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EASTERN ENLARGEMENT OF THE EU: ECONOMIC COSTS AND BENEFITS FOR THE
CURRENT EU MEMBERS STATES?
THE ITALIAN CASE

...... one of the greatest tasks for the EU is to heal the division
of Europe and to extend the same peace and prosperity to the
central and eastern European countries that the present EU
countries have” (Agenda 2000).

INTRODUCTION AND CONCLUSIONS

Thisreport examinesthe economicimplications of European enlargement on the European Union
and in particular on the Italian economy. An investigation has aready been carried out for a
number of individual Member States (see, for example, Keuschnigg and Kohler’s 1999 study on
Austriaand Germany), and for the European Union (EU) asawhole (see CEC, DGEFA, 20014).
! Here, we examine the same issue for the EU Member State of Italy.

First of al, many of the enlargement effects on the EU economy have already been generated
insofar as the Europe Agreements, which constitute part of the negotiation on Eastern European
Enlargement, have been effective as of 1993. Secondly, we have focussed on the economic
implications of enlargement, but the scenario iscomplicated by the demographic, institutional and
political factors, together with the increasing trade among Eastern and Western European
countries. In order to evaluate the empirical relevance of each type of factor on economic
performance, we need to disentangle this scenario, and in order to do so we will examine those
factors which exert the greatest influence on the economic performance of the EU Members
States.

The Central and Eastern European Countries (CEECS) included in the enlargement process may
be grouped according to their official applicant status (actual or desired). The pace with which
applicants are currently moving towards specified EU economic standards renders the group
highly heterogeneous and, unless the enlargement is postponed, it is realistic to assume that the
group will be split into frontrunners and latecomers. Following the report by Keuschnigg and
Kohler (1999)? where the effects of Eastern enlargement on Austria were investigated, we
examine the CEECs as awhole and focus particularly on Poland, Hungary, the Czech Republic,

! There has been agreat deal of research on the issue of European enlargement. In this report, however,
our focus is on those mentioned above which privilege the purely economic impact on EU Member States and
constitute excellent benchmarks for evaluating the results of the present study.

2 Meanwhile, these Authors have produced numerous publications on this topic. The references can be
found on http://www.economics.uni-linz.ac.at/members/kohler/eustud.htm.



Estonia and Slovenia (CEECS) as the frontrunners applicants. The relative size of the impact of
the applicants which have joined the CEEC5 according to the Strategy Paper on Enlargement
(CEC, 2001d) is aso evaluated.

Enlargement may be treated as the merging of two countries, that is, the EU15 and the CEECs.
The main factor to be considered here is the creation of a Customs Union plus Single market
implied by such an enlargement.

From a methodological perspective, the economic impact of this kind of enlargement may be
evaluated for the new economic area as a whole or for each Member State individualy. The
subsequent accession, provided it takes place in the proper ingtitutional framework, will foster
economic growth and prosperity in both the candidate country and the existing Member States.
Clearly, theimpact will be unbalanced insofar asthe positive impact will be much more significant
for the applicant countries than for the existing EU countries. Let us assume the point of view of
one partner: that of the EU15.

Focussing on the first wave of new entrants, we can see that the CEEC5 GDP accounts for about
3.3 per cent of EU15 GDP and that the Enlarged Europe will have a population of 350 million
equivalent to an increase of about 16.5 per cent (29 per cent when the enlargement includes the
other CEECs which have aready started negotiations). Previous enlargements have been more
balanced according to the relative weights of the new entrants. For instance, the merging of the
EU and Spain, Portugal and Greece, which took place in the 1980s, generated an economic
enlargement of about 15 per cent in GDP and 22 per cent (59 million) in population. The
transition was relatively smooth and in the light of this experience many assume that the impact
of the proposed enlargement will be correspondingly negligible. For this reason, the Eastern
European enlargement is mainly analysed within the framework of the adoption of the acquis
communautaire rather than in the aseptic field of economic performance. Whilethismay well be
the correct approach to the problem, in view of the geographical and industrial structure of the
EU15 in comparison with that of the potential new entrants, it would be unwise to argue that the
effects of the Eastern enlargement on Western Europe will necessarily be modest.

The proposed European enlargement implies an eastward extension of the EU15 and it is
reasonable to expect amore visible impact of the new neighbours on the two current Eastern EU
Member States. Asaconsequenceit has been instinctiveto start the research with an examination
of Germany and Austria, but it would be unreasonable to treat the issue as a simple question of
boundaries.

Theresults of this, as any other, piece of research, need to be carefully read in the context of the
instruments applied, the level of aggregation adopted, and the data employed if we are to obtain
acorrect reading of the analysis.

The availability of a multi-sectoral model of the Italian economy and of a significant group of
similar models of key countries has made possible the present study. The Italian model is named
INTerindustry Italian MOdel or INTIMO. The group of the models — including INTIMO —
constitute the INFORUM (INterindustry FORecasting at University of Maryland)® system of

3 The INFORUM works on economic modelling and forecasting is documented at the web site
inforumweb.umd.edu



models, and al of which are linked by means of an international trade model which makes the
country multi-sectoral model a‘true’ interlinked system.. Thanks to this system of models, our
report is able to present unprecedented results relating to the effects of the EU enlargement on
a specific Member State, i.e. Italy.

The Italian model has been built and implemented during the last two decades. Aswith any other
model inthe Inforum system, it is neither definitive nor totally satisfactory insofar asthe creation
of atestable model is something of a never-ending adventure. Working with such models does,
however, help the researcher understand how modern economies really work; but being testable,
once we apply such models to questions of policy and forecasting, we can obtain a better
understanding of the* modelled” economy and experience the continuous stimulusto improvethe
quantitative structure of the model itself.

Furthermore, in contrast to a‘ stand alone’ model, the one used in this study allows usto measure
a number of indirect effects on the Italian economy arising from the applicants impact over the
other European Member States. These effects may be asimportant asthe direct ones, in particular
for those Member Stateswhich arelocated far from the present eastern boundaries of the EU. The
magnitude of these indirect effects provides evidence of the opportunity to carry on analogous
research for other EU Member States as well as for those where only direct effects have been
considered to date.

Furthermore, fromamacroeconomic perspective, theeconomicimpact of theenlargement process
onaMember State’ seconomy, whilst modest, may effect theindustrial structure. Aninvestigation
in this direction requires the use of specific analytical instruments and in our case this has been
done by means of a special multi-sectoral econometric country models system.

The present study, which spans a period of ten years (2001-2010) refers to a baseline scenario
wherethe applicantsfollow agrowth path not strengthened by the benefits of improved economic
integration. In the alternative scenarios, these advantages are assumed to increase the applicants
GDP rates of growth by about 2 per cent annually; thisis awidespread assumption which makes
our smulations easily comparable with those of previous (and forthcoming) studies. Although
applicant countries have made considerable progress towards the full participation in a single
market under the Europe Agreements, tradeis still restricted by the existence of arange of border
and non-border measures and a bundle of tariffs mainly concentrated on agricultural and food
products. The study investigates the impact of the complete removal of these residual barriersto
free trade among the EU15 and the frontrunner applicants.

Focussing on the Italian economy, afirst conclusion reached in the study concernsthe evaluation
of the direct and indirect impact of the assumed increase of the applicant country’s GDP growth
rates. Since the econometric model of the Italian economy (as every other model in the system)
is based on the sectoral detail of the country input-output tables, we have used the detailed
sectoral representation of the economy to measure the impact of the applicant demand for goods
and services; namely, their import structure. Sincethe historical dataon trade between the CEECs
and the EU indicates a process of concentration of the import-export flows in a clearly defined
bundle of commodities, we have investigated the effect of this trade specialization on the
performance of the Italian economy.



The smulation design allows us to compare the impact of the Italy-CEECS5 relationship with
regard to trade with Italy and the impact on Italy obtained from the more significant impact of the
EU15-CEECS trade. In the first case, we have two countries, Italy and the CEECS5, and in the
second case, we have two countries, EU15 and CEECS, with Italy constituting asingle region of
the EU. This second case allows us to measure the indirect effect of the Eastern European
enlargement on Italy. Furthermore, there isathird case where the trend in the composition of the
CEECS importsisconsidered. This experiment provides evidencethat in the case of I1taly —which
whilst it is not on the Eastern EU border is nevertheless not far from it — the indirect impact on
the GDP rate of growth is even more important than the direct one. We can say that the
transmission of the increase generated by enlargement is asimportant asthe direct trade with the
new entrants. Since the effect of the increase on exportsinduced by agrowing demand for goods
by the CEECS is preserved along the simul ation period, we can see (Table 14, Product Account)
that the increase is doubled by the indirect effect and that the specialization in CEEC5 imports
generates a further increase in the GDP rate of growth; so that, the total increase amounts to a
factor of circa 2.6 with respect to that found in the case of Italy-CEECS.

This result clearly demonstrates that the Eastern enlargement is not simply a question of
boundaries. In particular, it is clear that — for countries such as Spain — the indirect effect of
Eastern enlargement may be much more significant than the direct effect. Furthermore, the
sectoral analysis of foreign trade — together with the sectoral evaluation of itsimpact —is crucia
for understanding the effects of enlargement.

The importance of a sectoral representation of the economy becomes clearer when the removal
of tariffs and non-tariff barriers, which mainly concern agriculture and food industry products,
have been evaluated. Non-tariff barriers till apply and constitute the bulk of measures hampering
international trade between the CEECs and the EU. Moreover, these measures are concentrated
on particular products. For example, the international trade model used in this study examines
information on 120 commodities; here, the non-tariff barriers — specifically singled out for
simulating their removal — account for about 15 per cent of the range of commaodities considered
by the model.

Asregardsthe simulation results for the removal of tariffs and non-tariff barriers, two aternative
scenarios have been formulated: in the case of non-tariff barriersit isimpossible to measure the
precise size of their mark-up on price formation; the two scenarios refer to a generous effect in
terms of Baldwin’s hypothesis (1997) which assumes an overall reduction of 10 per cent, and to
a conservative hypothesis similar to that proposed by Keuschnigg and Kohler (1999).

The analysis of welfare reveals that EU enlargement has had a positive impact on Italian
householdsinsofar asthe quantitiesconsumed in simul ated scenariosare alwaysgreater thanthose
consumed in a ‘non-enlargement’ scenario. The welfare improves in both sets of simulations.
When we consider the scenarios for CEEC growth effects,(the effects of the growth of CEEC
demand for imports/the impact of increased CEEC demand for imports) the expansionary effect
on Italian exports will increase production, employment, and private disposable income so that
apositiveincome effect will boost consumption without generating relevant change in consumer
prices. In the second set of experiments, we introduce the removal of trade barriers in addition
to the post-enlargement effects of the growth of CEEC demand. The reduction of import prices
will reduce the consumer prices of imported goods and, for some commodities, aso the domestic
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price due to reduced cost of inputs. Therefore, we may conclude that Italian households will
benefit from EU enlargement through an increase of their disposable income and consumption.

Theimpact on National Budget has been investigated focussing on the * use of income account of
government’. The overall effect of the enlargement clearly swellsthe total volume tax base. Tax
bases for ad valorem taxes obtained by a real and price component also increase. Moreover,
household disposable income grows and, consequently, we obtain an increase in income tax
revenue. In general, National Budget benefits from enlargement, at least insofar as the ‘use of
income account’ is concerned. The scenarios used in this report do not provide evidence of a
noticeableimpact of expenditures such as government consumption and investments. In any case,
the impact of the enlargement on National Budget appears to be very modest with respect to the
effect of the reform of the pension system which is currently high in the government agenda.



1. THE IMPACT ON INTERNATIONAL TRADE
1.1 Italy and the CEECs

Thestatisticsprovided by SISTAN (Sistema Statistico Nazionale, National Statistical System) and
ISTAT (Istituto Nazionale di Statistica, National Statistical Institute) contained in the Italian
Trade Center (ITC) Report (2000) cover a sizeable amount of data on Italy’s trade patterns
(exports and imports), including information on commodities for 19 economic sectors and for
Italian trade partners, in particular, detailed import-export statistics reported for the top 20
(TOP20) countries. In Tables 1 and 2, exports and imports of the TOP20 have been respectively
converted into shares of the total flows: TOP20 flows are largely over 95 per cent of the total
trade flows. Each table reports the top three countries by relative share and ranking; in the far
right columns the share and ranking of the CEECs arelisted if they are present inthe I TC Tables.

As regards export shares (see Table 1), Germany is Italy’s main destination market and indeed
appears to be its most important commercial partner in 14 out of the 19 sectors, whereas as
regards import shares, Germany is Italy’s prime supplier in only 8 sectors (see Table 2). This
difference suggests that the destination of Italian exports is much more concentrated than the
origin of itsimports. On the export side, the countries listed in the first three positions are the
same across amost all sectors with France, the United Kingdom and the Unites States figuring
asthe main destination countriesin addition to Germany. On the import side, countriesin thefirst
three positionsbelongto alarger set including — in addition to neighbouring Germany and France
— imports from Romania, Algeria, the Netherlands, Libya, China, Austria, and Spain. While
CEECsare not listed among the top three Italian destination markets, Italian imports are supplied
by a number of CEECs, some of which rank among the top three countries for specific sectors.
Some trade flows may be influenced by the kind of commodity, for example, Libya, Russia and
Algeria are the three top-ranking origin countries for the production of methane, Austria has
traditionally been the main supplier of wood, while Italy maintains a high quality in the artisan
furniture industry. In general, the origin of imports and the destination of exports indicate that
Italy absorbs inputs from arange of countries and sells outputs to a small and prosperous group
of countries.

Regarding therating and shares of the CEECsin the TOP20 (see Tables 1-2, right-hand columns),
although the sharesrapidly decline after thetop three positions, the CEECsare present throughout
the TOP20 export and imports flows. Although the EU applicants never reach positions close to
the top three, their aggregate share may compete with the dominant origin and destination
countries. For example, the aggregate share of ‘wood’ product imports from Croatia, Hungary,
Slovenia, Poland and Romaniais greater than the share of the United Kingdom, which ranksthird
asan origin country. On the export side, the aggregate share of ‘ petroleum products' for Malta,
Slovenia, Romania, Turkey and Croatiais greater than that of the largest destination country, i.e.
Spain. Furthermore, we should stress the prominent position of Romania which ranks as the
primary supplier of ‘textiles , ‘clothing’ and ‘leather’ productswhilstimporting precisely thesame
productsfrom Italy, although not in a prominent position among theimporters. Thesetrade flows
are generated by ‘ outward processing’ which iswell established between Italy and Romania. We
argue that the outward processing in the CEECs is widespread and well supported through the
Italian relevant flows of FDI.



In the 1900s, as a result of the agreements with the EU and the opening up to international
markets, trade between the CEECs and the EU has developed rapidly. The volume of EU15
exports to the CEECs and the volume of EU15 imports from them grew respectively at annual
rates of 15 and 12 per cent. Although the EU15 isnow the most important trading partner for the
CEECs, these countries still represent asmall proportion of the EU15 foreign trade. Whereasthe
EU15 accountsfor over 60 per cent of the CEECsforeign markets, the latter account for only 10
per cent of EU15 international trade (CEC, DGEFAa, 2001). If we consider a single Member
State, the CEECs may even rank among the residual trade partners. Tables 1 and 2 clearly show
how each CEEC represents, in general, a negligible foreign market.

Although the comparison among aggregate trade flows allows usto say that theimpact of Eastern
enlargement on a single Member State economy can be assumed to be modest, the structure of
sectoral trading is highly significant in some industries. For example, due to enlargement, the
CEECs will not benefit from an increase in the export of ‘mining’ and ‘ petroleum products' to
Italy. On the export side, Italy will not receive any direct positive stimulus from the CEECs
demandfor ‘food’, ‘ clothing’, * other transport equipment’, ‘ non-metal and mineral products and
‘other manufactured products'.

If we focus on the CEECS group, we note that a maximum of 3 out of the total are listed in the
Italian exports TOP20, and that 4 of the 5 are among the main Italian suppliers. In both cases, the
candidates rank mainly at the bottom (see Tables 1-2, position column) of the TOP20 list.
However, we note that Slovenia and Poland are the Italian main export markets in the CEEC5
areawhile Hungary and Slovenia are the main suppliers.

Considering the economic weight of the CEECS5 based on their population, it issurprising to find
asmall country like Slovenia prevailing over the CEEC5 as both a destination and origin country
for anumber of Italian trade flows. However, among the CEEC5, Sloveniais the only country
which borders with Italy and, of course, in this case geographical proximity appears to be an
important determinant of trade flows.



Table 1 - Italian exports to its main 20 markets, 1998

Sectors
AgrForFish
Mining
FoodTob
Text
Cloth
Leath
Wood
PaperProd
PetroProd
Chem
RubPlast
NMetProd
MetProd
Mach
Precinst
MotorVh
OthTransp
Furn
OthManuf

First Second Third Central and Eastern European Countries
Count [Share | Count|Share | Count[Share || Po. |[Count [Share [Po. | Count [Share |Po.|Count/Share |Po.| Count|Share [Po. [Count[Share
Ger 0.40 |Fra 0.12 (UK 0.06 11  Slve 0.01 13 Pol 0.012 |15 CzR 0.011 |16 Croz 0.010
Ger 0.21 |Sp 0.11 |[Fra 0.09 12 Tur 0.03 17 Slve 0.019
Ger 0.24 |Fra 0.15 |USA 0.12 20 Slve 0.01
Ger 0.24 |Fra 0.15 |[UK 0.08 12 Rom  0.02 16 Tur 0.020 |17 Pol 0.018 {19 Hun 0.013
Ger 0.18 |USA 0.15 |[Jap 0.09 14 Rom 0.02
Ger 0.19 USA 0.15 Fra 0.11 8 Rom 0.04 17 Hun 0.015 |18 Pol 0.014 |19 Tur 0.014
Ger 0.27 |Fra 0.11 |USA 0.08 14  Slve 0.02 17 Tur 0.016 |20 Hun 0.008
Fra 0.24 |Ger 0.22 |[UK 0.10 11 Pol 0.02 14 Slve 0.013 |15 Tur 0.011 |20 Croz 0.008
Sp 0.14 |Braz 0.09 |[Fra 0.09 7 Malta 0.05 11 Slve 0.040 |13 Rom 0.030 (14 Tur 0.020 |20 Croz 0.010
Ger 0.16 |Fra 0.14 |USA 0.10 9 Tur 0.03 14 Pol 0.010 |20 Slve 0.011
Fra 0.21 Ger 0.21 Sp 0.10 11 Pol 0.02 14 Tur 0.012 |17 CzR 0.010 (20 Slve 0.008
Ger 0.25 |USA 0.16 |[Fra 0.14 12 Pol 0.02
Ger 0.23 |Fra 0.19 |[Sp 0.09 11 Tur 0.02 12 Pol 0.018 |14 Slve 0.016
Ger 0.16 |(Fra 0.14 |USA 0.11 6 Tur 0.04 7 Pol 0.032
Ger 0.20 |Fra 0.20 (UK 0.09 9 Tur 0.02 16 Pol 0.016 |17 Hun 0.012
Ger 0.23 |Fra 0.19 |[UK 0.12 7 Pol 0.03 11 Tur 0.020 |19 Hun 0.008 |20 CzR  0.007
USA 020 |Lbr 0.15 |[Fra 0.12 13 Malta 0.01
Ger 0.24 USA 0.14 Fra 0.13 14 Slve 0.02 16 Pol 0.012 |19 Croz 0.011
USA 0.27 |Ger 0.10 |[Fra 0.09 19  Tur 0.01




Source: ICE-ISTAT, L’ Italia nell’ economiainternazional e, 2000.

Table 2 - Italian imports from its main 20 markets, 1998

Sectors
AgrForFish
Mining
FoodTob
Text
Cloth
Leath
Wood
PaperProd
PetroProd
Chem
RubPlast
NMetProd
MetProd
Mach
Precinst
MotorVh
OthTransp
Furn
OthManuf

First Second Third Central and Eastern European Countries
Count| Share | Count |Share Count |Share Po |Count |Share Po | Count |Share Po. | Count |Share Po. | Count |Share Po.|Count |Share Po.| Count fShare P0.| Count |Share
Fra 0.27 |Sp 0.08 [Nth  0.07 |13 Tur 0.020 |17 Pol 0.019 |18 Hun 0.018
Lib 0.19 |Rus 0.18 |Alg 0.16
Ger 0.20 |Nth 0.18 |Fra 0.17 |18 Tur 0.007
Fra 0.16 |[Ger 0.15 |Chi 0.09 |5 Tur 0.060 {12 Rom 0.020 {20 Hun 0.010
Rom 0.15 |Chi 0.14 |Tun 0.11 |10 Hun 0.030 |14 Tur 0.020 {17 Slvc 0.019 {18 Croz 0.018 (19 Bulg 0.017
Rom 0.17 |(Chi 0.14 |Braz 0.07 |12 Hun 0.030 {14 Bulg 0.020
Astr 0.28 |Ger 0.09 |[USA 0.08 |8 Croz 0.030 {12 Hun 0.028 (13 Slve 0.025 (19 Pol 0.016 20 Rom 0.016
Ger 0.19 |Fra 0.12 |[USA 0.10 |19 Slve 0.009 |20 CzR 0.008
Lib 0.17 (UK 0.15 |Alg 0.09
Ger 0.23 |Fra 0.15 |BglLx 0.10 |16 Hun 0.006 {20 Croz 0.004
Ger 0.25 |Fra 0.19 (UK 0.08 |15 Tur 0.013 |19 Slve 0.008
Fra 0.24 |Ger 0.23 |UK 0.07 9 CzR 0.022 {10 Tur 0.019 {14 Slve 0.015 |15 Pol 0.012 {16 Hun 0.012 |18 Croz 0.009|19 Rom 0.008
Ger 0.20 |Fra 0.13 |Swtz 0.11 |15 Rom 0.016 |16 Tur 0.015
Ger 033 |Fra 0.12 |[USA 0.09 [17 CzR 0.006 |18 Slve 0.005 |19 Pol 0.005 |20 Rom 0.005
Ger 0.21 |Fra 0.14 |Nth 0.13 |19 Hun 0.007
Ger 036 |Fra 0.17 |Sp 0.11 |7 Pol 0.020 |12 Slve 0.010 |13 CzR 0.009 |16 Slvc 0.009 {18 Tur 0.003 |19 Hun 0.002
USA 0.32 |Fra 0.17 |Ger 0.09
Fra 0.19 |(Ger 0.17 |Sp 0.07 |4 Rom 0.050 |11 Slve 0.030 {12 Pol 0.020 {15 Croz 0.019 {16 Tur 0.017 |17 Slovc0.017 |19 Hun 0.013
Chi 0.26 |BgLx 0.10 |Ger 0.09 |20 Hun 0.009

Source: ICE-ISTAT, L’ Italia nell’ economiainternazional e, 2000.




Key to Tables 1 and 2

Sectors Countries
AgrForFish  Agriculture, Forestry, Fishery Alg Algeria
Mining Mining Astr Austria
FoodTob Food & Tobacco BgLx  Belgium and Luxembourg
Text Textiles i
Cloth Clothing Braz Brezi .
Leath Leather Bulg Bulgaria
Wood Wood Chi China
PaperProd Paper products Croz Croatia
PetroProd Petroleum products CzR the Czech Republic
Chem Chemica Fra France
RubPlast Rubber & Plastic products Ger Germany
NMetProd Non-metal min& prod Hun Hungary
MetProd Metal products 3
Mach Machinery ap Japan
PreclInst Precision instruments Lbr Liberia
MotorVh Motor vehicles Lib Libya
OthTransp Other transport equipment Malta  Malta
Furn Furniture Nth the Netherlands
OthManuf Other manufactured products Pol Poland
Rom Romania
Rus Russia
Slve the Slovak Republic
Slve Slovenia
Sp Spain
Swiz Switzerland
Tun Tunisia
Tur Turkey
UK the United Kingdom

USA USA



1.2 CEECS trade with EU countries: the gravity effect

We can claim that the Newtonian theory of gravity has stimulated the invention of gravity models
to explain trade among countries or, more precisely, between two countries in the framework of
bilateral trade models. Mass, distance and force are the three key elements of the law of gravity.
A gravity modd is formulated by considering a measure of the size of an economy as the mass,
using the relative position of two countries on the globe as the distance between two bodies, and
assuming the trade as the force attracting the two bodies In the wake of the recent revival of this
approach, Nilsson (2000) has used a gravity model to anayse the integration of the CEECs. In
particular, he hasinvestigated the position of these countries aong their transition from centrally
planned economies to market economies.

De Grauwe and Skudelny (1994) employed the same approach when the gravity model had
already been submitted to a theoretical reshaping by, among others, Bergstrand (1985, 1989).
L ater these foundations were improved (Deardoff 1995), and subsequently Nilsson, who adopts
an ordinary gravity model, defined the scope of his research recalling that his mode!:

may be interpreted as providing a long-run view of trade patterns. Prices are excluded
from the model due to its long-run nature, since in a general equilibrium, setting prices
are endogenous and simply balance to equate supply and demand. The exclusion of
price variables does not imply that prices are not effective in allocating resources.
Prices are assumed to adjust quickly, and supply and demand are assumed to be
sufficiently responsive to price changes to generate an equilibrium quickly. (Nilsson
2000)

This set of implicationsis certainly redundant with respect to the body of studies carried out in
the framework of the gravity model approach, and are simply the price paid to the theoretical
foundations introduced to incorporate the gravity approach into the neoclassical niche.

Indeed, recent researches based upon the gravity approach generally take imports into an
importing country from an exporting country as the dependent variable; while the independent
variables are: @) GDP and population of the two countries; b) the distance between them; and c)
anumber of dummies used to detect particular qualitative factors. Although the gravity model
belongsto a bilateral trade approach, the design of the experiments as well as lack of data may
well lead to pooled regression where coefficients which are not necessarily country-specific can
be estimated. In general, the results confirm our expectations and the explanatory power of the
model provesto be good. We do not insist on using regression modelsto test the gravity theory
of internationa trade, but instead, examine the map of Europe and compare the trade flows
between countries. We focus on the CEEC5 group, and bilateral trade between EU membersand
these countries is then compared to the geographical distance between them.

Tables 1 and 2 demonstrate that Slovenia often ranks among the Top20 import-export partners

with Italy. Since Sloveniaisthe only CEEC5 which bordersitaly, one can expect theinternational
trade gravity theory to work as well for Italy as for any other Western European country.
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Figures 1-5 report imports for each of the CEECS for the period 1990-1998* to Portugal, Spain,
France, Italy, Austria Germany and ‘ other EU’. The Western countries have been chosen from
both East-West extremes of the EU15. Since the aim is to look for ‘first glance’ empirical
evidence of the gravity effect, we assume that the other EU15 countries would not add any
relevant insight to the available findings.

The top graph of each set of figures gives the export share of the candidate country to EU
countries. In each year the shares sum up to 1. Indeed, the gravity effect is quite clear from the
far West (Portugal) to far East EU15 countries (Germany and Austria). The Czech Republic
(Figure 1) isso firmly wedged between Germany and Austriaasto be considered much more than
aborder country. Its exports to the EU countries go mostly to Germany and subsequently to the
other countriesfollowing apath whichisnegatively correlated to the distanceinvolved. The share
of exportsto the rest of EU15 isaround 15 per cent so that Germany’ s share soars over 50 per
cent. Similar to the Czech Republic, Polish exports go mostly to Germany and to the selected EU
countries but with a dlight preferences for the rest of EU15. The patterns for Hungary and
Slovenia are not much different from those described above (see Figures 3 and 4). Estonia
confirms the gravity effect indicating the rest of EU15 asits main European market (see Figure
5). Among the rest of the EU15 countries, Finland and Sweden can be expected to be the main
Estonian importers. The negative correlation between export share and distanceis clearly shown
in each figure.

To date, Germany appearsto bethe main European trading partner of the CEECS, but constitutes
the largest market with its population of 82m, as shown in the following table.

Table 3 - Population of selected EU Member States, 2000

Population, million inhabitants
Germany 82
France 58.9
Italy 57.5
Spain 39.9
Portugal 10
Austria 8.1

Source: United Nations, 2000b

A more adequate measure of the gravity effect should be based on aweighted measure of import
demand. One way to achieve such a rough measure is to compute per capita import flows (or
GDP flows) for each importing country. These (weighted) import flows are shown in the bottom
graph of each set of figures. Herethe evidence of the gravity effect isstartling. Austrianow ranks
as the first destination country for exports to the EU from Hungary, Slovenia and the Czech
Republic, whilst Germany dips into second place preserving the first position for Estonia and
Poland.

Assuming the gravity effect to be true, a simple look at the map of Europe should be sufficient

4 The graphs are reported according to the available time series (Comext database, EUROSTAT).

12



to obtain the present results. Now, we have the support of the empirical evidence and must keep
thisin mind when formulating scenarios to evaluate the impact of European enlargement on the
Italian economy. We should stress that the enlargement effects impact on Italy both directly and
indirectly through the other EU14 countries. In fact, the analysis demonstrates that the CEEC5
share of Italian imports and exports are, in general, very modest. Nevertheless, Germany and
Franceareltaly’ smain trading partners, hence, theindirect effects of European enlargement may
carry as much weight as the direct ones.

Thisrough gravity approach has been used to obtain initial suggestionsfor the smulation design
but does not constitute the basis of our trade model because it is more useful in explaining the
static structure of trade rather than the prediction and consistency of prediction of total world
trade.

13



Figures 1 - the Czech Republic / EU Trade Flows
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Figures 2 - Poland / EU Trade Flows

Imports from Poland to total EU

60% m Germany
50% mAustria
40% - mitay
30% - @ France
20% - O Span
10% - O Portugd

0% - : O OtherEU

1990 1991 1992 1993 1994 1995 1996 1997 1998
years
Imports from Poland 1990-1998 (per-capita values, 1000 ECU)

100000 W Germay
80000 @ Austria
60000 W Italy
40000 O France
20000 O Spain

0. O3 Portugal

1990 1991

1992 1993 1994 1995 1996 1997 1998
years

Source: based on data taken from the COMEXT database, Eurostat.

15



Figures 3 - Hungary / EU Trade Flows
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Figures 4 - Slovenia / EU Trade Flows
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Figures 5

- Estonia / EU Trade Flows
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1.3 The structure of Italy-CEECS5 imports and exports

The import/export structure of the CEEC5 with respect to Italy isshown in Tables 5a-5j. In each
table, the left column contains the ‘Chapters of the Combined Nomenclature’® (CCN) of
Harmonised System listed in Table 4. Theimport and export sharesfor each country arerelative
to their annual total flows. In each table, import or export shares are shown for anumber of years.
The CCN are sorted in descending order with respect the shares for 1998; only the commodities
with ashare of over 1 per cent of the total flow in the year 1998 are reported.

The shares recorded in the 1990s provide striking evidence of the rapid transition of the Eastern
economies. The switching from the economic area dominated by the ex-USSR to market
economiesimplies adifferent international trade structure. The exportsto Italy of the four major
countries - Poland, Czech Republic, Hungary and Slovenia - revea a similar pattern for the
dominant products. The four most important CCN for each of these countries are:

(84) “nuclear reactors, boilers, machinery and mechanical appliances, and parts’; (87) “vehicles
other thanrailway or tramway rolling-stock, and partsand accessories’; (85) “ el ectrical machinery
and equipment and parts thereof; sound recorders and reproducers, television image and sound
recorders and reproducers and parts and accessories of such articles’; (39) “plastic and plastic
products’.“wood and wood articles of wood” (44) aso ranks among the most important CCN
and is the most important Estonia export flow to Italy. Apart the export structure recorded for
1990 at the beginning of the transition, it seems that the composition of CEEC5 exports shows
arooted specialization which may be even re-enforced in the next decade.

The import structure for Poland, the Czech Republic, Hungary and Slovenia resembles their
export structure. Not surprisingly, Estonia’simport and export structures differ. In fact, Italy —
a Mediterranean country — does not export “wood and wood articles’, while it may well export
“furniture” thanks to a well established industry which transforms “wood”. Machinery and
mechanical appliances, vehicles, el ectrical machinery and plastic productssstill constitute the most
important trade flows. Thisisevidence of asignificant intra-trade aswell as cases of ‘ outsourcing
processing’.

The CCNs export and import shares between each CEEC5 country and the EU15 are shown
respectively in Tables 6a and 6b, for the year 1998. These tables provide evidence of the
dominance of mostly the same Chapters in the CEECS5 trade flows from and to the EU15. In
particular, the CEEC5 imports are generally more concentrated than the CEECS exports. Infact,
CCN exports and imports with shares of over 1 per cent of thetotal flowsamount to circa 75 per
cent and 85 per cent respectively.
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Table 4 - Chapters of Combined Nomenclature (CCN) of Harmonised System: two-digit code
description

Code Description

2 i Meat and edible mest offal
3 ! Fishand crustaceans, molluscs and other aguatic invertebrates
| Dairy products; bird's eggs; natural honey; edibie products of animal origin, not elsewhere
i included
5 ! Productsof animal origin not elsewhere specified T

Qil seeds and oleaginous fruits; miscellaneous grains, seeds and fruit; industrial or medical plants;
i straw and fodder

i Lacs, gums; resins and other vegetable saps and extracts

Animal or vegetable fats and oils and their cleavage products; prepared edible fats; animal or
i vegetable waxes

i Miscellaneous edible preparations

: Beverages, spirits and vinegar

Inorganic chemicals; organic or inorganic compounds of precious metals, or rare-earth metals, of
: radioactive elements or isotopes

i Pharmaceutical products

i Fertilizers

Tanning or dyeing extracts; tannins and their derivatives; dyes, pigment and other colouring
i matter; paints and varnishes; putty and other mastics; inks

i Soaps, organic surface-active agents, washing preparations, lubricating preparations, artificial
34 waxes, prepared waxes, shoe polish, scouring powder and the like, candles and similar products,
i modelling pastes, dental wax and plaster-based




Articles of leather; saddlery and harness; travel goods, handbags and similar containers; articles of

i animal gut (other than silk-worm gut)

43} Fursand artificial fur; articdlesthereof T
i and plans

i Wool, fine and coarse animal hair, tarn and fabrics of horsehair

BT Cotton T

i Impregnated, coated, covered or laminated textile fabrics; articles for technical use of textile
i materials

i Knitted or crocheted fabrics

i Articles of apparel and clothing accessories, knitted or crocheted

: human hair

i Ceramic products

i Glass and glassware

Natural or cultured pearls, precious or semi-precious stones, precious metals, metals clad with
: precious metal, and articles thereof; imitation jewellery; coin




Electrical machinery and equipment and parts thereof; sound recorders and reproducers, television
: image and sound recorders and reproducers, and parts and accessories of such articles

i Railway or tramway |ocomotives, rolling-stock and parts thereof; railway or tramway track fixtures
86 and fittings and parts thereof; mechanical, including electro-mechanical, traffic signaling
i equipment of all kinds

Optical, photographic, cinematographic, measuring, checking, precision, medical or surgical
i instruments and apparatus; parts and accessories thereof

i Furniture; medical and surgical furniture; bedding, mattresses, mattress support, cushions and
94 similar stuffed furnishings; lamps and lighting fittings, not elsewhere specified; illuminated signs,
i illuminated name-plates and the like; prefabricated

Component of complete industrial plants of chapters 63; power production, incl. Production and
i distribution of steam and hot water

99 : Other products
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Table 5a - Sectoral Shares of Italian total imports from POLAND

CCN_ (™) 1990 [ 1992 | 1994 | 1996 [ 1998
87 9.45 27.43 30.98 37.32 41.73
85 2.06 2.46 4.98 8.15 10.41
01 29.35 20.05 16.14 10.91 7.62
84 4.14 3.09 5.22 4.09 4.75
44 1.79 3.00 3.13 2.95 311
48 0.31 2.84 3.62 3.79 3.04
73 1.36 1.61 1.46 2.28 2.22
62 2.10 2.57 2.41 1.9 2.03
61 0.27 0.94 1.31 1.55 1.54
40 0.58 0.74 1.04 1.35 1.46
29 1.97 1.68 1.60 1.85 1.46
72 12.21 5.40 2.85 1.62 1.42
94 0.52 0.70 0.88 0.99 1.39
41 3.15 4.96 2.63 1.64 1.38
64 0.38 1.49 1.68 2.16 1.33
02 3.63 1.95 1.41 1.27 1.21
31 0.47 1.52 1.48 1.14 1.16
69 0.45 0.89 1.26 1.47 1.07
39 0.99 0.64 0.59 0.93 1.06
54 0.33 0.18 0.17 0.62 1.03
total 75.52 84.13 84.84 87.98 90.42

Table 5b - Sectoral Shares of Italian total imports from the CZECH REPUBLIC

CCN_ () 1990 [ 1992 | 1994 | 1996 [ 1998
87 - - 5.22 9.61 25.21
84 - - 5.31 10.89 10.61
73 - - 455 7.00 6.28
29 - - 7.49 6.86 4.47
70 - - 3.93 5.11 4.29
85 - - 2.86 3.40 3.91
44 : : 5.05 5.50 3.65
48 - - 4.75 331 3.65
39 - - 4.36 5.02 3.24
72 - - 16.23 7.67 3.07
64 - - 3.60 3.60 3.03
40 - - 1.69 2.83 2.21
52 - - 2.60 2.01 1.92
28 - - 2.08 1.81 1.73
32 - : 2.32 2.46 1.59
47 - - 1.40 1.35 1.57
62 - - 1.94 2.10 1.50
51 - - 1.56 2.01 1.36
58 - - 1.69 1.22 1.19
total 78.63 83.75 84.47

Source: Eurostat, COMEXT.
Note: Shares are ranked in descending order with respect to their valuesin 1998. Shares below 1.0 in

1998 are not reported.

(*) Chapters of Combined Nomenclature, see Table 4.
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Table 5c - Sectoral Shares of Italian total imports from HUNGARY

CCN (™) [ 1990 [ 1992 | 1994 [ 1996 | 1998
85 2.63 1.90 3.17 7.40 11.88
44 8.24 8.87 7.01 7.11 7.99
62 1.71 6.70 7.48 6.53 7.36
84 2.68 5.24 4.77 4.02 7.3
39 3.96 11.05 7.54 7.38 7.15
72 11.71 8.03 12.91 9.52 6.13
64 0.50 438 5.11 6.42 5.90
87 0.21 1.46 1.10 2.34 4.60
02 16.41 9.35 5.80 6.70 4.25
29 8.18 6.31 6.00 4.96 3.86
61 0.40 1.75 1.63 2.57 3.57
01 10.77 8.54 8.25 5.73 3.52
42 0.53 1.62 1.41 1.76 2.37
10 0.59 0.56 2.55 0.44 2.29
76 3.09 0.95 3.12 2.34 1.90
54 0.85 0.17 1.56 1.67 1.59
52 0.64 0.59 1.36 1.24 1.58
95 0.03 0.54 1.53 2.07 1.54
28 1.04 0.59 1.23 1.81 1.23
40 0.81 0.68 0.77 1.41 1.11
70 0.84 2.89 1.88 1.86 1.10
total 75.83 82.18 86.18 85.29 88.25

Table 5d - Sectoral Shares of Italian total imports from SLOVENIA

CCN_ () 1990 [ 1992 | 1994 | 1996 [ 1998
87 - 6.03 9.03 16.21 21.14
76 - 6.93 9.92 8.49 8.88
85 - 5.14 5.99 5.75 6.91
84 - 6.32 6.98 6.62 6.62
44 - 10.56 9.21 7.34 6.43
72 - 435 4.82 4.91 4.21
48 - 5.23 4,59 3.58 3.57
39 - 1.77 2.73 2.96 3.35
54 - 1.62 2.01 3.45 3.01
52 - 0.72 2.01 2.81 2.63
90 - 1.17 1.67 2.12 2.62
94 - 331 311 2.80 2.6
41 - 4.85 411 341 2.18
73 - 3.13 2.39 2.27 1.96
40 - 1.69 1.48 1.92 1.73
61 - 2.03 1.38 1.46 1.45
28 - 2.27 2.69 1.75 1.36
02 - 2.84 1.79 0.88 1.33
62 - 2.58 1.72 2.00 1.22
70 - 0.99 1.08 1.11 1.21
83 - 0.35 0.99 1.10 1.06
total 73.88 79.71 82.95 85.45

Source: Eurostat, COMEXT.
Note: Shares are ranked in descending order with respect to their valuesin 1998. Shares below 1.0 in

1998 are not reported.

(*) Chapters of Combined Nomenclature, see Table 4.
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Table 5e - Sectoral Shares of Italian total imports from ESTONIA

CCN_ (™) 1990 | 1992 [ 1994 | 1996 | 1998
44 - 0.45 6.49 14.30 31.18
52 - 7.22 8.17 17.63 16.33
64 - 16.81 28.38 29.16 15.66
95 - 0.51 8.12 8.80 7.80
43 - 2.34 0.27 0.90 4.41
27 - 0.53 0.05 1.30 3.69
84 - 0.00 0.78 1.26 3.50
41 - 15.20 29.27 5.68 3.49
62 - 0.00 0.03 2.74 2.32
71 - 0.00 0.00 0.00 2.28
48 - 0.00 0.00 1.80 1.48
61 - 0.00 0.00 1.02 1.15
total 43.07 81.55 84.59 93.29

Table 5f - Sectoral Shares of Italian total exports to POLAND

CCN (*) [ 1990 | 1992 | 1994 | 1996 | 1998
84 4357 30.18 29.44 30.70 32.08
87 4.43 14.13 15.3 17.56 15.30
85 6.58 6.42 5.70 6.49 6.18
39 2.05 5.25 6.03 4.63 433
73 2.48 2.74 2.81 3.65 3.83
94 0.57 2.78 2.68 2.59 3
69 0.78 2.28 2.98 2.94 2.77
64 2.23 2.03 1.67 2.29 2.34
76 0.27 0.74 1.07 1.58 1.85
51 0.91 1.77 1.41 14 1.76
61 1.37 1.34 2.15 2.34 1.60
90 2.77 1.87 1.42 1.27 1.49
48 0.92 2.58 2.02 1.76 1.40
41 1.18 0.59 1.15 1.25 1.35
32 0.97 1.34 1.23 1.43 1.23
30 1.05 0.52 1.41 1.57 1.13
40 1.08 1.48 1.17 0.86 1.11
83 0.33 0.88 0.84 0.90 1.03
49 0.28 1.16 0.88 0.59 1.01
total 73.83 80.07 81.35 85.8 84.78

Source: Eurostat, COMEXT.

Note: Shares are ranked in descending order with respect to their values in 1998. Shares below 1.0 in
1998 are not reported.

(*) Chapters of Combined Nomenclature, see Table 4.
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Table 5g - Sectoral Shares of Italian total exports to the CZECH REPUBLIC

CCN (™) 1990 | 1992 [ 1994 | 1996 | 1998
84 - - 30.07 29.76 28.53
87 - - 6.66 14.43 9.96
85 - - 5.01 5.07 6.48
39 - - 3.92 4.28 5.01
94 - - 6.24 5.15 5.09
73 - - 3.88 4.01 3.87
64 - - 5.08 3.38 3.35
90 - - 251 1.61 2.09
8 - - 3.54 2.54 2.05
69 - - 2.45 1.95 1.82
62 - - 152 1.42 1.67
32 - - 2.15 1.62 1.67
41 - - 157 1.56 152
95 - - 0.89 1.30 1.27
48 - - 0.93 1.08 1.21
83 - - 0.96 1.24 1.21
51 - - 0.76 0.91 1.14
52 - - 0.75 0.61 1.12
30 - - 1.22 1.00 1.01
71 - - 1.54 1.22 1
total 81.67 84.13 81.95

Table 5h - Sectoral Shares of Italian total exports to HUNGARY

CCN (*) | 1990 | 1992 | 1994 | 1996 | 1998
84 29.25 21.69 21.05 19.55 22.14
87 5.53 9.78 8.32 6.74 8.16
85 4.36 4.95 5.38 6.53 7.55
64 4.18 4.73 4.30 4.67 4.16
94 117 4.41 5.12 413 4.06
41 4.65 2.96 2,97 4.30 3.92
39 2.80 2.60 3.29 3.86 3.87
73 371 3.26 3.78 3.69 3.41
62 1.83 3.3 3.25 3.56 3.13
69 3.86 3.33 3.94 2.97 3.03
72 3.39 1.57 2.26 2.32 2.50
61 1.98 1.67 1.79 2.17 215
52 1.35 1.56 1.42 1.85 214
29 211 4.29 2.93 3.27 1.97
48 2.09 1.57 1.83 1.86 1.81
55 1.27 1.81 1.30 215 1.81
54 1.00 1.63 1.74 1.89 1.79
51 2.03 251 1.59 1.63 1.64
90 1.83 2.35 2.05 1.68 1.38
95 0.28 2.41 1.47 1.61 1.25
83 1.02 0.86 1.05 0.98 1.14
76 0.60 0.54 0.79 1.17 1.03
60 0.46 0.58 0.63 0.57 1.00
total 80.77 84.37 82.23 83.15 85.05

Source: Eurostat, COMEXT.

Note: Shares are ranked in descending order with respect to their valuesin 1998. Shares below 1.0 in
1998 are not reported.

(*) Chapters of Combined Nomenclature, see Table 4.
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Table 5j - Sectoral Shares of Italian total exports to SLOVENIA

CCN (*) 1990 [ 1992 | 1994 | 1996 [ 1998
84 - 13.87 13.96 15.05 14.37
87 - 6.63 8.87 7.19 7.14
94 - 1.67 3.63 6.99 6.60
85 - 5.61 6.18 6.26 5.80
39 - 473 5.06 4.62 4.80
27 - 4.85 2.25 4.05 4.74
73 - 2.84 3.09 3.47 4.02
72 - 3.58 3.63 341 3.96
62 - 2.05 2.77 2.48 2.71
64 - 3.36 3.11 3.09 2.54
61 - 1.54 1.84 2.52 2.52
48 - 3.57 2.55 2.82 2.43
28 - 3.38 2.25 0.68 1.95
69 - 1.07 1.50 1.83 1.89
76 - 1.49 1.66 1.76 1.83
90 - 1.14 1.24 1.35 1.82
44 - 1.19 1.66 1.34 1.30
41 - 3.56 2.55 1.69 1.30
08 - 0.97 1.48 1.15 1.28
29 - 3.83 2.68 1.45 1.27
54 - 1.31 1.24 1.11 1.26
68 - 0.95 0.98 1.06 1.19
83 - 0.91 1.03 1.01 1.07
32 - 1.30 1.13 1.12 1.00
total 75.40 76.34 77.48 78.78

Table 5i - Sectoral Shares of Italian total exports to ESTONIA

CCN (™) 1990 [ 1992 | 1994 | 1996 [ 1998
84 - 55.63 19.94 24.18 23.34
94 - 0.81 4.29 7.29 10.49
64 - 5.15 13.13 8.64 10.07
85 - 2.96 6.84 6.08 5.30
39 - 6.22 7.34 5.01 5.02
69 - 0.12 5.54 4.73 4.80
61 - 0.57 2.13 5.60 4.78
87 - 1.80 2.40 3.48 458
30 - 0.00 0.15 1.00 2.89
73 - 0.03 1.24 2.48 2.50
95 - 0.00 0.65 1.40 1.99
51 - 0.00 1.42 2.03 1.84
22 - 1.74 3.44 2.29 1.76
62 - 3.35 1.81 0.86 1.41
54 - 0.78 0.85 2.18 1.36
83 - 0.09 1.22 1.82 1.28
48 - 0.09 1.37 0.69 1.26
90 - 1.11 0.90 2.23 1.24
68 - 0.39 0.32 2.50 1.15
total 80.82 74.99 84.46 87.05

Source: Eurostat, COMEXT.

Note: Shares are ranked in descending order with respect to their valuesin 1998. Shares below 1.0 in
1998 are not reported.

(*) Chapters of Combined Nomenclature, see Table 4.
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Table 6a - CEECS imports from the EU, 1998

Eu-Poland |Eu-Czech Rep.| Eu-Hungary Eu-Slovenia Eu-Estonia
CCN |per cent|CCN [per cent|CCN |per cent values|CCN |per cent values [CCN [per cent values
values values

84 20.25 |84 18.86 84 21.14 84 15.76 85 21.81
87 1153 |85 15.77 85 18.97 87 14.11 84 12.59
85 10.63 |87 9.86 87 15.59 85 8.91 87 8.93
39 589 |39 5.92 39 419 39 5.44 39 3.79
48 356 |73 3.08 48 2.77 72 3.29 27 3.26
73 3.18 90 2.84 73 2.45 73 3.10 73 3.17
30 285 |72 2.67 90 2.25 94 2.54 48 2.99
90 2.06 48 2.44 30 2.07 48 2.48 94 2.14
72 1.87 30 2.40 72 1.49 27 2.37 90 2.10
27 1.85 94 1.86 94 1.42 90 2.30 72 2.09
38 173 |38 171 38 1.29 40 1.48 30 153
94 159 32 1.49 41 1.24 30 1.47 62 1.50
32 159 40 1.48 40 1.07 51 1.42 32 1.47
76 1.29 27 1.32 29 1.03 44 1.39 22 1.44
55 1.27 76 111 29 131 17 1.32
52 1.16 83 1.08 76 1.27 64 1.21
33 113 38 1.25 44 1.18
54 1.10 59 1.21 33 1.11
29 1.02 32 1.20
23 1.01 61 1.19

62 1.13

54 1.00
tot 76.55 73.89 76.99 75.62 73.64

Source: based on data taken from the COMEXT database.
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Table 6b - European imports from CEECS for 1998

Eu-Poland Eu-Czech Eu-Hungary Eu-Slovenia Eu-Estonia
Sector | per cent Sectors | per cent |sectors | per cent |sector | per cent Sectors | per cent
85 11.06 |87 16.90 |84 2898 |87 1937 |44 18.27
87 9.53 84 13.05 (85 2171 (85 11.31 |85 15.10
62 9.35 85 12,77 |87 6.83 |84 1070 |27 14.81
94 9.02 73 6.05 |62 442 |94 8.25 94 7.03
27 5.77 94 462 (39 257 |62 5.86 62 6.75
84 5.56 72 384 |61 240 |44 4.28 84 6.17
44 5.20 44 356 |76 231 |76 3.77 72 3.25
73 5.02 39 313 (94 231 |72 2.96 73 2.60
72 3.40 27 246 |02 205 |48 2.95 52 2.46
74 2.80 40 238 |64 1.88 |90 2.62 63 2.08
61 2.05 70 228 |73 1.88 (39 2.55 61 1.95
39 1.83 62 219 |72 1.86 |40 2.16 64 1.48
48 1.75 920 147 |44 173 |73 2.12 920 1.34
08 151 29 146 |27 173 |61 1.92 03 1.18
40 1.46 76 126 |29 140 |64 1.32 28 1.17
63 1.34 48 117 |90 113 |54 1.23 04 1.00
76 1.20 69 111 |40 111 (28 1.22
99 1.17 61 1.08 83 111
71 1.16 68 1.03
29 1.15
31 1.14
70 1.01
tot 83.46 80.77 86.30 86.72 86.64

Source: based on data taken from the COMEXT database.
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2. THE IMPACT ON MIGRATION

The accession of the CEECsto the EU islikely to have asignificant impact on the conditions of
migration. The free movement of workersisdefined by Art. 39 (ex Art. 48) of the EC Treaty and
isone of the fundamental liberties granted under Community law. As well described by the DG
for Economic and Financial Affairsinadocument on enlargement, “indeed, given that barriersto
trade, FDI and other capital movements have aready been largely removed, the free movement
of persons and workers congtitutes the probably most significant dimension in economic
integration to change after accession compared to the statusquo” (CEC, DGEFA 20014, 40). Not
surprisingly, adebate on the consequences of potential migration has provoked the fear in many
countries that the increase in EC populations due to Eastern labour flows may lead to a
deterioration of the labour-market position of the local workforce and to wage reduction and job
losses. In response, several proposals have been put forward in order to introduce a flexible
system of transitional arrangements such as those applied at the accession of Greece, Portugal,
and Spain. These concerns are particularly acute in countrieswhich are likely to be net recipients
of migratory flows, such as Germany and Austria. In spite of the central role played by migration
in the negotiations by this matter, migration research suggests that the overal impact of
enlargement on the EU15 labour market will be limited and that migratory flows will be
concentrated in specific Member States. This section gives a brief overview of the situation of
immigrantsfrom the CEECsin EU countriesfollowed by forecasts of potential post-enlargement
migration based on the existing theoretical and empirical literature and a discussion of potential
factors accounting for labour migration. Particular attention will be paid to Italy and the present
structure of inflows of workers from CEECs and other labour-exporting countries. The section
concludes with an assumption for the simulation scenarios.

2.1 Potential migration from the CEECSs: theoretical reasons and stylized facts

Research in thefield of migration identifies some general influences on theincentive to emigrate.
These factors are difficult to quantify and their interaction is complex, so that knowledge on
motivationsto emigrate and relative consequences remains fairly thin, despite agrowing body of
literature. In general, one can classify these influences as supply-side or *push’ factorsthat affect
the willingness to emigrate from the country of origin, or demand-side or ‘pull’ factors that
concernthedemand for immigrantsin thedestination/host country (OECD 2000; CEC 2001). The
most important economic push factors are: a) relative anticipated income discrepancies,
approximated by the proportion of per capitaincome in the source countries relative to the host
country; b) the labour market situation characterized by high unemployment rates in the source
countries; and ¢) poor economic expectationsin the potential migrant’ s own country. However,
non-economic factorsare a so important in migratory decisions. We need to takeinto account not
only the psychological costs of living in another country with another language and culture, but
also the costs and benefits associated with applications for political or humanitarian asylum as
factors influencing the likelihood of migration. These costs may be partially diminished by the
presence in the host country of existing networks of migrants from the same source country.
Indeed, thereismuch empirical evidenceto suggest that existingimmigrantstend to attract others

30



from the same origin. In general, there is a clear distinction between migration on economic
grounds on the one hand, and asylum, or more politically-related reasons for migratory choices,
on the other. In fact, the motivations differ and we may argue that only the former is relevant
when considering potential migration flows in the wake of enlargement.

On the demand side, the economic cycle may cause labour shortagesin specific sectorsthat exert
apull effect on migrantswith the required skills. In recent decades, migrant workersin many host
countries have filled positions in the service sector and in some industries, with arecent shift in
labour demand towards skilled immigrants. Another important but often neglected factor is the
dynamics of demographic trends, in particular population decline and ageing. A recent study by
the United Nations (UN 2000) addresses the question of whether replacement migration is a
solution to these trends. This analysis implies that countries with ageing populations may try to
attract migrants to obtain demographic objectives through a specific immigration policy. This
requiresthat economic conditions and demographic trendsin the source countries are compatible
with such a policy.

Numerous studies have been made on theimpact of post-enlargement labour migration generally
analysing the problem with reference to the set of factors described above and forecasts vary
according to the methodology used and the underlying assumptions made.® After accession, the
early annua flows from the CEEC10° are estimated at around 120,000 workers (or 335,000
persons) in the oft-quoted study by the European I ntegration Consortium (EIC 2000). Thisfigure
declinesuntil the end of the decade to 50,000 workers (or 145,000 persons). The empirical model
gpecified in the EIC study is an error-correction model estimated on long time-series data on
migrants in Germany, the country where two-thirds of the migrants from the CEECs settled in
1998. The dependent variable in the model is the annua change in the ratio of the stock of
migrants to the home/domestic population. The explanatory variables are the following: 1) the
differential of per capita GDP between the home and the host country; 2) the employment rate
in both countries; 3) the lagged ratio of the stock of migrants to the home population; and 4)
institutional variablesto capture the removal of institutional barriersto the movement of labour.
Results show that all these variables have significant coefficients and with the expected signs.
Then, the results estimated for Germany have been extrapol ated to the EU-15, based on the 1998
distribution of migrantsfrom the CEEC10 acrossthe Member States. Following the assumptions
implicit in the model, around two-thirds of the annual flow will be absorbed by Germany, whilst
one-tenth will be accounted for by Austria, the second highest recipient. The aggregate
projections obtained arethose reported above, while some detail sregarding the estimatesfor Italy
are presented in the following paragraph. It goes without saying that any projection of migration
flowsis subject to aconsiderable degree of uncertainty, and other studies estimate higher figures
of migrant annual flows.

® For the summarized results from some of the main studies, see CEC (2001). One of the most detailed
works is a study commissioned by DG for Employment and Social Affairs, European Integration Consortium
(2000). See also, Bauer and Zimmermann (1999) and Salt et al. (1999).

® The Czech Republic, Hungary, Poland, Slovenia, Slovakia, Estonia, Latvia, Lithuania.
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The cited study assumes that the present distribution of candidate country nationals among EU
Member States will remain unchanged. It could be argued that this assumption may,” distort the
picture somewhat insofar as the present distribution and employment rate are the result of quite
different historical circumstances and migration patterns than those that will prevail after
accession in a context of free movement” (CEC 2001, 8). In fact, the relatively generous
immigration policies of Austria and Germany have affected the past distribution of immigrants
from the CEECs within the EU. These two countries have bilateral agreements with some
candidatecountries: under these schemes, commuters, “ posted workers’ and traineeworkersfrom
Eastern European countries enjoy priority access to the German and Austrian labour markets.
Thesebilateral agreementswill no longer exist after enlargement, giventheright of all EU citizens
to seek work and take up employment in any Member State. However, another factor shaping the
present distribution of CEEC migrants within the EU15 is that of geographical proximity.
Although distance is not a crucial factor for the traditional migrant, in the present case of
enlargement geography may play a key role in migration decisions. In fact, this situation is
characterized by arelevant gap in per capitaincomes over a short geographical distance. Thus,
asargued by EIC (2000), regions bordering the CEECs may be expected to take the bulk of post-
enlargement migration.

With reference to some of the factorslisted above, we may note that, despite the disparitiesin per
capita income and wages between the EU15 and the CEECs, recent immigration from these
countries to the EU has been very low. The 1980s were marked by a mass exodus of Poles, of
whom almost 60 per cent went to Germany and 10 per cent to the United States. The Poles,
followed by the Romanians, constitute the largest communities of CEEC citizens in Western
countries. The presence of these pre-established migrant networks helps explain the direction,
nature and size of the East-West flows after 1989. In the years 1989-1990, after the opening of
the borders, the flows of migrants intensified particularly to Germany, Finland and Turkey, and
declined sharply after 1993. Very rapidly, due largely to the restrictive policies implemented in
the principal host countries and to bilateral agreement between EU members and single CEECs,
temporary migration increased at the expense of permanent migration. Since 1996, the number
of annual permanent migrants has been around 20,000 persons, a level comparable with that at
the beginning of the 1990s (OECD 2001). Therefore, the emigration flows from CEECs have
displayed adownward trend and the nature of these flows has altered, and are now characterised
principaly by short and frequent movements both from East to West and between the CEECs
themselves. ” According to EIC (2000), “the number of nationals from the CEECsresiding in the
EU can be estimated at around 850,000 personsin 1998. With shares of 0.2 to 0.3 per cent in the
EU population and in the EU employment respectively, the number of registered immigrantsfrom
the CEECsis - given the disparity in per capitaincomes - surprisingly low at the present stage.
Around 80 per cent of theimmigrantsfrom the CEECsresidein Austriaand Germany. Still, even
in these countries the share of immigrants from the CEECsin theworkforceis, a 1.1 and 0.5 per
cent, rather modest.” (EIC 2000, 31).

" For arecent report on migration in Central and Eastern Europe, see OECD (2001).
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Another relevant factor for migration isthe dynamics of demographic trends both in the host and
source countries. As shown in Table 7, demographic projections for CEECs present similar
characteristics with those of most Western countries: population decline and population ageing.
In Poland and Romania, the most populated candidate countries, the expected population
reduction by the year 2050 will be approximately 13 and 19 per cent, respectively. If these
projections are confirmed in the future, applicants will no longer have a positive demographic
surplusto export. In addition, the * catching-up process will narrow income disparities between
the CEECs and EU15 members and will increase labour demand in the candidate countries, thus
absorbing a higher proportion of the workforce. Therefore, even though the persistence of
permanent emigration in acontext of continual declinein therate of population’snatural increase
deserves to be highlighted (OECD 2001, 38), in our opinion the projected demographic trends
have to be taken into account when sketching out the shape of future migration.

Table 7 - Demographic Projections for the CEEC10, Italy, and the EU

Population }
(Thousands) Difference Percentage aged 60 or over
2000 2050 Absolute  Percentage 2000 2050

Poland 38605 33370 -5235 -13.6 16.6 35.6
Slovenia 1988 1527 -461 -23.2 19.2 424
the Czech Republic 10272 8429 -1842 -17.9 184 40.1
Hungary 9968 7486 -2481 -24.9 19.7 36.2
Estonia 1393 752 -642 -46.1 20.2 359
Total 1*t Wave 64226 53614 -10612 -16.5
Romania 22438 18150 -4288 -19.1 18.8 34.2
Bulgaria 7949 4531 -3419 -43 217 38.6
Slovakia 5399 4674 -724 -134 154 36.8
Latvia 2421 1744 -677 -28 209 375
Lithuania 3696 2989 -707 -19.1 18.6 37.3
Total 2" Wave 41903 32088 -9815 -234
Total CEEC10 106129 85702 -20427 -19.2
Italy 57530 42962 -14568 -25.3 24.1 42.3
European Union (*) 375276 331307 -43969 -11.7 21.9 35.3

Source: United Nations (2000b), “World Population Prospects: The 2000 Revision. Highlights’.
(*) United Nations (2000a), “ Replacement Migration: isit a solution to Ageing Populations?’.
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2.2 Migration between the CEECs and Italy

The situation of legal migrantsin Italy, with special reference to the CEECs and other relevant
source countries, is presented in the following table.

Table 8 - Stock of foreigners with residence permits from the CEEC10 and the Balkans in Italy,
Several Years ®

January 1%, January 1%, Percentage over the total
December ) )
1997 2000 foreign residents, year
3151991 @
@ @ 2000
Poland 12139 23163 29478 2.20
Slovenia 3575 3720 0.28
the Czech Republic 4866 3429 0.25
Hungary 3428 3690 0.28
Estonia 181 226 0.02
Total 1% Wave 12139 35213 40543 3.02
Romania 8250 26894 61212 457
Bulgaria 2530 4435 7378 0.55
Slovakia 2381 ¢ 2489 2087 0.16
Latvia 187 333 0.02
Lithuania 317 450 0.03
Total 2" Wave 13161 34322 71460 5.33
Total CEEC10 25300 69535 112003 8.35
Percentage of Tota CEEC10
) 0.04 0.12 0.19
over home population
Albania 24886 66608 133018 9.92
Former Yugosavia 26727 74761 92791 6.92
Total Yugoslavia and Albania 51613 141369 225809 16.84
Total residence permits in
648935 986020 1340655

Italy

Source: Presidenza del Consiglio dei Ministri, Department of Economic Affairs (2001), Allargamento a est
dell’Unione Europea: sfide e opportunita per I’ltalia.

Notes: ©® Thestatisticsfor ‘residence permits’ differ from thosefor ‘foreign residents’ because the former do not
take into account, if not marginally, foreign minors. In fact, the law does not require residence permits
for the children of migrants following their parentsto Italy.

@ |STAT elaborations on dataof Ministry of the Interior.
® Refers to those from the former Czechoslovakia.

The most substantial migratory flows from candidate countries are those from Poland and
Romania. For most of the CEECs, the numbers are only in the hundreds and the annual flows
amount to little more than a few dozen individuals. Between 1992 and 2000, the most relevant
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changesin the stock of legal migrants are dueto legal proceduresto “regularize’ the presence of
previoudly illegal and unregistered immigrants residing in Italy which were passed at the end of
1995 and in 1998. The effects of the first measure are evident in the stock of residence permits
registered at 1.1.1997 with anincrease of 35 per cent with respect to the previousyear. The most
recent measure shows similar effects.

During thelast decade, migrantsfrom Poland and Bul gariamore than doubled but, at present, the
largest community from a candidate country is that of Romanians, with a substantial increasein
the last decade. This case is explained by the growing economic and commercial connections
between Italian firms and Romania, by the economic recession in Romania after 1997 combined
with somenon-economic factorsof cultural andlanguage proximity. In North-Eastern Italy where
thereisashortage of labour, Romanians have agood reputation as manual workersand are much
appreciated by local entrepreneurs.

It is important to note that the number of legal foreigners residing in Italy and coming from
CEECs amounts only to 8.35 per cent of the total number of resident migrants. The remaining
percentage is mainly from others: Albania, the former Yugodavia, Africaand Asia. The most
recent information indicates that indigenous migration flows from Albaniaare drying up and that
Italy is fast becoming atransitory destination for migrants from the Middle East and Asia

According to the EIC study, the stock of residents from the CEEC10 in Italy will follow the path
shown below:

Table 9 - Baseline Projections: Stock of Residents from the CEEC10

residents from the CEEC10
Historical _—
EIC Model Projections
Data
1998 2002 2005 2010 2015 2020 2025 2030
Italy 34490 46888 80359 117538 138956 150456 155790 157359
EU15 853128 1159804 1987718 2907367 3437146 3721613 3853542 3892345

Source: EIC (2000).

At thispoint, we should make some preliminary remarksabout the data. The historical datashown
in Table 9 have been used in the EI C study to compute the 1998 distribution of migrantsfrom the
CEEC10 across the Member States. In the case of Italy, the report specifies early on that in fact
thefigurerefersto the year 1996 and, more precisely, we may add that it isthe stock of residence
permits at December 31% , 1995.2 This explains the major difference between the EIC figure

8 For the difference between ‘ residence permits’ and ‘foreign residents’, see notes below Table 8.

35



(34,490 persons), and the number of residence permits from the CEEC10 at January 1%, 1997 as
shown in Table 8 (69,535 legal migrants residing in Italy). Therefore, the EIC model based on
these ‘outdated’ historical data projects the stock of foreign migrants in the future producing
results for the year 2010 which are not far from the data registered at the beginning of the year
2000 (that is 117,538 migrants compared with 112,003 residence permitsregistered by the Italian
Ministry of the Interior at January 1%, 2000). Hence, absolute values of projections are
inconsi stent with reality which hasbeen deeply affected by domestic decisionsin migration policy.
These considerations should be added to those already expressed about the significance of the
model’ sresults and we agree with the authors that “ the projections should therefore only be seen
as a clue to the magnitude of future migration from the CEECs, in particular not as a point-
forecast.” (EIC 2000, page i, Introduction to the Final Report).

To summarize, we may conclude that various forecasts of enlargement-generated migration
suggest that the number of migrants from the CEECs to EU15 will be very limited. Most
presumably, these flows will follow well-established migratory paths and migrants will tend to
settle within country-specific migrant communities. Therefore, Germany and Austriawill be the
countries more affected by migration after enlargement. Moreover, demographic projectionsfor
the CEECsindicate declining trendsin population growth in those countriesaswell asin therest
of Europe, thusthe surplusof migrantswill drop. In addition, the economic situation of candidate
countriesis expected to improve thus reducing theincentive to emigrate. Finally, in the past Italy
has not been amigratory polefor Eastern migrants, given its geographical location and prevailing
economic conditions, and there is little reason to believe that this framework will change
dramatically in the near future. Therefore, in our study we assume no change of migration flows
in the simulation scenarios based on the hypothesis that any potential variation in the number of
migrantswill be so low asto leave the labour market and the economy as awhole largely intact.

36



3. THE IMPACT ON FOREIGN DIRECT INVESTMENTS

Over the last decade, FDI inflows in CEECs countries have ranged between 3 and 5 per cent in
terms of their GDP, depending on the year and the country considered. Two-thirds of FDI
originated from EU Member States, with Germany being the main investor. According to
Eurostat, inthe period 1994-99 the cumulative flowsof FDI from the EU-15 countriesamounted
to 36,320 million Euros if the CEEC5 countries are taken into account, and to 40,695 million
Eurosfor the CEEC10 countries. In fact, theimportance of FDI for the EU economieswas small
asit represented lessthan 1 per cent of grossfixed investment over the 1990s (see Brenton 1999;
EC 2001). Italy contributed to European FDI with only 1,546 million Eurosover the period 1994-
99, indeed a very modest 3.8 per cent of the total, a share even lower than that of Belgium and
Sweden. If we look at Italian ICE statistics based on UIC data and reported in Table 10, the
cumulative flows of FDI appear even lower. The reason is that national statistics do not yet
report the acquisition of Bank Pekao, one of the major Polish banks, for about 1,000 million
Euros which accounts for about two-thirds of total Italian FDI over the period examined. When
the latter investment is not considered Hungary remains the main recipient country of ltalian
investments with one-third of the total, followed by Poland, the Czech Republic and Romania.
Table 11 shows that the greater part of Italian investments have been directed towards labour-
intensive sectors: 40 per cent for machinery and motor vehicles; 19 per cent for thefood industry;
and 17 per cent for the clothing and textile sectors.

Quite significantly, European FDI appearsto have been motivated more by the desireto increase
market shares in the CEECs than by export substitution (see EC/CEC 2001). As a result of
privatisation, nearly half of the FDI has been directed to non-tradeable sectors such as public
utilities. Onefifth of EU FDI occursin labour-intensive sectorssuch astextiles, clothing, el ectrical
machinery and motor vehiclesin order to exploit wage differential s. Thissuggeststhat whilst FDI
has not negatively affected the volume of EU exports and employment in those sectors, it may
have had a negative effect on low-skilled labour within the EU.

Thereislittle consensusin the literature as to the consequences of enlargement for the evolution
of FDI flows. Some economists (see, for example, Sinn and Weichenrieder, 1997) contend that
the volume of FDI into the CEECs has been below potential and thus that FDI will surge once
constraints are removed, whilst others (see, for example, Brenton 1999) forecast no major effect
due to enlargement.

We have not made any specific provision for FDI in our simulations of enlargement effects for
two reasons. First, because if FDI may continue to flow into the CEECs at the current pace
representing no more than 1 per cent of the gross fixed capital investment of EU countries.
Secondly, and more importantly, because the impact of FDI on the Italian economy is likely to
remain relatively low, asthe limited propensity to invest is explained by the small size of Italian
firmsand by aspeciaisation in mature products. Asaconsequence, we have decided to take FDI
as one of a number of factors potentially leading to the higher rate of growth for the CEECs,
modelled in the *Specializing CEECs’ scenario, rather than as the sole or dominant factor.
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Whilst it isdifficult to predict whether or not FDI will continueto rise at the current pace or will
boom following enlargement, Brenton (1999) demonstrates that in 1995 Hungary and the Czech
Republic already had astock of FDI owned by EU companiesthat wasin per capitatermsalready
higher than that of Greece and equivalent to 75 per cent of that for Spain. This suggeststhat even
if the stock of FDI may well raise the CEECs to the level of EU countries, Hungary and the
Czech Republic have already closed the gap. The situation in 1995 differed for Poland, Romania
and Bulgariawhich lagged far behind Hungary and the Czech Republic. Indeed, since 1995 the
FDI flows of these two countries have been relatively constant in terms of GDP, as opposed to
Poland and Romania where FDI has been on an upward trend (see CEC 2001). Using a gravity
model, Brenton estimates that FDI inflows into the more advanced CEECs are not below what
isthe expected level, given income, market size and geographical proximity, and concludes that
asurgein FDI asaresult of accession isunlikely inthe case of Hungary, the Czech Republic and
Poland.

Table 10 - Italian FDI by Country of Destination (million euros)

Cumulated Percent of

Totd
1999 1994-98 94-98

Czech Rep. 32,3 n.a 75,4 16
Estonia 14 n.a 6,5 1
Hungary 13,8 37,8 1574 34
Poland 21,7 25,9 94,9 21
Slovenia 2,7 2,6 31,0 7
CEEC5 77,9 66,2 365,2 80
Bulgaria 1,2 n.a 43

Latvia 0,2 n.a 0,2

Lithuania 12 n.a 25 1
Romania 35,8 30,7 67,5 15
Slovakia 3,2 n.a 19.5 4
CEEC10 1195 96,9 459,2 100

Source: UIC (Ufficio Italiano Cambi) and ICE (Istituto per il Commercio Estero).
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Table 11 - Italian net FDI by industry (percentage), year 1999

Energy

Metals and Minerals

Chemical products

Machinery and Motor Vehicles
Food products

Clothing and Textile
Construction

Others

Total

21

7.1
40
19.2
17.6
11
4.9

100

Source: ICE (Istituto per il Commercio Estero).
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4. A BRIEF DESCRIPTION OF THE SIMULATION MODELS

Thisresearch concernstheimpact of European enlargement ontheltalian economy. Thescenarios
implied by this perspective have been evaluated using a system of econometric models. This
system is made up by country models which are linked by means of a world commodity trade
model.

The country models belong to the Inforum (Interindustry FORecasting at the University of
Maryland) system; each country model has been constructed by the country partner so that it
embodiesthe peculiarities of the economy as observed and understood by the model builder. The
system consists of multisectoral models of Western Europe (Germany, France, Spain, Austria,
the United Kingdom, Belgium, Italy), the Far East (China, Japan, South Korea, Taiwan), and
Central-North America(Canada, United States, Mexico). Asdescribed in Grassini (2001), amore
descriptive name for this might be Interindustry Macroeconomic Models (IM) or Multisectoral
Macroeconomic Models(MM); ‘interindustry’ and* multisectoral’ stressthe presenceof aninput-
output structure and the detailed representation of the industries in the economy; and
‘macroeconomic’ emphasizesthat theusual variablesof macroeconomicsarecovered. Inthesame
way as macroeconometric models, they use regression analysis of time-series. A distinctive
property of these model is their bottom-up approach; that is, the macro totals are obtained by
summing the industry details.” Hence, the model builder is forced to look very closdly at the
economic statistics for a better understanding of the economy and its working. Of course, these
models are well suited for analyzing structural changes.

In these models, the foreign trade flows have a distinctive feature. They are driven by aworld
commodity trade model, the Bilateral Trade Model (BTM) created and originally estimated by
Qiang Ma (1996).° The basic idea underlying this trade mode! was formulated many years ago
(see Armington (1969a, 1969b) and Rhomberg (1970,1973)); subsequently, a number of studies
tackled estimation problems involved in the construction of this kind of trade models (see, for
example, Nyhus (1975), Fair (1983)). These analyses focused on modelling trade shares by using
relative prices as explanatory variables; the BTM model shares the basic characteristic of earlier
works and contains interesting innovations which will be discussed later on. For an overview of
the Italian Multisectoral model and of the Bilateral Trade model, see below.

® Here, we do not compare the peculiarities of thiskind of models with those of other macroeconomic or
multisectoral models. However, see West (1995) for a synoptic presentation of Computable General Equilibrium
models, Classic Input-output model sand | nput-output+econometricsmodel s. A compari son among macroeconomic
models is aso in Almon (1991). Furthermore, see Monaco (1997) who presents an interesting evaluation of
different kinds of macroeconomic multisectoral models from a model builder’s and user’s point of views.

191t has subsequently been revised and updated with more recent data. Thisisamodd of bilateral trade
flow in merchandise at the level of 120 products. The list of the productsisin the Annex.
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4.1 A walk around the Italian Model

The accounting structure and data

A structural model of an economy begins with an accounting system, and indeed an accounting
system is already a model, since each balance in the accounts is an equation. The number of
equations is aso the number of endogenous variables which are automatically accompanied by
a large number of exogenous variables. Adding econometrically estimated equations among
variables in the accounting system reduces the number of exogenous variables, but at the same
time reveals the thinking of the model builder. We shall therefore begin with a description of the
accounting framework and then move to the econometric equations.

INTIMO - the Interindustry Italian Model — begins from the Italian input-output table and the
institutional accounts. The input-output table used in the model has 44 sectors, 40 of which
represent the private component of the economy, 4 of which represent non-market sectors, of
which 3 are governmental and 1 is non-profit. The table distinguishes between domestic and
foreign production in each cell, and the model preserves this distinction.

In this table non-deductible value added taxes (VAT) have been removed from the calculations
for intermediate and final demand flows. A basic assumption of input-output isthat alira’ sworth
of a particular product requires the same inputs irrespective of where that lira of sales occurs
acrossthe product’ srow. Thisassumptionisflagrantly violated in the tables published with flows
including non-deductible VAT. For example, paper sold to firmsappearswithout VAT whilethe
same paper sold to households appears with VAT. The removal of the non-deductible VAT,
therefore, makes the input-output cal culations move valid and moves the table much closer to a
factor-cost rather than a market-price basis. In addition to the VAT matrix, the bundle of excise
and other ad valorem taxes has been represented in amatrix specifically built for the model which
lists about 30 different indirect taxes.

The ‘ingtitutional accounts have been aggregated into three sectors: ‘ enterprises’, ‘ households
and ‘government’. In the European System of Accounts (ESA) there are seven ingtitutional
accounts: 1) production; 2) generation of income; 3) distribution of income; 4) use of income; 5)
capital; 6) financial; and 7) current transactions (with rest of the world). The input-output table
andthe‘ingtitutional accounts’ areclosely linked. Aggregatesfrom theintermediate consumption
and value added matrixesin theinput-output table go into thefirst two accounts, ‘ production’ and
‘generation of income' . INTIM O then modelsthe third and seventh accounts, the * distribution of
income and ‘ current transactions’ accounts to cal culate disposable income. The * use of income’
and‘ capital’ accountsallow computation of macroeconomic variablessuch assaving, investment,
consumption, inventory changes in nominal terms. Needless to say, the household disposable
income which results from the computation in the institutional accounts is not necessarily that
assumed in the computation of households in the input-output accounts. The model must be
solved iteratively to ensure that the two are equal.
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Equations from input-output identities
In an input-output table there are two sets of accounting identities:

Ay 1=y AP+ Vv =p (1)

where q is the (column) vector of sectoral outputs, f isthe vector of final demand, the sum of
consumption, investment, inventory changes and net exports, v isthe value added vector per unit
of output, p isthe vector of sectoral pricesand, finally, A = [a;;] isthe matrix of coefficients so
that g;*a;;=q;; where g;; is the flow from sector i to sector j in the input-output table; matrix A
is also known as the *input-output technical coefficient matrix’. The set of equations on the |eft
side are known as the ‘fundamental equation in the input-output analysis or ‘the Leontief
equation’; the set of equations on the right side are known as the ‘Leontief price equation’.

ININTIMO, al these variables should have also a t subscript to emphasize that they vary over
time, so that the equation for the determination of output would be

Mt T MMe 't (29)

Inthe determination of prices, the distinction between foreign and domestic productsisimportant.
For the price equations, we need to separate the A , into a matrix of domestic inputs, H, and
imported inputs, T, , suchthat A,=H,+ T,. The resulting equation for determining domestic
pricesis

Pp = Hp + TP + (2b)
where p," is the vector of import prices. While the elements of matrix A may be interpreted as
‘technical’ coefficients, H and T matrices ssimply distinguish the origin of inputs, a distinction
which is useful for analyzing the impact of foreign prices on domestic prices but independent of
any technological consideration. There are no annual input-output tablesfor Italy, but we do have
historical series on outputs, final demand, imports, domestic prices, and foreign prices. From
these series and the 1988 input-output table, we have made aseriesof A, H, and T tables from
which we project future tables.

Behavioural equations
In very genera terms, the real and price sides of INTIMO (or any MM model) can be presented
in the following form

U = A0 + 110.D.Z~) D= HD + 1D + VID.U.Z.) 3
where z; and z,, are vectors of variables not appearing in the input-output table, such asinterest
rates, money supply, or population. Notethe*crossovers'; pricesappear in thefinal demands and

physical outputs appear in the price equations. We omit the t subscripts which should be
understood on each matrix or vector. We have not included a dependence of the matrices on
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prices because that dependence has not been built into the present version of INTIMO. Whilst
thereisno problemin principle or theory in doing so, it would involve very substantial empirical
problems. Besides these equations, there are others that do not have a sectoral dimension, such
asthose for collecting personal taxes or government accounting.

We now turn to theforms and content of the various behavioural equationsthat make up thef and
v functions.

Let us begin with the description of a demand system used to model Personal Consumption
Expenditure. It is difficult to judge the usefulness of a demand system without any reference to
the precise context in whichit isused. Thus, an MM model isagood testing ground for ademand
system becauseit isfairly clear what it hasto do. It will be used for relatively long-term growth
studies so it must have an analytical form ableto deal with significant growth in real income, with
demographic and other trends, and with changes in relative prices. It must allow both
complementarity and substitution among the different goods examined. Prices should affect the
marginal propensity to consume with respect to income and the extent of that influence should be
an empirical question and not determined by the form of the function. Following the same
reasoning, income will certainly make the demand for agiven good vary according to its specific
propensity to consume, but increasing income should not make any demand negative.

The INTIMO model now uses the Perhaps Adequate Demand System (PADS) (Almon 1996).
PADS demand equations have aform with amultiplicative rel ation between theincome term and
the price term. Theincometerm has alinear form with aconstant, real income per capita, itsfirst
difference and atime trend. By use of adult equivalency weights, the effect of the age structure
of the population on consumption isreflected in theforecasts. Thisage structureisin turn derived
fromademographic submodel in INTIMO which computes popul ation year-by-year in 100 single-
year cohorts on the basis of fertility by age, net immigration by age, and survival rates from one
age group to the next.

The priceterm in PADS isnon-linear and designed to allows every product to haveits own price
elagticity and to exploit the idea of groups and sub-groups of closely related commodities where
within group complementarity or substitutability may beimportant. Not all commodities need be
forced into a group, and some of them, given the detail of the available statistics, do not fit into
any specific group. Other commodities or services such as‘ medical services and ‘ education’ are
recorded as household consumption expenditure athough they are mainly ‘government’
expenditure so that they do not fall under the consumer's budget constraint. They can be given
special treatment.

ThePADSsystemin INTIMO models40 itemsof Personal Consumption Expendituresregistered
in the National Accounts. This vector is then multiplied by a ‘bridge matrix’ to convert these
consumption categories into the 44 sectors of economic activities of the input-output table.

Investment equations are based on capital stock gross investment data available for 21 sectors
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which are easily related to the 44 sectors of the input-output table. Gross investment is assumed
to be composed of expansion investments and replacement investments. Thelatter are considered
equal to the amount of investments required to maintain the level of capital stock constant; these
investmentsarerelated to capital stock by meansof areplacement rateimplied by investmentsand
ISTAT capital stock data. The capital stocks are, in fact, computed according to the perpetual
inventory principle so that, given the investments and the stocks, the‘average’ replacement rate
can be calculated. The expansion investments are dependent on changes in output with lags of
up to threeto four years. No other explanatory variables are used. We are, of course, aware that
investment functions should consider the cost of capital, but we do not have such information at
the sectoral level and the use of aggregate measures has not been particularly fruitful.

These equations explain investment demanded by the purchasing industry. As in the case of
personal consumption expenditure, a bridge matrix converts investment by purchaser into
investment by type of product purchased.

Imports are modelled by import-share equations. The share is the ratio of sectoral imports to
sectoral domestic demand. These shares are not constant over time and are modeled by a price
term and a particular time trend. The price term for each sector isamoving average of theratio
of import price to domestic price for that sector, and the moving average covers the current and
two previous years. The domestic price is computed by the model while the import price is
supplied by the Bilateral Trade Model. The ‘ particular time trend’, known as aNyhus' strend, is
obtained by cumulating thevariable 1 - s over time, wheres istheimport share. If theimport share
iscloseto zero, thisvariable grows by nearly 1 each year and thus almost constitutes atime trend.
If, however, the import sharerises, this‘time’ slows down, and if the share reaches 1, this‘time
trend’ stops growing altogether.

Exports are supplied by the Bilateral Trade Model

Government expenditure, which isrepresented herein term of sectoral purchases, istreated asan
exogenous variable; it belongsto the scenario variables and allows usto investigate the impact on
the economy when level or structure of expenditure changes. For example, it can be used to study
the industrial effects of a shift of government expenditure between defense and education.

Labour productivity for each sector ismodelled with therate of sectoral output growth and either
the level of output or atime trend. However, this device is not our favorite theory. We hope to
connect labour productivity with investment. In the U.S. Inforum group, for example, the
connection between investment and productivity has been estimated by using cross-section across
firms within an industry. In the past, INTIMO used an equation based on ‘Verdoorn's law’
(Verdoorn, 1949) which states that empirical evidence supports‘afairly constant relation over a
long period between the growth of labour productivity and the [cumulated] volume of industrial
production’. This idea was abandoned when it became clear that the equations were such that
increasing outputs reduced employment in many industries.



We have investigated a number of other analytical forms for modelling labour productivity. We
havetried labour-capital ratios, that is, astep towardsthe Total Factor Productivity definition. In
many cases, the estimation of the labour productivity equationsinitially appeared to be successful.
Unfortunately, good fitting and excel lent statistical testing do not prevent theequationfrom giving
anomalousresultsin simulation. We consider model ling labour productivity to be one of the most
challenging topicsin building an MM model (Wilson 2001). Promising resultsin estimating |abor
productivity equations for the Italian model have recently been achieved by lommi (2001).

Wages are modeled at both the sectoral and aggregate levels. There are 42 sectoral equations and
a single macro equation. The macro equation is for wages in ‘industry’ -- the ‘energy’,
‘manufacturing’ and ‘ construction’ sectors. It explains the index of nominal wage as afunction
of the personal consumption deflator and labour productivity defined as the ratio of total output
over employment. Both variables enter the equation with the current and one lagged value. The
macro equation has been designed for long-term forecasting. The personal consumption deflator
represents wage indexation, either as a legal scala mobile (wage indexation) or merely as the
functioning of labour markets. Labour productivity appears in the equation because productivity
increases are often used as an argument for wage increases in labour negotiations. The structure
of this equation reflects what we have learnt from the history. Because of the recent structural
changes occurred in the Italian labour market and of the expected reforms which are still under
scrutiny, aggregate wages belongs to the set of the scenario variables.

In addition to the macro equation, there are sectoral equations for each industry, with the
exception of the government sectors which have been aggregated into a single sector. The
dependent variable in these equations is the ratio of the sectoral wage index over the aggregate
wage index. There are two types of sectoral equations. One uses the rates of growth of
employment and output plus atrend. The other uses the ratios between sectoral employment and
sectoral output to employment and output of ‘industry’ as defined above.

Social security contributions are computed at the sectoral level. A time series of social securities
rates has been computed from the time series of (sectoral) wage and socia security contributions.
Theserates are exogenous variableswhich vary over timeto reflect policy actions. Social security
contributions for socia security are derived by applying such rates to sectoral wages.

Gross operating surplus, profitsfor short, are explained at the sectoral level, the same 42 sectors
for which wageswere computed. The profit equationswork intermsof profits per unit of output
and list among the explanatory variables sectoral price, changein sectoral output, sectoral foreign
price for non-sheltered sectors, and atime trend.

In addition to the many equations which explain a single cell in the input-output accounting
scheme, INTIMO hasagrowing number of equations dealing with variablesfrom theinstitutional
accounts. (Their number is growing because these accounts have only recently been incorporated
into INTIMO.) Theinstitutional accounts properly belonging to the model are the ‘ distribution
of income and ‘current transactions accounts. Within these, the ingtitutions have been
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aggregated into ‘enterprises’, ‘government’, and ‘households' . The ‘households account has
received specia attention in order to model ‘household disposable income’ (the balance line)
which enters the Personal Consumption Expenditure demand system. Some items (which are
macroeconomic variables) of this account are obtained aggregating sectoral flows; for example,
‘gross operating surplus’, ‘compensation of employees and ‘actual social contribution’. Other
items need to be modelled. In some cases, a simple relationship among macroeconomic variables
suffices. For example, ‘profits distributed to employees can be taken as a proportion of the
‘gross operating surplus’ of the private sector. In other cases modelling the item may be more
complex, for example, ‘social benefits and *current taxes on income and wealth’ both deserve
special attention.

The model hasthe real side and the nominal side strictly integrated. This property must be borne
clearly in mind when the ssimulations of this study will be used to evaluate the effect of the Eastern
enlargement of the EU on the Italian economy. Furthermore, the model incorporate a very
advanced treatment of the indirect taxes (see, Bardazzi (1992), Bardazzi et al. (1991), Bardazzi
& Grassini(1993), Bardazzi (1996), Grassini (2001)); in particular, the model explicitly showsthe
impact of the tax burden on the (sectoral) production side and the corresponding impact in terms
of revenues on the national budget.

4.2 The Bilateral Trade Model (BTM)

BTM isestimated by using a bilateral database, WTDB, released by Statistics Canada and made
availabletotheNterindystry FORecasting at University of Maryland (INFORUM). Thisdatabase
provides high quality and up-to-date information on commodity trade, which coversall theworld
commodity trade and makes the bilateral model genuinely ‘global’. The raw data set has been
submitted to two aggregations. One concerns the commodity classification where the large
number of commodity flows have been reduced to a set of 120 trade flows. The second is
geographical so that the number of trading countries has been reduced from 200 to about 60; they
include the countries of the system of multisectoral model s and other countries or groups of them
countries (for instance, thetransitional economiesin the Eastern Europe, OPEC countries, South
Africa, other developing Asian countries, and major South American countries). The dataallows
us to construct bilateral trade flows matrices for 120 commodity groups. Each matrix has a
number of rows and columns which are related to the above 60 countries. If the BTM database
isready for hosting this huge number of countries, the present working version istailored on the
existing country models in the system..” The structure of the data allows us to investigate the
trade structure of other countries not yet included in system of models and, hence, to tackle
problems such as those considered in the present research..

The BTM works asfollows. It takes the sectoral imports from each country model and all ocates

* The United States, Mexico, Canada, Japan, South Korea, China, Taiwan, United Kingdom, France,
Germany, Italy, Spain, Austria, Belgium and two areas:. the rest of the OECD countriesand ‘ therest of theworld'.

46



them to the exporting countrieswithin the system; thisallocation isdone by means of import share
matrices computed from the trade flows matrices; imports demanded to a country turns out to
sum up to its exports. Hence, this model ensures the balance of imports demanded to a given
country with its exports; this balance is obtained for each commodity group.

Then, the key work of the model isto cal culate the movement in 120 import-share matrices. First
of all, imports by product, prices by product, and capital investment by industry are taken from
the national models. Then the model allocates the imports of each country among supplying
countries by means of the import share matrices mentioned above. In any one of these matrices,
which we denote by S (for share), the element S ;, is the share of country i in the imports of
country j of the product in question in year t. (t is0in 1990). The equation in the BTM for this
typical element is

Bijl Bijz Bij3Tt

* * e

Keit
(K )

P
S..=B.. x eit
ijt B|JO ( PW”) it
where,

Py = the effective price of the good in question in country i (exporter) in year
t, defined asamoving average of domestic market pricesfor the last three
years,

Pyt = the world price of the good in question as seen from country |
(importer) in year t (see description below);

Kee = an index of effective capital stock in the industry in question in country i
in year t, defined as a moving average of the capital stock indices for the
last three years;

Kwt = anindex of world average capital stock in theindustry in question as seen
from country j in year t (see description below);

T, = Nyhus trend variable, set to zero in the base year, 1990.

BijO! Bijl! BijZ! Bij3 are estimated parameters.

The world price, P, is defined as a fixed-weighted average of effective prices in all
exporting countries of the good in question in year t:

Pujt = Z:Sijopeit ; Z:Sijo =1

and the world average capital stock, K, is defined as afixed-weighted average of capital stocks
in al exporting countries of the sector in question in year t:

ijt - Z:SijOKeit

The fixed weights in the definition of the world price and the world average capital stock, the
Sijo» arethetrade sharesfor the base year 1990. The use of the fixed weights ensuresthat the share
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equation satisfiesthe *homogeneity’ condition as suggested by the demand theory. For example,
if all effective domestic prices, P,;,, are doubled, then a doubling of the world prices as seen by
each importing country (or itsimport prices) leaves the price ratio unchanged.

The BTM work begins with the collection of prices, imports and capital investments, but we see
that the share equations require capital stock datawhich are intentionally not collected from the
country models, even if they are endogenously computed. Capital stock data made available by
official statistical national institutes are largely based upon different criteria, so that they may be
not comparable (as it is required in the above equation). Consequently, we chose to compute
capital stock directly from statistics taken from a‘ comparable’ perpetual inventory model where
comparability is mainly based on the use of a common depreciation rate.

Theideabehind arelative capital stock as explanatory variableisthat (new) investments contain
embodied technical progress. A capital stock which contains more recent investments may make
the industry more competitive. In other words, an industry can buy market shares by investing.
In order to stress this assumption, capital stock is computed from investments, and the
depreciation rate is consequently chosen as strategic variable. At present, itisequal to 8 per cent.

These parameters were estimated using Ordinary Least Squares (OLS) in the following
specification:
logS = a + B, logP + B,logK + B, T

where, for simplicity’s sake, we have dropped the time and country subscripts (t, i, j) and let P
and K denotetherelative priceratio and rel ative capital stock ratio, respectively. Qiang Ma(1996)
searched the parameter space for estimates of §;, By, Bi2» ad By, and only included estimates
with correct signs. The search procedure explored seven aternative functional forms asfollows,
beginning with the above typical equation. If the estimated price parameter or capital parameter
was of the wrong sign, various combinations of a subset of the three explanatory variables were
then used in the regression. If a wrong sign persisted in either the price parameter or capital
parameter, the share equation wasregressed on the Nyhustrend variable alone, becausetherewas
no sign restriction on the Nyhus trend variable.

It should be noted that in any forecast period each trade share must be non-negative, and the sum
of shares from al sourcesin agiven market must add upto 1 (i.e. }; ;= 1foral jandt). The
non-negativity condition is automatically satisfied through the use of the logarithmic functional
form, but the adding-up conditionis not. A way must, therefore, be found to modify the forecast
trade shares so that the adding-up condition is met. Estimates of al of the n shares are made
separately and subsequently adjusted to meet the adding-up condition. In thisway, the forecast
shares in each market will satisfy both the adding-up condition and the non-negativity condition.
In scaling the forecast shares to meet the adding-up condition in each import market, those with
the best fits should be adjusted proportionally lessthan those with poor fits. Thereisaset of good
weights at hand: the standard errors of the estimated equations. Thus, the adding-up conditionin
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each import market isimposed by distributing the residua in proportion to the standard error of
each estimated share equation.

Qiang Ma estimated equations for over 19,000 trade flows. The capital term entered equations
accounting for some 60 per cent of total trade flow. We should emphasi ze that the estimation uses
time-series, not cross-section, data. Thus, the coefficients showing theeffect of investmentinitaly
on Italian shares in the imports of other countries only reflects the Italian experience. It is not
based on, for example, the effects of German investment on Germany exports.
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5. SIMULATION SCENARIOS OF EU ENLARGEMENT: THE CEECS GROWTH EFFECTS

5.1 The ‘baseline’ scenario

5.1.1 Exports

As mentioned above, BTM distributes the imports of each country among supplying countries.
This means that each country model endogenously computes (sectoral) import requirements;
BTM convertstheserequirementsinto exportsof theother countries. Symmetrically, each country
model in the system receives from BTM its (sectoral) exports as the sum of the imports
requirements of the other countries. The amount of (sectoral) exports of each country will vary
according to the shares it captures of the imports of each other country in the system.

5.1.2 The CEEC5 growth scenario in the baseline

In the baseline, the GDP growth in the CEECS is assumed to follow the average rate of growth
of other countriesin the system. In other words, we assume that the CEECS grow at apace close
to that of the main industrialized countries -- Western Europe, the United States, Canada and

Japan.

5.1.3 The exchange rate scenario

5.1.3.1 The exchange rate for key currencies

The exchange rates among the key currenciesin the baseline aswell asin the other scenarios are
assumed not to vary much over time. The Euro/US-Dollar exchange rate rises steadily from the
present 0.90 to 1.00 by 2010 on the assumption that the widely held view that the Euro is
undervalued is not just wishful thinking in the EU. The Euro/Pound ratio remains constant at
0.630 on the expectation that the UK will watch thisrate closely and try to keep it, rather than the
Pound/Dallar ratio, constant. The Euro/Y enratio risesfrom 110to 117 in 2010 to expressaslight
progressive weakening of the Japanese currency.

5.1.3.2 The prices in the CEECS relative to those in the present members

At present BTM details exchange among 14 countries and two regions, ‘ other OECD’, and ‘the
rest of theworld’. The 14 country models each produce sectoral price projections. For BTM,
these are adjusted by assumed exchange rates to produce indexes of effective prices. Industry-
specific trade-weighted averages of these country prices are then taken as the prices of the two
remaining regions. Since all of the CEEC5 countries fall into one or the other of these two
regions, the fundamental assumption of the baseline isthat these countries have ‘average’ prices
relative to those in countries in the model, where *average’ is the average over the 14 included
countries.

Thisrather neutral role of pricesis not inconsistent with what has taken place in the recent past.

When the CEEC began the transition from their past economic system towards amarket-oriented
economy ten years ago, there was an acute crisis of the their former economic and political
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system. After an immediate downward plunge, the recovery was characterized by GDP rates of
growth higher than the ones of EU countries. The transition immediately aimed at a close
economic integration with Western Europe. The countries with the best economic performance
took reform seriously and were supported by the EU Commission through the Phare Program and
Structural Funds as well as by substantial flows of foreign direct investment (FDI). Despite the
good performancein GDP growth, the depth of the structural changes produced disequilibriathat
led to high inflation rates (see Tables 12 and 13). Present and expected inflation would be likely
to damage the competitiveness of these countrieswereit not offset by adrop inthevalue of their
currencies. We assume that this drop declines will cancel out the inflation so that the effective
prices of imports from these countries will be about average for the countriesin the BTM.

Table 12 - Growth in real GDP in Central and Eastern Europe

1989 1990 1991 1992 1994 1996 1998 2000  1989=100

Czech Republic 14 -1.2 -12 -0.5 22 4.8 -2.2 2 95

Estonia 8.1 -6.5 -14 -14 -2 3.9 4.7 5 77
Hungary 0.7 -35 -12 -3.1 2.9 13 49 6 99
Poland 0.2 -12 -7 2.6 5.2 6.1 4.8 5 122
Slovenia -18 -47 -89 -55 53 35 3.8 51 109

Source: EBRD Transition Report 2000.

Table 13 - Inflation in Central and Eastern Europe

1989 1990 1991 1992 1994 1996 1998 2000 projection
Czech Republic 14 9.7 52 1121 10 8.8 10.7 3.9
Estonia 6.1 231 211 1076 477 231 82 3.8
Hungary 17 289 35 23 188 236 143 95
Poland 251 586 703 43 322 199 118 99
Slovenia 1306 550 118 207 21 9.9 8 8.6

Source: EBRD Transition Report 2000

5.1.4 Wages
In aformer version of the INTIMO model, wages were completely endogenous. There was an
aggregate equation for industrial wages and other equations for sectoral wages relative to that
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aggregate. Sectoral output and employment were used in the equations for the relative sectoral
wages. This approach was chosen because there are not as many labour markets as there are
sectors; infact, the labour supply is not sector-specific. It iswell known that trade unionsin Italy
strongly influenced income distribution at the aggregate level. The aggregate equation was for
industrial wages because workersinvolved in the negotiations were mainly employees of industry
— manufacturing, mining, and the utilities.

The aggregate wage equation previously used reflected the well-known Italian scala mobile or
wage indexation that moved wages up with a short lag behind inflation. It also alowed for
deviations from past inflation to reflect increases in productivity. It did not use unemployment,
as would any version of the Phillips curve. | have long considered the standard Phillips curve
inadequate for interpreting wage movements (Grassini, 1976); and, in particular, it is hard to
includeitinany econometric model describing the Italian economy, wherethe unemployment rate
is an ambiguous indicator of the labor supply pressure. My approach was previoudy plainly
proposed by Kuh (1967); unfortunately, his stimulating intuition was obscured by the success of
the Phillips curve in some countries.

During thelast decade, however, the Italian labour market has undergone episodesthat may well
constitute structural changes. When, in September1992, thelirasuffered asharp deval uation, past
experience led to expectations of astrong accelerationininflation. For thefirst timeinforty years,
trade unions decided to share the responsibility to tackle the consequences of that supply shock.
The secretary of the biggest Italian union, Bruno Trentin, announced a‘ New Deal’ and convinced
workers to accept an uncommonly low wage growth. Consequently, there was no substantial
increase in inflation, and the long-standing correlation between imported and domestic inflation
broke down.

Later in the 1990s, under the center-left governments, for the first time since the end of World
War 11, wages grew lessthan inflation. In spite of positive productivity growth, workers accepted
aclear reduction of their purchasing power while cooling down any social conflict.

Thisrecent experience has made the time series on labour market variablestoo heterogeneousfor
investigating any structural wageequation. Thelabour market ispresently undergoing institutional
reforms, and the role of the trade unions in this process is not yet well delineated. The old
aggregate wage equation does not fit recent data, and we do not have enough data to fit a new
one.

Thus, we prefer to assume an exogenous aggregate wage growth rate. More precisely, the basic
assumption is that it will be about 3.6 per cent per year. This assumption combines the target
inflation and productivity growth widely assumed in the present debate.

While the aggregate wage index is assumed exogenously, sectoral wage indexes are alowed to

vary relative to it. In other words, the sectoral wage indexes follow their own paths around the
given aggregate wage index.

52



5.1.5 Government expenditure

Inthe multisectoral model thereare 4 collectivefinal demand components. Government isdivided
into three components: (1) genera administration; (2) education; and (3) national health services.
Furthermore, thereis arelatively modest (4) non-profit services component. These four parts of
collective consumption are listed among the final demand components in the input-output table
and in the national accounts. The multisectora model is, of course, grounded in the sectoral
accounts— theinput-output table. It al so usesthe structure of theinstitutional accounts. A simple
summation of sectoral variables fit right into the institutional accounts for ‘production and
generation of income’ (also called the Distribution of GDP account). These accounts open the
way to the‘ distribution of income’ account. Here, the government budget ismodeled asfar asthe
definition of its disposableincome. The next step should provide the allocation of this disposable
income and, in particular, the amount used for government expenditure (the ‘use of income’
account). In thisway, government expenditure would become an endogenous variable.

Unfortunately, the last step is not yet feasible. It should not be difficult to find some rule to
estimate and predict the nominal government expenditure; but to make it an endogenous variable
we need to compute its deflator. At present, | have not yet found a good procedure to compute
areliable government expenditure deflator; | hope that when proper and useful information about
the structure of such adeflator will be available, it will be possible to model it and to finally make
government expenditure correctly endogenous.

Meanwhile, | assume that the stability and growth pact, which imposes budgetary discipline and
improvement on the budgetary procedure, will force country governments to limit their
expenditure to a growth rate approximately equal to or dlightly lower that expected for GDP.
Considering theamount of the Italian public debt, alow profilegrowth in government expenditure
may be redlistic. In the present scenario as well as in the other scenarios designed in the present
study, the rate of growth of real government expenditure is assumed constant during the
simulation period and equal to 2.2 per cent.

5.1.6 Savings rate

The question of how to split household disposable income between consumption and saving is
achallenge for every macroeconomic model builder. The saving rate is the key to the problem,
but thereal problemisto model the saving rate. The saving rate may besimply considered agreat
ratio (Klein, 1982), or may be explained by means of simple or complicated econometric
equations. Thirty yearsago, Italy ranked among the economieswith very high saving rates (20-25
per cent); later in the 1980s, the Italian savings rate began to shrink; in the 1990s, it fell below 10
per cent. In appearsthat the Italian economy has suffered a genetic mutation! But this structural
change has been shared by many others economies. Recently, the Centro EuropaRicerche (CER,
2001) has reported that widespread public budget tightnessin the United States and in the Euro
areain the 1990s has been accompanied by areduction of the private saving rate. Thisreduction
has been even stronger in the United States than in Europe, afact which is particularly salient in
explaining the different economic performances of the two aress.
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The United States economy abruptly decelerated in the second half of 2000, and many European
economies are currently facing a declining GDP rate of growth. According to the CER analysis,
if the government budget constraint is relaxed and government spending increased, a declining
private savingsrate can be expected, whereasif private demandisstimulated by credit expansion,
we may assume a decreasing private savings rate.

In this uncertainty, it seemed best to leave the savings ratio as exogenous as a behavioural
proportion (Almon, 1995). In this scenario, we will make it constant and equal to its average
valueinthe 1990s. A reliable economic policy outlook could have given usthe basisfor varying
the rate over the future period.

5.1.7 Population

The model includes a well-elaborated Demographic Projections Model (DPM). The role played
by DPM is to produce projections of population by age and gender. As with any other
demographic model, DPM istailored to generate medium to long-run projections. Itsperformance
has aready been compared with the official demographic projections produced by the Italian
National Statistical Institute (ISTAT), and we can say that it mimics perfectly those results. DPM
relies upon scenarios concerning fertility rates by age, mortality rates from one age to the next,
and net immigration by age and gender. For these variables, we have assumed the middle series
assumptions expressed and used by ISTAT. As for the mortality rates, ISTAT has produced
estimates with a parametric model: these results indicate that for the future decades the survival
of Italiansisgoing to increase aong the present trend. Thefertility ratesfor the future have been
produced by assuming afurther reduction of fertility by cohort as projected from the recent trend.
Migrations have been studied with extrapolative models; the central hypothesis forecasts a
constant influx of about 100,000 per year immigrants for the forecast horizon. Emigrants are
supposed to decrease from 50000 per year to 43000 by 2020 and to remain constant thereafter.
The hypothesis regarding net immigration is the most unpredictable of the components of
popul ation projections. The working assumption employed by ISTAT is based on past behaviour
and cannot take into account other potential factorsthat may heavily influence future migrations.
The hypotheses summarized above cover the period 1996-2020. For the remaining period to 2050
birth rates, death rates, and net migration rates are all assumed fixed at their 2020 values (see
Bardazzi, 2001).

5.1.8 The horizon

INTIMO isadynamic multisectoral econometric model. The other modelsin the system are also
fully dynamic, as istheBTM. Hence, the evaluation of different scenarioshasto be done year-by-
year over afuture period. In fact, different shocks may take place in different future years, and
their effects need to be evaluated year-by-year over the period of the simulation.

In the present study, the simulation interval goesfrom 2001 to 2010.



5.2 The first scenario: Italy and CEEC5 countries vis-a-vis

The objective of the CEECS to attain full integration in the EU common market as rapidly as
possible is taken as given. The recovery of their economies in terms of real GDP has been, on
average, completed in the last decade. Indeed, their economies seem to have grown more rapidly
than the present EU area, and we can assume that the higher growth in real GDP will continuein
the near future. The more rapid growth of the applicant countriesin terms of GDP growth should
be considered an appropriate assumption; in fact, the EU enlargement clearly assumes that
economic integration implies that the newcomers economies will be hauled towards EU levels
of prosperity level, which means a faster GDP rate of growth for over another decade.

In the baseline scenario, the CEEC5 GDP grows closely to the average EU GDP. In this first
alternative scenario, we assume that CEEC5 GDP will grow by 2 per cent more rapidly annually
than in the baseline. Since we do not have models of the CEEC, nothing can be said about the
shiftsin the composition of final demand. On theresourceside, however, we assumethat imports
will grow asfast as GDP, so that the resource structure remains unchanged. (?? Nota)

Higher CEECS imports will turn out to be higher exports for the countries in the model system.
This first aternative scenario, referred to as vis-a-vis, only considers the direct effect of the
CEEC'sincrease in imports on the Italian economy in terms of Italian exportsto these countries.
In other words, given the increase in Italian exports due to the increase in CEEC5 demand, the
Italian model is run aone. No account is taken of the effect of the enlargement on other
€economies.

5.3 The second scenario: EU and CEECS vis-a-vis

This scenario considers the impact of the increase in CEEC5 imports on the export structure of
al modelsin the system. The model system, including BTM and country-specific models, isrun.
In this case, the effect of the growth in exports to the CEEC5 will effect every model in the
system. Each country will receive theimpact of the changesin the outputs, and thereforeimports,
of each other country. In this case, Italian exports will be determined by changesin demand for
imports by all the countriesin the system.

Basicaly inthe first and second scenarios, the CEEC5 countries’ growth scenario isthe same. In

the first scenario the Italian model runs alone (Italy and CEEC5S ignore the rest of the world),
whereas in the second scenario it runs together with its most important trade partners.

5.4 The third scenario: specializing CEEC5

In the 1990s, frontrunner CEECs have overcome the deep crisis which occurred after the crash
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of the socialist economies. During this decade, the trade between EU and CEECS5 increased asthe
‘catching up’ of the applicants took off. By looking at the merchandise composition of trade
flows, one notes that a structural change has occurred. When the transition positive trend began,
the import-export composition was concentrated on asmall group of ‘ chapters', and exportsand
imports grew strongly for the following:

a) boilers, machinery and mechanica appliances,

b) electrical machinery and equipment, television image and sound recorders and

reproducers;

c) vehicles other than railway or tramway rolling-stock;

d) plastics and plastic products;

€) iron or steel products.
Furthermore, the CEECS imports were characterized by remarkable flows of:

a) furniture, medical and surgical furniture;

b) articles of apparel and clothing accessories,

¢) wood and wood articles;

d) mineral fuels, mineral oils and distilled products.
Exports were concentrated al so on:

a) paper and paperboard;

b) pharmaceutical products;

C) precision and medical instruments.
During the transition, these commaodities have maintained and even increased their importancein
trade with the EU countries, accounting for about 60 per cent of the total commaodity trade.

The datareveal s a concentration of import-export flowsin asmall bundle of commodities. Since
this specialization occurred during aperiod of restructuring towards market-oriented economies,
in this scenario we will assume that this specialization will persist in the near future, that is, over
the time span of the present study.

Indeed, this specialization has been detected in a number of EU countries. In Germany import-
export flows show the same — albeit less sharp — trend towards specialization; in France and
Italy the trend of import-export flows are very similar; and in Spain import-export flows
concentrate on a remarkably limited bundle of commodities. At this stage, we notice that the
evolution of the composition of Italian import-export flows appearsto rank around the European
average. In any case, the observed structural change in the EU-CEEC trade flows merits closer
investigation, with special attention being placed on all those studies where the sectoral
composition of the economy is properly taken into account. This evidence builds on research
carried out in 1997 by Baldone et al. who detected emerging patterns of trade specialization in
EU-CEECs already in the early 1990s.

Indeed, thistrend toward specialization may well bethe result of the good use the applicants have
made of their negotiations with the EU and programs such as Phare. Other advantages will come
from their access to the Structural Funds; indirect advantages came from FDI flows which are
expected to remain substantial asthe CEEC5 policy will continueto aim at integration with the
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western European countries. All of these elements generate investments. Many of the ‘ chapters
listed above relate to equipment or to its production. The concentration in trade may therefore be
related to the accumulation process.

Hence, this scenario may be appropriate to investigate the effects of the CEECS import structural
changes (not only) on the Italian economic structure.

5.5 Analysis of the three scenarios

The three scenarios are designed for an initia investigation of the effect of EU enlargement on
Italy. The contrast between the first two scenarios highlights the relevance of the indirect effect
of the EU enlargement on a single Western European country, namely Italy. The third scenario
— to be compared with the second — allows usto see the significance, if any, of the changein
the import structure of the CEECS5 (see Tables 15-18).

These scenarios may be all be viewed as standard Keynesian, demand-oriented experiments. In
fact, an increase of CEEC5 imports actually induces an increase of Italian exports. Whatever the
sectoral output increases, they areunlikely to have asignificant impact on domestic prices because
(a) the CEECS prices do not change in any scenario, and (b) the increase in final demand is
modest and does not noticeably affect productivity, which is the main factor influencing price
formation.

5.5.1 How to read the tables in this report
Each table of results has a heading such as the following:

Titles of Alternate Runs

Line 1. Baseline

Line 2: Italy and CEEC5 vis-a'-vis - difference from baseline
Line 3: Italy-EU and CEEC5 vis-a'-vis - difference from baseline
Line 4: Specialising CEEC5 - difference from baseline

Al ternatives are shown in deviations frombase val ues

Under the heading, the items on the left side correspond to variables contained in the model.
Along the line of the each item there are the smulation values of the scenario named in Line 1;
the values correspond to the years or periodslisted at the top of the table. In the tables below, the
figures along the first line for each item are the simulation values of the baseline scenario. The
results for the other scenarios are given below, line-by-line. There are three ways in which these
results can be shown:
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(2) the value of the item in the alternative scenario;
(2) the deviation of the value from that in the first line;
(3) the percentage deviation of the value from that in the first line.

In the first of the following tables the heading cites:

Al ternatives are shown in deviations from base val ues.

so we know that a particular table uses the second way of showing the results. So, when we see
in thistable the lines,

RATES OF GROWH

PRODUCT ACCOUNT

01-02 02-03 03-04 04-05 05-06 05-06 06-07 07-08 08-09 09-10

RESOURCES
Gross Donestic Product 3.121 2.432 1. 679 1. 877 1. 667 1. 667 1.434 1. 897 1. 845 1.786

0.198 0.181 0.191 0.163 0.131 0.131 0.132 0.134 0.148 0.146

we know that from 2001 to 2002 the rate of growth of real GDP was equal to 3.121 in the
‘basdline run’; in ‘aternative 1', it was 0.198 higher between those two years.

5.5.2 What can we learn from the gravity effect in a multilateral context

As dready noted, European enlargement affects each Member State directly and indirectly,
irrespective of itsgeographical distancefrom any given CEEC. In other words, wherethe gravity
model approach tends to weaken the bilateral link asthe distance increases, weinstead argue that
the indirect effects may be even more important than the direct ones. San Marino may have no
bilatera link with Hungary; but the linkages between Hungary and Germany and Germany and
Italy may link up San Marino to Hungary in unexpected ways. Thisis an extreme case where only
the indirect effect of the link matters.

Scenarios 1 and 2 have been designed to highlight the relative importance of the indirect impact
with respect to a ssmple bilateral connection between Italy and the CEECS.

5.5.3 Does the import structure of the CEEC5 matter for Italian economic performance?
This question may be answered by comparing scenarios 2 and 3. Indeed, scenario 3 has been
designed to investigate the effect of the persistence of the trend in the composition of CEEC5
imports. Here, we are not repeating the arguments supporting this scenario, but commenting on
the ssimulation results in order to select a scenario which will help us move towards ever more
effective simulations for evauating tariffs and non-tariffs scenarios.

5.5.4 The multilateral context and the structure of CEEC5 imports: the GDP profile

In the Table 14, the comparison of the three scenarios may be carried out by examining rates of
growth. The GDP rates of growth in the second scenario always outstrip those of the first
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scenario. The comment is easy and clear: the multilateral context doubles the European
enlargement impact on the Italian economy (at least, in terms of GDP growth).

From the comparison of the second and third scenarios, we can see that the Italian economy
benefits from the specialization of the CEECS.

The GDP growth rates for the three scenarios are plotted in the following two figures. The
increase in GDP is modest but more relevant than expected. In the scenario for ‘Italy and the
CEECS vis-avis, the increase in GDP is very modest; and falls from 0.2 to 0.13 along the
simulation interval. In the second scenario, theincrease in GDPisroughly twice the previous one
at the beginning of the ssimulation interval; the increase in GDP develops smoothly up to a
maximum of afactor of about 2.5 at the end of the period. In thethird scenario, where the CEEC5
are assumed to increase their imports only for those commodities with the largest shares and
covering about 60 per cent of total imports, the increasein GDPis closeto 0.5.

In the product account, exports and imports reveal the highest difference with respect to the
baseline scenario. In particular, taking the third scenario, there is adivergence of over 1 per cent
from the baseline for the increase in exports. The increase in importsis much lower, at about 0.6
per cent. The trade balance produces an increase in GDP; consequently, the accelerator pushes
investments up and the increase in disposable household income— which impliesan increasein
household consumption — adds another stimulus to the GDP growth.

Tables 15-18 provide detailed information on the sectoral data on which Table 14 Product
account comparisons are based. Table 15 containsthe key dataof amultisectoral macroeconomic
model (sectoral outputs) and highlightsthe analytical properties of amodel must havein order to
evaluate the sectora ‘ speciaization’ under investigation (in the present case, the concentration
of the CEECS imports on a limited bundle of commaodities). It is clear that the commodities
involved in the specialization process perceive the highest multiplicative effect, asin the case of
the ‘motor vehicles sector; commodities with relative modest share in the import-export trade
may even suffer a serious contraction of the growth path as in the case of the sector *stone, clay
and glass products'.

Tables 16 and 17 contain the sectoral datarelative to foreign trade. Both total trade flows may
berelated toimportsand import in Table 14. Thefiguresdiffer dightly insofar asthetotal inthese
two tables concern commodities, while in the Table 14 — Product account — the flows consider
both commodities and services. The export flows clearly reflect the scenarios assumptions. The
sectors/products ‘ electrical goods', ‘ paper and printing products’ and ‘ motor vehicles reveal the
implication of the specialization scenario. Products which are not in the bundle of specialized
goods such as ‘chemical products may even perform worse than in the ‘Italy versus CEEC5S'
scenario. Table 17 reveals the corresponding impact on imports asmodeled in INTIMO. Tables
16 and 17 and Table 18 on ‘ household consumption’ present the sectoral dataon which Table 14
isbased; sincethe INTIMO model isstrictly based on abottom-up approach, the sectoral dataare
particularly useful for a better understanding of the macro aggregate, the working of the model

59



and the plausibility of the modeled functioning of the true economy.

5.6 First selection

Given the baseline, the first selection concerns which scenario will be the benchmark for the
subsequent step. We have seen that the differences in the scenarios have a clear impact on the
results for the simulation. In particular, the first scenario implies an increase of GDP rates of
growth of about .15 per cent for the entire the ssmulation period. The second scenario, which al'so
takesinto account the indirect effects of the EU enlargement, generates an increase of GDP close
to 0.4 per cent for the period 2000-2010. The third scenario pushes up that increase by another
0.10 per cent.

Clearly, the first scenario demonstrates that a comparison of Italy versus the CEECS is not
adequate. The second and the third scenarios provide evidence of the relevance of the detected
trade specialization between (not only) Italy and the most important applicants. At the end of the
first round of ssimulation, wethen start to investigate the effect of other factorsrelativeto thethird
scenario (and, of course, to the basdline).
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Table 14 - Product Account

Al ternatives are shown in deviations frombase val ues.

RESOURCES

Li ne
Li ne
Li ne
Li ne

Gross Donestic Product

I nports

USES
Consunpti on

Househol d consunpti on

Cover nment expendi ture

Private col |l ective consunption

Fi xed capital

formation

Changes in inventories

Exports

Rwbhk

Basel i ne

Titles of Alternate Runs

Italy and CEEC5 vis-a'-vis - difference from base
Italy-EU and CEEC5 vis-a'-vis - difference from base
Speci al i zi ng CEEC5 - difference from base

01-

coomooow

NNVOOoOOROOOR

COOUIPOONOOON

02

12
20
39
45
29
28
54
63

74
08
15
17
61
10
19
22
20
20

90
37
70
78
52
50
96
05
93
41
84
98

02-

cocomooowm

NNVOOoOOoOROOOR

coopooomooo®

03

43
18
34
39
29
25
46
56

81
08
14
17
70
10
17
21
20
20

08
25
52
61
04
44
78
87
81
40
74
86

RATES OF GROWH

03-04

coopoOoOR

NNVOOoOOoOROOOR

COoOoONOOOMOOOR

68
19
37
43
69
29
52
63

63
08
14
17
47
10
18
21
20
20

06
32
57
67
37
46
85
95
83
42
83
99

04-05

coopoOoOrR

NNVOOoOOROOOR

roowrooprooOR

88
16
39
48
95
22
50
63

63
07
15
18
47
09
19
23
20
20

75
13
35
46
79
37
88
02
19
42
99
23

05-

coopoOoOrR

NNVOOoOOROOOR

ProwooowoooN

06

67
13
35
47
18
15
40
57

64
05
13
18
48
06
17
24
20
20

87
08
00
08
79
30
77
97
21
44
05
37

05-

coopoOoOrR

NNVOOoOOROOOR

rProwooowoooN

06

67
13
35
47
18
15
40
57

64
05
13
18
48
06
17
24
20
20

87
08
00
08
79
30
77
97
21
44
05
37

06-

coowooor

NNVOOoOOoOROOOR

PROWrOOWOOOR

07

43
13
38
51
66
14
45
64

55
05
14
20
37
06
18
25
20
20

26
05
05
17
18
30
84
07
43
42
11
42

07-

coopoOoOrR

NNVOOoOOoOROOOR

rPrOowooOoRrOOOW

08

90
13
36
49
64
14
42
62

71
04
12
18
58
06
15
23
20
20

92
08
07
18
18
29
73
97
47
44
01
36

08-

coopooOOR

NNVOOoOOoOROOOR

PrOowooOoRrOOOW

09

85
15
38
51
52
17
41
61

76
05
12
18
64
07
16
23
20
20

02
04
08
02
16
31
7
97
75
45
12
44

09-

coopooOOR

NNVOOoOOROOOR

roowoooproOON

10

79
15
36
42
48
17
41
50

74
06
11
14
61
07
14
18
20
20

54
04
12
11
21
29
69
67
94
37
94
10
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Table 15 - Total Output, Rates of Growth

Al ternatives are shown in deviations frombase val ues.

Li ne Basel i ne
Li ne
Li ne
Li ne

Rwbhk

02-

03

40
21
39
45

03-

04

60
22
43
50

Titles of Alternate Runs

04-

05

83
19
45
56

05-

06

55
15
41

Italy and CEEC5 vis-a'-vis - difference from base
Italy-EU and CEEC5 vis-a'-vis - difference from base
Speci al i sing CEEC5 - difference from base

06-

07

28
16
45
60

07-

08

79
16
42

08-

09

74
18
45
60

Chemi cal Products

Metal Products

Agric. & Indus. Machinery

El ectrical Goods

(continued ..

2)
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Titles of Alternate Runs

Line 1: Baseline

Line 2: Italy and CEEC5 vis-a' -vis - difference frombase
Line 3: Italy-EU and CEEC5 vis-a' -vis - difference frombase
Line 4: Specialising CEEC5 - difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10

16 Meat & Preserved Meat -0.41 -0.51 -0.46 -0.36 -0.41 -0.04 0.18 0.39
0.15 0.15 0.14 0.12 0.11 0.11 0.12 0.11

0.25 0.29 0.33 0.32 0.33 0.30 0.34 0.33

0.22 0.25 0.29 0.30 0.31 0.28 0.29 0.07

17 MIlk & Dairy Products 0.81 0.63 0.66 0.76 0.67 0.92 1.02 1.10
0.14 0.14 0.13 0.11 0.11 0.11 0.12 0.12

0.25 0.28 0.32 0.30 0.32 0.30 0.32 0.30

0.24 0.26 0.30 0.32 0.34 0.32 0.32 0.25

18 Ot her Foods 0.70 0.61 0.60 0.68 0.62 0.92 1.07 1.08
0.16 0.17 0.16 0.15 0.14 0.15 0.17 0.17

0.25 0.30 0.34 0.33 0.3 0.32 0.37 0.32

0.21 0.24 0.28 0.30 0.31 0.27 0.28 0.15

19 Al cohol & Non Al coh. Beverages 1.59 1. 30 1.11 1.20 1.11 1.43 1.50 1.53
0.16 0.16 0.14 0.12 0.12 0.12 0.14 0.13

0.26 0.28 0.31 0.29 0.30 0.26 0.29 0.25

0.26 0.27 0.30 0.31 0.33 0.29 0.30 0.21

20 Tobacco -2.23 -2.67 -2.97 -3.21 -3.53 -3.48 -3.61 -3.84
0.11 0.11 0.09 0.07 0.06 0.06 0.07 0.08

0.19 0.20 0.22 0.20 0.20 0.18 0.20 0.18

0.24 0.26 0.28 0.29 0.31 0.29 0.30 0.27

21 Textile & O ot hing 0.78 0.85 0.73 0.33 0.26 0.67 1.05 0.91
0.28 0.29 0.28 0.28 0.28 0.28 0.33 0.27

0.46 0.49 0.54 0.55 0.61 0.54 0.74 0.70

0.15 0.16 0.19 0.21 0.26 0.20 0.32 0.14

22 Leat her, Shoes & Footwear -0.36 0.12 0.34 0. 47 0. 60 1.56 2.36 3.36
0.24 0.23 0.21 0.22 0.18 0.16 0.16 0.10

0.41 0.52 0.63 0.68 0.75 0.76 0.94 1.04

0.17 0.24 0.31 0.34 0.38 0.38 0.49 -0.81

23 Tinber, Woden Product & Furniture 3.46 2.26 2.73 2.00 1.39 1.84 1.70 1.52
0.25 0.27 0.23 0.20 0.22 0.23 0.26 0.26

0.31 0.43 0.52 0.44 0.51 0.43 0.53 0.48

0.19 0.30 0.40 0.34 0.39 0.32 0.30 0.11

24 Paper & Printing Products 1.52 1.14 1.30 1.01 0.91 1.19 1.36 1.43
0.25 0.26 0.24 0.24 0.25 0.26 0.29 0.28

0.50 0.57 0.62 0.60 0.64 0.61 0.72 0.74

0.64 0.74 0.81 0.84 0.91 0.93 1.04 1.03

25 Plastic Products & Rubber 1.98 1.53 1.81 1.46 1.23 1.34 1.37 1.33
0.36 0.37 0.37 0.36 0.38 0.39 0.43 0.39

0.65 0.70 0.77 0.74 0.81 0.74 0.89 0.79

0.82 0.88 0.98 1.01 1.08 1.03 1.14 0.89

26 Qther Manufacturing Industry 2.73 3.64 4.46 4.83 527 551 594 6.43
0.19 0.17 0.16 0.15 0.13 0.11 0.09 0.06

0.25 0.28 0.39 0.34 0.31 0.16 0.24 0.15

0.14 0.18 0.30 0.32 0.29 0.20 0.23 -0.05

27 Building & Construction 6.26 3.59 4.76 4.05 2.34 3.68 2.57 1.64
0.07 0.07 0.00 -0.11 -0.06 -0.07 -0.07 -0.01

0.16 0.11 0.03 -0.16 -0.10 -0.05 -0.18 -0.04

0.19 0.11 0.07 -0.16 -0.09 -0.05 -0.19 -0.06

SERVI CES 2.09 1.53 1.65 1. 46 1.24 1.61 1. 60 1.57
0.17 0.18 0.15 0.12 0.12 0.12 0.14 0.14

0.31 0.33 0.36 0.32 0.3 0.32 0.34 0.32

0.37 0.40 0.44 0.44 0.48 0.47 0.48 0.39

28 Recovery & Repair Services 0.15 -0.62 -0.67 -1.14 -1.56 -1.35 -1.47 -1.66
0.22 0.23 0.21 0.18 0.18 0.19 0.21 0.20

0.41 0.45 0.49 0.46 0.50 0.47 0.51 0.48

0.49 0.53 0.60 0.61 0.67 0.66 0.69 0.58

29 Wol esal e & Retail Trade 1.67 0.98 1.17 0.92 0.67 1.12 1.11 1.07
0.18 0.20 0.17 0.14 0.14 0.14 0.16 0.16

0.34 0.37 0.40 0.36 0.40 0.37 0.39 0.37

0.40 0.45 0.49 0.49 0.54 0.53 0.54 0.45

(continued ...



Al ternatives are shown in deviations frombase val ues.

30

Li ne
Li ne
Li ne
Li ne

Erl i A

Hotel s & Restaurants

Basel i ne
Italy and CEEC5 vis-a'-vis - difference from base
Italy-EU and CEEC5 vis-a'-vis - difference from base
Speci al i sing CEEC5 - difference from base

02-

03

28
12
20

03-

04

02
12
21

Titles of Alternate Runs

04-

05

90
10
22

05-

06

04
07
20
27

06-

07

84
07
21

07-

08

13
07
18
27

08-

09

15
08
19
27

Q her Private Services

41

Ceneral Public Services

44

Non-profit Institutions

cooo

cooo

cooo
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Table 16 - Exports, Rates of Growth

Al ternatives are shown in deviations frombase val ues.

Li ne Basel i ne
Li ne
Li ne
Li ne

Rwnr

TOTAL

Titles of Alternate Runs

01-

02

76
38
79

02-

03

7
39
72

03-

04

79
40
80

04-

05

14
41
96

05-

Italy and CEEC5 vis-a'-vis - difference from base
Italy-EU and CEEC5 vis-a'-vis - difference from base
Speci al i sing CEEC5 - difference from base

06

16
43
01

06-

07

37
41
07

07-

08

41
42
97

=

Chemi cal Products

Metal Products

Agric. & Indus. Machinery

El ectrical Goods

08-09 09-10
3.68 3.87
0.43 0.36
1.07 0.90
1.38 1.05
5.13 5.49
0.33 0.25
0.54 0.31
0.11 -0.07

11.49 10.10
0.03 0.03
0.41 0.56

-0.27 0.18

14.48 13.43

-0.02 -0.05
1.25 0.66
1.34 0.66
3.37 3.08
0.67 0.62
1.35 1.23
0.84 0.52
2.25 2.85
0.39 0.35
0.97 1.00
0.46 0.15
1.62 1.62
0.60 0.46
1.27 1.00
0.57 -0.12
2.72 2.70
0.69 0.63
1.36 1.29
1.99 1.44
3.11 3.68
0.41 0.36
1.32 0.83
2.62 2.51
3.40 3.46
0.56 0.50
0.95 0.82
0.84 0.29
2.10 2.20
0.47 0.39
1.16 1.06
2.22 1.69
1.32 1.12
0.82 0.72
1.53 1.56
2.81 2.56
7.27 7.91
0.25 0.20
0.84 0.69
0.84 0.17
5.09 5.36
0.26 0.21
0.63 0.51
0.30 0.18

(Continued ...
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Al ternatives are shown in deviations frombase val ues.

17

Li ne Basel i ne
Li ne
Li ne
Li ne

Erl i A

MIk & Dairy Products

Titles of Alternate Runs

Italy and CEEC5 vis-a'-vis - difference from base
Italy-EU and CEEC5 vis-a'-vis - difference from base
Speci al i sing CEEC5 - difference from base

Q her Foods

Al cohol & Non Al coh. Beverages

Leat her, Shoes & Footwear

Ti mber, Woden Product & Furniture
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Table 17 - Imports, Rates of Growth

Al ternatives are shown in deviations frombase val ues.

Li ne Basel i ne
Li ne
Li ne
Li ne

Rwnr

TOTAL

Titles of Alternate Runs

01

-02

.10
. 26
.51

02-

03

10
24
43

Italy and CEEC5 vis-a'-vis - difference from base
Italy-EU and CEEC5 vis-a'-vis - difference from base
Speci al i sing CEEC5 - difference from base

Chemi cal Products

Metal Products

Agric. & Indus. Machinery

El ectrical Goods

inued...)



Al ternatives are shown in deviations frombase val ues.

17

Li ne Basel i ne
Li ne
Li ne
Li ne

RNk

MIk & Dairy Products

Titles of Alternate Runs

01-

02

99
12
21

02-

03

98
12
19
22

Italy and CEEC5 vis-a'-vis - difference from base
Italy-EU and CEEC5 vis-a'-vis - difference from base
Speci al i sing CEEC5 - difference from base

Q her Foods

Al cohol & Non Al coh. Beverages

Leat her, Shoes & Footwear

Ti nber, Woden Product & Furniture
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Table 18 - Household Consumption, Rates of Growth

Titles of Alternate Runs

Line 1: Baseline

Line 2: Italy and CEEC5 vis-a' -vis - difference frombase
Line 3: Italy-EU and CEEC5 vis-a' -vis - difference frombase
Line 4: Specialising CEEC5 - difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10
TOTAL 1. 687 1. 460 1. 458 1. 472 1. 359 1.563 1.622 1.596
0.103 0.102 0. 088 0. 063 0. 059 0. 057 0. 067 0.071
0.170 0.175 0.188 0.170 0.175 0. 150 0.157 0.139
0. 209 0.210 0.228 0.234 0.251 0.230 0.226 0.178
Foods & Bever ages -0.190 -0.433 -0. 404 -0.343 -0.429 -0.175 -0. 100 -0.104
0.104 0.102 0. 088 0. 063 0. 060 0. 058 0. 067 0.071
0.168 0.175 0.189 0.172 0.178 0. 149 0. 154 0.128
0. 209 0.211 0.230 0.238 0. 256 0.232 0.227 0.169
- Foods -0.112 -0.355 -0.321 -0. 256 -0.341 -0.082 -0.005 -0.008
0.104 0.102 0. 088 0. 063 0. 060 0. 058 0. 067 0.071
0.168 0.175 0.189 0.172 0.178 0. 149 0. 153 0. 127
0. 209 0.211 0.231 0.239 0. 257 0.232 0.227 0.168
-Bread & Cereals 0.552 0.344 0.370 0. 417 0. 350 0.614 0. 682 0. 645
0.104 0.102 0. 088 0. 063 0. 058 0. 056 0. 067 0. 070
0.167 0.175 0.188 0.170 0.175 0. 142 0. 153 0. 127
0. 206 0.210 0.228 0.235 0.251 0.223 0.223 0. 167
- Meat -0.796 -1.053 -1.017 -0.955 -1.049 -0.803 -0.736 -0.741
0.103 0.101 0. 088 0. 062 0. 060 0. 057 0. 066 0. 069
0. 160 0.170 0.186 0.170 0.176 0. 143 0. 142 0. 110
0. 200 0. 206 0.227 0. 236 0.253 0.225 0.216 0.153
-Fish -0. 467 -0.725 -0.707 -0.633 -0.732 -0.470 -0.394 -0.393
0.104 0.102 0. 088 0. 064 0. 061 0. 060 0. 068 0.073
0.173 0.178 0.192 0.174 0.182 0. 156 0.161 0.138
0.214 0. 215 0.234 0. 242 0. 262 0. 240 0. 237 0. 180
-Dairy products 0. 420 0.164 0.195 0.275 0.176 0. 437 0.515 0.530
0.104 0.102 0. 088 0. 064 0. 060 0. 059 0. 067 0.074
0.174 0.176 0.191 0.175 0.181 0.154 0.157 0.135
0.215 0.213 0.233 0.242 0.261 0.238 0.232 0.169
-al -1.142 -1.405 -1.396 -1.377 -1.501 -1.279 -1.235 -1.287
0.104 0.102 0. 088 0. 063 0. 059 0. 058 0. 067 0.071
0.170 0.176 0.190 0.172 0.178 0.149 0. 155 0.131
0.211 0.213 0. 232 0. 239 0. 257 0. 232 0. 229 0.172
-Fruits & Vegetables -0.198 -0. 455 -0.421 -0. 356 -0.438 -0.178 -0.091 -0.086
0.104 0.102 0. 088 0. 063 0. 060 0. 059 0. 067 0.072
0.173 0.178 0.191 0.174 0.180 0.154 0.158 0.136
0.214 0.215 0.234 0.241 0. 260 0.238 0.234 0.178
- Pot at oes 0.014 -0.261 -0.226 -0. 156 -0.260 -0.011 0. 066 0. 068
0.104 0.102 0. 088 0. 064 0. 060 0. 060 0. 067 0.072
0.173 0.179 0.193 0.175 0.182 0.157 0.159 0.136
0.215 0.217 0.236 0.243 0.262 0.241 0. 236 0.180
- Sugar 0. 065 -0.126 -0.109 -0.091 -0.169 0. 054 0.118 0. 099
0.103 0.102 0. 087 0. 063 0. 059 0. 057 0. 067 0.071
0.169 0.174 0.188 0.170 0.175 0.149 0.157 0.139
0.208 0.208 0.226 0.233 0. 250 0.228 0.225 0.177
-Coffee, tea & cocoa 0. 156 -0.072 -0.054 -0.014 -0.099 0.153 0.219 0.189
0.104 0.102 0. 088 0. 063 0. 059 0. 057 0. 068 0.071
0.169 0.176 0.189 0.171 0.177 0.146 0. 156 0.132
0. 209 0.211 0. 229 0. 237 0.254 0. 228 0. 227 0.172
-Qher products 1. 497 1.271 1.293 1. 338 1.248 1. 495 1. 556 1.519
0.104 0.102 0. 088 0. 063 0. 059 0. 057 0. 068 0.072
0.169 0.176 0.189 0.171 0.177 0.146 0. 156 0.132
0. 209 0.212 0. 229 0. 237 0. 254 0. 229 0. 228 0.172
- Bever ages & Tobacco -0.732 -0.980 -0.985 -0.963 -1.063 -0. 844 -0.788 -0. 809
0.103 0.102 0. 088 0. 063 0. 059 0. 058 0. 067 0.071
0.171 0.175 0. 189 0.171 0.178 0.151 0. 156 0.136
0.210 0.211 0.229 0.236 0. 255 0.232 0.228 0.175

(Conti nued. . .)
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Titles of Alternate Runs

Line 1: Baseline

Line 2: Italy and CEEC5 vis-a' -vis - difference frombase
Line 3: Italy-EU and CEEC5 vis-a' -vis - difference frombase
Line 4: Specialising CEEC5 - difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10

-Non al coholic 2.916 2.638 2.613 2.631 2.493 2.675 2.703 2.673
0.103 0.102 0. 088 0. 063 0. 060 0. 058 0. 066 0.072

0.172 0.176 0.189 0.170 0.180 0.152 0. 156 0.134

0.211 0.212 0.230 0.236 0. 258 0.233 0.229 0.171

- Al coholic -2.380 -2.720 -2.782 -2.843 -3.052 -2.936 -2.983 -3.112
0.104 0.102 0. 088 0. 063 0. 060 0. 058 0. 067 0.071

0.171 0.177 0. 190 0.172 0.180 0.153 0. 156 0.134

0.212 0.213 0.232 0.239 0. 258 0.235 0.231 0.175

- Tobacco -1.277 -1.533 -1.578 -1.591 -1.694 -1.489 -1.457 -1.513
0.103 0.102 0. 087 0. 063 0. 059 0. 057 0. 067 0.071

0.169 0.174 0.188 0.170 0.175 0.149 0.157 0.139

0.208 0.208 0.226 0.233 0. 250 0.228 0.225 0.177

Dur abl es, non dur. & Services 2.077 1. 844 1.828 1. 825 1. 699 1. 887 1. 936 1. 900
0.103 0.102 0. 087 0. 063 0. 058 0. 057 0. 067 0.071

0.170 0.175 0.188 0.170 0.175 0. 150 0.158 0.141

0. 209 0. 209 0.227 0.233 0. 250 0.229 0.226 0.179

-d ot hing & Shoes 0.577 0.316 0.372 0. 408 0.326 0.563 0. 646 0.545
0.104 0.102 0. 088 0. 064 0. 059 0. 057 0.079 0.076

0.168 0.169 0.184 0. 166 0.171 0.139 0.178 0. 145

0. 200 0.198 0.218 0. 227 0. 245 0. 222 0.224 0.177

-d ot hi ng 0.613 0.337 0.399 0. 425 0.345 0.582 0. 661 0.562
0.104 0.102 0. 088 0. 064 0. 060 0. 057 0. 080 0.077

0.169 0.169 0.183 0.167 0.172 0. 140 0.183 0. 150

0.199 0.194 0.214 0. 225 0. 243 0. 219 0.224 0.179

- Shoes 0.431 0.232 0.261 0.342 0.254 0. 487 0.584 0. 475
0.102 0.101 0. 088 0. 064 0. 059 0. 057 0.073 0.076

0.164 0.170 0.185 0. 165 0.168 0.137 0. 155 0.128

0. 205 0.210 0.233 0.239 0.252 0.231 0.225 0.168

- Housi ng 2.529 2.303 2.208 2.113 1.993 2.192 2.212 2.204
0.104 0.101 0. 087 0. 063 0. 058 0. 057 0. 066 0. 069

0.186 0.182 0.188 0.172 0.179 0.158 0. 166 0.149

0.229 0.215 0.224 0.235 0. 258 0.239 0.242 0.193

- House rent 2.733 2.474 2.401 2.334 2.200 2.385 2.399 2.371
0.104 0.102 0. 088 0. 064 0. 058 0. 057 0. 065 0. 068

0.184 0.184 0.192 0.173 0.177 0. 157 0.164 0. 149

0.224 0.219 0.232 0.236 0.253 0.237 0.238 0.193

-Heating & Electricity 1.698 1. 600 1. 406 1.187 1.115 1.366 1.399 1. 469
0.107 0. 099 0. 084 0. 060 0. 061 0. 058 0. 070 0.071

0.194 0.172 0.172 0. 166 0.187 0. 160 0.176 0. 150

0.249 0.198 0.188 0.229 0.279 0.246 0. 262 0.192

-Furniture & Services 1.136 0.926 0.948 0. 953 0. 857 1.033 1.110 1.125
0.104 0.102 0. 088 0. 064 0. 059 0. 058 0. 065 0.072

0.170 0.175 0.188 0.171 0.178 0.153 0.153 0.139

0.210 0.210 0.228 0.237 0. 256 0.233 0.229 0.179

-Furniture 0.676 0. 457 0.518 0.515 0.419 0.589 0.672 0.677
0.104 0.102 0. 088 0. 064 0. 060 0. 059 0. 069 0.073

0.172 0.173 0. 187 0.170 0.177 0. 150 0.162 0. 145

0.210 0. 206 0.225 0.233 0.253 0.230 0.229 0.179

- Househol d equi pnent 2.958 2.713 2.668 2. 462 2.381 2. 446 2.543 2.595
0.103 0.102 0. 087 0. 063 0. 059 0. 059 0. 051 0. 066

0.167 0.180 0.194 0.176 0. 185 0. 164 0.124 0. 127

0.220 0.227 0.243 0. 250 0.271 0.248 0.235 0.178

- Appl i ances 1. 498 1.187 1.288 1. 205 1.137 1. 337 1. 430 1.434
0.103 0.101 0. 087 0. 063 0. 059 0. 057 0. 068 0.071

0. 160 0.172 0.189 0.170 0.176 0.151 0. 157 0.132

0.197 0. 206 0.228 0.235 0.252 0.230 0.225 0.175

-dasswork and Pottery 0.584 0.288 0. 401 0.329 0.214 0. 350 0. 406 0. 360
0.104 0.102 0. 088 0. 065 0. 059 0. 059 0. 069 0.073

0. 154 0.170 0.191 0.174 0.179 0.148 0. 155 0.139

0.193 0. 207 0.233 0. 240 0. 255 0.231 0.224 0.182

(Conti nued. . .)
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Titles of Alternate Runs

Line 1: Baseline

Line 2: Italy and CEEC5 vis-a' -vis - difference frombase
Line 3: Italy-EU and CEEC5 vis-a' -vis - difference frombase
Line 4: Specialising CEEC5 - difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10

- Donesti ¢ Servant 1.283 1.077 0.981 1.062 0.874 1. 054 1.076 0.963
0.104 0.102 0. 087 0. 063 0. 059 0. 057 0. 067 0.071

0.174 0.176 0. 187 0.170 0.177 0.151 0. 160 0. 140

0.214 0. 209 0.224 0.234 0. 254 0.231 0. 230 0.179

-Qther durable & Services 0.590 0. 433 0. 444 0. 555 0.474 0. 694 0.762 0. 830
0.104 0.103 0. 088 0. 064 0. 060 0. 058 0. 066 0.074

0.174 0.175 0.188 0.171 0.178 0.153 0. 156 0.143

0.212 0. 207 0.224 0.235 0.253 0.230 0.226 0.179

-Heal th 3.191 2.904 2.879 2.733 2.577 2.702 2.743 2.664
0.103 0.101 0. 087 0. 063 0. 057 0. 056 0. 065 0. 068

0.180 0.181 0.191 0.172 0.175 0.154 0.161 0. 146

0.219 0.217 0.232 0.235 0. 250 0.234 0.233 0.189

- Medi ci nes 3. 459 3.183 3.165 3.070 2.980 3.112 3.198 3. 066
0.103 0.102 0. 087 0. 063 0. 059 0. 057 0. 067 0.071

0.169 0.174 0.188 0.170 0.175 0.149 0.157 0.139

0.208 0.208 0.226 0.233 0. 250 0.228 0.225 0.177

-Therap. instrunents 2.646 2.426 2.484 2.376 2.229 2.363 2.409 2.340
0.103 0.102 0. 087 0. 063 0. 059 0. 057 0. 067 0.071

0.169 0.174 0.188 0.170 0.175 0.149 0.157 0.139

0.208 0.208 0.226 0.233 0. 250 0.228 0.225 0.177

- Medi cal services 3.239 2.896 2.825 2.634 2.415 2.512 2.511 2.492
0.103 0.101 0. 087 0. 063 0. 056 0. 056 0. 064 0. 066

0.189 0.188 0.194 0.174 0.175 0.159 0.164 0.153

0.229 0.225 0.237 0.237 0. 250 0.238 0. 240 0. 200

- Hospi t al 2.616 2.395 2.418 2.225 2.027 2.180 2.186 2.106
0.103 0.101 0. 087 0. 063 0. 056 0. 056 0. 064 0. 066

0.189 0.188 0.193 0.173 0.175 0.159 0.164 0.152

0.229 0.224 0.236 0.237 0.251 0.238 0. 240 0.199

-Transports & Conmuni cations 2. 604 2.337 2.379 2.302 2.152 2.283 2.321 2.237
0.102 0.102 0. 087 0. 063 0. 058 0. 056 0. 066 0. 069

0.149 0. 165 0.185 0. 166 0.168 0.143 0.147 0.136

0.180 0.196 0.223 0.224 0.236 0.214 0. 205 0.173

-Auto & Cycles 1.942 1.794 2.022 1. 642 1. 377 1. 293 1. 307 1.168
0. 096 0. 097 0. 081 0. 059 0. 052 0. 052 0. 059 0. 061

0. 080 0.115 0.158 0.139 0.137 0.115 0.103 0.122

0. 093 0.129 0.176 0.177 0.187 0. 155 0.132 0.154

- Runni ng costs 2.341 2.016 2.019 2.074 1.967 2.156 2.227 2.151
0.102 0.103 0. 089 0. 064 0. 057 0. 056 0. 066 0. 070

0. 167 0.179 0.194 0.172 0.171 0. 145 0. 153 0.134

0. 200 0. 216 0. 241 0. 236 0. 241 0.223 0. 216 0.171

-Transportation Services 2. 604 2.338 2.383 2.349 2.229 2.480 2.502 2.451
0. 105 0. 106 0. 091 0. 067 0. 063 0. 063 0.072 0. 075

0.186 0.195 0.204 0.182 0.191 0.168 0.178 0.162

0.225 0.235 0.253 0.252 0.270 0.254 0. 254 0.204

- Communi cat i ons 4.188 3.880 3.744 3.677 3.517 3. 656 3.625 3.537
0.104 0.102 0. 087 0. 063 0. 060 0. 058 0. 069 0.073

0.168 0.170 0.184 0.169 0.177 0.147 0.159 0.135

0. 208 0.202 0.218 0.232 0. 255 0.228 0.227 0.170

-Recreation & Education 2.411 2.160 2.150 2.150 2. 066 2.255 2.282 2.236
0.104 0.103 0. 088 0. 064 0. 059 0. 057 0. 067 0.072

0.168 0.176 0.191 0.172 0.178 0.152 0.158 0.143

0. 205 0.211 0.230 0. 236 0.254 0.231 0.227 0.182

-Radio, TV, Records, Hifi 3. 056 2.731 2.706 2.631 2.484 2.612 2.617 2.505
0.103 0.101 0. 087 0. 063 0. 059 0. 058 0. 068 0.072

0.153 0.169 0.188 0.170 0.178 0.149 0. 155 0.135

0.189 0. 202 0. 226 0. 233 0. 252 0. 227 0.221 0.174

- Books, Magazi nes & Newspapers 1.111 0. 858 0. 877 0.923 0. 859 1.110 1.190 1.168
0.103 0.102 0. 089 0. 063 0. 061 0. 060 0. 067 0. 082

0.172 0.173 0. 189 0.172 0.179 0. 152 0.154 0. 157

0.212 0.210 0.230 0.238 0. 257 0.231 0.223 0.188

(Conti nued. . .)
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Titles of Alternate Runs

Line 1: Baseline

Line 2: Italy and CEEC5 vis-a' -vis - difference frombase
Line 3: Italy-EU and CEEC5 vis-a' -vis - difference frombase
Line 4: Specialising CEEC5 - difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10
- Education & Text books 2. 056 1.836 1.845 1.835 1.831 2.013 2.078 2. 065
0.104 0.102 0. 087 0. 063 0. 058 0. 056 0. 065 0. 068
0.180 0.182 0.191 0.172 0.176 0. 153 0.161 0. 144
0.218 0.216 0.229 0.235 0. 252 0.231 0.232 0.183
-Theatre, and Gt her Recreation 2.073 1.928 1.910 2.008 1.992 2.252 2.273 2.315
0. 106 0. 105 0. 090 0. 065 0. 058 0. 057 0. 066 0. 069
0.187 0.189 0.197 0.177 0.180 0.157 0. 166 0. 150
0.226 0.224 0.237 0.242 0. 256 0.237 0.238 0.192
- her Goods and Services 1. 805 1. 599 1. 537 1.684 1.511 1.725 1.780 1.772
0.101 0.101 0. 088 0. 063 0. 058 0. 056 0. 063 0.071
0.171 0.176 0. 190 0.170 0.173 0.149 0. 150 0.133
0.213 0.215 0.235 0.237 0.251 0.231 0.224 0.168
-Oeaning & Toilet Articles 1.861 1.659 1. 606 1.674 1.594 1.804 1.850 1. 860
0. 105 0. 104 0. 089 0. 065 0. 059 0. 057 0. 066 0.071
0.181 0.183 0.192 0.174 0.179 0. 156 0.162 0. 146
0.221 0.217 0.231 0.238 0. 256 0.235 0.234 0.186
-Hotel s & Restaurants 2.262 2.087 1.908 2.118 1.926 2.184 2.216 2.208
0.103 0.101 0. 087 0. 062 0. 056 0. 052 0.061 0. 065
0.174 0.177 0. 185 0. 166 0.168 0. 140 0. 146 0.116
0.213 0.211 0.221 0. 227 0. 242 0. 216 0.214 0. 149
- her Goods 0. 359 0.017 0.297 0.361 0. 090 0.151 0.281 0.217
0. 093 0. 098 0. 090 0. 066 0. 064 0. 069 0. 064 0. 095
0. 145 0.159 0.201 0.173 0.178 0.168 0.137 0.168
0.199 0.225 0. 280 0. 265 0.274 0.271 0. 242 0. 204
-Fi nanci al Services 2.384 2.241 2.122 2.128 2.027 2.160 2.134 2.105
0. 105 0.108 0. 094 0. 070 0. 064 0. 063 0. 069 0.075
0.195 0.204 0. 209 0.188 0.194 0.178 0.181 0.170
0.235 0.243 0. 257 0. 256 0.273 0.262 0. 260 0.210
-Qther Services 0. 899 0. 641 0.623 0.597 0.527 0.744 0. 820 0.822
0.104 0.101 0. 087 0. 063 0. 059 0. 057 0. 068 0.071
0.174 0.175 0. 186 0.170 0.177 0.151 0.161 0. 140
0.214 0.208 0.223 0.233 0. 255 0.231 0.231 0.179
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6. SIMULATION SCENARIOS FOR EU ENLARGEMENT: THE REMOVAL OF TRADE BARRIERS
6.1 The Design of Scenarios

Under the Europe Agreements custom tariffs on EU imports from the CEECs countries and
vice-versa have been eliminated for practicaly all industrial goods with very few exceptions,
such as Polish tariffs on automobiles which will be removed in 2002. On the other hand,
custom tariffs are still imposed on agricultural products and fisheries both in CEECs countries
and in the EU, that is on products listed in Chapters 1 to 24 of the Harmonized System coding.

We have estimated the structure of custom tariffs for agricultural products imposed by the EU
on imports from the CEECs and by these countries on imports from EU for the first 24 sectors
of the Harmonized System using data on custom duties at the 8-digit level of disaggregation.
Custom duties imposed by CEECs countries have been approximated by the import-weighted
average of tariff rates set by the Czech Republic, Hungary and Poland. We have first
calculated the average tariff rate on imports originating from the EU for each country at the 4-
digit level as a simple average of the tariff rates on the single products of those sectors.
Then, for each of the three CEECs, the average tariff rates for the 24 agricultural sectors (2-
digit sectors) have been computed as a weighted average of the 4-digit rates, using as weights
the value of Italian exports to the country in question (see Table 19, first column).®

To estimate the structure by sector of the Italian custom tariffs on products originating in the
Czech Republic, Hungary and Poland we have used data on EU custom duties reported in the
TARIC Consultation database’. We have used the same procedure as in the case of CEECS
tariffs; we start from an estimation of custom tariffs at the 4-digit level by smple averages of
more disaggregated information on tariff rates at the level of 8-digits and, then compute the
weighted average rate per sector using data on Italian imports for the three countries under
examination. In addition to the presence of tariff quotas for a few agricultural products
(which, however, aso affect the estimation of CEECs tariff rates), the estimation of Italian
tariffs is based on a number of approximations which are determined by the particular
characteristics of the EU tariff system. In particular, approximations are required because of

a) the seasona dependence of some tariffs;

b) the fact that some tariffs are volume duties rather than ad valorem; and above all,

¢) products where tariffs depend on their Agricultural Element in their composition.

5 Data have been taken from the database of the EU available at the web site: www.mkaccdb.eu.int.

% Data on Italian exports have been taken from the COMEXT database.

" This database can be found at the web site http://europa.eu.int/comm/taxation_customs/dds/cgi-
bin/tarchap of the European Commission or at the web site www.finanze.it of the Italian Ministry of Finance.
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For instance, in the case of volume duties we computed total tariff revenues using the volume
of Italian imports of the particular product from the COMEXT database and then constructed
the ad valorem-equivalent tariff rate. The average tariff rates by sector are reported in the
second column 2 of Table 19.

Table 19 - Average tariffs rates on Italian Trade with the Czech Republic, Hungary and Poland
Percentage values

on exportsto  onimports from

Sectors CZH-HU-POL  CZH-HU-POL
Unmilled cereals 36 21
Fresh fruits, vegetables 12 13
Other crops 3 6
Livestock 17 12
Fishery 5 9
Meat 32 21
Dairy products and eggs 24 64
Preserved fruits, vegetables 24 14
Preserved seafood 28 16
Vegetable, anima oils, fats 8 1
Grain mill products 18 31
Bakery products 24 16
Sugar 35 18
Cocoa, chocolate, etc 25 11
Food products n.e.c. 17 7
Prepared animal feeds 6 1
Alcoholic beverage 34 6
Non-alcoholic beverage 34 6
Taobacco products 31 29
Paints, varnishes, lacquers 1 1
Scrap, used, unclassified 1 0
Average on above sectors 20 14

Source: EU Market Access Database and TARIC Consultation.

The picture which emerges is a familiar one. The Italian average tariff rates are still high in
few sengitive sectors, such as dairy products and eggs (64%), grain mill products (31%), and
tobacco products (29%); unmilled cereals (21%), meat (21%), and sugar (18%), and
moderately high, i.e. 10-16 per cent, for bakery products, fruits and vegetables, livestock and
preserved seafood. As far as the Czech Republic, Hungary and Poland are concerned, the
most protected sectors --with tariff rates ranging from 31 to 36 per cent- are unmilled cereals,
meat, sugar, beverages and tobacco. Sectors such as dairy products and eggs, preserved fruits
and vegetables and preserved seafood, bakery products, cocoa and chocolate are aso
protected. Interestingly, the estimated tariff structure is quite similar in the EU and the CEECs
and marked differences only occur in a few sectors such as dairy products and eggs, unmilled
cereals, meat, sugar, cocoa, preserved fruits and vegetables, grain mill products, cocoa, and
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beverages. In particular, protection is higher in the EU for dairy and grain products while the
CEECs tend to afford more protection to unmilled cereals, sugar, beverages, preserved fruits,
vegetables and seafood.

The impact of the complete removal of tariff barriers on trade, which will take place with the
accession of CEECs to the Single Market must then be estimated using the Bilateral Trade
Model. Import equations for the CEECs countries are however not yet available. This prevents
us from estimating the effect on Italian exports of the elimination of trade protection by
CEECs countries. Therefore, the results of our ssimulations do not provide a full assessment of
the effects of trade liberalisation; results are best viewed as providing a lower bound for the
estimation of the beneficial impact of liberaisation. It is however worth recalling that the
impact on EU exports growth from removal of trade protection by the CEECs is usualy
estimated to be small relative to the effect on the exports growth of the CEECs because of the
difference in the GDPs of the two areas (see Baldwin et al. 1997).

Since the front end effect of the elimination of EU tariffs on CEECS products is equivaent to
areduction in import prices of the same percentage, we model such an effect as areduction in
the relative prices of Italian imports in the import equation of the Bilateral Trade model.
(More precisely, areduction of the average tariff rate per sector from its actual level to zero is
considered equivalent to a change in the relative price of imported goods of the corresponding
sector.) This alows us to evauate the effect, at the sectoral level, of the remova of the
remaining tariffs. It is worth noting that we do not consider the potential effect on Italian
exports of the removal of tariffs by CEECs on products originating in Italy. Therefore, the
potentialy negative impact on Italian output from accession is likely to be overestimated by
our smulation.

While custom tariffs do not directly affect trade in industrial sectors, the impact of Non Tariff
Barriers (NTBs) should prove more pervasive. Indeed, impediments to trade and distortions
may arise because of quantitative restrictions, price control measures, import licensing,
different standard and other technical requirements and custom procedures. Although it is
difficult to quantify NTBs it is commonly held that the effect of their removal should be
substantial. For instance, Baldwin et al. (1997) contend that the elimination of NTBs between
the EU and CEECs could be assimilated to a 10 per cent reduction in trade costs, that is,
equivalent to a 10 per cent reduction in custom duties. Keuschnigg and Kohler (1999) opt for
amore conservative 5 per cent.

It is difficult to evaluate the impact of the removal of NTBs implied by participation in the
Single Market. Firgt, available information on NTBs is mostly qualitative; the different kinds
of restrictions are not easily comparable and thus are difficult to be captured by a single index.
However, the main problem is to measure the impact of NTBs on trade. This explainswhy it is
not uncommon in the literature to model the effect of NTBs by relying on pure judgement. In
our analysis we take the same approach as Baldwin et al. (1997) and assimilate the elimination
of NTBsimposed by the EU on the products of CEECs to a given reduction in tariff rates (or
trade costs). However, our study is innovative in two respects. First, we provide estimates for
two different scenarios so as to evaluate the sensitivity of trade flows and thus results to
aternative hypotheses on the effect of the remova of NTBs. We compare results from
smulations under aternative hypotheses of the tariff equivalent of NTBs. Secondly, we take
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into account that the incidence of NTBs differs across sectors and thus distinguish between
three different ad valorem equivalents of NTBs so as to develop the full potential of our
sectoral model.

To evaluate the extent to which EU imports are subject to NTBs in the various sectors, we use
‘trade coverage ratios for each EU sector as in Keuschnigg and Kohler (1999), though
following a different approach. Coverage ratios are provided by Wang (2000) who uses
information on NTBs indicators contained in the Trade Analysis and Information System
(TRAINS) database of UNCTAD. TRAINS provides information for each Harmonized
System item (6-digit level) on the presence of NTBs. ‘Coverage ratios for each (2-digit)
sector are computed as the percentage of imports (per sector) that are covered by at least one
of the following NTBs:

a) Tariff Measures (other than ad valorem ) such astariff quota and temporary duties;

b) Price Control Measures countering the damage caused by the application of unfair practice
of foreign trade;

¢) Standards and Other Technical Requirements, including quality, safety, health and other
regulations;

d) Automatic Licensing Measures;

€) Monopolistic Measures,

f) Quantity Control measures that are however absent in EU-CEECs trade, being lifted by the
Europe Agreements.

Depending on the corresponding ‘trade coverage ratios' we distinguish between three types of
sectors, heavily, mildly and not protected by NTBs (see Table 20).
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Table 20 - NTBs Coverage Ratios by Sectors

Heavily Protected Sectors NTBs
2 Fruits and Vegetables 34
6 Cotton 53
7 Wool 27
12 Cod 52
18 Meat 19
27 Food Products n.e.c. 64
29 Alcoholic Beverages 20
32 Yarns and Threads 8l
33 Cotton Fabrics 52
34 Other Textile Products 88
36 Wearing Apparel 88
49 Synthetic resins, man-made fibres 79
57 Product of coal 52
65 Basic iron and sted! 10
67 Aluminium 50

Mildly Protected Sectors

3 Other crops
10 Fishery
28 Prepared animal feed
35 Floor coverings
47 Basic chemicals
52 Soap and toiletries
53 Chemical products, n.e.c.
58 Tyres and tubes
59 Rubber products, n.e.c.
73 Metal containers
75 Hardware
93 Radio, TV, phonograph
94 Other telecomm. Equipment
106 Motor vehicles
107 Motorcycles and bicycles
108 Motor vehicle parts

NNNRFRPPFRPOOFRPPFPEFEPNORFRPWOPR

Source: TRAINS and Wang (2000).



6.2 The two scenarios

To estimate the impact of the reduction of the NTBs imposed by the EU we consider two
scenarios:

1) A first conservative scenario (see Keuschnigg and Kohler, 1999) assumes that the
removal of NTBs is equivaent to the abatement of a 10 per cent tariff rate in the heavily
affected sectors and to the abatement of a5 per cent tariff rate in the mildly affected sectors.

2) A second generous scenario (see Baldwin et al. 1997) assumes that all sectors are to
a certain extent protected by NTBs, whose effect is on average equivalent to a 10 per cent
tariff rate. Such scenario assumes that the removal of NTBs is equivalent to the abatement of
custom tariffs equivalent to 15, 10 and 5 per cent in the heavily, mildly and (apparently)
unprotected sectors, respectively.

In the next section we examine the effect of removing trade protection in the form of both
custom tariffs and NTBs. In order to highlight the negative impact of trade liberalisation on
some sectors of the Italian economy we present such effects as deviations from the
«Speciaising CEECs scenario». It is worth noting that such a negative impact would not be
immediately evident if we presented results, as in other parts of the report, for the combined
scenario of «Specialising CEECs plus trade protection removal» as deviations from the
basdline scenario, since the effect of Specidisation would offset the effect of trade
liberalisation.

6.3 Analysis of the two scenarios

The effect of removing trade protection through the elimination of both custom tariffs and
NTBs is displayed in Tables 21 and 22 (results from simulations that distinguish between
custom tariffs and NTBs are also available).

The second line for each sector in Table 21 shows the effect on the growth of household
consumption deflators as a deviation from the "Specialising CEECs scenario” of aremoval of
trade protection for the conservative scenario while the third line does the same for the
generous scenario. The impact is clearly stronger in those sectors where the extent of
protection is greater and in particular in the ‘tobacco’ sector where the inflation rate is reduced
by 1.5 percentage points in the conservative scenario. The reduction in price growth for the
accession year 2004 is also substantial, that is, between 0.40 and 0.65 percentage point in the
conservative scenario, in ‘bread and cereals, ‘dairy products, ‘meat’ and ‘sugar’ which are
sectors protected by high custom tariffs, besides NTBs. Obvioudly, the effect is stronger in the
generous scenario (see third line for each sector). The effect of accession to the Single Market
is less evident but still sizable, that is, between 0.15 and 0.30 percentage points (in the
conservative scenario) for sectors such as ‘ail’, ‘coffee, tea and cocoa, ‘alcoholic and non-
alcoholic beverages, ‘clothing’, ‘footwear’ and ‘auto and cycles', the latter three reflecting the
removal of NTBs. Again, the impact is stronger in the generous scenario. However, in al
sectors the impact on price growth reflects the initial (once-and-for-all) cut in tariff rates and
NTBs and is, therefore, short-lived in terms of growth rates; the growth effect vanishes
altogether after 2004 (though levels are permanently affected).
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Table 22 (Total Output Rates of Growth) shows the impact on the growth rate of output by
sector arising from the elimination of custom tariffs and NTBs. The second line for each
sector shows the effect as a deviation from the ‘Specialising CEECs scenario’ of aremoval of
trade protection for the ‘ conservative scenario’ that consider aremoval of NTBs as equivalent
to a cut of custom tariffs of 10 and 5 per cent for the heavily and mildly protected sectors,
respectively. The third line for each sector shows the effect as a deviation from *Specialising
CEECs scenario’ of aremoval of trade protection for the ‘generous scenario’ that consider a
removal of NTBs as equivalent to a cut of custom tariffs of 15, 10 and 5 per cent for the
heavily, mildly and (apparently) unprotected sectors, respectively.

As shown by the disaggregation by main product groups (see top of Table 21) the negative
effect on the rate of growth of ‘agriculture, forestry and fishery’ is substantial with a peak of
about 0.5 a percentage point in 2005 (more precisely 0.38 and 0.61 for the conservative and
generous scenario, respectively). The agricultural sector will indeed be affected negatively by
the removal of both custom tariffs and NTBs. Output growth also falls in the product group
‘coal, ail, petroleum ref. products’, but the reduction, of about 0.30 percentage points, is
apparent only in the generous scenario when the removal of NTBs on ‘coa and coal products
is equated to a tariff cut of 15 per cent. The impact of removing trade protection is instead
negligible in the case of ‘electricity, gas and water’ and moderate in ‘manufacturing’, that is,
between 0.17 and 0.27 depending on the scenario. Therefore, the agricultural sector is the
most affected by the elimination of trade restrictions with regard to the CEECs. This result
reflects the still very high protection in the form of custom tariffs.

Interestingly, the results of simulations only appear sensitive to the assumption made for the
effect of NTBs removal in some cases. For instance, as regards the product group ‘coal, ail,
petroleum ref. Products an increase in the tariff equivalent of NTBs from 10 to 15 per cent
leads to a fall in output growth from about 0.10 to 0.30 percentage points which is not
negligible. By contrast, the sensitivity of the manufacturing sector to the alternative scenarios
is instead much smaller with afall in output growth which goes from 0.17 to 0.26 in the year
2005, but disappears in the following period.

In Table 22 provides an analysis of the effects of trade liberalisation disaggregated by sector. A
strong fall in output growth — up to 1 per cent in the generous scenario — due to the
accession of the CEECs to the Single Market is felt by ‘milk and dairy products. Thisis not
surprising given an average tariff rate of over 60 per cent. The impact of trade liberalisation is
even greater in the ‘tobacco’ industry with afall in output growth exceeding 1.5 per cent since
2005, afact that can be explained by atariff rate of about 30 per cent. Among sectors affected
by the removal of custom tariffs on agricultural products, it is worth noting the output fall in
the ‘meat and preserved meat’ sector, which is between 0.20 and 0.40 depending on the
scenario. Output growth in the ‘alcohol and non-alcoholic beverages sector shows instead a
moderate decline, mostly due to the removal of NTBs.

The removal of NTBs on products such as ‘basic iron, steel and aluminium’, as well as on
‘metal containers and ‘other hardware products is aso expected to have an impact on the
output growth of sectors such as ‘primary metals and ‘metal products’. Indeed, the rate of
output growth is lower in both sectors. The effect is stronger in ‘primary metals with a
reduction between 0.20 and 0.30 percentage points in the conservative scenario and above
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0.40 percentage points in the generous scenario. The reduction in output growth in ‘metal
products’ islower initially but exceeds 0.40 percentage points at the end of the period.

The slowdown in output growth is also noticeable in three sectors which are mildly protected
by NTBs: *agricultural and industrial machinery’, ‘electrical goods and ‘motor vehicles. The
latter, in particular, experiences a fall in output growth which aimost reaches 1 per cent at the
end of the period. The impact on output growth is instead smaller, around 0.35 percentage
points in the ‘electrical goods sector. Finally, it is worth noting that the impact of trade
liberalisation is negligible in the “textile and clothing’ sector. This result is somewhat surprising
given the presence of NTBs on textile products, but it can be explained with the strong
reliance of the Italian clothing industry on imported textile products which benefit from NTBs
remova. The impact of protection remova is aso absent or very mild in al the remaining
sectors, and especialy so in Services. Indeed, most of such sectors are not protected by NTBs
(besides custom tariffs) and thus, in the conservative scenario, are not directly affected by a
removal of trade restrictions.

To conclude, while the impact of trade liberaisation is very mild in most sectors and in the
aggregate, the import-substitution effect appears substantial on the growth of specific sectors,
in particular, those relying on ‘agricultural and metal products, ‘motor vehicles and
‘machinery’. Clearly, the elimination of custom tariffs for agricultural products and NTBs in
specific sectors, implied by the accession to a Single Market, leads to an increase in the relative
demand of foreign versus domestic goods which negatively affects the Italian production in the
sensitive sectors noted above.
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Table 21 - Household Consumption Deflators, Rates of Growth

Line 1: Specialising CEECS
Line 2: Specialising CEEC5 + Renoval
Line 3: Specialising CEEC5 + Renoval

Al ternatives are shown in deviations frombase val ues.

02-03

-Bread & Cereals .04

3
0. 00
0

Titles of Alternate Runs

03-

04

89

.40

of trade barriers (0-5-10) - difference frombase
of trade barriers (5-10-15)- difference from base

-09 09-
98 2
04 -0
03 -0
68 2
03 -0
05 -0
82 2
01 -0
02 -0
75 2
00 -0
02 -0
49 2
02 -0
03 -0
80 2
01 -0
03 -0
87 2
00 -0
03 -0
95 2
04 -0
03 -0
27 2
03 -0
02 -0
31 2
02 -0
02 -0
64 2
01 -0
02 -0
70 2
01 -0
03 -0
97 2
02 0
02 0
21 2
02 -0
08 -0
30 2
00 -0
02 -0
97 2
00 0
00 0
92 2
04 -0
04 -0

(continued ...
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Titles of Alternate Runs
Line 1: Specialising CEECS
Line 2: Specialising CEEC5 + Renoval of trade barriers (0-5-10) - difference from base
Line 3: Specialising CEEC5 + Renoval of trade barriers (5-10-15)- difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10
-Furniture 3.14 2.99 2.80 2.33 2.31 2.34 2.38 2.49
0.00 -0.10 0.01 0. 00 -0.02 -0.02 -0.02 -0.02
0. 00 -0.24 -0.01 -0.02 -0.04 -0.04 -0.03 -0.03
- Househol d equi pnent 3.22 3.23 2.97 2.40 2.36 2.20 2.24 2.54
-0.02 -0.25 -0.04 -0.03 -0.05 -0.04 -0.02 -0.04
0.00 -0.35 -0.04 -0.05 -0.07 -0.07 0. 06 -0.03
- Appl i ances 2.86 2.71 2.48 2.05 2.08 2.06 2.12 2.24
0.01 -0.19 -0.01 0. 00 0. 00 0. 00 0. 00 -0.02
0. 00 -0.34 -0.01 -0.01 -0.01 -0.01 0. 00 -0.02
-d asswork and Pottery 3.13 3.01 2.79 2.37 2.33 2.33 2.38 2.42
0. 00 -0.15 -0.01 -0.01 -0.02 -0.02 0. 00 -0.04
0. 00 -0.26 -0.01 -0.02 -0.03 -0.02 0. 00 -0.04
- Donestic Servant 2.21 2.25 2.29 2.33 2.37 2.42 2.46 2.50
0. 00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00
0. 00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00
-Qther durable & Services 3.36 3.17 3.10 2.61 2.53 2.48 2.50 2.46
0. 00 -0.17 0. 00 0. 00 -0.02 -0.01 -0.01 -0.04
0.00 -0.26 0. 00 -0.01 -0.03 -0.01 -0.01 -0.04
- Medi ci nes 3.44 3.25 3.14 2.71 2.64 2.55 2.53 2.47
0. 00 -0.23 0. 00 0.00 -0.03 -0.01 -0.01 -0.06
0. 00 -0.35 -0.01 -0.02 -0.04 -0.02 -0.02 -0.07
-Therap. instrunents 3.04 2.97 2.74 2.25 2.23 2.11 2.15 2.36
-0.01 -0.20 -0.03 -0.03 -0.03 -0.03 -0.01 -0.03
0. 00 -0.34 -0.03 -0.04 -0.05 -0.05 0.04 -0.03
- Medi cal services 1.71 1.75 1.79 1.83 1.88 1.92 1.96 2.00
0.00 0.00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00
0.00 0.00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00
- Hospi t al 1.71 1.75 1.79 1.83 1.88 1.92 1.96 2.00
0.00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00
0.00 0.00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00
-Auto & Cycles 3.09 2.56 2.29 1.96 1.93 1.93 2.03 2.10
0.00 -0.30 -0.04 -0.03 -0.04 -0.02 -0.01 -0.02
0.01 -0.41 -0.04 -0.03 -0.03 -0.02 0. 00 0. 00
- Runni ng costs 2.46 2.15 2.97 3.29 3.13 3.01 3.17 2.97
-0.02 -0.20 0.03 -0.02 -0.04 -0.02 -0.02 -0.01
-0.02 -0.27 0.03 -0.02 -0.04 -0.02 -0.02 -0.01
-Transportation Services 1.83 1.87 1.65 1.55 1.64 1.52 1.52 1.58
0. 00 -0.03 0.02 0.02 -0.01 0. 00 0.01 -0.01
0. 00 -0.04 0. 02 0.01 -0.02 -0.01 0. 00 0. 00
- Conmuni cat i ons 1.71 1.75 1.79 1.83 1.87 1.92 1.96 2.00
0. 00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00 0. 00
0. 00 0. 00 0. 00 0. 00 0.00 0. 00 0. 00 0. 00
-Radio, TV, Records, Hifi 3.18 3.08 2.88 2.43 2.46 2.40 2.43 2.51
0.01 -0.18 -0.01 0. 00 -0.01 -0.01 0. 00 -0.03
0. 00 -0.30 -0.02 -0.02 -0.02 -0.02 -0.01 -0.03
- Books, Magazi nes & Newspapers 3.40 3.55 3.32 2.79 2.76 2.60 2.58 2.59
0.01 -0.08 0. 00 0. 00 -0.01 -0.02 -0.02 -0.04
0. 00 -0.17 -0.01 -0.01 -0.03 -0.04 -0.03 -0.06
- Educati on & Text books 3.24 3.12 3.15 2.68 2.67 2.73 2.78 2.76
0. 00 -0.02 0.01 0. 00 -0.01 0.00 0. 00 -0.01
0. 00 -0.02 0.02 0. 00 0.00 0.00 0. 00 -0.01
-Theatre, and Gt her Recreation 3.29 3.11 3.22 2.57 2.48 2.52 2.61 2.57
0. 00 -0.03 0.01 0.01 0. 00 0. 00 0. 00 -0.01
0. 00 -0.04 0.02 0.02 0. 00 0. 00 0. 00 -0.01
-Oeaning & Toilet Articles 3.34 3.16 3.19 2.62 2.53 2.54 2.59 2.55
0. 00 -0.10 0.01 0.01 -0.01 0. 00 0. 00 -0.02
0. 00 -0.15 0.01 0.01 -0.01 -0.01 -0.01 -0.03
-Hotel s & Restaurants 2.44 2.23 2.30 1.71 1.64 1.67 1.67 1.62
0. 00 -0.19 -0.02 -0.04 -0.04 -0.04 -0.06 -0.08
0. 00 -0.27 -0.04 -0.05 -0.04 -0.06 -0.06 -0.10

(Conti nued. . .)
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Titles of Alternate Runs
Line 1: Specialising CEECS
Line 2: Specialising CEEC5 + Renoval of trade barriers (0-5-10) - difference from base
Line 3: Specialising CEEC5 + Renoval of trade barriers (5-10-15)- difference from base

Al ternatives are shown in deviations frombase val ues.

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10
- O her Coods 3.32 3.20 3.06 2.61 2.64 2.60 2.61 2.70
0.01 -0.15 0.00 0.01 0.00 0.00 0. 00 -0.02
0.00 -0.26 -0.01 -0.01 -0.02 -0.02 -0.01 -0.04
02-03 03-04 04- 05 05- 06 06-07 07-08 08-09 09-10
- Financial Services 3.98 3.53 3.60 3.14 3.12 3.11 3.26 3.29
0.00 0.00 0.01 0.01 0.01 0.01 0.00 -0.03
0.00 0.00 0.02 0.01 0.01 0. 00 0. 00 -0.03
-Qther Services 4.81 4.52 4.70 4.26 4.18 4.35 4.50 4.41
-0.01 -0.02 0.00 -0.02 0.00 0.01 -0.01 -0.04
0.00 -0.04 -0.01 -0.01 0.01 0.02 0.00 -0.05



Table 22 - Total Output, Rates of Growth

Title of Alternate Runs
Li ne 1: Speci alising CEEC5
Li ne 2: Specialising CEEC5 + Renoval of trade barriers (0-5-10)
Li ne 3: Specialising CEEC5 + Renoval of trade barriers (5-10-15)

Alternatives are shown in deviations from base val ues

02-03 03-04 04-05 05-06 00-05

TOTAL 2.85 2.10 2.39 2.10 2.81

0. 00 0.02 -0.11 -0.17 -0.02

0.00 -0.06 -0.18 -0.19 -0.05

1 Agriculture, Forestry, Fishery 0.04 -0.05 -0.14 -0.09 0. 20
0.00 -0.06 -0.38 -0.28 -0.09

0.00 -0.24 -0.61 -0.44 -0.17

4 Coal, O I, Petrol eum Ref. Products 3.82 2.20 2.14 3.91 5.29
0.00 -0.07 -0.09 -0.13 -0.03

-0.04 -0.32 -0.30 -0.28 -0.12

5 Electricity, Gas, Water 2.29 1.79 1.91 1.61 2.24
0. 00 0.06 -0.08 -0.14 0. 00

0.00 -0.01 -0.17 -0.17 -0.03

MANUFACTURI NG 2.84 2.11 2.48 1.94 3.02
0.00 -0.01 -0.17 -0.25 -0.04

0.00 -0.13 -0.26 -0.27 -0.08

7 Primary netal s 3.98 3.03 3.52 2.78 4,22
0.00 -0.20 -0.29 -0.32 -0.10

-0.01 -0.43 -0.53 -0.43 -0.19

8 Stone,day & d ass products 3.96 2.47 3.08 2.38 3.29
0. 00 0.18 0.06 -0.04 0. 05

0.00 -0.06 -0.17 -0.20 -0.04

9 Chemical Products 1.09 0.92 1.11 0.84 1.48
0. 00 0.09 -0.03 -0.06 0.01

0.00 -0.17 -0.26 -0.23 -0.08

10 Metal Products 4. 80 2.76 3.21 2.15 4.13
0.00 -0.10 -0.28 -0.43 -0.08

-0.01 -0.13 -0.28 -0.33 -0.08

11 Agric. & Indus. Machinery 5.22 3.16 4. 03 2.85 5.23
0.00 -0.51 -0.36 -0.62 -0.17

-0.01 -0.41 -0.21 -0.36 -0.12

12 Ofice, Precision, Opt.Instruments 2.66 2.13 2.49 2.21 3.89
0. 00 0.24 0.12 0.05 0. 07

-0.01 0.01 -0.09 -0.11 -0.02

13 El ectrical Goods 3.81 2.70 2.95 2.20 3.89
0.00 -0.20 -0.36 -0.45 -0.11

0. 00 0.01 -0.14 -0.15 -0.02

14 Motor Vehicles 1.44 1.93 1.85 1.35 2.42
0.00 -0.31 -0.75 -0.88 -0.21

0.00 -0.11 -0.45 -0.46 -0.10

15 Ot her Transport Equi prent 3.91 4. 27 4.95 4.64 4.76
0. 00 0.19 0. 20 0.13 0. 08

0.00 -0.07 -0.05 -0.10 -0.02

(Continued ...)
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Alternatives are

Title of Alternate Runs
Li ne 1: Speci al i si ng CEEC5
Li ne 2:
Li ne 3:

Meat & Preserved Meat

Speci al i sing CEEC5 + Renoval
Speci al i sing CEEC5 + Renoval

02

- 0.

oo

of trade barriers
of trade barriers

-03

shown in deviations from base val ues.

E

0-5-10)
5-10- 15)

04-05 05-06

Al cohol & Non Al coh. Beverages

Leat her, Shoes & Foot wear

Ti nber,

Wboden Product & Furniture

O her Manufacturing Industry

28

Recovery & Repair Services

29

Whol esal e & Retail Trade

0.17 -0.06
0.26 -0.19
0.40 -0.29
0.96 1.08
0.87 -0.68
1.01 -0.78
0. 88 0.98
0.14 -0.11
0.31 -0.24
1.42 1.51
0.18 -0.15
0.32 -0.25
2.68 -2.92
1.86 -1.30
2.22 -1.55
0.92 0.54
0.16 0.12
0.16 -0.15
0. 66 0.81
0.28 0. 22
0.00 o0.01
3.13 2.34
0.13 0.02
0.23 -0.26
2.11 1.86
0.21 -0.27
0.32 -0.28
2.78 2.48
0.20 -0.25
0.21 -0.18
4.76 5.15
0. 20 0.12
0.09 -0.08
4,82 3.89
0.03 -0.10
0.04 -0.11
2.09 1.90
0.07 -0.13
0.12 -0.14
0.07 -0.53
0.11 -0.17
0.19 -0.19
1.67 1.41
0.07 -0.15
0.13 -0.16
(Continued ...



Alternatives are

30

Title of Alternate Runs
Speci al i si ng CEEC5
Speci al i sing CEEC5 + Renoval
Speci al i sing CEEC5 + Renoval
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7. EVALUATING THE IMPACT ON WELFARE
7.1 Welfare measures

The classical literature on welfare economics cites different ways to deal with the issue® The
answer to the question, “what amount of compensation would the consumers require in order
to forego the change brought by the enlargement?’, implies the computation of equivalent
variation (EV). This measure uses the base year prices and asks what income change at these
prices would be equivalent to the proposed change in terms of its impact on utility. In much
the same way, we consider the minimum amount of income the consumer would be willing to
accept in order to forgo the transition from situation 1 to situation 2. An aternative welfare
measure is the compensating variation (CV). This uses the new (smulated) prices as the base
and asks what income change would compensate the consumer for the price change (the
compensating variation uses post-change prices given that compensation occurs after some
change).’ Both CV and EV are good measures of the welfare effect of a price change. Their
size generally differs according to the relevant prices, but their sign remains constant. Which
measure is the most appropriate depends on what question is posed. If we are simply trying to
obtain a reasonable measure of “willingness to pay”, the equivalent variation is probably better
for two reasons. First, the EV measures the income change at current prices, and it is much
easier to judge the value of money at current prices than at hypothetical prices. Second, if we
compare more than one proposed policy scenario, the compensating variation uses different
base prices for each new scenario while the equivalent variations maintains the base prices at
the status quo level. Thus, the EV is more suitable for comparisons for a range of different
scenarios (Varian, 1992).

Difficulties may arise in the practical application of these two measures. First, the information
required to obtain exact measures of welfare change, such as CV or EV, is very demanding .
Hence it is often necessary to resort to empirical approximations in applied work. Moreover,
these are measures of the change in the well-being of an individual household between two
situations where, for smplicity’s sake, the two situations refer to different bundles of
commodities consumed. In order to adapt welfare change measures for a single household to
welfare change measures for the economy as a whole we need to make some approximations
to make the measures empirically applicable, and some value judgments in order to move from
single-household measures to multi-household aggregates.

8 This section is based on the analysis of welfare measures presented by Boadway and Bruce (1984) and
Varian (1992).
° Following alternative analytical derivations, it can be shown that:

EV = Yp'Ax + R
cV = ¥piAx + R

where p' and p? are the price vectors in situations 1 and 2, Ax; = (x2- x*) where x* and x? are the consumption
vectorsin the same situations, and R is the sum of al terms higher than first order of a Taylor series expansion
of the expenditure function.
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Regarding the first kind of problem, a common way of constructing approximations to EV or
CV is to compute quantity indices. These indices are designed to indicate how much the
guantities consumed have changed between the two situations using a single measure. The two
methods commonly used are the Laspeyres quantity index Q, and the Paasche quantity index
Qs, defined as follows:

Q - E_lx_l
Eizxiz
Qe - 2.1

The Laspeyres quantity index is the weighted ratio of quantities consumed in the two periods,
where the weights are the initia prices. The Paasche quantity index uses the new prices.
An alternative way of looking these indices isto write them in the following level form:

Eilxiz - Eilxil = EilAXi

EV

lZ

Ccv

lZ

Eizxiz - Eizxil = EiZAXi

These indices are first order approximations of equivaent variation (EV) and compensating
variation (CV). If we take the true quantity index at the prices p* as being EV in ratio form,
the Laspeyres quantity index is an overestimate of the true index. Similarly, the true quantity
index using the new prices can be considered as CV in ratio form and the Paasche index is an
underestimate of the true index.

If Q,>1 so =p? x? >=p? X, this indicates that the disposable income in the new situation is
more than sufficient to purchase the old set of goods at the new prices. In other words, x* was
within the budget constraint in situation 2. In a situation where the consumer could purchase
x! or x? , x? turns out to be the preferred choice. Alternatively, x? could not have been
purchased when x* was purchased, therefore =p* x? >zp! x?, or Q, >1.

The welfare change measures developed so far have been constructed on the assumption that
we could aggregate al consumers into a single representative consumer for welfare
measurement purposes. Treating a multi-person economy as if it were a single-person
economy implies first and foremost that aggregate demand functions have the same properties
as individual demand functions. That is, the aggregate demand function represents an
aggregate preference ordering, or a set of socia indifference curves. Aggregate welfare
change measure has normative significance if we assume a Social Welfare Function to choose
both the optimal quantity for each price either the optima distribution of income.
Alternatively, we can treat aggregate demand as representative of the sum of individual
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demands if we assume that individual preferences are identical and homothetic for all
persons.’°

Nonetheless, most practitioners of applied welfare economics measure welfare change by
amply aggregating CVs (EVs) over individuals. The argument runs that this is a less than
adequate measure of social welfare in the sense that if aggregate CV (EV) rises society must
be better off, whereas it should instead be read as an indication of whether or not there has
been a Pareto improvement in social welfare (where the winners can hypothetically
compensate the losers). However, the use of the unweighted sum of household compensating
or equivalent variations as a hecessary and sufficient indicator of potential Pareto improvement
is highly problematic. At best such measures can be used as a preliminary attempt to rank
social states (Boadway and Bruce 1984, 271).

By using individual data the welfare variations can be calculated for homogenous groups of
individuals and aggregated with specific Social Welfare Functions. In particular, disaggregated
data on household consumption may be used to estimate demand function for groups of
households with similar characteristics. Then, CVs (EVs) could be computed and aggregated
by using an additive SWF to sum the variations for homogenous groups of households
attaching to the CVs distributional weights. In particular, weights reflect the proportion of
each class of goods on total expenditure for different types of households.

It is thus clear that an exhaustive analysis of welfare effects is only possible using individual
data and by estimating the demand function for homogenous groups of households. The
demand system endogenoudly estimated in INTIMO is based on time-series data for personal
consumption. Therefore individual data are not directly involved in the model although
INTIMO uses survey data to estimate household consumption within a cross-section/time-
series approach as described in Bardazzi and Barnabani (2001). The reasons for this procedure
are manifold, but mainly relate to the need for accounting consistency within the multisectoral
model which is guarantee by the time-series data and not by the survey data (Bardazzi 2000).
Therefore, using the data available in our multisectoral model, we can compute a first-order
approximation of welfare variations by assuming all the restrictive hypotheses listed above
(representative consumer, identical and homothetic preferences, etc.) or, at best, a second-
order approximation by using the estimated substitution effects for the demand system. We
concluded that the latter was not worth the effort required insofar as the additional
information thus obtained added little extra information to the results. Therefore, we have
computed Laspeyres and Paasche indices as measures of welfare changes in different
scenarios. The information contained in these indices, albeit limited, is worth examining: the
interrelations among real and nominal variables which are a unique feature of the INFORUM
models are aso reflected in the estimation of household consumption. The simultaneity of
model solution generates impacts on household consumption due to changes not only in
prices, but also in disposable income, labour market, investments, international trade flows and
so forth. It is with the structure of the model in mind that we proceed to the analysis of our
findings.

10 A second measure could be estimated by using not only the variations of prices and quantities but also
the substitution effects. Demand functions for different goods and Slutsky matrices of substitution effects should
be estimated. This term should be added to the formulas of the indices to compute a second order approximation
of EV and CV.
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7.2 Welfare Effects

The welfare effects resulting from changes in household consumption are presented in Tables
23-26 which report the Laspeyres and Paasche indices for all scenarios (their value is 1.0 at
the base year). The Eastern enlargement is said to be welfare increasing when the differences
between the simulation scenario and the baseline - the last three columns of the tables - are
positive for each year. In fact, if these differences are positive it means that quantities
consumed in the case of enlargement are larger then those consumed in a ‘ non-enlargement’
scenario. Our model provides data on prices and consumption for forty categories of goods.
Household consumption is estimated with PADS and population projections for the demand
system have been made using a demographic projection model.® In these equations,
household disposable income and a price term are the most important independent variables.
Household disposable income is modelled in the accountant as the sum of ‘resources (such as
compensation of employees, property income and transfer payments) minus ‘uses (such as
taxes, social security contributions and transfers to others) of the Income Distribution Account
for Households. For example, an increase in exports will generate an increase in employment
which will in turn boost the compensation of employees and personal consumption
expenditure. On the other hand, a price increase will reduce consumption, but this effect is
expected to be very low in these smulations, as explained above.

The first set of tables and figures (Tables 23, 24 and Figures 8, 9) presents results for the
CEECs growth effects scenarios. These simulation scenarios do not include changes in prices
due to the reduction of tariffs or trade barriers so that the economic effects are due to changes
in demand and an increase in CEEC5 imports will mean an increase of Italian exports. For
amplicity’s sake, it should be noted that in addition to the baseline scenario we have
formulated the following scenarios for thisfirst set of smulations:

. Italy/CEECS countries vis-a-vis where the growth of GDP rates for the CEECS5 is
about 2 per cent higher with respect to the baseline and the Italian model is run alone;
. EU/CEECS countries vis-a-vis considering the impact of the increase of CEEC

imports over the export structure of all the models in the system using the BTM model
and the country-specific models;

. Specializing CEEC5 where the growth rate of GDP for the CEECS is the same as in
the previous scenarios but the overall growth rate is the result of obtained by a
specialization of imports in specific sectors.

A second set of results refers to another groups of simulations dealing with the removal of
trade barriers. In particular, we have formulated two alternatives:*

. aconservative scenario which assumes the removal of tariffs and a ‘mild’ reduction of
NTBs;
. agenerous scenario which assumes a higher abatement of NTBs.

1t should be noted that within the demographic projections model, we have assumed no change in net
immigration due to EU enlargement.
2 For adetailed description of all scenarios and assumptions, see sections 5 and 6.
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The simulationsin this last group include the CEECs growth effects as in specializing CEECS.
The welfare effects for this second set of scenarios are shown in Tables 25, 26 and Figures 10,
11.

Results suggest that the Eastern enlargement will generate an increase of welfare for the
Italian economy. Laspeyres and Paasche quantity indices for the base simulation, compared
with similar indices for the smulation scenarios with the EU enlargement, are always lower.
The main reason for the improvement in welfare is that personal consumption increases for
amost al items. In al enlargement scenarios the aggregate household consumption rate of
growth is higher than in the baseline. Welfare increases progressively throughout al three
scenarios. the most welfare improving scenario being the ‘ specialising CEECS' in the first set
of smulations (see Tables 23 and 24, column (3)), and the ‘generous scenario’ of abatement
of tariffs and NTBs in the second group (see Tables 25 and 26, column (5)).

However, we may observe that aso the second scenario (‘EU/CCECS vis-avis') reveds
differences with the baseline that are approximately twice as large as the differences between
the first scenario and the baseline (see figures in columns (2) and (1)). The reason is that the
increase in foreign demand for the Italian economy is larger in scenarios 2 and 3. In both these
scenarios (' EU/CEECS countries via-a-vis and ‘ specialising CEECS), Itaian exports increase
not only due to CEEC5 imports, but also due to the demand of other EU members insofar as
integration implies an expansionary effect for all European Member States and Italy is directly
and indirectly affected as a result of international trade flows. Moreover, when CEEC5
imports growth is simulated in some specialized commodity groups, the effect on Itaian
exports is higher because some of these are leading Italian exporting sectors (textiles, wood,
clothing).*®

The second set of ssimulations concerning the removal of trade barriers add a price effect to
the growth effects of the first scenarios. In particular, removing trade protection through the
elimination of both custom tariffs and NTBs reduces the relative prices of Italian imports from
CEECs. The impact on welfare, reported as our aggregate indexes, is not as large as the effect
of growth expansion due to the enlargement. Indeed, Laspeyers and Paasche indexes of
columns (3) (Tables 23 and 24) are equal to the same indexes of columns (4) and (5) (Tables
25 and 26) up to the year 2003 because the removal of trade barriers removal will take place
in 2004. Thus, a dight increase in household consumption will lead to a welfare improvement
in the following years to reach the end of the ssimulation horizon with a 0.6 per cent increase in
the difference from the baseline with respect to the indexes of the ‘speciaisng CEECS
scenario.** Turning to the commodity household consumption (Table 27, Household
Consumption Growth Rates), we can observe an increase in the demand of some goods such
as ‘bread and cereals’, ‘meat’, ‘dairy products’, ‘fruit and vegetables, ‘tobacco’, ‘vehicles
and others, that may be explained by the reduction of tariffs and prices (see Table 21,
Household Consumption Deflators). The household consumption of some services also

¥ For the macroeconomic results of all scenarios, see Table 14 and 29 of this report.

1 For the Laspeyres indexes, compare the percentage difference with the baseline of 2.05 for the
“Specialising CEEC5" and 2.65 for the “ generous scenario of trade barriersremoval”. Similarly for the Paasche
indexes.
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increases. in this case, an income effect due to the rise of private disposable income prevails
over anegligible price effect.

These welfare effects can be presented in a different way, if we express the aggregate
measures (EV and CV) in percent of GDP. In this case we obtain a measure which is roughly
comparable with the aggregate welfare measure reported in the study by Keuschnigg and
Kohler (1999). We have computed this value for the scenarios Italy/CEECS countries vis-a-
vis, Specializing CEEC5 and Removal of Trade Barriers (generous scenario). In these cases,
the value of EV as a percentage of GDP at the year 2010 is respectively equal to 0.3, 0.8 and
0.9. As we may notice, the largest increase in welfare is due to the interaction of economic
effects between Italy and other EU members whereas the gain after the removal of trade
barriersis small.

Figures 8-11 show the growth rates of our quantity indices for al scenarios. For the CEECs
growth effects scenarios (Figures 8, 9), the growth rates present the same pattern: they are all
in the range from 1.4 to 1.9 percentage points, with a peak around the year 2003, followed by
a slow down to the lowest value after 2006, and an upturn at the end of the period. This
pattern is explained mainly by the behaviour of investments (see Table 14, Production
Account). In most cases, the lines do not cross and the ranking is the same as that observed in
the tables: the slowest growth of welfare indices is in the baseline, the fastest in the third
scenario.

The behaviour of growth rates is dlightly different for the scenarios for the removal of trade
barriers. Although the turning points occur in the same years, in this case the range is wider
(from 1.7 to 2.2 for the Laspeyres indexes) with an acceleration in growth after 2007.
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Table 23 - Laspeyres indices for the CEECs growth effects scenarios (2000-2010) and differences
from the baseline scenario

 Differences from the basgline scenario

Laspeyres Indices for the baseline and the simulation scenarios; (%) (*)
QL(0) QL(1) QL(2) QL®) D 2 ©)

2000 1.000 1.000 1.000 1000

2001 1.016 1.017 1.017 1.017 0.10 0.10 0.10
2002 1.033 1.034 1.035 1.036 0.10 0.19 0.29
2003 1.050 1.053 1.055 1.056 0.29 0.48 0.57
2004 1.066 1.070 1.073 1.074 0.38 0.66 0.75
2005 1.082 1.087 1.091 1.093 0.46 0.83 1.02
2006 1.098 1104 1.109 1112 0.55 1.00 1.28
2007 1113 1.120 1.126 1.130 0.63 117 153
2008 1131 1.138 1.146 1.150 0.62 1.33 1.68
2009 1.150 1.158 1.167 1172 0.70 148 191

2010 1.169 1177 1.187 1.193 0.68 154 2.05

Note: (0) Baseline Scenario
(2) Italy/CEECS5 vis-a-vis Scenario
(2) EU/CEECS vis-avis Scenario
(3) Specializing CEEC5 Scenario
(*) 100* (QL (scenario)-QL.(0))/QL(0)

Table 24 - Paasche indices for the CEECs growth effects scenarios (2000-2010) and differences
from the baseline scenario

Paasche Indices for the baseline and the simulation scenarios Differences from the baseline scenario

: (%) (*)
QM(0) QM(1) QMP(2) PE) (@ 2 3)

2000  1.000 1.000 1.000 1.000

2001  1.016 1.016 1.017 1017 | 000 0.10 0.10
2002 1.032 1.034 1.035 1036 | 019 0.29 0.39
2003  1.050 1.053 1.055 1056 029 0.48 0.57
2004  1.065 1.069 1.072 1073 | 038 0.66 0.75
2005  1.081 1.085 1.089 1091 | 037 0.74 0.93
2006  1.096 1.102 1.107 1110 | 055 1.00 1.28
2007 1111 1.117 1.124 1127 | 054 117 1.44
2008  1.128 1.135 1.143 1148 | 062 133 177
2009  1.147 1.155 1.163 1169 i 070 1.39 1.92

2010 1.165 1174 1.183 1.189 0.77 155 2.06

Note: (0) Baseline Scenario
(2) Italy/CEECS5 vis-a-vis Scenario
(2) EU/CEECS vis-avis Scenario
(3) Specializing CEEC5 Scenario
(*) 100* (QP(scenario)-QP(0))/QP(0)
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Figure 8 - Laspeyres Indices Annual Growth Rates (%) for the Baseline and the CEECs
Growth Effects Scenarios

40

1.00

Note:

+: Baseline Scenario

0: Italy/CEECS vis-a&vis Scenario
x: EU/CEECS vis-avis Scenario
¢: Specializing CEEC5 Scenario

Figure 9 - Paasche Indices Annual Growth Rates (%) for the Baseline and the CEECs
Growth Effects Scenarios

40

Note:

+: Baseline Scenario

0 Italy/CEECS vis-a&vis Scenario
x: EU/CEECS vis-avis Scenario
¢: Specializing CEEC5 Scenario



Table 25 - Laspeyres indices for trade barriers removal scenarios (2000-2010) and
differences from the baseline scenario

Laspeyres Indices for the basdlineandthe |  Differences from the
simulation scenarios baseline scenario (%) (*)
QL(0) QL(4) QL®) ! 4 ®)
2000 1.00 1.00 1.00 :
2001 1.016 1.017 1.017 0.10 0.10
2002 1.033 1.035 1.035 0.19 0.19
2003 1.050 1.056 1.056 0.58 0.58
2004  1.066 1.075 1076 : 084 0.94
2005 1.082 1.093 1.094 1.02 1.02
2006 1.098 1112 1112 1.28 1.28
2007 1.113 1.130 1.130 153 153
2008 1131 1.151 1.152 1.77 1.86
2009 1.150 1173 1174 2.00 2.09

2010 1.169 1.198 1.200 248 2.65

Note: (0) Baseline Scenario
(4) Removal of Trade Barriers (0-5-10) Scenario
(5) Removal of Trade Barriers (5-10-15) Scenario
(*) 100* (QP(scenario)-QP(0))/QP(0)

Table 26 - Paasche indices for trade barriers removal scenarios (2000-2010) and
differences from the baseline scenario

Paasche Indices for the basdine and the {  Differences from the
simulation scenarios baseline scenario (%) (*)
QP(0) QP(4) QPGB 4 ®)
2000 1.000 1.000 1.000
2001 1.016 1.017 1.017 0.10 0.1
2002 1.032 1.036 1.036 0.39 0.39
2003 1.050 1.056 1.056 0.57 0.57
2004  1.065 1.075 1075 094 0.94
2005 1.081 1.092 1.093 1.02 1.11
2006 1.096 1.111 1.111 1.37 1.37
2007 1.111 1.128 1.128 1.53 1.53
2008 1.128 1.149 1.149 1.86 1.86
2009 1.147 1.170 1.171 2.01 2.09

2010 1.165 1.195 1.196 2.58 2.66

Note: (0) Baseline Scenario
(4) Removal of Trade Barriers (0-5-10) Scenario
(5) Removal of Trade Barriers (5-10-15) Scenario
(*) 100* (QP(scenario)-QP(0))/QP(0)



Figure 10 - Laspeyres Indices Annual Growth Rates (%) for the Baseline and the Trade
Barriers Removal Scenarios

1.00

Note:

+: Baseline Scenario

v: Remova of Trade Barriers (0-5-10) Scenario

no mark: Removal of Trade Barriers (5-10-15) Scenario

Figure 11 - Paasche Indices Annual Growth Rates (%) for the Baseline and the Trade
Barriers Removal Scenarios

1.00

Note:

+: Baseline Scenario

v: Remova of Trade Barriers (0-5-10) Scenario

no mark: Removal of Trade Barriers (5-10-15) Scenario
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Table 27 - Household Consumption, Rates of Growth

Titles of Alternate Runs

Line 1: Baseline

Line 2: Specialising CEECS

Line 2: Specialising CEEC5 + Renoval of trade barriers (0-5-10) - difference from base
Line 4: Specialising CEEC5 + Renoval of trade barriers (5-10-15)- difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10
TOTAL 1. 687 1. 460 1. 458 1. 472 1. 359 1.563 1.622 1.596
0. 209 0.210 0.228 0.234 0.251 0.230 0.226 0.178
0.211 0. 364 0. 209 0.169 0.215 0.213 0. 207 0.184
0.210 0.397 0.184 0.164 0.239 0. 265 0.261 0.220
Foods & Bever ages -0.190 -0.433 -0. 404 -0.343 -0.429 -0.175 -0. 100 -0.104
0. 209 0.211 0.230 0.238 0. 256 0.232 0.227 0.169
0. 212 0. 422 0. 215 0.173 0.221 0. 217 0. 210 0.177
0.211 0. 462 0.193 0.171 0. 249 0. 273 0. 267 0. 216
- Foods -0.112 -0.355 -0.321 -0.256 -0.341 -0.082 -0.005 -0.008
0. 209 0.211 0.231 0.239 0. 257 0.232 0.227 0.168
0.212 0. 427 0. 216 0.173 0.221 0. 217 0.211 0.176
0.211 0. 467 0. 193 0.172 0.249 0.273 0. 268 0.216
-Bread & Cereals 0.552 0.344 0.370 0.417 0. 350 0.614 0. 682 0. 645
0. 206 0.210 0.228 0.235 0.251 0.223 0.223 0. 167
0. 209 0.416 0.213 0.174 0.222 0.215 0.208 0.176
0.208 0. 462 0.191 0.173 0.251 0.274 0. 263 0.214
- Meat -0.796 -1.053 -1.017 -0.955 -1.049 -0.803 -0.736 -0.741
0. 200 0. 206 0.227 0.236 0.253 0.225 0.216 0.153
0.203 0. 485 0.215 0.172 0.217 0.211 0.203 0. 162
0.202 0.538 0.194 0.172 0. 246 0.267 0. 262 0.202
-Fish -0. 467 -0.725 -0.707 -0.633 -0.732 -0.470 -0.394 -0.393
0.214 0. 215 0.234 0. 242 0. 262 0. 240 0. 237 0. 180
0. 217 0. 377 0. 217 0.175 0. 225 0. 225 0.218 0. 187
0.216 0. 408 0.194 0.174 0.253 0.281 0.275 0.225
-Dairy products 0. 420 0.164 0.195 0.275 0.176 0. 437 0.515 0.530
0.215 0.213 0.233 0.242 0.261 0.238 0.232 0.169
0.218 0. 445 0.218 0.173 0.223 0.219 0.213 0.180
0. 217 0. 477 0.195 0.171 0. 250 0. 275 0. 270 0. 220
-al -1.142 -1.405 -1.396 -1.377 -1.501 -1.279 -1.235 -1.287
0.211 0.213 0. 232 0. 239 0. 257 0. 232 0. 229 0.172
0.213 0. 412 0. 216 0.174 0. 222 0.218 0.212 0. 180
0.212 0. 450 0. 194 0.172 0. 250 0.275 0. 268 0.218
-Fruits & Vegetabl es -0.198 -0. 455 -0.421 -0. 356 -0.438 -0.178 -0.091 -0.086
0.214 0.215 0.234 0.241 0. 260 0.238 0.234 0.178
0.216 0. 386 0.218 0.174 0.222 0.222 0.216 0. 185
0. 216 0. 417 0.195 0.172 0. 250 0. 277 0. 273 0.223
- Pot at oes 0.014 -0.261 -0.226 -0. 156 -0.260 -0.011 0. 066 0. 068
0.215 0.217 0. 236 0.243 0.262 0.241 0.236 0.180
0.218 0.381 0.220 0.175 0.223 0.224 0.218 0.186
0. 217 0.411 0.197 0.173 0. 250 0. 279 0. 276 0.224
- Sugar 0. 065 -0.126 -0. 109 -0.091 -0.169 0. 054 0.118 0. 099
0.208 0.208 0.226 0.233 0. 250 0.228 0.225 0.177
0.210 0.370 0. 209 0.168 0.215 0.212 0. 207 0.183
0. 209 0. 403 0.184 0.163 0. 240 0. 265 0. 260 0.220
-Coffee, tea & cocoa 0. 156 -0.072 -0.054 -0.014 -0.099 0.153 0.219 0.189
0. 209 0.211 0. 229 0. 237 0.254 0.228 0. 227 0.172
0.212 0. 402 0.213 0.173 0. 222 0. 217 0.211 0. 180
0.211 0. 442 0.190 0.172 0. 250 0.274 0. 266 0.218
-Qher products 1. 497 1.271 1.293 1. 338 1.248 1. 495 1. 556 1.519
0. 209 0. 212 0. 229 0. 237 0.254 0. 229 0. 228 0.172
0. 212 0. 402 0.213 0.174 0.223 0.218 0.211 0. 180
0.211 0. 442 0.191 0.172 0.251 0. 275 0. 266 0. 218
- Beverages & Tobacco -0.732 -0.980 -0.985 -0.963 -1.063 -0. 844 -0.788 -0. 809
0.210 0.211 0.229 0.236 0. 255 0.232 0.228 0.175
0.212 0.388 0.212 0.170 0.219 0.216 0.210 0. 182
0.211 0. 425 0.188 0.167 0. 245 0. 269 0. 265 0.219

(Continued ...)
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Li ne
Li ne
Li ne
Li ne

Al ternatives are shown in deviations frombase val ues.

-Non al coholic

AhNR

Basel i ne
Speci al i si ng CEECS

Speci al i sing CEEC5 + Renoval
Speci al i sing CEEC5 + Renoval

03-04

2.638
0.212
0.413
0

Titles of Alternate Runs

of trade barriers (0-5-10) - difference frombase
of trade barriers (5-10-15)- difference from base

Durabl es, non dur. & Services

08-09 09-10
2.703 2.673
0.229 0.171
0.210 0.178
0. 267 0.217
2.983 -3.112
0.231 0.175
0.213 0.181
0.270 0.219
1. 457 -1.513
0.225 0.177
0. 207 0.183
0. 260 0. 220
1.936 1. 900
0. 226 0.179
0. 207 0. 185
0. 260 0.221
0. 646 0. 545
0.224 0.177
0. 203 0. 186
0.239 0.219
0.661 0. 562
0.224 0.179
0. 203 0. 189
0. 236 0.221
0. 584 0. 475
0.225 0.168
0. 202 0.173
0. 252 0.213
2.212 2.204
0. 242 0.193
0.223 0.194
0.276 0.228
2.399 2.371
0.238 0.193
0.217 0.193
0.270 0.227
1.399 1. 469
0. 262 0.192
0. 248 0. 196
0.301 0.231
1.110 1.125
0.229 0.179
0. 209 0.184
0. 267 0.222
0.672 0.677
0.229 0.179
0. 208 0. 186
0. 260 0.222
2.543 2.595
0. 235 0.178
0.219 0.177
0.299 0.220
1. 430 1.434
0.225 0.175
0. 207 0.181
0. 260 0.219
0. 406 0. 360
0.224 0.182
0. 204 0.184
0. 259 0.222

(Continued ...)
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Titles of Alternate Runs

Line 1: Baseline

Line 2: Specialising CEECS

Line 2: Specialising CEEC5 + Renoval of trade barriers (0-5-10) - difference from base
Line 4: Specialising CEEC5 + Renoval of trade barriers (5-10-15)- difference from base

Al ternatives are shown in deviations frombase val ues

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10
- Donesti ¢ Servant 1.283 1.077 0.981 1.062 0.874 1. 054 1.076 0.963
0.214 0.209 0.224 0.234 0.254 0.231 0.230 0.179
0.217 0.371 0. 205 0.169 0.219 0.215 0.212 0.185
0.216 0. 402 0.180 0.164 0.243 0. 268 0. 265 0.221
-Qther durable & Services 0.590 0. 433 0. 444 0. 555 0.474 0. 694 0.762 0. 830
0.212 0. 207 0.224 0.235 0.253 0.230 0.226 0.179
0.214 0. 356 0.203 0.167 0.219 0.211 0. 206 0.188
0.213 0.391 0.176 0. 160 0.242 0. 262 0.261 0.225
-Heal th 3.191 2.904 2.879 2.733 2.577 2.702 2.743 2.664
0.219 0.217 0.232 0.235 0. 250 0.234 0.233 0.189
0.221 0. 336 0.211 0. 169 0.212 0.214 0.212 0.190
0.220 0.353 0.185 0.161 0.234 0.264 0. 265 0.225
- Medi ci nes 3. 459 3.183 3.165 3.070 2.980 3.112 3.198 3. 066
0.208 0.208 0.226 0.233 0. 250 0.228 0.225 0.177
0.210 0.370 0. 209 0.168 0.215 0.212 0. 207 0.183
0. 209 0. 403 0.184 0.163 0. 240 0. 265 0. 260 0.220
-Therap. instrunents 2. 646 2.426 2.484 2.376 2.229 2.363 2.409 2.340
0.208 0.208 0.226 0.233 0. 250 0.228 0.225 0.177
0.210 0.370 0. 209 0.168 0.215 0.212 0. 207 0.183
0. 209 0. 403 0.184 0.163 0. 240 0. 265 0. 260 0.220
- Medi cal services 3.239 2.896 2.825 2.634 2.415 2.512 2.511 2.492
0.229 0.225 0.237 0.237 0. 250 0.238 0. 240 0. 200
0.231 0. 306 0.214 0.169 0.208 0.215 0.217 0. 196
0. 230 0. 308 0.186 0.159 0.229 0.263 0.270 0.229
- Hospi t al 2.616 2.395 2.418 2.225 2.027 2.180 2.186 2.106
0.229 0.224 0.236 0.237 0.251 0.238 0. 240 0.199
0.231 0. 308 0.213 0.169 0. 209 0.216 0.217 0.196
0.231 0.311 0.186 0. 160 0.230 0.264 0.270 0.229
-Transports & Communi cati ons 2.604 2.337 2.379 2.302 2.152 2.283 2.321 2.237
0.180 0.196 0.223 0.224 0.236 0.214 0. 205 0.173
0.180 0.371 0.211 0.163 0.203 0.199 0.186 0.179
0.179 0. 410 0.185 0. 156 0.226 0.249 0.238 0.211
-Auto & Cycles 1.942 1.794 2.022 1. 642 1. 377 1.293 1. 307 1.168
0. 093 0.129 0.176 0.177 0.187 0. 155 0.132 0. 154
0. 090 0. 345 0.177 0.130 0. 165 0. 143 0.114 0. 157
0. 088 0. 415 0.149 0.117 0.180 0.183 0.161 0.170
- Runni ng costs 2.341 2.016 2.019 2.074 1.967 2.156 2.227 2.151
0. 200 0. 216 0. 241 0. 236 0. 241 0.223 0. 216 0.171
0. 200 0.382 0.227 0.171 0. 205 0.208 0. 196 0.179
0. 200 0.414 0.203 0.167 0. 230 0.261 0.249 0.216
-Transportation Services 2.604 2.338 2.383 2.349 2.229 2.480 2.502 2.451
0.225 0.235 0.253 0.252 0.270 0.254 0. 254 0. 204
0.227 0. 340 0.225 0.178 0.231 0.231 0.230 0. 205
0.226 0.348 0.197 0.173 0. 257 0. 285 0. 286 0.239
- Communi cat i ons 4.188 3.880 3.744 3.677 3.517 3. 656 3.625 3.537
0.208 0.202 0.218 0.232 0. 255 0.228 0.227 0.170
0.211 0. 399 0.201 0.170 0.224 0.215 0.211 0. 180
0.210 0. 443 0.177 0. 166 0. 250 0.270 0.263 0.218
-Recreation & Education 2.411 2.160 2.150 2.150 2.066 2. 255 2.282 2.236
0. 205 0.211 0.230 0.236 0. 254 0.231 0.227 0. 182
0.208 0. 346 0. 209 0.170 0.219 0.215 0. 208 0.186
0. 207 0.379 0.183 0.164 0.243 0. 266 0.261 0.222
-Radio, TV, Records, Hifi 3. 056 2.731 2.706 2.631 2.484 2.612 2.617 2.505
0. 189 0. 202 0. 226 0. 233 0. 252 0. 227 0.221 0.174
0.192 0. 349 0. 207 0.169 0.220 0.213 0.202 0.179
0.191 0.394 0.182 0.164 0. 245 0. 266 0.254 0.216
- Books, Magazi nes & Newspapers 1.111 0. 858 0. 877 0.923 0. 859 1.110 1.190 1.168
0.212 0.210 0.230 0.238 0. 257 0.231 0.223 0.188
0.215 0.343 0. 209 0.171 0.221 0.216 0. 206 0. 197
0.214 0.378 0.185 0. 166 0.247 0.270 0.263 0. 236

(Continued ...)
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Li ne
Li ne
Li ne
Li ne

AR

Al ternatives are shown in deviations frombase val ues.

- Educati on & Text books

Basel i ne
Speci al i si ng CEECS

Speci al i sing CEEC5 + Renoval
Speci al i sing CEEC5 + Renoval

03-04

1.836
0.216
0. 345
0

Titles of Alternate Runs

of trade barriers (0-5-10) - difference frombase
of trade barriers (5-10-15)- difference from base

-Theatre, and Gt her Recreation

-Financi al Services

-Qher Services
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8. THE IMPACT ON THE NATIONAL BUDGET

Direct effects generated by trade pass through the real impact on macro aggregates recorded
in the Product account (see Table 29). As already noted, the increase in sectoral outputs and
the growth of imports and exports lead to an increase of GDP; household consumption
benefits from the prosperity induced by European enlargement and from the removal of tariffs
and non-tariff barriers. In particular, we should stress that the reduction in import prices
implied by the remova of tariffs and non-tariff barriers does not influence the trend in
household consumption. Thus, the impact on household consumption is not evident in the
aggregate, but will, of course, effect the allocation of real household disposable income among
consumption items. Thus, from the Product account it is evident that, in general, volume tax
bases swell.

The removal of trade barriers have a clear impact on price formation. The removal of trade
barriers scenario ssimulations provide evidence of a reduction in prices. However, when we
consider the effect of higher demand (specialising CEECs), together with the removal of trade
protection, the overall effect on output is positive. Because of the increase in volume and the
concurrent drop in prices, the ad valorem tax bases are no longer unequivocally determined;
in this case, we can deduce the impact of enlargement just looking at the tax revenues. On the
contrary, purely nominal tax bases do not suffer from this sort of ambiguity. For example,
household disposable income gives precise information on the amount of income tax revenues
(once the distribution effect, if any, is removed); in this case purely nomina tax bases do not
suffer from ambiguity.

Government expenditure and investments both play a key role in the evaluation of any impact
on national budget. In the baseline and other scenarios, government expenditure has been
assumed to be independent in real terms of the effect of the enlargement. However, nominal
government expenditure is alowed to vary. Real government investments are endogenously
determined as follows. First, an aggregate investment function provides the total investments
which congtitute a benchmark for the individual investors. Then, an investment function is
modelled for each investor. This approach allows us to assign an anti-cyclical role to
government investment: government invests more when the private sector invests less and vice
versa. However, the impact of investments on the national budget is measured in nomina
terms so that the price and the real effects are merged.

Table 31 (Government Expenditure and Investment, Household Disposable Income) reveals
what lies behind the smulations shown above. Government expenditure has a real component
which is not influenced by price changes. The real effect due to the increase in trade - the
‘specialising CEECS scenario’ - is modest throughout the simulation period. The conservative
and generous scenarios of removal of trade barriers reveal the impact of prices on nominal
government expenditure. Prices decrease and expenditure consequently shrinks, although
modestly. Government expenditure on investments decreases even where total investment
grows faster than in the baseline. This is due to the anti-cyclical role mentioned above.
Household disposable income benefits from the import prices reduction considered in the
scenarios related to the removal of trade barriers; indeed, it suffers a decrease in nominal terms
with respect to the case of ‘specialisng CEECS', but gains in real terms as can be seen from
the household consumption rates of growth in the second part of the simulation period.
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The budget implications of European enlargement can moreover be investigated by examining
the ‘use of income account’ of government (see Table 30). On the resources side, and in the
context of enlargement, the rise in the growth rate of indirect taxes is between 1 to 3 per cent
in the ssimulation period (2004-2010). The growth rates are dightly smaller for the third
scenario, due to the negative effect on the VAT tax base of the decrease in relative prices. As
regards direct taxes (taxes on income and wealth), we can observe the same range in the
growth rate differentials (between 1 to 3 per cent), but differences between scenarios are in
this case negligible. Thisrise in the growth rate differentials is consistent with the dynamics of
total wages (a proxy of the labour income tax base), and exports (a proxy of firm’s profits tax
base). The same trend characterises social contributions, which are the sum of actual and
imputed contributions: in al enlargement scenarios the rate of growth of aggregate
contributions is higher than in baseline (1.1 per cent in the first year, around 3 per cent at the
end of the period).

On the expenditure side, the table shows that the ‘general government’ interest payments are
higher in the enlargement scenarios (1.3 per cent more in the first year of ssimulation), with a
negligible difference between the three hypotheses. As regards social benefits, enlargement
appears to reduce this expenditure. Indeed, this result is strictly determined by the underlying
hypothesis on which this expenditure has been modelled. In fact, socia benefits are mainly
resources generated within the framework of the welfare state. Socia benefits belong to the
category of transfers where what is collected by government is defined as equivalent to what
has been paid for by the other sectors. From a budgetary perspective, however, what matters
is the difference between the socia benefits and the amount of social contributions collected —
at least in part — for their funding. This difference is soaring and the reform of the pension
system is high on the government agenda. Meanwhile, we have assumed that socia benefitsin
volume will maintain their present trend. The corresponding nomina expenditure is then
computed inflating it with the persona consumption expenditure deflator (endogenously
determined). Consequently, the volume of social benefits does not change with the scenarios,
but the expenditures are influenced by the personal consumption expenditure deflator which is
smulation specific. It is clear that socia benefits are independent of the macro economic real
performance and vary according to the consumer price deflator. Needless to say, the much
anticipated reform of the pension system should produce an effect which will tend to obscure
the effects of European enlargement.

Although the effect of the enlargement on the national budget clearly involves the production,
distribution, and use (consumption and investments) of government income, we prefer to
focus on the determination of government disposable income. Government disposable income
constitutes the balance line of the ‘use of income’ account where this account records the
distribution of income effect among institutions. Within this account we can detect the impact
of many policy levers managed by government and other institutions, for instance, the EU.
(The EU’s own resources are recorded as a use in the present account). The use of
government disposable income is considered in the subsequent accounts which deal with, inter
alia, consumption and investment and on the basis of which the fina balance --deficit or
surplus-- is computed. While consumption investment is generated by the allocation of
government’s own resources, disposable income is the aggregate produced by the distribution
of income among institutions (households, enterprises, etc.). Following this, we compare the
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smulations in terms of their effect on government disposable income which — in this case —
is amore representative benchmark in the government budget.

Table 28 - Government disposable income percentage difference from the baseline

Scenarios
year  Conservative Generous
2001 0.4 0.4
2002 1.2 1.3
2003 1.9 1.9
2004 2.8 2.7
2005 34 3.3
2006 3.9 3.7
2007 4.5 4.3
2008 5.0 5.0
2009 55 5.6
2010 5.9 6.1

Table 28 shows the percentage difference of government disposable income of the ‘ generous
and ‘conservative’ scenarios with respect to the baseline. The two scenarios differ with regard
to the removal of trade barriers. The ‘conservative’ scenarios reports a dightly higher increase
of government disposable income than in the ‘generous scenario as of 2003. The ‘generous
scenario produces a deceleration in the increase in government disposable income, but after
the year 2008 we see that the results for the ‘generous scenario outpace those for the
‘conservative’ scenario.

The overal positive effect of the proposed enlargement induces a swelling in the tax base so
that, in nominal terms, government resources increase even where there is a reduction in
prices. Even if the direction of globa outcome is clearly-defined direction, one may detect
short-term differences which are relevant for policy-making.
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Table 29 - Product Account

Li ne
Li ne
Li ne
Li ne

Al ternatives are shown i

RESOURCES

Gross Donestic Product

I nports

USES
Consunpti on

Househol d consunpti on

Cover nment expendi ture

Private col |l ective consunption

Fi xed capital

formation

Changes in inventories

Exports

Rwnr

n

Titles of Alternate Runs

Basel i ne

Speci al i sing CEEC5 - difference from base
No tariffs and NTB -
No tariffs and NTB -

devi ati ons from base val ues.

01-02

12
45
45
46
29
63
63
64

CoomOoooWwW

74
17
17
18
61
22
22
22
20
20

NNVOOoOoOROOOR

90
78
79
80
52
05
05
07
93
98
98
00

POOUIRPRPERNOOON

02-

NNVOOoOROOOR coomooonN

COONOOOOOOO®

03

43
39
39
39
29
56
56
56

81
17
17
17
70
21
21
21
20
20

08
61
61
62
04
87
88
87
81
86
86
84

03-

NNVOOoOoOROOOR coorooOR

coenvoropOOOR

difference from base
difference from base

RATES OF GROWH

04

68
43
46
40
69
63
70
67

63
17
29
32
47
21
37
40
20
20

06
67
67
63
37
95
12
90
83
99
86
63

04-

NNVOOoOROOOR cooerooOR

OPrPrwoorpOOOR

05

88
48
40
33
95
63
61
57

63
18
17
15
47
23
21
19
20
20

75
46
45
31
79
02
91
72
19
23
00
91

05-

NNVOoOoOROOOR cooerooOR

PPRrPRPWoOoOOWOOON

06

67
47
32
30
18
57
39
38

64
18
13
13
48
24
17
17
20
20

87
08
17
23
79
97
72
63
21
37
08
07

05-

NNVOOoOoOROOOR cooerooOR

PPRrPWoOoOOWOOON

06

67
47
32
30
18
57
39
38

64
18
13
13
48
24
17
17
20
20

87
08
17
23
79
97
72
63
21
37
08
07

06-

NNVOOoOoOROoOOR Coowooor

PRPWOPRPORWOOOR

07

43
51
45
49
66
64
53
58

55
20
17
19
37
25
22
24
20
20

26
17
02
01
18
07
99
02
43
42
32
44

07-

NNVOoOoOROoOOR cooerooOR

PRrPWOUPOORMOOOW®

08

90
49
45
53
64
62
53
67

71
18
17
21
58
23
22
27
20
20

92
18
10
28
18
97
92
05
47
36
24
38

08-

NNVOOoOoOROOOR coerooOR

PRrPWPOORMOOOW®

09

85
51
46
55
52
61
53
70

76
18
16
21
64
23
21
27
20
20

02
02
01
23
16
97
95
09
75
44
31
46

09-

NNVOoOoOROOOR cooerooOR

CorwooopOOON

10

79
42
41
44
48
50
50
57

74
14
14
17
61
18
19
22
20
20

54
11
30
45
21
67
71
7
94
10
96
95
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Table 30 - Use of Income Account, Government, in million Euro

Li ne
Li ne
Li ne
Li ne

PONE

Basel i ne
Speci al i sing CEEC5 - difference from base
Speci al i sing CEEC5 + Renoval
Speci al i sing CEEC5 + Renoval

Al ternatives are shown in deviations frombase val ues.

RESOURCES

Gross operating surplus and
Wthdrawal s fromthe entrepr.

Tax |inked to prod. & nports(no VAT)

Actual interest

Income fromland and intang. assets

Di vi dends and ot her incone dis.

Acci dent insurance clains

Current taxes an incone & wealth

Actual social contribution

2001

4590
0

0

0
164825
442
445
477

Titles of Alternate Runs

2004
5681

199519
2558
2394
2203
9937

2005
6099
1

1

1
210657
3622
3258
2848
10466
175
170
158
2962
49

48

45
2598
51

49

46

of trade barriers (0-5-10)
of trade barriers (5-10 -15) - -

2006

6492
1

1

1
220739
4708
4006
3436
10947
224
205

2007
6909
1

1

1
230517
5742
4865
4263
11424
279
251
240
3233
79

71

68
2855
81

74

2008

7354
1

1

1
241875
6804
5783
5238
11964
337
303

di fference from base
di fference from base

2009

7827
1

1

1
254747
7931
6766
6315
12532
400
360

2010

8330
2

2

2
267808
9136
7943
7520
13117
462
418

(Continued ...)
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Li ne
Li ne
Li ne
Li ne

PwbhE

Basel i ne
Speci al i sing CEEC5 - difference from base
Speci al i sing CEEC5 + Renoval
Speci al i sing CEEC5 + Renoval

Al ternatives are shown in deviations frombase val ues

I nput ed social contribution

Current internat. co-operation

M scel | aneous current transfers

USES

Producti on subsi des

Actual interest

Income fromland and intang. assets

Net accident insurance prem um

Current taxes an incone and wealth

2001
3454

2002

3631
15
15
15

417

2

2

2
28717
207
207
209

2002
21626
171
170

148912

Titles of Alternate Runs

2003

3814
29
29
29

441

4
30308
366
366
367

2004

3991
43
43
42

464

31714
545
506
461

606

2005
26489

of trade barriers (0-5-10)
of trade barriers (5-10 -15) - difference from base

2006

4368
77
72
69

511

10
34600
961

825
739

2006
27806

- difference from base

(Continued ...)
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Li ne
Li ne
Li ne
Li ne

Al ternatives are shown in deviations frombase val ues

Soci al benefits

Current transf.to priv. non-profit

Current international co-operation

M scel | aneous current transfers

Titles of Alternate Runs

1: Baseline
2: Specialising CEEC5 - difference from base
3: Specialising CEEC5 + Renoval of trade barriers (0-5-10) - difference from base
4: Specialising CEEC5 + Renoval of trade barriers (5-10 -15) - difference from base
2001 2002 2003 2004 2005 2006 2007 2008 2009
222396 229958 237294 244770 252452 259731 267262 274669 282378
-2 -78 -63 -46 -58 -137 -280 -350 -416
14 -63 -54 -595 - 640 -733 -936 -1068 -1180
12 - 66 -56 -780 -834 - 956 -1198 -1391 -1529
5319 5483 5653 5810 5969 6072 6169 6281 6397
5 19 34 50 68 86 106 126 147
5 19 34 55 72 85 103 121 140
5 19 34 55 71 83 102 124 147
5471 5811 6146 6463 6807 7120 7430 7782 8151
10 32 55 82 114 146 181 219 260
10 32 55 82 110 133 164 197 234
10 32 55 79 103 124 156 194 237
4892 5193 5481 5735 6009 6257 6494 6774 7064
12 37 66 99 136 174 216 263 316
12 37 66 91 123 149 185 226 272
12 38 66 83 110 134 171 217 271

2010

290350
- 396
-1261
-1663
6512
165
157
166
8531
300
272
279
7362
368
319
319
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Table 31 - Government expenditure and investments, household disposable income

Li ne
Li ne
Li ne
Li ne

howne

Titles of Alternate Runs
Basel i ne
Speci al i sing CEEC5 - difference from base
No tariffs and NTB - difference from base
No tariffs and NTB - difference from base

Al ternatives are shown in deviations frombase val ues

2001 2002 2003 2004 2005

Cover nment expendi ture 187664 197057 207007 217393 228282
-2 -5 15 25 27

-2 -5 17 -33 -36

-2 -5 17 -70 =77

Cover nirent | nvest nent s 22082 23367 25666 27829 30797
-126 -180 -233 -362 -581

-126 -180 -234 - 365 -534

-126 -180 -239 -332 -477

Househol d di sposabl e i ncone 789481 826081 863249 899364 937076
735 2570 4811 7278 10064

735 2570 4811 6771 9253

735 2570 4825 6410 8577

2006

239493
23

-46
-92

33692
-887
-823
-741

973764
12855
11261
10405

2007
251206

6
-73
-122

35511
-1163
-1089
-1014

1010754
15819
13587
12854

2008
263524
6

-80
-133

37545
-1418
-1304
-1237

1050457
19090
16383
16051

2009

276498
15

-79
-135

38845
-1749
-1614
- 1554

1092781
22635
19460
19730

2010

290089
36

-78

- 145

39691
-2001
-1824
- 1757

1136680
26159
22614
23201
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9. STRUCTURAL CHANGES IN THE ITALIAN ECONOMY

Given that structural changes are detected in terms of changes in the composition of aggregated
economic variables, we have used a multisectoral macroeconomic model to investigate structural
changes. Indeed, the analysis of structural changes requires a bottom-up approach to modelling and
the INTIMO model iswell suited for this purpose.

Over time every economy faces structural change. The sectora composition of any country
economy observed one century ago appears very different from the present structure. The transition
from the old to the new structure may be a relatively smooth process. The mutation of an
economic sectoral structure is determined by different and changing sectoral rates of growth (see
Tables 32a-c for the 25 sectors with the highest output rates of growth values).

Table 32a reports the most rapidly growing sectors in the years 2001-2003 and those with the
highest rates of growth in the third scenario (‘speciaising CEECS') for 2008-2010. ‘Building &
construction’ is the sector with the highest growth rate for the period 2001-2003, but falls to the 21%
position in the years 2008-2010. This sector is stimulated by investments; and throughout the decade
we witness a drop in the growth rate of investments and consequently ‘building & construction’
drops towards the bottom of the list together with ‘stone, clay & glass products which supplies
intermediate input to ‘building & construction’. The growth of ‘metal products and ‘electrical
goods slows down while some services sectors (‘communication’, ‘inland transport services,
‘banking & insurance’, ‘private health services, ‘hotels & restaurants’) have risen towards the top
of the list. The sector of ‘motor vehicles' halves its growth rate, dropping to last position. ‘ Other
manufacturing industry’ and ‘other transport equipment’, which occupy the first and second place
respectively with growth rates of around 6 per cent annually, appear to be the winners in the coming
structural change.

Table 32b reports the average rates of growth of the sectoral output respectively for the
‘specialising CEECS' scenario and ‘non-tariff’ scenario for the years 2008-2010. The ‘removal of
trade barriers scenario is based on a reduction on import prices from CEECS5 for those sectors
where tariffs still apply. Although the reduction in import prices due to the removal of residual tariffs
only concerns a small group the ‘agricultural’ and ‘food industry’ sectors directly, we can aso
detect changes in the ranking of a large range of industries. These changes are modest, but
noticeable; for example, ‘electrical goods’' report a rate of growth reduction of 0.4 per cent.

The structural changes in the ‘removal of trade barriers scenarios are shown in Table 32c. The
conservative scenario is on the left side and the generous is on the right side. We see many changes
in the two lists, but there is no relevant shuffling. By the way, if we consider the highest and the
lowest rates of growth in each list, we can say that the range of rates of growth narrows as we move
from the conservative to the generous assumption. This allows us to say that the higher the import
prices reduction due to the removal of trade barriers, the lower the process of structural change. In
the present simulation experiments, looking at the output or at the GDP, we can aso deduce that the
intensity of the structural change is correlated with the performance of the economy.
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Table 32a

Structural changes in the Specialising CEECS5 scenario
Top 25 sectors in descending order with respect to the output rate of growth

BASELINE
average output rates of growth in years 2001-2003

27 Building & Construction

11 Agric. & Indus. Machinery

10 Metal Products

15 Ot her Transport Equi prent

7 Primary netal s

13 El ectrical Goods

8 Stone,day & dass products

12 Ofice, Precision, Opt.Instrunments
34 Conmuni cati on

25 Plastic Products & Rubber

31 Inland Transport Services

26 Ot her Manufacturing Industry
23 Tinber, Woden Product & Furniture
39 Private Health Services

35 Banking & I nsurance

36 Other Private Services

33 Auxiliary Transport Services
14 Motor Vehicles

37 Real Estate

38 Private Education Services

24 Paper & Printing Products

30 Hotels & Restaurants

29 Whol esale & Retail Trade
40 Recreation & Culture

19 Al cohol & Non Al coh. Beverages

FPNNNMNNMNNDNNNNOWOWWWWWWwWwhrhhr,drhbhooo

. 272
. 064
. 229
. 908
. 704
. 368
. 207
. 925
. 822
. 743
. 719
. 706
. 654
. 216
. 201
. 198
. 911
. 907
. 883
. 738
. 659
. 505
. 297
121
. 892

Speciaising CEEC5
average output rates of growth in years 2008-2010

26 Ot her Manufacturing Industry
15 Ot her Transport Equi pnent
11 Agric. & Indus. Machinery
34 Conmuni cati on
7 Primary netal s
22 Leat her, Shoes & Footwear
31 Inland Transport Services
39 Private Health Services
35 Banking & I nsurance
37 Real Estate
10 Metal Products
24 Paper & Printing Products
30 Hotels & Restaurants
25 Plastic Products & Rubber
38 Private Education Services
12 Ofice, Precision, Opt.Instrunments
33 Auxiliary Transport Services
13 El ectrical Goods
36 Other Private Services
40 Recreation & Culture
27 Building & Construction
23 Tinber, Woden Product & Furniture
19 Al cohol & Non Al coh. Beverages
8 Stone,day & d ass products
14 Motor Vehicles

PPRPEPERPEPNDNNNNNNNNNNNNNNNOOPRMMOOO

L 277
. 180
. 129
. 154
. 126
. 701
. 651
. 599
. 519
. 498
. 495
. 430
. 382
. 365
. 327
. 322
. 217
. 167
. 088
. 055
. 983
. 811
L1771
. 753
. 606
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Table 32b

Structural changes in the Specialising CEECS5 and no tariffs scenarios
Top 25 sectors in descending order with respect to the output rate of growth

26
15
11
34

7
22
31
39
35
37
10
24
30
25
38
12
33
13
36
40
27
23
19

8
14

Speciaising CEEC5

average output rates of growth in years 2008-2010

O her Manufacturing Industry

O her Transport Equi prent
Agric. & Indus. Machinery
Communi cati on

Primary netal s

Leat her, Shoes & Foot wear

I nl and Transport Services
Private Health Services

Banki ng & I nsurance

Real Estate

Met al Products

Paper & Printing Products
Hotel s & Restaurants

Pl astic Products & Rubber
Private Education Services

O fice,Precision, Opt.lnstrunents
Auxi liary Transport Services
El ectrical Goods

QG her Private Services
Recreation & Culture

Bui | di ng & Construction

Ti nber, Wboden Product & Furniture
Al cohol & Non Al coh. Beverages
Stone, T ay & d ass products
Mot or Vehi cl es

PPRPEPEFRPEPNDNNNNNNNNNNNNNNOOPMMOOO

L 277
. 180
. 129
. 154
. 126
. 701
. 651
. 599
. 519
. 498
. 495
. 430
. 382
. 365
. 327
. 322
. 217
. 167
. 088
. 055
. 983
. 811
L1771
. 753
. 606

No tariffs

average output rates of growth in years 2008-2010

26
15
11

7
34
22
31
39
37
35
12
30
38
10
24
25
33
23
36
40
27

8
19
13
29

O her Manufacturing I ndustry
O her Transport Equi prent
Agric. & Indus. Machinery
Primary netal s

Conmuni cat i on

Leat her, Shoes & Foot wear

I nl and Transport Services
Private Health Services

Real Estate

Banki ng & I nsurance

O fice,Precision, Opt.lnstrunents
Hotel s & Restaurants

Private Education Services
Met al Products

Paper & Printing Products

Pl astic Products & Rubber
Auxi liary Transport Services
Ti mber, Woden Product & Furniture
Q her Private Services
Recreation & Culture

Bui | di ng & Construction
Stone, Cay & d ass products

Al cohol & Non Al coh. Beverages
El ectrical Goods
Whol esal e & Retail Trade

PPRPEPEPNNNNNNNNNNNNNNNNNOOWwWOTO

. 343
. 366
. 695
121
. 112
. 817
. 595
. 577
. 472
. 469
. 456
. 361
. 276
. 241
. 232
. 190
. 157
. 036
. 024
. 022
. 011
. 885
. 823
. 781
. 531
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Table 32c

Structural changes in the No tariffs and NTBL and NTBH scenarios
Top 25 sectors in descending order with respect to the output rate of growth

26
15
11

34
22
31
39
37
12
35
30
38
10
24
25
33
23
36
27
40

19
13
29

No tariffsand NTBL(0-5-10

average output rates of growth in years 2008-2010

. 330
. 332
.711
. 126
. 125
. 826
. 607
. 586
. 483
. 482
.AT7
. 379
. 288
. 277
. 231
. 218
. 168
. 065
. 036
. 035
. 032
. 903
. 835
. 825
. 545

O her Manufacturing Industry
O her Transport Equi prent
Agric. & Indus. Machinery
Primary netal s

Comuni cati on

Leat her, Shoes & Foot wear

I nl and Transport Services
Private Health Services

Real Estate

O fice,Precision, Opt.lnstrunents
Banki ng & I nsurance

Hotel s & Restaurants

Private Education Services
Met al Products

Paper & Printing Products

Pl astic Products & Rubber

Auxi liary Transport Services
Ti nber, Woden Product & Furniture
Q her Private Services
Bui | di ng & Construction
Recreation & Culture
Stone, T ay & d ass products

Al cohol & Non Al coh. Beverages
El ectrical Goods

Whol esal e & Retail Trade

P RPERPEPNNNNNNNNNNNNNNNNNNOWWOO

26
15
11
34

22
31
39
35
37
10
12
30
38
24
25
33
27
36
13
40
23

19
29

No tariffs and NTBH(5-10-15)
average output rates of growth in years 2008-2010

O her Manufacturing I ndustry 6. 311
O her Transport Equi prent 5. 266
Agric. & Indus. Machinery 3. 995
Conmuni cat i on 3.183
Primary netal s 3.180
Leat her, Shoes & Foot wear 2.785
I nl and Transport Services 2.682
Private Health Services 2.629
Banki ng & I nsurance 2.536
Real Estate 2.530
Met al Products 2.492
Ofice,Precision, Opt.Instrunents 2.435
Hotel s & Restaurants 2.431
Private Education Services 2. 350
Paper & Printing Products 2.347
Pl astic Products & Rubber 2.333
Auxi liary Transport Services 2.236
Bui | di ng & Construction 2.113
Q her Private Services 2.111
El ectrical CGoods 2.090
Recreation & Culture 2.083
Ti mber, Woden Product & Furniture 2.000
Stone, T ay & d ass products 1. 900
Al cohol & Non Al coh. Beverages 1.852
Whol esal e & Retail Trade 1.616
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10. FINAL REMARKS

The impact of the European enlargement on Italy has been evaluated by disentangling the
scenarios into the effect of the new prosperity of the applicants and the removal of persisting
trade barriers.

The effect of the new prosperity of the applicants has been directly taken as the increase of
their imports from the EU and not in terms of the effect of the enlargement on the applicant
countries .Thisis characteristic of all studies of enlargement viewed exclusively from one side
of the participants;, in this case, the Member States. Although an applicant-oriented
investigation should be in order, the adoption of ESA 95 definitions is still incomplete (see
European Commission DGEFA, 2001c), or the available data may fall short of what is needed
to build the sort of multisectora dynamic econometric models which these investigations
demand.

The realisation of the Europe Agreements, the financial assistance in the Accession Partnership
programme, the hauling of the newcomers towards Member-State levels of prosperity as
stated in the Agenda 2000, and a remarkable flow of FDI, have all stimulated the growth of
the CEEC economies since the mid-1990s. Despite the marked deterioration of the
international economic environment in 2000 and the downward economic growth forecasts,
the CEEC GDP rate of growth is still expected to be noticeably higher than the GDP forecasts
for the EU-15 (CEC, DGEFA, 2001b, 2001c; see Table 33). Among the transition accession
countries, Poland has a very low rate of GDP growth Thisis probably a consequence of very
tight monetary conditions introduced to correct a previous poorly coordinated policy mix, and
Poland is expected to fall into line with the pace of other transition economies once the desired
economic conditions are in place. Since Poland represents about one quarter of the GDP of
these countries, it exerts considerable influence on the rate of GDP growth in transition
accession countries. If we exclude Poland, the hypothesis of CEECs growing faster by about
2 per cent becomes a theoretical — albeit questionable — possibility. The EU isin the business
of addressing regional economic differences; a task which will certainly become ‘tougher after
the enlargement because per capitaincomes in the applicant countries are only one third of the
Union's average' (Agenda 2000). In this sense, a 2 per cent difference in the GDP rate of
growth can be seen as the sort of desired minimum needed to tackle a cohesion target.

In the first place, the effect of an increase in CEEC imports from EU has been simulated
considering the case of a) Italy vs. the CEECs, and b) the EU-15 vs. the CEECs; and then
going on to focus on the specific effect of b) on the Italian economy. From this comparison we
learn that the effect of the enlargement, which reaches the Italian economy indirectly through
the impact on the other European economies, is about the same (in size) of the direct effect.
Furthermore, a concentration of the CEECs imports (as well as exports) in a small group of
commodities reveals a trend in ‘specialisation’ which indeed affects all EU countries. This
evolution of the CEEC demand for (EU) imports adds a further modest but clear benefit to
the Italian economy.
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Table 33 - GDP at constant prices (annual per cent change)

unchanged
estimates  forecasts policies
scenario
Years 2001 2002 2003
Bulgaria 4.2 3.6 4.4
The Czech Republic 35 3.8 4.2
Estonia 5.3 4.7 54
Hungary 3.6 32 4.6
Latvia 7.9 45 6.5
Lithuania 45 35 43
Poland 15 1.9 34
Romania 4.6 4.4 4.8
Slovakia 2.7 35 4
Slovenia 3.7 3.3 4
Transition accession countries 31 31 4.1
Cyprus 4 3.3 3.9
Malta 24 33 35
Turkey -6.8 27 4.2
EU-15 17 14 2.9
USA 0.9 0.5 34
Japan -0.6 -0.9 0.5

Source: Commission services’ Autumn 2001 forecasts

The removal of trade barriers has been modelled distinguishing between tariff barriers and
non-tariff barriers. Current tariff barriers constitute a modest residua of those in effect at the
beginning of the transition. These tariffs concern agricultural, some food industry products,
and — for some countries — other specific products. These barriers which will be inevitably
removed with accession. This event has been modelled for the Luxembourg group. Recently,
the Strategy Paper 2001 has posed a redefinition of the frontrunners. Slovakia, Latvia and
Lithuania have been added to the Luxembourg group; indeed, and as a result of their good
performance Cyprus and Malta look set to join this group in the near future. If the results of
the Report of the European Commission on the progress towards accession hold good and the
negotiations are completed as expected in the year 2002, then in 2004 the enlargement should
involve all the countries listed above. In this case, the dimension of the enlargement will be
greater than that considered in the present study. Tables 34a and 34b report the trade shares of
the frontrunners CEECS (the Czech Republic, Estonia, Hungary, Poland and Slovenia), and
the NEWS5 (Latvia, Lithuania, Slovakia, Malta and Cyprus) which have gained a good position
for accession in 2004. The NEWS5 trade covers about one sixth of the expected 2004
enlargement. The NEWS trade shares with each EU-15 country differ from a minimum of 11.5
to amaximum of 70.6 per cent of export flows and from 8.8 to 24.2 per cent respectively of
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import flows. Within these intervals, those shares which are far from the average may be easily
explained. Greek exports to Cyprus represent a well established destination market for this
peripherical EU Member State; abeit to a lesser extent, Greece is more oriented to import
from some of the NEWS5 than any other EU Member State. The United Kingdom has a good
economic relationship with Malta and Cyprus, and the Baltic Republics are certainly —
together with Denmark and Sweden — more important markets than Slovenia. As an importer,
Portugal, is a good example of the relevance of the distance effect which is the cornerstone of
the gravity models.

Table 34a - EU countries export shares, 1998

CEECS NEVB Tot al

FRANCE 82.3 17.7 100
BELA UM AND LUX. 86. 8 13.2 100
NETHERLANDS 84.7 15.3 100
GERVANY 86. 2 13.8 100
| TALY 81.1 18.9 100
UNI TED KI NGDOM 77.6 22. 4 100
| RELAND 86 14 100
DENMARK 72.1 27.9 100
GREECE 29. 4 70.6 100
PORTUGAL 81.8 18.2 100
SPAI'N 80.6 19. 4 100
SWEDEN 80 20 100
FI NLAND 81.7 18.3 100
AUSTRI A 88.5 11.5 100
EUL15 83.6 16. 4 100

Table 34b - EU countries import shares, 1998

CEECS NEVB Tot al

FRANCE 83.1 16.9 100
BELA UM AND LUX. 85.5 14.5 100
NETHERLANDS 82. 4 17.6 100
GERVANY 86.5 13.5 100
| TALY 83.7 16. 3 100
UNI TED KI NGDOM 75. 8 24.2 100
| RELAND 85. 4 14.6 100
DENVARK 81.4 18.6 100
GREECE 77.8 22.2 100
PORTUGAL 91.2 8.8 100
SPAI' N 82.5 17.5 100
SWEDEN 81.5 18.5 100
FI NLAND 89.7 10.3 100
AUSTRI A 87.3 12. 7 100
EUL15 84.8 15.2 100

Source: Eurostat, COMEXT

The removal of outstanding barriers to trade concerns tariffs and non-tariff barriers. The tariff
barriers, which mainly effect agricultural and food industry commodities, have been estimated
at a very detailed level and, according to the commodity detail of the Bilateral Trade Model
used here, effect a total of 22 sectors. As regards the simulation results for the removal of
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non-tariff barriers, two aternative scenarios have been formulated. Since in the case of non-
tariff barriersit is impossible to measure the precise size of their mark-up on price formation,
the two scenarios refer to a generous effect in terms of Baldwin's hypothesis (1997) which
assumes an overall reduction of 10 per cent, and to a conservative hypothesis similar to that
proposed by Keuschnigg and Kohler (1999). The cumulative impact on the Italian economy of
the new prosperity of the applicants (measured as an increase in import growth rates), and the
removal of tariffs and non-tariff barriers proves to be undoubtedly positive.

The study highlights the impact of the enlargement on the structure of the Italian economy.
Clearly, some sectors are better off, others do not benefit very much from the re-shaping of
the EU, and those directly hit by a reduction of imports prices — agriculture and food
industries — suffer a temporary drop in competitiveness (see Table 35). The table reports the
comparisons of the output rates of growth of the generous scenario with respect to the
baseline. For sake of smplicity, by using the channel ‘method’, one can chose the reduction of
import prices to figure out the sequence: the drop in import prices makes imported
commodities more competitive, the increase of imports substitutes domestic output,
production decreases, income decreases and finally consumption shrinks. On the other hand,
the drop in import prices reduces the growth of domestic prices; if the imported commodities
are mainly input which are processed by the domestic industries, then the (sectoral) outputs
gan in competitiveness, the exports grow, income grows and finally consumption swells
(however, changes in relative prices will modify the composition of consumption). However,
many other channels can be posited. The channel ‘method’ is generally used to support an ex-
post evaluation of a study, or is imposed as a predetermined thesis which proves to be
independent of any appropriate investigation. The channel ‘method’ is appropriate only if the
model at hand is strictly recursive. However, thisis normally not the case; in particular, when
the model is macroeconomic and necessarily based on national accounts data, the time interval
will not be short enough to allow the use of a recursive modelling approach. In these cases
what matters is the simultaneity. Given the changes in CEEC5 import prices and the increase
of their imports (EU exports), the impact on a country economy will ‘simultaneously’ involve
all the ‘endogenous’ variablesin the model (and the set of them is a characteristic of the model
used). The channel ‘method’” may be used for an ex-post evaluation of the present study, but
it cannot provide the necessary understanding of the excellent properties of the multisectoral
model which constitutes the cornerstone of this research.

A key property of the model is the nature of the forecasting horizon. As an econometric model
estimated using time series, the time is not a mere fiction. The historical value of time series
data alows us to refer to future historical values as we move from description to the
prediction — a property which is crucia in policy-making. Indeed, information about an
equilibrium in a undefined horizon is of little help when tackling disequilibria and critical
events which occur as a consequence of a ‘shock’. Table 35 highlights the results of Table 22
showing the evolution of the increments of the rates of growth under the ‘ generous scenario’.
If we compare these differences with those of the ‘ specialising CEEC5S scenario’ in Table 15,
we notice that the removal of trade barriers does not damage the economy as a whole at the
end of the 2000s, but that it has a very marked effect at the anticipated time of the first wave
of enlargement.
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Table 35 - Total Output Rates of growth

Line 1: Baseline

Line 2: No tariffs and NTB -

Titles of Alternate Runs

Al ternatives are shown in deviations frombase val ues

difference from base

02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10

TOTAL 2.40 1. 60 1.83 1.55 1.28 1.79 1.74 1.69
0.45 0.44 0.37 0.35 0.58 0.62 0.65 0.51

1 Agriculture, Forestry, Fi shery -0.24 -0.38 -0.48 -0.41 -0.41 -0.02 0.23 0. 39
0.28 0.09 -0.27 -0.13 0.31 0.31 0.34 0.30

4 Coal , G|, Petrol eum Ref. Products 3.68 1.85 1.46 3.17 4.37 4.95 505 4.74
0.10 0.03 0.38 0.46 0.41 0.26 0.21 0.37

5 Electricity, Gas, Water 1.89 1.36 1.44 1.13 0.93 1.33 1.32 1.32
0.41 0.43 0.30 0.30 0.51 0.55 0.58 0.46

MANUFACTURI NG 2,16 1.34 1.64 1.08 0.81 1.36 1.41 1.50
0.68 0.64 0.58 0.60 0.94 0.99 1.07 0.78

7 Primary netals 3.16 2.10 2.53 1.83 1.51 2.19 2.13 2.13
0.81 0.50 0.46 0.52 1.02 1.08 1.14 0.97

8 Stone,day & d ass products 3.66 2.16 2.76 2.17 1.44 2.22 1.68 1.44
0.30 0.26 0.16 0.01 0.25 0.32 0.30 0.38

9 Chemical Products 0.71 0.51 0.65 0.38 0.22 0.44 0.54 0.49
0.38 0.24 0.20 0.24 0.52 0.52 0.59 0.44

10 Metal Products 3.87 1.67 2.08 1.04 0.55 1.58 1.31 1.33
0.93 0.97 0.8 0.77 117 1.29 1.37 0.97

11 Agric. & Indus. Machinery 3.74 1.42 2.23 0.93 0. 62 1.61 1.64 2.14
1. 47 1.34 1. 60 1.56 2.07 2.22 2.34 1.88

12 O fice, Precision, Opt. I nstrunents 2.00 1.42 1.77 1.48 1.51 1.34 1.66 1.81
0.65 0.72 0.64 0.62 0.82 0.82 0.90 0.49

13 Electrical Goods 2.66 1.42 1.56 0.75 0.45 0.84 0.71 0.75
1.15 1.28 1.25 1.30 1.59 1.61 1.69 1.02

14 Motor Vehicles 0.10 0.55 0.17 -0.54 -1.25 -0.65 -0.69 -0.73
1.35 1.28 1.23 1.42 2.14 2.19 2.45 1.58

15 Qther Transport Equi pnent 3.52 3.92 4.52 4,13 3.96 3.98 4.46 5.02
0.39 0.29 0.37 0.42 0.48 0.54 0.66 0.39

16 Meat & Preserved Meat -0.41 -0.51 -0.46 -0.36 -0.41 -0.04 0.18 0.39
0.22 0.40 -0.11 0.00 0.27 0.29 0.31 0.14

17 Mlk & Dairy Products 0.81 0.63 0.66 0.76 0.67 0.92 1.02 1.10
0.25 -0.60 -0.71 -0.46 0.23 0.26 0.26 0.26

18 Ot her Foods 0.70 0.61 0.60 0.68 0.62 0.92 1.07 1.08
0.21 0.39 -0.03 0.05 0.31 0.31 0.28 0.29

19 Al cohol & Non Al coh. Beverages 1.59 1. 30 1.11 1.20 1.11 1.43 1.50 1.53
0.27 0.30 -0.02 0.06 0.30 0.32 0.34 0.33

20 Tobacco -2.23 -2.67 -2.97 -3.21 -3.53 -3.48 -3.61 -3.84
0.25 -0.44 -1.94 -1.26 0.00 0.03 0.03 -0.01

21 Textile & O ot hing 0.78 0.85 0.73 0.33 0.26 0.67 1.05 0.91
0.15 0.10 0.03 0.06 0.34 0.29 0.36 0.40

22 Leat her, Shoes & Footwear -0.36 0.12 0.34 0. 47 0. 60 1.56 2.36 3. 36
0.17 0.48 0.32 0.35 0.37 0.39 0.55 -0.70

23 Tinber, Woden Product & Furniture 3.46 2.26 2.73 2.00 1.39 1.84 1.70 1.52
0.18 0.41 0.17 0.08 0.35 0.38 0.39 0.39

24 Paper & Printing Products 1.52 1.14 1.30 1.01 0.91 1.19 1.36 1.43
0.64 0.47 0.49 0.56 0.8 0.91 1.04 0.86

25 Plastic Products & Rubber 1.98 1.53 1.81 1.46 1.23 1.34 1.37 1.33
0.81 0.75 0.77 0.83 1.11 1.09 1.21 0.75

26 Qther Manufacturing Industry 2.73 3.64 4.46 4.83 527 551 594 6.43
0.13 0.29 0.21 0.25 0.29 0.22 0.26 0.00
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27 Building & Construction 6.26 3.59 4.76 4.05 2.34 3.68 2.57 1.64
0.19 0.10 0.03 -0.28 -0.15 0.03 -0.12 0.13

SERVI CES 2.09 1.53 1.65 1. 46 1.24 1.61 1. 60 1.57
0.37 0.44 0.32 0.30 0.46 0.50 0.52 0.41

28 Recovery & Repair Services 0.15 -0.62 -0.67 1.14 1.56 1.35 1.47 1. 66
0.48 0.50 0.41 0.42 0.64 0.69 0.73 0.58

29 Wol esal e & Retail Trade 1.67 0.98 1.17 0.92 0.67 1.12 1.11 1.07
0.40 0.50 0.36 0.33 0.52 0.56 0.59 0.47

30 Hotels & Restaurants 2.28 2.02 1.90 2.04 1.84 2.13 2.15 2.14
0.25 0.41 0.22 0.20 0.29 0.31 0.32 0.25

31 Inland Transport Services 2.83 1.94 2.23 1.90 1.60 2.16 2.09 2.04
0.48 0.49 0.42 0.38 0.61 0.66 0.69 0.55

32 Sea & Air Transport Services 0.71 0.54 0.64 0.59 0.57 0.71 0.76 0.80
0.23 0.21 0.23 0.25 0.37 0.38 0.42 0.32

33 Auxiliary Transport Services 2.18 1.54 1.74 1.50 1.29 1.70 1.69 1.67
0.41 0.45 0.38 0.36 0.55 0.59 0.62 0.49

34 Conmuni cation 3.26 2.79 2.85 2.68 2.51 2.78 2.78 2.74
0.34 0.45 0.30 0.29 0.44 0.47 0.48 0.37

35 Banking & | nsurance 2.37 1.80 1.99 1.79 1.60 1.97 1.97 1.96
0.42 0.42 0.38 0.37 0.57 0.61 0.64 0.50

36 Qther Private Services 2,29 1.46 1.73 1.37 1.06 1.56 1.49 1.45
0.49 0.48 0.43 0.41 0.64 0.68 0.72 0.56

37 Real Estate 2.62 2.29 2.27 2.17 2.02 2.25 2.25 2.23
0.26 0.36 0.21 0.19 0.28 0.31 0.32 0.26

38 Private Education Services 2.06 1.68 1.77 1.60 1.52 1.77 1.84 1.87
0.41 0.48 0.37 0.36 0.52 0.54 0.57 0.41

39 Private Health Services 3.02 2.72 2.68 2.49 2.28 2.40 2.40 2.36
0.23 0.31 0.19 0.16 0.23 0.26 0.27 0.23

40 Recreation & Culture 1.77 1.51 1.53 1.53 1.44 1.70 1.73 1.75
0.28 0.39 0.24 0.23 0.34 0.37 0.38 0.30

SERVI CES NON- MARKET 2.12 2.11 2.11 2.11 2.11 2.12 2.12 2.11
0.01 0.02 0.01 001 001 0.02 0.02 0.01

41 General Public Services 1.84 1.84 2.04 2.08 2.21 2.31 2.48 2.62
0.49 0.41 0.53 0.63 0.85 0.85 0.91 0.64

42 Public Education 2.06 1.84 1.84 1.84 1.83 2.01 2.08 206
0.22 0.37 0.18 0.16 0.24 0.26 0.26 0.22

43 Public Health Services 2.18 2.18 2.18 2.18 2.18 2.18 2.18 2.18
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

44 Non-profit Institutions 1.28 1.08 0.98 1.06 0.87 1.05 1.08 0.96
0.22 0.40 0.18 0.16 0.24 0.27 0.26 0.22

If we examine sectoral performance, we notice that ‘milk & dairy products suffered an
upsurge of (foreign) competitiveness thus losing the gains generated by the expansion of the
CEEC economies and subsequently falling during recession. The sector ‘other manufacturing
industry’ does not appears to have been much affected by the enlargement and preserves the
nature of a highly dynamic sector. Other sectors tend to decelerate after the removal of trade
barriers (see Table 22), and subsequently regain a good pace of growth (see Table 35).

Sectoral growth paths are not at all steady’ over time with accelerations, decelerations,
recessions, and recoveries leading to different ‘final’ scores. Table 36 presents an evaluation
of the enlargement considered in this research with two columns respectively headed ‘ average’
reporting the percentages of the difference between the cumulated outputs of the ‘generous
scenario’ and the cumulated outputs of the ‘baseline’ in the interval 2001-2010, and the
column *2010' reporting percentages relative to the difference of total outputs in the last year
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examined. In general, the average values are lower than those measured in ‘2010 . Thisis
because the ‘average’ contains the structural shocks generated by the remova of trade
barriers. The column ‘2010 gives a good picture of the effects of the enlargement according
to the scenarios considered.

Table 35 allows us to evaluate the progressive annual impact of enlargement. This allows us
to consider the potential policy actions to deal with undesired and unexpected sectora
behaviours. Table 36 presents an interesting picture of the simulation results. In particular, the
real effects of the enlargement are measured by cumulating the annual gains (or losses) in
order to obtain a more informative accurate impression of the impact in a given year. Although
a number of studies conclude that the impact of the enlargement (on the EU-15 countries or
groups as well as single countries) is expected to be modest, we should stress that if the
impact turns out to have a given sign, what matters is its cumulative effect along a give
horizon. In the Italian case a relatively substantial expansion will affect some sectors
(‘agriculture and industrial machinery’, ‘electrical goods', ‘motor vehicles, ‘metal products'),
whilst others (mainly food industries and tobacco) will lose their relative importance in the
Italian economic structure. A cumulative output rate of growth of over 10 per cent (at the end
of the 2000s) will indicate a sizeable sectoral impact.
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Sectors

TOTAL
Agriculture,Forestry,Fishery
Coad,Qil,Petroleum Ref.Products
Electricity,Gas,Water
MANUFACTURING
Primary metals
Stone,Clay & Glass products
Chemical Products
Metal Products
Agric. & Indus. Machinery
Office,Precision,Opt.Instruments
Electrical Goods
Motor Vehicles
Other Transport Equipment
Meat & Preserved Meat
Milk & Dairy Products
Other Foods
Alcohol & Non Alcoh. Beverages
Tabacco
Textile & Clothing
Leather, Shoes & Footwear
Timber, Wooden Product & Furniture
Paper & Printing Products
Plastic Products & Rubber
Other Manufacturing Industry
Building & Construction
SERVICES
Recovery & Repair Services
Wholesale & Retail Trade
Hotels & Restaurants
Inland Transport Services
Sea & Air Transport Services
Auxiliary Transport Services
Communication
Banking & Insurance
Other Private Services
Real Estate
Private Education Services
Private Health Services
Recreation & Culture

average

2.5
0.7
24
22
3.9
41
14
18
54
9.1
3.9
7.2
8.2
2.0
1.0
-0.3
11
11
-15
0.9
14
15
34
4.8
11
0.3
21
2.6
2.3
14
2.7
14
24
2.8
14
2.3
12
16
0.1
3.2

2010

4.9
16
3.7
4.2
1.7
8.2
2.5
3.8
104
185
7.1
13.8
174
4.0
19
-0.2
22
2.3
-3.0
21
22
29
7.1
9.2
19
0.2
4.0
54
4.5
2.6
5.3
29
4.7
3.8
4.8
54
2.6
4.4
22
3.0

Table 36 - Generous scenario vs. Baseline-Sectoral output per cent difference, averages
refer to the period 2001-2010
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ANNEX

Table 1A The Bilateral Trade Model: Sectoral and Country Composition

OCO~NOOAWNE

Sectoral Conposition

SECTOR SECTOR TI TLE SECTOR SECTOR TI TLE
Unm | | ed cereals 61 d ass
Fresh fruits and vegetabl es 62 Cenent
O her crops 63 Cer ami cs
Li vest ock 64 Non-netal lic mineral products nec.
Silk 65 Basic iron and steel
Cot t on 66 Copper
Wol 67 Al um num
Ot her natural fibers 68 Ni ckel
Crude wood 69 Lead and zinc
Fi shery 70 O her Non-ferrous netal
Iron ore 71 Metal furnitures and fixtures
Coal 72 Structural netal products
Non-ferrous netal ore 73 Met al cont ai ners
Crude petrol eum 74 Wre products
Nat ural gas 75 Har dwar e
Non-metal lic ore 76 Boi |l ers and turbines
El ectrical energy 77 Aircraft engi nes
Meat 78 I nternal conbustion engines
Dai ry products 79 Q her power machinery
Preserved fruits and vegetabl es 80 Agricul tural nachinery
Preserved seaf ood 81 Construction, mning,oilfield eq
Veget abl e and aninmal oils and fats 82 Met al and woodwor ki ng machi nery
Grain mll products 83 Sewi ng and knitting machi nes
Bakery products 84 Textile machi nery
Sugar 85 Paper mi |l machi nes
Cocoa, chocol ate, etc 86 Printing machi nes
Food products nec. 87 Food- processi ng machi nes
Prepared ani nal feeds 88 O her special machinery
Al cohol i ¢ bever age 89 Servi ce industry machi nery
Non- al cohol i ¢ bever age 90 Punps, ex measuring punps
Tobacco products 91 Mechani cal handl i ng equi pnent
Yarns and threads 92 O her non-el ectrical nachinery
Cotton fabric 93 Radi o, TV, phonogr aph
O her textile products 94 Q her tel ecomuni cati on equi pnent
Fl oor coverings 95 Househol d el ectrical appliances
Weari ng appar el 96 Conmput ers and accessori es
Leat her and hi des 97 O her office machinery
Leat her products ex. footwear 98 Semi conductors & integrated circuits
Foot wear 99 El ectric notors
Pl ywood and veneer 100 Batteries
O her wood products 101 El ectric bul bs,lighting eq.
Furnitures and fixtures 102 El ectrical indl appliance
Pul p and waste paper 103 Shi pbui | di ng and repairing
Newspr i nt 104 War shi ps
Paper products 105 Rai | road equi prrent
Printing, publishing 106 Mot or vehicl es
Basic chemcals ex. fertilizers 107 Mot orcycl es and bicycl es
Fertilizers 108 Mot or vehicles parts
Synthetic resins, nan-nade fibers 109 Aircraft
Pai nts, varni shes and | acquers 110 O her transport equi pnent
Drugs and nedi ci nes 111 Prof essi onal neasurenent instrunents
Soap and ot her toilet preparations 112 Phot ogr aphi ¢ and optical goods
Chemi cal products nec. 113 Wat ches and cl ocks
Petrol eumrefineries 114 Jewel lery and related articles
Fuel oils 115 Musi cal 1 nstruments
Product of petrol eum 116 Sporting goods
Product of coal 117 O dnance
Tyre and tube 118 Works of art
Rubber products, nec. 119 Manuf act ured goods nec.
Pl asti c products, nec. 120 Scr aps, used, uncl assified
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