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1. Introduction

The process of transition in Central and Eastern European Countries (CEEC)! gives
Europe an opportunity to expand but also re-orient economic and especially trade
relations. As the artificial barriers in Central and Southern Europe are gradually
removed, a larger economic space is created, in which the intensity and the type of
economic relations are largely determined by geographical factors such as adjacency
and proximity (Peschel 1990, Krugman 1993) and often by historical, cultural and

other non-economic preference factors.

As distance related transportation costs will always set limits to the reach of goods
and services and therefore to the geographical size of the markets, regional trade
areas will be created, within which trade relations will be more intensive, and perhaps
of different type. This short of geographical preference or clustering in trade relations,
is an efficiency driven process in order for countries to fully exploit opportunities and
benefits from exchange. It is also a rational reaction for peripheral countries that
attempt to reduce or offset disadvantages of perimetric location or isolation, with

respect to the gravity center of Europe.

In parallel with the transition process in CEEC, another equally complex, conflicting
and challenging process that is taking place in Europe, is that of economic integration,
with major elements the Single European Market, the Maastricht policies towards the
Economic and Monetary Union and the enlargement of the European Union. This
process, that involves states with different levels of development and different
endowments of resources and technology, is considered to generate severe pressure
for adjustment to the less advanced Southern European countries (CEC 1991, Amin
et.al 1992) that have recently internationalized their economies with unsolved, in most
cases, problems of efficient organization of their productive bases.

Especially for Greece, this process has intensified the structural difficulties and has
coincided with the contraction of the industrial base of the economy and the
concentration of activities in the less exposed to international markets tertiary sector. It

has been claimed that an important source of these difficulties is the perimetric

~or a discusion of the characteristics of this process see Hared991), Rolandd 993),
Wetzmand 993), Jackson and Bilsenf1 994), Swinnend 994), Jackson and
Biesbrouckd995), Jackson and Petrakosd995), Jackson, Koltay and Biesbrouckd995).
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position of the country with respect to the European economic gravity centers
(Petrakos and Zikos 1994). As a result, the recent developments in CEEC and
especially in the Balkans should be seen and examined from the stand point of
removing isolation and peripherality, by taking advantage of the opening of a large,
new and accessible market in which Greece has at least the advantage of proximity.
They should also be examined from the standpoint of creating opportunities for a new
set of economic interaction with a long term impact on the economic geography of

Europe.

The purpose of this paper is to examine, on the basis of existing experience, the trade,
patterns of Greece with the Balkan countries and especially Albania and Bulgaria. In
the next section we examine the general trends in trade, in section 3 we examine the
sectoral trade trends, in sections 4 and 5 we examine measures of revealed
comparative advantage and intra-industry trade and in section 6 we draw our
conclusions. In all sections the trade figures of Greece with the Balkan countries
(BCs) are compared to those with the EU countries (EU11) and to figures of total

trade.

2. General Trends in the Trade of Greece with the Balkan Countries

Trade relations between neighboring countries are by far the most important aspect of
economic interaction and cooperation as they generate the well known benefits from
exchange and specialization and can be a vehicle for growth and development.
Furthermore, trade relations promote more intensive social interaction and
understanding between different countries, broaden the area of common interests and
in that sense help to maintain peace and stability in a region. In this section, we
examine in a comparative basis the evolution, the characteristics and the structure of
trade relations between Greece and Albania, Bulgaria and the BCs as a whole for the
period 1989-19932 More specifically we examine the post-1989 trends in exports,
imports, volume of trade (VOT) and balance of trade (BOT) of Greece with Albania,

Bulgaria and the Balkan countries and make comparisons with the trends in the trade

2For the pre-1989 period see Charalambidou, Christodoulakis and Penglisd 993) and
Christodoulakis and Penglisd 993). For the first years of transition see Dimelis and
Gatsiosd994), while for an early assessment of transition on EU trade see CECd993).
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of Greece with the other members of the European Union (EU12) and the rest of the
world.

2.1 Greek Imports and Exports with Albania, Bulgaria and the BCs

The evolution of Greek trade with Albania, Bulgaria and the BCs is given in Table !
and Figures 1, 2, 3 and 4. From the examination of the data we can make the

following observations:

* The value of Greek exports to Albania in USD has increased in the period 1989-
1993 by 572%, accounting in 1993 for 1.5% of total Greek exports. Figures for the
first six months of 1994 (not shown in Table) raise this figure to 2.3% of total Greek

exports.

* The value of Greek exports to Bulgaria in USD has increased in the period 1989-
1993 by 342%, accounting in 1993 for 3.6% of total Greek exports. Figures for the

first six months of 1994 raise this share to 5.4% of total Greek exports.

e As a result, the joint share of Greek exports to Albania and Bulgaria has reached
5.1% of total exports in 1993 and 7.7% of total exports in the first six months of
1994, a far increase from the 1.15% figure of 1989.«

* The value of Greek exports to the BCs in USD has increased in the period 1989-
1993 by 189%, accounting in 1993 for 8.2% of total Greek exports. Figures for the
first six months of 1994 raise this figure to 14%, which indicates a major
development in the structure of Greek exports in a short period of time when

compared to 3.1% which is the 1989 figure.
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Figure 1 Greek Exports, Imports, Volume of Trade and Balance of Trade with Albania,
1989-1993

Figure 2 Greek Exports, Imports, Volume of Trade and Balance of Trade with Bulgaria,
1989-1993
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Figure 3 Greek Exports, Imports, Volume of Trade and Balance of Trade with the Balkans,
1989-1993
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Figure 4 Index of Greek Exports and Imports with Albania, Bulgaria, the Balkans, the E.U
and the World.
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e These impressive increases come in a period where Greek exports to the EU have
decreased in dollar value, because of the appreciation of the drachma which is the
outcome of anti-inflationary policies in Greece. Similar trends of declining dollar

value of exports (but Smaller in magnitude) are also found in total Greek exports.

* The Greek exports to Bulgaria account in 1993 for about 45% of Greek exports to
the BCs and are higher than the Greek exports to Albania (although they grow

slower), due to the larger size and the greater capacity of the market in Bulgaria.

e The value of Greek imports from Albania in USD has increased in the same period
by 105%.

e The value of Greek imports from Bulgaria in USD has increased in the same period
by 186%

e Greek imports from Bulgaria have increased faster and have a higher value in
1993, due to the larger size and the better conditions existing in the Bulgarian

economy

* The share of Greek imports from Albania have increased in the 1989-1993 period,

but it still remains (in 1993) under 0.1% of Greek imports.

* The share of Greek imports from Bulgaria has increased almost 3 times in the

same period to 1.3% of Greek imports.e

e Greek imports from the BCs as a whole have declined in the 1989-1993 period, a
fact that is clearly related with the conflict in former Yugoslavia. As a result the
share of Greek imports from the BCs has declined from 2.5% in 1989 to 2.14% in
1993.

2.2. The Volume and Balance of Trade

As a result of the expansion of exports and imports of Greece with the BCs and
especially with Albania and Bulgaria, the volume of trade (VOT) has increased by

439% in the case of trade with Albania, 264% in the case of trade with Bulgaria and

10
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64% with BCs in the 1989-1993 period (Figure 5). The magnitude of this increase can
be better appreciated if compared to the 20% and 26% increase in the Greek VOT
with the Eli and the rest of the World respectively. This explosive expansion of trade
between Albania, Bulgaria and Greece indicates that the geographical, historical,
cultural or other positive parameters that favor cross-border interaction and trade are

to a large extent exploited in the area.

Figure 5 Index of the Greek Volume of Trade (Exports+imports) with Albania,

Bulgaria, Balkans, the E.U and the World.
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As expected due to the difficulties of the transition process, but also due to the conflict
in Yugoslavia, Greece has increased faster its exports than its imports. As a result, its
balance of trade (BOT) is positive and increasing in the case of trade with Albania and

has turned from negative to positive in the case of trade with Bulgaria and the BCs.

2.3. Export/Import Ratios

The export/import ratio measures the value of exports of Greece that correspond to a

dollar of imports. A ratio greater than one means that every dollar of imports in Greece
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from another country is more than matched by Greek exports to the same country.
Therefore, higher than one values indicate a positive for Greece BOT, while lower

than one values indicate a negative balance of trade.

Another way to interpret this ratio is to think of it as the degree of relative penetration
of a foreign market by Greek products. Looking at the export/import ratio in Table 1,

we can make the following observations:

* The Greek export/import ratio with Albania is greater than one and increasing over

time.

* The Greek export/import ratio with Bulgaria has turned from smaller than one to
greater than one and it is increasing over time. The same holds for the Greek ratio
with the BCs.

e The Greek export/import ratio with the EU dropped from 0.5 in 1989 to 0.36 in
1993, indicating that for each dollar of imports from the EU, Greece manages to

export to the EU countries products worth only $ 0.36.

e Similarly, and to a certain extent affected by the relative weight of the Greek-EU
trade, the export/import ratio of Greece with the rest of the World has declined from
0.49 in 1989 to 0.41 in 1993.

The observations made above, indicate that in the post-1989 period two different in
direction processes take place with respect to the Greek performance in international
markets. On the one hand there is the deteriorating position of Greek exports in the
EU and World markets and on the other hand, there is a successful in all terms,

export performance in the neighboring Balkan countries.

Interpreting these facts, it becomes obvious that the competitiveness of the Greek
economy in the EU and World markets is at low levels and declining, while its

competitiveness in the Balkan countries is in high levels and increasing.
It is interesting to observe in these figures that despite the existence of the single

European market and the fact that the Greek products do not face anymore tariff or

12
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non-tariff barriers in the EU, their ability to penetrate the EU market is lower,
compared to Balkan and World markets where certain barriers to trade exist. This may
be an indication of the difficulties of integration among basically unequal partners and
the fact that the qualitative standards of the EU market are higher and more difficult to
meet than that of the World (and certainly the Balkan) markets. It may also be an
indication that geography is, after all, an important factor that affects the trade

performance of a country.

3. Sectoral Trends in the Trade of Greece with the BCs.

Besides the examination of the evolution of exports, imports, export/import ratios and
the VOT, a question that frequently arises is related to the sectoral structure and
composition of trade between two countries. The issues usually examined are those
of inter-industry or intra-industry specialization, that is whether two countries tend to
specialize and trade products that belong to different industries or tend to trade more
intensively products within the same industry. The first is known as inter-industry or
Heckscher-Ohlin (H-O) type of trade, while the second as intra-industry type of trade
(1T).

The standard international trade theory has shown that in the case of H-0 type of
trade, where countries specialize in different products and then exchange them, there
are well defined welfare gains for them, known as gains from specialization and gains
from exchange. H-O type of relations, however, have also been criticized as suitable
only for countries with comparable levels of development, because in the case of
trade between a developed and a less developed country, the second will necessarily
specialize in primary sector, labor-intensive or raw material-intensive products,
missing the opportunity to industrialize and therefore missing the opportunity to

develop.

Also the H-O type of trade relations are considered to cause in several cases severe
adjustments to the productive base of a country (that attempts to fit within trade
relations) as some sectors shrink and some others expand, a process that is usually

followed by social friction.

13
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On the other hand, trade within the same industry is usually associated with welfare
gains to the extent that consumer preference functions have an additive form, that is,
consumers feel better when offered a greater selection of similar products. IIT is not
associated with major structural adjustments (as they take place within the industry or
even within the firm), it characterizes neighboring countries with similar levels of

development and similar tastes.

IIT it is also often used as a measure of economic integration. That is, the higher the
level of IIT between two countries, the greater the similarities in their productive
bases, the more homogeneous their consumer preferences and therefore the greater
the degree of economic integration. On the other hand, the higher the level of H-O
type of trade between two countries, the higher the possibility to have dissimilar

productive bases and development levels.

In this section we will attempt to examine the sectoral structure of trade between
Greece and the BCs with an emphasis on the trade of Greece with Albania and
Bulgaria, making, where necessary, comparisons with the sectoral structure of trade

between Greece and the (rest of the) EU countries and total Greek trade.

3.1 Trade by Large Categories of Products

In Tables 2 - 6 we present aggregate sectoral data for the trade of Greece with
Albania, Bulgaria, the BCs and EU, as well as total trade. The aggregate sectors
considered are agricultural products (SITC 0+1+4), raw materials (SITC 2), fuels (SITC
3) and industrial goods (SITC 5-8). From the examination of the data we can make a

number of observations:

3.1.1 Greek Trade with Albania

* Over-time, the Greek exports to Albania are concentrated in the sectors of

industrial goods (48% in 1993) and agricultural products (46% In 1993). Raw

materials have diminished and have almost been eliminated both in value and

14
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share of Greek exports, while fuels are represented with an increasing value but
small and decreasing share.

e Greek imports from Albania show a more mixed pattern at the sectoral level. The
largest categories are industrial goods (46% in 1993) and fuels (30% in 1993), both
showing however significant fluctuations over time. On the other hand the share of
agricultural products is increasing over time but remains relatively small (15,9% in

1993), while the share of raw materials decreases in a rather drastic way over time.

e The sectoral trade balances of Greece with Albania are consistently positive in the
categories of industrial and agricultural products and negative or mixed in the two
other smaller categories. For the entire period 1989-1993, Greece has a positive
balance of trade in all except the fuels category where Albania has a positive
balance of trade.

3.1.2 Greek Trade with Bulgaria

e The largest category of Greek exports to Bulgaria is industrial products (41% in
1993) and the second largest is agricultural products with increasing over-time
value of exports, but fluctuating and relatively stable shares in total exports (30% in
1993). Raw materials maintain a constant value and a diminishing share in Greek

exports, while fuels have increased both their value and share (24% in 1993).

e The largest category of Greek imports from Bulgaria is by far industrial products
with increasing value and share (62% in 1993). Agricultural products maintain a
relatively stable but low share (14% in 1993), while the share of raw materials is

declining over time (10% in 1993).

» Sectoral trade balances are mixed over sector and over time. In agricultural
production, Greece seems to have a positive and increasing trade balance, while
the same holds in the case of fuels. On the other hand, Bulgaria has a positive
trade balance in raw materials and also in industrial goods (for the entire period
except 1993). Note that the largest contributor to the positive trade balance of
Greece in 1993 are agricultural products and fuels, while the largest contributor to

the positive Bulgarian balance of trade are raw materials and industrial goods.
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3.1.3 Greek Trade with the Balkan countries

The largest categories of Greek exports to the Balkan region as a whole are
agricultural and industrial products with a share of 34.0% and 33.8% for the 1989-
1993 period respectively. The share of agricultural products is rather increasing over
time while the share of industrial is decreasing up to 1991 and increasing thereafter.
Raw materials have a continuously increasing and fuels a continuously decreasing
share in Greek exports. As a result, fuels is in 1993 the third largest exporting
category with 22.6% of Greek exports.

The largest category of Greek imports from the Balkan countries is industrial goods
with an increasing share after 1991, equal to 60.2% for the entire 1989-1993 period.
Agricultural products is the second largest importing category with an 18.8% share for
the period 1989-1993 and diminishing trends, followed by fuels with an 11.2% and
raw materials with a 9.8% share of total Greek imports. The share of raw materials is
over time declining, while the share of fuels is fluctuating.

The Greek balance of trade with the other Balkan countries is improving over time in
all sectors. It turned from negative in 1989 to positive in 1990 and thereafter in
agricultural products, it is consistently positive (except 1992) in raw materials, it turned
from negative in the 1989-1991 period to positive in the 1992 and 1993 for fuels and
also turned from negative in the 1989-1992 period to positive in 1993 for industrial
goods. For the entire 1989-1993 period the negative balance of trade in industrial
goods is more than offset by the positive balance of trade in all other categories.
Following these trends, the most likely projection for the near future is that Greece will
run a positive and perhaps increasing balance of trade with the other Balkan countries
in all sectors of production with the greatest one being in the agricultural and the fuel

sectors.

3.1.4 Comparisons with the sectoral trends in the EU and Total trade of Greece

Comparing the sectoral structure of Greek trade with Albania, Bulgaria and the Balkan
region as a whole, to that with EU and the World (total trade) we can make the

following observations:
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* The general orientation of the Greek trade structure is maintained in all cases.
Greece has higher export than import shares in agricultural products and lower
export than import shares in industrial products in all cases (Greek trade with
Albania, Bulgaria, BCs, EU and total) under examination.

* An important differentiation is that the sectoral distribution of trade is smoother and
more balanced with the Balkan countries than with the EU or the World. On the
Greek exports side, fuels tends to become a significant category, while on the
Greek import side the share of industrial products is not so dominant in the trade
with Albania, Bulgaria or the Balkan countries as a whole.

More analytically the comparisons for each one case show that:

* The structure of Greek exports to Albania compared with that to EU and total
Greek exports is characterized by a higher share of agricultural products, which is
in accordance with the urgent needs of Albania to cover food shortages and the

needs generated by the existing level of development in Albania.

e The structure of Greek imports from Albania is differentiated from the EU and total
Greek imports structure in that it has a relatively higher share of fuels and lower

share of industrial products.

* The structure of Greek exports to Bulgaria is differentiated from that to EU and the
World, in that it has a relatively higher share of fuels and lower share of industrial

products.

e The structure of Greek imports from Bulgaria in the aggregate categories is very
similar to the structure of total Greek imports and also similar to the structure of

Greek imports from EU.e
* The structure of Greek exports to the Balkan countries is differentiated from the

structure of Greek exports to EU countries in that it contains a lower share of

industrial products and a higher share of raw materials and fuels.
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* The structure of the Greek imports from the Balkan countries is differentiated from
the structure of the Greek imports from the EU countries in that it has also a lower
share of industrial products and a higher share of raw material and fuels.

32 Trade by 1-Diqit SITC sectors

In Tables 7 - 10 we present data on Greek trade with Albania, Bulgaria, the BCs and

EU as well as total Greek trade by 1-digit SITC categories for the period 1989-1993.
From the analysis of the Tables we can make the following observations:

3.2.1 Greek Trade with Albania

The largest exporting category of Greece to Albania in the 89-93 period is
manufactured goods (22%), followed by food (19%) and beverages and tobacco
(18%).

The largest importing category in Greece from Albania in the 89-93 period is mineral

fuels (37%), followed by crude materials (17%) and manufactured goods (15%).

This type of economic relations tends to indicate a rather inter-industry type of

specialization and trade between Greece and Albania.

3.2.2 Greek Trade with Bulgaria

The largest exporting category of Greece to Bulgaria in the 89-93 period is fuel (22%),

followed by food (17%), misc. manufacturing (15%) and manufacturing goods (13%).

The largest importing category of Greece from Bulgaria in the 89-93 period is

manufacturing goods (31%), chemicals (16%) crude materials (14%) and food (14%).

This type of exchange allows for some intra-industry trade (IIT), especially in the

sectors of food and manufacturing goods
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3.2.3 Greek Trade with the Balkan countries

The largest exporting sector of Greece to the Balkan countries is food (23%), followed
by fuels (17%), manufactured goods (15%) and crude materials. The largest importing
sector of Greece from the BCs is manufactured goods (32%), followed by food (18%),
chemicals (14%), mineral fuels (11%) and machinery and transportation equipment
(11%).

This type of sectoral trade structure, allows for significant intra-industry trade,

especially in the food, fuel and manufactured goods sectors

3.2.4 Sectoral Comparisons of Greek Trade with Albania, Bulgaria, the Balkan

countries, the EU and the World.

The main sectoral differences between the trade of Greece with the Balkan countries

on the one hand and the EU and the World on the other are:

« Greece in sector 1 (beverages and tobacco) has a much better export performance

to Albania and Bulgaria than to EU and the World.

* Greece in sector 3 (mineral fuels) has a much better export performance to
Bulgaria than to the EU and the rest of the Worlde

e Greek total imports and imports from the EU are very concentrated in the sectors 5
- 8 (industrial products) while Greek imports from Albania and Bulgaria have a

smaller share of industrial goods and a higher share of raw material and fuels.
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Overall, the most apparent difference in the sectoral structure of Greek trade with the
BCs on the one hand and the EU or the World on the other is the greater
diversification and sectoral spread of Greek exports in the first case and the relatively
higher concentration in the second. Almost 75% of Greek exports to the EU belong to
3 sectors, while in the case of Greek exports to the Balkan countries 6 sectors have a
significant share in exports (that is, close or greater than 10%). This indicates that
Greek production sectors that after 15 years of EU membership have not succeeded,
for a number of reasons, to show a significant export performance in the European
market, find now a second opportunity to expand their activities by increasing their

exports to the neighboring countries.

4. Measures of Revealed Comparative Advantage (RCA)

In an attempt to further analyze the 1-digit SITC data of Greek trade with Albania,
Bulgaria and the BCs, we have estimated in Table 12 and present in Figure 6 the
sectoral coefficients of Revealed Comparative Advantage (RCA) for the Greek exports
to Albania Bulgaria, the BCs and the EU. The RCA coefficients are measured as a
share of a sectors' i exports to a country j, divided by the share of sectorl i total
exports { RCA =(Xij/Xj) / (Xi/X)}. A value of RCA coefficient greater than one (RCA>1) in
a sector, indicates a better exporting performance than average and therefore a
specialization or a comparative advantage (CA). From the examination of the Table

we can make the following observations:

« The Greek exports to Albania appear to have a strong and stable or increasing CA
in sectors 1 (beverages and tobacco) and 7 (machinery and transportation
equipment), a declining CA in sector 2 (crude materials) and a weak and fluctuating

CA in sectors 5 (chemicals) and 6 (manufacturing goods).e

e Greek exports to Bulgaria appear to have a strong CA in sector 3 (fuels), an

increasing CA in sectors 1 and 7, a declining CA in sector 2 and weak and

fluctuating CA in sector 5 (chemicals).
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TABLE 12
The coefficient of Revealed Comparative Advantage

for the Trade of Greece with Albania, Bulgaria, Balkans and the E.U.
RCA , ALBANIA

Source : Export Research Center
Panhellenic Exporters Association
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Figure 6 Revealed Comparative Advantage (RCA) coefficients for trade of Greece
with Albania, Bulgaria, Balkans and the E.U, 1989-1993.

SECTORS

e Greek exports to the Balkan countries appear to have a strong CA in sector 3
(fuels), an increasing CA in sectors 1 (beverages and tobacco), 5 (chemicals) and
7 (machinery and transportation equipment), a decreasing CA in sector 2 (crude

materials) and a weak and fluctuating in sector 0 (food).

e These specializations appear to be complementary to those developed with the EU
where Greece appears to have a CA in sectors 0 (food), 4 (oils and fats) and 8

(miscellaneous manufacturing articles).

This analysis reveals two points with significant long term implications for the trade
relations of Greece. It indicates that Greece has expanded its trade in the Balkans in
such a way that more production sectors can expand their activities because of trade,
getting a comparative advantage in the new market that was not available before.
Moreover Greece appears to have CA in more sectors (6 in total) when trading with its

Balkan neighbors, than when trading with the other EU members (3 sectors).
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5. Measures of Intra-Industry Trade (NT).

Measures of NT are usually estimated in an attempt to find the share of the total trade
of a country with another country or a group of countries that takes place within
sectors (rather than between sectors). On the basis of these estimates conclusions
can be drawn about the existing type of trade relations with all the implications about
the structure and the required adjustments in the production base as well as the type

and the strength of the specific ongoing process of economic integration.

In order to get reliable results, estimates of NT are usually based on 3-digit SITC
sectors, since estimations based on more aggregate data tend to overestimate the NT
share of trade, while estimations based on more detailed data tend to underestimate
it. In this study, our purpose is not so much to correctly estimate the actual level of NT
between Greece and the Balkan countries, but rather to compare in broad lines the
Greek NT shares with the BCs, to the Greek NT shares with the EU and the World. As
a result, in order to avoid cumbersome and unnecessary at this point calculations, we
have based our estimates on 1-digit SITC data, on the understanding that out

coefficients will be an overestimation of the true ones.

Table 13 and Figure 7 present NT coefficients for Greek trade with Albania, Bulgaria,
the BCs, EU and total trade, estimated from the standard Grubel-Lloyd equation.

From the examination of the data we can make the following observations:

e For the entire period 89-93, 38% of the Greek-Albanian, 51% of the Greek-
Bulgarian, 68% of the Greek-Balkan, 54% of the Greek-EU and 56% of the total
Greek trade was of an intra-industry character, that is trade within (1-digit SITC)

sectors.

* On a comparative basis, the Greek-Albanian trade has the lowest share of intra-
industry and therefore the highest share of inter-industry (H-O) type of trade. Even
more, the share of NT of Greece with Albania declines over time. These facts are
compatible with standard trade theory as the low level of development in Albania

does not allow for different type of specialization and a higher share of NT.
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The trade of Greece with Bulgaria is characterized by a higher IIT coefficient. About
half of the Greek-Bulgarian trade takes place within industries in the 89-93 period,

with significant however fluctuations over time.

TABLE 13
The Intra-Industry Trade Coefficient for the Trade of Greece
with Albania, Bulgaria, Balkans, the E.U and World.

1T, ALBANIA
SECTORS 1989 1990 1991 1992 1993 1989-93
0 87 22 84 26 14 25
1 1 0 17 38 1 9
2 60 79 95 88 94 78
3 8 38 19 61 99 66
4 0 0 0 5 0 3
5 65 80 76 66 12 76
6 51 69 37 15 21 33
7 1 | 6 5 5 5
8 68 88 66 58 53 59
9 0 0 0 - 0 0
TOTAL 50 56 50 41 21 38
IIT, BULGARIA
SECTORS 1989 1990 1991 1992 1993 1989-93
0 93 92 83 98 65 89
1 15 1 2 0 0 1
2 80 81 920 47 69 73
3 99 31 95 9 52 66
4 94 91 96 28 99 81
5 44 20 22 44 60 42
6 77 45 63 33 57 60
7 20 46 57 88 56 99
8 34 34 56 45 29 37
9 0 0 0 0 0 0
TOTAL 65 30 52 24 40 51
IIT , BALKANS
SECTORS 1989 1990 1991 1992 1993 1989-93
0 56 97 93 67 48 88
1 5 2 21 5 1 5
2 68 76 81 80 70 80
3 81 60 87 43 35 80
4 45 86 45 77 48 56
5 30 27 31 50 79 47
6 72 59 54 55 73 63
7 8 26 45 82 57 72
8 89 61 75 50 37 53
9 0 0 0 0 0 0
TOTAL 58 63 69 54 51 68
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NT, EU
SECTORS 1989 1990 1991 1992 1993  1989-93

0 82 75 88 81 69 79

1 97 87 85 78 65 82

2 87 100 98 99 99 98

3 59 70 73 97 73 82

4 21 40 97 18 26 38

5 16 14 15 16 15 15

6 65 57 61 63 52 60

7 9 9 9 9 10 9

8 92 100 97 93 98 96

9 15 12 10 29 94 27
TOTAL 56 54 57 54 49 54

IIT, WORLD

SECTORS 1989 1990 1991 1992 1993 1989-93
0 83 78 90 86 81 84

1 79 85 85 83 95 86

2 75 63 64 72 86 72

3 57 56 54 37 44 48

4 25 43 92 24 30 41

5 30 26 26 26 28 27

6 69 61 63 68 63 65

7 1 1 1 12 15 12

8 90 98 99 99 98 99

9 41 47 41 62 74 52
TOTAL 58 95 57 95 56 56

Source : Export Research Center
Panhellenic Exporters Association

The overall share of IIT between Greece and Bulgaria is very close to that between
Greece and the EU and the total Greek trade. This relatively high figure is explained
by the higher level of development (compared to Albania) and the greater proximity of

Bulgaria to Greece (compared to EU).

Paradoxically, the IIT figure for the Greek-EU countries trade is consistently lower
than that for the Greek-Balkan countries and total Greek trade for the period 89-93.
To the extent that the IIT coefficient is an indication of economic integration, this
means that 15 years of membership in the EU (EC), have not brought the Greek
economy closer to the EU than the World economy, since Greek-EU trade relations
basically retain an inter-industry character. This becomes even more clear when one
considers that our IIT estimates are upwards biased (so that the real share of IIT with
the EU is even lower). This type of integration is probably explained by the large
distance (and the lack of adjacency) separating Greece from the other EU members

as well as the significant Greek differences from the production structure of the

average EU country.
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Figure 7 Greek Intra-Industry Trade (IIT) shares with Albania, Bulgaria, Balkans,
the E.U and the World, 1989-1993.
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These figures also indicate that the Greek trade relations in the Balkans have a
greater intra-industry component than the Greek-EU or the total Greek trade relations.
This fact is probably explained by proximity, similar consumer preferences and tastes,
or the technology level capacity and requirements of the two markets. Although it is
rather early to draw any firm conclusions and further examination of this issue is
certainly necessary, it seems that this development in Greek-Balkan trade relations

has two significant implications.

First, it allows for the expansion of economic relations in a more sectoraly diversified
manner, without exerting pressure for a strict H-O type of specialization that would
perhaps require severe structural adjustments in the Balkan region. This gives some
room to restructuring policies to reorganize productive resources within sectors,
maintaining existing specializations and avoiding major sectoral shifts of resources
that could generate structural unemployment and reduce the diversity of the

production base.
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Second, it offers Greece the missing component in its trade relations, that is cross-
border trade of strong intra-industry character that would balance and ameliorate the
implications of the existing inter-industry type of specialization and trade with the
distant EU markets.

6. Summary and Conclusions

The economic geography of Europe is changing in a fundamental way by the forces
of a two-dimensional integration process. On the one hand is the enlargement of the
European Union, the operation of the Single European Market and the Maastricht
policies towards the Economic and Monetary Union, usually understood as an
efficiency driven process and a European response to the challenges posed by global
markets. This process however, is known to generate severe pressure for adjustment
to the European periphery, consisting of countries with weak economic structures and
an unfavorable index of strategic location in the new European space. On the other
hand, the process of transition, putting itself a tremendous pressure to Central and
East European economies for structural and institutional change, eliminates gradually
a historical divide with long-lasting implications for the future European spatial

regularities and dynamics.

This new reality in Europe, with all its complexity, conflict and rapid change, has
generated, for the first time in the post war period, conditions that provide a real
opportunity to the countries in the Balkan peninsula to remove barriers that for

decades restricted economic and social interaction.

The main findings of this study indicate that, on the basis of the accumulated
experience, the development of economic relations in the region is mutually beneficial
and generates the conditions for the formulation of an alternative paradigm of intra-
Balkan economic relations. As the artificial barriers in Central and Southern Europe
are gradually removed, a larger economic space is created, in which the intensity and
the type of economic relations are largely determined by geographical factors such as
adjacency and proximity, by membership in economic or trade unions and often by
historical, cultural and other non-economic preference factors. Given that distance

related transportation costs will always set limits to the reach of goods and services
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and therefore to the geographical size of the markets, regional trade areas will be
shaped, within which trade relations will be more intensive, and perhaps of different
type. This short of geographical preference or clustering in trade relations, is an
efficiency driven process as countries seek to fully exploit opportunities and benefits
from exchange. It is also a rational reaction for perimetric countries that attempt to
reduce or offset disadvantages of perimetric location or isolation, with respect to the

gravity center of Europe.

After some 40 years of separation by military blocks (and assuming that the Bosnian
war will stop soon) a large regional market of 60-70 million people in Southeastern
Europe is shaped, including Greece (a EU member), Albania, Bulgaria, Romania and
the territory of ex-Yugoslavia, where significant opportunities for cooperation,
specialization and trade exist. To the extent that geography plays a role in shaping
preferences in economic interaction (something clearly evident by the bulk and type of
relations between countries in Northwestern Europe), a regional market will gradually
emerge in the Balkans, driven by distance (of the countries in the region from the
European core), size and proximity (to each other). The main characteristic of this new
market is the existence of intensive economic relations, especially between countries

with common borders, such as Albania and Greece and Bulgaria and Greece.

The basic characteristic of the Greek-Albanian and Greek-Bulgarian trade relations is
the fast expansion of the volume of trade with both countries and the high increase
they recorded in their share of total Greek trade. Due to the difficulties of the transition
process in Albania and Bulgaria, Greece runs a positive and increasing trade balance
with both countries and has a greater than 1 and increasing export/import ratio. On
the contrary, the export/import ratio of Greece with the EU and the World is
significantly smaller than 1 and declining, indicating a growing balance of trade deficit.
As a result, in the post-1989 period the performance of the Greek economy in
international markets has a dual character, since its competitiveness in the (relatively
distant) EU and World markets is low and declining, while its competitiveness in the

neighboring Balkan countries is in high levels and increasing.

Measures of Revealed Comparative Advantage (RCA) indicate that Greece appears
to have comparative advantages in more 1-digit SITC sectors when trading with its

Balkan neighbors than when trading with the EU countries. An interesting fact is that
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the specialization that Greece has developed with the Balkan countries are

complementary to those developed with the EU.

On the other hand, measures of intra-industry trade (lIT) indicate that Greece and the
Balkan countries as a whole have a relatively high share of IIT compared to the share
of Greek trade with the EU and the World. To the extent that the IIT figures indicate
the degree of integration between two areas or countries, the integration of Greece
with the EU remains after 15 years of membership at low levels, since trade relations
basically maintain an inter-industry character. This H-O type of integration, which is
probably explained by the large distance separating Greece from the other EU
countries, implies that from the efficiency point of view, Greece could seek a parallel
in nature and complementary to that with the EU, integration process, based on the
advantages generated by geographic and other non-economic preference factors, as

well as the needs of the Balkan neighbors that accrued from the transition process.

From this analysis two points become in our view clear and deserve consideration
from the policy making point of view, the first one concerning Greece and the second,
all the countries in the region. For the first time after its membership in the EU, a real
opportunity is given to Greece to effectively deal with the difficulties and the pressures
imposed by the process of European integration on its economic structure. This
opportunity is related to the prospect of gradually re-composing the economic space
in its vicinity with the creation of a regional Balkan market, in which it will have a
central and highly influential role. For the first time also in the post-war period, a real
opportunity is given to the Balkan countries to interact and cooperate without systemic
or military block barriers, leaving the level and type of their relations to be an affair of

markets, preferences and geography.

From the strategic point of view, the long-term interests of Greece and the other
countries in the region require stable relations, successful implementation of the
policies of transition and a policy mix promoting the unification and coherence, of the
European economic space, the development of the European Southeastern region
and the facilitation of cross-border cooperation. Since Greece, from all the other
Balkan countries, has the higher “degrees of freedom” in influencing policies for the

region, it has also the greater responsibility for promoting them.
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The appropriate policy mix should include a steady and energetic support to the
efforts of all Balkan countries to join in the future the EU, according to the progress
they make in the requirements and the criteria set. This policy is a cornerstone for the
future of the Balkan region and it is the only one that allows in the long run the
unification of the Balkan and European space and the better accessibility and
connection of Southern with Northern and Western Europe.

The impact of this policy will be of great important for Greece. First, it leads to the
removal of isolation from the EU countries with the unification of the European
economic space with long lasting implications. Second, it shifts in the long run the
gravity center of the EU to the south and east and contribute to the creation of a
sizable regional market. Existing evidence shows that this market improves the terms
of economic integration for Greece since it allows specialization and comparative
advantage in different sectors than those existing with the EU and provides a large
market to a number of Greek products, that because of distance and strong

competition, are unable to penetrate the North European markets.

The impact of this policy, the promotion of regional cooperation and integration in the
Balkans and the strengthening of economic relations of the other countries with
Greece is also beneficial for them, irrespectively of the support that Greece may

provide to them in the EU decision making bodies.

For these countries the process of internationalization is in fact a process of
integration among unequal partners that leads in several cases to a shrinking
production base and a shift of specialization and comparative advantage to traditional
and labor or material-intensive sectors. It seems that Greece provides a market which
is closer, offers opportunities for intra-industry trade (which reduces pressures for
severe sectoral shifts in production) and has in general lower standards and
requirements than the Western European ones and greater room (due to preferences
influenced by cultural and historical ties) for the exporting industries of neighboring

Balkan countries.

The impact of these trends and policies may also be beneficial for the EU, that may at
least find a possible answer to the peripherality condition of its southeastern part.
Letting geography to drive economic relations and trade preferences and allowing or

encouraging the formation of regional markets with significant intra-regional activities
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at the edges of the single European space (that is anyway too large to be
homogeneous), is a possible way to promote a spatial spread of development and
avoid further concentration of activities and power to existing core regions, that would
require a greater effort and allocation of resources in the form of structural and
regional policies to be impeded. Given that a Europe of macro-regions is slowly
emerging, the attraction of the bulk of international mobile investment to the
technologically advanced Western European countries can only be balanced by the
Balkan region on the basis of intensive relations, emerging markets opportunities and
a strategic development plan that will reveal the new role of the region in connecting

Europe with the Mediterranean basin and the Black Sea countries.

The observers of the international economic relations have noticed that the process of
internationalization and liberalization of the markets, coexists with increasing trends of
regionalization at all geographical levels. Regional economic areas, agreements or
unions appear with an increasing frequency in all parts of the world, giving each one
of them a different speed and content in the process of internationalization of
economic relations. Despite questions about their viability and future, these trends are
based on a real need for cooperation of countries with geographic proximity, common
cultural or other characteristics and mutual trust. Given the perimetric position of the
Balkans with respect to Western Europe and the strategic importance of their size, the
possibility of the creation of a Balkan regional market in which Greece will participate
as the only EU member, a Balkan country and the more developed country in the
region has to be seriously examined. Although political analysts will, correctly note
that the history of Balkan relations does not offer a suitable framework for the
promotion of such a strategy, we must all agree that our future must be determined
not only from the past, but mainly from the willingness of nations to take advantage of

existing opportunities for growth and prosperity.
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