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SUMMARY
Trade structure is usually defined as an interntratindustrial type (IIT). The pattern of
production and trade that emerges after openingetio@omies of transition is partly driven
by relative factor prices and endowment and pastlyeconomies of scale and scope, but
much depends on historical experiences. The fiesérdhinacy will lead to the increasing
inter-industry trade, so the country which has fdbece exports labor-intensive products and
imports capital-intensive products because capstaits rare factor. The more dissimilar
countries’ endowments are, the greater inter-tramleme will be. This concept of trade is
based on Heckser-Ohlin theorem. The second faatbgenerate 11T, the exchange of similar

manufactured goods, with companies specializedffi@rdnt varieties of similar goods.

Economic theory predicts that the volume of IIT elegls on two groups of determinants; the
first group is related to country and the second tmindustry. The determinants related to
country are: the level of economic developmente siz market, distance between countries,
trade orientation, economic integration and traaeiers. In this paper, we will analyze some
of the previously mentioned determinants. In tiisearch, the Grubel-Lloyd index will be
used to calculate the intensity of intra-industde at the 2-digit Combined Nomenclature
levels aimed at determining the relative importanteIT as opposed to the inter-industry
trade in the trade exchange between Croatia anBlthas well as between the EU and some
other transition countries. IIT will be estimatext the whole trade and across industries in the
case of Croatia. A time series approach will beduseestimate any trend in the ratio of intra-
industry trade to total trade in relation to the.HWese analyses should consider how trade
has changed in the period of trade liberalizatiaoluding the integration process. On the
basis of the collected statistical data, the Il amter-industry indexes will be calculated.
Besides, we will analyze if there is a verticalhorizontal intra-industry trade. According to
the economic theory, the removal of trade barrignough bilateral and multilateral
negotiations has positive impacts on IIT but theults do not support the hypotheses,
especially in the case of Croatia, where |IT desesaas the integration process goes on.
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1. INTRODUCTION

In the last sixty years the world economy has bexamore integrated as institutions and the

regional integration process have lowered barrgard increased the mobility of goods,



services, capital and people. The process of liizateon and globalization effects countries,
especially small ones, in several fields but thengiest is the effect on trade. The reduction of
trade barriers and the establishment of a freeetemda between countries result in static and
dynamic effects or trade creation and trade diverdin this paper we will analyze the effects
of economic integration on the trade creation tglodlT. When country applies a more
liberalized trade policy, its companies have actessheaper and sophisticated inputs, new
and advanced technology, while consumers gain adoesew differentiated foreign goods,
cheaper in many cases. Integration process geaeadtgge more competitive market with a
higher trade relation and improves trade betwe@ndmmore countries. The mentioned effect
is greater, the economy is less competitive andatiffs are higher before integration, while
it is negligible for states that are very compeditiat the beginning of strong economic
connection.

The EU membership has grown from six to 15 natiomigh 10 more in May 2004.The
European Union has experienced the most histodndl largest enlargement so far in its
history with the last accession of ten new membéne effects of trade creation could be
analyzed on the example of the countries that egtU-15 and the new ten countries added
last year. The trade between the EU Member Statssexpanding during the 1990s between
the EU countries and Greece (after 1981), Spain Rmdugal (after 1986) and Austria,
Finland and Sweden (after 1995). The trade flows/éen the Central and Eastern European
countries and the EU have increased steadily sirecearly 1990s.

The effects of economic integration can also ba $edhe changing pattern of trade, which
tends to become more similar between countriehegp Ibecome more interdependent. So,
integration process necessary leads to an incredBeand a decrease in inter-industry trade

between countries involved in the economic integnat

Since the introduction of the concept of IIT by &sda in the 1960s, a large number of
empirical papers have appeared and defined théhddretical background. IIT is defined as
the simultaneous export and import of commoditidsctv are grouped in the same industry.
An interest in IIT has arisen mainly due to theaipability of Traditional Trade Theory of

comparative advantage in explaining the simultaseogoort and import of the same products
between countries. The Studies on IIT have focusecethodology on how to measure IIT
and estimations of econometric models appropriate tésting the Theory of IIT and

developing the determinants of IIT. In identifyitige determinants of IIT, some studies have



focused on country-specific while others have fedusn industry-specific determinants.
There has been a large amount of empirical liteeainvestigating and testing various

country-specific and industry-specific hypothesegether.

[IT could be divided into two parts, vertical andrizontal IIT. Vertical IIT is a term used for
the IIT of commodities that are of different quiakst, while horizontal IIT is used to describe

the simultaneous export and import of goods thabfthe same quality.

The level of IIT is higher in the case of manufaetuthan non-manufactured goods as well as
in that of goods processed in a more sophisticatadner than labor or low technology
processing goods; also IIT is more common in sectdrere there is a significant product
differentiation like cars, and is insignificant sectors with standardized products such as
natural resources. IIT poses a fewer adjustmertl@nes than inter-industry trade and thus
economic integration is less problematic for memdgmynomies if it entails to a large extent
intra-industry specialization. The research on Hdnsidering Croatia is very important

because this country is expecting to start the tieggmn process with the EU.

This paper is structured as follows: introductienpresented in the fist part, theoretical
approach is explained in the second part. The tthapter analyzes the determinants of IIT
while the fourth part presents the research inéoGhoatian trade pattern and the impact of

integration process onto this pattern. Conclusenarks are pointed out in the final part.

2. IIT: DEFINITION AND MEASURMENT

Total trade between two countries could be divided inter and intra-industry trade. Inter-
industry trade means exports and imports in praduwdt different industries and is a
consequence of unbalanced factor endowments. idastry trade is a well-known one-way
trade, where different products belonging to dé#fer industries are exchanged. The
theoretical background of inter-industry trade eépresented by the Theory of comparative
advantage (Traditional Trade Theory). This The@guaes that trade pattern of country is
determined by relative supplies of factors of pithn. Country will produce and export
goods which are produced by their abundant factopoducts that can be produce relatively
cheaper than the others. On the other side, cowvitrymport products whose production

costs are relatively high.



After the 1960s, the Traditional trade theory (Tiye@f comparative advantage) was
incapable of explaining the increasing trade betwaauntries of similar factor endowments
and development levels. The models by Krugman (Kay 1979; Krugman, 1981) and
Helpman and Krugman (Helpman, Krugman, 1985), knaariNew Trade Theory”, showed
formally for the first time that scale economies groduct differentiation (a greater variety
of products) could be a basis and source of intenma trade and aggregate welfare gains.
So, the new theoretical approach largely emphasheexistence of imperfect competition
and scale economies at the market and has intrddaotr@-industry trade (lIT), which can be

defined as a two-way exchange of similar produws ibelong to the same industry.

The former type of trade prevails between countnigl different relative factor endowments
and usually unequal level of income and economield@ment, whereas the latter takes
place between developed and rich industrializedhtas with similar factor endowments and

development level.

2.1. The definition of IIT

The phenomenon of IIT has received some increasiegtion since the 1960s, when Verdon
(Verdon, 1960) and Balassa (Balassa,1966) founevatence of increasing IIT in the years
following the foundation of a customs union in Eueo Balassa developed the first index to
be used for measuring IIT. Ten years later, Grbal Lloyd published their well-known
work on IIT and introduced the most common GL indé€k in the economic literature is also
defined as the two-way exchange of goods withindded industrial classifications (OECD,
2002) but it has been explained through differgaraaches. IIT means trade in similar but

slightly differentiated products or due to someiladtes or quality levels.

We can say that IIT is a measure of similarity nefig to the export and import flows

between two countries. In recent years, so muantidin has been paid to the distinction
between the two main different types of IIT, horitm and vertical ones. The vertical and
horizontal IIT is determined by different factofithe first represents the trade among goods
that are similar in terms of quality and the secam@& refers to the trade of products of

different quality.



2.2. Measurement of IIT

Balassa (Balassa, 1996) proposed the fist indé¥ dhat measures a degree of trade overlap
or simultaneous import and export of products witn industry. Balassa’'s index represents
the ratio of net trade to gross trade. Its valueags between 0 and 100, where O represents a

perfect trade overlap as well as a pure inter-itrglusade.

B = ("M y100 .
(X +M)

Xi and M are export and import values of goods within indup

In order to calculate the level of IIT in the wh@leonomy, Balassa has taken an unweighted

average as:

B =%Z B, )

Where n is a number of industries, but economi$ts Balassa used a more weighted index
such as

B=xwB ©

Where wis a share of industry j in total trade

The most commonly used indicator of measuring #Tthie Grubel-Lloyd index based on a

commodity group transaction. The Grubel-Lloyd ind€xubel, Lloyd, 1975) is calculated as:
(kx+M)—x—M] @)

T =GL =
| (X +M)

) * 100

Where Xand M represent values of export and import of industry

Index takes a value between 0 and 100, while Cesgmt an absence of IIT or there are no
products in the same class that are both impomeldexported whereas 100 means that the
entire trade belongs to IIT or the value of exp@tequal to the value of imports of the same
products. Some authors emphasize that it is negessadjust this index but Vonna (Vonna,

1991) has suggested that the above-mentioned ohokesxnot need to be adjusted.



The GL index is static as an increase or a decrieag®e GL index value is not necessarily
associated with IIT increasing or decreasing. Cd@=s/es, 1981) and Hamilton and Kniest
(Hamilton, Kniest, 1991) have shown that an egoelgase in the exports and imports inside
the industry caused by trade liberalization wowe the quantity of IIT, but the GL index
would remain unchangeable. In order to resolve thisblem, Hamilton and Kniest

(Hamilston, Kniest, 1991) developed the Margin@lindex which measures new trade flows.

In calculating IIT, it is also important to know effer IIT belongs to a horizontal or vertical
type since IIT is composed of two different paHsrizontal IIT occurs when similar products
are simultaneously exported and imported due talymbdifferentiation while vertical IIT
happens when there is a two-way trade of goodsiwitie same industry but in different
production stages. Horizontal IIT can be definedtlas trade in similar products with
differentiated varieties (computers of a similaassd and price range), while vertical IIT
means the trade in vertically differentiated prdduthat are distinguished by quality and
price. A good example of vertical IIT is the Italigextile industry, Italy exports high-quality
clothing and imports lower-quality clothing. Imphg this example to the Croatian economy,

we can state that Croatia exports low-quality texgroducts and imports designers’ clothes.

Horizontal IIT enables countries with similar factendowments to benefit from the
economies of scale by specializing in “niche” prou The trade in vertically differentiated
products may reflect different factor endowmentgaaticular skill of workforce (country
exports low-quality products) or high fixed reséaend development costs (country exports
high-quality products). Stiglitz (Stiglitz, 1987)gaied that the prices of commaodities reflect
the level of quality and prices can be used asditator of quality and as an indicator of
horizontal and vertical IIT. The most widespreadgadure for decomposing vertical and
horizontal 1IT is to use a unit value and a rekatiwnit value. A unit value is a turnover in
export or import in $ or other currency per metoa while a relative unit value is the ratio
between an export unit value and an import unit@alf a relative unit value lies outside the
range selected - in this case 15 per cent on esitlerof unity, trade is defined as the vertical
intra-industry trade. A relative unit value hightlan 1.15 shows that the export price is
higher than the import price due to a cost disathgm or a quality advantage of the trade
partner.
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An industry is subject to horizontal IIT when tleative unit value is within a specific range.

UVx
uvm

1-a< <l+a (6)

Transportation and freight costs are usually assumaccount for +/- 15 percent of the value
of goods, sau is taken as 0.15. Only in a specific situationldaw be 0.25. Relative unit
value as an indicator of price cannot exactly repné the quality premium of exports or
quality disadvantage of imports if the values afst flows are accounted on different bases.
In Croatia, export is evidenced on FOB (free onrdpand imports on CIF (include cost of
insurance and freight) basis and, in these circamests, export is under-evaluated in

comparison with import.

Kandogan (Kandogan, 2003a;b) developed a new metbhoddecomposing IIT. The
mentioned method does not calculate a unit valde therefore, it does not need the quantity
data of exports and imports, which could be unmtattie and not precise. Kandogan uses the
value of export and import at a high and very lavel of aggregation or at industry and
custom’s item level. At a very low level of aggréga, the amount of matched trade in one
custom’s item represents horizontal [IT. The rddiD in this industry refers to the trade of
different products or products in different stagégroduction inside an industry and we call
it vertical IIT. The unmatched part of the totade in an industry is known as inter-industry

trade.

In recent years, more and more studies have shibgvddminance of vertical [IT. Fontagne
and Freudenberg (Fontagne, Freudenberg, 2002) shtha¢ in the period 1980-1994, the
share of vertical IIT within the European Unionsuatries rose significantly from the share
less than 35 per cent in 1980-1985 to about 4= @etrin 1999. Diaz (Diaz, 2002) found that
the member countries with a higher relative levédl incomes (the North) export

predominantly higher quality products, the oppositeation is evidenced in the countries

with a lower level of income (the South).



3. MAIN FACTORS OF IIT

According to economic theory, the determinantsi®fdould be divided into the country and
industry-specific ones. Country specific determisammclude the factors considering trade
orientation and strategic policy of a country. Tagtientation represents a way in which a
country enters the international trade of goods semgices and is implemented through trade
policy. Trade policy through tariffs, quotas andh#ariff barriers has a direct control over

imports and, through export subsidies, it can btwsexport activities of a country.

The trade orientation and trade policy of a coudpend on its level of development and its
market size and could be open or closed. Todayyes@untry tries to be involved in the
world market or some regional integration procéssjecrease trade barriers because of the
liberalization and globalization process in the iarconomy. Finally, the last factor within

trade policy is the geographical position of a doun

Applying the previously mentioned elements of tradientation and policy to IIT, we can
derive the main determinants of IIT. The first coyrspecific factor of IIT is the level of
development and it is positively connected. Devetbpconomies have enough capacity and
technological potential to raise new and differetetl products. A high level of development
means a high level of personal income and sophtsticdemand which also raise highly
differentiated demand. In many studies, there edugross domestic or national product per
capita to capture this determinant. The recoursengity of production has also been used
since developed economies are assumed to haveelgrgtacks of capital. The level of
development is also important in explaining theemsity of [IT. When two countries are at
the same level, the IIT between them will be higlteis generally expected to face a negative
relationship between the IIT and inequality of tle@els of economic development. In order
to measure the above-mentioned difference, we caoskl the absolute value difference
between the GDP per capita of the two countrieguresearch. If the level of development is
measured as an intensity of resources, then theluabsvalue difference is also used to

measure the inequality.

When some national economy has a small internalkehameasured as a number of
inhabitants or total GDP or GNP, the internatiadnadle is much more required. The countries

with a small internal market would be more open #rey would also implement the open



trade orientation, leading to the improvement @f IDn the other side, a small economy does
not have enough potential for raising differengiatin products and exploitation of economies
of scale. A higher IIT is expected if a nationalrk& is larger and a country implements the

open trade policy.

Economic integration means that a country is a phd greater customs union or a large
single market, has a unique trade policy with ottmembers. In these conditions, member
countries as a part of the integration have lowerarriers or eliminate them, low transaction
costs and, in many cases, very similar culturetohys language or some other important
element which explains why trade between some nsgi® easier to happen. If countries are
in the integration process and have lower tradeédyar described as an average tariffs level,

the IIT between them is expected to be intensive.

Countries are expected to trade more if they agefawith high economic potentials and if
the distance between their capitals is shorteredalization has a strong positive impact on
[IT. Acommon border and the same language als@sept variables with positive effects on

the IIT volume.

The industry-specific determinants are connectel thie characteristic of an industry. These
include product differentiation, economies of scaarket structure, product life cycle and
foreign direct investment. The number of producithw an industry shows the level of
differentiation of product in that industry, ands ave mentioned before, increased
opportunities for product differentiation increatbe intensity of IIT. In order to measure
product differentiation, economic literature alssesl R&D, advertising, marketing and sales
costs relative to total sales. These variablesthigessumed to vary positively with 1IT. When
a company is larger, it has a great opportunitgxert economies of scale and IIT would be
more intensive. Economic literature and researalte lgnown a strong relationship between
[IT and monopolistic competition, stronger than tine relationship between IIT and
oligopoly. IIT will be higher if product is closeotthe end of its product life due to the
development of some specific attributes requiredofoduct’'s remaining at the market. FDI
promotes IIT through upgrading a technological pmok country, increasing productivity
and, consequently, national income and, as empsticaies show, countries with high and
increasing inflows of foreign direct investment (fFbave experienced the fastest increase in

[IT. This is consistent with the increasing present multinational companies in the lower-



income countries (OECD, 2002). The primary goaktwd foreign affiliates located in less

developed countries is to produce manufactured g dod other markets, including the

country of the parent company. This phenomenoiréxty related to the internationalization

of production, i.e. to the increase in productidmah is located in one country but controlled
by a multinational corporation based in other couf€Cantwell, 1994). The trade between
multinational companies and their affiliates lochte lower-income countries, often known

as intra-firm trade, is likely to be responsivetlte high degree of IIT between the North and
the South.

4. IMPLICATION OF THE INTEGRATION PROCESS IN EUROPE ON THE
CROATIAN TRADE PATTERN

In May 1999, the European Commission suggestedthigatountries in the South Eastern
Europe that had not been a part of any other mésafor the institutionalization of the
relations with the EU adopt the long-term policy tbE EU called the Stabilization and
Association Agreement (SAA). This Agreement wasigiesd to improve the existing EU
policy towards that part of Europe and to pushdbeelopment process in these countries.
The final goal of the SAA is to adopt these cowsras associate members of the EU, after

concluding their stabilization and association pssc

The relationship between Croatia and the EU has meproving since 2000, especially since
October 2001, when Croatia signed the Stabilizagéind Association Agreement (SAA). On
21 February 2003, Croatia applied for the EU mesttiprand now is waiting for the date on

which to start the EU membership negotiations.

The pattern of production and trade that emerges afpening the transition economies is
driven by two forces: factor endowments and ecoesrof scale. The first factor would rise
up to inter-industry trade; for example, the exg@®wof clothing for pharmaceutical goods.
The higher relative factor prices are, the gre#tter volume of inter-industry trade is. The
second determinant will cause IIT: the exchangsimilarly manufactured goods, with firms
specializing in different varieties of similar prerts, and relying increasingly on foreign
suppliers to provide intermediate inputs and conepts used in their production process.
(Hoekman, Djankov, 1996). The more similar and etosountries are in terms of all the

components (economic similarity, geography, cultuyethe greater the volume of lIT is.



4.1. Trade performance of Croatia

This section contains an overview of the basicdattirs of the Croatian foreign trade, by
product groups and partner countries. Besides)ciudes the research on the level of IIT
between Croatia and the EU countries at low anll daga aggregation and on the type of IIT.
Here, we compare the Croatian trade pattern anadgesain specializations and trade patterns

of some transition countries. The analysis coveesperiod from 1992 to 2003.

For Croatia, as a small country with 4.5 billiomabitants and 25,526 billion of € (5,747 €
per capita) in 2003, i.e. a small internal markbg importance of foreign trade is great.
Before the collapse of ‘ex-Yugoslavia’, Croatia fadery intensive trade with Slovenia and
other former Yugoslavian states but it was notraifm trade at that time. According to this,
Croatia requires a dynamic growth of foreign traohel reorientation to the new market in
order to recover its 1980s trade flows. Taking imtocount these theoretic facts, it is expected
that Croatia has a very low level of IIT, becauseniain trade partner is the developed EU
Croatia has been grouped with the countries whoS® @er capita is below 50% of the

European average, namely with Bulgaria, EstonityifaLithuania, Romania and Turkey.

Croatia’s total trade (export + import) increaséghsicantly from 8.9 million $ in 1992 to
20.4 million in 2003, increase of 8.4 percent darthis period. The average growth rate of
export was 3.6 per cent while import increased frbdh million to 14.2 million. So, this
increase in total trade was a result of a highewtr rate of import and a very low growth
rate of export. The trade deficit was going up wgithe whole period and, in 2003, it was $ 8
million, which was 2 million higher than exportéwe take 1992 as a based year, the exports

in 2003 were 40 per cent higher while the importseathree times larger (Figure 1).

1 In 2003, the GDP of the EU-25 was 9.754,008 millis €. The Croatian GDP per capita representey 4flper cent of
the EU-25 (Eurostat, 2004). GDP per capita in Luxemd, expressed in terms of purchasing power stantl&PdaS), was
more than twicecomapred with the EU25 average i@320vhile Ireland was about one third above theraye while
Denmark, Austria, the Netherlands and the Unitedgom around 20% above the average. Belgium, SwadérFrance
were about 15% above the average, and Finland, &wriand Italy were around 10% above the EU-25 geer8pain was
5% below the EU25 average, and Cyprus about 15&wbiél Greece, Slovenia, Portugal and Malta wertevben 20% and
30% below the average. The Czech Republic was dr80#6 below the average and Hungary about 40% bi¢l&lovakia
was just above half the average, while Estonidyuahia, Poland and Latvia all recorded figures betw40% and 50% of
the EU25 averagéttp://www.finfacts.com/biz10/gdpeuropeanunion.h@5-04-2005.




Figure 1: Exports, imports and balance of tradeCiaratia, 1992-2003.
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Source: Croatian Bureau of Statistics, Zagreb

The Croatian exports and imports were mostly rdlaethe EU during 1992-2003. The EU
represented more than 50% in total exports and ritepmore precisely, 52% was the EU
share in total exports and 55% in total importse Tdecline of Croatian exports was
accompanied by a significant loss in the EU masketre. At the beginning of the 1990s, the
Croatian share in he EU imports was 0.34 and, ¢éamsylater, it declined below 0.20 per cent.
The main characteristic of the period under analysfers to a decreasing share of Croatian
exports to developed countries and an increasiagestf exports to developing countries, due

to the recovery of exports by the shipbuilding isttiy (Malta, Cyprus).

Among the EU countries, the most important marketGroatian companies was ltaly with
the average share of 21%, Germany with the aveshgee of 17.7 per cent. Croatia also
exported more to Slovenia (average share 13.0t¢) and Bosnia and Herzegovina. The
most important markets from which Croatia importegite Germany with the average share
of 19.2 per cent, Italy with the average share ©8JIper cent and Slovenia with the average
share of 7.13 per cent.

4.2. Structure of the Croatian export and import b the EU market by products
At the EU market, Croatian exporters have mainlg ships, boats, electrical equipment and

machineries, clothing, woods, footwear, furnituypigstic and organic chemicals as well as

items of iron and steel (Table 1). The above-meetibthirteen products represented more



than 70 per cent of the total export to the EU ratekin the last eighth years, Croatia has
been exporting to the EU market primary goods aesburce-intensive goods, which
represented about a half of the total export, leshhology based products (about 37%),
middle technology products (about 12 %), while hgghality products of high technology
participated with hardly 3.5%.

Table 1: The main Croatian products exported td&demarket, 1995-2003

Share in percent

Products 1995- | 2000- | Change
1999 2003 in %
89 | Ships, boats and floating structures 10,3 14,1 37,0
85 | Electrical machinery and equipment 7,3 8,6 17,8
61 | Apparel and clothing , knitted or crocheted 3,4 53 56,1
62 | Apparel and clothing, not knitted or crocheted 9,5 6,5 -32,0
44 | Wood and articles of wood 50 51 0,2
84 | Boilers, machinery and mech. Appliances 4,0 51 27,3
64 | Footwear, gaiters and the like 4,8 3,6 -24.9
27 | Mineral fuels, oils and products 8,3 8,7 4,5
94 | Furniture; lamps and lighting fittings 2,9 3,2 7,6
39 | Plastics and plastic products 6,3 3,7 -40.4
73 | Iltems of iron or steel 2,2 2,4 7,4
29 | Organic chemicals 2,3 29 25,2
76 | Aluminum and items thereof 1,9 2,2 18,1
TOTAL 68,3 71,4 4.4

Source: Croatian Bureau of Statistics, Zagreb

The Croatian import specialization considering El¢ market is particularly strong in the
following products: automobiles, electronic equipineand machineries, ships, plastic
products, pharmaceutical products, paper, minduakf instruments, furniture and iron and

steel (table 2). The import is more technologynstee than export.



Table 2: The main Croatian products imported fromEU market, 1995-2003

Products 1995- | 2000-
1999 | 2003 | change
87 Vehicles other than railway or tramway 8,8 12,1 37,6
84 Boilers, machinery and mech. Appliances 12,0 12,7 5,9
85 Electrical machinery and equipment 6,7 8,2 21,3
89 Ships, boats and floating structures 2,6 3,4 30,7
39 Plastics and plastic products 3,3 3,7 12,7
73 | Articles of iron or steel 2,4 2,7 14,3
30 Pharmaceutical products 1,9 2,5 30,9
48 Paper and paperboard 3,0 2,9 -4,0
27 Mineral fuels, oils and products 9,8 10,6 7,2
a0 Instruments and apparatus 2,2 2,1 -7,7
94 Furniture; lamps and lighting fittings 1,8 2,0 13,5
72 Iron and steel 2,3 2,4 55
TOTAL 56,9 65,3 14,7

Source: Croatian Bureau of Statistics, Zagreb

During the period under research only two producbugs, paper and instruments,
experienced a decline in the import share whileitfygort of other main products increased.
If we compare the export and import structure prese through the main products, seven of
them are on both sides, which shows a relativadi Bimilarity of trade flows. However, this

very high level of data aggregation excludes amper scientific discussion on |IT.

4.3. Pattern of trade between Croatia and the EU

According to economic theory, the extent of IITtypically much higher across categories of
manufactured goods than it is across non-manufttgoods, and it is the highest for some
more sophisticated manufactured products such &smicals, machinery, transport
equipment, electrical equipment and electronicE@D, 2002) Croatia has exported some of
the above-mentioned products but the analysiseataiver level of data aggregation shows
that those exported products are semi-producteveiguality goods and at 2-digital level of
Combined Nomenclature. The Croatian model of tnadk the EU-15 has been exclusively

inter-industry one in the last ten years.



Figure 2: The GL index between Croatia and the BU1D94-2003.
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The data presented by Figure 2 show both un-wedgétel weighted GL indexes but both of
them emphasize the worst position of Croatian l@ssirsector in the exchange with the EU. If
we calculate the weighted GL index, Croatia hadar pntra-industry trade with the EU in
1994, but, in 2003, the GL was only 22.4 per c&he un-weighted GL index showed that the
Croatian trade pattern was an inter-industry ongnduthe whole period, the GL index
decreased from 36.2 per cent to 27.4 per cent. @ongpthe level of IIT between the EU and
some other transition countries, Croatia had theetd GL index among them, it was

sometimes twice lower (Czech Republic), Figure 3.

Figure 3: The GL index of some transition countifethe exchange with the EU, 1992-2002.
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The IIT level of the above-chosen transition costranges from below 20 % of Estonia
(1993) to 79% of the Czech Republic (2001). As Feg8 shows, the countries that are at a
higher level of development (Slovenia, Czech Repyubbr have strong FDI inflows
(Hungary, Poland) experienced a higher GL indexigethe European Agreements and their
GL indexes were also increasing after some stroagproach to the EU. We can conclude
that the trade between the EU countries and tiansines is relatively IIT (high level of IIT)
for all the CEECs countries but studies also shioat tertical [IT accounts for 80 to 90

percents of the total IIT (Gabrish, Segnana, 2002)

These findings are consistent with the economiorthand determinants of IIT, there is a
strong correlation between the share of IIT and stegye of economic development of a
country as well as between the intensity of traelations and trade orientation. Despite
economic theory, Bulgaria recorded a decreasingvhiife Romania slightly increased it. It is
important to stress that the GL index for Croata@sviower than for Romania and Bulgaria in
2002.

During the last ten years, Croatia has develop&dofily in five products: oil seeds and
oleaginous fruits; miscellaneous grains, seeddraiitgindustrial or medical plants; straw and
fodder (12); tobacco and manufactured tobacco sutest (24); other vegetable textile fibers;
paper yarn and woven fabrics of paper yarn (53gcispp woven fabrics; tufted textile
products; lace; tapestries; trimmings; embroidend durniture; medical and surgical
furniture; bedding, mattresses, mattress suppoushions and similar stuffed furnishings;
lamps and lighting fittings, not elsewhere spedifilluminated signs, illuminated name-
plates and the like; prefabricated buildings (9).of these products are resource and labor
intensive goods, homogeneous products manufactatrquerfect competitive markets and
their most important feature refers to their prioe.2003, apart from the above-mentioned
products, the GL index higher than 50 per cent m@&ed in other twelve products but only
(94) special woven fabrics; tufted textile produtdse; tapestries; trimmings; embroidery and
furniture; medical and surgical furniture; beddinggttresses, mattress supports, cushions and
similar stuffed furnishings; lamps and lightingtifigs, not elsewhere specified; illuminated
signs, illuminated name-plates and the like; pretalbed buildings are on the list of the most

important Croatian trade products, Table 3.



Table 3: The trade pattern between Croatia an&théy products, in 1994 and 2003
Year 1994 2003

01;02:09:16; 2021, 27,28, 29:30: 36;
39:41:42:43 47 48:54. 5559 51:53;
Interindustry 03;14;17:31;32:40;49; [4;65,68;69; 70,7172 73,76,79:.85;
trade 576571 91,9596, 97

01;02:09:10:16 20 ,21;
2728:29:30:35;39: 41;
424347 48:54 55:56;
5860635468 69:70;
Intra-industry F27 37476798591,
trade 9596597 03;10:14:17;31;32;40;49:585:57:74.

04:05:06:07:08:11:13,15;18;19 22:25,26:258;
Inter-industry 33:34:35 37,38 44 45; 465051 52606268, 67 . 75:78,80:3

trade 1:82;83;84,85;87;88;89:90:92.93.
Intra-industry
trade 12,24:63:58:54

Source: Own calculation based on the data provigetthe Croatian Bureau of Statistics,

Zagreb; For product’s name, see Appendix 1

In comparison with other transition countries, Giadas a lower level of IIT with the EU
and the trade in the main import and export pragligcprimarily inter-industry, so this is the
main reason why Croatia has the GL index lower tBalgaria and Romania. The next
important and diverse characteristic, valid only @roatia, is a very strong and dominant
vertical 1IT. However, the only product where therirontal IIT and GL higher than 50 per
cent was noticed included special woven fabricftetutextile products; lace; tapestries;
trimmings; embroidery and furniture; medical andgsal furniture; bedding, mattresses,
mattress supports, cushions and similar stuffedighings; lamps and lighting fittings, not
elsewhere specified; illuminated signs, illuminatamne-plates and the like; prefabricated
buildings (94), according to own calculations. Te&tive unit value outside the range was
also evidenced in (09) coffee, tea, mate and spi@® mineral fuels, mineral oils and
products of their distillation; bituminous substascmineral waxes and (95) toys, games and
sports requisites; parts and accessories therebfhéir GL indexes were reduced in 2003 and
they experienced inter-industry trade. We can aaielthat about 97 per cent of the trade

reveals vertical IIT, which is significantly hightttan in other transition countries.



4.4. Evaluation of the impact of integration on the ex¢nt of IIT

At the beginning of the 1990s, the calculated Gdeifor the Croatia-EU trade was 87.1 per
cent or Croatia recorded IIT with fourteen Europeauntries (four of them were not the EU
members at that time). The GL index is here catedl@n the total export and import data
and this is the reason why it has a much higharevtian the previously-mentioned one. The
higher IIT extent was recorded with Slovenia (93.Baly (93.2), Germany (91.5), the
Netherlands (86.9), and France (86.3), while theeki IIT was experienced with Austria
(60.5). The trade with other small EU countriedases from Croatia was inter-industry and
the same was with some Eastern European couniésh did not have a strong relationship
with the EU in this period.

In the middle of the 1990s, Croatia had a very pamationship with the EU and IIT

decreased from 87.1 per cent to 61.4 in that peridte same trends were evidenced
bilaterally, 1IT declined with all the EU memberscept Portugal and non-EU members
except Estonia, Latvia and Malta. In July 1999, &fie stipulated SAA and a better
relationship with the EU had an impact on the IThe positive growth rate of GL index was
recorded with eleven European countries. Accordmghe below presented data, a strong

approach to the EU resulted in the changes of detrg trends of [IT (Appendix 2).

Table 4: Croatian trade pattern with the EU betord after SAA

Before After

Intra-industry trade Austria, Belgium, Cyprus, | Austria, Greece, Ireland,
France, Greece, Ireland, Italyltaly, Lithuania, Germany,
Latvia, Hungary, Portugal, Slovenia, Sweden

Netherlands, Germany,
Poland, Portugal, Spain,
Sweden, United Kingdom

Inter-industry trade Czech, Denmark, Estonia,| Belgium, Czech, Denmark,
Finland, Lithuania, Estonia, Finland, France,
Luxemburg, Malta, Slovakia| Latvia, Luxemburg, Hungary
Malta, Netherlands, Poland,
Slovakia, Spain, United
Kingdom

Source: Appendix 2

As data in Table 4 shows, Croatia had intensivenwith Austria, Denmark, Finland, Ireland,

Italy, Luxemburg, Spain and Sweden as well as \Estonia, Lithuania and Hungary. Our



comparison of the level of lIT in recent years @molse at the beginning of the 1990s shows
that the Croatian pattern of trade has strongiynbeeriented from IIT to inter-industry trade,

whereas only with some transition countries Crolasis improved the trade pattern.

We can also analyze the effects of economic integraon the experience of the EU
countries. The EU has grown with successive wavegcession. Denmark, Ireland and the
United Kingdom joined in 1973 to be followed by &ce in 1981, Spain and Portugal in
1986, and Austria, Finland and Sweden in 1995. [ABeenlargement in 2004 included the
ten new countries, such as: Cyprus, the Czech Rep#stonia, Hungary, Latvia, Lithuania,
Malta, Poland, Slovakia and Slovenia. Bulgaria Rainania have yet expected to follow in

2007. Croatia and Turkey would be beginning theanthership negotiations in 2005.

The trade between the EU Member States was expgaddiing the 1990s, the increase being
particularly pronounced for Finland and Swedenclelhg their accession to the EU. At the
same time, there was an even stronger increaseitrdde of all Member States, especially
Ireland, with countries outside the Union. Thisleefs two factors: first, the continued

process of globalization and the further reductaintrade barriers in the context of the
Uruguay round; secondly, the higher rate of growthmarkets in the rest of the world,

especially the USA, than in the EU.

The effects of economic integration can also ba $edhe changing pattern of trade, which
tends to become more similar between countrieheg lbecome more interdependent. The
evidence on trade flows indicates that the extéiTois high for all the EU Member States
and has trends of increasing. This index, calcdldte the EU12 countries' intra-EU trade
from 1988 to 1998, shows that Greece, Ireland artuBal still have a considerably lower
degree of IIT than all other countries, which ig@estive of the existence of a 'development
gap' regarding their productive structure. In Pgatu however, IIT has increased
significantly, even though the index is still lowtan for all other countries except Greece.
For most other countries, the index has increasih the biggest increase having taken place
for Spain, which has now a higher level than marlgeo Member States (European
Commision, 2001)



Table 5: Countries with a high and an increasifgdiring the 1990s

Country 1989-91 1992-95 1996-2000 change
Czech Republic| n.a 66,3 77,4 11,1
Slovak Republic| n.a 69,8 76,0 6,2
Mexico 62,5 74,4 73,4 10,9
Hungary 54,9 64,3 72,1 17,2
Germany 67,1 72,0 72,0 5,0
United States 65,5 65,5 68,5 5,0
Poland 56,4 61,7 62,6 6,2
Portugal 52,4 56,3 61,3 8,9

Source: OECD, 2002

As Table 5 shows, among the countries with thedriginowth rate of IIT over the 1990s, are
four Eastern European transition economies, theclCZRepublic, Hungary, Poland and
Slovakia and their negotiations with the EU wereemsive during this period. The above-
mentioned trends could be explained partly by Fw$ because those states were
characterized by a high amount of FDI over the $9%specially with some particular

European countries but partly by trade policy, kigiberalization and integration process.
4.5. Croatia before and after SAA

The EU signed The Stabilization and Association eggnent (SAA) with Croatia on 29
October 2001. Croatia applied for the EU memberghipebruary 2003. In April 2004, the
European Commission issued a positive opinion §'®an this application and recommended
the opening of accession negotiations. This recentiation was pointed out by June 2004
when the European Council decided that Croatia wasandidate country and that the
accession process should have been launched. lanibes 2004, the European Council
requested the Council to agree on a negotiatingdvreork with a view to opening the
accession negotiations with Croatia o’ March 2005 but the foreign ministers of the EU
postponed imminent talks on Croatia's EU entry.aAesult of a relatively weak two-way
trade between Croatia and the EU, the trade balah&&roatia remained highly negative.
Croatia, with 25.526 million € of GDP and nearlY@0 € per capita, which presented only



44% of the EU average, is a small country and theelbpment gap between Croatia and the

EU is very high.

Integration has a positive impact on improving antndustry trade between partners but in
case of Croatia it was not to happen. Before SA¥, Croatian trade pattern was intra-
industry because it has a two-way trade with sixtsguntries and, only with some small and
far European countries, the trade was one wayerAfdme stronger approaching to the EU,
the number of countries with which Croatia hadraertindustry trade increased from eight to
sixteen. In recent years, Croatia has had a waddapping only with Austria, Italy, Ireland,

Germany, and Sweden (developed European countaied)also with Greece, Portugal,

Lithuania and Slovenia.

If we consider the level of IIT as an indicatortbé level of industrial advancement, the data
clearly suggest that Croatia does not have higtilsaaced industrial bases and there is a very
considerable loss of competitiveness (GL indexlie®n decreasing). As we know, according
to Economic Theory, the adjustment based on spegi@n within the same industry may be
less costly than the adjustment to inter-industigdé which implies a new industrial
investment and labor reallocations. If IIT is largeough, the labor mobility will be less
required. The cost of being unemployed is highefeurthe inter-industry adjustment because
workers accumulate human capital which is not fbetebetween different sectors and
structural unemployment will be high. When a seetith high IIT contracts, workers are
forced to move to the expanding exportable-produserctor, but they move between firms in

the same sector, with lower adjustment costs (lyoaatl Douglas, 2002).

We can conclude that the development differencerdsrt Croatia and the EU is high and this
country has not kept up the pace with the othesition economies. Due to a weak economic
performance of business sector, the liberalizatiaal a negative effect on the level of
competitiveness and the level of IIT which recordedlecreasing trend. After a stronger
approach to the EU, the Croatian trade pattern svatched from intra-industry (51.1) to

inter-industry. Among the analyzed transition coi@st Croatia has suffered the highest

reduction of GL index.



5. Conclusion

The Republic of Croatia, as a small country, shdwdde its development on an outward
orientation and a stronger inclusion in the wortanenercial trends, which emphasizes the
need of a high competitive economy. According ® law level of development and the
market orientation to the EU market, we also exmedow intensity of IIT. The initial
liberalization wave at the beginning of the 199@wr¢ased IIT. As the research has stated, a
very high level of IIT was recorded with SlovenRgland, Germany, Italy, the Netherlands
and France; the medium one with Austria, Belgiureland, Hungary, Greece, the United
Kingdom and Portugal while a very low with LithuaniThe absence of technical and
financial aid from the European Union, low interast foreign investors, low-quality
privatization, and non- stimulating macroeconomaliqy, namely undefined commercial
policy, resulted in the IIT decline. In the secarhlyzed period, 1994-1999, a high level of
[IT was only recorded with Poland and Slovenia, iiedium level one with Cyprus, Greece,
Ireland, Italy, Latvia, Germany and Portugal whaldow level one was noted with Austria,

Belgium, Malta, the Netherlands and the United iKiog.

In June 1999, Croatia stipulated SAA but the steorigtegration with the EU does not have
not positive effects on IIT. In the period aftelOP) Croatia had a high level of IIT only with
Italy; the medium extent was seen with Greece ealdnd, Lithuania and Slovenia, while the
low one was recorded with Austria, Cyprus, Germamg Portugal. Despite economic
literature and research results on the transittmmemies, the Case of Croatia shows that the
integration process may have a negative impacti©nvhen the country has a low level of
competitiveness which causes a high adjustmens.cobe pattern of production and trade
that emerges after opening the Croatian economassdnven only by factor endowments and
not by the economies of scale. This increase ther-industry trade and because of the
relatively significant difference in factor pricethe volume of inter-industry trade was
increased. Croatian companies are not specializgatdducing different products and they
cannot exchange similar manufactured goods withgispecialized in different varieties of
similar products. Integration has stimulated angriomed the level of IIT if the difference
between member countries and additional membestisoo high and if there are strong FDI
inflows, which was not in Croatian case due totnreddy significant difference in factors
prices. In the absence of FDI and improvementsompetitiveness, the integration always

turns the trade pattern from intra into inter-iniys
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Appendix 1:

(01) LIVE ANIMALS; (02) MEAT AND EDIBLE MEAT OFFAL; (03) FISH AND CRUSTACEANS, MOLLUSCS AND OTHER
AQUATIC INVERTEBRATES; (04) DAIRY PRODUCE; BIRDS' &GS; NATURAL HONEY; EDIBLE PRODUCTS OF ANIMAL
ORIGIN, NOT ELSEWHERE SPECIFIED OR INCLUDED; (0O5RPDUCTS OF ANIMAL ORIGIN NOT ELSEWHERE SPECIFIED
OR INCLUDED; (06) LIVE TREES AND OTHER PLANTS; BULB, ROOTS AND THE LIKE; CUT FLOWERS AND ORNAMENTAL
FOLIAGE; (07) EDIBLE VEGETABLES AND CERTAIN ROOTS WD TUBERS; (08) EDIBLE FRUIT AND NUTS; PEEL OF CITFRS
FRUITS OR MELONS; (09) COFFEE, TEA, MATE AND SPICER0) CEREALS; (11) PRODUCTS OF THE MILLING INDURY;
MALT; STARCHES; INULIN; WHEAT GLUTEN; (12) OIL SEES AND OLEAGINOUS FRUITS; MISCELLANEOUS GRAINS,
SEEDS AND FRUIT; INDUSTRIAL OR MEDICAL PLANTS; STRW AND FODDER; (13) LACS; GUMS, RESINS AND OTHER
VEGETABLE SAPS AND EXTRACTS; (14) VEGETABLE PLAITIS MATERIALS; VEGETABLE PRODUCTS NOT ELSEWHERE
SPECIFIED OR INCLUDED (15) ANIMAL OR VEGETABLE FATAND OILS AND THEIR CLEAVAGE PRODUCTS; PREPARED
EDIBLE FATS; ANIMAL OR VEGETABLE WAXES; (16) PREPARTIONS OF MEAT, FISH OR CRUSTACEANS, MOLLUSCS OR
OTHER AQUATIC INVERTEBRATES; (17) SUGARS AND SUGARCONFECTIONERY; (18) COCOA AND COCOA
PREPARATIONS; (19) PREPARATIONS OF CEREALS, FLOUBTARCH OR MILK; PASTRYCOOKS' PRODUCTS; (20)
PREPARATIONS OF VEGETABLES, FRUIT, NUTS OR OTHER RAS OF PLANTS; (21) MISCELLANEOUS EDIBLE
PREPARATIONS; (22) BEVERAGES, SPIRITS AND VINEGARZ3) RESIDUES AND WASTE FROM THE FOOD INDUSTRIES;
PREPARED ANIMAL FODDER; (24) TOBACCO AND MANUFACTURD TOBACCO SUBSTITUTES; (25) SALT; SULPHUR;
EARTHS AND STONE; PLASTERING MATERIAL, LIME AND CEMNENT; (26) ORES, SLAG AND ASH; (27) MINERAL FUELS,
MINERAL OILS AND PRODUCTS OF THEIR DISTILLATION; BTUMINOUS SUBSTANCES; MINERAL WAXES; (28)
INORGANIC CHEMICALS: ORGANIC OR INORGANIC COMPOUND®F PRECIOUS METALS, OF RARE-EARTH METALS, OF
RADIOACTIVE ELEMENTS OR OF ISOTOPES; (29) ORGANICHEMICALS; (30) PHARMACEUTICAL PRODUCTS; (31)
FERTILIZERS; (32) TANNING OR DYEING EXTRACTS; TANNNS AND THEIR DERIVATIVES; DYES, PIGMENTS AND OTHER
COLOURING MATTER; PAINTS AND VARNISHES; PUTTY AND OHER MASTICS; INKS; (33) ESSENTIAL OILS AND
RESINOIDS; PERFUMERY, COSMETIC OR TOILET PREPARATS; (34) SOAPS, ORGANIC SURFACE-ACTIVE AGENTS,
WASHING PREPARATIONS, LUBRICATING PREPARATIONS, ARFICIAL WAXES, PREPARED WAXES, SHOE POLISH,
SCOURING POWDER AND THE LIKE, CANDLES AND SIMILAR RODUCTS, MODELLING PASTES, DENTAL WAX AND
PLASTER-BASED DENTAL PREPARATIONS; (35) ALBUMINOUSUBSTANCES; MODIFIED STARCHES; GLUES; ENZYMES;
(36) EXPLOSIVES; PYROTECHNIC PRODUCTS; MATCHES; PYRHORIC ALLOYS; COMBUSTIBLE MATERIALS; (37)
PHOTOGRAPHIC OR CINEMATOGRAPHIC PRODUCTS; (38) MISCLANEOUS CHEMICAL PRODUCTS; (39) PLASTICS AND
PLASTIC PRODUCTS; (40) RUBBER AND ARTICLES THEREOK1) HIDES AND SKINS (OTHER THAN FURSKINS) AND
LEATHER; (42) ARTICLES OF LEATHER; SADDLERY AND HARESS; TRAVEL GOODS, HANDBAGS AND SIMILAR
CONTAINERS; ARTICLES OF ANIMAL GUT (OTHER THAN SILKWORM GUT); (43) FURSKINS AND ARTIFICIAL FUR;



ARTICLES THEREOF; (44) WOOD AND ARTICLES OF WOOD; @0D CHARCOAL; (45) CORK AND ARTICLES OF CORK; (46)
WICKERWORK AND BASKETWORK; (47) PULP OF WOOD OR OBTHER FIBROUS CELLULOSIC MATERIAL; WASTE AND
SCRAP OF PAPER OR PAPERBOARD; (48) PAPER AND PAPERRRD; ARTICLES OF PAPER PULP, PAPER OR PAPERBOARD;
(49) BOOKS, NEWSPAPERS, PICTURES AND OTHER PRODUCTH THE PRINTING INDUSTRY; MANUSCRIPTS,
TYPESCRIPTS AND PLANS; (50) SILK; (51) WOOL, FINEND COARSE ANIMAL HAIR; YARN AND FABRICS OF HORSEHAR;
(52) COTTON; (53) OTHER VEGETABLE TEXTILE FIBRESAPER YARN AND WOVEN FABRICS OF PAPER YARN; (54) MAN
MADE FILAMENTS; (55) MAN-MADE STAPLE FIBRES; (56) VADDING, FELT AND NONWOVENS; SPECIAL YARNS; TWINE,
CORDAGE, ROPE AND CABLE AND ARTICLES THEREOF; (51ARPETS AND OTHER TEXTILE FLOOR COVERINGS; (58)
SPECIAL WOVEN FABRICS; TUFTED TEXTILE PRODUCTS; LAE TAPESTRIES; TRIMMINGS; EMBROIDERY; (59)
IMPREGNATED, COATED, COVERED OR LAMINATED TEXTILE RBRICS; ARTICLES FOR TECHNICAL USE, OF TEXTILE
MATERIALS; (60) KNITTED OR CROCHETED FABRICS; (61ARTICLES OF APPAREL AND CLOTHING ACCESSORIES,
KNITTED OR CROCHETED; (62) ARTICLES OF APPAREL ANDLOTHING ACCESSORIES, NOT KNITTED OR CROCHETED;
(63) OTHER MADE UP TEXTILE ARTICLES; SETS; WORN CLKMING AND WORN TEXTILE ARTICLES; RAGS; (64)
FOOTWEAR, GAITERS AND THE LIKE; PARTS OF SUCH ARTLES; (65) HEADGEAR AND PARTS THEREOF; (66)
UMBRELLAS, SUN UMBRELLAS, WALKING-STICKS, SEAT-STIGS, WHIPS, RIDING-CROPS AND PARTS THEREOF; (67)
PREPARED FEATHERS AND DOWN AND ARTICLES MADE OF FEAERS OR OF DOWN; ARTIFICIAL FLOWERS; ARTICLES
OF HUMAN HAIR; (68) ARTICLES OF STONE, PLASTER, CHENT, ASBESTOS, MICA OR SIMILAR MATERIALS; (69)
CERAMIC PRODUCTS; (70) GLASS AND GLASSWARE; (71) NARAL OR CULTURED PEARLS, PRECIOUS OR SEMI-
PRECIOUS STONES, PRECIOUS METALS, METALS CLAD WITPRECIOUS METAL, AND ARTICLES THEREOF; IMITATION
JEWELLERY; COIN; (72) IRON AND STEEL,; (73) ARTICLESF IRON OR STEEL; (74) COPPER AND ARTICLES THEREQF>)
NICKEL AND ARTICLES THEREOF; (76) ALUMINIUM AND ARTICLES THEREOF; (78) LEAD AND ARTICLES THEREOF; (79)
ZINC AND ARTICLES THEREOF; (80) TIN AND ARTICLES THREOF; (81) OTHER BASE METALS; CERMETS; ARTICLES
THEREOF; (82) TOOLS, IMPLEMENTS, CUTLERY, SPOONS BNFORKS, OF BASE METAL; PARTS THEREOF OF BASE
METAL,; (83) MISCELLANEOUS ARTICLES OF BASE METAL; §4) NUCLEAR REACTORS, BOILERS, MACHINERY AND
MECHANICAL APPLIANCES; PARTS THEREOF; (85) ELECTRAL MACHINERY AND EQUIPMENT AND PARTS THEREOF;
SOUND RECORDERS AND REPRODUCERS, TELEVISION IMAGENE SOUND RECORDERS AND REPRODUCERS, AND
PARTS AND ACCESSORIES OF SUCH ARTICLES; (86) RAILWAOR TRAMWAY LOCOMOTIVES, ROLLING-STOCK AND
PARTS THEREOF; RAILWAY OR TRAMWAY TRACK FIXTURES A® FITTINGS AND PARTS THEREOF; MECHANICAL,
INCLUDING ELECTRO-MECHANICAL, TRAFFIC SIGNALLING EQUIPMENT OF ALL KINDS; (87) VEHICLES OTHER THAN
RAILWAY OR TRAMWAY ROLLING-STOCK, AND PARTS AND ACCESSORIES THEREOF; (88) AIRCRAFT, SPACECRAFT,
AND PARTS THEREOF; (89) SHIPS, BOATS AND FLOATING TRUCTURES; (90) OPTICAL, PHOTOGRAPHIC,
CINEMATOGRAPHIC, MEASURING, CHECKING, PRECISION, MECAL OR SURGICAL INSTRUMENTS AND APPARATUS;
PARTS AND ACCESSORIES THEREOF; (91) CLOCKS AND WAHRES AND PARTS THEREOF; (92) MUSICAL INSTRUMENTS;
PARTS AND ACCESSORIES FOR SUCH ARTICLES; (93) ARMSID AMMUNITION; PARTS AND ACCESSORIES THEREOF;
(94) FURNITURE; MEDICAL AND SURGICAL FURNITURE; BEDING, MATTRESSES, MATTRESS SUPPORTS, CUSHIONS
AND SIMILAR STUFFED FURNISHINGS; LAMPS AND LIGHTINGFITTINGS, NOT ELSEWHERE SPECIFIED; ILLUMINATED
SIGNS, ILLUMINATED NAME-PLATES AND THE LIKE; PREFABRICATED BUILDINGS; (95) TOYS, GAMES AND SPORTS
REQUISITES; PARTS AND ACCESSORIES THEREOF; (96) @ELLANEOUS MANUFACTURED ARTICLES; (97) WORKS OF
ART, COLLECTORS' PIECES AND ANTIQUES; (98) COMPONEN OF COMPLETE INDUSTRIAL PLANTS OF CHAPTER 63:
POWER PRODUCTION, INCL. PRODUCTION AND DISTRIBUTIORF STEAM AND HOT WATER; (99) OTHER PRODUCTS



Appendix 2: GL index for Croatia and EU-25, 19930

Change change

Country 1992-95 1996-1999 2000-2003 1999/95 2003/1999
Austria 60,5 55,3 66,6 -8,5 20,3
Belgium 75,7 52,8 47,9 -30,3 -9,2
Cyprus 49,7 64,3 53,1 29,3 -17,5
Czech Rep 46,6 34,7 26,4 -25,5 -23,9
Denmark 42,0 17,2 24,8 -59,2 44,3
Estonia 19,8 34,2 49,8 72,6 45,6
Finland 43,7 10,8 22,5 -75,4 108,8
France 86,3 46,5 46,4 -46,1 -0,4
Greece 76,3 71,1 62,8 -6,8 -11,7
Ireland 78,2 72,6 79,5 -7,2 9,6
Italy 93,2 76,4 83,9 -18,1 9,8
Lithuania 17,7 71 37,2 -60,0 424,3
Latvia 53,6 79,1 73,0 47,5 -7,8
Luxemburg 31,5 7,1 30,9 -77,5 336,4
Hungary 70,8 38,8 40,9 -45,2 5,6
Malta 17,6 53,5 28,0 204,4 -47,7

Netherlands 86,9 52,7 40,9 -394 -22,3
Germany 91,5 63,7 57,0 -30,4 -10,6
Poland 91,8 84,4 29,5 -8,0 -65,1
Portugal 68,7 74,2 50,7 8,0 -31,6
Slovakia 46,5 44,3 34,3 -4,9 -22,5
Slovenia 93,3 82,2 73,9 -11,9 -10,1
Spain 68,5 25,0 36,1 -63,5 44,4
Sweden 42,6 25,4 39,5 -40,4 55,3
U Kingdom 65,1 54,4 47,5 -16,4 -12,7
EU-12/EU-15 87,1 61,8 64,0 -29,1 3,6

Source: own calculation based on data of Croatiare®u of Statistics



