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Social Aspects of International Trade in Central al Eastern
Europe within the European Integration Process —
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Abstract

The aim of this article is to assess the activitésternational business
from the point of view of its effects on the labouarkets of those accession
countries which are undergoing systemic transforomatThis analysis covers
two spheres, i.e. foreign trade and the activibésransnational corporations in
the Central and Eastern European Countries (CEBR4&pht of their accession
to the European Union.

Many of the countries undergoing economic transéirom from
centrally-planned to free-market economies expegdnhigh trade deficits in
the initial period of ownership transformation, ipart owing to the
predominance of import in the economic activitiessariated with foreign
investment, which in turn exercised a negativecefba their labour markets.
Subsequently the trade deficit was incrementaltjuced as the share of firms
with foreign capital in overall export began to iease and the overall national
economies increased their capacities to bring id dandle foreign investment.
This increase in exports and reduced trade baldmag the effect of creating
new jobs.

Introduction

The aim of this article is to assess the activigemternational business
from the point of view of its effects on the labauarkets of those accession
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countries which are undergoing systemic transfaonatAn attempt will be
made to answer the following research questions:

* What is the theoretical relation between intermatidrade and the situation
on the labour markets of the economies undergoanstormation?

* What were the social consequences of internatibnalness activities for
those countries which have gained EU membership special reference to
Poland?

1. Foreign Trade and the Labour Market-theoreticalaspects

The results of the Uruguay Round of GATT/WTO havsoahad
a significant effect on the liberalization of tra@des has the creation of a number
new regional integrated trading networks such aFNAand MERCOSUR in
America, the intensified integration in Europe withthe context of the UE,
CEFTA i EEA, APEC in Asia, and others.

Based on observations from the period of the \asnhty years one may
assert thathere is a relationship between the reduction in tb aggregated
demand for labour and the increase in internationakrade. While the average
unemployment rate has risen in all countries, fisrdase has been most
significant in the most highly developed countri@s,particular in those of
Europe (for example in the OECD countries the ay@ranemployment rate
between 1980-1997 increased 2 percentage pointe than in the countries
outside the OECD, where the increase did not ex€eBdpercentage points)
while the largest unemployment rate in the develgmountries was noted in
South America and Sub-Saharan Africa. The propoat® share of labour
income in overall national income also fell, an thecline was greatest in the
highly developed countriés

Based on income research conducted by A. K. CGhote 96 highly
developed and weakly developed countries (excludihgse countries
undergoing systemic transformations), it can becka®ed that within the
context of the growing inequalities in income aie trise in income gaps

! International trade and labour market performanaeajor findings and open questions -
Policy issues in international trade and commaodijtigtudy Series No 20, p. 1.

2 A. K. Ghose, Global economic inequality and international tradimternational Labour
Office, Employment Paper 2001/2, Geneva, p. 20, Goealso R. C. Shelburn&rade and
Inequality: The Role of Vertical Specialization a@itsourcing Paper presented at IT&FA
Congress, San Antonio, May, 19-22, 2004.
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between the rich and poor which can be observed theepast 20 years in the
world economy, two other related processes arevidfiule:

* an increase in income inequality within countries,
» adecrease in income inequality between countries.

In accordance with the theory of international ¢ratthose countries with
the lowest income levels will profit more from tHevelopment of international
trade than countries with high income levels, owingthe inflow of foreign
investment which will naturally flow more to couies with low capital
resources than to countries with a large supplycapital. Trade between
countries will also bring about a reduction in beng to the inflow of investment
capital to developing countries and will aid thensfer and diffusion of
technology, which will in turn accelerate developtnén poorly developed
countries. Large countries which are poorly devetbpan gain an even greater
advantage from international trade if it is focusked example, on goods whose
comparative advantage is based on scale of pradudti such a case their large
internal markets can be used to encourage bothuptiod and sale of such
goodS”. In addition countries with large domestic markate more able to
attract foreign capital than countries with smalhrebstic markets. Owing to the
trade liberalization in industrial markets which shaccurred within the
GATT/WTO framework, this factor/process has beerrendgsible in the last
twenty years with regard to industrial goods thattwegard to trade in services
or agricultural and food produétsThus large countries with low income levels
have generally benefited more from the developroéimiternational trade than
small countries with low income levels.

Nevertheless it should be noted that countries Veith income levels —
both large and small — can also lose more as 4t i@sinternational trade than
highly developed countries, inasmuch as the dewedap of international trade
brings with it increased competition. Enterprisescountries with low income
levels face stiff competition in their domestic hets as a result of the
liberalization of trade, which can have a negasffect on the future economic
growth of such countries. In order to trade contppelly such countries may
wind up specializing in the production of goods ethiare neither associated

Scf. P. Krugman, Scale economies, product differentiation and thetepa of trade
“American Economic Review” 1981, vol. 70, No 1, @50-959, and P. Krugmaircreasing
returns, imperfect competition and the positiveotlyeof international trade[in:] G. M. Grossman
and K. Rogoff, eds., Handbook of International Emoits 1995, vol. 3, Amsterdam: Elsevier
Science.

4 Z. Wysokiiska, Konkurencyjné¢ w midzynarodowym i globalnym handlu technologiami
(Competitiveness in International and Global TradeTechnology), PWN, Warszawa 2001,
pp. 36-40.
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with the positive phenomenon qgfearning by doing nor aide in the
improvement of their technological capabilities,iethwould enable them to
»catch up with the more advanced economies. Thus undeaicedonditions
the long-term prospects for economic development bgamore hampered than
aided by liberalized trade.

2. Foreign trade and the labour market in Poland

In the 1990’s the Polish economy underwent a pooédiberalizing its
trade markets within the framework of three frem& zones: the European
Community, EFTA, and CEFTA — as well as signifidgriberalizing its trade
market within the framework of WTO (whereby it reéd its customs duties by
39% for industrial goods and 36% for agriculturatidood products since the
beginning of the application of WTO provisions urttie turn of the new
century).

Liberalization of the trade market for industriadogls within the above-
mentioned integrated groups was completed by tldeoérthe 1990s, with the
exception of the automobile market, liquid fuelsd ateel, where liberalization
was delayed by a year. Thus there is no reasoxpiecea further penetration of
imports in upcoming years as a result of the lilmadon of customs duties.
Nevertheless the significant penetration of impaevtsch has already occurred
has influenced the Polish labour market by eliniimgaenterprises and industrial
branches with low competitive capacity indicatavbjch either did not possess
or lost their comparative advantage in terms ofo&s a result there has been
an increase in structural unemployment.

With regard to Polish exports to the EU, up un®9& a number of
labour-intensive industries managed to maintairir tbemparative advantage
(based on price competitiveness, as measured byR@r indicator). These
included, among others, furniture, appliances, taogon equipment, sanitary
and plumbing devices, clothing, wood and cork potsluartificial fertilizers,
metal, iron and steel production and products dsagsenon-ferrous metals, road
and transportation equipment, leather and enhaleatider products, and rubber
products. While among the aforementioned groupsprafducts those with
a relatively low level of processing were dominamthe export structure, such
as furniture, clothing, and artificial fertilizemevertheless a positive trend
was observable in the value-added index for somedgiaequiring a high
level of processing (and thus employing highly died workers), including



Social Aspects of International Trade in Central Badtern Europe within the European83

automobiles, transportation equipment, construcéippliances and equipment,
and sanitary and plumbing devikes

A new, although significantly lesser, impulse tosl@mrestructurization
will be supplied by Poland’'s acceptance of the Etémmal customs tariff, which
following its liberalization, within the frameworkf the WTO, for industrial
goods should reduce Poland’s current external gldptariff rate from 6,2% to
3,296. This may mean the bankruptcy of some inefficiemterprises in
industrial sectors which will be subject to andetitened by imports from third
countries, in particular those from the non-EU EastEurope and Asia. The
effect this phenomenon will have on the labour reawvill depend on the ability
to adapt manifested by those industries threatbgpdtie increased competition
arising from import from third countries, as wedl an their ability to make use
of the new protective mechanisms which will be klde. Following accession
and full integration with the EU the Polish markety be better protected
against unfair foreign competition (so-called esoes import, subsidized
industrial import, as well as dumping prices).

It should be noted that if firms which adapt to Borms and technical
standards, including veterinary and sanitary statgjare able to increase their
marketing activities and compete in the Europead world markets, their
increased export will have a positive and staitizeffect on the Polish labour
market.

3. The effect of the trade deficit on the Polish laour market

As a result of the near total liberalization ofdeain all areas, Poland’s
foreign trade balance in the 1990’'s was chara&éri/ a large - and growing -
foreign trade deficit, the effects of which wereshly felt in the Polish labour
market.

Poland’'s current foreign trade deficit, which in959reached 6,035.8
million USD, increased to 20,185.3 million USD i@9B. In subsequent years it
began to decline, dropping to 18,977.2 million UBD2000, and to 15,177.2
million USD in 2001. As can be seen from the caltiohs contained in Table 2,
it is estimated that Poland’s foreign trade deficigoods and services resulted
in a loss of approximately 2,573,000 jobs in 199®800,000 in 2000, and

5 Z. Wysokiiska, J. Witkowskalntegracja europejska. Rozwoéj rynkdBuropean Integration.
The Development of Markets), PWN, 2002, p. 320.

5Cf. Z. Wysokiaska, J. Witkowska,Integracja europejska. Rozwéj rynkégEuropean
Integration. Development of Markets), PWN, Warszdwdz 1999.
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declined to approximately 1,632,000 in 2002. (Sabld 1). An analysis of the
same data on the basis of Poland’s balance of pagnidata supplied by the
Polish central bank, NBP) reduces the scale ofdfiext to 1,257,000 jobs lost
in 1999, 1,315,000 jobs lost in 2000, and 734,@08 jlost in 2001. (See Part |,
Table 1 — calculations based on Balance of Payments

The explanation for the relationship between thaddr deficit and
unemployment level in Poland may be found in thetesypatic decrease in Polish
exports of goods based on natural resources afabour-intensive processing
methods during the period of economic transfornmatihile the increase in the
production and export of goods based on capitadstmaent (primarily from
firms with foreign capital investment) as well &g tsmall but growing increase
in technological goods must be seen as positivessidpese processes have not
sufficiently engaged the resources of the Polidola market. Given the
increasingly sharp competition on the Polish dormoestarket arising from
imports, as well as the same increasing competRiolish export faces in the
European markets (i.e. the UE, CEFTA, and EFTA which 80% of Polish
export is directed), a large number of Polish waskeave been eliminated from
the job market and correspondingly the level ofropleyment in Poland has
risen. Although the above presented effects ofruesirization must be
considered as positive, nevertheless the effeeyg tiave had on the labour
market demonstrate that the restructurization ef [lHbour market, looked at
from the point of view of the education and qualfions of workers, has not
kept pace with the restructurization of the proesss production and trade, i.e.
export. On the other hand the partial reversahefrtegative trend which can be
seen in 2001 and 2002 must be noted and attriliatdte fact that for the first
time in a decade growth in exports is exceedingvron imports.

The negative effects on the labour market have leerterbated by
Poland's negative trade balance in services ige¢hes 1999-2000.



Table 1. The relationship between unemployment in®and and its trade deficit in goods and services

CALCULATIONS BASED ON THE BALANCE OF TRADE

Lp. 1995 1996 1997 1998 1999 2000 2001

1, |Gross value added for the whole |\, | 568089.1| 3368535 41287004 485177  53582922860,3| 6560477
economy

2. |Import of goods min. zt. 70502,3 100231,3 138897 162963 182400 2130718 206252,8

3. |Export of goods min. zt. 55515,1 658194 84479,698647,9 108757,9 137908,7 148114,5

4. |Import of services min. zt. 7384,7 9696,6 11217, 14624,6 19575,6 22601,3 20322|1

5. |Export of services min. zt. 7738, 9122,2 12217, 12849,8 13132,4 15281,9 163265

6. | Trade balance (positions.3+5-2-4) min. zt. -131Be3| -34986,3| -53417,6 -66089,9 -80085,3 -8248R,52138,9

7. | Trade balance (positions.3+5-2-4) min. USD  -683% -12974,7| -16281,9 -18916,0 -20185,3 -1897¥,2 17I®

8. Ggpirr“”t‘r']“;?:g dsehg;ela%fctéade with the| o 448 59,49 63,41 61,58 56,76 45,74 41,45
Relationship betweetné trade balang

9. |and the gross added value for the % 5,45 10,39 12,94 13,62 14,95 13,24 9,41
entire economy (positions 6:1)

10. |Actively employed persons n 17004 17064 17052 17162 17214 17300 17229

thousands

11, |AApproximate number of jobs lostdug  in 926,7 1772,9 | 2206,5| 23375 25735 22905  1631,6
to the negative trade balance thousands
Approximate number of jobs lost dug in

12. |to the negative trade balance with tk PT 415,2 1054,7 1399,2 1439,4 1460,Y 10477 676,3
UE housands

13. |Registered unemployment In 2628,8 2359,5 1826,4 18314 2349,8 2702,6 3115,1

thousands

14. |Unemployment rate % 13,1 11,5 10,2 10,4 13,1 16| 518
Share of unemployment caused by the

15. |negative trade balance to overall % 35,3 75,1 120,8 127,7 109,5 84,8 52,4
registered unemployment
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CALCULATIONS BASED ON THE BALANCE OF PAYMENTS
Gross value added for the whole min. z+. | 268289,1| 3368535 412870|4 485177  53582922860,3| 656047,7

L economy

2. |Import of goods and services min. zt. 709356 P32 | 140782,2| 184878,8 199903,6 248867 238562
3. |Export of goods and services min. zt. 78171,7 19946 | 120408,1] 155873,8 160768,8 201548 210585
4. |Trade balance (position 3-2) min. zi. 72367 350 | -20374,1 -29005 -39134,8 -47319 -27977
5. | Trade balance (position 3-2) min. USD 298419 3722 | -6210,1 -8302,1 -9863,8 -10886|{9 -6833,8
g. |Approximate share of trade with the o, 44,8 59,49 63,41 61,58 56,76 45,74 41,45
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Relationship between the trade balg
7. |and the gross added value for the % 2,7 -1,79 -4,93 -5,98 -7,3 -7,6 -4,26
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in
thousandg
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8. | Actively employed persons 17004 17064 17052 17162 17214 17300 17229

Approximate number of jobs lost du

4%

9. : -459,1 305,4 840,7 1026,3 1256,6 13148 734
to the negative trade balance thousands
Approximate number of jobs lost dug in

10. |to the negative trade balance with t &housands -205,7 181,7 533,1 632 713,2 601,4 304,2
UE

11. |Registered unemployment tho&’;an 44 26288 | 23595 | 18264 18314 23498 27026 31151

12. |Unemployment rate % 13,1 11,5 10,2 10,4 13,1 16 518
Share of unemployment caused by the

13. |negative trade balance to overall -17,5 12,9 46 56 53,5 48,6 23,6

registered unemployment




Table 1. The relationship between unemployment in®and and its trade deficit in goods and services eontinuation

TOTAL CALCULATIONS

Approximate number of unemployec
caused by the negative trade balan
(based on an average of two differe
methods of calculation used by the
Polish National Statistics Office,
GUS)

)
e
nt

thousandg

in

233,8

1039,15

1523,6

1681,9

19150

5

1802,65

118

Approximate number of unemployec
caused by the negative trade balan
with the EU (based on an average @
two different methods of calculation
used by the Polish National Statistig
Office, GUS)

e
f

thousands

S

in

104,75

618,2

966,15

1035,7

1086.9

5

824,55

490,

Share of unemployment caused by
negative trade balance to overall

he

registered unemployment

%

26,2

52,9

56,6

46,1

30,5

15,7
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Conclusion

Many of the countries undergoing economic transétiom from centrally-

planned to free-market economies experienced higte tdeficits in the initial

period of ownership transformation, in part owirggthe predominance of
import in the economic activities associated wittefgn investment, which in
turn exercised a negative effect on their labourketa. Subsequently the
trade deficit was incrementally reduced as theestudrfirms with foreign

capital in overall export began to increase andotherall national economies
increased their capacities to bring in and handleign investment. This
increase in exports and reduced trade balanceheadftect of creating new
jobs.

The above-described trends were evident in thesfaticonomy as well
throughout the period of economic transformatiod Bt integration. In the
1990’s one could observe an increase in the trafleitdwith the EU, which
brought with it the loss of approximately 1,500,060s in Poland. Beginning
with the turn of the new century this situation &edgo improve as a result of
the growth in exports, particularly by firms witloréign capital, and the
situation in the Polish labour market improved adouly.



