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Abstract. The article estimates the static effects of a customs union in agri-food trade of the new Member States
of the European Union. It was proved that in all the countries of Central and Eastern Europe which are members
of the Community the acceptance of Community acquis in trade policy resulted in both the effect of trade
creation and trade diversion, where the former was stronger.

Introduction
Two main streams can be distinguished in foreign economic policy: free trade policy and

protectionism policy. The principle of free trade was formulated in the second half of the 18th
century by classical economists � Smith and Ricardo � as a result of criticism of mercantilism,
which advocated state interventionism in economy and gaining positive trade balance1 [Misala
2005]. The pure free trade policy consists in the state refraining from making any barriers limiting
access of foreign goods and enterprises to the domestic market and abandoning the measures
supporting its own export [Rymarczyk 2006]. The rightness of the concept of economic liberalism,
which was developing successfully in England and France, was challenged by the Great Depres-
sion in the late 1920�s and early 1930s. Keynes opposed the rules of economic freedom and
advocated protectionism. In �The General Theory of Employment, Interest and Money�, which
was first published in 1936, he questioned the fundamentals of the free trade theory, especially
those concerning the automatic elimination of distortions in market economy. In his opinion, the
free market economy can not spontaneously guarantee full employment and complete use of the
other factors of production. The state should play a decisive role in the process of economic
stabilisation. According to Keynes, a country may benefit from the development of international
specialisation only if factors of production are fully used. If this condition is not met, the state is
responsible for macroeconomic regulation in order to achieve economic equilibrium [Keynes 1936].

Keynes� concepts and the supporters and continuers of his thoughts2 exerted significant influ-
ence on the economic policy in numerous countries of Western Europe and the United States.

1 Balance of payments was a mainstream idea of the mercantile doctrine. As early as 1616 Bacon publicised the
opinion that �the foundation of profitable trade is a higher value of export of domestic commodities than
that of import of foreign goods, which should increase the stocks (precious metals, money) of the Kingdom�
[Spiegel 1983]. Mun [1959] shared that opinion and he thought that the England�s treasure was gained by
foreign trade. In order to achieve a good result of balance of trade the government should regulate foreign
trade by encouraging the import of cheap raw materials and export of manufactured goods, imposing duty on
imported manufactured goods and taking other measures to increase the population and keep wages low and
competitive [Landreth, Colander 1994].

2 The best known representatives of keynesism in the United States include Weintraub and Davidson, and in
Europe � Kalecki, Robinson, Eatwell and Sraff. For more on post-Keynesian economics see Landreth and
Colander [1994] and Hunt [2002].
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Only in the late 1960�s and early 1970�s the popularity of Keynesism began to decrease in favour of
the renaissance of neoliberal ideas3. The revival of laissez-faire and beginning of neoliberal trend
should above all be attributed to von Hayek, related with the tradition of the Austrian School, and
Friedman, a leading representative of monetarism. The core of modern main-stream economics,
which refers to the neoclassical tradition and is against the state�s interference with the economic
life, is also based on new classical macroeconomics, which emerged from the rational expectations
hypothesis, real business cycle theory and supply-side economics [Spiegel 1983, Landreth, Co-
lander 2005].

We can say that in contemporary economics the liberal trend prevails, which promotes the idea
of freedom in economic, social and political life, but does not oppose the state�s complete interfe-
rence with economy. The modern free trade theory makes a direct reference to the concept of
classical economics, according to which free trade gives a possibility to avoid protectionism-
related loss in economic effectiveness. In this approach international trade should not be limited
either by any tariff or non-tariff barriers or by tools of macroeconomic policy, which should be
shaped by free market. For this reason it is important to reduce customs protection in world trade,
including the agri-food sector, which leads to significant transformations in the foreign trade
structure. One of the forms of trade liberalisation is a customs union, which consists in lifting all
tariff or non-tariff barriers in trade between the member states and adopting uniform customs
policy towards third countries [Nowak 2006]. The aim of this article is to estimate the static effects
of a customs union in agri-food trade of the new Member States of the European Union.

Material and methods
The research used statistical data from the ComExt base, which is part of the resources of the

Statistical Office of the European Communities (Eurostat). The analysis comprised foreign trade in
agri-food products, classified as group 0 in the Standard International Trade Classification, in the
twelve new Member States of the European Union. Due to the limited volume of the study the
analysis concentrated on the years directly preceding the accession of those countries to the
Community and the first years following the integration with the European Union when the effects
of trade creation and diversion could be fully observed without the interfering influence of other
factors. The method of descriptive analysis supported with tabular data presentation was used.

The static effects of a customs union � theoretical aspects
The customs union theory was developed by Viner [1950]. He proved the fact that on the one

hand the customs union aims at trade liberalisation on the common market and in consequence, at
intensification of economic cooperation and trade between the member states. On the other hand,
it means protectionism towards the countries which are not members of the union and weakening
of economic relations, including limitation of trade streams. Depending on the prevalence of either
tendency we can speak of beneficial or injurious effects of the customs union from the point of
view of prosperity of the countries in question and the rest of the world.

The economic effects of preferential trade can be described with the terms of trade creation and
trade diversion [Viner 1950]. Trade creation is expressed by an increase in the volume of reciprocal
turnover in the countries which formed a customs union. New trade streams are formed on the basis
of specialisation in an integrated area, which is more effective and in agreement with the distribution
of comparative advantages. This is due to the fact that the less effective (more expensive) domestic
production is replaced by cheaper import from a partner country, which may increase its specialisa-
tion and broaden the scale of export as a result of lifting customs duties. Before the abolishment of
protection each country met the demand of the home market with its own production, because
imported goods were more expensive as duty was charged on them. The abandonment of duties
made domestic production unprofitable due to the possibility of relatively cheaper import [El-Agraa

3 It must be stressed that although before World War II and shortly afterwards liberalism was overshadowed by
keynesism, the liberal theory was not abandoned. In the 1930�s the ideas of ordoliberalism, i.e. ordered
economic freedom, were formed. Ordoliberalism combined the fundamental rules of liberalism in economy
and opposition to the state�s intervention in the economic life with the belief that the state�s active role is
necessary to ensure that all entities respect the rules of social and economic life [Ratajczak 2008]. The
theoretical development of ordoliberalism is chiefly associated with Eucken and Rõpke, but Bõhm, Gros-
smann-Dõrth, von Hayek and Rûstow also promoted their ordoliberal views.
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Jones 1981, Zieliñska-G³êbocka 1998, Bijak-Kaszuba 2003, Bo¿yk 2008]. The trade creation effect is
accompanied by the production effect and consumption effect. The former consists in replacing
expensive domestic production with cheaper import from a partner country and increasing the effec-
tiveness of allocation of resources in the entire territory subject to preferences. In a less effective
country this results in liberation of resources from anti-import production and their better use in other
branches of production. The latter effect can be defined as an increase in the total consumption of
the product in consequence of domestic price dropping to the price level of the customs union. This
results in increased effective demand and consumers� well-being [Zieliñska-G³êbocka 1998].

Trade diversion is a phenomenon induced by a relative change in prices and the resulting
process of substitution. Cheaper import from more effective countries outside the customs union is
replaced by import from less effective and more expensive suppliers from a partner country, which is
treated preferentially. This is reflected by an increased share of the countries which limit customs
protection against one another in their global trade at the expense of the share of the countries which
were not subject to such limitations. Thus, what underlies changes in the geographical structure of
trade in member states of a customs union is diversification of the scale of difficulty of access to the
market [El-Agraa, Jones 1981, Zieliñska-G³êbocka 1998, Bijak-Kaszuba 2003, Bo¿yk 2008].

When analysing preferential trade only from the point of view of production Viner [1950]
thought the creation effect to be beneficial, as it identified reallocation of production from a more
expensive to a cheaper member state of the customs union. On the other hand, he regarded the
diversion effect as injurious, which illustrated reallocation of production from a cheaper third
country to a more expensive member state. Meade [1955], Gehrels [1956-1957] and Lipsey [1957]
undermined the exclusively negative evaluation of the trade diversion effect by introduction of the
problem of consumption effect into the customs union theory. As results from their deliberations,
the influence of the diversion effect on the prosperity of the member states of a customs union is
the resultant of two contradictory tendencies. On the one hand, replacement of a cheaper source
of supply with a more expensive one results in reduced prosperity but on the other hand it results
in improved structure of consumption, which contributes to increased prosperity. Lipsey [1957]
proved that membership in a customs union where only the trade diversion effect takes place may
increase prosperity of the country experiencing import diversion due to improved structure of
consumption. Furthermore, at least in theory, the improvement may not be accompanied by dete-
rioration of the situation either in a partner country or any other country in the world.

Depending on the fact which of the effects is stronger � creation or diversion, establishment of
a customs union may determine trade expansion or limitation4. If the customs preferences granted
reciprocally chiefly create trade but do not divert it, the global trade volume increases as a result of
higher demand, lower prices and emergence of new trade opportunities in the member states of the
union and outside. The effect is trade expansion. On the other hand, trade limitation occurs when
the customs union chiefly diverts trade but the creation effect does not occur or is very limited,
which results in reduced volume of global turnover [Zieliñska-G³êbocka 1998].

The effects of trade creation and diversion in agri-food trade
of the new Member States of the European Union

Joining the Single European Market and adopting the rules of Common Commercial Policy of
the European Union resulted in a clear revival of trade in the agri-food sector in new Member
States of the European Union. The implementation of the Community acquis in trade policy resul-
ted in the trade creation effect, which was observed in all the countries acceding to the Community.
In the Central and Eastern European countries, which acceded to the European Union structures
in 2004, both the value of export and import of agri-food products increased by nearly 25% in
comparison with 2003 (Tab. 1). The value of export reached 11.1 billion euros (Tab. 2) and the value

4 Several factors decide which of the effects is stronger. Above all they are [Viner 1950, Makower, Morton
1953, Lipsey 1960, Balassa 1961, Winters 1991, Zieliñska-G³êbocka 1998, Bijak-Kaszuba 2003]: the initial
structure of economies participating in preferential trade; the scale of differences in costs of production of
goods made before the establishment of a preferential area; the level of duties applied before establishment of
the customs union both in trade between the member states of the union and in trade with third countries; the
level of duties applied in trade relations with third countries after establishment of the customs union; the size
of the market subject to the zone of customs preferences; geographical and cultural distance and the costs of
transport between the member states of the customs union and the supply elasticity in the member states of
the customs union.



179THE STATIC EFFECTS OF CUSTOMS UNION IN AGRI-FOOD...

raeytsrifehtniUEehtfosetatSrebmeMwennistcudorpdoof-irganiedartfoscimanydehT.1elbaT
)001=60022-UErofdna001=300201-UErof(ytinummoCehtotnoisseccafo

hcikswokno³zchcajarkhcywonwimyzcwy¿ops-onlorimatkudorphcywoldnahwótorboakimanyD.1alebaT
EUzijcargetniukormyzswreipiytonlópsWodijseckaukormyzswreipwEU

/seirtnuoC ejarK /tropxelatoT
tropskE

me³ógo

UE-artnI
/tropxe
tropskE
-zrt¹nwew
ywotonlópsw

UE-artxE
/tropxe

odtropskE
wójark
hcicezrt

/tropmilatoT
tropmI

me³ógo

UE-artnI
/tropmi
tropmI

-zrt¹nwew
ywotonlópsw

UE-artxE
/tropmi
ztropmI

wójark
hcicezrt

/surpyC YC 1.521 2.911 2.241 6.911 5.041 9.58

/cilbupeRhcezC ZC 3.131 2.731 0.301 0.321 0.931 0.47

/ainotsE EE 9.211 1.321 3.98 9.011 6.021 9.08

/yragnuH UH 1.801 9.211 8.59 6.631 0.461 8.77

/aivtaL VL 1.221 3.541 8.98 9.411 4.711 9.101

/ainauhtiL TL 5.521 4.651 5.68 4.321 1.051 3.87

/atlaM TM 2.411 4.611 7.311 3.111 5.321 4.57

/dnaloP LP 7.921 3.041 4.501 9.321 2.441 4.19

/aikavolS KS 8.931 1.841 4.19 1.631 6.741 5.78

/ainevolS IS 6.011 7.831 8.79 6.611 9.721 9.78

/01-UE 01-EU 2.321 1.331 9.99 3.421 7.141 6.48

/airagluB GB 1.011 2.521 8.58 6.731 6.102 6.86

/ainamoR OR 1.711 8.131 6.68 2.541 5.391 3.38

/2-UE 2-EU 3.311 3.821 1.68 1.341 6.591 9.87

1102esabataDtxEmoCnodesabydutsnwo:ecruoS
1102esabataDtxEmoCeiwatsdopanensa³weinawocarpo:o³dór�

gnidecerpraeyehtniUEehtfosetatSrebmeMwenmorfstcudorpdoof-irgafotropxeehT.2elbaT
UEehthtiwnoitargetnigniwollofraeytsrifehtnidnaytinummoCehtotnoissecca

T tropskE.2aleba wó³ukytra hcywonzhcyzcwy¿ops-onlor wójark c¹jazdezrpopukorwEUhcikswokno³zc my
êjsecka ytonlópsWod i EUzijcargetniukormyzswreipw

/seirtnuoC
ejarK

/]RUE.suoht[tropxE ]orue.syt[tropskE
3002 4002

/latot
me³ógo

/UE-artni
-zrt¹nwew
ywotonlópsw

/UE-artxe
wójarkod

hcicezrt

/latot
me³ógo

/UE-artni
-zrt¹nwew
ywotonlópsw

/UE-artxe
wójarkod

hcicezrt
/surpyC CY 5.165321 1.27919 4.98513 4.465451 1.056901 3.41944

/cilbupeRhcezC ZC 7.0882411 6.908549 0.170791 0.3230051 2.0437921 8.289202
/ainotsE EE 5.779052 6.263571 9.41657 4.574382 1.919512 3.65576
/yragnuH UH 5.2697532 8.5868861 7.672966 8.9008452 9.2007091 9.600146

/aivtaL LV 4.515171 2.63799 1.97717 3.634902 4.369441 9.27446
/ainauhtiL TL 5.913206 5.618533 0.305662 7.768557 3.412525 3.356032

/atlaM MT 9.64897 1.26521 8.48276 3.46119 9.72641 3.63567
/dnaloP LP 1.9865063 9.8340152 3.0525901 2.6165764 7.7361253 6.8793511

/aikavolS KS 2.969464 7.305693 5.56486 2.408946 7.922785 5.47526
ainevolS IS/ 8.430242 8.98957 0.540661 8.287762 8.383501 0.993261
/01-UE 01-EU 0.7571409 3.7782336 7.9788072 1.44063111 2.9698248 9.4707072
/airagluB *GB 8.483586 9.194224 9.298262 4.646457 7.390925 7.255522
/ainamoR *OR 2.210365 5.819973 7.390381 5.612956 2.727005 3.984851

/2-UE 2-EU 0.7938421 4.014208 6.689544 8.2683141 8.0289201 0.240483
/ylevitcepser7002dna6002sraeyehtrofatadainamoRdnaairagluBni* oindeiwopdoenadiirag³uBiiinumuRald

za tal a 7002i6002
1.batees:ecruoS

1.batwkaj:o³dór�



180 Karolina Pawlak

of import was 11.3 billion euros (Tab. 3). The most dynamic increase in income from the foreign
sales of agri-food products, which reached nearly 40%, was observed in Slovakia (650 million
euros in 2004). Also, during the first year of integration with the European Union in the Czech
Republic and Poland the value of export was about 30% higher than in the year preceding inclu-
sion into the customs union, i.e. 1.5 billion euros and 4.7 billion euros respectively. The highest
rate of increase in import was observed in Hungary and Slovakia, where in 2003 and 2004 the import
expenses increased by more than 36%, i.e. up to 1.6 billion euros and 968 million euros respectively
and in Poland, Lithuania and the Czech Republic, where in 2004 the import exceeded by nearly 25%
the value of expenses on food purchased abroad in 2003. In the year of accession to the Commu-
nity Poland and the Czech Republic were the biggest importers of agri-food products in Central
and Eastern Europe. In 2004 the value of import of agri-food products in those countries reached
3.5 billion euros and 2.3 billion euros respectively, whereas in Lithuania it was 647 million euros. In
2003 and 2004 in the other EU-10 countries the value of export in the agri-food sector increased by
about 8-26% and import � by about 11-20%.

Also, during the first year of membership in the EU the values of export income increased in
Bulgaria and Romania by more than 10 and 17 per cent respectively. Besides, the accession of
those countries to the Community was accompanied by a more dynamic increase in the import
value than in the EU-10 countries. After the increase in import expenses by 45%, i.e. from 1.8 billion
euros in 2006 to 2.7 billion euros in 2007, Romania became the third largest importer of agri-food
products among the new Member States of the Community, following Poland and the Czech
Republic and preceding Hungary [ComExt Database 2011]. In 2006 and 2007 in Bulgaria the import
increased by nearly 38%.

The increase in the total value of trade in agri-food products in the countries subject to
analysis resulted mainly from the intensification of commercial relations with the other countries of
the Community at the expense of trade with the countries outside the Community. In the first year
after accession to the EU the highest increase in the intra-EU export was observed in Lithuania �
more than 55%, followed by Slovakia � 48%, Latvia � 45%, Poland � 40% and the Czech Republic �
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37% (Tab. 1). This resulted in the latter two countries taking the first (3.5 billion euros) and third (1.3
billion euros) place respectively among the EU-12 countries for the highest value of export to the
other countries of the Community. As far as the EU-10 countries are concerned, in comparison with
2003 the intra-EU export increased by one-third in 2004, reaching the value of 8.4 billion euros. As far
as Romania and Bulgaria are concerned, the export increased by about 28%, reaching the level of 1.0
billion euros (Tab. 2). At the same time most of the new Member States of the EU recorded worse
export relations with the countries outside the customs union. Except for Cyprus, Malta, Poland and
the Czech Republic the value of export of agri-food products from the EU-12 countries to third
countries decreased, ranging between 2% (Slovenia) and 14% (Bulgaria) (Tab. 3).

The acceptance of the rules of Single European Market and Common Commercial Policy of the
EU by the countries from Central and Eastern Europe also resulted in a considerable increase in the
value of import of agri-food products from the other Member States of the Community and in a
simultaneous smaller intensity of import relations with the countries outside the Community. In
comparison with the year preceding accession in the first year of membership in the EU structures the
import expenses of the EU-10 countries on food purchased within the Community increased by more
than 40% and reached the value of 9.0 billion euros (Tabl. 1 and 3). The highest increase in the value
of intra-EU import was observed in Hungary, where it grew by 65%, exceeding 1.3 billion euros in
2004. The import rate increased by 50% in Lithuania, whereas in Poland and Slovakia it was only
slightly lower � 44-48%. However, in 2004 Poland imported 2.5 billion euros worth of food within the
Community, thus topping the charts of food importers among the new Member States. Slovakia was
the fourth of the UE-10, spending 848 million euros on import of agri-food products from the other EU
countries. Lithuania was a less significant importer in the region, spending barely 495 million euros.
In Cyprus and the Czech Republic the value of import of agri-food products from the other countries
of the Community increased at an approximately average rate for all the countries acceding to the
customs union in 2004, i.e. slightly more than 300 million euros and nearly 2.0 billion euros respecti-
vely. Even more dynamic changes caused by membership in the Single European Market were
observed in the agri-food trade in the countries which joined the EU in 2007. Integration with the EU
caused the value of intra-EU import in Bulgaria and Romania to increase about two times more than
in 2006, reaching the amounts of 756 million euros and 2.0 billion euros respectively.

The intensification of intra-EU import was accompanied by reduced expenses on food purcha-
sed in the countries outside the customs union, ranging between about 15% in the EU-10 coun-
tries and 20% in Bulgaria and Romania (Tab. 1). After implementation of the rules of Common
Commercial Policy the import from third countries to the countries which joined the EU in 2004 was
2.4 billion euros (Tab. 3). It is worth noting that in the Czech Republic and Malta the value of import
transactions made outside the Community dropped by about 25%, i.e. by 10 percentage points
more than the average for the EU-10 countries, whereas in Latvia it remained at a relatively stable
level as compared with 2003. The import of agri-food products from third countries to Bulgaria and
Romania reached 907 million euros. Thus, upon the analysis we can conclude that apart from the
effect of trade creation accession to the customs union also caused the effect of trade diversion in
all of the countries analysed in this research.

Concluding remarks
In conclusion of the research we can say that accession to the customs union, which was

expressed by reciprocal preferences in trade between the member states, was reflected by incre-
ased volume of trade in agri-food products in all Member States of the EU from Central and Eastern
Europe. The elimination of trade barriers caused the less effective and thus more expensive dome-
stic production to be replaced by cheaper import from the other countries of the Community. They
had cost and price advantages due to their natural conditions for agricultural production, access
to the resources, above all including such factors as cheaper labour, lower processing margins or
scale of production, but they often had technological advantages also. Changes in the pattern of
relative prices caused the effect of trade creation accompanied by trade diversion. This could be
seen in the process of substitution of less effective import from preferentially treated partner
countries for cheaper import from more effective countries outside the customs union. However, it
is important that the effect of trade creation was stronger than trade diversion, which contributed
to the expansion of global trade in agri-food products observed between 2003 and 2004 and
between 2006 and 2007.
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Streszczenie
W artykule oszacowano statyczne efekty utworzenia unii celnej w handlu rolno-spo¿ywczym nowych krajów

cz³onkowskich Unii Europejskiej. Dowiedziono, ¿e we wszystkich krajach Wspólnoty z regionu �rodkowej i Wschodniej
Europy przyjêcie unijnego acquis communautaire w dziedzinie polityki handlowej wywo³a³o zarówno efekt
kreacji, jak i przesuniêcia handlu na inne rynki, przy tym si³a tego pierwszego by³a wiêksza.
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