser/Egbert 
2010, 6).  
 
In contrast, the CME’s environment sets rather different incentives which is ideally 

characterised by more strictly regulated labour contracts, a capital market which 

supplies “patient capital” e.g. by family-run businesses and a banking system with 

comparatively close ties with comparatively close ties between companies and banks 

as well as  a corporate governance system of long-term network relations. Such an 

environment appears to be conducive to  

 

“minor steps of innovation [which] need a reliable environment, specific skills, and 
social networks which evolve over an extended time span and depend on mutual 
trust. In such long-term arrangements the accumulation of individual know-how is 
likely to be rewarded” (Esser/Egbert 2010, 6). 
 

With respect to economic superiority, according to the proponents of VOC neither the 

real types of LME nor of CME are always ahead: “a CME may be as efficient as a 

LME” (Esser/Egbert 2010, 6).  

 

Regarding the assignment of the CEECs, their majority appears to be nearer to the 

LME’s industrial relation systems while their welfare states have often contained 

certain status-oriented elements and labour market protection legislations that mirror 

more closely the CME model. Slovenia seems to be a certain outlier which is overall 

closer to a CME.  Amending the original VOC, it may be argued that “mid-spectrum” 

mixed market economies often still have ample room to manoeuvre to improve 

efficiency and, hence, national economic performance by establishing a superior 

complementary institutional mix. Hancké et al. (2007) and Hancké (2010) describe 

these economies comprising most of the CEE region as “Emerging Market 

Economies” at present.  

 

In other words, the CEE region is still to some extent “muddling through” to improve 

the existing elements of the currently mixed market economies within the CEE 

region. An even worse interpretation may be “that behind broadly liberal policy 
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regimes very different economic structures are still being reproduced” (see Jacoby 

2010, 428).  Up until now the CEE region is to some extent a lagging periphery which 

has not been entirely integrated into the centre due to, amongst other things, its past 

dependence on foreign investment that appears currently still weak and dependence 

on a narrow range of manufactured exports. Put differently, the CEECs depend also 

nowadays in many cases on its locomotive Western Europe which is potentially only 

recovering sluggishly due to the remaining risks from fiscal burdens and state 

guarantees to support the euro (see Wagstyl 2010). Painting a more differentiated 

picture, however, shows that the CEE nations’ performance varied during the crisis 

with, for example on the one hand, Poland being attractive because of its economic 

resilience and large domestic market which reduced its reliance on exports to the EU. 

On the other hand, particularly Romania and Bulgaria appear to be lagging behind 

(Buckley 2010).   

 

In order to increase societal and political integration it is often suggested that 

“flexicurity” – combining flexibility with security – provides an answer to the current 

labour market-related problems (e.g. often employment-stifling payroll-contributions 

on labour) in the CEE region. Superficially at least, flexicurity appears to be a very 

popular strategy which is supported also by the European Commission. It combines 

rather generous unemployment benefits and spending on active labour market 

policies with a flexible, employment-friendly labour market thus potentially balancing 

the employers’s needs for flexibility with the workers’ needs for security. 

Nevertheless, flexicurity may prove to be a risky strategy, e.g. due to partly lacking 

preconditions in the CEE region, and if it is not embedded in a broader context of 

structural reforms (see for details of this criticisms Funk 2008 and especially 2009).           

 

Conclusions and Outlook  

 

Up until now the CEE periphery has not been fully integrated into the centre although 

the region was able to catch up fast from 1990 to 2008 (and particularly after entering 

the EU) “in the Baltic countries (from 25% or 30% of Germany’s standard of living to 

50% or 60%); in Hungary (from 40% to 60% of Germany’s standard of living), 

Slovenia (from 60% to 85%), Slovakia (from 45% to 65%), while the catch-up was 

very sluggish in Romania (from 30% to 35%) and Bulgaria (from 30% to 40%)” (Artus 
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2010, 2). Convergence was also very slow in Poland and the Czech Republic. Patrick 

Artus finds as main reasons for these differences particularly small size and 

openness (both factors support speed of integration), high credit growth in some 

countries (especially Baltic states, Hungary and Slovenia) which fuelled in parts 

unsustainable economic growth as well as exchange rate policies which penalise 

countries in which there has been a significant real appreciation compared to the end 

of the 1990s, including Poland, Czech Republic, Romania and Bulgaria. 

   

The region’s main development model based on borrowing externally and thereby 

running large current account deficits for a considerable period of time (see 

Shelburne 2009) has been tested unexpectedly but severely by the financial crisis 

that originated in the United States.  Whether the CEE transition economies will be 

able to adapt and compete in a wider Europe and thereby achieve societal 

integration despite of the (partial) breakdown of its original development model and 

the sharpest declines among developed economies and the EU in economic activity 

in the Baltic states, where output dropped by 14 per cent in the last recession (ILO 

2010, 38), will, above all, depend on the CEECs’ ability to address effectively the 

vulnerabilities and imbalances that were unmasked during the financial crisis. 

Thomas Mirow, the President of the European Bank for Reconstruction Development 

made recently clear that the region  

 
“demonstrated remarkable strengths:  
 

• The resilience to deal with enormous adjustment burdens without large-scale 
social and political upheaval.  

• The readiness to seek joint solutions with the involvement of the international 
community and to stick to agreements rigorously.  

• The determination to see the crisis as an opportunity - for instance, to use it as 
a driver for the implementation of (often overdue) steps towards diversification 
and modernisation.  

• Finally, the level of integration achieved by Emerging Europe in the last 20 
years. This has anchored the region into wider Europe, institutionally and in 
the minds of investors. Emerging Europe is not a destination for “hot money”, 
but regarded as a long term investment for mutual benefit” (Mirow 2010b). 

 

He made also clear that despite of a protracted and volatile recovery because the key 

drivers of pre-crisis growth (foreign direct investment, household consumption) 

remain subdued (see, for example, Mußler 2010) and the increased competition for 

much scarcer sources of financing, progress will be possible “because the growth 
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potential in the region remains much higher than in the advanced economies of the 

West. The countries still have enormous needs, ranging from infrastructure 

investments to pent-up consumer demand” (Mirow 2010b). In other words, the 

original development strategy adopted is by no means entirely dead; it needs to be 

strengthened, however, to avoid the pitfalls that were detected as a result of the 

disastrous financial crisis.  

 

In order to grasp the still existing opportunities, the CEECs will have, firstly, to 

prevent a return of imbalances such as the mismatch between external and domestic 

sources of financing. One big threat would be the current eurozone’s crisis initiated 

by Greece’s debt problems escalating into broader instability in the European 

banking systems and economies leading to contagion of Eastern Europe. By now, 

however, such effects could not be detected according to the President of the 

European Bank for Reconstruction and Development EBRD (see Mirow 2010a). 

Secondly, there is a need to address bottlenecks to long-term competitive success. 

Thirdly, a greater emphasis is needed on investments in the corporate sector with a 

view to further diversification of economies (Mirow 2010b; see also Berkmen et al. 

2010 and Canales-Kriljenko 2010). Moves towards a greater coherence of the 

development model may also help to decrease the CEECs’ dependency of the EU-

15. This may also help to upgrade further towards horizontal intra-industry trade 

which in contrast to vertical intra-industry trade is characterised by peer-to-peer 

trading regimes of differentiated products that have roughly equivalent value-added 

(see Jacoby 2010, 424). To summarise,  

 

“all those who have to bear responsibilities as policymakers these days have to try to 
strike the right balance between a reasonable perspective of cutting back budget 
deficits and simultaneously not strangling economic growth. For the CEE region a 
clear lesson from the crisis is that these countries should not go into the areas of 
state indebtedness which unfortunately have been reached by some member 
countries of Western countries. Countries in Western Europe with strong surpluses in 
their current account and which are successful in their exports should not artificially 
reduce their competitiveness because they are badly needed. Instead, the task is 
catching-up of countries with low productivity by reducing the edge of stronger 
countries” (Mirow 2010a).     
 

Finally, all this makes clear  
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“that transition to a market economy is about much more than building markets and 
shifting economic responsibilities from the state to the private sector. … The crisis 
has brought home the importance of market-supporting policy institutions and 
policies, particularly in the financial sector. This does not necessarily mean more 
regulation, but it certainly means better regulation, focused on improving incentives   
(Berglöf 2009. vii).  
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