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completemonetaryunion”byfocusingontheEMUagendaoftheEUandevaluatingfuturechallenges.
Inlightoffindings,somepolicyimplicationsaredrawn.
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TheimplementationofamonetaryunioninEurope,totakefulladvantageoftheSingleMarket’spotential
benefits,hasnothithertodeliveredtheexpectedresults.Onthecontrary,theeuroareahasbeenafflicted
bymany troubles, includinganemicgrowth,unemployment,and inequality.Manyblame theeuro’s
defectivedesign,andespeciallyitsincapacitytopromoteeconomicconvergenceandprovideadjustment
andstabilizationmechanisms.Othersblamefiscalindisciplinebysomeofitsmembers.Thelatterview
prevailedwhenshapingtheausteritypoliciesimposedonthecountriesmoreaffectedbythefinancialand
sovereigndebtcrises,intensifyinganeconomicrecessionwithdramaticsocialconsequences.Asaresult,
citizens’distrustintheEuropeanUnion’sinstitutionsgrew,alongwithsupportfornationalisticpolitical
forcesopposingtheEuropeanintegrationproject.Thischapterassessesoneofthemaindeficienciesof
theeuro’sgovernancemodel–lackofautomaticstabilization–anddiscussesproposalstoovercomeit.
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OnJune23,2016,a referendumtookplace in theUKwith51.89%ofvotersvoting infavorof the
UK’sexitfromtheEU.OnMarch29,2017,BritishPrimeMinisterTheresaMayformallynotifiedthe
EuropeanCounciloftheintentionoftheUKtoleavetheEUinaccordancewithArticle50oftheEU
Treaty.Withthisdeclarationofwithdrawal,aperiodoftwoyearscontractuallystipulatedunderArticle
50oftheEUTreatyfortheUKandtheotherEU-27stateshasbeguntonegotiateanagreementonthe
detailsofwithdrawal.Butitwasclearthenegotiationprocesswouldbedifficultbecauseitisexpected
theUKleavingtheEUwillhavenegativeeffectsonboth.ThepostponementoftheperiodofBrexit,
whichshouldhavebeenofficiallyrealizedonMarch29,2019,indicatesthatbothpartieswanttoavoid
theunintentionalBrexit.ThischapterdetailstheBrexitprocess.ThepossibleeffectsofBrexitonboth
sidesareinvestigatedanddifferentexpectationsofthepartiesfromtheBrexitprocessareexplained.

Chapter 11
InstitutionsforWageDeterminationintheEUandTurkey:AComparativePerspective.................. 188

Gürdal Aslan, Izmir Katip Çelebi University, Turkey

Thisstudyprovidesinformationonwagefloordetermininginstitutions,thestatutoryminimumwages,and
collectivebargainingagreements,intheEUcountriestoexaminedifferencesandcommonalitiesofthese
institutionsbetweentheEUcountriesandTurkey.Theinteractionbetweentheseinstitutionsandthelabor
marketperformanceoftheEUMemberStatesandTurkeyisalsoinvestigated.Therefore,theminimum
wagelevelsand thecollectivebargainingcoveragewith the labormarket indicators,namely thewage
inequalitymeasuredwithD1/D9ratioandtheincidenceoflow-wageworkers,arecompared.Findings
indicatethatthewageinequalityandtheincidenceoflow-wageworkersarerelativelylowerinthecountries
withcomprehensivecollectivebargainingsystemscharacterizedbyhighratesofcollectivebargaining
coverageanduniondensity.Turkeyisoneofthecountrieswiththehighestwageinequalitycomparedtothe
EUcountries.Improvingthecoveragerateofcollectivebargainingmighthelptoreducewageinequality.
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Macroeconomicindicatorsareusedtoevaluatethecurrentperformanceandforecastthefuturestate
oftheeconomy.Withinthescopeofthechapter;macroeconomicindicatorssuchasGDPpercapita,
unemployment,inflation,realinterestrates,andgrowthratesconstitutethecriteriaofMulti-Criteria
DecisionMaking(MCDM)model.TheEuropeanUnion(EU)countriesandTurkeyarethealternatives
oftheMCDMproblem.BestWorstMethod(BWM)isanMCDMmethoddevelopedbyJafarRezaeiin
2015.Inthismethod,thedecision-makeridentifiesonlythebestandworstcriteriaandcomparesthem
withtheremainingcriteria.Inthischapter,themacroeconomicindicatorsofTurkeyandEUcountries
analyzedbyBWM.Asaresultofthestudy,Luxembourgranksfirst,Denmarksecond,andSwedenthird.
ThelastthreecountriesarePortugal,Croatia,andGreece.Turkeyranks24th.
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Taxeshavethemostsignificantshareamongtheusualincomesourcesofstates.Taxes,themostimportant
partofpublicrevenues,areconsideredasaburdenontaxpayersandthereforethisleadstaxpayersto
trysometaxbaseerosivepracticestominimizethetaxburden.Thissituationnecessitatedstatestotake
taxsecuritymeasurestopreventrevenuelosses.Taxsecuritymeasuresaretheinstitutionsestablished
topreventtaxbaseerosionprimarilythroughtaxpayers’declarationinfairmannerbyalsoincludingthe
autocontrolmechanism.Therefore,itisinevitableforthestateswhichdonotwanttoloseandsufferdue
toanerosionintheirrevenuestoimplementsometaxsecuritymeasures.Inmanycountriestoday,various
taxsecuritymeasuresareimplemented.Thischapteranalyzesthetaxsecuritymethodsimplementedin
USA,Germany,andUK.
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HistoricalDevelopmentandRestructuringofCAPTowardsaSustainableAgriculture................... 231

Esin Candan Demirkol, Dokuz Eylul University, Turkey

ThischapteraddressesthechangesthroughtheyearsintheCommonAgriculturalPolicy(CAP),oneof
theoldestandmostestablishedpoliciesoftheEuropeanUnion,withintheframeworkofthesustainability
andenvironment,andevaluatestheimpactsofthischangewithintheTurkishagriculturalpolicies.The
chapterhasthreesections.TheintroductionoffersabackgroundknowledgeaboutCAP.Inthesecond
section, thereformprogressof theCAPisexaminedthroughtheyears.The thirdsectioncompares
economicdataonagricultureinTurkeyandtheEU.Resultsofthechapterhighlightrestructuringof
CAPtowardspoliciestowardssustainability.
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ThischapterresearcheswhethertheapplicationofEuropeanDirectiveMiFIDhadanysignificanteffects
ontheEuropeanCapitalMarketsandtheprogressoftheEuropeanIntegration.Thisnewregulation
specifiesthetasksandresponsibilitiesofthesupervisoryauthoritiesoftheMemberStateoforiginand
thehostMemberState,toenhancethecertaintyofeffectivenessofcrossbordertransactionssupervision
andtoreducetheriskofimposingunnecessarylegalreformsfromthehostMemberStateoninvestment
firmswhichperformcrossbordertransactions.Theauthorconcludes,amongothers,thatthealigningof
thenationalregulatoryapproachestoacommonEuropeanregulatorysystemisquitenecessary.MiFID
willcontributetoreduceproblemsatcountrylevelasthepreviousexperienceoftheInvestmentServices
Directive,wheretheEuropeaninvestmentsandeconomiesofMemberStateswerebasedmainlyonthe
levelof“country”andnotofthe“sector”.
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Thischapterexaminestherelationshipbetweenstockmarketindicesofthebiggestsixeconomiesofthe
EuropeanUnionandBIST100.Inthiscontext,thisstudyusedthedailytimeseriesregardingindices
ofDAXforGermany,CAC40forFrance,FTSEMIBforItaly,IBEX35forSpain,AEXforHolland,
FTSE100forUnitedKingdom,andBIST100forTurkeyfrom2014to2018.Totestwhetherthereisa
co-integrationrelationshipamongindices,Johansenco-integrationtestwasused.Sinceaco-integration
relationshipwasnotfoundbetweenseries,causalityrelationshipbetweentheEuropeanstockmarket
indicesandTurkeywastestedwithGrangercausalitytestbyestablishingstandardVARmodel.Asa
result,aunidirectionalGrangercausalityrelationshipwasfoundfromDAX,FTSE100,CAC40,IBEX
35,andAEXtoBIST100accordingtolaglength1and2.However,aunidirectionalGrangercausality
relationshipwasonlyfoundfromFTSEMIBtoBIST100forlaglength1.Forlaglength1and2,no
causalityrelationshipwasfoundfromBIST100totheselectedEuropeanstockmarketindices.
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Thereisevidencelocalfarmingsystemsandshortsupplychainshavemoreimpactonlocaleconomies
thanonlongsupplychainsandhavesignificantimpactsonsustaininglocalemploymentinruralareas.
Shortsupplychainsfocusonmeetingconsumerdemandsforlocalproductsinaguaranteedmanner,
strengthenlocaleconomies,improvecarbonfootprint,andcontributetofoodsafety,accesstonatural
andhealthynutrition,andsustainabilityofsmallproducersandtheirbusinesses.Inthisresearch,case
studyandinterviewmethodshavebeenappliedtoevaluateenvironmental,social,andeconomicrisks
forshortfoodsupplychain.Thischapterrevealsdecision-makingprocessthroughaccountinginamore
regular,consistent,andintegratedwaybyincludingenvironmentalandeconomicinformationwhich
aimstobalancehumanandenvironmentalneedswithintheframeworkoftheEuropeanUnionShort
FoodSupplyChainPolicy.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use





Chapter 18
InstitutionalConvergenceinEuropeanUnionMemberStates:TheEvoluationoftheInternational
AccountingandAuditingStandarts.................................................................................................... 288

Ayşenur Tarakcioğlu Altinay, Uşak University, Turkey

Economicglobalizationhasaffectedaccountingandauditingpractices,asithasmanyotherareas.Its
impactonaccountinghasemergedininternationalaccountingstandardsandindependentauditing.Thereis
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in1973tocreateacommonaccountingsystemforcompaniesaroundtheworld,andinternationally
acceptedaccountingstandardswereestablishedunderthenameofInternationalAccountingStandards
(IAS).Tousethesecommonaccountingpracticeseffectively,asofJan.1,2005,publiclytradedcompanies
intheEuropeanUnionhavebeenobligedtoapplytheconsolidatedfinancialstatementstothepublicin
accordancewiththeInternationalFinancialReportingStandards(IFRS)adoptedbytheEuropeanUnion.
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Alongwiththeirflexibleproductionstructuresandrapidadaptationtotechnologicalinnovationsinthe
worldeconomicrace,SMEsareamongtheprominentwheelsofboththeEUeconomyandthewhole
worldeconomy.Inthischapter,theimportanceandthesizeofSMEswhichcontributetoproduction
capacity,productiveinvestments,economicgrowth,andnationalincome,aswellasemploymentand
manyotherareas,areexplicatedusingthecurrentdata;hence,theEUfinancialsupportprogrammes
organizedregardingthefinancialproblemsofSMEsareintroduced.Inthisrespect,thesharesofthe
fundingprogrammesofferedtoSMEswithintheEUbudgetovertheperiodfrom2014to2020inthe
Union’sbudgetareassessed,andrecommendationsaremadefortheyears2021-2027.
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Thischapteranalyzesthedifferencesofdecision-makingprocessintheEUmembercountries,caused
bydifferencesinmaindimensionsofnationalcultureofeachofthem.Theinfluenceofdifferentcultural
dimensionsondecision-makingprocessisexplained.Thankstotheapplicationofqualitativeresearch
methodanddeductiveapproach,thereareconclusionsaboutspecificitiesofdecision-makingprocess,in
particularEUcountries.Usingtheinductiveapproach,contentanalysismethodandmethodofsynthesis,
theEUcountriesweregroupedregardingtothedecision-makingstylesthatarethemostappropriatein
eachofthem,basedonthecharacteristicsoftheculturalframeworkthatexistwithinthem.Obtainedresults
mayhelpmanagerstobetterunderstandtheirdecision-makerroleindifferentculturalenvironmentand
itwouldenablethemtoapplytheappropriatedecision-makingstyle,whichwouldincreasethequality
ofbusinessdecisionsthatarebeingmade.
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FactorsaffectingthesecurityoftheEuropeancontinentandtheEuropeanUnioncountriesareevaluated
frequently,buttheopinionsofthecitizensonthissubjectaregenerallyunderestimated.Thischapter
analyseschangesinsecurityandthreatperceptionsofthecitizensoftheUnion.Themostreliablesource
forthesetransformationsisEurobarometersurveys.Therefore,withinthescopeofthisstudy,theauthor
triestounderstandwhichsubjectsareconsideredasthreatsbythecitizensoftheUnion,whichissuesare
approachedasasecurityproblem,andhowtheseevaluationsaretakenintoconsiderationbytheUnion
decisionmakers.Oneofthemostimportantgoalsofthestudyistoanalysethehistoricalchangeand
transformationofthesecurityproblemsfacedbythecitizensineconomic,social,political,andcultural
termsandtoanalysetheperceptionofthecitizensoftheUnion.
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ProvidingtheenergysecurityofEuropeanUnionhasbecomeoneof themostsignificant issuesfor
Europeanpoliticiansandacademics,especiallyaftertheUkrainiancrisiswithRussia.Themostcritical
pointisthefactthatthereisnotacommonpolicyofEUcountriesconcerningenergysecurity.Individual
choices of member states have more influence on the energy supply. EU’s failure of developing a
commonpolicyforthesecurityofenergysupplyhasledtodisagreementaboutotherforeignpolicy
issues.DifferentreactionsamongEUmemberstatesaboutsanctionsagainstRussiaaftertheRussian
annexationofCrimeain2014hasbeenthemostrecentexample.Commonpolicyofenergysecurityis
thediversificationofresourcesandsuppliers.Accordingly,withtheirhydrocarbonresources,Azerbaijan
andCentralAsianstateshavebecomealternativesforEU.

Chapter 23
ResponsesoftheVisegradStatestotheMigrationCrisisandtheEuropeanIdentity........................ 381

Neriman Hocaoğlu Bahadır, Kırklareli University, Turkey

EuropeanidentityisanidentityconstructedeverydaywithinthelivesofEuropeans.Theemergenceof
thisidentitycanbetracedbacktothe1970swhenitwasfirstintroducedintheCopenhagenDeclaration
onEuropeanIdentity(1973).TheidentityhaschangedalotwitheachenlargementoftheEU.Ithas
enrichedandevolved.Butitsconstructionhasnotbeencompleted,asitisaprocesswithnoend.The
EUhasfacedmanycrisesandoneofthemthatchallengesidentityismigration.ItisatestfortheEU,
itsidentity,wayoflife,andvalues.ThischapteranalysesifmigrationisathreattoEUidentity,howit
becameachallenge,andhowtheactorsrespondtothischallenge.Tofindouthowitbecameachallenge
and how the actors, especially the Visegrad States’ political leaders, respond to this challenge, the
discoursesofpoliticalactorsareevaluated.
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Nowadays,theenvironmenthasbecomeaglobalphenomenon.Themainreasonforthisistheenvironmental
problems.Therefore,solvingtheseproblemsrequiresinternationalcooperation.Environmentalgovernance
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solutionstoenvironmentalproblems.TheEuropeanUnion’senvironmentalattitudeandregulationshave
national,regional,andinternationalimportance.ThischapterevaluatestheimportanceoftheEuropean
Unionforenvironmentalgovernancewithintheframeworkofenvironmentalactionprograms.Inthis
context,environmentalactionprogramswillbeexaminedintermsofenvironmentalgovernanceregarding
formalandinformalreports.
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TheEuropeanUnion(EU),UnitedStates(US),andChinaarethemainglobaldriversoftheinternational
tradesystem.However,tradewarsbetweenthemcreatetensionsintheworld.Astheworldisfacing
increasingneo-protectionisttradeapplicationsoftheTrumpadministration,thischapteranalyseswhether
agreaterconvergencebetweenChinaandtheEUispossibleforprotectingmultilateralismthroughtwo
casestudies,namely(1)marketconditionsanddiscrimination,(2)cybersecurity.Inthiscontext,the
chapterarguesthatalthoughtheUSpressurehasledtheEUtorapprochementwithChina,thissituation
createsadilemmafortheEUintermsofthefearsabouttheproblemsofalignmentwiththenormative
identityoftheEU.WhereastheEUaimsatregulatingtheglobaltradeonanormativebasisoriginating
fromitsacquis,Chinahasamorestrategicperspectivebaseduponspecificrelationshipcontext.Itis
difficulttotakeasidefortheEUduetoitsdifferentstandpointcomparedtoChinaindefendingthe
multilateraltradingsystem.
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Ukraine’seffortstounitetheEUsinceitgainedindependencecausedsomesplitsintheheterogeneous
Ukrainiansociety.TheyinduceddiscontentwithintheRussianFederationaswell;becauseRussiaconsiders
itselftheinheritoroftheformerUnitedSovietSocialistRepublic.WhenUkrainianPresidentYanukovych
announcedthatthepartnershiptreatywiththeEUwassuspendedjustbeforetheduedateforsigning,a
crisisbrokeoutinUkraine.Consequently,Yanukovychleftthecountry.Russiareactedtothesituationby
invadingCrimea.Moreover,theEU’sUkrainepolicywasnotclearenough.Themainobjectiveofthisstudy
istorevealifRussiawashinderingUkraine’sintegrationtotheEUoritwasthemotivefortheprocess.
Therearedifferentpointsofviewonthatmatter.Inthischapter,thosepointswillbeanalyzedunderthe
followingsubtitles:“RussianPoliticsofUkraine”,“EU-UkraineRelations”,and“EU-RussiaRelations.”
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Preface



ThestartingpointofthesuccessfulhistoryoftheEUwasthespeechofFrenchForeignMinisterRobert
SchumanonMay9,1950.Inhisspeech,Schumanpresentedaplantolinkcoalandsteelproduction
tothejointauthorityofthedefenseindustryofFranceandGermany,whichfacedintheSecondWorld
War.ThenBelgium,Italy,Luxembourg,theNetherlands,GermanyandFranceestablishedtheEuropean
CoalandSteelCommunity(ECSC)in1951.Inthisway,therootsoftheEUwereformedtoendthe
frequentandbloodywarsamongEUneighbors.

In1957,thesixmemberstatesagreedtoconstituteaneconomiccommunitybasedonthefreemove-
mentoflabor,goodsandservicesamongthemembersofthecommunity.Thus,theTreatyofRome
aimedtoformeconomicunificationincoalandsteelaswellasinothersectors.ThegoaloftheEEC
(EuropeanEconomicCommunity)wastoestablishacommonmarketinwhichgoods,labor,services
andcapitalmovedfreely,andultimatelytoachievepoliticalunity.EuropeanEconomicCommunityand
theEuropeanAtomicEnergyCommunity(EURATOM)wasestablishedinparallelwiththeTreatyof
Rome.Theaforementionedcommunitiescameintoforceon1January1958.TheaimoftheCommunity
wastocoordinatetheresearchprogramsofthememberstatesinordertoensurethepeacefulandsafe
useofthenuclearenergy.

AsaresultoftheFusionTreatysignedbythefoundingmembersin1965,asingleCouncil,Commis-
sionandParliamentwereestablishedforthethreecommunitiesknownastheEuropeanCommunities
(theEuropeanCoalandSteelCommunity,theEuropeanEconomicCommunityandtheEuropeanAtomic
EnergyCommunity),thebudgetshavemergedandthetermof“EuropeanCommunities”wasintroduced.

ThecustomsdutiesregardingthefinishedgoodswereabolishedonJuly1,1968withintheCom-
munity.ThesuccessoftheSixledtheUnitedKingdom,DenmarkandIrelandtoapplyforCommunity
membership.In1973thefirstenlargementcalled“NorthExtension”tookplacewiththenewmembers
Denmark,GreatBritainandIreland.Then,in1979,theEuropeanMonetarySystem(EMS)wascreated,
basedonaEuropeancurrencyunit.Furthermore,thedirectelectionoftheEuropeanParliamenttook
placeforthefirsttimeinthesameyear.Theso-calledsouthernenlargementoftheEuropeanCommunity
tookplaceintwostages:Greecejoineditin1981,whileSpainandPortugalin1986.

WiththeSingleEuropeanActin1987,amajorchangewasmadetothe“TreatiesofRome”.TheSingle
EuropeanActwasmeanttoensurethegradualcompletionofthesinglemarketby1992.Itrenewedthe
tasks,powersanddecision-makingstructuresoftheEuropeanCommunity.Withtheestablishmentof
theSingleMarketon1January1993,thefreemovementofgoods,capital,servicesandpeoplebetween
the12MemberStateswasfullyensured.

TheMaastrichtTreaty(EuropeanUnionTreaty),signedon7February1992andenteredintoforceon
1stofNovember1993,wasaprofoundchangetotheTreatiesoftheEuropeanCommunity.TheMaastricht
TreatycanbeseenasamajorstepintheEuropeanintegrationandhasprovidedthecrucialframeworkfor
theexistingEUandforthefurtherdevelopmentoftheEU.TheMaastrichtTreatypromotesaharmoni-

xxii
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ousandbalanceddevelopmentofeconomicactivities,asustainableinflation-freegrowthandunderlines
theimportanceofenvironmentalprotection.Itaimstobringthemembercountries’economiescloserto
eachotherinharmonyandtocreateastrongerUnionforEuropeancitizens.

TheEuropeanEconomicCommunityhasbeenextendedbyadding thepoliticaldimension.The
MaastrichtTreatyincludedtheestablishmentofaCommonForeignandSecurityPolicy(CFSP)andthe
creationofaEuropeancitizenship.ItalsoagreedontheestablishmentoffullEconomicandMonetary
Unionandtheintroductionofasinglecurrencyfor1999.

In1995,Austria,FinlandandSwedenjoinedtheEUandtheEUhad15MemberStates.Anewreform
wasintroducedin1998withtheTreatyofAmsterdam,whichparticularlyintegratesthefreemovement
ofpersonsandcontrolsattheexternalborders(“SchengenAgreement”),asylumlawandimmigration
intoEUlaw.On1stofJanuary2002,someofMemberStatesintroducedtheeuro.

WiththeTreatyofNice,whichenteredintoforcein2003,theEUshouldbeinstitutionallyprepared
fortheforthcomingenlargementtothestatesofSouthern,CentralandEasternEurope.On1stofMay
2004,thelargestenlargementwaveinthehistoryoftheEuropeanUniontookplaceand10newcountries
(theCzechRepublic,Estonia,SouthCyprus,Latvia,Lithuania,Hungary,Malta,Poland,Slovakiaand
Slovenia)joinedtheEuropeanUnion.In2007,withtheaccessionofBulgariaandRomania,thenumber
oftheEUmembersroseto27.ThenumberoftheEUmemberstatesreached28withtheaccessionof
Croatiain2013.

TheTreatyestablishingaConstitutionforEuropewasaninternationaltreaty.Itwassignedin2004
and intended toreformthepoliticalsystemof theEuropeanUnion. Inparticular, it shouldgive the
EuropeanUnionasinglestructureandlegalpersonalityandreplacetheexistingbasictreaties(notably
theEU,ECandEURATOMTreaties);thepreviousformaldivisionintoEUandECshouldbedropped.
ComparedtotheexistingTreatyofNice,theEUshouldbegivenadditionalpowersanditsinstitutional
structureshouldbechangedinordertomakeitmoredemocraticandabletoact.ThedraftofanEU
ConstitutionalTreatywasissuedin2003byaEuropeanConventionanditwasceremoniouslysignedby
theheadsofstateandgovernmentoftheEUMemberStatesinRome,on29October2004.Initially,it
wasmeanttoenterintoforceonNovember1,2006.However,duetothenegativereferendumsin2005
intheNetherlandsandFrance,notallMemberStatesratifiedtheTreaty,sotheTreatydidnotgainlegal
force.Instead,inDecember2007,theEuropeanHeadsofStatesandGovernmentscreatedtheLisbon
TreatyunderthePortuguesePresidency,whichcameintoforceon1December2009.

ThelastimportantstepinthedeepeningtheprocessoftheEuropeanUnionwastheLisbonTreaty,
whichwassignedin2007andenteredintoforcein2009.Withthistreaty,theobjectivewastoeliminate
thebottlenecksintheEU’sdecision-makingmechanismsandtomaketheUnionmoredemocraticand
effective.Inlinewiththisobjective,comprehensiveamendmentsweremadeandtheTreatyestablishing
theEuropeanCommunitywasrenamedtheTreatyontheFunctioningoftheEuropeanUnion.

In2016,thepeopleofBritainspokeoutinfavorofleavingtheEUinareferendum.Followingthe
plannedEUexitofBritain,theEUwillhave27MemberStates.

Sinceitsestablishment,theEuropeanUnionhasdevelopedaneconomiccommonmarketamongall
itsmembers.Asof2015,nineteenmembersoftheUnionwithintheso-calledeurozoneareusingthe
commoncurrency,theEuro.Withanominalgrossdomesticproduct(GDP)of15.3trillioneuros(asof
2017),theEUisthelargestsinglemarketintheworld,generatingatotalofaroundonequarterofglobal
GDP.However,percapitaincomevarieswidelyacrosscountriesandisusuallysignificantlyhigherin
NorthernandWesternEuropethanintheSouthernandEasternMemberStates.Thehighestvaluewas
reachedin2016inLuxembourg-92,900eurosandthelowestinBulgaria-6,600dollars.
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Preface

Asthesinglemarketof28countries,theEUisamajorglobaltradepowerhouse.TheEU’seconomic
policiesfocusonjobcreationandgrowththroughsmarteruseoffinancialresources,removingbarriers
toinvestmentandincreasingthevisibilityofinvestmentprojectsandtheirtechnicalsupport.

Morethan64%ofthetotalEUtradeiswithintheMemberStates.AlthoughtheEU’sshareinthe
worldpopulationisonly6.9%,tradevolumebetweentheEUandtherestoftheworldaccountsforabout
15.6%oftheglobaltradevolume.So,theEU,alongwiththeUnitedStatesandChina,isoneofthetop
threeworldplayersintheinternationaltrade.TheEUcountriesaccountedforthesecondlargestshare
ofglobalimportsandexportsofgoodsin2016.Theirexportsaccountedfor15.6%ofthetotalexports
worldwide.

AchapteronsocialpolicywasalreadyincludedintheoriginalversionoftheECTreatyof1957,at
Frenchrequest.In1961,undertheumbrellaoftheCouncilofEurope,theSocialCharterofTurinwas
adopted,whichgrantedtheworkersextensivesocialprotectionrights.Furthermore,socio-politicalac-
tivitieshavewidenedwithintheframeworkofthecommunitysincethe1970s.Inparticular,numerous
guidelinesonoccupationalsafetyandsocialprotectionhavebeenissued.Inthe1980s,however,under
theinfluenceofBritishPrimeMinisterMargaretThatcher,itcametoafar-reachingsocialstagnation.
Atthesametime,thethenCommissionPresidentJacquesDelorsexplicitlyputtheneedforaEuropean
Unionsocialpolicyontheagenda.Therefore,in1989,theCommunityCharteroftheFundamentalSocial
RightsofWorkerswasadopted,whichbuildsontheTurinAgreementandextendsandfurtherclarifies
itsfundamentalrights.Particularemphasiswasputontheprotectionoftherightsofcertaincategories
ofworkers(women,youngpeople,theelderlyandthedisabled).

AlsoincludedintheTreatyofMaastricht1992SocialProtocol,whichexpandedtherelevantpow-
ersoftheEU,itfellinthetimeofDelors.Firstofall,itwasnotvalidforGreatBritainduetonational
reservations(regulatoryconsiderations).ItwasintegratedintotheECTreatywiththeTreatyofAmster-
damin1997.Today,thematterisgovernedbyArticles151-161oftheTreatyontheFunctioningofthe
EuropeanUnion(TFEU).Socialpolicythusbelongstothesupranationaldesignedso-calledfirstpillar
oftheEU.Finally,in2000,theEuropeanCouncilinNiceandLisbondrewupsocialpolicyguidelines
intheformoftheEuropeanSocialAgenda.Accordingtothis,theEUshouldhavemoreandbetterjobs
andbettersocialcohesionby2010.Inthiscontext,theEuropeanTradeUnionConfederationdemands
thatsocialrightsshouldbesecuredbyaso-calledsocialprogressclause.

TheEUhasexperiencedseriouseconomic,institutionalandpoliticalcrisessuchasERMcrisis,sov-
ereigndebtcrisisandBrexit,duringtheenlargementprocess,andstillhadcriticalproblemsonthefront
burner.However,theEUhasimplementedconsiderableinstitutional,economicandsocialimprovements
duringtheunificationprocessinspiteofalltheproblemsanditbecamethelargestunionintheworld
andsignificantactorintheglobaleconomy.Inthiscontext,thebookinvestigatedthesocial,institutional
andeconomicdevelopmentintheEuropeanUnionfromamultidisciplinaryperspectiveandevaluated
tomakeasignificantcontributiontotherelevantliterature.

Yilmaz Bayar
Usak University, Turkey

Naib Alakbarov
Usak University, Turkey
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ABSTRACT

This chapter examines the effectiveness of Stabilizing Programs in the European Union for the time pe-
riod from the Maastricht Treaty in 1993 to 2013 (the recent bailouts of Greece, Ireland, and Portugal). 
A binary logistic model is used which specifies binomial as the distribution and logit as the link func-
tion, using an unbalanced panel of annual data. Two main conclusions emerge: a) the probabilities of 
an economic recession, a high debt to GDP ratio, and a high current account deficit to GDP ratio, are 
greater when a Stabilization Program is adopted than without one, and b) a Stabilization Program has 
a negative short-run effect on the GDP growth rate, as well as negative long-run effects (8 years after 
the adoption) on the debt to GDP ratio and the current account deficit to GDP ratio.

INTRODUCTION

Economic crises and economic instability in the European Union (EU) has always been a crucial is-
sue to be resolved (Baldwin et al. 2010; Dadush et al. 2010). Dealing with the debt crisis in European 
economies beyond any peculiarities that presents at a national level, it depends mainly on the common 
economic policy followed. Significant fiscal adjustments have been achieved in the past in several Eu-
ropean countries (Alcidi and Gros 2010), but there are doubts about whether a harsh austerity program 
can stabilize the public debt (Wyplosz 2010). A Stabilization Program (SP) is expected to reduce the 
rate of growth of nominal GDP, worsening the conditions of external debt. This expectation raises the 
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question of whether debt and deficits should be cut using austerity programs, or to pursue expansionary 
fiscal policy by applying Keynesian models.

Since 1993 (the establishment of the Maastricht Treaty), many programs have occurred in EU member 
states by the International Monetary Fund and more recently by the Troika. During the period from 1993 
up to the outbreak of the debt crisis in 2008, the SPs were small, short-lasting, and effective. However, 
from 2008 up to 2013 bailout programs are developed, being much larger, long-lasting and less success-
ful (e.g., the case of Greece) than the previous.

In this chapter, the short-, medium- and long-run effects of IMF SPs are investigated, on three objec-
tives that represent the economic performance of the economies; the growth rate, the debt to GDP ratio 
and the current account deficit to GDP ratio. The analysis regards the European Union for the period 
from the Maastricht Treaty on 1993 up to 2013 (the recent bailouts of Greece, Ireland, and Portugal).

The contribution of the chapter to the literature of the effectiveness of SPs lies, in the first place, 
in that it investigates the effects of the adoption of SPs in three objectives that describe in a general 
perspective the economic performance of the economies. Furthermore, the chapter evaluates the effec-
tiveness of the programs not only at a few finite time points after the program period but over the entire 
time horizon to capture the short as well as the long-run impact of the programs. Finally, through the 
methodology employed and the period under consideration, the chapter estimates the probabilities of a 
negative development on the three objectives with and without a SP.

The order of the chapter is as follows. Firstly, there is a literature review on the implementation of 
SPs and an evaluation of their effectiveness. Secondly, the data used are described as well as the meth-
odology employed and the empirical model. Then the empirical work and the discussion of the results 
are presented. Finally, the chapter ends by giving the conclusion of the overall analysis.

THEORETICAL BACKGROUND

The International Monetary Fund (IMF) has always had a unique position within the “global financial 
safety net”, i.e., the set of institutions and mechanisms that provide financial support to countries to 
prevent or dampen financial crises (Essers and Ide 2019). The IMF has always had a significant pres-
ence in Europe too (see Table 1 presented in the next section), but most of its international role has 
upgraded after its participation in the bailouts of Greece, Portugal, and Ireland. Actually, after 2008 IMF 
conducts SPs in cooperation with EU (in October 2008 Hungary requested a Stand-By Arrangement 
(SBA) first joint EU/IMF-program, a precedent for programs that followed in Latvia on December 2008 
and in Romania in March 2009) (IMF 2008; IMF 2009; IMF 2011; Seitz and Jost 2012). More recently, 
a new mechanism, the Troika (IMF together with the European Commission and the European Central 
Bank), was developed. It was involved in the rescue actions of the European Union to fight the sovereign 
debt crisis in several European countries, elaborating their economic adjustment programs and closely 
monitoring their progress (Greece, Ireland, and Portugal).

As Kostis et al. (2016) point out, most European countries have faced—and many still face—big prob-
lems since the outbreak of the recent economic crisis. However, among the countries that implemented 
consolidation programs, considerable differences exist concerning the causes of the crisis. For instance, 
the main reasons for the outbreak of the crisis in Greece were its fiscal problem, its problematic banking 
sector, the balance of payments deficit, and lack of competitiveness. Ireland became involved in the crisis 
due to the difficulties in its housing market, its high private debt, and the significant increase in public 
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debt resulting from the rescue of its public sector. The crisis in Portugal resulted mainly from a lack of 
competitiveness there, as well as the large fiscal deficit and high private and public debt. The cause of 
the crisis in Cyprus was the excessive size of its financial sector. Last, the roots of the crisis in the Baltic 
states (Estonia, Latvia, and Lithuania) were rapid credit growth, excessive capital inflows, significant 
net foreign liabilities, property booms, and increasing wage and price inflation. However, although the 
countries described above achieved similar development in their key macroeconomic variables before the 
outbreak of the crisis, they subsequently followed divergent paths due to the different degrees to which 
the crisis impacted them and the varying degrees of effectiveness of the IMF programs.

For instance, trying to compare the Greek and the Irish economies, we conclude that Ireland focused on 
a rapid consolidation of its financial problems, with the aim of restarting growth, while Greece, although 
aided by the growth realized up to 2008, had more enormous debts and deficits than Ireland and was 
forced into a harsh adjustment that negatively affected GDP. Greece and Ireland represent two opposite 
extremes in terms of adjustment level. In the case of Ireland, the markets responded rapidly and well, due 
to the recovery observed since 2011, and the exit of official sources of financing from December 2013. 
In contrast, Greece, despite the funding and the “haircut” dealt with bondholders, faced a shrinking of 
its economy and a significant increase in unemployment. Greece thus remains far from exiting the crisis.

Concerning the Portuguese crisis, it resembles the Greek crisis more than any other of the EU pro-
gramming countries. However, the Portuguese economy can be considered a successful example of 
austerity program implementation because Portugal implemented and completed the economic adjust-
ment program. The Portuguese had no choice but to seek financing assistance from abroad when markets 
closed their access. The most significant difference between Greece and Portugal concerns how the 
crisis, from a political and social perspective, was addressed. In Greece, there was no consensus within 
the political system, which in any case was not open to citizens. In Portugal, there was stability because 
society did not punish politicians and accepted the political system. Unanimity existed within the politi-
cal system, and this provided both the markets and the European institutions with a sense of security. 
Thus, despite an awkward situation, Portugal’s society and the political system responded to the crisis. 
Other differences between Greece and Portugal are that Greece had remission of its debt that Portugal 
did not, Greece is now implementing its third financing program while Portugal had only one, the vast 
gap in the financing received by the two countries, and that Portugal had two prime ministers during the 
crisis versus six for Greece. These differences reflect the high volatility, insecurity, and anxiety faced 
by investors, markets, institutions, and the EU.

The implementation of the new financial assistance programs in the Eurozone is different in terms 
of size, duration and shape compared to earlier IMF programs: they are much larger and longer-lasting 
than previous programs (Pissani-Ferry et al. 2013). De Resende and Takaji (2018) argue that the IMF 
supported programs following the 2008 global financial crisis, were more extensive in the amount on 
average by more than three percentage points of GDP. Eurozone programs are 15% larger concerning 
each country’s GDP, and 2.4 years longer than previous IMF programs. The average length of the IMF’s 
programs between 2003 and 2012 was three years, while the average length of the whole non-precautionary 
subset (1993-2012) is one year (Pissani-Ferry et al. 2013).

Academic literature defines SP effectiveness as the difference between the actual macroeconomic 
performance observed under the program and the hypothetical performance that would have occurred if 
the program had not been implemented. There are many different approaches in the literature, estimating 
program effectiveness (Haque and Khan 1998): a) the “before-after” approach, b) the “with-without” or 
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“control-group” approach, c) the generalized evaluation estimation approach, d) the instrumental vari-
able approach, and e) actual versus targets approach.

The “before-after” approach compares macroeconomic performance before the program with the 
performance after the program (Reichman and Stillson 1978; Connors 1979; Killick 1984; Zulu and 
Nsouli 1985; Pastor 1987; Killick et al. 1995; Schadler et al. 1993). The definition of the program effect 
is the change in the measure of macroeconomic performance between the two periods. The main nega-
tive issue, regarding this approach, is that it presupposes that the economic environment of the country 
under consideration remains unchanged.

The “with-without” or “control-group” approach compares macroeconomic performance between 
non-program countries and program countries (Donovan 1981; Donovan 1982; Loxley 1984; Gylfason 
1987). The program effect is the difference in the performance between the two groups. However, this 
approach may provide unbiased estimates in the case where members in both groups are drawn randomly 
from the same population.

The “generalized evaluation estimation” approach, attempts to correct bias that is caused by the non-
random selection of program countries (Goldstein and Montiel 1986; Khan 1990; Conway 1994; Bagci 
and Perraudin 1997; Dicks-Mireaux et al. 1997) including the framework of the two previous approaches 
(single equation method with the substitution of one equation into another).

The “instrument variable” approach, attempts to cope with the selectivity bias problem, using the 
instrument-variable technique (Khan and Knight 1981; Khan and Knight 1985; Barro and Lee 2002), 
using political and institutional variables that do not influence economic performance.

The “actual versus targets” approach compares actual performance under the program with the objec-
tives specified in the program (Reichmann 1978; Zulu and Nsouli 1985).

The impact of participation in SPs on the developing country’s economic performance has been stud-
ied previously in the empirical literature (Khan 1990; Bird 1994; Conway 1994; Killick 1995; Fischer 
1997). There is a discussion on the possible negative impact of IMF conditionality on countries’ willing-
ness to ask for an IMF program – often termed “IMF stigma” (Denbee et al. 2016; Andone et al. 2019). 
Andone et al. (2019) state that a country is less likely to approach the IMF if, in the past, it experienced 
an above average number of disbursement-relevant conditions. Evrensel (2002) concludes that IMF 
cannot impose its conditionality even during program years and that when successive inter-program 
periods are considered, program countries enter a new program in a worse macroeconomic condition 
than they entered the previous program. Echenique and Forteza (2000) find that even though programs 
are associated with output booms, there is no evidence that SPs caused these booms. Hutchison (2001) 
finds that output growth is lower during IMF-SPs, but it appears that growth generally slows before the 
implementation of the program.

Furthermore, IMF supported programs may have significant effects on other aspects of the economics, 
like in the labor unions (Reinsberg et al. 2019), employment (Lang 2016), inequality (Forster et al. 2019), 
and government spending (Rickard and Caraway 2019). There is a perception that IMF programs are 
not catalytic and instead associated with large capital outflows, higher refinancing costs for sovereigns 
and adverse movements in stock markets (Scheubel et al. 2018). This fact has led to concerns that an 
expectation of adverse effects of IMF programs may deter countries from asking for an IMF program 
when they need one, a form of “IMF stigma”.

However, as Balima and Amadou (2019) state, IMF supported programs significantly reduce the 
likelihood of subsequent sovereign defaults. Papi et al. (2015), conclude that countries which signed 
IMF-supported programs are less likely to experience a banking crisis. Besides, Bird and Rowlands 
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(2017) argue that IMF programs have a generally positive effect on economic growth for up to two years 
after the program.

ANALYSING THE IMF STABILIZATION PROGRAM EFFECTS IN THE EU

The Data

The empirical analysis is based on an unbalanced panel of the 27 European Union member states, using 
annual data from 1993 to 2013.

Firstly, as a dependent variable, the Gross Domestic Program (GDP) growth rate is used, as it is 
reported by the World Economic Outlook (WEO) of the International Monetary Fund (IMF 2013). Ac-
cording to WEO (IMF 2013), it is the annual percentages of constant price GDP (year-on-year changes); 
the base year is country-specific. We transform these data to a binary variable, which takes the value of 
one when the economy of the country is on a recession (GDP growth rate less than or equal to zero), and 
the value of zero when the economy is on economic growth (GDP growth rate more than zero - positive).

Secondly, as a dependent variable, the general government gross debt as a GDP percentage is used, 
as it is reported by the World Economic Outlook of the International Monetary Fund (IMF 2013). Ac-
cording to WEO (IMF 2013), gross debt consists of all liabilities that require payment or payments of 
interest and/ or principal by the debtor to the creditor at a date or dates in the future. This definition 
includes debt liabilities in the form of SDRs, currency and deposits, debt securities, loans, insurance, 
pensions, and standardized guarantee schemes, and other accounts payable. As above, a transformation 
of the data to a binary variable i is realized, which takes the value of one when the economy of the 
country is on debt as a percentage of GDP over or equal to 60%, and the value of zero when the economy 
has a debt to GDP ratio less 60%. The target of 60% debt to GDP ratio is imposed to European Union 
member states as well as to Eurozone members from 1997, and with some changes since 2005 (Stability 
and Growth Pact - SGP). It is the indicative threshold imposed by the European Commission (2012a) 
on MIP scoreboards of the Alert Mechanism Report (2013).

As a third dependent variable, the current account deficit as a GDP percentage is used, as it is re-
ported by the World Economic Outlook of the International Monetary Fund (April 2013). According 
to WEO (IMF 2013), the current account is all transactions other than those in financial and capital 
items. The major classifications are goods and services, income, and current transfers. The focus of the 
BOP is on transactions (between an economy and the rest of the world) in goods, services, and income. 
Again, the data for the deficit are transformed to a binary variable, which takes the value of one when 
the economy of the country is on a current account deficit as a percentage of GDP over or equal to 3%, 
and the value of zero when the economy has a current account deficit to GDP ratio less 3% or if it has a 
surplus. European Commission (2012b) in its MIP scoreboards mentions the indicative threshold of 4% 
(up to -6%) for the current account deficit. However, a threshold of 3% is used since the average current 
account deficit for the EU member states during the period 2001-2011 was 2,54%, using the data from 
the scoreboards. Thus, the threshold of 3% is a feasible objective which is included in the threshold of 
the European Commission.

The transactions with the IMF are used to obtain the main independent variable of interest, which 
is the existence of a SP. IMF reports all transactions with the EU Member States and is present in all 
interventions, even alone (interventions form 1993 up to 2010) either through Troika (interventions after 
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2010) (Table 1). It is measured through a dummy variable which takes the value one if a SP was agreed 
on and zero if there was not a SP agreement (Jorra 2010). In that way, twelve more binary variables are 
constructed, which represent the existence of a SP in the last year, at least one of the last two years, and 
so on up to the presence of a SP in at least one of the last twelve years.

All types of interventions are used, ie. Stand-by Arrangements (SBA), Extended Fund Facility (EFF), 
Structural Adjustment Facility (SAF) and the Poverty Reduction and Growth Facility (PRGF), despite 
the fact that the latter two (SAF and PRGF) are targeted at low-income countries with little access to 
private capital markets, and qualify more as development assistance than as intervention in terms of the 
theoretical arguments laid out above (Barro and Lee 2005). In that way all sizes of programs are used, 

Table 1. Years of SPs by member state of the EU-27 on the period under analysis (1993-2013)

Country Number of years on a SP Periods on a SP

Austria 0 -

Belgium 1 2003

Bulgaria 15 1993-2007

Cyprus 0 -

Czech Republic 2 1993-1994

Denmark 0 -

Estonia 10 1993-2002

Finland 0 -

France 0 -

Germany 0 -

Greece 4 2010-2013

Hungary 12 1993-1998, 2008-2013

Ireland 3 2011-2013

Italy 0 -

Latvia 18 1993-2004, 2008-2013

Lithuania 13 1993-2005

Luxembourg 0 -

Malta 0 -

Netherlands 0 -

Poland 3 1993-1995

Portugal 3 2011-2013

Romania 20 1993-2007, 2009-2013

Slovak Republic 8 1993-2000

Slovenia 5 1993-1997

Spain 0 -

Sweden 0 -

Un. Kingdom 0 -
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thus not taking a position in the discussion whether large programs may be particularly successful -ef-
fectiveness of interventions increases with their size-, or not (Dreher and Vaubel 2004).

Table 2 presents the descriptive statistics, and Table 3 shows a frequency conditional for the variables 
used.

The Methodology Employed

The methodology followed in the analysis uses a generalized linear model which expands the general 
linear model so that the dependent variable is linearly related to the factors and covariates via a specified 
link function. Moreover, the model allows for the dependent variable to have a non-normal distribution. 
Thus a binary logistic model is used which defines binomial as the distribution and logit as the link 

Table 2. Descriptive statistics

N Mean
Std. 

Error of 
Mean

Std. 
Deviation Variance Min Max

Recession or Growth 567 0.168 0.016 0.374 0.140 0 1

Gross Debt over 60% of GDP 567 0.377 0.020 0.485 0.235 0 1

Current Account Deficit over 
3% of GDP 567 0.382 0.020 0.486 0.237 0 1

SP in the current year 567 0.206 0.017 0.405 0.164 0 1

SP in the last year 567 0.225 0.017 0.418 0.175 0 1

SP in at least one of the last 
two years 567 0.243 0.018 0.429 0.184 0 1

SP in at least one of the last 
three years 567 0.261 0.018 0.440 0.193 0 1

SP in at least one of the last 
four years 567 0.277 0.018 0.447 0.201 0 1

SP in at least one of the last 
five years 567 0.293 0.019 0.455 0.207 0 1

SP in at least one of the last 
six years 567 0.306 0.019 0.461 0.213 0 1

SP in at least one of the last 
seven years 567 0.322 0.019 0.467 0.219 0 1

SP in at least one of the last 
eight years 567 0.336 0.019 0.473 0.224 0 1

SP in at least one of the last 
nine years 567 0.349 0.020 0.477 0.228 0 1

SP in at least one of the last 
ten years 567 0.359 0.020 0.480 0.231 0 1

SP in at least one of the last 
eleven years 567 0.368 0.020 0.482 0.233 0 1

SP in at least one of the last 
twelve years 567 0.375 0.020 0.484 0.235 0 1
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function. A binomial distribution is appropriate only for variables that represent a binary response or 
number of events.

The analysis follows Kohlscheen (2009), Celasun and Harms (2010) and Jorra (2010) in using a 
logistic framework for the baseline estimations employing dummy variables to indicate GDP growth, 
the debt to GDP ratio, the current account deficit to GDP ratio and the SP interventions. The authors 
above, in their models, use a pooled probit framework, however, according to Rajulton (2011) the logit 
and probit models are almost identical, and the choice of the model is arbitrary, although logit model 
has certain advantages (simplicity and ease of interpretation).

Taking into account the statistical properties of the available discrete choice models, the analysis 
concludes that the logistic framework best serves the analysis’ needs, since the independent variable 
cannot be different from a binary while the intensity is to estimate the probabilities that the one or the 
other case of the independent variable will have on the depended variables that are used. The choice 
set exhibits the appropriate characteristics of mutual exclusiveness, exhaustiveness, and finiteness as 
defined in the literature. The model is estimated by maximum likelihood (ML), assuming independence 
across observations.

As dependent variables, three objectives that represent in a general perspective the economic perfor-
mance of the economies and the effectiveness of the SPs or not, are used. In that way, the methodology 

Table 3. Frequency conditional

Frequency (%)

Recession Growth

Recession or Growth 16.8% 83.2%

Yes No

Gross Debt over 60% of GDP 37.7% 62.3%

Yes No

Current Account Deficit over 3% of GDP 38.3% 61.7%

No Yes

SP in the current year 79.4% 20.6%

SP in the last year 77.4% 22.6%

SP in at least one of the last two years 75.7% 24.3%

SP in at least one of the last three years 73.9% 26.1%

SP in at least one of the last four years 72.3% 27.3%

SP in at least one of the last five years 70.7% 29.3%

SP in at least one of the last six years 69.3% 30.7%

SP in at least one of the last seven years 67.7% 32.3%

SP in at least one of the last eight years 66.3% 33.7%

SP in at least one of the last nine years 65.1% 34.9%

SP in at least one of the last ten years 64.0% 36.0%

SP in at least one of the last eleven years 63.1% 36.9%

SP in at least one of the last twelve years 62.4% 37.6%
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employed differs from other models in the literature in using a standard independent variable in all cases 
and testing its effects in the various depended variables used.

As shown on the data presentation section, in a first place, as depended variable the Gross Domestic 
Program (GDP) growth rate is used, transforming these data in a binary variable, which takes the value 
of one when the economy of the country is on a recession and 0 when the economy is on economic 
growth. Secondly, the general government gross debt as a percentage of GDP is used, transforming these 
data in a binary variable which takes the value of one when the economy of the country has a debt to 
GDP ratio over 60% and zero when the economy has a debt to GDP ratio less or equal to 60%. Lastly, 
the current deficit as a percentage of GDP is used, transforming the data to a binary variable, which 
takes the value of one when the economy of the country is on a current account deficit as a percentage 
of GDP over 3%, and the value of zero when the economy has a deficit to GDP ratio less or equal to 3%.

The primary independent variable of interest -the existence of a SP- is measured as a dummy variable 
which takes the value zero if no SP was agreed and the value one if a SP was approved. For the case that 
a program was agreed a kind of simulation is made checking for the effects of the SPs in the long run. 
Thus, more independent variables are constructed which take the value of one if a SP was agreed the 
current year, the last year, at least in one of the last two years, and so on up to at least in one of the last 
twelve years. The focus is on all kind of program arrangements -on Stand-by Arrangements, Extended 
Fund Facility, Flexible Credit Line, Precautionary and Liquidity Line Arrangements and Poverty Reduc-
tion and Growth Trust.

Since the conditions that typically accompany these programs are contractionary in the short-term, 
the initial impact of these conditions on economic performance is negative. In the long-term, however, 
the program conditions could lead to more positive developments, if the SP leads to a higher sustain-
able growth path. Therefore, it is exciting and valuable to evaluate the effectiveness of the SP not at 
a few finite time points after the program period, but over the entire time horizon to capture the short 
as well as the long-run impact of the program. For each case, the adoption of a SP is measured over a 
twelve-year window to account for both the direct and arguably fast working effect of liquidity provi-
sion and the more time-consuming effects that influence the probabilities of each case through changes 
in incentives and policy conduct.

An obvious objection against the above approach points to the endogenous nature of IMF programs. 
As they are partly designed to avert various forms of macroeconomic crises, the finding of a positive 
association between IMF interventions and sovereign risk could reflect causality running from the latter 
to the former. The analysis tries to mitigate this problem by the use of lagged IMF intervention dum-
mies. The bivariate logistic model explicitly specifies the endogenous nature of the binary regressor of 
interest in a simultaneous equations context (Jorra 2011).

The bivariate probit model explicitly specifies the endogenous nature of the binary regressor of in-
terest in a simultaneous equations context. Let Ri denote the dummy variables indicating an economic 
recession, Dbi a debt to GDP ratio over 60%, Dfi a current account deficit to GDP ratio over 3% and Si 
the adoption of a SP.

For the case of searching for the probability of recession:
Ri = 1, if there is economic recession, or Ri =0, otherwiseWhere Ri is a realization of a random vari-

able Si that can take the values one and zero with probabilities πi and 1-πi, respectively. The distribution 
of Si is called a Bernoulli distribution with parameter πi and can be written in compact form as:
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P S R Ri i i i i
Ri�� � � �� � �� �1 1

 

for Ri = 0,1. Note that if Ri = 1, πi is obtained and if Ri = 0, 1-πi is obtained.
For the case of searching for the probability of debt over 60% of GDP:
Dbi = 1, if debt to GDP ratio is over 60%, or Dbi = 0, otherwise
Dbi is a realization of a random variable Si that can take the values one and zero with probabilities 

πi and 1-πi, respectively. The distribution of Si can be written in compact form as:

P S Db Dbi i i i i
Dbi�� � � �� � �� �1 1

 

for Dbi = 0,1. Note that if Dbi = 1, πi is obtained and if Dbi = 0, 1-πi is obtained.
Lastly, for the case of searching for the probability of a current account deficit over 3% of GDP:
Dfi = 1, if deficit to GDP ratio is over 3%, or Dfi = 0, otherwise
Dfi is a realization of a random variable Si that can take the values one and zero with probabilities πi 

and 1-πi, respectively. The distribution of Si can be written in compact form as:

P S Df Dfi i i i i
Dfi�� � � �� � �� �1 1

 

for Dfi = 0,1. Note that if Dfi = 1, πi is obtained and if Dfi = 0, 1-πi is obtained.

ANALYSING THE EFFECTIVENESS OF IMF STABILIZATION PROGRAMS

Table 4 summarizes the results of the estimation of the logistic model analysis for the case of an economic 
recession. The coefficients that are given by the maximum likelihood are presented, as well as their 
X2 and their statistical significance levels. The ML estimators of β, are consistent and asymptotically 
normally distributed. These coefficients are used to calculate the probabilities of a recession when a SP 
is adopted in the current year, in the last year, at least one of the last two years, and so on.

The intercepts are statistically significant in all sub-cases, at a 1% significance level. The b coef-
ficients are statistically significant when a SP is agreed in the current year, the last year and at least one 
of the two, three and four years before. When a SP is agreed in at least one of the five years before or 
ten years back, the b coefficients are not statistically significant. Meanwhile, it should be noted that the 
significance for the b coefficients deteriorates as we move from a SP for the current year (statistically 
significant at 1% level) to a SP in the last four years (statistically significant at 10% level) and to a SP 
in the last twelve years (no statistically significant).

Following, Table 5 presents the results of the estimation of the logistic model analysis for the case of 
a general government gross debt to GDP level over 60%. As in the previous case, there are presented the 
coefficients that are given by the maximum likelihood, as well as their X2 and their statistical significance 
levels. The ML estimators of b, are consistent and asymptotically normally distributed. In this case, the 
analysis is done for the sub-cases of a SP up to at least one of the twelve years before.
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Table 4. The logistic framework for the case of an economic recession

Coefficient X2 Significance

SP in the current year

intercept 1.065*** 
(0.211) 25.28 0.000

b 0.679*** 
(0.249) 7.38 0.007

SP in the last year

intercept 1.184*** 
(0.208) 32.18 0.000

b 0.530** 
(0.247) 4.60 0.032

SP in at least one of the last two years

intercept 1.239*** 
(0.204) 36.88 0.000

b 0.466* 
(0.243) 3.648 0.056

SP in at least one of the last three years

intercept 1.288*** 
(0.896) 41.59 0.000

b 0.407* 
(0.241) 2.85 0.091

SP in at least one of the last four years

intercept 1.286*** 
(0.193) 44.04 0.000

b 0.42* 
(0.237) 3.13 0.076

SP in at least one of the last five years

intercept 1.356*** 
(0.192) 49.74 0.000

b 0.323 
(0.236) 1.87 0.171

SP in at least one of the last six years

intercept 1.367*** 
(0.412) 53.82 0.000

b 0.314 
(0.232) 1.63 0.182

SP in at least one of the last seven years

intercept 1.382*** 
(0.678) 55.88 0.000

b 0.298 
(0.228) 1.34 0.195

SP in at least one of the last eight years

intercept 1.397*** 
(0.345) 59.39 0.000

b 0.276 
(0.229) 1.22 0.252

SP in at least one of the last nine years

intercept 1.423*** 
(0.582) 61.97 0.000

b 0.237 
(0.231) 1.11 0.229

SP in at least one of the last ten years

intercept 1.442*** 
(0.178) 65.62 0.000

b 0.217 
(0.228) 0.91 0.341

SP in at least one of the last eleven years

intercept 1.458*** 
(0.286) 1.02 0.000

b 0.201 
(0.226) 0.86 0.325

SP in at least one of the last twelve years

intercept 1.471*** 
(0.186) 0.97 0.000

b 0.193 
(0.225) 0.84 0.377

Note: Significance level at 1%, 5% and 10% is represented by ***, ** and *, respectively.
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In contrast with the previous case, the intercepts are statistically significant in the sub-cases when 
a SP is adopted in at least one of the eight years before up to in at least one of the twelve years before. 
Furthermore, it is noted that the statistical significance level is improving as the analysis moves from an 
intervention in the current year to an intervention twelve years before. Regarding the b coefficients, in 
this case, they are statistically significant in all sub-cases (almost all at 5% significance level).

The results of the estimation of the logistic model analysis for the case of a current account deficit to 
GDP level over 3%, are presented in Table 6. As in Tables 4 and 5, there are presented the coefficients 
that are given by the maximum likelihood, as well as their X2 and their statistical significance levels. 
The ML estimators of b, are consistent and asymptotically normally distributed. Furthermore, as in the 
case of the existence of a debt to GDP ratio over 60%, the analysis is taking place for the sub-cases of a 
SP up to at least one of the twelve years before.

As in the case of debt to GDP ratio over 60%, the intercepts are statistically significant in the sub-
cases when a SP is adopted eight years before up to twelve years before. Again, the statistical significance 
level is improving as we move from an intervention in the current year to intervention in at least one of 
the twelve years before. Regarding the b coefficients, in this case, they are statistically significant in all 
sub-cases (from 1% significance level in some sub-cases to 10% significance level in other).

Following, Table 7 presents the probabilities, calculated through the coefficients given in the previ-
ous three tables, that an economic recession, a debt to GDP ratio over 60% and a deficit to GDP ratio 
over 3% will occur, with or without a SP in the current year, in the last year and so on up to at least one 
of the last twelve years.

For the first case, which is the probability of economic recession with or without a SP, according to 
the analysis results, the adoption of a SP in the current year increases the probability of a subsequent 
economic recession by 5,72 times, when without such a program the probability of an economic re-
cession would be 2,90 times. For all sub-cases up to an adaptation of a SP on the last four years, the 
probability of an economic recession is more significant under a SP than it is without it. However, the 
difference between the two probabilities is reduced from a program in the current year to a program in 
the last four years. Furthermore, the effects of such a program are taking place in the first five years of 
its implementation regarding the target of positive GDP growth rate.

For the second case, which is the probability of debt to GDP ratio over 60% with or without a SP, 
according to the analysis results, there are no statistically significant results from the adoption of any 
program in the current year up to the approval of a program in the last seven years. A SP in the last 
eight years increases the probability of a subsequent debt to GDP ratio over 60% by 1,89 times, when 
without such a program the probability of debt to GDP ratio over 60% would be 1,27 times. The same 
direction in the probabilities is present in all sub-cases up to an adaptation of a SP on the last twelve 
years. However, the difference between the two probabilities is reduced from a program in the last eight 
years to a program in the last twelve years. Thus, the effects of a SP are taking place eight years after its 
implementation regarding the target of debt to GDP ratio of less than 60%.

For the third case, which is the probability of a current account deficit to GDP ratio over 3% with or 
without a SP, the same results are derived as in the previous case. There are no statistically significant 
results from the adoption of any program in the current year up to the approval of a program in the last 
seven years. A SP in the last eight years increases the probability of a subsequent deficit to GDP ratio 
over 3% by 1.83 times, when without such a program the probability of a deficit to GDP ratio over 3% 
would be 1.27 times. The same direction in the probabilities is present in all sub-cases up to an adapta-
tion of a SP on the last twelve years. However, the difference between the two probabilities is reduced 
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Table 5. The logistic framework for the case of a gross debt over 60% of GDP

Coefficient X2 Significance

SP in the current year

intercept 0.086 
(0.185) 0.214 0.644

b 0.529** 
(0.209) 6.351 0.012

SP in the last year

intercept 0.125 
(0.177) 0.499 0.480

b 0.490** 
(0.203) 5.812 0.016

SP in at least one of the last two years

intercept 0.145 
(0.170) 0.723 0.395

b 0.475** 
(0.198) 5.738 0.017

SP in at least one of the last three years

intercept 0.163 
(0.164) 0.971 0.324

b 0.463** 
(0.194) 5.692 0.017

SP in at least one of the last four years

intercept 0.166 
(0.160) 1.074 0.300

b 0.469** 
(0.190) 6.043 0.014

SP in at least one of the last five years

intercept 0.193 
(0.156) 1.537 0.215

b 0.440** 
(0.188) 5.49 0.019

SP in at least one of the last six years

intercept 0.208 
(0.152) 1.855 0.173

b 0.429** 
(0.185) 5.332 0.021

SP in at least one of the last seven years

intercept 0.231 
(0.148) 2.399 0.121

b 0.405** 
(0.183) 4.864 0.027

SP in at least one of the last eight years

intercept 0.242* 
(0.145) 2.756 0.097

b 0.396** 
(0.181) 4.746 0.029

SP in at least one of the last nine years

intercept 0.244* 
(0.143) 2.895 0.089

b 0.401** 
(0.180) 4.949 0.026

SP in at least one of the last ten years

intercept 0.256* 
(0.141) 3.998 0.069

b 0.388** 
(0.179) 3.973 0.031

SP in at least one of the last eleven years

intercept 0.279** 
(0.139) 3.29 0.046

b 0.356** 
(0.178) 4.67 0.046

SP in at least one of the last twelve years

intercept 0.293** 
(0.138) 4.480 0.034

b 0.337* 
(0.177) 3.590 0.058

Note: Significance level at 1%, 5% and 10% is represented by ***, ** and *, respectively.
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Table 6. The logistic framework for the case of a current account deficit over 3% of GDP

Coefficient X2 Significance

SP in the current year

intercept 0.12 
(0.185) 0.418 0.518

b 0.456** 
(0.209) 4.721 0.030

SP in the last year

intercept 0.125 
(0.177) 0.499 0.48

b 0.460** 
(0.203) 5.136 0.023

SP in at least one of the last two years

intercept 0.087 
(0.170) 0.261 0.610

b 0.523*** 
(0.523) 6.976 0.008

SP in at least one of the last three years

intercept 0.081 
(0.164) 0.243 0.622

b 0.545*** 
(0.193) 7.895 0.005

SP in at least one of the last four years

intercept 0.14 
(0.160) 0.769 0.380

b 0.473** 
(0.150) 6.171 0.013

SP in at least one of the last five years

intercept 0.193 
(0.156) 1.537 0.215

b 0.408** 
(0.187) 4.717 0.030

SP in at least one of the last six years

intercept 0.208 
(0.152) 1.855 0.173

b 0.395** 
(0.185) 4.545 0.033

SP in at least one of the last seven years

intercept 0.231 
(0.148) 2.399 0.121

b 0.370** 
(0.183) 4.088 0.043

SP in at least one of the last eight years

intercept 0.242* 
(0.145) 2.756 0.097

b 0.361** 
(0.181) 3.966 0.047

SP in at least one of the last nine years

intercept 0.285** 
(0.143) 3.933 0.047

b 0.301* 
(0.180) 2.787 0.095

SP in at least one of the last ten years

intercept 0.276* 
(0.156) 3.819 0.051

b 0.319* 
(0.178) 3.184 0.074

SP in at least one of the last eleven years

intercept 0.279** 
(0.139) 3.998 0.046

b 0.319* 
(0.178) 3.207 0.073

SP in at least one of the last twelve years

intercept 0.293** 
(0.138) 4.48 0.034

b 0.3* 
(0.177) 2.855 0.091

Note: Significance level at 1%, 5% and 10% is represented by ***, ** and *, respectively.
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from a program in the last eight years to a program in the last twelve years. Thus, again, the effects of a 
SP are taking place eight years after its implementation, regarding the target of a current account deficit 
to GDP ratio less than 3%.

Table 7. Overall probabilities derived for the three cases

Probability of Economic 
Recession

Probability of 
Debt over 60% of 

GDP

Probability of 
C.A. Deficit over 

3% of GDP

SP in the current year
Without 2.90* 1.09 1.13

With 5.72* 1.85 1.78

SP in the last year
Without 3.27* 1.13 1.13

With 5.55* 1.85 1.79

SP in at least one of the last two years
Without 3.45* 1.16 1.09

With 5.50* 1.86 1.84

SP in at least one of the last three years
Without 3.62* 1.18 1.08

With 5.45* 1.87 1.87

SP in at least one of the last four years
Without 3.62* 1.18 1.15

With 5.51* 1.89 1.84

SP in at least one of the last five years
Without 3.88 1.21 1.21

With 5.36 1.88 1.82

SP in at least one of the last six years
Without 3.92 1.23 1.23

With 5.35 1.89 1.83

SP in at least one of the last seven 
years

Without 3.96 1.26 1.26

With 5.32 1.89 1.82

SP in at least one of the last eight years
Without 4.08 1.27* 1.27*

With 5.30 1.89* 1.83*

SP in at least one of the last nine years
Without 4.15 1.27* 1.33*

With 5.27 1.90* 1.80*

SP in at least one of the last ten years
Without 4.23 1.29* 1.32*

With 5.25 1.90* 1.81*

SP in at least one of the last eleven 
years

Without 4.28 1.32* 1.32*

With 5.22 1.89* 1.82*

SP in at least one of the last twelve 
years

Without 4.35 1.34* 1.34*

With 5.19 1.87* 1.81*

Note: * represents the sub-cases for which there were derived statistically significant coefficients in less than 10% significance level.
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FUTURE RESEARCH DIRECTIONS

Future research may use a corresponding analysis to calculate the effects of SPs, to examine the dif-
ference between the effectiveness of the programs adopted before the crisis (implemented only by the 
IMF) and the effectiveness of the bailout programs adopted after the crisis (performed by the Troika). 
Furthermore, a corresponding analysis could be used to check for the effects of the programs before 
and after the creation of the European Monetary Union. Lastly, future research could take a position in 
the discussion whether large programs may be particularly successful -effectiveness of interventions 
increases with their size- or not.

CONCLUSION

The present chapter analyzes the short-, medium- and long-run effects of SPs on three objectives that 
describe in a general perspective the economic performance of the economies. The probabilities of an 
economic recession are estimated, a high debt-to-GDP ratio and a high current account deficit-to-GDP 
ratio, with or without the existence of a SP.

Using data from the Maastricht Treaty on 1993 up to 2013, the analysis concludes that the prob-
ability of an economic recession is higher with a SP than it is without one. The gap between with and 
without program probabilities of economic recession decreases as the analysis moves from the short 
to the medium term. Furthermore, the probability of a negative outcome on the debt to GDP ratio and 
the current account deficit to GDP ratio, is higher with a SP, than it is without one. In these two cases, 
the gap between with and without program probabilities of negative outcome decreases as the analysis 
moves from the medium to the long term.

The evaluation of the effectiveness of the SPs not only at a few finite time points after the program 
period, but over the entire time horizon to capture the short as well as the long-run impact of the SPs, 
is of great importance for the analysis. Through this, the chapter concludes that a SP has a negative 
short-run effect on the GDP growth rate, which may last up to four years after the implementation of the 
program. Furthermore, SPs have an adverse long-run impact, as it seems to negatively affect the debt to 
GDP ratio and the current account deficit to GDP ratio eight years after its adoption.

It seems that the IMF Stability Programs in the period 1993 to 2013 in the EU have failed to achieve 
the objective of stabilizing macroeconomic developments in the economies implemented. When a Stabi-
lization Stage is adopted, a higher probability of destabilizing GDP growth is estimated in the first five 
years of implementation, and a higher probability of destabilization of debt and current account deficit 
targets, 8 years after implementation. The fact that these conclusions emerge after a comprehensive 
study for the EU-27 countries and does not concern each economy separately shows that the same SPs 
cannot be applied to all economies in the same way (one size fits all). In other words, issues arise in the 
preparation and the implementation of these programs.

It is crucial for policymakers and economic actors, as well as the EU-27 societies and economies to 
which the SPs are implemented, to be in a position to shape a more appropriate framework to mitigate 
any adverse effects from the implementation of the programs. Initially, the burden falls on governments, 
which should have a clear electoral mandate to implement the SP, as when the policies implemented 
are autocratic, they have a minimal horizon of success. To this end, governments should carry out or-
ganized communication policy efforts to convince citizens about the importance of the SPs, i.e., it is 
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particularly important to explain in detail what are the costs of non-realization of the structural changes 
that may be required by the program. Furthermore, in this context, there should not occur pluralism and 
lack of internal coherence among governments, as the production of complex and conflicting messages 
leads to a failure in the implementation of policies, while the way in which governments are guided by 
developments (leading role) is crucial so that the implementation of a SP does not end in an unspecified 
development. Besides, the role of those that design the SPs is vital since they will have to build on the 
knowledge gained from their experience after serious study of the problem and the impact of the poli-
cies implemented. Also, the same SP cannot be applied in all cases, and therefore, proper preparation 
and a set of specific actions are required. Finally, a successful effort has the characteristic of long-term 
persistence in its implementation and long-held patience for the results. This is also a vital issue for both 
politicians and technocrats involved in the design of SPs.

The shortcomings of the present chapter lie on the fact that the results capture the effectiveness of the 
SPs on the European Union for an entire period of 21 years (1993-2013), not giving special attention to 
significant developments in the European Union. Such events may be considered the entry of new mem-
bers, the creation of the European Monetary Union and the adoption of the Euro, and the outbreak of the 
European debt crisis. Furthermore, it does not pay attention to specific national conditions, estimating the 
probabilities for the EU as a single entity. Lastly, the chapter may not deal efficiently with the issue of 
endogeneity. This could be done by the adoption of a large number of macroeconomic control variables.
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KEY TERMS AND DEFINITIONS

Austerity program: A program of economic controls aimed at reducing current consumption to 
improve the national economy.

Bailout: The act of a business, an individual, or a government providing money and resources to a 
failing company or economy.

Fiscal adjustment: Reduction in the government primary budget deficit, obtained from a reduction 
in government expenditures, an increase in tax revenues, or both simultaneously.

International Monetary Fund: International organization headquartered in Washington, D.C., 
consisting of 189 countries working to foster global monetary cooperation, secure financial stability, 
facilitate international trade, promote high employment and sustainable economic growth, and reduce 
poverty around the world.

Maastricht Treaty: The official Treaty of the European Union, signed on 7 February 1992 by the 
members of the European Communities in Maastricht, Netherlands, to further European integration.

Troika: Decision group formed by the European Commission, the European Central Bank and the 
International Monetary Fund whose usage arose in the context of the “bailouts” of Cyprus, Greece, 
Ireland, and Portugal necessitated by their prospective insolvency caused by the recent global financial 
crisis of 2008.
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ABSTRACT

The literature recognizes that the gradual countries’ involvement in the economic globalization has 
generated competitive environments that stimulate innovation and economic growth. Yet, globalization 
has also apparently led to the increase of inequality, contributing for waves of populism and discontent, 
claiming for justice in sharing these benefits. Thus, it is not surprising that the interaction globalization/
social justice is paying attention to politicians and academics, seeking to identify if there is reason to fear 
that the globalization leads to increase inequality. This chapter deals with the link between globaliza-
tion and social justice, measured by updated indicators that improved the data quality and broadened 
their baseline. In what globalization concerns are applied the renewed KOF index, including de facto 
and de jure perspectives. Concerning social justice, are used the latest “EU Social Justice Index”. The 
study reflects on the effects of the recent global financial crises in the EU members, which especially 
hit the Euro zone.
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INTRODUCTION

The link between globalization and social justice plays a key role in the current political debate, based 
on the general conviction that the inequality caused by globalization is a major stimulus to populism 
(Pastor & Veronesi, 2018). Overall, globalization seems to support the gradual convergence of incomes 
across countries, even as trade liberalization has allowed many emerging countries, especially China, 
to achieve very substantial and sustained levels of economic growth over a long period (Harger, Young 
& Hall, 2017).

However, the center of the current discussion focuses on income inequality within countries, par-
ticularly in the more developed and industrialized economies. Not surprisingly, the United States, for 
example, is widely recognized as the country experiencing the most pronounced increase in income-
inequality, partly because competition from emerging economies has affected the jobs of less qualified 
people (Saez, 2018).

While research recognizes and identifies a number of factors which have influenced those trends, 
there is also some consensus that the trends in economic globalization, technological change, especially 
in the field of information and communication technologies, biased reforms in tax systems. In particular 
the labor market and the deregulation of financial markets have contributed to growing social inequalities 
and territorial disparities within countries (Herr & Ruoff, 2015).

This global economic and financial crisis that has hit the European Union, particularly some euro 
zone countries, has caused unsettling symptoms of opposition to the European project and the growth 
of waves of populism and nationalism (Guiso et al., 2019). The US-initiated crisis quickly changed the 
center of gravity for Europe and revealed the fragility of some economies, notably the high levels of 
public debt of euro zone countries and the effects on their economic and financial sustainability and the 
single currency itself (Caetano & Sousa, 2018).

This process has resulted in the deterioration of economic conditions, provoking social unrest and 
contestation and even hostility towards the process of European integration, which has had electoral 
consequences in recent years (Hernández & Kriesi, 2016). In this context, the chapter focuses on the 
interaction between the levels of economic globalization of the countries that make up the European 
Union and the components that embody Social Justice. We aim to analyze the impacts that the economic 
and financial crisis, which occurred after 2007, had on social justice indicators, especially on access to 
the labor market, in the various groups of European Union countries, i.e. those that integrate or not the 
European Monetary Union.

We consider the study relevant from the point of view of the literature, as, to the best of our knowl-
edge, this is the only study so far that analyzes the impacts of the recent financial crisis on the twofold 
levels of globalization and social justice. Additionally, the study explores the new indicators produced 
by the KOF, separating the de jure and de facto dimensions, as well as updated data from the EU Social 
Justice Index.

That being said, the rest of the chapter is structured as follows: Section 2 presents the genesis of 
the traditional theories of international trade, followed by the description of the neoclassical models of 
international trade, focusing on the sharing of the gains from trade; in its turn, Section 3 focus on the 
impacts of globalization on inequality and social justice; the data and methodology used in this chapter 
are presented in Section 4; a global overview of the relationship between globalization and social justice 
in the European Union (EU) is then offered in Section 5; which is followed by a detailed overview of 
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the relationship between financial globalization and social justice, still at the EU level; after offering 
directions for further research, Section 6 concludes.

TRADITIONAL INTERNATIONAL TRADE THEORIES 
AND DISTRIBUTION OF TRADE GAINS

Traditional theories of international trade, including the classical approach and neoclassical models, 
provide rationality for countries’ economic specialization and advocate trade as a creator of wealth. These 
theories thus justify economic globalization as the result of a worldwide liberalization process in which 
countries specialize according to their comparative advantages and from which everyone can benefit. 
They do not attach much importance on the distribution of trade gains by countries and economic agents 
and, as such, have not provided coherent answers to understand some current trends in globalization, 
especially with regard to the growing inequality in income distribution in the world within countries.

In our opinion, it justifies to stress the argument of these theories and to counter the criticism of the 
unrealistic assumptions on which they are based. Thus, the emphasis we give to these theories in the 
literature review allows us to gauge their limits and the need to seek more robust theoretical frameworks 
that take into account the specificity of resources and the quality of production factors available in the 
several countries. This makes it possible to understand the criticism of the way economic and financial 
liberalization has taken place and the growing marginalization of less skilled labor in income sharing. 
Therefore, considering the interaction between the dynamics of globalization and the variables of social 
justice, being complex, is entirely pertinent.

The term “globalization” used today involves multiple and complex features, ranging from culture, 
technology, politics and economics, to the notion of interdependence as the standard of personal rela-
tionships. In reality, people are increasingly dependent on each other, in the various territorial levels 
that we consider, reflecting the growing number of contacts made, mostly financial and commercial, 
generating a greater flow of goods, services and technologies on a global scale, which reinforced the 
economic dimension of the phenomenon.

The increasing dependency of relations on a global scale is at the heart of globalization, although 
there are different perspectives in the various social sciences that deal with the subject. Thus, since 
Wallerstein (1974) the approaches recognize the disparate effects of dependence on the geography 
and nature of economic flows, emphasizing their effects on global inequality. The dependency ratio is 
explicitly characterized by asymmetry in per capita income, since most of the wealth is concentrated in 
developed countries, and at the same time there is a growing divergence in income distribution within 
countries, regardless of their level of development1.

In economic terms, globalization has been treated as a phase of the world capitalist system, whose 
main causal mechanisms stem from the economic requirements of multinational corporations penetrat-
ing foreign markets, resulting in significant competition and expansion of trade flows. Globalization is 
also seen as a form of convergence of interconnected production systems, basically from the neoclas-
sical economic model that presents the convergence of prices of goods and factors such as the effect of 
market arbitrage.

The discussion has thus emphasized the role of markets and capitalism, focusing on economic theory 
more on the aspects of the internationalization of economies and firms and little on their consequences 
on the distribution of gains. According to Asper & Kohl (2015), the notions of capitalism, market and 
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globalization are crucial to understand the dynamics and asymmetric nature of the global economy. In 
reality, globalization must be understood within the framework of the capitalist markets, which implies the 
use of a historical perspective. The literature highlights the positions of modern economic theory, rooted 
in mercantilism, liberalism, and, recently, in modern theories of trade in imperfect competition markets.

The modern economy emerged from criticism of the mercantilist tradition and builds the theoreti-
cal basis for the industrialization, international trade, and the building of European states. The basic 
principles of liberalism can be summarized by the competition in all markets and then by the creation 
of the gold-standard monetary system. Such conditions ensure the passage of individual interests into a 
global harmonious order, based on the invisible hand argument. Smith (1976) considers the territorial 
distribution of markets as a requirement of the division of labor, which he conceives as the principal 
source of the wealth of nations and defends free trade to generate prosperity for the various stakeholders.

The theoretical foundation of free trade is due to Ricardo, by explaining the international division 
of labor on the basis of differences in labor productivity. The reasoning on the relative cost advantage 
grounds the conviction that trade can be a positive sum game if countries specialize in products where 
it has the lowest opportunity cost. So, all countries must participate in the world trade system for the 
benefit of all (Ricardo, 1970). Nowadays, this position on country specialization and free trade, as pro-
moters of growth, is a powerful anti-protectionist reason in trade policy debates. This optimism on the 
economic and social effects of trade was strengthened identifying a set of positive political effects from 
trade liberalization (Hirschman, 1986).

However, the optimism of free trade has also been challenged in terms of social issues when it be-
came clear that large-scale poverty and subjection to the economic system left deep traces in allegedly 
wealth-generating processes. Nationalist and socialist ideas, in relation to the latter standing out the 
thought of Marx, assume that there are strong conflicts of interests in the functioning of the capitalist 
system, leading to the need for capital to expand in the various national markets in order to generate 
profits on a permanent basis as condition of their survival. Capital goes beyond the nation-state, but 
depends on it for its survival (Engels & Marx, 1969). In addition, labor exploited as a source of profit 
is reduced to poverty, accelerated by gradual automation and, as a consequence, consumer demand in 
domestic markets decreases.

A relevant issue of the softer criticism is the assumption that the countries pattern of specialization 
and wealth would depend on the factor endowments. Hecksher & Ohlin (HO) are the initial contribu-
tions of the neoclassical model of international trade2, which includes the allocation of more than one 
production factor, assuming that if a good requires a lot of work and if a country is well endowed with 
labor, must specialize in this production. However, considering that all of them derive benefits from 
trade, the HO model is innovative, assuming intuitively that trade involves more competition and thus 
generating potential relative losses for the holders of scarce factors.

To explain the role of factor endowments in trade, the Stolper and Samuelson model (SS), based on 
factors - labor and land - and two goods, using different factorial intensities, predicts a linear relation 
between commodity prices and factor prices. Thus, the real wage will increase in both sectors (goods), 
while the real remuneration of the landowners will decrease in both productions. In an ideal world, free 
trade would tend to promote the equalization of prices of goods and factors of production. However, the 
persistence of trade barriers, transport costs and technological differences between countries prevents 
such a convergence in the real world from being verified, as evidenced by the empirical tests carried 
out (Deardorff, 1994).
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These models of trade and distribution of gains allow us to sketch the effects of price changes on the 
well-being of identifiable economic groups with severe distributional implications. There are similar 
results in models that show that under competitive conditions, as long as the importable good remains 
to be produced, there is at least one production factor that worsens its position with trade liberalization 
(Rodrik, 2018). That is, in an impressive way the trade generically always produces losers and winners. 
The pattern of gains and losses will depend on the details of the model. In the case of the SS model, the 
result is a relative change in workers’ income, in favor of those with high skills. So, trade has an influ-
ence on the distribution of income within countries, for two reasons: first, because factors cannot move 
instantly and at no cost between industries and, on the other, because changes in product composition 
have effects on the demand for factors.

Traditional trade theories show that trade equals an exchange of factors embodied in commodities, 
so buying them in a low-wage country implies procuring low-cost factors. So, imports from low-wage 
countries threaten some labor in countries where wages are high. The distributional effect is that unskilled 
workers in low-wage countries earn from free trade as well as skilled workers in developed countries. The 
losers with free trade would be skilled workers in poor countries and unskilled workers in rich countries. 
However, the reality did not confirm such predictions. Skilled workers in poor countries have improved 
with globalization and the less skilled have lost, so most unequal distributions in income have arisen in 
poor countries. In fact, income distribution in poor countries has become more unequal as a result of 
globalization mounting (Hillmann, 2008).

INFLUENCES OF GLOBALIZATION ON INEQUALITY AND SOCIAL JUSTICE

Most traditional theories do not consider the effect of trade on the income distribution is a reason to limit 
it. Though, the distributive impacts have to be taken into account and must therefore be considered and 
regulated by the action of the states in their economic and social policy. In the 1980s and 1990s there 
were significant developments in favor of government intervention in trade policy orientations. On the 
one hand, the emergence of strategic trade policy (Brander & Spencer, 1985) provided additional reasons 
for countries to derive gains in promoting industries considered strategic. On the other hand, criticisms 
of globalization, centered on their effects on workers in less developed countries, but also on workers 
in industrialized countries, are strongly appearing.

In fact, with the growth of industrial goods exports from developing countries, the objections to glo-
balization have intensified. The major concern of the anti-globalization groups was the low wages paid 
to workers in the exporting countries. The standard response of economic theory, however, is that the 
comparison should not be made between wages of workers in developing and industrialized countries, 
but it should be borne in mind that trade allowed workers to earn higher wages than they had before 
opening. These arguments, at bottom, attest to the difficulty in discussing globalization whenever one 
intends to assume it on a strictly ethical and moral level.

Many authors expressed their distress with some results of globalization. Stigliz’s position in Glo-
balization and its Discontents, is a clear example and an inexorable landmark (Stiglitz, 2002). He ac-
knowledges that, while markets are efficient and provide the basis for growth, they are also a source of 
injustice because income earned and accumulated wealth are inconsistent with social equality standards. 
Thus, the author sustains that it is the responsibility of governments to moderate social inequality aris-
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ing from the play of markets through public policies in the fields of taxation and income redistribution 
(Stiglitz, 2017).

Globalization hampers the distributive effects of social justice, limiting the ability of governments to 
intervene with effective distributive policies. In integrated capital markets, the mobility flows occur to 
places where taxes are lower (Bénassy-Quéré et al., 2005), so, if capital is mobile and does not escape 
the highest taxes, the tax bases will then be limited to the income of immobile labor. Thus, capital can-
not be taxed as labor, making globalization socially unfair and undesirable, while acting as a brake on 
redistribution policies. For some, globalization is seen not only as a barrier to social justice due to the 
constraints it imposes on governments, but it is the main reason for the inequality in the distribution of 
income because of the injustice of the markets (Ravallion, 2018).

Equality in income distribution is generally seen as one of the determinants of social justice, making 
it a topic of greater concern, where the search for it allows one to confront the efficiency of markets 
and public policies oriented towards equity. Social justice is a salient topic in public discourse and 
political decision, as politicians vow to promote social justice. Globalization has been a widely studied 
phenomenon in different variants and some care is acknowledged in whether it is consistent with social 
justice. The debate has been controversial, even because the different concepts of social justice show 
that it is multifaceted, which makes measurement very difficult. An essential question concerns what 
gives rise to or impedes social justice and there several studies have tested the causal links between the 
two phenomena (Merkel & Giebler, 2009).

Contestants of globalization admit that it has negative effects on social justice for whom the poor 
have been penalized by the waves of globalization. They assume that social justice is limited when social 
spending is reduced or when labor markets are deregulated. Stiglitz believes that trade liberalization so 
quickly has gone too far at the cost of rising unemployment, with the problem being the way it has been 
managed (Stiglitz, 2006). The political prescription is that governments must protect social agreements 
and if they collide with the demands of the global economy, it is this that must give way (Rodrik, 2011).

There is extensive literature on how globalization influences inequality3 that we will not emphasize 
in this study. Although the debate on the impact of economic globalization on the welfare state has long 
existed, it is far from reaching conclusions shared by different authors. In general terms, the literature 
has been divided by the theses of compensation and efficiency, providing results and arguments that are 
often contradictory about that complex relationship. On the one hand, globalization may increase the 
demand for compensatory social policies, so that highly open economies are often referred to as having 
higher welfare states. Conversely, competition among states for the attraction of mobile capital may 
limit governments’ room for maneuver to increase their tax revenues and thereby reduce their public 
social expenditures.

The empirical evidence is contrasted in relation to the link between globalization and social justice. 
We will briefly highlight some results obtained in the search for interaction between the two processes. 
Kauder & Potrafke (2014) investigate how social justice correlates with globalization between 1991-
2007 and the results show that OECD countries with a rapid globalization process enjoy greater social 
justice, suggesting that voters demand active governments when globalization is intensified, validating 
the compensation thesis4. According to Meinhard & Potrafke (2012), a higher social security benefit 
due to the risks of international competition induces the State to broaden its intervention in order to 
ensure welfare levels, rising social spending in the course of globalization. In another sense, Sinn (2003) 
considers that globalization influenced the attributes associated with social justice, mainly reducing the 
weight of the public sector and the social state, limiting cohesion in the countries.
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In short, most studies acknowledge that the most globalized countries, with the highest insertion in 
value creation chains worldwide, also display higher levels of social justice. It is under this background 
that we will then develop our empirical application by testing the interaction between various dimen-
sions of economic globalization and social justice in the countries of the European Union. It should be 
noted that the EU member-states are very different realities, both in terms of economic and technological 
development, as well as in the way in which their social and political models are organized and operated. 
The application covers the period 2008-16, which means that the impacts of the latest economic and 
financial crisis are assessed in the study.

DATA AND METHODOLOGY

Here we will use two recently updated and renewed indicators with new methodologies that seek to cover 
the diverse dimensions of globalization and social justice. We refer specifically to the KOF indicators on 
globalization produced by the KOF Swiss Economic Institute (https://www.kof.ethz.ch/en/forecasts-and-
indicators/indicators/kof-globalisation-index.html; accessed on March 2, 2019), and the Social Justice 
indicator compiled by the Bertelsmann Stiftung (https://www.bertelsmann-stiftung.de/en/publications/
publication/did/social-justice-in-the-eu-index-report-2017-1/; accessed on March 2, 2019).

In methodological terms, we will use regression and correlation analyzes between the variables of 
interest, after their graphic visualization.

As we have seen, the impacts of globalization on different economic and social aspects have been 
widely discussed in the literature. To analyze such effects in the analytical level it is necessary to have 
variables that allow to measure globalization as a multidimensional phenomenon, which suggests the 
use of multifaceted indicators. Such indicators should reflect how the process manifests itself in the lives 
of the citizens of the various countries that communicate with each other, exchange goods and services, 
ideas and information, or governments that cooperate to address global political problems. Thus, the 
measurement of globalization is usually made using composite indicators that try to capture the different 
manifestations of the phenomenon.

Indicators such as KOF are presented as a solution, allowing the combination of different levels of 
globalization in a final index, becoming the globalization indicator most used in the literature5. The KOF 
indicator was created by Dreher (2006), updated in Dreher et al. (2008) and has recently broadened its 
scope with the work of Gyglia et.al. (2018). Inherent in composite indicators is the risk of excessive 
simplification, which may result in misinterpretation of the results. Therefore, instead of building an 
index based on a broad definition, the new version of the KOF allows the flexible aggregation of differ-
ent dimensions and characteristics of globalization, introducing the clear distinction between de facto 
and de jure measures.

Thus, while de facto measures of globalization include variables representative of flows and activities, 
de jure actions encompass variables that represent policies that generate flows and activities. Quinn et 
al. (2011), had already shown that the use of measures of de facto or de jure financial opening produced 
very different results in the causal link between the growth of financial integration and economic opening. 
This separation between de facto and de jure variables was applied to all sub-dimensions of the index. 
The new version also introduces a differentiation in the economic dimension between the commercial 
and the financial side that proved to be very useful in the results obtained in our work.
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With regard to the Social Justice Indicator (SJI), we used the data collected by the Bertelsmann Stif-
tung covering the countries of the European Union, although only in the most recent years are available 
to the 28 Member States. The SJI is based on six sub-indicators: poverty prevention, equitable access to 
education, labor market inclusion, social cohesion, health, and intergenerational justice. These indica-
tors are based on 18 quantitative measures, such as the Gini index, unemployment rates, public R&D 
expenditure, and seven qualitative measures, such as expert opinions on education policy.

In addition, some 70 experts from different countries were asked to collect opinions on qualitative 
measures of social justice and also included the general indicator, which then included variables of a 
quantitative and qualitative nature. Based on Merkel & Giebler (2009), the dimensions of poverty pre-
vention, access to education and inclusion in the labor market have been given a greater weight and are 
therefore a weighted and normalized indicator on a scale of 1 to 106.

A GENERAL OVERVIEW ON GLOBALIZATION AND 
SOCIAL JUSTICE IN THE EUROPEAN UNION

In this section we will study the dynamics of the relationship between globalization and social justice 
in the European Union; see Kauder and Potrafke (2015) for the OECD case.

As European Union countries will be considered, our sample is made up of the, to date, twenty-eight 
member states. With regard to these, there are data for the SJI, for 2008, 2011, 2014, 2015, 2016, and 
20177. With regard to data for the KOFGI, there are no restrictions on the data set, since they exist for 
all EU member states on an annual basis, long before 2008 and until 2016.

In empirical terms, it seems acceptable to consider that the process of globalization through which 
countries have passed is accompanied by changes in the level of social justice, with some time lag. Thus, 
the correlation coefficients between the time series of the KOFGI and the SJI were determined for the 
different countries, considering time lags between 0 and 4 years. For most countries, the highest cor-
relation between the KOFGIt and the SJIt + s (s = 0, 1, 2, 3, 4) was obtained for a 2-year lag. In addition, 
the correlation signal for this lag is also equal to that of the lag with even greater correlation, in all the 
other cases. Following this procedure, the KOFGI data for the years 2006, 2009, 2012, 2013, 2014 and 
2015 were then selected for the countries under analysis8.

Figure 1 corresponds to the graphical representation of the six pairs of years under analysis, consid-
ering the data for the KOFGIt and SJIt + 2. It shows clearly that there is a positive association between 
globalization and social justice in the period under review, albeit with a (slight) tendency towards a fall 
in the degree of association between those two variables9.

The dynamics of the relationship between globalization and social justice, as can be seen in Figure 
1, over the period under analysis, can best be understood by analyzing the evolution of regression lines 
in terms of their intercepts, slopes and explanatory power. According to Table 1, the regression lines 
are characterized by increasing intercepts and decreasing slopes, which, roughly speaking, indicate a 
clockwise shift10. In general terms, this means that, over the period under review, countries with lower 
levels of KOFGI have seen their levels of SJI increase, with the opposite for countries with higher levels 
of KOFGI. Thus, although social justice levels, as measured by the SJI, are positively associated with the 
levels of social globalization as measured by the KOFGI, this link is becoming less robust in marginal 
terms and in its explanatory power.
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The arguments presented above justify a more detailed analysis in terms of the two strands of the 
globalization index. As mentioned, we consider data for the revised version of the KOF by Gygli et al. 
(2019). These authors distinguish de facto globalization as meaning of actual flows and activities from 
de jure globalization as a means of policy measures that, in principle, facilitate or aim to facilitate glo-
balization. Indeed, if globalization can have positive consequences, in particular an increase in social 
justice, de jure globalization can be expected to present itself more clearly, possibly even more than de 

Figure 1. The association between globalization and social justice in the EU
Source: Authors’ computation

Table 1. The dynamics of the relationship between the KOFGI and the SJI

Intercept Slope R2 Average KOFGI Average SJI

KOFGI (2006) vs 
SJI (2008) -10.917 0.1997 0.6371 84.77 6.02

KOFGI (2009) vs 
SJI (20011) -9.7385 0.1847 0.5202 85.01 5.96

KOFGI (2012) vs 
SJI (2014) -8.8781 0.174 0.4936 83.18 5.60

KOFGI (2013) vs 
SJI (2015) -8.416 0.1687 0.4677 83.27 5.63

KOFGI (2014) vs 
SJI (2016) -7.898 0.1618 0.4346 84.24 5.73

KOFGI (2015) vs 
SJI (2017) -6.6534 0.1489 0.4105 83.98 5.85
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facto globalization, since this reflects less controllable exogenous aspects by the economic authorities 
of each country.

Figure 2 thus corresponds to the graphical illustration of the six pairs of years under analysis, consid-
ering the data for the de facto KOFGIt and SJIt + 2. In general terms, it confirms the above stated, i.e. that 
there is a positive association between globalization (in this case, de facto) and social justice, although 
the degree of association between these two variables has been declining throughout the period under 
analysis11.

Comparing the results with the previous ones, it is undoubtedly relevant to note that an increase in 
the de facto KOFGI exerts, in general terms, a smaller effect on the SJI, than in the case of the KOFGI, 
which indicates that the effect will be greater on the SJI resulting from an increase in de jure KOFGI.

In what concerns de jure globalization, Figure 3 confirms the positive association of this measure of 
globalization and social justice in the EU. However, it should be noted that, unlike the previous cases, 
the degree of association between the variables increased until the pair (KOFGIdj2012,SJI2014), having, 
from only then on, decreased12.

As anticipated, comparing the results with the previous ones, it is certainly important to note that an 
increase in the de jure KOFGI generally has a greater effect on the SJI, than in the case of the KOFGI.

As is well known, the globalization index reflects several components, namely economic, social and 
political. Thus, it becomes relevant to understand which of these dimensions is best related to social 
justice. Table 2 shows the correlation coefficients of the various sub-indices of globalization with the 

Figure 2. The association between de facto globalization and social justice in the EU
Source: Authors’ computation
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Figure 3. The association between de jure globalization and social justice in the EU
Source: Authors’ computation

Table 2. The correlation between globalization and social justice (in the EU)

Global Index de facto Index de jure Index

KOF 0.707 0.595 0.636

KOF Economic 0.531 0.436 0.546

KOF Trade 0.266 0.228 0.285

KOF Financial 0.591 0.526 0.555

KOF Social 0.727 0.680 0.624

KOF Interpersonal 0.330 0.380 0.122

KOF Informational 0.731 0.688 0.502

KOF Cultural 0.752 0.570 0.606

KOF Political 0.196 0.127 0.235
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social justice index. As expected, it allows confirming that the highest correlation is obtained between 
the KOF Social Globalization Index and the Social Justice Index.

FINANCIAL GLOBALIZATION AND SOCIAL JUSTICE IN A 
DETAILED OVERVIEW ON THE EUROPEAN UNION

As we have seen, economic literature remains somewhat divided in the debate on the effects of free 
trade on income distribution. With regard to financial globalization, the application of the principles of 
liberalization, by allowing savings to be channeled to countries where returns are highest, have also been 
unquestionable for many years. In fact, capital flows between countries enable intertemporal consump-
tion between them as a result of external borrowing and allow investors to diversify portfolios globally.

However, shortly after World War II, this consensus was broken and control of international capital 
flows, in order to avoid currency volatility in the inter-war period, left more room for national mac-
roeconomic policies. This consensus was later changed and in the 1990s the IMF, the OECD and the 
EU pushed for full convertibility of capital accounts. After the latest global financial crisis (2007-09), 
opinions changed again and the benefits of financial globalization began to be called into question, which 
led to the resumption of capital controls.

Thus, the effects of financial globalization are seen as ambivalent, where, on the one hand, short-term 
flows are linked to the emergence of financial crises with severe impacts on financial and economic 
stability and, on the other hand, long-term flows and foreign direct investment are seen as conducive to 
development and promoters of growth and social welfare.

Thus, in the period after the financial crisis of 2007, several studies were carried out on the impact 
of financial globalization on inequality in world terms. For example, Jaumotte, Lall (2013) and Furceri 
et al. (2017) report the existence of negative impacts of financial integration on inequality. In general, 
studies have argued that the liberalization of external capital flows has led to significant and lasting 
declines in labor participation in National Income and to corresponding increases in inequality, which 
can be observed in the changes registered by the Gini coefficient.

In this perspective, financial globalization seems to have complemented the impacts of trade by exert-
ing downward pressure on labor share in the National Income. The question has therefore been asked to 
understand why financial globalization contributes to this situation. There seems to be no great analogy 
to the theorems of neoclassical theory of international trade, so that, as Rodrik (2018) acknowledges, 
to some extent, the distributive effects of financial globalization are a real surprise. In fact, the extreme 
volatility of financial flows is abruptly depressing the countries most exposed to international markets, 
which significantly reduces their ability to react and the effectiveness of any adjustment measures.

Also in the euro area, financial integration has played a major role in the dynamics of globalization 
and, in particular, in the evolution of social justice in those countries. As a first step, monetary unifica-
tion and the creation of the euro in 1999 led to the reduction of risk premiums in countries where it 
was higher, such as Greece, Spain and Portugal, leading to the convergence of borrowing costs amongst 
member countries. Such developments have enabled the emergence of large current account deficits and 
the accumulation of significant levels of external debt (Baldwin & Gros, 2015). Sectors that produced 
non-tradable goods were boosted in the countries receiving foreign investment, to the detriment of the 
tradable goods sectors. This imbalance led to an accumulation of current account deficits which, in 
the countries referred to, quickly became an economic and social collapse, due to the sudden stoppage 
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of external capital inflows that provoked financial and economic crisis in the most indebted countries 
(Kang & Shambaugh, 2016).

The crisis has shown that trade and financial integration processes are of a different nature and may 
have different effects on the stability of countries. Aizenman (2016) recognizes that trade impacts are 
deeper and more structural than the effects of financial integration, which are more volatile and revo-
cable, affecting the countries involved and the European monetary union itself. This distinction results 
from the intertemporal nature of financial flows, which is undoubtedly different from that of trade flows.

Thus, financial globalization in conjunction with the monetary unification, joining countries with 
high structural divergences in their economies and with non-synchronized business cycles (Caetano et 
al., 2018), has also produced adverse distributional impacts within the group of countries of the euro 
zone, more expressively than in countries that had their own currency (Raitano, 2016). It is in this 
background that we will further examine the empirical analysis of this work, taking into account the 
developments in some of the EU Member States13 regarding the KOF and SJI indicators in the period 
after the global financial crisis and the subsequent sovereign debt crisis that affected some of the more 
fragile economies of the euro zone14.

As is well known, despite all attempts at convergence, the European Union is made up of countries 
with considerably different characteristics. Firstly, a possible approach would be to separate countries 
according to whether or not they belong to the euro zone15. Yet, within the euro zone, a group of central 
countries and a group of peripheral countries can be identified. Similarly, for countries outside the euro 
zone, a group of countries that have decided voluntarily not to join and another group that may join the 
euro zone (but do not fulfill Maastricht criteria) can be identified16. Having this into account, we proceed 
with our analysis of the relationship between globalization and social justice in the European Union, in 
a detailed way, by considering the following four groups of member-states:

• Euro zone periphery (EZP) – Greece; Italy; Portugal; Spain.
• Euro zone core (EZC) – Austria, Belgium, Finland, France, Germany, Ireland, Luxembourg, 

Netherlands.
• Opting out (OPT)17 – Denmark; Sweden, United Kingdom,
• Viségrad group (VIS) – Czech Republic; Hungary; Poland; Slovakia.

Figure 4 shows the evolution of the relationship between globalization and social justice, between 
2008 and 2016.

The OPT group clearly constitutes a cluster with the highest levels of globalization and social justice, 
the relationship of which shows some dynamics, apparently in the direction of greater globalization, 
accompanied by a reduction of social justice. In turn, the EZC group is also plainly identifiable as a 
cluster, for which the dynamics of the link between globalization and social justice have not changed 
significantly. With respect to the VIS group, the dynamics of the relationship between globalization and 
social justice seem to point to an inverse association between both, being apparent an increase in the 
level of social justice. The EZP group stands out from the relationship between globalization and social 
justice, as globalization levels have increased, but this has been associated with increases, but also a 
sharp decline, from 2011 to 2014, in the levels of social justice.

Since the globalization index reflects de jure and de facto views, Figure 5 shows the relationship be-
tween the KOFGI dj and SJI. While there are some differences in the dynamics of the above-mentioned 
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relationship, especially in the EZP and VIS groups, it is relevant, in this dimension of globalization, that 
there are the greatest differences between the pairs of countries (EZP, VIS) and (EZC, OPT).

With regard to de jure globalization, Figure 6 shows that the groups of countries that we have been 
considering are more similar, with a significant increase that, for all groups, this perspective of global-
ization presented between 2011 and 2014.

The indicators of globalization (KOF) and Social Justice (SJI) used in this work combine distinct 
variables, hence their composite nature, which may prove to be problematic in terms of results, since the 
multiple dimensions included in each indicator can generate different interactions and effects. Thus, we 
detailed the analysis, which allowed us to evidence the existence of very significant evolutions in some 

Figure 5. The evolution of the relationship between de facto globalization and social justice
Source: Authors’ computation

Figure 4. The evolution of the relationship between globalization and social justice
Source: Authors’ computation
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of the dimensions included in the general indices. Figure 7 displays the time trends for the 4 groups of 
countries of the interaction between de facto trade globalization and access to the labor market. From its 
analysis, we can perceive that the crisis, especially in the more severe period 2008-14, exerted a strong 
contraction for the EZP countries in the indicator of access to the labor market, as well as a significant 
increase in the globalization of the trade in its de facto variant. This situation was not equivalent in 
terms of intensity to what was recorded in the other groups, strongly indicating that the financial and 
sovereign debt crisis triggered a greater severity in social effects in the peripheral countries that were 
part of the euro zone.

The situation previously reported did not have the same expression when we used the indicator of de 
facto financial globalization. In fact, as shown in figure 8, despite the fall in access to the labor market, 
the level of financial integration of the EZP group remained unchanged during the crisis. On the other 
hand, the globalization of the trade side has risen sharply in these countries18, settling to the loud rise in 
trade deficits in these countries, offset by Germany’s strong trade surpluses.

For many authors, the euro crisis has been seen as having at its origin the excessive fiscal deficits that 
lead to the accumulation of significant public debts. This diagnosis applies mainly to Greece and Italy, 
but also to Portugal and Spain, countries included in the EZP group. Implicitly, the analysis suggests that 

Figure 6. The evolution of the relationship between de jure globalization and social justice

Figure 7. The evolution of the relationship between de facto trade globalization and the access to the 
labor market (social justice)
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these countries had a lax behavior in their fiscal policy, which removed their international competitive-
ness. It is a fact that the export-led growth strategy has generated strong trade deficits in some euro area 
countries in the first decade of this currency’s life (Bento, 2018). When the global financial crisis hit 
Europe, trade deficits have become unsustainable. With the exception of Greece, neither public debts 
nor fiscal deficits were a major problem in euro zone countries before 2008 (Weeks, 2014).

Of course, the euro zone is not a closed economy and its members are trading separately with the 
rest of the world, although most of the flows take place inside the euro area. This means that the largest 
share of the external demand of each member comes from within the monetary area itself. Therefore, the 
expansion or contraction in the domestic demand of each member has an impact on the external demand 
of the partners. Since countries use the same currency, in the case of the Euro, adjustments in relative 
prices cannot be made by means of nominal reductions in the exchange rate, which can then become 
deflationary and recessive for the whole area. In this way, asymmetric functioning within Monetary 
Union is generated, which is not limited to adjustments in the current account, but is expressed in the 
crystallization of groups of creditor countries and debtors within the euro zone, influencing the political 
orientations of the respective countries.

FUTURE RESEARCH DIRECTIONS

The chapter revisits the question of how Globalization influences Social Justice, focusing the analysis in 
a number of countries of the European Union in the period between 2008 and 2016, which cover the last 
financial turmoil. Plainly, there are some directions for future research, such as: 1) considering countries 
in other parts of the world, whether integrated, or not, in formal economic and/or monetary areas 2) 
considering other aspects associated with social justice, such as inequality; 3) finally, as the indicators 
of globalization and social justice combine multiple variables, in coming studies it will be appropriate 
to explore in detail the different components included in these indicators.

Figure 8. The evolution of the relationship between de facto financial globalization and the access to 
the labor market (social justice)
Source: Authors’ computation
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CONCLUSION

A basic principle of economics is that real life involves choices and trade-offs. Economic globalization 
widens the influence of markets and limits the discretionary power of national governments, hence the 
dilemmas posed between the efficiency of global markets and the constraints in domestic markets to the 
redistributive policies of governments. The neoclassical models of international trade have spurred the 
expectation that trade liberalization would promote social justice, as the incomes of the less skilled in 
the poorer countries should increase. However, although often overlooked, they also predicted that the 
incomes of the low-skilled in developed countries should be reduced as a result of competitive imports 
from less developed countries. The question is whether our conception of social justice is global or 
strictly national. The challenge of globalization then arises because it has increased the incomes of the 
most highly skilled people in all quarters, promoting the reduction of inequality between countries and, 
at the same time, aggravating inequality within (almost) all countries.

There seems to be strong evidence that the situation of the less skilled (poorer) has deteriorated in 
relative terms, in both the more developed and less developed countries. At the same time, the welfare 
state that must protect the poorest has been threatened by migration and the strong mobility of the tax 
base, principally of capital. It has recently been surprising that the escalation of globalization has put 
people in a precarious employment position, who felt they were protected from the competition of low 
wages. The early stage of trade liberalization has led to deindustrialization in developed countries, 
plagued by the relocation of sectors to low-cost countries, and subsequently the liberalization of trade in 
services has exposed to competition those that produce services that were previously not traded. Thus, 
global competition creates widespread uncertainty and apprehension, which has grown as globalization 
has allowed the universal diffusion of models that have made the Western world richer.

Taking into account the background of this overwhelming reality, our work focused on the study of 
the relationship between the levels and intensity of globalization and the dynamics of social justice in a 
group of European Union countries. Such a group, considered in its entirety as developed economies in 
the world context, however reveals strong heterogeneity in the levels of development of socioeconomic 
structures and the capacity in resources that promote international competitiveness. This set of countries 
was, for the purpose of the empirical study, divided into four groups, where two of them are part of the 
euro zone and the other two have their own currency. The timing of the analysis coincided in its early 
phase with the international financial crisis and the ensuing sovereign debt crisis in the euro area that 
resulted in deep economic and social consequences in some countries.

As a matter of fact, the severity and duration of the economic recession in some euro zone countries 
has left deep economic and social marks. The option for external financing and subsequent adjustment 
programs based on internal devaluation exacerbated the recessionary effects and generated a chain of 
impacts on the business and loss of the population purchasing power. On the other hand, structural un-
employment trends, such as the long duration distressing people’s skills and motivation, as well as youth 
unemployment, which has stimulated immigration and led to the departure of skilled young people, have 
greatly reduced their potential for growth. GDP declined, corporate failures increased, as did unemploy-
ment and poverty. Governments have greatly limited their spending, particularly at the social level, in 
order to meet the targets, set in the adjustment programs. In addition, countries no longer have financial 
conditions to implement measures to stimulate the economy, in order to promote a faster recovery.

The results of the empirical application show that the countries with the greatest degree of globaliza-
tion, regardless of whether or not they are integrated into the euro zone, have better resisted the impacts 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



39

Have the Recent Dynamics of Economic Globalization Biased Social Justice in the European Union?
 

of the crisis and have not revealed significant declines in the social justice levels during the period. 
Also, the countries that most recently joined the EU and which have a lower level of globalization and 
maintain their monetary and exchange rate autonomy have not suffered losses in terms of social justice, 
especially in access to the labor market and poverty risk indicators. Finally, the southern countries that 
are part of the euro area and which have lower levels of economic globalization have seen their levels 
of social justice deteriorate significantly during the crisis, in particular as regards access to the labor 
market and the risk of poverty.

Summing up, the results obtained attest to the relevance of the interaction between the variables 
considered in the study: Globalization and Social Justice. Therefore, in later studies it is justified to 
deepen and to detail the analysis the characteristics covered by the new methodologies and variables 
considered in the indicators that we used. On the other hand, the results also justify the apprehensions 
of many authors about the deficient architecture and implementation of the European Monetary Union, 
which in a period of global financial crisis did not have the capacity to provide support for the states 
that are hardest hit by the financial markets and so to prevent the waves of contagion between the several 
member countries of the single currency.
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ENDNOTES

1  The empirical literature abundantly recognizes that inequality within countries has increased, both 
in less developed economies. See, for instance, Lang & Tavares (2018).

2  A good exposition of this model can be found in Leamer (1995).
3  A synthesis of works on the subject can be seen in Dreher et.al. (2008) and in Potrafke (2015).
4  Thus, when the KOF index increases by a standard deviation, the Social Justice Index increases 

by 0.4 points (scale from 1 to 10). The political implication is that allowing a national economy to 
become globally integrated is consistent with the promotion of social justice.

5  In an extensive analysis of the use of the KOF index in studies on the economic and social effects 
of globalization Potrafke (2015) identifies more than a hundred empirical works.

6  In fact, according to the authors, the dimensions - “poverty”, “education” and “work” - assume, 
i.e., carry the most significant conceptual value, which is why each is more thoughtful in creating 
the index. “Poverty prevention” has a triple weight, “access to education” and “inclusion in the 
labor market” has a double weight in the final calculations, and the remaining three dimensions 
are considered as unitary.

7  For all countries, data for the SJI are available only from 2014 onwards. For the years 2008 and 
2011, data are available only for 19 countries: Austria; Belgium; Czech Republic; Denmark; Finland; 
France; Germany; Greece; Hungary; Ireland; Italy; Luxembourg; Netherlands; Poland; Portugal; 
Slovakia; Spain; Sweden; United Kingdom. In other words, for those years, there are no data for 
Bulgaria, Croatia; Cyprus; Estonia; Latvia; Lithuania; Malta; Romania; Slovenia.

8  The graphical representation of the data for each of the 28 member states, in individual terms, is 
available from the authors.

9  In fact, the correlation coefficient between the variables presented the following evolution: 0.798 
(KOFGI2006, SJI2008); 0.721 (KOFGI2009,SJI2011); 0.703 (KOFGI2012,SJI2014); 0.6839 
(KOFGI2013,SJI2015); 0.6592 (KOFGI2014,SJI2016); 0.641 (KOFGI2015,SJI2017).

10  It is recalled that the regression lines pass through the midpoints, which, as can be seen in Table 
1, are not significantly different.

11  In fact, an exception to this trend occurred in the pair (KOFGI df 2012,SJI2014), since the correla-
tion coefficient between the two variables increased. See also the R2 in the figure.

12  It was in fact in this pair of years that the correlation between the de jure globalization and social 
justice presented the highest correlation, namely 0.7105, an even higher value than that of the cor-
relation between the global index KOFGI and the SJI.

13  We work with only 19 countries of the European Union, since we only have data on Social Justice 
since 2008. Of these countries, 12 are integrated into the Monetary Union and use the Euro and 7 
have their own currency.

14  In fact, in the euro zone the financial markets forced the sovereigns to socialize the private bank 
debt through the issuance of public debt, and the State assumed the function of the Central Bank 
as liquidity provider of last resort. This process has increased public debt and reduced its sustain-
ability, with the inherent increase in risk premia and interest rates in the different sectors.

15  It should be noted that this set of 4 groups of countries corresponds exactly to the 19 countries for 
which data are available for the entire period under analysis. Thus, in this section, the sample is 
the same in all six pairs of years under analysis.
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16  The so-called Visegrad group comprises 4 Central and Eastern European countries which joined 
the EU in 2005. These countries have not adhered to the Euro because they do not yet meet the 
conditions defined by the EU and are in a process of preparation to fulfill such conditions.

17. Countries that meet the convergence criteria defined by the Maastricht Treaty and which could 
thus join the European Monetary Union. However, for a number of reasons, these countries have 
voluntarily decided not to do so and therefore continue to have their own currency.

18  For the EZP group in the period 2008-2014, the KOF trade indicator rose by around 15%, the KOF 
financial indicator de facto remained broadly unchanged and the SJ Labor market indicator declined 
by around 26% in the same period. For the remaining groups of countries, the changes were much 
less significant.
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ABSTRACT

This chapter critically evaluates the position of the EU within the global trade and developments of its 
position from a long-term perspective, and identifies the main factors behind these developments. With 
this aim, both the intra-EU trade and the extra-EU trade are analyzed, including the development of ex-
port and import values, along with the trade balance development and the structure of the intra-EU and 
extra-EU trade flows (main trading partners and main product groups). Furthermore, the development 
of the EU’s share on the global trade is studied in comparison to the share of other main world trade 
players. The chapter examines the main factors that influence the position of the EU within the global 
trade. Finally, the prediction of the EU trade and of its position in the global economy are developed.

INTRODUCTION

Almost seven decades has passed since the founding treaties of the three European communities, the 
European Coal and Steel Community, the European Economic Community and the European Atomic 
Energy Community – the predecessors of today’s EU - were signed. From the beginning, economic and 
particularly trade cooperation has been among the major drivers of the integration process of the six 
Western European countries. These countries incorporated the goal of creating a customs union as well 
as a common market into the Rome treaty. The first milestone on this path – the customs union – was 
reached in 1968. Although formation of the common market as the next integration step took much more 
time and efforts, the integration process has been moving constantly forward and the EU currently rep-
resents the most advanced integration grouping in the world at the level of the economic and monetary 
union. Introduction of the single currency, enlargement as well was a stepwise implementation of the 
Common Foreign and Security Policy or the European Security and Defense Policy is aimed to ensure 
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a stronger voice in the world for the EU. Worldwide, however, the EU is recognized first and foremost 
as a powerful regional trading block.

Why does the position in the world trade matter for the EU? According to the European Commission, 
the development of trade - if properly managed - is an opportunity for economic growth (European Com-
mission, 2019, para. 9). Interconnection between the trade development and prosperity of economies is 
strong in the era of globalization bringing about changes in the nature of global competition. Success 
in this competition is determined both directly or indirectly, by various factors such as the pace of in-
novation, quality of education, technological readiness, institutional and macroeconomic environment, 
infrastructure availability etc. The aim of this chapter is to critically evaluate the position of the EU within 
global trade and the development of its position from a long-term perspective as well as to identify the 
main factors behind this development.

BACKGROUND

Several theoretical approaches may be used in explaining trade patterns existing within the world economy. 
Within this chapter, there is great focus on economic integration theories dealing with the trade effects 
of integration as well as on theoretical approaches on competitiveness.

Theories of economic integration are useful when explaining both the trade among the EU member 
states and trade of the EU with the third countries. In the economic literature, the concept of integra-
tion became to be used first in connection with business combinations by agreements, cartels, trusts or 
mergers, either of competing businesses or suppliers and customers. Later, between the 1930s and 1940s, 
binding of national economies into larger units also started to be defined as integration. A term “inter-
national integration” was used here. At approximately the turn of the 20th century, the term integration 
was used, especially by economists dealing with international trade, where an international economic 
integration was understood as a discriminatory removal of trade barriers (both tariff and non-tariff) as 
well as introduction of certain level of cooperation and coordination among involved countries. Interest 
in the topic was growing in connection with the integration grouping in the Western Europe having been 
established (namely the European Coal and Steel Community and the European Economic Community). 
Viner (1950) is considered to be a founder of the customs union theory. Viner pointed at two trade effects 
of customs union: the trade creation among the members of the customs union and the trade diversion in 
relation to countries outside the customs union. Authors of further significant works are Meade (1953, 
1955), Tinbergen (1954), Scitovsky (1962). These and other theoretical works on economic integration 
were subsequently summarized by Balassa (1961). The named authors considered the trade for the main 
element of international economic integration and international labor division for its basic principle.

Until approximately the 1970’s, the theory writers kept rather skeptical point of view on economic 
value of customs union. According to the theory of the Second Best, a customs union represented just the 
“second best” option (Lipsey & Lancaster, 1956). A free trade and competition without any trade barriers 
all around the world was the best option. Since this option is only an ideal, the international economic 
integration represented the second best option for the global trade. Just a development of intra-industry 
trade theory brought a new view of trade liberalization usefulness (Helpman & Krugman, 1985). Models 
incorporated economies of scale and market size. Even larger optimism in respect of economic integra-
tion effects was connected with removing not only tariff but also non-tariff trade barriers. The theory of 
customs union was extended to other forms of economic integration (Robson, 1998).
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Competitiveness has been and still is an object of investigation by many authors. It can be analyzed 
at company, industry and country levels. At the company level, it is explained as a capacity of company 
to compete with other companies on domestic or foreign markets (Buckley, Pass & Prescott, 1988). 
Competitiveness indicates a firm’s ability to design, produce and market products superior to those 
offered by competitors, where superiority can be evaluated from several factors, like price, quality, 
technological advancement, etc. (Depperu & Cerrato, 2005). At an industry level, the competitiveness 
is evaluated either with respect to the same industry in another region/country under the condition of 
a free trade between the regions/countries or it is understood as the extent to which a sector/industry 
satisfies the needs of consumers and of its constituents (e.g. its workers) while offering attractive return 
on investment and potential for profitable growth (Momaya, 1998). Although the concept of national 
competitiveness is criticized by some authors, it is often understood as the ability to sell on international 
markets. This market-share based approach to competitiveness helps to understand how countries compete 
on international markets. For example, according to Scott and Lodge (1985), national competitiveness 
is “a country’s ability to create, produce, distribute, and/or service products in international trade while 
earning rising returns on its resources. The theories and concepts of competitiveness at a national level 
range from classical theories of Smiths and Ricardo to modern theories including those of Porter and 
Krugman. A lot of research concerning competitiveness at a national level was driven particularly by 
the Porter’s competitiveness framework (Porter, 1990). According to Porter, the key determinant of the 
competitiveness of a geographic location is a productivity of companies located there. This productivity-
based approach to competitiveness is an important difference to the market-share based definitions of 
competitiveness. Porter proposed a “diamond” that captures a set of location advantages influencing 
the ability of companies within this location to compete in international markets. The dimensions of 
the diamond include:

• firm strategy, structure and rivalry;
• factor conditions;
• demand conditions;
• related and supporting industries.

Government may influence each of these dimensions by appropriate policy approach, however, ac-
cording to Ketels (2006), the Porter’s framework of competitiveness doesn’t provide a basis for wide-
spread government interventions. Government is an important player influencing competitiveness by 
enabling market rivalry to become more effective in terms of value creation rather than curbing market 
forces (Ketels, 2006, p. 134).

Porter’s work was followed by several economists, either striving to enhance, support or criticize it. 
Krugman (1994) belongs to the most serious critics of Porter’s model of national competitiveness. He 
argued that for countries with big domestic markets such as United States, exports competitiveness does 
not play an important role in achieving prosperity. Growth rate of living standards essentially equals 
the growth rate of domestic productivity - not productivity relative to competitors, but simply domestic 
productivity (Krugman, 1994, p. 34). Since times when Krugman published his criticism, however, the 
notion of competitiveness shifted from trade-based concept to a concept including broader range of 
economic issues such as taxes, labor protection, environmental protection, financial regulation etc. For 
example, according to Ružeková and Kašťáková (2018) companies can be well-competitive not only via 
technological and product innovation, but also due to low labor costs, savings in environmental costs, 
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depreciated currency or price dumping. Ketels (2006) provides an extensive analysis of competitive-
ness drivers. He differentiates among three groups of factors: factors that have long been recognized as 
potential important drivers of prosperity, factors that have more recently come into focus or have been 
significantly re-evaluated, and finally factors that are being discussed but remain very difficult to con-
vincingly operationalize. An overview of undelaying factors is provided by Table 1.

To measure national competitiveness, different indicators may be used. In principle, they are either 
based on values of exports/imports (e. g. net exports, growth in market shares for exports and imports, 
growth in terms of trade for country etc.) or they are calculated as indexes (such as the Global competi-
tiveness index, the World Bank’s Doing business index, the IMD (International Institute for Management 
Development) World competitiveness index, the Global innovation index or the Knowledge economy 
index).

POSITION OF THE EU WITHIN THE GLOBAL TRADE

The EU represents one of the major players within the global trade. As far as the trade in goods is con-
cerned, the share of its imports/exports on global imports/exports, after eliminating the intra-EU trade, is 
the second largest in the world, following China - the largest global exporter - or the United States - the 
largest global importer. In 2017, the EU accounted for more than 15% of both world imports and exports 
(see Figure 1). At the same time, the share of China in global exports approached 17% and the share of 
United States in world imports exceeded 17% (Kašťáková, Drieniková, Zubaľová, Kittová & Barinková, 
2019). If the trade among the EU member states is taken into account, the position of the EU within the 
global trade is even stronger. In 2017, the share of EU exports (also including the intra-EU exports) on 
global exports reached more than 47% and the share of EU imports (including also the intra-EU imports) 
was 41.8%. This makes the EU the leading trading power in the global economy being far ahead of its 
global competitors, as seen in Figure 1 below.

The EU Trade Developments and Structures

Figure 2 provides an overview of the EU trade values ranging from 2007 - 2017. The developments of 
five main trade indicators are presented, namely the values of EU exports (calculated as total exports 
including both the extra-EU and the intra-EU exports), EU imports (aggregate of extra-EU and intra-
EU imports), extra-EU exports, extra-EU imports and the extra-EU trade balance. An increase of the 
EU trade during the last eight years can be noted. Following a significant drop in trade flows in 2009, 

Table 1. Competitiveness drivers

Traditional Factors New Factors Complex Factors

• Rules and regulations 
• Financial markets 
• Physical infrastructure 
• Macroeconomic policies 
• Institutions and geography 
• Size of economy

• Company sophistication and firm heterogeneity 
• Economic geography: Urbanization and clusters 
• Industrial composition of an economy 
• (Creative) skills and locational attractiveness 
• Regional differences in outcomes

• Individuals: Culture and trust 
• Institutions: Quality and capacity 
• Social capital and linkages

Source: (Ketels, 2006)
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as a consequence of the global financial crisis, the trade values returned to the pre-crisis levels in 2010 
(Kašťáková et al., 2019). In 2017, extra-EU trade continued to expand at a moderate pace. Extra-EU 
exports grew by 3.5% with extra-EU imports by 2.5%, compared to previous year. Total EU exports 
and imports including the intra-EU trade grew faster since 2010. The average annual growth rate during 
2010 - 2017 was about 6% for exports and 5.6% for imports. Hence, the increase of traded values was 
supported mainly by the intra-EU trade. Since 2013, the extra-EU trade balance has operated at a slight 
surplus. In 2017, it reached about 22 billion EUR.

Figures 3 and 5 present the main EU trading partners in 2017 compared to 2007. During the period 
under review, the EU recorded the strongest increase in trade with China, at that time the exports of the 
EU to China almost trebled with imports from China growing by 60%. Russia is the only country from 
the top EU export partners for which the EU exports decreased within the period under review. The 
EU recorded a significant drop in exports to Russia due to economic sanctions on mutual trade that had 
entered into force in 2014. Since 2015, the exports to Russia remained restricted. On the import side, 

Figure 1. Share of the EU exports/ imports on the global exports/ imports (Eurostat, 2019a)

Figure 2. EU trade developments (Eurostat, 2019a)
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a decrease was recorded for Japan, Russia and Norway between 2007 and 2017. As far as Russia and 
Norway are concerned, it may be partially explained by changes in oil and gas prices (Eurostat, 2018).

The United States maintained their position with the share of 20% in 2017, as the main export market 
for EU goods. This share didn’t change significantly over the past 10 years. China was gaining importance 
for extra-EU exports over the entire time period of 2007 - 2017. In 2017, its share on extra-EU exports 
accounted for 10%. Switzerland with the share of 8% on extra-EU exports was the third most important 
export market for the EU. Russia reaching the share of 5% on extra-EU exports in 2017 recorded a de-
crease of its share. Russia was followed by Turkey, Japan, Norway, South Korea, United Arab Emirates, 
India, Mexico, Canada and Hong-Kong.

Germany, the United Kingdom, Italy, France and the Netherlands were the top five EU exporters 
with regard to the extra-EU exports during the last 10 years. As presented in Figure 4, they accounted 
for almost 69% of extra-EU exports in 2017. More than a third of this share is generated by Germany. 
The United Kingdom is the second largest exporter of the EU. Hence, the Brexit is expected to have a 
significant negative influence on the extra-EU exports.

If the largest extra-EU exporters are compared with the top intra-EU exporters, the picture is slightly 
different. The United Kingdom does not belong to the top five intra-EU exporters. Again, the largest 
exporter is Germany, followed then by the Netherlands, France, Belgium and Italy. The high share on 
the intra-EU exports of Netherlands along with its high share in the extra-EU imports (see Figure 6) 
result from the fact that goods imported from the third countries often enter the EU in the Rotterdam 
harbor and they are further re-exported to other EU member states. However, the share of exports to 
EU in total exports of Netherlands (that is about 75%) does not belong to the highest within the EU 
members. Slovakia, Luxembourg, Czech Republic and Hungary distribute more than 80% of their total 
exports to the EU.

The largest share of goods imported into the EU originates in China, which has been growing gradually 
since 2007, reaching 21% in 2017. The EU trade balance with China is in deficit and reached almost 178 
billion EUR in 2017, the highest among all EU trading partners. The share of the United States on the 
EU imports fluctuated between 11.2 – 14.6% in the last 10 years. The EU trade balance with the United 
States is in surplus. The United States are followed by Russia, the share of which on EU imports was 
declining since 2007, Russia however remains an important trading partner due to supplies of mineral 

Figure 3. Share of extra-EU exports by partner (Kašťáková et al., 2019)
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fuels into EU. In 2017, the EU imported from Russia more than 29% of its total imports in SITC group 
three. The shares of EU imports from Switzerland, Norway, Turkey and Japan were relatively balanced 
over the period under review. South Korea and India, with shares on the EU imports accounting for 2 – 
3% in 2017, represented the most important partners for the EU within the rest of the world, presented 
below in Figure 5.

In Figure 6, the top five extra-EU importers are presented. The cumulative share of these countries 
exceeded 60% of the extra-EU imports during the period under review. The top five intra-EU importers 
include Germany, France, the United Kingdom, Italy and the Netherlands. In 2017, they together ac-
counted for 56% of the intra-EU imports.

Figure 7 shows the commodity structure of the extra-EU exports and the extra-EU imports per SITC 
in 2017. The largest share of both exports and imports belongs to machinery and transport equipment. 
On the export side, the most important sub-items within this group are automotive products, followed 
by other transport equipment and telecommunication equipment. Together these account for 51.7% of 
the extra-EU exports in SITC group 7 (World Trade Organization, 2019). As far as the EU imports of 

Figure 4. Share of the top EU exporters in extra-EU exports (Eurostat, 2019a)

Figure 5. Share of extra-EU imports by partner (Kašťáková et al., 2019)
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the SITC group 7 are concerned, they are dominated by the telecommunication equipment, followed by 
automotive products and other transport equipment.

The second largest share in the extra-EU trade is created by other manufactured goods. On the extra-EU 
export side, other manufactured goods are followed by chemicals and related products. The third place 
in extra-EU imports belongs to mineral fuels, lubricants and related materials. The commodity structure 
of the extra-EU exports/imports remained stable over the last 10 years. Only the share of mineral fuels 
on extra-EU imports fluctuated more remarkable due to the commodity price changes.

The EU reaches trade surplus in both SITC groups 5 (chemicals and related products) and 7 (ma-
chinery and transport equipment). Contrary to that, EU is a net importer of mineral fuels, lubricants 
and related materials (SITC group 3), raw materials (SITC groups 2, 4) and other manufactured goods 
(SITC groups 6, 8).

The commodity structure of the intra-EU trade in 2017 is presented by Figure 8 where one can see 
the changes of this structure over the last 10 years. It was found that shares of most of individual product 
groups did not change significantly. The most important change related to the SITC group 1 (food, drink 

Figure 6. Share of the top EU importers in extra-EU imports (Eurostat, 2019a)

Figure 7. Share of extra-EU exports and extra-EU imports by product group in 2017(Eurostat, 2019a)
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and tobacco) the share of which in the total intra-EU trade increased from 8.4% in 2007 to 10.3% in 
2017. This can be partly explained by increasing prices in this product group. While at the beginning of 
2007 the EU consumer prices of food reached only about 83% of prices in 2015 (i.e. 2015 = 100%), the 
price index increased to more than 103% at the end of 2017. Annual increase in food consumer prices 
was on average by 0.4 percentage points higher than with all items (Eurostat, 2019b).

The comparison of commodity structure of the intra-EU trade with that of the extra-EU trade shows 
that:

• The share of SITC group 1 (food, drink and tobacco) on the intra-EU trade is much higher than on 
the extra-EU trade. It also indicates that the trade in this commodity group is due to the Common 
agricultural policy more “local” than within the remaining commodity groups;

• The shares of SITC groups 2, 3 and 4 (raw materials, mineral fuels, lubricants and related prod-
ucts) in both the intra-EU trade and the extra-EU exports are low. Contrary to that, the shares are 
much higher in the extra-EU imports. It is obvious that the EU is dependent upon imports of such 
products from the third countries;

• Both the extra-EU and the intra-EU trade are dominated by machinery and transport equipment 
followed by other manufactured goods and chemicals. The composition of the EU trade reflects 
the fact that the EU is a highly developed economy. It has diversified exports of industrial products 
with high added value and it is fully integrated into the global value chains.

Factors Influencing the Position of the EU within the Global Trade

Having understood the position of the EU within the global trade based on the detailed analysis in the 
previous chapter, a deeper view can be taken, with the aim to identify factors influencing the position 
of the EU within the global trade from a long-term perspective. The factors identified by the author may 
be classified as internal or external.

Figure 8. Share of intra-EU trade by product group in 2017(Eurostat, 2019a)
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Internal Factors

First and foremost, the internal factors encompass both the deepening of the integration process (evolv-
ing from the customs union to the internal market and to the economic as well as monetary union) and 
the stepwise enlargement of the EU.

The EU founding treaties set the basis for the free movement of goods among the member states 
along with the free movement of services, persons, capital and payments. All customs duties and charges 
having equivalent effect have been abolished. As far as quantitative restrictions of trade among the 
member states as well as measures having equivalent effect are concerned, the EU legislation aims at 
their eliminating, however, allowing for some exceptions. These exemptions are twofold. Either they 
are explicitly defined by the founding treaties (namely by Article 36 of the Treaty on the Functioning 
of the European Union) or they result from the jurisdiction of the Court of Justice of the EU. The first 
group entails restrictions justified on grounds of:

• public morality, public policy or public security;
• the protection of health and life of humans, animals or plants;
• the protection of national treasures possessing artistic, historic or archaeological value;
• or the protection of industrial and commercial property.

However, such measures shall not constitute a means of arbitrary discrimination or a disguised restric-
tion on trade between member states. By other words, such restrictions of trade among the EU member 
states should not only pursue some of the objectives listed above, but they also should be proportional, 
i.e. the least restrictive possible to attain the objective in question. By this means, even discriminatory 
barriers to trade may be justified. A good example are extraordinary mandatory veterinary inspections 
of Polish beef meat introduced by the Czech Republic and Slovakia in February 2019 after salmonella 
was discovered in one consignment of beef imported from Poland (State Veterinary and Food Adminis-
tration of the Slovak Republic, 2019 and State Veterinary Administration, 2019). The experience shows 
that these types of trade barriers are not used often by member states.

The second group of exemptions represents quantitative restrictions and measures having equivalent 
effect accepted by the Court of Justice. If such restrictions adopted in the absence of EU harmonization 
do not discriminate goods upon the country of their origin, they may be justified by mandatory require-
ments. Mandatory requirements may be explained as public-interest objectives overriding the free move-
ment of goods. Such requirements include for example consumer’s protection, effectiveness of fiscal 
supervision, fairness of commercial practices, maintenance of press diversity, environment protection 
or ensuring road safety. This list is – contrary to that in Article 36 of the Treaty - not exhaustive and can 
be added to by the Court of Justice. In order to be justified by mandatory requirements, the measures 
should satisfy the principle of proportionality, too. It means that a measure restricting trade is accepted 
only if objective pursued by this measure cannot be achieved by another measure having less restrictive 
effect on the cross-border trade. A huge jurisdiction of the Court of Justice concerning justification of 
free movements by mandatory requirements shows that such barriers are not rare. However, mostly they 
did not pass the test of proportionality.

The free movement of goods within the EU is safeguarded also by rules on fair competition which 
cover the prohibition of anti-competitive agreements between companies, decisions adopted by associa-
tions of undertakings and concerted practices, the prohibition to abuse the dominant position and the 
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control of mergers. The objective of these rules is meant to prevent competing entities from dividing up 
the EU internal market, along with national borders. This would be the case where firms agree to mutu-
ally allow exclusive control of their respective national markets (Craig & De Búrca, 2003). However, 
agreements between such firms may gain regulatory exemption if they satisfy four conditions:

• they contribute to improving the production or distribution of goods or to promoting technical or 
economic progress;

• they allow consumers a fair share of the resulting benefit;
• they impose on the undertakings concerned only restrictions which are indispensable to the attain-

ment of agreement’s objectives;
• they do not afford to eliminate competition in respect of a substantial part of the products in 

question.

Exemptions may be granted on an individual basis, or they may be granted based upon certain cat-
egories of agreements by the European Commission (so called block exemptions). Block exemptions 
include vertical agreements, licensing agreements for transfers of technology, research and development 
agreements, specialization agreements or motor vehicle distribution and repair agreements.

All the measures discussed above safeguard fast and unrestricted trade within the EU under condi-
tions that are close to those of a single country. However, the trade among the EU member states still has 
to be viewed as a cross-border trade facing the challenges of different cultures, languages, consumers’ 
preferences, national regulations etc.

Another factor having a direct impact on the volume of EU trade is the enlargement of the EU. Since 
the first treaties founding the European Coal and Steel Community, the European Economic Community 
and the European Atomic Energy Community as the predecessors of today’s European Union have been 
signed by six Western European countries, six waves of enlargement rounds increased the number of the 
EU member states to 28. Currently, however, the United Kingdom is in the exit process from the EU. 
Countries that are becoming the EU members are able to benefit from all the advantages of the internal 
market and thus increase their trade with other EU members. It must however be kept in mind that some 
trade flows may be redirected from previous trading partners remaining outside the EU towards the EU 
members. In saying this, the enlargement of the EU influences the extra-EU trade, too. In total, however, 
each of the enlargements has led to an increase of the EU trade (Kokko, Mathä & Tingvall, 2005).

From the long-term perspective, the competitiveness of the EU member states (compared to the com-
petitiveness of other countries) plays an important role in explaining existing trade patterns. In general, 
the EU member states rank highly when the national competitiveness is evaluated on the basis of the 
multifactorial indexes, such as the Global competitiveness index, the IMD world competitiveness index 
or the Doing business index. The Global competitiveness index (GCI) by the World Economic Forum 
provides one of the most comprehensive assessments of national competitiveness. In 2018, an updated 
Global Competitiveness Index 4.0 was introduced, that is computed on the basis of 98 indicators. Of 
these indicators, 64 are new, the rest have been retained from the previous methodology. 44 indicators 
are sourced from the opinion survey. All indicators are grouped into 12 pillars, make up of institutions, 
infrastructure, ICT adoption, macroeconomic stability, health, skills, product market, labor market, fi-
nancial system, market size, business dynamism and innovation capability. GCI scores are expressed by 
a 0 to 100 scale and indicate how close a country is to an ideal state (World Economic Forum [WEF], 
2019). The average score for the EU28 reached 72 in 2018. The highest score among the EU belongs 
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to Germany, ranking third place out of 140 countries from all over the world. The second highest score 
was reached by the Netherlands (the sixth place in the ranking). It was followed by the United Kingdom 
that belong to the 8 most competitive economies in the world. These three EU member states are also 
among the top five extra-EU exporters presented in Figure 4.

The next index to measure and compare the competitiveness has been developed by the IMD World 
Competitiveness Center. It ranks countries according to how the governments manage to provide business 
environment encouraging a long-term value creation by the enterprises. Accordingly, competitiveness 
is explained as an extent to which a country is able to foster an environment in which enterprises can 
generate sustainable value (IMD World Competitiveness Center [IMD], 2019, para. 6). The IMD World 
Competitiveness Ranking (WCR) 2018 covers 63 countries. It is based on 340 competitiveness criteria 
that are grouped into 20 sub-factors. These sub-factors are further grouped into four areas: economic 
performance, government efficiency, business efficiency and infrastructure. WCR uses both hard and 
soft data. Hard data represent a weight of two-thirds in the overall ranking. Economies are ranked on 
the basis of scores within the interval from 1 to 100. In 2018, the average score of the 27 EU members 
(Malta that was not included in the evaluation) accounted for 78. The best placed EU member state was 
the Netherlands (rank 4) followed by Denmark (rank 6) and Sweden (rank 9).

The World Bank Group evaluates a business regulatory environment of 190 economies. The main idea 
behind this is that good rules create an environment where new entrants with drive and good ideas can 
get started in business and where good firms can invest and expand (World Bank Group [WBG], 2019, 
p. 11). Doing Business (DB) measures 11 indicators such as starting a business, dealing with construc-
tion permits, getting electricity, registering property, getting credit, protecting minority investors, paying 
taxes, trading across borders, resolving insolvency and labor market regulation. The data are collected 
through questioning expert respondents. The minimum value of the overall score is 0, the maximum 
value is 100. In 2018 report, the average score for the EU members was 76. The best position was the 
one of Denmark ranking at the third place. The United Kingdom as the second-best EU member state 
belonged to the top seven countries in the world. Estonia ranked the twelfth in the world.

Based on data presented in Table 2 it is possible to compare the evaluation of EU members’ com-
petitiveness. Although each of the measures used are based upon different set of criteria resulting in 
differences in both the overall score and the ranking, we can conclude that the EU members with the best 
evaluation are Denmark, Sweden, the Netherlands, Germany and the United Kingdom. They together 
account for more than one half of the extra-EU exports and 45% of the intra-EU exports. The average 
score for the EU is higher than 72 for all the indexes. If the EU were evaluated as one country and the 
individual member states were excluded from the ranking, the EU would rank 17th in the World Eco-
nomic Forum ranking, 19th in the IMD World Competitiveness Center ranking and 22nd in the ranking 
of the World Bank Group.

Internal Factors

The EU’s position within the global trade is affected by various external factors, as well. To understand 
these factors better, it is useful to analyze the economic and trade developments of its main world com-
petitors - the United States and China. Over a long time period we can observe a slight decrease in the 
EU’s share in world exports on one hand, and an increase in China’s share on the other hand. China, 
with its huge internal market and growing competitiveness of its producers represents both opportuni-
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ties and threats for the EU producers. Contrary to that, the United States gradually decrease their share 
in world exports.

Figure 9 shows a long-term development of the share of the EU export (both intra- and extra-EU) on 
world exports. The EU exports are calculated for 15 EU members by the year 2003, for 25 EU members 
by the year 2006, 27 EU members by 2012 and for the EU 28 since 2013. The share of the EU export 
reflects the enlargement process of the EU. Each of the EU enlargement rounds (in 2004 by 10 coun-
tries of Central and Eastern Europe, in 2007 by Bulgaria and Romania and in 2013 by Croatia) within 

Table 2. Evaluation of the EU competitiveness based on multifactorial criteria (WEF, 2019; IMD, 2019 
and WBG, 2019)

GCI 2018 score GCI 2018 
rank

WRC 2018 
score

WRC 2018 
rank

DB 2018 
score

DB 2018 
rank

Austria 76,3 22 87,3 18 78,5 22

Belgium 76,6 21 80,8 26 71,7 52

Bulgaria 63,6 51 65,7 48 71,9 50

Croatia 60,1 68 55,3 61 71,7 51

Cyprus 65,6 44 72,2 41 71,6 53

Czech Republic 71,2 29 79,5 29 76,3 30

Denmark 80,6 10 96,4 6 84,1 3

Estonia 70,8 32 78,5 31 80,1 12

Finland 80,3 11 88,4 16 80,4 13

France 78 17 78 28 76,1 31

Germany 82,8 3 88,6 15 79 20

Greece 62,1 57 57,4 57 68 67

Hungary 64,3 48 66 47 72,4 48

Ireland 75,7 23 92,1 12 79,5 17

Italy 70,8 31 70,6 42 72,7 46

Latvia 66,2 42 72,2 40 79,3 19

Lithuania 67,1 40 76,9 32 79,9 16

Luxembourg 76,6 19 93,1 11 69 63

Malta 68,8 36 n.a. n.a. 64,7 84

Netherlands 82,4 6 97,5 4 76 32

Poland 68,2 37 75,4 34 77,3 27

Portugal 70,2 34 76,2 33 76,8 29

Romania 63,5 52 64,9 49 72,9 45

Slovak Republic 66,8 41 60 55 74,9 39

Slovenia 69,6 35 73,3 37 75,4 37

Spain 74,2 26 75 36 77 28

Sweden 81,7 9 95 9 81,3 10

United Kingdom 82 8 85,6 20 82,2 7

Source: (WEF, 2019; IMD, 2019 and WBG, 2019)
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the period under review contributed to an increase of the EU’s share in world exports. However, from a 
long-term perspective one can observe a decrease in the EU’s share in world exports by seven percentage 
points. If considering only a development of the extra-EU export’s share in global exports, this share 
decreased slightly by two and a half percentage points since 1995 to 2017. This indicates a decreasing 
ability of the EU member states to sell on foreign markets compared to the rest of the world. The United 
States’ share on world exports decreased during the period under review as well. However, the decrease 
was less significant compared to that of the EU (extra + intra) sinking by 2.6 percentage points within 
the same period. Contrary to that, the share of China in world exports increased significantly by almost 
10 percentage points during 1995 – 2017. Since 2007, China has been the second largest exporter of the 
world if its share is compared to the share of EU exports including intra-EU exports. If one considers 
only the extra-EU exports, China is the largest exporter of the world.

The EU competitiveness, indicated by multifactorial criteria, is compared with the competitiveness 
of the United States and China. The best ranking among the compared economies was achieved by the 
United States in all rankings under review, as shown in table 3. The United States are the absolute leader 
of both the GCI and the WRC rankings. For the EU, the author has calculated an average score, for two 
rankings, this average score was lower than that of the China. The position of China has been improv-
ing over the last years significantly. Since 1997 when the IMD evaluated China for the first time, China 
moved forward in its ranking by 14 places. In the WEF GCI ranking, China improved its position by 18 
places since 2004 (World Economic Forum, 2005).

The growth of China’s share on the world trade, accompanied by a rapid growth of China’s economy 
since the second half of 20th century was facilitated by several internal and external development im-
pulses. Multiple authors have been involved in identifying and analyzing these impulses, such as Baláž, 
Szokeová and Zábojník (2012), Morrison (2018) as well as Paterson (2018). Beyond any doubt, however, 
implementation by the government of considerate and consistent measures of long-term and strategic 
character played an important role. The strategic project “Belt and Road Initiative”, known also as “One 
belt, one road (OBOR)” initiative, announced in 2013, can be mentioned from among the recent ones. Its 
goal is to develop economic and safety cooperation and to develop infrastructure in Asia, Middle East, 
Africa and in Europe. China has committed to provide approximately 100 billion USD in support to the 
OBOR through three infrastructure funds: the Central-Asia focused Silk Road Fund, the Asian Infra-

Figure 9. Share on the world exports (WTO, 2019)

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



59

The European Union as a Major Trading Player in the Global Economy
 

structure Investment Bank and the New Development Bank. However, there are no official statistics on 
actual amount of OBOR investment. External estimates run even about 200 billion USD (Collier, 2018).

Further, a 10-year plan “Made in China 2025” was launched in 2015 setting the competitiveness 
strengthening of Chinese economy as its goal by increasing added value in industries. Investments are 
directed primarily into high-tech industries such as advanced robotics, artificial intelligence, next-generation 
information technology and telecommunications, electric cars and other new energy vehicles or high-
end rail infrastructure. The strategy emphasizes quality improvement in final production. Strengthening 
of China’s position in the global economy and at the same time weakening of positions of traditional 
economic leaders headed by the U.S. resulted also from the international financial crisis in 2007.

Another significant factor affecting the position of China and of the U.S. is the entry of Donald Trump 
into the presidential office in 2017. President Trump initiated, for example, a withdrawal of the United 
States’ signature from the agreement on the Trans-Pacific Partnership (TPP). The aim of this agreement 
was to liberalize the trade among signatories including elimination of tariffs, regulation of on-line com-
merce, safeguarding protection for intellectual property, labor standards or environmental protection. 
Twelve countries participated in negotiations, apart from the United States, they included Singapore, 
Brunei, New Zealand, Chile, Australia, Peru, Vietnam, Malaysia, Mexico, Canada and Japan. Subse-
quent to the U.S. withdrawal, remaining countries negotiated a new agreement – the Comprehensive and 
Progressive Agreement for the Trans-Pacific Partnership that entered into force in December 2018. By 
the withdrawal from the TPP, the United States took the risk of surrendering the trade leadership in the 
Asia-Pacific region (Reichert, 2017), creating opportunity for China to accelerate its own trade agree-
ments such as the Regional Comprehensive Economic Partnership (RCEP). The RCEP is a negotiated 
free trade agreement between the ten member states of the Association of Southeast Asian Nations and 
the six Asia-Pacific countries (Australia, China, India, Japan, South Korea and New Zealand). Negotia-
tions are expected to be concluded in 2019 (Association of Southeast Asian Nations, 2018).

SOLUTIONS AND RECOMMENDATIONS

In previous chapters, the author has pointed at the leading position of the EU within the global trade. 
However, from a long-term perspective, one can follow a trend of decreasing share on the world exports 
for the EU and the trend of increasing share in the world exports for China. It is important for the EU to 
preserve its position within the global trade. To attain this, the EU needs to resort to protecting its trade 
and economic interests vis-à-vis its partners. Currently, this concerns mainly the United States and China. 
The United States used to be a protagonist of a free trade and multilateral trade order in the past. Under 

Table 3. Comparison of the competitiveness measured by multifactorial criteria

GCI 2018 score GCI 2018 
rank

WRC 2018 
score

WRC 2018 
rank

DB 2018 
score

DB 2018 
rank

United States 85.6 1 100 1 82.7 8

China 72.6 28 89 13 73.6 46

EU average 72 - 77.8 - 75.7 -

Source. (WEF, 2019; IMD, 2019 and WBG, 2019)
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the current U.S. administration, however, it shifted to the “America First” approach. Under this approach, 
import tariffs on steel and aluminum have been imposed in 2018. The negative effect on the EU trade 
is twofold. First, tariffs increase the price of EU exports. Second, exports from other countries, mainly 
Turkey and Russia are redirected to the EU. Moreover, the U.S. President threatened to impose tariffs 
on vehicles manufactured in the EU, this threat is still valid (Lobosco, 2019). The reason is that while 
the EU’s tariff on cars is 10%, the U.S. tariff is at 2.5%. The U.S. tariffs would negatively affect the EU 
car manufacturers exporting roughly 29% of their total exports to the United States. It is inevitable for 
the EU to reach a trade deal with the United States, including tariffs on cars.

As far as China is concerned, the EU should address protective practices (such as subsidies to state-
owned enterprises, insufficient enforcement of intellectual property protection or subjecting the access 
to the Chinese market for foreign investors to the transfer of their technology) as China remains an 
important market for the EU producers. The author agrees with the Dadush and Wolff who argue that:

The EU should be especially vigilant in relation to China’s protection of, and state support for, young 
industries where first-mover advantage and economies of scale determine long-term competitive posi-
tions. Here, strong responses are needed as long-term advantages could be gained by China that would 
risk loss of significant parts of the EU’s value creation for a long period of time (Dadush & Wolff, 2019, 
section 6).

At the time being, it appears that negotiating bilateral trade agreements with both the United States 
and China is a better way of pursuing EU interests than multilateral negotiations within the WTO. The 
EU was recently able to negotiate important bilateral agreements, namely the Comprehensive and Eco-
nomic Trade Agreement with Canada that provisionally entered into force on 27 September 2017, the 
EU-Japan Economic Partnership Agreement that entered into force on 1 February 2019 as well as the 
Free Trade Agreement and the Investment Protection Agreement with Singapore for which the ratifica-
tion process continues. On the other hand, the multilateral WTO negotiations have been for a long time 
unsuccessful. For further trade negotiations, either bilateral or multilateral, the EU should be prepared 
to reassess the Common agricultural policy with respect to subsidies reduction.

Finally, the EU should pursue policies aimed at improving competitiveness to preserve its posi-
tion within the global trade. Based on the WEF (2019) evaluation, it is possible to identify factors of 
competitiveness for which the EU members gained the lowest ranking and to recommend respectively 
measures that should be considered. For the EU, strengthening of both the product market competition 
and the labor market flexibility is suggested. The product market competition is distorted mainly by the 
complexity of EU tariffs that protect EU companies from foreign firms. Labor market flexibility encom-
passes the extent to which human resources can be reorganized. Suggested measures include for most of 
the EU countries lowering the labor tax rate, increasing the internal labor mobility as well as facilitating 
the hiring and firing practices. Moreover, some EU members should increase the flexibility of wage 
determination (Austria, Belgium, Italy, Germany, the Netherlands, Sweden, Denmark and Finland) or 
facilitate the hiring of foreign labor (Czech Republic, Poland, Slovakia, Estonia, Latvia and Lithuania). 
Business dynamism expressing the private sector’s capacity to generate and adopt new technologies and 
new ways to organize work represents another competitiveness weakness for most of the EU members. 
Recommended measures encompass mainly:

• reducing the time to start a business in Finland, Luxembourg, Austria, Bulgaria and Poland,
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• supporting innovative companies, especially companies embracing disruptive ideas in Italy, 
Greece, Hungary, Poland and Malta,

• supporting appetite for entrepreneurial risk in France, Croatia, Romania, Hungary and Slovenia.

Among individual EU members, there are remarkable differences in the evaluation of further fac-
tors of competitiveness such as general level of skills of the workforce, quality of institutions and of 
the financial system. Improving the availability of skilled employees is suggested to Malta, Romania, 
Czech Republic, Hungary, Slovak Republic, Estonia and Lithuania while increasing the diversity of 
workforce to Italy, Romania, Greece, Bulgaria, Croatia, Hungary, Poland, Slovakia and Estonia. Quality 
of institutions should be improved primarily by relaxing the burden of government regulation (mainly 
in France, Spain, Italy, Romania, Croatia, Greece, Czech Republic, Slovakia, Slovenia and Lithuania), 
increasing the efficiency of legal framework in settling disputes and challenging regulations (in Italy, 
Portugal, Croatia, Greece, Hungary, Poland, Slovakia, Slovenia and Latvia) as well as improving the 
governmental performance and long-term orientation (in Italy, Croatia, Greece, Czech Republic, Poland 
and Latvia). As far as the quality of financial system is concerned, Ireland, Cyprus, Bulgaria and Greece 
should improve the soundness of their banks. Moreover, Ireland, Cyprus, Greece and Portugal record 
high ratio of non-performing loans on total loans.

FUTURE OF THE EU WITHIN THE GLOBAL TRADE 
AND FUTURE RESEARCH DIRECTIONS

The analyses of the EU’s position within the global trade along with the analyses of main factors influ-
encing this position helps to understand better the possible future developments. As far as internal factors 
are concerned, one can expect developments with contradictory effects on strengthening the position 
of the EU within the global trade.

Firstly, the author expects an increase of the intra-EU trade due to ongoing efforts to improve the 
single market functioning. The European Commission adopted a Single Market Strategy and the Digital 
Single Market Strategy in 2015, aiming at abolishing number of barriers to cross-border movements and 
online sales within the EU. They entail for example geographically-based restrictions in online cross-
border sales, the so-called geo-blocking. The regulation on geo-blocking applies since December 2018. 
It prohibits unjustified discrimination based on customers’ nationality, place of residence or place of 
establishment within the EU such as being re-routed back to a country-specific website or restricting 
payment by a debit or credit card from a different country.

Furthermore, the EU is working on consumer protection legislation, adjusting to the needs of the 
digital economy. It carries through the “new deal for consumers’” package of measures including the 
amendment of several EU’s consumer directives. The amendments should address various issues such as 
transparency of online marketplaces, the right of withdrawal from contracts, penalties for infringements, 
protecting consumers of free digital services (e. g. services for which no money is paid but which allow 
traders to use consumers’ personal data) or dual quality of products.

As far as the transparency of online marketplace and comparison services is concerned, the main 
parameters shall be disclosed, for example by determining how search query results are ranked, particu-
larly, whether a trader has paid to improve ranking of its product or service within the search results. 
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Consumers shall be informed about who is selling a product or a service, whether the seller is a profes-
sional or another consumer, as well.

Next, rules on redress in case of lacking conformity with the contract have been included into the direc-
tive proposal on certain aspects concerning contracts for the sales of goods. According to the proposal, 
if a defect in a product occurs within one year (compared to six months currently), customers shall be 
entitled to free repair or replacement. Where repair or replacement proves unsatisfactory, the price shall 
be reduced or reimbursed. New rules shall apply to both online and offline purchases.

Revised consumer protection rules shall be adopted by January 2020. In January 2021, new rules on 
value-added tax for e-commerce shall come into force. Implementation of the new rules mentioned above 
should facilitate using the huge potential of e-commerce within the EU and contribute to an increase of 
the intra-EU trade. Future research should therefore concentrate on the ability of the EU member states 
to find solutions in removing remaining obstacles in mutual trade.

Contrary to that, uncertainty about future nature of relations between the EU and United Kingdom 
influences the EU trade negatively. In the literature, several studies provide evidence on a negative 
impact of a trade policy uncertainty on exports (Handley, 2014; Osnago, Piermartini & Rocha, 2015). 
According to the estimates of Douch, Edwards and Soegaard (2018), the vote on Brexit has already hurt 
British exports by 13-16%. The expectations of the Confederation of British Industry (2017) show that 
if the United Kingdom leaves the EU without a withdrawal agreement1, 90% of the U.K.’s exports to the 
EU (in value terms) would face tariffs. The average tariff on exports from the U.K. into the EU would 
be 4.3% while the average tariff on UK imports from the EU would be about 5.7%. However, tariffs on 
some categories of goods such as agricultural products and food, cars or textiles would be much higher. 
Moreover, non-tariff barriers such as health, safety or quality standards imposed after the U.K. leaving 
the EU without any agreement are likely to hinder the mutual trade even more than tariffs. Brexit has 
already generated much research and it is expected to generate even more research within this unique 
field in the future.

As far as external factors are concerned, the author considers the trade expansion of China to be 
the decisive factor influencing the future position of the EU within the global trade. Views of theorists 
and practice experts on China’s future differ substantially from each other. While one group assumes 
China to become a dominant global power replacing the U.S. and the EU, the other group holds the 
contemporary development for unsustainable. China should assumedly become to face internal economic 
problems leading to its degradation. According to Baláž, slowing down China’s economic growth can be 
considered a natural development posing no threat. China should thus continue to be a driving engine 
of the global economy. (Baláž et al., 2012, p.14) The emphasis on increasing added value, being in the 
core of the Made in China 2025 strategy, will mean transferring China’s competitive advantages also 
into the high-tech segment, turning Chinese producers into major competitors to European or American 
companies. It is also a potential threat to the EU, having the strong position in the global car produc-
tion and trade, that China intends to gain a global leadership in electric car production. Even though 
the foreign trade and investment expansion of Chinese economy continues, it can be assumed to reach 
its limits. Internal limits relate to gradual depletion of comparative advantages, growing environmental 
cost, economic leveling off individual provinces or cost of infrastructure upgrading (Královičová, 2018). 
The author sees future research opportunities in suggesting alternatives to solve these problems as well 
as in identifying opportunities for mutually beneficial trade of the EU with China.

The author has developed a prediction for the future position of the EU within the global trade using 
the time series method that captures trends and extrapolates them forward. The author used historical 
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data on the EU’s share in the world exports (both intra- and extra-EU including the trade of the United 
Kingdom) from 1995 to 2017. A linear forecast was performed using the method of least squares. The 
R-squared value equals 0.7438, with a confidence interval for the forecasted values of 95%. The trend 
line presented in Figure 10 predicts declining share of the EU in world exports.

CONCLUSION

The era of globalization is marked by the rise in the importance of international trade. Significant growth 
of the world trade in the last decades represents both one among causes and effects of globalization. 
Those economies being able to justify themselves in international trade can take advantage of globaliza-
tion and boost economic growth. From this perspective, the aim of this chapter was to critically evaluate 
the position of the EU within the global trade and the development of its position from a long-term 
perspective as well as to identify main factors behind this development.

When evaluating the position within the global trade on the basis of the EU’s share in world exports 
and imports, the author has shown that the EU reaches the highest share in the world trade if the trade 
among the EU member states is included. Without the trade within the EU, the EU is the second largest 
exporter and importer of the world. In our opinion, the most significant drivers behind this include both 
the deepening of the integration process and the enlargement of the EU that resulted in creating of the 
largest trading block in the world. Although the EU trade values have been continuously increasing since 
2009, from the long-term perspective the share of the EU exports/ imports on the global exports/ imports 
decreases. Contrary to that, the share of China – one of the main trading partners of the EU – increases 
in the global trade. This indicates declining Trans-Atlantic dominance in the global trade. However, the 
composition of the EU trade, being dominated by industrial products with high added value, shows that 
the EU producers are well integrated into the global value chains. Similarly, the EU member states rank 
highly when their competitiveness is evaluated on the basis of various indexes.

The EU will have to take significant endeavors to defend in future its dominant position in the global 
trade, as it is believed that China’s competitiveness will improve thanks to its massive investments in 
high-tech industries. The EU’s position in the global trade will be influenced also by its ability to tackle 

Figure 10. Forecast of EU share on the world exports (WTO, 2019)
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internal problems, such as persisting barriers to cross-border transactions or Brexit. Nevertheless, a ca-
pability to settle bilateral trade and economic relations by bilateral agreements especially with the U.S. 
and China will be important, too.
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KEY TERMS AND DEFINITIONS

Brexit: The term that refers to the process of the United Kingdom withdrawing from the EU.
Competitiveness: The term does not have a single definition. It is, however mostly understood as 

the ability of firms, industries, regions or countries to reach their business / economic goals in rivalry 
with others.

Extra-EU Trade: Trade in goods or services (e. g. exports and imports) between the EU and the rest 
of the world excluding the trade among the EU member states. It is calculated as a sum of the extra-EU 
trade of the EU member states.

Geo-blocking: Geo-blocking refers to a practice of traders who block or limit access to their online 
interfaces by customers from other countries.

Intra-EU Trade: Trade in goods or services (e. g. exports and imports) among the EU member states.
Quantitative Restrictions: Trade restrictions based on limiting amounts of imported or exported 

goods such as quotas, import or exports bans, import or export licenses etc.
Single Market: The term introduced by the Single European Act signed in 1986 setting a deadline 

of 31 December 1992 for creating the single European market, thus eliminating technical, physical and 
fiscal barriers to free movement of goods, persons, services and capital within the EU.

Trade Balance: Economic indicator calculated as monetary value of a country’s exports minus 
monetary value of its imports over a certain period, usually a year.

ENDNOTE

1  As the United Kingdom launched the process of withdrawal from the EU, at the time of preparing 
this text the definitive date of Brexit is not known. Currently, extension of Brexit was agreed until 
October 31. (Euronews, 2019).
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ABSTRACT

Psychology stipulates justice is one of the most powerful feelings of human beings. Societies strengthen 
as overall justice increases. People are seeking justice in many areas. A more fair income distribution 
has always been desired in almost every society since the beginning of civilizations. In recent times, 
European countries are known to be the most fair societies, at least within their boundaries. So, taking 
into account these facts, what can be said about income inequality levels for EU-15? This chapter tries 
to find an empirical answer for this question. There is also a solution for income inequality.

INTRODUCTION

There is one thing, everyone has to accept, that inequality is a fact of the life. It is a fact that people are 
born under unequal conditions; some is taller, some is richer, some is orphan, some in developed country, 
some into war, some in 9 months, some in 7 months etc. Yet inequality is not a bad thing in every aspect 
of the life. For instance helping a poorer person is a scene nicer than the one as if the two of them were 
financially equal (in a positive way). Even the society depends on the inequalities people have. Because 
inequalities make people dependent to each other and that dependency forms the basis of humanitarian 
values like cooperation, contribution, compassion, self-sacrifice etc. But there is one important thing 
to be mentioned. Inequalities can be split into two as natural and artificial. Natural means coming from 
the birth and cannot be changed. Artificial means caused by people and can be changed. So irritating 
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inequalities are the artificial ones. Not all the artificial inequalities are disturbing but almost all disturb-
ing inequalities are artificial. So income inequality is a kind of artificial inequality and it is disturbing.

Income inequality has been one of the general problems of capitalism from beginning of industrial 
revolution till now. But never has it reached such a huge level after World War II, specifically in devel-
oping countries. Taking look at the statistics, income inequality has increased by 11 percent between 
the period of 1990-2010, in developing countries. However even developed economies have not tried to 
manage a solution for this inequality problem until very recently and still they have not found a satisfy-
ing solution (United Nations, 2013).

Income inequality has many side-effects on human health. Researchers has found out that in coun-
tries which has similar income per capita, the higher income inequality a country has, the worse the 
health statistics are. More relevantly, there is lots of proof study claiming that the less income inequality 
a country has, the better economic performance is. Especially performances of East Asian economies 
after 1950s are a crystal clear example (compared to developed countries) at this point (Chang, 2014).

Income inequality has many drawbacks for an economy. For instance as the inequality rises, potential 
entrepreneurs of the economy become desperate due to the lack of capital. As capital is accumulated in 
the hands of few people, investment will slow down, innovation will ease off. This situation will threaten 
the economic improvement and social welfare in the long run. Widening the gap between social layers, 
society loses its unity, its solidarity and its harmony and turns into a fruitless tree. Economic dynamics 
(valid for other areas too) are based on social cohesion and once lost, it is not easy to regain (United 
Nations, 2013).

Criticizing income inequality should not mean supporting an absolute equality. Absolute equality is 
just a utopia for real world, but only an ultimate goal for some romantics. In past time, some socialist or 
communist countries had tried to realize that dream in a pitiful way (Chang, 2014). In fact income equal-
ity looks like body temperature. For instance it is dangerous for a body if temperature goes too high or 
deepens down too low. At both extreme a body cannot continue living. The best for a body temperature 
is to stay in an interval. Similarly for a country perfect income inequality is to stay between some values 
depending on the conditions of a country

Economists have been supporting the idea that liberalization (globalization) is the only solution 
for poverty and inequality. However general trend tells the story in an opposite way. As liberalization 
extended over the world, income inequality and poverty got increased. It can be argued that this failure 
does not belong to liberalization but to the executors who did not succeed in the application. But what-
ever the reason is, the result is clear that liberalization did not bring a more equal world (Smith, 2003).

What are the reasons of inequality is not an easy question to answer. Kuznets’ inverted U hypothesis 
(1955) is still need to proved. In short U hypothesis tells that when a country is in the early stages of 
development, income inequality rises and as the country continues to grow and after some top point, 
income inequality begins decreasing. However this hypothesis has not been supported enough with 
empirical researches. So Kuznets’ hypothesis had temporarily been valid for some chosen countries 
(Braulke, 1983). Here it is important to mention that an economy cannot be independent from government 
policies. So it is not realistic talking about an isolated economy from all political, social etc. counter-
relationships (United Nations, 2013).

There are some popular explanations for macro and micro level inequalities. Jared Diamond, the au-
thor of the Guns, Germs and Steel (1999), dedicated his life to find a reasonable answer to the question 
of “Why some countries are rich and some are poor?” or “Why some countries are developed and some 
are not?” He had researched the world history according to geographical conditions and found some 
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challenging explanations. Shortly according to his analysis geographical advantages (optimum climate 
for agriculture, existence of animals and existence of plants which are ready for domestication, basic 
natural resources, availability for transportation etc.) had been the most important reasons behind this 
inequality. At the end of his book he also tells about the other popular explanation for inequality which 
is the difference in qualities of institutions among countries.

Geography or institutions may be the reasons for inequality between countries but how can you explain 
the inequality between people living in the same countries? Is it hard-working or intelligence or genetics 
or luck? Maybe all these things have a minor role for this result. Muhammad Yunus (2017) tells us in 
his book that it is the system itself that produces this enormous inequality at micro level. He explains 
accumulation of wealth on the hands of a few families is the outcome of inequality in opportunities. For 
instance banks do not lend money to poor people. Governments do not necessarily support the small 
companies. If you do not have the money, people do not trust you. So as Adam Smith (1937) says money 
makes the money but the difficulty lies in saving the first amount of money.

On the account these explanations, this chapter tries to find an answer for the question of whether 
income inequality is persistent or not. For this reason stationary test is applied for a group of similar 
European countries. In the preceding sections of these chapter first of all income inequality indexes 
and literature sections will be handled. Next explanations for econometric method, data and empirical 
results will come in order. For the final word there will be a conclusion and a suggestion part at the end 
of this chapter.

INCOME INEQUALITY INDEXES

Income inequality most generally (arguably) is compared by GINI coefficient which is estimated from 
Lorenz Curve.

Max Lorenz developed a graph to show the accumulation of wealth in his doctorate thesis in 1905. 
Then he estimated an index which is called GINI index(or coefficient). In Figure-1 above how GINI 
coefficient is estimated is shown. When there is perfect income equality within population Lorenz Curve 
is equal to the diagonal and GINI coefficient(index) takes the value of 0(As A=0) which is only utopia 
and takes the value of 1(As B=0) if there is perfect income inequality. According to the 2013 statistics 

Figure 1. Lorenz curve and Gini coefficient
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of World bank, Sweden is at the top with 0.25 GINI index and Seychelles(African country) is at the 
bottom with 0.65 GINI index (Cowell, 2011). However, there are some alternative or complementary 
income inequality estimation methods. Below in Table-1 all the methods are shown.

LITERATURE

In broad terms there are two types of comparison for income inequality level. First type is within a 
country with respect to different time periods. Second type of comparison is among countries. Both are 
important for a country. Piketty (2014) claims in his book that with beginning of third stage of capitalism 
(globalization) income inequalities has started to increase both in countries and among countries but 
only some exceptional ones. Piketty explains the reasons of this U turn especially in developed countries 
in his book. For instance he supports the idea that with globalization or liberalization of capital, return 
to assets has increased to the level higher than the economic growth level of countries and this makes 
rich people richer. One another argument Piketty tells that inheritance taxes are too low to balance in-
tergenerational earnings which results in persistence of inequality among households (Piketty, 2014).

In the literature there have been many works done about income inequality and some of them are 
about persistence theory. To mention some as an example, Skidmore (2004) search for inequality within 
Brazil by looking GINI coefficient between the years 1960-2000. Only some modest changes in latest 
years were detected. Blanden et al (2012) explains in his work that the persistent inequality in UK is 
based on the intergenerational income which is independent from social class. Islam and Madsen (2015), 
tested the Piketty hypothesis for 21 OECD countries over the period 1870–2011. They used Baiand 
Carrion-i-Silvestre (2009) panel unit root tests for empirical research. Their result is suggesting that 
shocks to income inequality are likely to be temporary. So in the long run it seems to be constant (Islam 

Table 1. Estimation methods

Index Developed By Year Inference from Index

GINI Max Lorenz 1905 General income distribution of an economy

ATKINSON Anthony Barnes “Tony” Atkinson 1970
What percent of national income is to be 
sacrificed in order to maintain an equal 
distribution

COEFFICIENT OF VARIATION Champernowne, D.G. & Cowell, 
F.A 1998

General income distribution of an economy 
(but has no upper or lower limits like Gini 
coefficient)

DECILE RATIOS Gold et al 2001
Proportion of different income level groups in 
terms of income shares (For instance share of 
poorest 10% over share of richest 10%)

GENERALIZED ENTROPY Anthony F. Shorrocks 1980 The difference between different income level 
groups within the population

PROPERTY OF TOTAL 
INCOME

Ichiro Kawachi and Bruce P. 
Kennedy 1997 The percent of the income share of the poorest 

or richest nth% of the population

ROBIN HOOD (HOOVER) Edgar Malone Hoover Jr. 1934
The amount of total income to be 
redistributed in order to reach an equal level 
of income distribution

Source: De Maio(2007)
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and Madsen, 2015). In another work Christopoulos and Mcadam (2017), employ an unbalanced panel 
data set for N = 47 countries which selected having at least 30 data points. This gives a sample from 
1975. They found that we cannot reject a unit root in inequality measures according to panel unit root 
test (Christopoulos and McAdam, 2017). Lastly Gil-Alana et al (2019) investigates Persitence Theory 
for 26 OECD countries for the period 1963-2008. Similarly they find out that income inequalities are 
constant in all countries in the long-run. So, on the account of these previous works it can be said that 
there are both Panel Data Analyses and Time Series Analyses which supports Piketty Persistence Theory.

ECONOMETRİC METHOD

Pesaran et al. (2013) have proposed a test which is an extended form of cross sectionally augmented 
panel unit root test (CIPS). This extended form takes into account the multifactor structure of the errors. 
Also, it is estimated with a simple average of cross sectionally augmented Sargan-Bhargava statistics 
[10]. The fundamental structure of the test is exploiting information which contains a sufficient number 
of additional regressors. Yet the additional terms have to share the common factors of variable under 
consideration.

It is supposed that yit  has data generating process as � �y y d d uit i i t iy t iy t it� � �� � � � �� �� � �
, 1 1

i N t T= =1 2 1 2, ,..., ; , ,...,  (1)

i denoting cross section unit and t denoting time.Where d tt � � ��1, is a 2 1×  vector that it includes an 
intercept and a liner trend. It is assumed �i � 0 . A multifactor error structure is defined as u fit iy t iyt� � �� �   
(2)where ft  is an m0

1×  vector consisting of unobserved common effects, γ iy  is denoting vector of 
factor loadings and ε iyt is an idiosyncratic errors. This is a general version of Pesaran’s(2007) one factor 
error specification.

Substituting the disturbances given by (2) into (1) yields as � �y y d d fit i i t iy t iy t iy t iyt� � �� � � � � � �� �� � � � �
, 1 1

  
(3)

The null hypothesis is that all observed series contains unit root as follows H i0
0: � �  is tested for 

all i ’s against alternative of stationary.

H i1
0: � � i N=1 2

1
, ,...,  

�i � 0 i N N N� � �
1 1
1 2, ,...,  

Under the null hypothesis, the yit  given by (4) defined as y y d s sit i iy t iy ft iyt� � � � � �0 � �  
i N t T= =1 2 1 2, ,..., ; , ,...,   (4)Where s f f fft t� � � �

1 2
...  and siyt iy iy iyt� � � �� � �

1 2
... . Let yi0  a 

given initial value. If m0
1> , it is assumed that there are k  additional observation. Let xit includes that 

observations which share at least the same set of common s ft , but it has different factor loadings. It is 
assumed that k ×1vector of additional terms has the general linear process as � � � �x d fit ix t ix t ixt� � ��  
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i N t T= =1 2 1 2, ,..., ; , ,...,   ( 5 ) W h e r e  x x x xit i t i t ikt� � ��1 2
, ,..., ,  �ix ix ix ixk� � ��� � �

1 2
, ,..., , 

A a a aix ix ix ixk� � �1 2
, ,...,  and ε ixt is idiosyncratic errors of xit  which is independent from ε iyt . Depend 

on the term given by (6), xit  is defined as x x A d s sit i ix t ix ft ixt� � � �0 �   (6)

sixt ixs
s

t

�
�
��

1
 

Where, combining (3) and (6) it yields the following cross sectionally augmented regression for a test 
of the unit root hypothesis � �y b y c z h z g dit i it i t i t i t it� � � � � � � �� �1 1 �   (7)

z N zt it
i

N

� �

�
�1

1
, 

where z y xit it it� � ��, .
Panel unit root test can be based on the individual t-ratio derived from OLS estimation bi .

The CSB Test Depend on Multifactor Error Structure

Sargan ve Bhargava(1983) exploited the cross-section augmentation approach for panel unit root test. 
Under the null hypothesis, yit  has data generating process as

� �y d fit iy t iy t iyt� � � � �� � �  

For cross section unit i th, Sargan-Bhargava statistics which is depend on cross sectional augmented 
as

CSB N T T ui it i
t

T

, Æ/ Æ� � � �

�
�2 2 2

1

�  

Where Æ Æuit ij
j

T

�
�
��
1

 and Æ Æ/� �i it
t

T

T k2 2

1

1� � �� ��� ��
�
� .

Æε it are the least square residuals which is obtained by regression ∆yit on ∆zt  for the models with an 
intercept only.
CSB  test is calculated with cross sectional average individual CSB N Ti ,� �  statistics, follow as

CSB N CSB N TNT i
i

N

� � ��

�
�1
1

,  

The critical value of CSB is computed by Pesaran et. al. (2013).
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DATA AND EMPİRICAL RESULTS

In this part of the chapter, some information will be given about the data and empirical results. Firstly, 
GINI index is used as an income inequality coefficient. Data are taken from the World Income Inequality 
Database (WIID). The data belongs to EU(European Union)-15 (Germany, France, Luxembourg, 
Italy Belgium, Netherlands, United Kingdom, Ireland, Denmark, Greece, Spain, Portugal, Austria, 
Finland, Sweden). Time period, which is starting from 1995 till 2016, is determined with respect to 
the availability of the data.

Secondly, there are two generation panel unit root tests. First generation test assumes cross sectional 
independence in panel. Second generation test inversely assumes cross sectional dependence. For this 
reason, cross section dependence test is chosen for the analysis of the data. The results of cross section 
dependence test are given Table 2.

Thirdly, rejection is made according to the bias-adj CD test because the test is useful for both T larger 
than N and N larger than T. As seen Table 1, the null hypothesis of no cross sectional independence 
is rejected. To test convergence hypothesis, one of the second generation unit root test is selected. The 
test is based on the cross-sectional dependence assumption which is developed by Pesaran et.al.(2013).

As a fourth step, to overcome cross-section dependence problem for the income inequality, two 
observable factors are chosen which are economic growth and trade/GDP (% of international trade in 
GDP). They are obtained from World Development Indicator website. The results of panel unit root test 
are given Table 3.

Finally, both CSB and CIPS test statistics are greater than the critical values, so the unit root null 
hypothesis is rejected. It can be said that there is persistent income inequality among these 15 countries.

CONCLUSION

As third stage of capitalism put on the screen or as the capital liberalization enacted all over the world, 
earning money from money extended. From that time till now financial markets dominated the world 
economy. Today the value of financial markets is nearly 10 times of world real GDP. So, this cyber sys-
tem constituted an icy path for world economy and that’s why during last two decades economic crises 
have become routine of daily life. During this time welfare economy policies which had been gradually 
implemented from beginning of 20th century turned upside down. At the end of this period theories like 
Kuznets’ inverted U theory or convergence theory of economies has become invalid. Today increasing 
income inequality widens the gap between social classes. So society turns into two-type society: rich 
and poor. Middle class as a keystone has been disappearing from the society. Even developed economies 

Table 2. The results of cross section dependence test

The Test Test Statistics Probability

CDLM1 231.736 0.000

CDLM2 8.746 0.000

CDLM -2.816 0.002

Bias-Adj CD 16.225 0.000
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cannot(or do not want to) solve this problem. This is an alarming situation for the future of especially 
developing economies in socio-economic terms because they are affected much more than developed 
economies. The owners of financial capital are mostly from developed countries. Although it is claimed 
that capital has become international, this internationality does not mean nations have disappeared. When 
people need to make a choice, they will surely choose their nations or countries. So at the end of the day 
accumulating capital will turn to his/her home.

In this chapter, persistence theory of income inequality is tested with panel unit root test which is 
developed by Pesaran et.al (2013). To cope with cross section dependence, this test uses extra information 
about regressor which share same common factor with income inequality. We used economic growth and 
trade/GDP as the extra regressors. The used data consist of EU-15 countries over 22 years, 1995-2016. 
According to result of empirical analysis, there is income inequality persistency for these 15 countries. 
This persistency can be understood either positive or negative which depends on the situation of the 
country. The important point is the beginning condition of the country. This means at the beginning 
of the period were the general public of this country pleased with the distribution of income? After all 
persistency means the continuity of the beginning situation or continuous stability. So on the contrary 
of general belief stability does not always show a positive condition.

There is a fact that capitalism has never been implemented as a human-oriented or human-centered 
system. Today although it is generally called that way actually we are not living in a capitalistic system. 
Until the threat of socialism or communism pure capitalism had been active with all its cruelty. This 
is not an ancient history. Just a century ago in England or USA most of the people had been living a 
catastrophic life. A pure poverty had been a normality of life. After two World War government people 
realized that under these conditions this system would not survive long. To prevent the spread of so-
cialistic ideas they had to take some measures or make some structural reforms in the system. The term 
called “Social Welfare” had been very popular especially in the second half of the 20th century. So as 
time passed pure capitalism was transformed into liberalism (half capitalism and half socialism) but 
only within the control of governments and international organizations like IMF, World Bank, United 
Nations and the others. Rights for labor union, social security, education and health were guaranteed 
by governments up to some degree. Direct and indirect taxes, patent laws, antitrust laws, and the other 
legal measures were taken in order to reshape the life standards of people. Today no one can deny that 

Table 3. The Results of panel unit root test

Intercept and trend

Number of lag 2

CSB 0.095

%1 0.036

%5 0.043

% 10 0.048

CIPS -2.99

% 1 -2.57

% 5 -2.68

%10 -2.56

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



77

Theory of Persistent Income Inequality
 

as compared to one century ago countries more or less have progressed in terms of social welfare. We 
all have become richer today. However the real problem is the distribution of the total income. Did we 
reach the ideal level in distribution or can we preserve social harmony?

Beyond these historical changes income inequality has micro and macro levels. At macro level there 
is inequality between continents like Africa and Europe, between regions like West Europe and East 
Europe and between countries like USA and Mexico. On the other hand at micro levels there is inequal-
ity within the country, within the city or within the family members. The important point is that there is 
a critical level for income inequality which will change depending on the structure of a society. Above 
that level there occurs annoyance, anxiety, social struggle or even chaos. On the other hand below that 
level people can tolerate each other. But what is that level? Or can anyone estimate that level? So these 
are questions that no one can know exact answers. For this reason, this inequality issue is always needed 
to be reviewed by the society itself. This is a social issue that governments cannot solve the problem 
without social approval or support.

SUGGESTION

One of the ancient time motto of classical and neo-classical economics is “laissez faire”. Laissez faire 
means let them do the things that is the prevention of government from intervention with private entrepre-
neurship or private economic affairs. Rationality is the basic assumption behind this request. Economists 
assume that people are in general behaving rationally. So in conclusion economists support the idea that 
people are rational and for this reason government should not interrupt their economic activities. But what 
is rationality? Adam Smith says people do the things for other people but only for their own benefits. In 
other words, he says people are selfish but this is not bad for the society. For example, a butcher brings 
meat to the market not for public benefit but to gain profits. He adds that if everyone follows his or her 
own benefit social welfare will be maximum. What else about rationality? Rational individual always has 
the perfect knowledge about his/her utility and profit and about market, always demand for more, always 
behaves in a consistent manner. This rational individual is called “homo economicus” in economics. So 
under these circumstances government intervention seems to be unnecessary and useless. But in reality 
do people look like homo economicus? Don’t think so. People mostly know little about their utility and 
profit situation. They demand some things more but some things not. They usually behave in a volatile 
manner. They usually make simple mistakes. So there is any perfection for human-beings.

Since the second part of the 20th century behavioral economics has become more and more popular 
in academic world. What does behavioral economics claim? Behavioral economics claim that people 
have bounded rationality which means they are sometime rational and sometimes irrational. They make 
systematic mistakes. They are lazy and open to external effects. They cannot make choices easily. They 
even don’t know themselves enough. For this reason, they need to be motivated and directed in many 
aspects of life. Nudging people without taking away their self-control is the problem-solving technique 
in behavioral economics.

On the account of these explanations for the solution especially starting from little ages we need to 
transform the ideals of capitalism into the ideals of humanism. The ideals of capitalism are:

1.  Happiness lies in the consumption
2.  Being rich is the most important goal of our life
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3.  Humans live for themselves
4.  Money is the most powerful weapon in this world.
5.  Societies can survive only with sustainable economic growth.

This is not the complete list but these are enough to understand the general philosophy in capitalism. 
On the other hand below the more humanistic ideals are listed:

1.  Production has long-lasting pleasure compared to consumption.
2.  Wealth has a meaning when you share with other people.
3.  Humans do not only live for themselves but also for the society.
4.  Cooperation is the most powerful weapon in this world.
5.  Societies can survive only with sustainable social harmony.

First of all these ideals should be inspired starting from little ages which means education system 
should be reformed on the account of this purpose. Secondly movies, theatres and other social activities 
should be imaged within this framework (at least some of them). Finally social norms consistent with 
this manner should be revived all around the society.

CRITIQUE OF THE CHAPTER

This chapter tries to investigate one of the ancient problems of humanity with the help of some econo-
metric methods. Also offers a suggestion through a behavioral method. However either inequality or 
solution has some unique characteristics for every country or society. So it will be better to investigate 
one country specifically. Secondly GINI coefficient tells some information about income inequality 
which is persistent according to the results in this study. However perception of people is always chang-
ing depending on the general conditions of economy, politics, social relations and etc. So statistics do 
always tell the truth but do not show the whole picture. Last but not least GINI coefficient should be 
supported with some other abovementioned indexes to realize the nuances.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



79

Theory of Persistent Income Inequality
 

REFERENCES

Atkinson, A. B. (1970). On the measurement of inequality. Journal of Economic Theory, 2(3), 244–263. 
doi:10.1016/0022-0531(70)90039-6

Blanden, J., Gregg, P., & Macmillan, L. (2013). Intergenerational persistence in income and social class: 
The effect of within‐group inequality. Journal of the Royal Statistical Society. Series A, (Statistics in 
Society), 176(2), 541–563. doi:10.1111/j.1467-985X.2012.01053.x

Braulke, M. (1983). A note on Kuznets’ U. The Review of Economics and Statistics, 65(1), 135. 
doi:10.2307/1924418

Champernowne, D. G., & Cowell, F. A. (1998). Economic inequality and income distribution. Cambridge 
University Press.

Chang, H. J. (2014). Economics: The user’s guide. London, UK: Penguin Books.

Christopoulos, D., & McAdam, P. (2017). On the persistence of cross‐country inequality measures. 
Journal of Money, Credit and Banking, 49(1), 255–266. doi:10.1111/jmcb.12374

Cowell, F. A. (2011). Measuring inequality. Oxford, UK: OUP Oxford. doi:10.1093/acprof:oso
bl/9780199594030.001.0001

De Maio, F. G. (2007). Income inequality measures. Journal of Epidemiology and Community Health, 
61(10), 849–852. doi:10.1136/jech.2006.052969 PMID:17873219

Diamond, J. M., & Ordunio, D. (1999). Guns, germs, and steel. Books on Tape.

Gil-Alana, L. A., Škare, M., & Pržiklas-Družeta, R. (2019). Measuring inequality persistence in OECD 
1963-2008 using fractional integration and cointegration. The Quarterly Review of Economics and Fi-
nance, 72, 65–72. doi:10.1016/j.qref.2018.12.006

Gold, R., Kawachi, I., Kennedy, B. P., Lynch, J. W., & Connell, F. A. (2001). Ecological analysis of 
teen birth rates: Association with community income and income inequality. Maternal and Child Health 
Journal, 5(3), 161–167. doi:10.1023/A:1011343817153 PMID:11605721

Hoover, E. M., Jr. (1936) The measurement of industrial localization, Review of Economics and Sta-
tistics, 18, No. 162–71

Islam, M. R., & Madsen, J. B. (2015). Is income inequality persistent? Evidence using panel stationarity 
tests, 1870–2011. Economics Letters, 127, 17–19.

Kawachi, I., & Kennedy, B. P. (1997). The relationship of income inequality to mortality: Does the choice 
of indicator matter? Social Science & Medicine, 45(7), 1121–1127. doi:10.1016/S0277-9536(97)00044-
0 PMID:9257403

Lorenz, M. O. (1905). Methods of measuring the concentration of wealth. Publications of the American 
Statistical Association, 9(70), 209–219. doi:10.2307/2276207

Pesaran, M. H. (2007). A simple panel unit root test in the presence of cross-section dependence. Journal 
of Applied Econometrics, 22(2), 265–312. doi:10.1002/jae.951

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



80

Theory of Persistent Income Inequality
 

Pesaran, M. H., Smith, L. V., & Yamagata, T. (2013). Panel unit root test in the presence of a multifactor 
error structure. Journal of Econometrics, 175(1), 94–115. doi:10.1016/j.jeconom.2013.02.001

Piketty, T. (2014). Capital in the 21st century.

Sargan, J. D., & Bhargava, A. (1983). Testing residuals from least squares regression for being generated 
by the gaussian random walk. Econometrica, 51(1), 153–174. doi:10.2307/1912252

Shorrocks, A. F. (1980). The class of additively decomposable inequality measures. Econometrica, 
48(3), 613–625. doi:10.2307/1913126

Skidmore, T. E. (2004). Brazil’s persistent income inequality: Lessons from history. Latin American 
Politics and Society, 46(2), 133–150.

Smith, A. (1937). The wealth of nations (p. 423). New York: Modern Library.

Smith, M. P. (2005). States of liberalization: redefining the public sector in integrated Europe. Albany, 
NY: State University of New York Press.

United Nations. (2013). Confronting inequality in developing countries. UN Development Programme 
Bureau for Development Policy.

Yunus, M. (2017). A world of three zeros: the new economics of zero poverty, zero unemployment, and 
zero net carbon emissions. Hachette UK. Retrieved from https://www.uh.edu/engines/epi2744.htm

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



81

Copyright © 2020, IGI Global. Copying or distributing in print or electronic forms without written permission of IGI Global is prohibited.

Chapter  5

DOI: 10.4018/978-1-7998-1188-6.ch005

ABSTRACT

Although prosperity is often associated with the word wealth, it also includes other factors that may be 
independent of wealth, such as happiness and health. The prosperity state can be defined as a develop-
ing, growing, wealth state and a successful social status. Increasing the levels of prosperity is a goal of 
states. States can create communities in cooperation with other states to improve their level of prosper-
ity. One of these communities is the European Union (EU), which is established by European states. 
This chapter evaluates the position of EU member states and EU candidate countries’ prosperity levels 
compared to world states. In the study, 2018 Legatum Institute prosperity index of 149 countries was 
used. These countries are divided into groups by using clustering analysis from data mining techniques. 
The countries are evaluated using the Preference Selective Index (PSI).
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INTRODUCTION

Data mining is a multifunctional process, such as extracting previously unpredictable information from 
large databases and applying the results in decision making. Data mining tools extract models and rules 
from data. The extracted information can then be applied to the prediction or classification models. These 
models and rules can guide decision making and predict the effects of these decisions (Benoit, 2002: 
265). Clustering techniques, which form part of data mining, work in a multidimensional space, where 
all points in a single group are in a natural relationship with each other, and in some way differentiate the 
points that are not in the same group (Dubes & Jain, 1976: 247). According to the characteristics of the 
cluster members determined by the clustering analysis, the decision maker should make some decisions.

Decision making requires knowing the purpose of the decision, the necessity, the criteria that make 
up the decision. In this way, a suitable decision can be given among alternatives for a problem (Saaty, 
2008: 84). MCDM (Multi-Criteria Decision Making) refers to making decisions when there are multiple, 
often contradictory criteria. The MCDM problems in daily life are quite common. For example, in the 
selection of a car in the personal context, MCDM evaluates a complex structure where many criteria, 
such as price, size, style, safety and comfort, come together (Xu & Yang, 2001: 3). MCDM can be ap-
plied in many areas of life. This is an example of evaluating the prosperity of countries.

The prosperity state varies according to the area of responsibility or the purpose it is assigned to. 
In this respect, prosperity state includes concepts such as citizenship, equality, social rights and social 
justice. In short, the prosperity state is defined as ‘an organized power’ in a general framework based 
on similar definitions in the literature (Güç, 2015: 16).

The EU has been established to bring together European countries around common values and to 
initiate strong cooperation in the economic sphere, especially in order to increase prosperity [https://
www.ab.gov.tr/3.html, (Accessed: 21.04.2019)].

In this study, the criteria determined by the Legatum Institute and the prosperity indexes of the 
countries of 2018 were used. Countries are divided into groups by using clustering of data mining tech-
niques. Then, PSI (Preference Selection Index), which is one of the MCDM techniques, was evaluated 
for performance of EU and EU candidate countries. As a result of the evaluation, the cluster locations 
of EU and EU candidate countries were determined and the countries were ranked.

LITERATURE REVIEW

Some of the data mining techniques used in the study, clustering and MCDM methods, are summarized 
in Table 1.

METHODOLOGY

In this study, data were grouped by using X-means, which is one of the clustering techniques of prosper-
ity indices of countries. Then, EU and EU candidate countries were evaluated by using PSI from the 
MCDM methods.
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Clustering Analysis

People are interested in different data types, with different measurements. These data types can be the 
properties of a type, the results of an experiment, or the values of a running machine. Data are neces-
sary to make a decision and to reach a judgment. One of the most important data analyzes is to separate 
data into clusters or categories (Xu & Wunsch, 2008: 1).X-means algorithm from data mining cluster-
ing algorithms was developed by the development of k-means algorithm (Pelleg & Moore, 2000: 727). 
The k-means algorithm tries to divide the original data set into k subgroups. k represents the number 
of unique subsets or clusters in appropriate data mining. The mathematical formula for the k-mean is 
shown as follows (Tucker et al., 2010: 600):

f x c
j

K

x S
i j

i j

� �
� �
��
1

2  

Table 1. Some studies with clustering and psi method

Method Author Topic

Gomez-Muñoz & Porta-Gándara (2002: 171-182). Modeling of Renewable Energy Systems

Weatherill & Burton (2009: 565-588). Separation of Shallow Seismic Welding 
Regions

Winters et. (1997: 1369-1374). Classification of Shoulder Pain

Armstrong et. (2012: 2198-2205). Investigation of the Heterogeneity of 
Geriatric Population

Clustering Park et. (2013: 910-915). Cluster Selection for Wireless Sensor 
Network

Ada (2001: 319-332). Evaluation of the EU and Turkey’s 
Development

Öz et. (2009: 1-29). Comparison of EU and Turkey’s Human 
Capital

Turanlı et. (2006: 95-108). Examining the Economic Similarities of EU 
and EU Candidate Countries

Maniya & Bhatt (2011: 330-349). Selection of Flexible Production System

Madić et. (2017: 214-220). Determination of Laser Cutting Process 
Conditions

Khorshidi & Hassani (2013: 999-1010). Materials Selection

Sawant et. (2011: 176-181). Automatic Vehicle Selection

PSI Mesran et. (2017: 230-234). Determination of Education Scholarship 
Recipients

Jahan et. (2012: 411-420). Ranking Stage of Material Selection Process

Joseph & Sridharan (2011: 201-216). Ranking of Scheduling Rule Combinations

Attri & Grover (2015: 207-216). Evaluation of the Design Phase of the 
Production System Life Cycle

Borujeni, M. P., & Gitinavard (2017: 207-218). Mining Contractor Selection
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S j = A set of data points
c j  = The center of a Sj set
xi  = A data point in a cluster
K  = Total number of clusters (prescribed by the user)

Pelleg et al. Using the Bayesian Information Criteria (BIC), they have proposed X-means that auto-
matically find the number of clusters. The X-means algorithm aims to develop three basic areas of the 
k-means algorithm.

a)  Eliminate the number of user-specified sets.
b)  Developing a computable scale.
c)  Developing search criteria to update cluster centers.

Mathematically, the Bayesian Information Criteria are expressed as follows (Pelleg & Moore, 2000: 
730, Tucker vd., 2010: 601):

BIC M l D
P

Rj j
j� � � � � �
2
log  

l j  D� �  = Probability of data being logarithmic at maximum likelihood point
D  = Represents the data set.
Pj  = The number of parameters in M j

R  = Number of total data points of candidate centers entering the cluster

Preference Selection Index (PSI) Method

The application stages of the PSI method are shown as follows (Mania and Bhatt, 2010: 1786).
Step 1: Define the target
All possible alternative and selection criteria must be determined.
Step 2: Creating the Decision Matrix
In the PSI method, a decision matrix with n criterion, alternative number m is created.

A

X X X
X X X

X X X

n

n

m m mn

�

�
�

� � � �
�

�

�

�
�
�
�

�

�

�
�
�
�

11 12 1

21 22 2

1 2

i=1, 2, …, m, j=1, 2, …, n (1)

Step 3: Normalization of Decision Matrix
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After the decision matrix is formed, linear normalization of the decision matrix elements is made 
using the following two equations.

Equation for utility criteria;

R
X
Xij

ij

j
max= i=1, 2, …, m, j=1, 2, …, n (2)

The equation to be used for cost or useless criteria;

R
X
Xij
j
min

ij

= i=1, 2, …, m, j=1, 2, …, n (3)

Step 4: Calculating the PVj of Preferred Variation Value
For each attribute, the preferred variation value is calculated with the help of equality (4) and (5).

PV r rj
j

m

ij j� �� �
�
�
1

2

 (4)

r r mj
j

m

ij�
�
�
1

/  (5)

Step 5: Determination of the General Preference Values (Ψ) of Each Criteria
The general preference value is determined for each criterion. To find the general preference value, 

it is necessary to find the deviation in each preference value. Equations (6) and (7) with the help of 
operations are performed.

� � �j j
j

n

j�
�
�/
1

 (6)

� j jPV� �1  (7)

In addition, the sum of all preference values must be 1 as shown in equation (8).

j

n

j
�
� �

1

1�  (8)
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Step 6. Calculation of PSI ( Ii ) for Each Alternative
For each alternative, the PSI value is calculated using the equation (9).

I ri
j

n

ij�
�
�
1

*�  (9)

Step 7. Ranking All Alternative Values According to PSI Value
In this step, the alternatives are ranked by the lowest value from the highest value, taking advantage 

of the PSI values obtained. The value with the highest preference value is chosen as the best value.

APPLICATION

In this part of the study, the 2018 prosperity levels of the countries formed by the Legatum Institute were 
clustered with X-means. Subsequently, the PSI method was used to evaluate the performance of EU and 
EU candidate countries. 9 criteria and 149 countries were used by the Legatum Institute. Criteria; eco-
nomic quality, business environment, management, personal freedom, social capital, safety and security, 
education, health, social environment [https://www.prosperity.com/rankings, (Accessed.: 07.12.2018)]. 
In the study, the criteria are considered as the benefit criterion.

Economic Quality (R1): Covers issues related to Labor, Trade and Economics.
Business Environment (R2): Measures the suitability of a country for investors.
Management (R3): Covers the concepts of management performance and law of the country.
Personal Freedom (R4): Measures the freedom of individuals in society and the progress of nations 

in these freedoms.
Social Capital (R5): Measures the power and social relations of civic participation in a country.
Safety and Security (R6): Measures the personal safety of people living in the country and the national 

security of countries.
Education (R7): It measures the quality and level of education.
Health (R8): Includes health outcomes and health-related risks.
Social Environment (R9): It includes efforts to protect the natural environment and the environment.

CLUSTER ANALYSIS

In this part of the study, prosperity levels of countries are divided into clusters by using X-mean of data 
mining techniques. The data used for the application are shown in Table 2.

The data in Table 2 were clustered with X-mean using RapidMiner 9.0. The results obtained from 
the clustering are shown in Table 3.

When countries are clustered with X-mean by 9 criteria, the 1st cluster has the best average, followed 
by cluster 2 and cluster 3. Table 4 shows the cluster center values of the criteria.

When the results of clustering analysis are evaluated in terms of 149 countries, EU and EU candidate 
countries, statistical results are given in Table 5.
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Table 2. Legatum prosperity index

Country R1 R2 R3 R4 R5 R6 R7 R8 R9

Afghanistan 50,687 40,497 25,427 29,664 54,312 37,473 25,388 28,399 40,460

Albania 56,099 56,664 48,823 68,816 76,342 75,348 67,050 44,126 56,205

Algeria 55,129 41,398 36,238 58,164 71,412 78,012 30,002 44,977 56,210

Angola 47,238 33,891 28,388 43,892 53,454 65,227 40,369 41,189 40,523

Argentina 56,094 52,156 50,453 66,417 74,961 75,804 78,425 49,483 60,454

Armenia 60,711 51,283 42,456 71,129 69,320 73,277 53,174 42,970 61,203

Australia 72,286 71,674 77,120 84,658 82,188 89,217 84,908 66,828 74,044

Austria 76,087 65,781 74,664 81,241 82,749 92,486 77,996 61,553 77,177

Azerbaijan 60,023 54,629 38,728 70,589 72,965 77,859 45,279 41,717 45,067

Bahrain 77,626 59,043 43,459 69,763 80,978 77,219 43,783 60,283 53,709

Bangladesh 59,635 45,301 43,406 54,630 66,706 77,321 49,818 47,222 48,218

Belarus 67,908 51,226 35,787 72,611 71,735 80,045 36,736 44,273 65,109

Belgium 73,311 66,746 73,855 83,005 82,060 86,660 86,412 59,106 72,829

Belize 62,433 43,821 46,736 64,515 70,612 70,492 64,359 48,060 70,930

Benin 53,979 46,271 47,209 39,120 51,748 68,761 66,118 38,493 56,267

Bolivia 59,544 41,723 41,766 70,933 66,013 69,715 66,360 47,965 63,609

Botswana 56,166 54,444 60,522 59,299 70,207 65,477 63,529 48,626 54,512

Brazil 61,735 47,345 47,560 61,735 72,076 70,519 69,394 48,889 69,431

Bulgaria 61,858 51,797 50,778 74,670 71,701 83,478 63,301 48,551 69,868

Burkina Faso 56,539 45,856 40,935 38,234 59,331 74,419 55,670 47,476 54,692

Burundi 48,440 38,977 33,600 43,647 62,732 54,947 46,975 35,232 48,384

Cambodia 67,111 50,841 35,952 60,720 65,341 70,567 56,822 43,867 53,526

Cameroon 54,932 51,723 33,646 52,200 56,129 56,779 37,370 46,437 56,226

Canada 74,793 74,337 79,745 82,264 81,195 90,278 92,074 63,289 73,226

Central African Republic 46,910 36,842 29,476 27,388 42,144 44,088 36,574 39,085 52,434

Chad 50,555 36,705 25,271 27,948 43,689 58,050 35,617 41,076 53,286

Chile 67,234 59,055 64,373 69,134 75,990 79,603 70,562 51,566 70,808

China 72,679 59,292 38,748 73,182 75,135 80,723 37,877 43,256 53,246

Colombia 62,156 61,864 43,718 65,588 73,538 61,232 70,676 50,823 69,849

Comoros 52,572 41,428 37,754 42,732 61,443 75,368 46,233 47,858 55,007

Congo 44,898 40,557 24,789 50,915 54,562 61,827 50,901 39,611 52,710

Costa Rica 65,011 59,899 64,527 71,673 79,191 74,492 84,861 54,477 69,850

Croatia 63,704 49,509 52,618 77,521 74,239 85,984 71,630 45,896 74,946

Cyprus 72,827 61,364 61,907 72,591 79,171 88,520 78,263 56,679 63,467

Czech Republic 73,049 63,364 62,233 82,978 79,626 89,332 76,424 49,963 71,749

Democratic Republic of Congo 49,138 42,166 25,341 45,638 51,765 45,798 34,100 44,011 36,917

Denmark 77,803 72,304 79,596 83,483 81,562 92,323 84,594 65,840 76,470

Djibouti 61,058 40,311 38,287 52,213 62,832 73,835 52,271 43,846 59,743

Dominican Republic 61,438 50,878 44,336 61,926 71,121 64,879 70,524 53,314 72,911

Ecuador 58,602 47,227 43,759 66,521 73,980 69,792 63,499 49,831 68,839

Egypt 53,772 48,434 38,928 57,814 66,527 69,231 25,185 40,685 59,410

continued on following page
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Country R1 R2 R3 R4 R5 R6 R7 R8 R9

El Salvador 59,686 53,894 45,718 61,341 74,610 63,192 60,021 45,218 53,862

Estonia 70,565 63,621 70,273 83,201 77,052 84,145 72,686 51,083 79,319

Ethiopia 56,286 42,647 40,846 39,566 53,752 63,085 40,942 45,054 44,610

Finland 77,075 72,931 85,126 87,376 80,844 91,863 87,359 62,184 80,470

France 71,587 66,863 69,261 78,750 81,784 86,618 77,281 56,084 78,273

Gabon 46,970 44,605 31,929 51,052 58,610 63,781 51,120 43,508 51,609

Georgia 58,668 55,715 52,220 68,569 69,293 75,414 58,395 44,303 52,540

Germany 77,172 71,028 78,137 80,998 80,878 91,381 82,370 61,602 75,914

Ghana 63,374 50,841 57,790 55,365 61,886 69,372 58,971 54,887 58,829

Greece 57,100 53,276 52,639 69,530 76,911 80,962 60,566 43,344 69,975

Guatemala 59,417 56,066 42,926 57,516 68,350 67,443 56,110 52,222 70,191

Guinea 49,815 46,934 37,839 33,361 48,133 66,795 44,266 46,122 65,059

Guyana 59,626 50,093 50,456 60,851 69,602 73,544 58,729 54,656 62,046

Honduras 57,765 54,558 39,536 63,628 73,319 61,476 64,706 52,831 68,125

Hong Kong 74,825 72,901 63,817 80,335 82,406 93,270 76,157 53,464 59,215

Hungary 66,971 58,891 51,600 78,004 77,221 85,458 64,795 49,437 62,456

Iceland 81,671 68,188 76,681 78,094 81,942 92,162 91,206 65,953 70,294

India 64,423 58,326 58,513 57,818 63,608 67,172 50,304 46,762 48,951

Indonesia 66,082 58,432 58,145 66,912 68,814 80,837 44,306 63,233 61,373

Iran 58,364 47,259 36,504 65,737 73,927 68,896 32,713 52,850 56,737

Iraq 54,891 33,450 30,409 41,909 57,214 36,409 32,836 51,306 43,806

Ireland 77,414 67,781 76,181 85,101 80,397 92,820 90,792 64,895 75,125

Israel 71,015 65,614 69,143 79,259 81,632 79,859 50,007 55,255 57,171

Italy 66,611 55,504 57,248 77,133 77,862 87,482 74,947 55,095 62,504

Ivory Coast 50,808 48,806 41,093 38,402 55,764 64,729 53,647 41,370 56,954

Jamaica 62,353 61,731 53,629 63,861 75,597 66,677 65,498 51,363 62,390

Japan 75,059 65,881 72,803 80,486 84,372 93,788 67,270 46,870 68,585

Jordan 55,452 48,430 47,554 63,334 73,422 76,460 42,520 49,167 61,454

Kazakhstan 66,618 56,326 39,246 79,602 73,019 78,584 40,539 47,698 59,675

Kenya 55,913 58,518 49,595 58,377 60,247 60,189 51,717 59,281 54,733

Kuwait 67,010 50,175 42,257 61,216 79,144 80,977 47,454 56,572 62,533

Kyrgyzstan 63,161 54,123 39,748 70,243 73,484 72,807 50,888 51,484 60,684

Laos 63,105 47,069 39,982 55,705 68,258 71,999 42,539 40,450 53,350

Latvia 64,843 57,704 56,294 78,985 71,657 83,069 67,416 45,504 74,943

Lebanon 56,967 48,875 33,098 61,216 72,260 70,005 44,532 46,860 61,333

Lesotho 47,293 47,379 50,372 51,573 60,959 63,829 60,765 48,465 47,295

Liberia 50,712 49,793 42,679 39,124 54,252 62,970 54,815 55,855 58,919

Libya 51,313 33,999 22,789 62,999 74,974 53,547 39,226 54,700 46,566

Lithuania 64,615 56,789 61,620 78,145 72,246 83,975 71,614 46,976 73,536

Luxembourg 80,008 60,291 80,365 75,766 84,473 91,577 90,818 60,537 79,543

Macedonia 57,156 60,279 48,894 70,980 71,597 81,710 61,719 44,759 62,918

Table 2. Continued
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Country R1 R2 R3 R4 R5 R6 R7 R8 R9

Madagascar 45,161 46,020 38,976 46,649 51,634 69,958 57,479 46,173 53,690

Malawi 49,488 53,584 47,040 50,761 59,368 65,980 56,087 45,142 59,232

Malaysia 73,802 64,398 55,531 73,748 78,128 78,605 42,220 56,684 67,504

Mali 53,105 47,974 38,627 28,084 56,189 56,808 56,049 46,560 53,075

Malta 76,294 57,918 68,175 73,896 81,257 92,777 84,933 63,905 67,745

Mauritania 46,727 37,445 30,617 37,976 58,702 65,006 30,443 41,919 40,858

Mauritius 68,612 61,940 66,137 68,224 76,942 81,352 77,781 59,647 67,185

Mexico 63,461 62,389 46,164 69,651 75,846 62,150 66,744 44,732 66,647

Moldova 59,058 52,373 39,939 69,925 66,170 75,782 51,811 45,048 48,427

Mongolia 61,033 53,611 49,710 68,892 66,525 67,955 55,320 55,855 60,912

Montenegro 63,880 56,172 51,473 70,288 67,195 84,485 63,268 48,872 53,250

Morocco 58,247 52,214 38,695 51,093 69,544 81,660 39,671 42,039 65,512

Mozambique 44,778 43,408 42,409 39,026 54,335 68,087 65,042 47,458 58,081

Namibia 54,808 53,865 64,291 55,649 65,141 64,223 71,845 52,607 60,188

Nepal 67,926 51,750 46,591 47,751 61,939 74,330 67,683 51,467 50,116

Netherlands 78,026 69,778 82,967 85,208 82,327 92,688 89,349 64,139 66,439

New Zealand 76,449 76,408 84,828 81,418 81,621 88,980 91,903 66,848 79,620

Nicaragua 59,319 49,964 39,387 58,254 75,123 70,363 69,075 51,317 65,917

Niger 55,225 43,835 41,803 25,391 52,929 59,276 42,297 44,492 50,423

Nigeria 47,457 55,954 40,372 48,811 52,205 50,256 45,813 54,065 55,948

Norway 77,973 71,541 84,392 85,459 82,451 94,263 88,607 66,397 77,772

Oman 63,814 58,283 42,332 65,780 79,028 86,766 46,835 51,205 49,960

Pakistan 56,752 47,162 42,767 47,779 58,984 57,970 40,569 46,137 37,084

Panama 66,710 64,364 51,040 67,845 72,357 75,104 73,794 52,861 68,641

Paraguay 62,305 50,875 40,361 62,756 76,808 76,472 66,475 53,718 63,083

Peru 63,490 57,258 50,056 64,976 70,129 69,557 62,179 49,107 67,708

Philippines 64,537 52,515 53,183 69,327 67,952 54,845 63,492 56,104 69,913

Poland 68,257 58,550 60,057 79,792 77,596 89,100 65,105 49,446 67,058

Portugal 69,231 61,287 67,238 73,346 78,311 89,651 89,483 55,488 69,441

Qatar 73,789 61,051 50,785 66,184 82,883 82,410 47,759 56,373 62,337

Romania 63,928 60,175 51,031 74,402 71,264 84,380 64,594 48,701 66,013

Russia 63,723 56,519 37,811 80,475 69,570 67,078 32,548 45,324 60,593

Rwanda 61,960 60,663 61,347 49,454 68,808 62,817 55,248 45,806 48,660

Saudi Arabia 65,465 54,364 42,417 65,006 77,601 72,342 36,776 53,887 60,709

Senegal 52,013 47,752 54,116 41,605 63,601 67,739 65,011 48,520 55,161

Serbia 58,260 52,669 49,998 77,862 70,215 85,051 62,834 47,949 55,088

Sierra Leone 51,252 42,617 44,805 36,204 52,657 66,857 54,877 55,660 51,153

Singapore 80,989 73,226 72,219 86,995 85,388 93,468 50,869 61,757 58,702

Slovakia 68,428 56,319 57,236 79,570 78,449 88,152 69,425 52,187 69,824

Slovenia 71,538 59,881 62,461 84,998 78,759 90,127 80,967 60,062 83,033

South Africa 51,542 58,178 58,368 62,812 59,469 63,176 77,772 56,211 56,827

Table 2. Continued

continued on following page

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



90

Evaluation of the Prosperity Levels of EU and EU Candidate Countries by Clustering and PSI Method
 

Country R1 R2 R3 R4 R5 R6 R7 R8 R9

South Korea 72,132 61,379 59,562 81,663 81,454 86,020 57,929 49,245 61,007

Spain 66,499 61,573 63,674 75,785 81,117 90,074 83,679 56,769 73,213

Sri Lanka 64,030 50,700 49,424 65,039 76,191 71,618 46,906 56,037 65,541

Sudan 46,793 36,485 28,782 35,061 57,606 51,977 27,347 46,699 42,914

Suriname 61,531 39,021 52,861 66,636 74,423 77,758 76,565 51,248 65,902

Swaziland 48,431 49,397 28,522 56,088 66,376 70,036 34,019 49,585 43,999

Sweden 79,593 70,266 82,695 81,975 82,464 91,850 88,071 59,510 75,923

Switzerland 79,700 71,556 83,070 87,231 83,974 91,816 80,963 62,377 76,704

Tajikistan 57,727 49,513 39,867 68,531 71,746 77,210 39,550 49,721 48,508

Tanzania 56,283 53,842 50,238 53,947 59,122 69,740 49,160 45,708 59,015

Thailand 70,539 57,596 42,153 67,069 79,135 72,261 41,855 53,184 56,891

Togo 57,766 43,577 36,276 45,217 55,832 66,708 56,704 37,545 57,036

Trinidad and Tobago 62,386 56,179 54,561 67,446 73,652 70,708 65,560 56,184 67,406

Tunisia 54,571 50,070 48,826 57,959 70,535 73,315 42,625 41,933 59,993

Turkey 64,741 50,699 42,708 64,038 76,122 66,512 44,845 46,862 60,911

Uganda 59,047 49,984 41,078 49,006 53,049 58,751 46,095 52,144 43,046

Ukraine 58,036 49,009 36,096 73,272 54,150 61,835 52,599 44,983 55,634

United Arab Emirates 75,761 65,831 53,285 70,446 82,328 86,983 43,668 58,611 66,140

United Kingdom 76,172 73,404 78,068 83,128 80,819 91,653 82,904 64,424 81,549

United States 76,463 76,736 70,368 83,729 78,738 82,275 78,302 65,103 72,263

Uruguay 65,218 59,796 68,754 68,817 77,556 79,863 88,896 54,361 64,190

Venezuela 50,167 31,037 19,890 60,405 70,677 52,337 56,152 45,559 67,788

Vietnam 66,613 54,101 43,320 70,900 71,541 77,932 44,056 47,970 58,632

Yemen 35,754 32,988 22,588 39,331 57,412 51,651 29,570 38,955 47,129

Zambia 49,374 58,425 46,318 54,225 58,514 64,777 51,919 54,480 57,533

Zimbabwe 55,149 42,145 34,918 58,451 65,649 65,229 48,127 47,655 51,152

Source: https://www.prosperity.com/rankings, (Accessed.: 07.12.2018.)

Table 2. Continued
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Table 5. Statistical results for clustering analysis

Countries 1. Cluster 2. Cluster 3. Cluster

All Countries 36 73 40

EU Members and EU Candidate Countries 22 11 0

EU Member Countries 22 6 0

EU Candidate Countries 0 5 0

Table 4. Central values of clusters by criteria

Criteria 1. Cluster 2. Cluster 3. Cluster

R1 73.568 62.548 50.959

R2 66.013 54.203 43.561

R3 71.719 47.514 36.079

R4 79.888 66.270 44.191

R5 80.438 71.739 57.536

R6 88.891 73.661 61.209

R7 80.829 55.753 45.600

R8 58.791 49.792 45.338

R9 72.307 60.842 51.560

Table 3. Clustering results

1. Cluster

Australia, Austria, Belgium, Canada, Chile, Costa Rica, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Hong 
Kong, Iceland, Ireland, Italy, Japan, Lithuania, Luxembourg, Malta, Mauritius, Netherlands, New Zealand, Norway, Poland, Portugal, 
Singapore, Slovakia, Slovenia, Spain, Sweden, Switzerland, United Kingdom, United States, Uruguay

2. Cluster

Albania, Argentina, Armenia, Azerbaijan, Bahrain, Bangladesh, Belarus, Belize, Bolivia, Botswana, Brazil, Bulgaria, Cambodia, China, 
Colombia, Croatia, Dominican Republic, Ecuador, El Salvador, Georgia, Ghana, Greece, Guatemala, Guyana, Honduras, Hungary, India, 
Indonesia, Iran, Israel, Jamaica, Jordan, Kazakhstan, Kenya, Kuwait, Kyrgyzstan, Laos, Latvia, Lebanon, Macedonia, Malaysia, Mexico, 
Moldova, Mongolia, Montenegro, Morocco, Namibia, Nepal, Nicaragua, Oman, Panama, Paraguay, Peru, Philippines, Qatar, Romania, 
Russia, Rwanda, Saudi Arabia, Serbia, South Africa, South Korea, Sri Lanka, Suriname, Tajikistan, Tanzania, Thailand, Trinidad and 
Tobago, Tunisia, Turkey, Ukraine, United Arab Emirates, Vietnam.

3. Cluster

Afghanistan, Algeria, Angola, Benin, Burkina Faso, Burundi, Cameroon, Central African Republic, Chad, Comoros, Congo, Democratic 
Republic of the Congo, Djibouti, Egypt, Ethiopia, Gabon, Guinea, Iraq, Ivory Coast, Lesotho, Liberia, Libya, Madagascar, Malawi, 
Mali, Mauritania, Mozambique, Niger, Nigeria, Pakistan, Senegal, Sierra Leone, Sudan, Swaziland, Togo, Uganda, Venezuela, Yemen, 
Zambia, Zimbabwe.
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Table 6. Decision matrix

Country R1 R2 R3 R4 R5 R6 R7 R8 R9

Albania 56.10 56.66 48.82 68.82 76.34 75.35 67.05 44.13 56.21

Austria 76.09 65.78 74.66 81.24 82.75 92.49 78.00 61.55 77.18

Belgium 73.31 66.75 73.85 83.01 82.06 86.66 86.41 59.11 72.83

Bulgaria 61.86 51.80 50.78 74.67 71.70 83.48 63.30 48.55 69.87

Croatia 63.70 49.51 52.62 77.52 74.24 85.98 71.63 45.90 74.95

Cyprus 72.83 61.36 61.91 72.59 79.17 88.52 78.26 56.68 63.47

Czech Republic 73.05 63.36 62.23 82.98 79.63 89.33 76.42 49.96 71.75

Denmark 77.80 72.30 79.60 83.48 81.56 92.32 84.59 65.84 76.47

Estonia 70.56 63.62 70.27 83.20 77.05 84.15 72.69 51.08 79.32

Finland 77.08 72.93 85.13 87.38 80.84 91.86 87.36 62.18 80.47

France 71.59 66.86 69.26 78.75 81.78 86.62 77.28 56.08 78.27

Germany 77.17 71.03 78.14 81.00 80.88 91.38 82.37 61.60 75.91

Greece 57.10 53.28 52.64 69.53 76.91 80.96 60.57 43.34 69.97

Hungary 66.97 58.89 51.60 78.00 77.22 85.46 64.79 49.44 62.46

Ireland 77.41 67.78 76.18 85.10 80.40 92.82 90.79 64.90 75.12

Italy 66.61 55.50 57.25 77.13 77.86 87.48 74.95 55.10 62.50

Latvia 64.84 57.70 56.29 78.99 71.66 83.07 67.42 45.50 74.94

Lithuania 64.61 56.79 61.62 78.15 72.25 83.97 71.61 46.98 73.54

Luxembourg 80.01 60.29 80.37 75.77 84.47 91.58 90.82 60.54 79.54

Macedonia 57.16 60.28 48.89 70.98 71.60 81.71 61.72 44.76 62.92

Malta 76.29 57.92 68.18 73.90 81.26 92.78 84.93 63.90 67.75

Montenegro 63.88 56.17 51.47 70.29 67.19 84.48 63.27 48.87 53.25

Netherlands 78.03 69.78 82.97 85.21 82.33 92.69 89.35 64.14 66.44

Poland 68.26 58.55 60.06 79.79 77.60 89.10 65.11 49.45 67.06

Portugal 69.23 61.29 67.24 73.35 78.31 89.65 89.48 55.49 69.44

Romania 63.93 60.17 51.03 74.40 71.26 84.38 64.59 48.70 66.01

Serbia 58.26 52.67 50.00 77.86 70.22 85.05 62.83 47.95 55.09

Slovakia 68.43 56.32 57.24 79.57 78.45 88.15 69.43 52.19 69.82

Slovenia 71.54 59.88 62.46 85.00 78.76 90.13 80.97 60.06 83.03

Spain 66.50 61.57 63.67 75.78 81.12 90.07 83.68 56.77 73.21

Sweden 79.59 70.27 82.70 81.97 82.46 91.85 88.07 59.51 75.92

Turkey 64.74 50.70 42.71 64.04 76.12 66.51 44.84 46.86 60.91

United Kingdom 76.17 73.40 78.07 83.13 80.82 91.65 82.90 64.42 81.55
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Table 8. Results of psi method

Cluster EU-EU Candidate Ülke PSI Sıralama

1.Cluster EU Finland 0.97536 1

1.Cluster EU Denmark 0.96513 2

1.Cluster EU United Kingdom 0.96399 3

1.Cluster EU Ireland 0.95848 4

1.Cluster EU Sweden 0.95778 5

1.Cluster EU Netherlands 0.95610 6

1.Cluster EU Germany 0.94562 7

1.Cluster EU Luxembourg 0.94310 8

1.Cluster EU Austria 0.93619 9

1.Cluster EU Belgium 0.92390 10

1.Cluster EU Slovenia 0.91581 11

1.Cluster EU France 0.90612 12

1.Cluster EU Malta 0.90284 13

1.Cluster EU Czech Republic 0.88579 14

1.Cluster EU Spain 0.88559 15

1.Cluster EU Estonia 0.88520 16

1.Cluster EU Portugal 0.88046 17

1.Cluster EU Cyprus 0.86450 18

1.Cluster EU Slovakia 0.84993 19

1.Cluster EU Poland 0.84373 20

1.Cluster EU Italy 0.83953 21

1.Cluster EU Lithuania 0.82845 22

2.Cluster EU Latvia 0.82156 23

2.Cluster EU Hungary 0.82128 24

2.Cluster EU Croatia 0.81496 25

2.Cluster EU Romania 0.80493 26

2.Cluster EU Bulgaria 0.79204 27

2.Cluster EU Greece 0.77564 28

2.Cluster EU Candidate Macedonia 0.77234 29

2.Cluster EU Candidate Serbia 0.77089 30

2.Cluster EU Candidate Montenegro 0.76734 31

2.Cluster EU Candidate Albania 0.75475 32

2.Cluster EU Candidate Turkey 0.72374 33

Table 7. Determination of general preference values of criteria

R1 R2 R3 R4 R5 R6 R7 R8 R9

0.11644 0.11764 0.05810 0.13523 0.14167 0.13705 0.08031 0.10001 0.11356
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Table 9. Comparison of psi, legatum and clustering results

Cluster EU- EU Candidate Country PSI Leg. mean Leg. Rank PSI Rank

1.Cluster EU Finland 0,975356 80,58 1 1

1.Cluster EU Denmark 0,965129 79,33 2 2

1.Cluster EU United Kingdom 0,963993 79,12 4 3

1.Cluster EU Ireland 0,958477 78,95 6 4

1.Cluster EU Sweden 0,957775 79,15 3 5

1.Cluster EU Netherlands 0,956102 78,99 5 6

1.Cluster EU Germany 0,945623 77,72 8 7

1.Cluster EU Luxembourg 0,943102 78,15 7 8

1.Cluster EU Austria 0,936195 76,64 9 9

1.Cluster EU Belgium 0,923901 76,00 10 10

1.Cluster EU Slovenia 0,915805 74,65 11 11

1.Cluster EU France 0,906116 74,06 13 12

1.Cluster EU Malta 0,902836 74,10 12 13

1.Cluster EU Czech Republic 0,885792 72,08 17 14

1.Cluster EU Spain 0,885592 72,49 15 15

1.Cluster EU Estonia 0,885196 72,44 16 16

1.Cluster EU Portugal 0,880464 72,61 14 17

1.Cluster EU Cyprus 0,864503 70,53 18 18

1.Cluster EU Slovakia 0,849933 68,84 19 19

1.Cluster EU Poland 0,843731 68,33 20 20

1.Cluster EU Italy 0,839533 68,27 21 21

1.Cluster EU Lithuania 0,828449 67,72 22 22

2.Cluster EU Latvia 0,821565 66,71 23 23

2.Cluster EU Hungary 0,821279 66,09 25 24

2.Cluster EU Croatia 0,814958 66,23 24 25

2.Cluster EU Romania 0,804932 64,94 26 26

2.Cluster EU Bulgaria 0,792038 64,00 27 27

2.Cluster EU Greece 0,77564 62,70 28 28

2.Cluster EU Candidate Macedonia 0,772341 62,22 29 29

2.Cluster EU Candidate Serbia 0,770894 62,21 30 30

2.Cluster EU Candidate Montenegro 0,767344 62,10 31 31

2.Cluster EU Candidate Albania 0,754749 61,05 32 32

2.Cluster EU Candidate Turkey 0,723738 57,49 33 33
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When all countries are considered in Table 5, EU countries constitute 61.11% of the best cluster 
countries. In addition, 78.57% of the EU member countries are still in the best cluster. All EU candidate 
countries are in the second cluster. There are no EU and EU candidate countries in the third cluster, 
which is the lowest cluster.

APPLICATION OF PSI METHOD

In this part of the study, performance evaluation of EU and EU candidate countries was done by PSI 
method. The decision matrix for evaluation is given in Table 6.

Table 6 shows the decision matrix of each of the 33 EU and EU candidate countries according to 
each criterion. Each criterion in the decision matrix is the benefit criterion. Using the decision matrix 
in Table 6, the steps in the PSI method were applied in order, and in step 5, the weights of the criteria 
in Table 7 was determined.

As can be seen in Table 7, the most important criterion is (R6). The lowest criterion is (R3). In the 
last step of the method, the results in Table 8 were obtained.

With the PSI method, the results of the data are given from the highest value to the lowest value. 
According to the methods of ranking results ‘Finland’ in first place, while ‘Turkey’ was in last place.

CONCLUSION

Prosperity is often associated with wealth or assets. Besides, according to the researches conducted by 
Legatum Institute, it has been seen that it should include economic quality, work environment, management, 
personal freedom, social capital, safety and security, education, health and social environment criteria. 
For a prosperity state, these criteria should be taken into consideration. In this study, the performance of 
the EU and EU candidate countries were evaluated by using the PSI method and clustered with X-means 
on the basis of 149 countries and 9 criteria taken by the Legatum Institute. With X-means, countries 
are divided according to three clusters. Thus, a set of countries with similar characteristics in terms of 
prosperity indexes were determined. There are 33 countries with EU and EU candidate countries. These 
countries were ranked by PSI method and the difference between each country and other countries was 
revealed. In addition, in Table 9, PSI, Legatum and clustering results were compared.

Table 9 shows similarities in PSI and Legatum Institute ranking results. In addition, the majority of 
countries in Europe are in the first cluster. In the second cluster, Latvia, Hungary, Croatia, Romania, 
Bulgaria and Greece are EU member countries. Macedonia, Serbia, Montenegro, Albania and Turkey 
are not EU member states although they are in the second cluster.

In general, when a similar study is done, data mining techniques can be divided into classes by clus-
tering analysis. Thus, the analysis can determine the location of the alternative. The decision maker can 
use the MCDM methods to see the rankings of the alternatives.
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ABSTRACT

The relationship between financial development and economic growth is one of the interesting topics of 
economic researches. Financial globalization is a term used to open up capital markets to the interna-
tional arena and to capitalize on developed countries to developing countries. This chapter investigates 
the causality relationship between financial globalization and economic growth. In this study, the panel 
causality test of Emirmahmutoğlu and Kose (2011) was used for the European Union countries by using 
data from 1996-2016 period. According to the causality analysis conducted for the European Union, 
there is a causality from general financial globalization index to economic growth, from de facto financial 
globalization to economic growth and from economic growth to De jure financial globalization index.

INTRODUCTION

The expression “globalization” is used by some researches in different meanings. Some see it as a pro-
cess that is a key to the future development of the world economy and also unavoidable. Others regard 
it with suspicion or even fear as it does believe that it increases inequality within and between countries, 
threatens employment and the standard of living and prevents social progress (Der IWF-Stab, 2000).

Financial globalization is a concept that expresses the increasing global connections created by cross-
border financial flows. The recent wave of financial globalization took place in the mid-1980s, and this 
led to an increase in capital flows between the industrial countries and, more importantly, the industrial 
and developing countries. In some developing countries, capital inflows have led to high growth rates. 
In some developing countries, significant financial crises with periodic collapses and significant mac-
roeconomic and social costs were experienced due to high capital movements. As a result, there has 
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been an intense debate in both academic and policy circles about the effects of financial integration on 
national economies (Prasad et al., 2005).

The idea of   financial globalization is often erroneously equated with the concept of globality. The 
global nature of the financial markets suggests that the world’s major financial markets are integrated and 
that together they will form a global financial market in which capital no longer knows national barriers 
and moves freely from one country to another. This notion of the global nature of the financial markets 
is based on three important assumptions. First, full mobility of capital is required, meaning that both 
small and large investors invest their capital in a financial market where they find the best combination 
of profit and risk, regardless of the country in which the investment is to be made. Second, borrowers - 
individuals, companies and governments - are expected to have unrestricted access to capital, and there 
are few differences in the cost of capital for comparable investment projects. Third, with such an ideal 
“global” financial market, it is assumed that there are few differences between national financial mar-
kets in terms of financial regulation and that all market participants have the same choice of financial 
instruments (De Luna Martinez, 2002).

The globalization of financial markets can, in principle, help to increase the growth rates of the 
respective countries through many channels in developing countries. Some of these channels (increas-
ing internal savings, reducing capital costs, transferring new technologies from developed countries to 
developing countries, and developing domestic finance sectors) have some direct impact on the deter-
minants of economic growth. The globalization of financial markets can theoretically help to stimulate 
economic growth through different channels.

There are two extreme views about the effects of financial integration: First, integrated financial sys-
tems improve the allocation of productive resources, encourage innovation and entrepreneurship, develop 
market discipline, and help reduce the macroeconomic volatility of each country. Second, the free flow 
of capital increases the wealth gap between poor and wealthy countries and puts the local financial sys-
tems at risk of instability. Potentially, it is recognized that financial integration can bring many benefits 
to the economy, and will make economies more stable and flexible. Financial integration increases the 
flexibility of the global financial system by improving risk sharing and risk-sharing opportunities. Over 
time, it allows economic agents to better regulate the forms of consumption and investment that have 
been proven by financial integration and to increase the flow of foreign capital in Central and Eastern 
European countries (Resulaj, 2013).

BACKGROUND

Globalization, one the most discussed topics, is a very comprehensive concept which covers various 
disciplines and different perspectives. Although it does not have a definite definition, what is agreed on 
is that globalization economically, socially and culturally affects almost everything. When we look at 
globalization in different perspectives, we can see different qualifications. For instance, by multinational 
companies globalization is appreciated as an environment to enhance their own market shares and the 
free development of their brand extension, by sociologists it is appreciated as cultural changes and the 
changes in human behaviours, by political scientists it is appreciated as the role of international institu-
tions and international affairs, by communicators it is appreciated as developing travelling opportunities 
and the power of internet and social media (EURO Indicators, 2007).

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



101

Financial Globalization and Economic Growth
 

From a broad perspective, globalization is the expansion of material and nonmaterial accumulations 
of nations beyond their borders to the world, in a sense it is the increase in similarities, but the gradual 
decrease in differences. We can see this similarity in economy, social life, culture, politics and many 
other fields. Especially economic dimension of globalization is at the forefront in terms of its effect. 
Economic operators such as states, multinational companies, foreign trade companies importing and 
exporting in small and large scales are significant factors of economic globalization which is called as 
the thought of unification of economic activities around a common market. These factors expects from 
the economic globalization a continuity in boom, an increase in product, capital and labour mobility and 
therefore a sustainable profit maximization (Aydemir and Kaya, 2007).

By considering the social, cultural and political effects many economists found out that globalization 
contributes to countries’ economies besides removing the borders economically, However, the thought 
that the costs concerning with globalization would have adverse effects on local investors bears in our 
mind the claim that globalization would rather have disadvantages than advantages. Therefore, the 
benefits and risks of globalization should be evaluated together. Advantages of attracting foreign direct 
investments, providing technological innovations and applying scale economy are considered among 
the benefits of globalization. Risks of globalization are stated as countries’ gradual dependence to each 
other, perception of some countries’ globalization as a threat for their sovereignty and unfair distribution 
of resources (Kuepper, 2018).

FINANCIAL GLOBALIZATION

Financial globalization indicates the capital flow from developed countries to developing countries 
especially over the last decades and the liberalization of capital markets for this purpose (Bordo and 
Meissner, 2015). Theoretically, one of the essential benefits that financial globalization would provide 
is to ensure international risk sharing more healthily (Kose et al., 2009a).

Financial globalization led to a clear financial flow by affecting the domestic financial markets and 
banking systems. This prevented money to be limited by a geography. Many economists claim that this 
narrowed the gap between central and nearby countries. However, by saying the exact opposite, some 
economists state that financial globalization increased the central-nearby difference more and more; in a 
sense it is an inequality factor. They also assert the claim that the monetary flow from central countries 
to nearby countries may lead to currency crisis, unemployment and economic crisis (Bakırtaş and Kar-
buz, 2004). There are also studies resulting in the findings that commercial globalization called as the 
understanding of removing the restrictions about foreign trade reduces the income inequality; however, 
financial globalization increases the income inequality (Jaumotte et al. 2013).

Development in financial markets, providing foreign direct investments and the liberalization in 
foreign trade have a positive effect on economic growth as the facilities of economic globalization. In 
addition, the development in cooperation among countries, tax advantages and employing the resources 
may lead the stated effect to increase more and more (Altıner et al., 2018).

Financial globalization in developing countries may contribute to increase economic growth via 
various ways. The determiners of economic growth such as increasing savings, reducing capital costs, 
ensuring technology transfer and financial growth may directly be affected by financial globalization. 
Moreover, globalization may indirectly affect also economic growth positively by ensuring discipline 
for institutions to improve themselves within the framework of a more disciplined acting way. At the 
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same time, it can be said that the contribution of financial integration to the reduction of the local macro 
economical volatility and the development of local financial sectors has also an effect on economic 
growth. Financial globalization and financial integration are different concepts. Financial globalization 
is called as global relationship network created by international financial flows. Financial integration 
states countries’ relationship with international capital markets. Since the increase in the level of fi-
nancial integration provides the financial globalization, these two concepts may often substitute each 
other. Although financial integration may have various benefits for developing countries when the real-
ization of macro economical stability is discussed, it may cause fluctuations in consumption increase. 
Particularly, low or medium levels of financial integration may lead to more consumption fluctuations 
for some countries. Since the financial globalization has a decreasing effect on consumption volatility 
as compared to output volatility, it may ensure countries to cope with better with this macro economical 
volatility (Prasad, 2003).

Although many indicators are defined to measure the financial globalization, one of the most popular 
indices is KOF globalization index. KOF Globalization Index measuring the globalization in economic, 
social and political dimensions has already been calculated for 1970 and 2016 and the index covers more 
than 200 countries and various regions. The index reveals the globalization with the value between 1 and 
100 on the variables with different weighs by using basic compounds analysis. The index also includes 
De facto and De jure differentiation. These two parts form the general globalization index by contrib-
uting equally. De facto globalization is calculated upon the variables indicating that the globalization 
is actually realized. However, De jure globalization is calculated upon the indicators stating the legal 
framework of globalization, i.e. commercial regulations. De facto financial globalization includes vari-
ous foreign investment classifications. De jure financial globalization includes investment restrictions, 
capital account openness and international investment agreements. De facto and De jure indicators used 
for calculating the financial globalization are presented in Table 1 (Gygli, 2019, KOF, 2019).

De facto financial globalization index is a criterion of the happening capital flow, foreigners’ assets 
and debt stock. During the calculation active and passive total are taken all the variables and they are 
standardized by GDP. While calculating De jure financial globalization index, the openness of a country 
to international financial flows and investments and the current investment restrictions are considered 
(Gygli, 2019)

Table 1. Financial globalization indicators

Financial Globalisation

Financial Globalisation De Facto Financial Globalisation De Jure

Indicator Rate (%) Indicator Rate (%)

International Debt 27.6 Capital Account Openness 38.5

International Income Payments 27.1 Investment Restrictions 33.3

Foreign Direct Investment 26.7
International Investment 
Agreements 28.2Portfolio Investment 16.5

International Reserves 2.1
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LITERATURE REVIEW

When the studies on the relationship between financial globalization and economic growth are ana-
lyzed, we can result in some studies with the findings that financial globalization has a direct positive 
contribution on economic growth. There are also some studies that resulted in the fact that financial 
globalization had an indirect effect on economic growth by influencing the variables such as financial 
openness, foreign direct investments and external aids. It is also observed that the remaining studies 
are the ones concluding that financial globalization has a negative or insignificant effect on economic 
growth (Gaies et al., 2019).

Edison et al. (2002) conducted a study to investigate the effect of international financial integration 
on economic growth and also evaluate whether this relationship depends on economic growth, finan-
cial development, developing legal system, corruption by the state and macro economical policies or 
not. Using various international financial integration measures and some statistical methodology for 
57 countries they revealed that even the control of certain economic, financial, corporate and political 
features by international financial integration did not accelerate the economic growth.

Prasad et al. (2003) in their study analyzed the relationship between financial globalization and eco-
nomic growth, macroeconomic volatility and some other factors for developing countries. In their study 
they emphasized that good institutions and governance quality were important for also helping not only 
for them but also for developing countries to get the advantages of globalization and the macroeconomic 
stability was a significant prerequisite for developing countries to make the financial integration been 
useful.

Bakırtaş and Karbuz (2004) in their study focused on the consequences of financial globalization 
and discussed on the approaches of central countries to financial globalization and the policy changes of 
nearby countries in this process. As a result, they proposed that nearby countries should be globalized 
after making the necessary regulations on their infrastructures, institutions and laws.

Harman (2006) conducted a study on the globalization in financial markets. In this study, it was 
emphasized that the most important obstacle for the unstable growth in the globalization process was 
the high level of public debts, and these debt stocks prevented savings and investments and caused the 
disruption of social income distribution. They stated that the countries whose capitals increased with an 
effective structuring and auditing mechanism would make fertile investments and they would be more 
willing for globalizations since the danger of financial crisis would reduce.

Kose et al. (2009b) in their study evaluated risk sharing, one of the benefits of financial globaliza-
tion among different country groups, and investigated how international integration affected the risk 
sharing models. It was concluded that while industrial countries could increase their risk sharing levels 
in globalization period, developing market economies could not get such advantages. In addition, they 
directly analyzed the effect of integration with global financial markets on the risk sharing that a country 
could get and emphasized that they found limited amount of findings indicating that financial integration 
helped to improve the risk sharing results in industrial countries.

Bakan and Şentürk (2012) theoretically discussed the financial globalization and analyzed the capi-
tal movements for Turkey in terms of cause and effect. They presented that there were capital flows to 
Turkey especially after 2008 crisis and the flows increased more and more in 2010.

Kıvılcım (2013) gave theoretical information about globalization and evaluated the globalization in 
terms of Turkey. He/she focused on the advantages and disadvantages of globalization on countries and 
emphasized that countries should develop strategies to contribute to globalization process.
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Neto and Veiga (2013) investigated the role of the expansion of technology and innovations and for-
eign direct investments empirically. As a result of the study they determined that these two mechanisms 
had a positive effect on productivity increase and GDP growth.

Stoian (2014) conducted a study on the importance of considering to create a financial globalization 
index in order to measure the financial integration level of the world and some certain country groups 
and also analyze the patterns in the last decades. In the study it was emphasized to what extent creating 
Financial Globalization Index was dependent with the world and certain regions and help to measure 
this dependence financially.

Bordo and Meissner (2015) in their study investigated why some countries did not learn to reach 
financial stability although some countries learnt it. By analyzing through case studies about three types 
of financial crisis for four countries (Argentina, Australia, Canada and USA) in long term they concluded 
that the countries reaching the financial stability had state of law principles, democracy, political stability 
and other institutional properties.

Lund et al. (2017) published a report to explain the state of global financial market connections, how 
they changed as of the crisis, changes using the microeconomic predictions in the financial sector and 
how they would develop in the following years. The report also addressed the reasons for the optimism 
that financial globalization could be more stable than the crisis and the remaining risks. In the report it 
was stated that since the global financial crisis began in 2007, gross cross-border capital flows decreased 
by 65% in absolute terms and decreased fourfold compared to world GDP, and half of this decrease 
was due to a sharp contraction in cross-border lending, but financial globalization was still active and it 
would be more stable and inclusive in the future.

Altıner et al., (2018) analyzed the effect of globalization on economic growth for the raising market 
economy through panel data method. It was determined that the effect of globalization index and its 
sub-compounds on economic growth was very low and varied from country to country. In addition, 
causality test was applied and therefore, it was found out that there was a one-directional causality from 
political globalization to economic growth and from economic growth to social globalization. However, 
no causality could be found between general index and economic globalization and economic growth.

Güler (2018) conducted a study in order to identify the effect of financial globalization on public 
social expenditures of Turkey and OECD countries. He/she observed that public social expenditures 
of Turkey and OECD countries significantly increased in 1980-2015 and concluded that the approach 
that predicted tax revenues and public expenditures would be reduced in neoclassical economics based 
financial globalization process was not valid in application.

Li and Liu (2018) in their study analyzed the relative significance of domestic financial freedom and 
financial globalization in shaping the consequences of risk sharing using a wide nationwide data set. 
They stated that for most countries in the world, the domestic financial environment was more impor-
tant than financial integration in balancing consumption fluctuations and they were willing to give up a 
large part of their consumption in order to achieve international risk sharing. In general it was found that 
developed industrial countries were the major beneficiaries of financial globalization and developing 
economies’ ability to share risk was weak.

Gygli et al. (2019) in their study gave the theoretical information by reviewing KOF Globalization 
Index again. They suggested using KOF Globalization Index while analyzing the effect of globalization 
on economic growth. In addition they suggested using the new KOF Globalization Index to see other 
significant consequences of globalization in further studies and the reason why globalization progressed 
more slowly.
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METHOD

Meta analysis is a method that aims to evaluate the results together by testing the same hypothesis for 
different units. The purpose is to obtain only one panel p value by combining the calculated significance 
values as a result of the test for N unit. Panel Granger causality analysis suggested by Emirmahmutoğlu 
and Kose (2011) is based on this Meta analysis. This suggested causality analysis emerged as a result 
of the extension of LA-VAR approach in order to analyze the causality between the variables in hetero-
geneous mixed panels. However, if a shock derived from any unit in panel analysis affects other units, 
(this can be observed in economy studies along with globalization), cross sectional dependency should 
be taken into consideration If this is not taken into consideration, it is natural to get illusive results in 
conducted analyses. At the same time, while traditional causality analyses are based on cointegration 
techniques, the causality analysis suggested by Emirmahmutoğlu and Kose (2011) does not require 
cointegration analysis as a pre-test (Chang et al., 2016). This test has been frequently used recently 
because it presents both the general relationship and the structure of this relationship according to units 
by considering cross sectional dependency.

Emirmahmutoğlu-Kose causality analysis considers VAR structure given in Formula 1 (Zeren and 
Ergün, 2013):

z A z A z ui t i i i t ik i t k i ti i, , , ,
� � ��� �� ��

1 1
i=1,2, …, N, t= 1,2, …, T (1)

In Formula (1) i indicates the cross sectional units, t inidcates the time dimension. Here if zi,t, xi,t, yi,t 
are divided as m and p-n dimensioned sub vectors, formula (2 and 3) are obtained by considering ki + 
d maxi delay:
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here, µi
x  ve µi

y  are the two vectors of fixed effects and ui t
x
,  and ui t

y
,  are the vectors of error term. ki, is 

the delay that is predicted to differ between cross sectional units and dmaxi, is the maximum integration 
degree for each i.

When Formula (1) is checked, it will be witnessed that the causality analysis suggested by 
Emirmahmutoğlu-Kose is the version of Toda-Yamamoto causality analysis, which is valid for non-
stationary variables, adapted to the panel data. In the situation without the causality relationship, 
hypotheses are set to test the independent qi linear constraint for each i cross-sectional unit as follows:

H0: Riαi = 0 for all the i units,
H1: Riαi ≠ 0 i = 1, …, N1; Riαi = 0 i = N1+1,…,N
Here, Ri is a (qixp2 ki) dimensional matrix with the qi rank for each cross-sectional unit.
Considering the structure expressed in Formula (2) and (3), the bootstrap procedure from x to y fol-

lows the process below (Emirmahmutoğlu and Kose, 2011):

-For each cross-sectional unit, the dmaxi value, the maximum integration rank of the variables is deter-
mined through the unit root test and the k delay count is identified;
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-The Breusch-Pagan LM test statistics, which is used to test the cross-sectional independence given in 
formula (4) under the causality hypothesis using is re-estimated-dmaxi and ki, and the residuals of 
each unit is obtained as shown in formula (6);

LM T
i

N

j i

N

ij�
�

�

� �
��
1

1

1

2Æ�  (4)

Æρij
2  in formula (4), is the sample estimation of the duak correlations of the residuals for each i in the 

structure of the panel data in formula (5).
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In formula (5), i refers to cross-sectional dimension, t to time dimension, x it to descriptive k*1 in-
dependent variables vector.

The residuals obtained as shown in formula (6) are centralized as exhibited in formula (7).
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Here Æ Æ, Æ, , Æ 'u u u ut t t Nt� �� �1 2
 is the transposition matrix. k = max(ki) and l= max(d maxi). In addition, 

ui t NxT,�� ��  is a matrix produced from residuals. In order to protect the cross-covariance structure of the 
residuals, a full column is selected randomly instead of the matrix and the bootstrap residuals are shown 
with ui t,

* .

-The bootstrap sample of y under the presence of Zero hypothesis is created as in formula (8):
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Here, Æµi
y , Æ

,
A ij21

 and Æ
,

A ij22
 are the estimations obtained from formula (6).

Formula (4) is estimated without a parameter restriction by using yi t,
*  instead of yi t,  in formula (3) 

for each cross-sectional unit, and the Wald statistics is calculated to test the non-causality hypothesis. 
The Fisher test statistics λ is obtained as in formula (9) by using the individual p-values (pi) which cor-
respond to the Wald statistics of the cross-sectional unit (Chang et al., 2016):
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The bootstrap empirical distribution of the Fisher test statistics, formula (7-8) is repeated 10000 times 
and the bootstrap critical values are specified by selecting the appropriate percentages of this sampling 
distribution.

DATA AND EMPIRICAL ANALYSIS

In the study, the causality relationship between the variables of financial globalization and economic 
growth including 1996-2016 for 28 countries, which are the members of the European Union. The vari-
able of financial globalization was subjected to the causality analysis separately both as a general value 
and by utilizing both De facto and De Jure values . Globalization data were obtained from KOF Swiss 
Economic Institute and ETH Zurich (Swiss Federal Institute of Technology in Zurich), and the variable 
of economic growth was taken from the World Development Indicators (WDI) database of the World 
Bank. The variables used in the analysis are shown in Table 2.

In the study, the cross-sectional dependence in the panel was tested first of all. For this purpose, 
Breusch-Pagan (1980), Pesaran (2004) CDLM and Pesaran (2004) CD cross-sectional dependence tests 
were applied. While the cross-sectional dependence test is applied, Breusch and Pagan (1980) LM test 
is used when in constant status and when the time dimension is bigger than the sectional dimension. 
When the sectional dimension is bigger than the time dimension, Pesaran (2004) CDLM test is applied. 
On the other hand, when the sectional dimension is equal to time dimension, Pesaran (2004) CD test is 
used (Şaşmaz and Yayla, 2018). Test results are given in Table 3. Afterwards, integration levels of the 
variables were determined for all the units. At the degree and first differences level of the variables, The 
Augmented Dickey Fuller (ADF) unit root test results are given in Table 4.

According to the test results, the cross-sectional dependence was observed in models measuring the 
relationship between financial globalization and economic growth. Therefore, it is appropriate to use 
Emirmahmutoğlu-Kose’s panel causality test.

Table 2. The variables used in the analysis

Variable Name Variable Code

Economic Growth GRW

Financial Globalization-General FGL

Financial Globalization-De Facto FGL_DF

Financial Globalization-De Jure FGL_DJ

Table 3. Cross-Sectional dependence results of the variables

Variables FGL FGL_DF FGL_DJ GRW

Cross-Dependency Tests Stat. p Stat. p Stat. p Stat. p

Breusch-Pagan LM 3413.558 0.000 6330.649 0.000 3558.623 0.000 2963.541 0.000

Pesaran scaled LM 110.402 0.000 216.495 0.000 115.678 0.000 94.035 0.000

Pesaran CD 50.224 0.000 79.199 0.000 13.740 0.000 51.040 0.000
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In Table 4, the unit root test results are shown for the variables Grw, Glf, Glf_Df and Glf_Dj. Sta-
tionarity analyses of the variables were performed over the level states and conditions of difference. The 
maximum integration degree was identified over the stationarity analysis.

In Table 5, the causality analysis between economic growth and general financial globalization was 
tested with the panel Granger causality analysis presented by Emirmahmutoğlu ve Kose (2011).

When Table 5 where the causality analysis between economic growth and the general financial 
globalization index is checked, causality is observed from general financial globalization index towards 

Table 4. AFD unit root test results of the variables

No Country 
Name Glf Glf Glf_

Df
Glf_
Df

Glf_
Dj

Glf_
Dj Grw Grw dmax_

Glf
dmax_
GlfDf

dmax_
GlfDj

Lev Dif.1 Lev. Dif.1 Lev. Dif.1 Lev. Dif.1

1 Austria 0.13 0.00 0.06 0.03 0.64 0.00 0.02 1 1 1

2 Belgium 0.08 0.00 0.00 0.20 0.00 0.00 1 0 1

3 Bulgaria 0.46 0.00 0.35 0.00 0.34 0.00 0.00 1 1 1

4 Croatia 0.12 0.01 0.01 0.39 0.08 0.14 0.00 1 1 2

5 Cyprus 0.52 0.00 0.00 0.65 0.03 0.36 0.00 1 1 1

6 Czech Rep. 0.00 0.11 0.03 0.09 0.02 0.06 0.00 1 1 1

7 Denmark 0.14 0.00 0.42 0.00 0.54 0.00 0.03 1 1 1

8 Estonia 0.00 0.00 0.15 0.00 0.01 0 0 0

9 Finland 0.01 0.00 0.47 0.00 0.04 0 0 0

10 France 0.00 0.00 0.54 0.00 0.06 0.00 1 1 1

11 Germany 0.06 0.03 0.00 0.71 0.00 0.00 1 0 1

12 Greece 0.09 0.01 0.37 0.00 0.79 0.01 0.57 0.00 1 1 1

13 Hungary 0.31 0.00 0.49 0.00 0.32 0.00 0.07 0.00 1 1 1

14 Ireland 0.10 0.01 0.00 0.06 0.00 0.06 0.00 1 1 1

15 Italy 0.10 0.00 0.00 0.61 0.03 0.03 1 0 1

16 Latvia 0.39 0.00 0.53 0.00 0.29 0.00 0.01 1 1 1

17 Lithuania 0.08 0.00 0.23 0.00 0.57 0.00 0.03 1 1 1

18 Luxembourg 0.27 0.00 0.00 0.68 0.00 0.02 1 0 1

19 Malta 0.54 0.00 0.03 0.57 0.00 0.05 0.00 1 1 1

20 Netherlands 0.02 0.01 0.47 0.00 0.12 0.00 1 1 1

21 Poland 0.06 0.00 0.40 0.00 0.26 0.00 0.01 1 1 1

22 Portugal 0.06 0.00 0.00 0.44 0.00 0.17 0.00 1 1 1

23 Romania 0.14 0.00 0.06 0.00 0.53 0.06 0.09 0.00 1 1 2

24 Slovak Rep. 0.23 0.06 0.41 0.00 0.21 0.00 0.03 1 1 1

25 Slovenia 0.06 0.00 0.63 0.04 0.00 0.05 0.00 1 1 1

26 Spain 0.01 0.00 0.70 0.00 0.45 0.00 1 1 1

27 Sweden 0.05 0.01 0.00 0.33 0.00 0.00 1 0 1

28 United King. 0.11 0.02 0.02 0.75 0.00 0.10 0.00 1 1 1
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economic growth. This result expresses that general financial globalization is the cause of economic 
growth at the significance level of 5% for the overall European Union. Moreover, when countries where 
the causality analysis yields significant results are examined, it can be said that

Table 5. Economic growth- financial globalization-overall (Eu)

No Country Lag Glf => Grw p-value Grw => Glf p-value

1 Austria 1.000 0.845 0.358 3.307 0.069***

2 Belgium 1.000 3.841 0.050** 5.913 0.015**

3 Bulgaria 1.000 0.654 0.419 0.051 0.821

4 Croatia 1.000 3.354 0.067*** 2.378 0.123

5 Cyprus 3.000 1.358 0.715 1.255 0.740

6 Czech Republic 1.000 2.002 0.157 1.693 0.193

7 Denmark 1.000 0.152 0.697 3.739 0.053***

8 Estonia 2.000 1.913 0.384 2.809 0.245

9 Finland 1.000 0.097 0.756 2.516 0.113

10 France 1.000 0.215 0.643 0.152 0.696

11 Germany 2.000 2.088 0.352 0.959 0.619

12 Greece 1.000 1.302 0.254 0.148 0.700

13 Hungary 1.000 0.006 0.936 0.215 0.643

14 Ireland 1.000 0.281 0.596 1.308 0.253

15 Italy 2.000 6.037 0.049** 1.244 0.537

16 Latvia 2.000 0.744 0.690 1.883 0.390

17 Lithuania 1.000 0.178 0.673 0.540 0.463

18 Luxembourg 1.000 0.002 0.968 0.105 0.746

19 Malta 1.000 1.564 0.211 0.483 0.487

20 Netherlands 1.000 0.156 0.693 1.059 0.304

21 Poland 2.000 3.707 0.157 2.545 0.280

22 Portugal 2.000 10.374 0.006* 1.508 0.470

23 Romania 1.000 0.851 0.356 1.354 0.245

24 Slovak Republic 1.000 2.621 0.105 0.000 0.997

25 Slovenia 1.000 0.013 0.909 2.021 0.155

26 Spain 1.000 2.417 0.120 1.619 0.203

27 Sweden 2.000 1.971 0.373 0.344 0.842

28 United Kingdom 1.000 4.145 0.042** 0.686 0.408

Panel results Fisher stat. p-value

Glf => Grw 74.524 0.050**

Grw => Glf 66.301 0.163

Note: *, ** and *** show significance at 1%, 5% and 10% levels, respectively.
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• For Austria, economic growth is the cause of general financial globalization at the significance 
level of 10%,

• For Belgium, both economic growth and general financial globalization index are the causes of 
each other,

• For Croatia, general financial globalization is the cause of economic growth at the significance 
level of 10%,

• For Denmark, economic growth is the cause of general financial globalization at the significance 
level of 10%,

• For Italy, general financial globalization is the cause of economic growth at the significance level 
of 5%,

• For Portugal, general financial globalization is the cause of economic growth at the significance 
level of 1%,

• For the United Kingdom, general financial globalization is the cause of economic growth at the 
significance level of 5%.

In Table 6, the causality analysis between economic growth and De Facto financial globalization index 
was tested with the panel Granger causality analysis presented by Emirmahmutoğlu ve Kose (2011).

When Table 6 where the causality analysis between economic growth and the De facto financial 
globalization index is checked, causality is observed from De facto financial globalization index towards 
economic growth. This result expresses that De facto financial globalization is the cause of economic 
growth at the significance level of 1% for the overall European Union. Moreover, when countries where 
the causality analysis yields significant results are examined, it can be said that

For Bulgaria, De facto financial globalization is the cause of economic growth at the significance 
level of 5%,

For Croatia, De facto financial globalization is the cause of economic growth at the significance 
level of 1%,

For France, both economic growth and De fact financial globalization index are the causes of each other,
For Germany, De facto financial globalization is the cause of economic growth at the significance 

level of 10%,
For Slovenia, De facto financial globalization is the cause of economic growth at the significance 

level of 5%,
For Sweden, De facto financial globalization is the cause of economic growth at the significance 

level of 1%.
In Table 7, the causality analysis between economic growth and De Jure financial globalization index 

was tested with the panel Granger causality analysis presented by Emirmahmutoğlu and Kose (2011).
When Table 7 where the causality analysis between economic growth and De jure financial globaliza-

tion index is checked, causality is observed from De jure financial globalization index towards economic 
growth. This result expresses that economic growth is the cause of De jure financial globalization index 
at the significance level of 1% for the overall European Union. Moreover, when countries where the 
causality analysis yields significant results are examined, it has been discovered that

• -For Austria, economic growth is the cause of De jure financial globalization at the significance 
level of 5%,
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• For Belgium, economic growth is the cause of De jure financial globalization at the significance 
level of 5%,

• For Cyprus, economic growth is the cause of De jure financial globalization at the significance 
level of 10%,

Table 6. Economic growth- financial globalization- de facto (Eu)

No Country Lag Glf_Df => Grw p-value Grw => Glf_Df p-value

1 Austria 1.000 2.650 0.104 0.311 0.577

2 Belgium 1.000 1.680 0.195 1.197 0.274

3 Bulgaria 2.000 7.729 0.021** 0.280 0.869

4 Croatia 3.000 16.339 0.001* 3.990 0.263

5 Cyprus 3.000 0.468 0.926 1.842 0.606

6 Czech Republic 1.000 1.886 0.170 0.014 0.906

7 Denmark 1.000 0.099 0.753 0.571 0.450

8 Estonia 3.000 3.666 0.300 0.962 0.810

9 Finland 1.000 2.044 0.153 1.006 0.316

10 France 3.000 21.788 0.000* 11.132 0.011**

11 Germany 2.000 5.430 0.066*** 0.612 0.736

12 Greece 1.000 0.185 0.667 1.215 0.270

13 Hungary 1.000 0.389 0.533 0.095 0.757

14 Ireland 1.000 1.408 0.235 1.013 0.314

15 Italy 1.000 1.000 0.317 0.210 0.647

16 Latvia 2.000 0.541 0.763 1.569 0.456

17 Lithuania 1.000 0.109 0.742 2.087 0.149

18 Luxembourg 3.000 2.838 0.417 9.903 0.019

19 Malta 1.000 0.099 0.754 0.095 0.758

20 Netherlands 1.000 0.684 0.408 1.200 0.273

21 Poland 1.000 0.037 0.847 0.017 0.896

22 Portugal 2.000 3.829 0.147 1.857 0.395

23 Romania 1.000 0.004 0.947 0.183 0.669

24 Slovak Republic 1.000 2.187 0.139 0.035 0.851

25 Slovenia 2.000 7.375 0.025** 2.691 0.260

26 Spain 1.000 1.955 0.162 0.433 0.510

27 Sweden 3.000 11.770 0.008* 0.967 0.809

28 United Kingdom 2.000 2.345 0.310 0.516 0.773

Panel results Fisher stat. p-value

Glf_Df => Grw 108.039 0.000*

Grw => Glf_Df 52.743 0.599

Note: *, ** and *** show significance at 1%, 5% and 10% levels, respectively.
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• For Czech Republic, economic growth is the cause of De jure financial globalization at the sig-
nificance level of 5%,

• For Denmark, economic growth is the cause of De jure financial globalization at the significance 
level of 10%,

Table 7. Economic growth- financial globalization- de jure (Eu)

No Country Lag Glf_Dj => Grw p-value Grw => Glf_Dj p-value

1 Austria 1.000 0.394 0.530 5.466 0.019**

2 Belgium 1.000 1.028 0.311 4.376 0.036**

3 Bulgaria 1.000 1.438 0.231 0.189 0.663

4 Croatia 2.000 1.249 0.535 2.898 0.235

5 Cyprus 1.000 0.804 0.370 2.772 0.096***

6 Czech Republic 2.000 4.168 0.124 6.355 0.042**

7 Denmark 1.000 0.121 0.728 3.780 0.052***

8 Estonia 1.000 0.099 0.753 1.394 0.238

9 Finland 1.000 0.031 0.861 11.357 0.001*

10 France 1.000 0.650 0.420 0.305 0.581

11 Germany 1.000 0.636 0.425 2.753 0.097***

12 Greece 1.000 0.055 0.814 0.880 0.348

13 Hungary 1.000 0.178 0.673 0.713 0.399

14 Ireland 1.000 0.020 0.889 1.629 0.202

15 Italy 1.000 1.206 0.272 0.115 0.734

16 Latvia 1.000 1.285 0.257 5.190 0.023**

17 Lithuania 1.000 0.695 0.404 2.342 0.126

18 Luxembourg 1.000 0.055 0.814 0.048 0.826

19 Malta 1.000 0.160 0.690 0.009 0.924

20 Netherlands 1.000 0.472 0.492 2.699 0.100

21 Poland 1.000 0.021 0.885 1.526 0.217

22 Portugal 1.000 8.282 0.004* 3.140 0.076***

23 Romania 2.000 4.076 0.130 1.872 0.392

24 Slovak Republic 1.000 1.500 0.221 0.093 0.761

25 Slovenia 1.000 0.783 0.376 2.980 0.084***

26 Spain 1.000 2.937 0.087 0.714 0.398

27 Sweden 1.000 0.404 0.525 0.447 0.504

28 United Kingdom 1.000 3.704 0.054*** 0.232 0.630

Panel results Fisher stat. p-value

Glf_Dj => Grw 62.385 0.260

Grw => Glf_Dj 102.524 0.000*

Note: *, ** and *** show significance at 1%, 5% and 10% levels, respectively.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



113

Financial Globalization and Economic Growth
 

• For Finland, economic growth is the cause of De jure financial globalization at the significance 
level of 1%,

• For Germany, economic growth is the cause of De jure financial globalization at the significance 
level of 10%,

• For Latvia, economic growth is the cause of De jure financial globalization at the significance 
level of 5%,

• For Portugal, both economic growth and De jure financial globalization index are the causes of 
each other,

• For Slovenia, economic growth is the cause of De jure financial globalization at the significance 
level of 10%,

For the United Kingdom, De jure financial globalization is the cause of economic growth at the 
significance level of 10%.

FUTURE RESEARCH DIRECTIONS

Positive and negative effects of globalization will continue to emerge with the effect of various factors. 
More easily accessible capital markets and the enhancing level of being influenced from each other will 
lead to risks and opportunities. When the separation of financial globalization as de facto and de jure are 
especially considered, this study will contribute to the researchers who will conduct studies on the topics.

CONCLUSION

Many experts state that financial globalization affect almost every country even if on different scales. 
Researchers have not been able to come to a certain agreement about which aspects of financial global-
ization are more prominent? Positive or negative characteristics? Especially the removal of the obstacles 
in front of current transactions and capital flow can be counted among the most important advantages 
provided by financial globalization (Bulut and Bahişov, 2011). In this study, the causality analysis was 
examined between financial globalization and economic growth for the European Union countries. 
Financial globalization was included in the analysis through three different variables by using De facto 
and De jure indexes.

The causality analysis between economic growth and financial globalization index was tested with 
the panel Granger causality analysis presented by Emirmahmutoğlu ve Kose (2011). According to the 
results of the causality analysis, causality was observed from the general financial globalization index 
towards economic growth for the overall European Union. In other words, it was concluded that general 
financial globalization was the cause of economic growth. In addition, as a result of the analysis, it was 
concluded that general financial globalization was the cause of economic growth for Croatia, Italy, Por-
tugal and the United Kingdom. For Austria and Denmark, economic growth was found to be the cause 
of general financial globalization. For Belgium, it was found out that both economic growth and general 
financial globalization index were the causes of each other.

According to the results of the causality analysis between economic growth and the De Facto financial 
globalization index, De facto financial globalization was the cause of economic growth for the overall 
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European Union. In addition, when a country-based investigation was performed, it was concluded that 
De facto financial globalization was the cause of economic growth for Bulgaria, Croatia, Germany, 
Slovenia and Sweden. For France, both economic growth and the De facto financial globalization index 
were found to be the causes of each other.

When the results of the causality analysis between economic growth and the De jure financial glo-
balization index is checked, causality is observed from economic growth towards the De jure financial 
globalization index for the overall European Union. Moreover, when countries where the causality analysis 
yields significant results were examined, it was discovered that economic growth was the cause of De 
jure financial globalization for Austria, Belgium, Cyprus, Czech Republic, Denmark, Finland, Germany, 
Latvia and Slovenia. For the United Kingdom, it was concluded that De jure financial globalization was 
the cause of economic growth. For Portugal, both economic growth and the De jure financial globaliza-
tion index were found to be the causes of each other.

Research results reveal that De facto financial globalization caused economic growth while economic 
growth caused De jure financial globalization. These results present that practical developments for im-
proving the financial markets increase economic growth and the increase in economic growth develop 
structural organizations related to financial globalization.
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ABSTRACT

Many social and economic variables are used as indicators of the level of development of countries. 
To determine the level of social and economic development, many criteria were studied in the fields 
of education, culture, health, and economy. This chapter analyzes 13 European Union countries that 
participated in the fifth and sixth enlargement process and Turkey, whose ongoing process of acces-
sion to the European Union is determined by using socio-economic indicators. Reference Ideal Method 
(RIM) is a new Multi Criteria Decision Making (MCDM) method. This method differentiates itself from 
other methods frequently used in literature by using the ideal points or ideal ranges. The chapter shows 
Turkey must improve socio-economic indicators to be close to the countries in the fifth and sixth waves 
of enlargement process of European Union.
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INTRODUCTION

In general, the responsibilities of country administrations and governments are divided into two parts. 
The first is to ensure the prosperity and well-being of the country, and the second is to ensure similar 
levels of social, economic, technological, cultural and educational issues among the other countries. 
The dynamism of the first part will also be the driving force of the latter. The first is to ensure the rights 
of the citizens of the country in terms of citizenship, and the second is an important element in ensur-
ing the rights of the citizens of the world. Countries are competing with each other by considering the 
second part. The choice of countries to compete as much as the choice of competition is important. For 
this purpose, both competition factors and countries have been classified under certain concepts and 
groups. In terms of factors, human development, freedom and rights, macroeconomics and socioeconomic 
concepts are used, while country groups are grouped according to concepts such as economy, human 
development, geography and technology.

While the development levels of the countries were measured with economic magnitudes at the 
beginning of the 20th century, after the 1970s, inclusion of the concept of human into the development 
measurement has been taken into consideration. In 1972, the United Nations Research Institute for Social 
Development published a development index by using nine economic and social indicators (Mc Grana-
han et.al., 1972). After this milestone, in most of the studies, education, health, culture and technology 
concepts related to the economy was used into some scores, indices or calculations.

The socioeconomic status of countries is calculated by some numerical data, indicators that express 
social life standards are used besides economic indicators. Thus, it is possible to get knowledge about 
the accession of citizens to reach both economic and social rights. The concept of socio-economics is 
composed of a large number of indicators, consist of main topics such as education, health, technology 
and culture, which can be directly or indirectly associated with the economy. After using these indica-
tors, the human factor indicators is more dominant than other economic indicators.

There is a complex relationship between economic, social and environmental factors. The economy 
depends on the human and the environment, and the human being also depends on the environment 
and the economy. Therefore, the evaluation of these interrelated variables is important for sustainable 
development. For the system to be sustainable, these variables that interact must be at a certain level of 
equilibrium (Babu and Datta, 2014).

Countries forming the European Union are considered as developed in economic, political, social 
and cultural fields. Turkey expects to join the European Union in a short period and wants to become a 
member because full membership will provide political, economic and cultural positive developments. 
Turkey has been showing improvements in some topics in the accession process to the European Union 
by increasing the interaction and collaboration with EU member states.

LITERATURE

Within the scope of the literature review, there are studies on both socio-economic indicators and the 
RIM method to be used for analysis in this study.

In some of the studies on socio-economic status, countries are compared with other countries and in 
some studies the relationships of socio-economic variables with different variables are examined. The 
level of development of countries, enterprises or communities should be analyzed and quantitatively 
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measured by making comparisons. In the calculation of the level, the indicators of the socio-economic 
status have considerable effects (Demiray Erol, 2013; Ginevičius et al., 2018).

Krylovas, Dadeliene, Kosareva and Dadelo (2019) used the Weight Balancing Indicator Ranks Ac-
cordance (WEBIRA) to examine the relationships between the Human Development Index (HDI) and 
the World Internal Security and Police Index (WISPI) and ranked the European countries based on both 
indices. They obtained a different ranking by combining the both indices.

Ginevičius, Gedvilaitė, Stasiukynas and Šliogerienė (2018) compared the constant and strong dynam-
ics of socio-economic development in 12 European Union countries and the group of countries (Italy, 
Greece and Switzerland) in the period of 2007-2016. They stated that the intensity of development and 
the consistency of this intensity are the two basic indicators of socio-economic status.

Egilmez, Gumus and Kucukvar (2014) evaluated the Canada and 27 states of the USA with the criteria 
of more environmental factors rather than economic indicators. In the study, 16 criteria were used under 
the headings of air pollution, energy use, building quality, water quality, land use and transportation. 
In order to demonstrate the sustainability performance of the 27 states, hierarchical methods consisting 
of expert opinion, fuzzy set theory, Multi Criteria Decision Making (MCDM) and statistical analysis 
were used.

Babu and Datta (2014) evaluated 22 developing countries to investigate the relationship between envi-
ronmental and social variables of economic factors. Using canonical correlation analysis, they examined 
the link between the criteria for access to income, health and education. As a result of the study, one 
of the important problem of developing countries is that there is an income inequality and most of the 
country’s income is in the hands of a few people. Moreover, they stated that the public could not benefit 
from the necessary level of education and health even there is an economic development in the country.

Because Reference Ideal Method (RIM) is a new method of MCDM, there are few studies that use 
this method. The method developed by Cables, Lamata and Verdegay (2016) was solved the problem 
of driver selection using the reference ideal points and ranges. In the first study using RIM, interval, 
point and nominal values are used in the criteria that are tried to be idealized besides the maximized and 
minimized criteria. There are five alternatives and six criteria in the problem. Age, experience (year), 
number of penalties, basic mechanical knowledge, disability status and emotional status were used as 
criteria. The age of the alternatives ranged from 23 to 60, and ideal reference range was 30 to 35. Alter-
natives have different year of experience between 0 and 15 years, the values above 10 are considered as 
ideal. Number of penalties are in the range of 0 -10, and having no penalty is used as an ideal reference 
point. There are three options for disability status, no disabled, partially disabled and completely dis-
abled, being no disabled is the ideal reference. For the emotional situation, high, slightly high, normal, 
slightly low and low values were the options for this criteria, while high and slightly high are taken as 
reference ideal points.

Prasad and Jayswal (2017) used Shannon’s Entropy and RIM methods for timeliness of products in 
a reconfigurable production system. In the problem where three criteria and three alternatives exist, the 
weights of criteria were determined with Shannon Entropy method and performance evaluation was 
performed with RIM.

Serrai, Abdelli, Mokdad and Serrai (2017) used RIM to evaluate the performance of internet service 
providers. There are nine alternatives in the problem. Alternatives were evaluated with three numerical 
and two verbal criteria and the reference ideal for all criteria was established.

Sofuoğlu, Arapoğlu and Orak (2017b) proposed a hybrid approach using RIM and Taguchi experi-
mental design. The proposed method has been applied to two problems that are related to parameter 
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optimization in material processing. The results of the hybrid approach were found to be very similar 
to the results obtained with different methods and it was stated that the proposed method could be an 
alternative for use in such studies.

Sofuoğlu (2017a) has designed twenty experiments with different parameters to optimize surface 
roughness, shear force and the amount of sawdust when materials are processed on a lathe. Twenty of 
the experiments were the alternatives of the MCDM problem, while the surface roughness, shear force 
and the amount of sawdust were the criteria of the problem. MOORA, TOPSIS, VIKOR, WASPAS, 
RIM and BWM methods were used to solve the problem.

He and Xu (2018) state that the maximum or minimum is not always the best solution. They provide 
some example of ideal points instead of minimum and maximum values such as plants need an optimal 
temperature range to grow properly and human needs a range of ph. A series of new decision-making 
methods based on probabilistic hesitant fuzzy sets are developed in the study. Three different models 
have been created to help decision makers in multi criteria problems which uses reference ideal and 
probabilistic hesitant information. The proposed models applied in water conservancy project.

Cables, Lamata and Verdegay (2018) showed how to apply the RIM with fuzzy numbers. The ap-
plication was made on the example of Zhang and Xu’s study. There are 4 alternatives in the study to 
evaluate the airlines operating in Taiwan. Booking and ticketing service, check-in and boarding process, 
Cabin service, Responsiveness were the criteria used to evaluate alternatives.

Tayyar, Yapa, Durmuş and Akbulut (2018) examined the performance of insurance companies by 
using 17 financial ratios. In the study there were four companies as alternatives. The study emphasized 
that RIM can use the ideal range instead of maximum and minimum values. This method has important 
advantageous as compared with other MCDM to evaluation of companies by financial ratios.

Prasad and Jayswal (2019) used weighted Jaccard function, ALCA, AHP, RIM to develop a method-
ology to facilitate the restructuring concept in the manufacturing system. In most of the multi-criteria 
problems, the fact that the criteria are at extreme values is a problem and it is highlighted that RIM has 
eliminated this problem by avoiding the rank reversion.

Sánchez-Lozano, Fernández-Martínez and Lamata (2019) examined the trajectories of asteroids with 
the data obtained by NASA’s JPL Sentry monitoring system. A novel methodology has been introduced 
which aims to rank the impact dates of the Near-Earth Asteroids (NEAs) with the data provided by Sen-
try. Distance to the Earth, stretch LOV (Earth radii per sigma), width (Earth radii), impact probability 
and impact energy criteria were used to analyze 118 NEAs’ impact dates by using the AHP-RIM hybrid 
model. It is highlighted in the study that the proposed model can be used to solve similar problems.

METHODOLOGY

In the most commonly used methods, such as VIKOR and TOPSIS, the ideal solution is obtained by us-
ing the maximum and / or minimum values of the criteria. Unlike these methods, the RIM is a MCDM 
method that argues that the ideal solution can be a point or an interval between maximum and minimum 
values. The RIM is implemented using reference points or intervals defined by the decision makers.

Another differentiation of the study is the preference of the Reference Ideal Method (RIM), which is 
a new MCDM method rather than the indexing method in the country rankings. In other MCDM meth-
ods, the process is performed with the aim of minimizing or maximizing the criteria while the RIM is 
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also performed with the ideal point or range beside the point the aim of maximizing and minimizing 
(Cables, et al. 2016).

The application of RIM consists of six steps (Cables et al., 2016; Tayyar et al., 2018).
Step 1: In practice, the RIM differs in the sense that it imposes more responsibility on the decision 

makers than the other MCDM methods. In other methods, decision-makers only determine the decision 
matrix and benchmark weights, whereas in the RIM decision-makers are responsible for creating the 
decision matrix, determining the universe for all possible values that the alternatives can take accord-
ing to the criteria, determining the ideal range, point or set of criteria that the criteria can take in this 
universe, and determining the weights. In this sense, the conditions in the working context have been 
determined and the following concepts have been defined for each criterion.

• Universe: The minimum and maximum value range a criteria can take is called the universe. By 
using the first and last letter of the alphabet, universe is indicated by [A, Z].

• Reference Ideal: Reference ideal can be any range, point or cluster in the universe specified for the 
criterion. It can be symboled with [B, S] and B S A Z, ,� � � � � .

Step 2: The decision matrix X, which consists of the values taken by the alternatives according to 
the defined criteria, is given below.

m: number of alternative n: number of criteria xij: i.alternative value according to j.criteria.

X
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Step 3: In order to realize the normalization process of the X decision matrix in RIM, first the spe-
cific reference ideal of each criterion is determined and the criteria are positioned according to their 
own ideal. How the reference ideal will be positioned in the universe may vary depending on the type 
of criterion (numerical / verbal / nominal) and the ideal values. Therefore, the reference ideal may be 
any range, point, or set between the minimum value and the maximum value in the respective universe. 
Normalized values are found using Equation 2.
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[Aj,Zj ] is the universe for the criterion j defined by decision makers. [Bj,Sj] is the reference ideal for 
the criterion j. xij ϵ[Aj,Zj] and [Bj,Sj]⊂[Aj,Zj]. In Figure 1, the Reference Ideal [B, S] is shown as a range 
within the universe. It can also be defined as the range extending to the extreme limits of the universe. 
The reference ideal can also be considered as any point within the range [A, Z].

(yij) the normalized values are in the range [0, 1]. If this value is equal to 1, the criterion value is 
within the reference ideal. The distance from 1 means that it is so far away from the ideal. The closeness 
to 1 means closeness to the ideal, while the distance to 1 means the distance to the ideal.

The normalized matrix is indicated by Y as follows.

Y
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Step 4: The weighted normalized matrix Y’ is obtained using the weights W=[w1, w2, ….,wn ] j=1,2,..n.
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Each y’ij of the Y’ matrix is obtained by multiplying the y’ by the weight vector W in the form y’ij=yij.wj.
Step 5: Calculate the variation to the normalized reference ideal for each alternative Ai
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Step 6: The relative value of each alternative Ai is calculated with Equation 7.

Figure 1. Universe and reference ideal

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



123

A Socioeconomic Comparison of Turkey vs. Participating Countries in the Fifth and Sixth Waves of European Union Enlargement
 

R I
I I

y

y w y
Ri

i

i i

j

n
ij

j

n
ij j j

n
ij

�
�

�
� �

�� � � � �
�

�

� �

�

� �

�

� �
1

2

1

2

1

2
0

'

' '

, ii i m� � �1 1 2, , , ,  (7)

Step 7: The Ri values of the alternatives are sorted by decreasing. The alternative with the highest 
value shows the best solution.

DATA AND APPLICATION OF RIM

In studies which countries are compared by socioeconomic indicators, the indexing method is generally 
used. In this method, frequently preferred weighting techniques are arithmetic and geometric means. 
In this study the criteria of socio-economic indicators are average life expectancy at birth, economic 
growth, share of youth not in education, employment or training (NEET), unemployment with advanced 
education, inflation, infant mortality rate, share of internet user and freedom score and their weights are 
calculated by the Best-Worst Method (BWM). The method has been developed by Rezaei and determines 
the best and worst criteria among the criteria and weighting the remaining criteria based on best and 
worst. Within the scope of the study, the countries of Czech Republic, Estonia, Cyprus, Latvia, Lithu-
ania, Hungary, Malta, Poland, Slovakia, Slovenia, Bulgaria, Romania and Croatia which participated to 
European Union at fifth and sixth enlargement process and Turkey are compared by using socioeconomics 
indicators. The period of study covers 12 years from 2006 to 2017.

The definition and source of the criteria as follow. The definitions of criteria obtained from Interna-
tional Labour Organization, and World Bank Data.

C1: Average life expectancy at birth defined as indicates the number of years an individual would live 
and gathered from World Bank Data.

C2: Economic growth indicates annual percentage growth rate of GDP at market prices based on constant 
2010 U.S. Dollars and gathered from World Bank Data.

C3: Share of youth not in education, Employment or training (NEET) is new concept on the issue of 
unemployment. According to the International Labour Organization (ILO), the criteria defined as 
the percentage of young people who are not in education, employment, or training to the population 
of the corresponding age group: youth (ages 15 to 24); persons ages 15 to 29; or both age groups. 
Data is gathered from ILO.

C4: Unemployment with advanced education defined as the percentage of the labor force with an ad-
vanced level of education who are unemployed. Data is gathered from World Bank Data.

C5: Inflation is defined as annual percentage change in the cost to the average consumer of acquiring a 
basket of goods and services yearly by the International Monetary Fund (IMF). Data is gathered 
from World Bank Data.

C6: Infant mortality rate defined as a number of infants dying before reaching one year of age, per 1,000 
live births. Data is gathered from World Bank Data.

C7: Share of internet user defined as the percentage of internet users to the population. Data is gathered 
from World Bank Data.
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C8: Freedom score is published by an independent organization, Freedom House. The score calcula-
tion consists of some scores, ratings and statuses for 195 countries. The data is gathered from the 
reports of Freedom in the World.

The eight socioeconomic indicators included in the study were used as a criterion in evaluating the 
performance of companies by RIM. The criteria’s weights were calculated by BWM method. The tables 
of the related years have been obtained and the analysis of 2017 is presented in detail. The criteria types 
can be seen in Table 1. Four criteria are in the group of max, three of them are in the group of ideal and 
just one of them is in min group. There is no need for calculation of the types of min and max criteria.

In order to compute the RIM, reference ideals should be determined by decision maker based on 
calculation, knowledge or experience. In this study, the criteria of share of youth not in education, em-
ployment or training (NEET), unemployment with advanced education and inflation need reference ideal 
points or intervals. The reference ideals are calculated with some formulas based on the decision of five 
academics from the department of Economics. The average targeted inflation rate of developed countries 
is almost %2 (Grohe and Uribe, 2010), therefore this rate determined as a min value of reference ideal.

• share of youth not in education, employment or training (NEET)

• unemployment with advanced education (UWAE)

Table 1. Weight, types, universe and reference ideals of socioeconomic criteria (2017)

C1. 
Average life 
expectancy 

at birth 
(years)

C2. 
Economic 
growth (%)

C3. Share of 
youth not in 
education or 
employment 
or training 
(NEET) (%)

C4. 
Unemployment 
with advanced 
education (%)

C5. 
Inflation 

(%)

C6. 
Infant 

mortality 
rate (per 
1000 live 
births)

C7. 
Share of 
internet 

user

C8. 
Freedom 

score

Criteria Type Max Max Ideal Ideal Ideal Min Max Max

Weight 0.134 0.142 0.149 0.112 0.091 0.118 0.098 0.156

Universe
min 74.700 2.921 6.290 1.477 0.532 1.700 63.410 38

max 81.100 7.441 24.180 12.414 11.144 10.000 88.102 96

Reference 
Ideal

min 81.100 7.441 10.958 3.654 2.034 1.700 88.102 96

max 81.100 7.441 13.246 5.205 3.289 1.700 88.102 96

Box 1.

Reference Ideal
min Minimum of NEET

max Minimum of NEET + 0.5* Std. dev of NEET
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Box 2.

Reference Ideal
min Minimum of UWAE

max Minimum of UWAE + 0.5* Std. dev of UWAE

Box 3.

Reference Ideal
min %2

max %2 + 0.25* Std. dev of inflation

Table 2. Reference ideals for the criteria

C3. Share of youth not in education or 
employment or training (NEET) (%)

C4. Unemployment with 
advanced education (%) C5. Inflation (%)

2017
min 6.29 1.48 2.00

max 8.58 3.03 3.26

2016
min 7.00 1.44 2.00

max 9.36 3.02 3.11

2015
min 7.47 1.77 2.00

max 9.76 3.30 3.09

2014
min 8.11 2.58 2.00

max 10.43 4.03 3.19

2013
min 9.13 2.59 2.00

max 11.55 4.04 2.94

2012
min 8.89 2.59 2.00

max 11.43 3.73 2.83

2011
min 7.08 1.75 2.00

max 9.86 2.82 2.66

2010
min 7.11 1.71 2.00

max 10.14 3.00 3.17

2009
min 7.46 2.41 2.00

max 10.76 3.52 2.94

2008
min 6.50 1.28 2.00

max 10.19 2.19 3.69

2007
min 6.70 1.66 2.00

max 10.66 2.56 3.38

2006
min 8.32 2.41 2.00

max 12.14 3.20 3.12
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Table 3. Values of each alternative according to the relevant criteria (Decision Matrix)

2017

C1. 
Average life 
expectancy 

at birth 
(years)

C2. 
Economic 

growth 
(%)

C3. Share of 
youth not in 
education or 
employment 
or training 
(NEET) (%)

C4. 
Unemployment 
with advanced 
education (%)

C5. 
Inflation 

(%)

C6. Infant 
mortality 
rate (per 
1000 live 
births)

C7. 
Share 

of 
internet 

user

C8. 
Freedom 

score

Max Max Ideal Ideal Ideal Min Max Max

Bulgaria 74.9 3.81 15.31 3.03 2.06 6.3 63.41 80

Cyprus 80.7 4.23 16.09 9.74 0.53 2.1 80.74 94

Czech Rep. 78.9 4.29 6.29 1.48 2.45 2.6 78.72 94

Estonia 77.7 4.85 9.43 3.2 3.42 2.1 88.1 94

Croatia 77.8 2.92 15.35 7.11 1.13 3.9 67.1 87

Hungary 76.1 3.99 11.04 1.62 2.35 3.8 76.75 76

Lithuania 74.8 3.83 9.15 2.9 3.72 3.4 77.62 91

Latvia 74.7 4.55 10.26 3.9 2.93 3.6 81.32 87

Malta 81 6.42 9.08 2.39 1.36 5.6 80.07 96

Poland 77.8 4.81 9.48 2.44 2.08 4 75.99 89

Romania 75.6 7.26 15.15 2.42 1.34 6.6 63.75 84

Slovak Rep. 77 3.4 12.1 4.15 1.31 4.6 81.63 89

Slovenia 81.1 5 6.52 5.21 1.43 1.7 78.89 92

Turkey 76 7.44 24.18 12.41 11.14 10 64.68 38

Table 4. Normalized matrix (2017)

2017

C1. 
Average life 
expectancy 

at birth 
(years)

C2. 
Economic 
growth (%)

C3. Share of 
youth not in 
education or 
employment 
or training 
(NEET) (%)

C4. 
Unemployment 
with advanced 
education (%)

C5. 
Inflation 

(%)

C6. Infant 
mortality 
rate (per 
1000 live 
births)

C7. 
Share of 
internet 

user

C8. 
Freedom 

score

Max Max Ideal Ideal Ideal Min Max Max

Bulgaria 0.031 0.197 0.569 1.000 1.000 0.446 0.000 0.724

Cyprus 0.938 0.290 0.519 0.284 0.000 0.952 0.702 0.966

Czech Rep. 0.656 0.303 1.000 1.000 1.000 0.892 0.620 0.966

Estonia 0.469 0.428 0.945 0.981 0.979 0.952 1.000 0.966

Croatia 0.484 0.000 0.566 0.565 0.407 0.735 0.149 0.845

Hungary 0.219 0.236 0.842 1.000 1.000 0.747 0.540 0.655

Lithuania 0.016 0.201 0.963 1.000 0.941 0.795 0.575 0.914

Latvia 0.000 0.360 0.892 0.907 1.000 0.771 0.725 0.845

Malta 0.984 0.775 0.968 1.000 0.567 0.530 0.675 1.000

Poland 0.484 0.417 0.942 1.000 1.000 0.723 0.509 0.879

Romania 0.141 0.960 0.579 1.000 0.550 0.410 0.014 0.793

Slovak Rep. 0.359 0.106 0.774 0.881 0.531 0.651 0.738 0.879

Slovenia 1.000 0.460 1.000 0.768 0.611 1.000 0.627 0.931

Turkey 0.203 1.000 0.000 0.000 0.000 0.000 0.052 0.000
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• inflation

Based on the formulas above, reference ideals for each year calculated for the criteria as seen in Table 2.
Hereafter, the year of 2017 is presented to save space for all steps. In step 2, decision matrix is pre-

sented in Table 3.
In step 3, the values of criteria included in the decision matrix were normalized based on the formulas 

in the section of methodology. The results are shown in Table 4.
In the fourth step, the matrix obtained as a result of multiplying the matrix subjected to the normal-

ization process with the weight of the criteria is given in Table 2. Table 5 provides the values of the 
weighted normalized matrix.

In step 5, the calculation of I- and I+ are computed based on the formulas 5 and 6 as shown in Table 
6 and 7.

In step 6, Ri are calculated for each country by using the equation 7. The results are shown in Table 
8 below.

All these steps are implemented for each year besed on the specified reference ideals. The Ri results 
are presented to evaluate the distance between the countries as seen in Table 9.

The countries are ranked based on the Ri values for each year as seen in Table 10. At the last column 
the average rank is presented for the countries to evaluate the whole period as a whole.

According to the results obtained from the RIM, Malta is the first place at 10 times out of 12, Slovenia 
has the first rank two times out of 12. Czech Republic, Estonia and Poland have place in first three in 
some years. In overall evaluation, both the average of rank and the average of Ri (to save space the average 

Table 5. Weighted normalized matrix

2017

C1. 
Average life 
expectancy 

at birth 
(years)

C2. 
Economic 
growth (%)

C3. Share of 
youth not in 
education or 
employment 
or training 
(NEET) (%)

C4. 
Unemployment 
with advanced 
education (%)

C5. 
Inflation 

(%)

C6. Infant 
mortality 
rate (per 
1000 live 
births)

C7. 
Share of 
internet 

user

C8. 
Freedom 

score

Max Max Ideal Ideal Ideal Min Max Max

Bulgaria 0.004 0.028 0.085 0.112 0.091 0.053 0.000 0.113

Cyprus 0.126 0.041 0.077 0.032 0.000 0.112 0.069 0.151

Czech Rep. 0.088 0.043 0.149 0.112 0.091 0.105 0.061 0.151

Estonia 0.063 0.061 0.141 0.110 0.089 0.112 0.098 0.151

Croatia 0.065 0.000 0.084 0.063 0.037 0.087 0.015 0.132

Hungary 0.029 0.034 0.125 0.112 0.091 0.088 0.053 0.102

Lithuania 0.002 0.029 0.144 0.112 0.086 0.094 0.056 0.143

Latvia 0.000 0.051 0.133 0.102 0.091 0.091 0.071 0.132

Malta 0.132 0.110 0.144 0.112 0.052 0.063 0.066 0.156

Poland 0.065 0.059 0.140 0.112 0.091 0.085 0.050 0.137

Romania 0.019 0.136 0.086 0.112 0.050 0.048 0.001 0.124

Slovak Rep. 0.048 0.015 0.115 0.099 0.048 0.077 0.072 0.137

Slovenia 0.134 0.065 0.149 0.086 0.056 0.118 0.061 0.145

Turkey 0.027 0.142 0.000 0.000 0.000 0.000 0.005 0.000

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



128

A Socioeconomic Comparison of Turkey vs. Participating Countries in the Fifth and Sixth Waves of European Union Enlargement
 

of Ri could not share) show that Malta is the in the first order, Czech Republic is the second order and 
Slovenia is the third order. On the other hand, the groups of last three countries are Bulgaria, Croatia, 
Latvia, Romania and Turkey. Turkey is the last country in ranking of each year. In overall evaluation, 
Romania is the 12th order, Bulgaria is the 13th order and Turkey is the 14th order.

CONCLUSION

In conclusion, there are many studies on the subject of candidacy process of Turkey to the European Union. 
The majority of these studies contain subjective techniques and interpretations. This study contributed to 
the membership discussions with numerical data by evaluating the statistical and mathematical methods 
of socioeconomic indicators. Considering the standings made from 2006 to 2017, Turkey is located at 
the end of the rankings in all these years. The results indicate that there are significant shortcomings in 
Turkey. It can be said that to capture the level of developed countries, Turkey has the need for structural 
reforms under the main headings of economic, health, education and social areas. Based on the tech-
nique used in this study, Malta, Czech Republic and Slovenia are in the first three ranking and Romania, 
Bulgaria and Turkey are in the last three according to the socioeconomic indicators.

Table 6. Calculation of I-

2017 I-

C1. 
Average life 
expectancy 

at birth 
(years)

C2. 
Economic 

growth 
(%)

C3. Share of 
youth not in 
education or 
employment 
or training 
(NEET) (%)

C4. 
Unemployment 
with advanced 
education (%)

C5. 
Inflation 

(%)

C6. 
Infant 

mortality 
rate (per 
1000 live 
births)

C7. 
Share of 
internet 

user

C8. 
Freedom 

score

Total Max Max Ideal Ideal Ideal Min Max Max

Bulgaria 0.044 0.000 0.001 0.007 0.013 0.008 0.003 0.000 0.013

Cyprus 0.064 0.016 0.002 0.006 0.001 0.000 0.013 0.005 0.023

Czech 
Rep 0.090 0.008 0.002 0.022 0.013 0.008 0.011 0.004 0.023

Estonia 0.092 0.004 0.004 0.020 0.012 0.008 0.013 0.010 0.023

Croatia 0.042 0.004 0.000 0.007 0.004 0.001 0.008 0.000 0.017

Hungary 0.060 0.001 0.001 0.016 0.013 0.008 0.008 0.003 0.010

Lithuania 0.074 0.000 0.001 0.021 0.013 0.007 0.009 0.003 0.020

Latvia 0.070 0.000 0.003 0.018 0.010 0.008 0.008 0.005 0.017

Malta 0.098 0.017 0.012 0.021 0.013 0.003 0.004 0.004 0.024

Poland 0.077 0.004 0.004 0.020 0.013 0.008 0.007 0.002 0.019

Romania 0.059 0.000 0.019 0.007 0.013 0.003 0.002 0.000 0.015

Slovak 
Rep. 0.058 0.002 0.000 0.013 0.010 0.002 0.006 0.005 0.019

Slovenia 0.094 0.018 0.004 0.022 0.007 0.003 0.014 0.004 0.021

Turkey 0.021 0.001 0.020 0.000 0.000 0.000 0.000 0.000 0.000
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Considering that the criteria used in the study, Turkey has superiority in certain criteria. On the other 
hand, it is seen that there is a big negative difference in criteria such as freedom score, inflation rate and 
NEET. It is necessary to achieve sustainability in the superior criteria and to make progress with the 

Table 7. Calculation of I+

2017 I+
C1. Average 

life expectancy 
at birth (years)

C2. Economic 
growth (%)

C3. Share of 
youth not in 
education or 

employment or 
training (NEET) 

(%)

C4. 
Unemployment 
with advanced 
education (%)

C5. Inflation 
(%)

C6. Infant 
mortality 
rate (per 
1000 live 
births)

C7. Share 
of internet 

user

C8. Freedom 
score

Total Max Max Ideal Ideal Ideal Min Max Max

Bulgaria 0.050 0.017 0.013 0.004 0.000 0.000 0.004 0.010 0.002

Cyprus 0.031 0.000 0.010 0.005 0.006 0.008 0.000 0.001 0.000

Czech Rep 0.014 0.002 0.010 0.000 0.000 0.000 0.000 0.001 0.000

Estonia 0.012 0.005 0.007 0.000 0.000 0.000 0.000 0.000 0.000

Croatia 0.043 0.005 0.020 0.004 0.002 0.003 0.001 0.007 0.001

Hungary 0.029 0.011 0.012 0.001 0.000 0.000 0.001 0.002 0.003

Lithuania 0.033 0.017 0.013 0.000 0.000 0.000 0.001 0.002 0.000

Latvia 0.029 0.018 0.008 0.000 0.000 0.000 0.001 0.001 0.001

Malta 0.007 0.000 0.001 0.000 0.000 0.002 0.003 0.001 0.000

Poland 0.015 0.005 0.007 0.000 0.000 0.000 0.001 0.002 0.000

Romania 0.034 0.013 0.000 0.004 0.000 0.002 0.005 0.009 0.001

Slovak Rep 0.029 0.007 0.016 0.001 0.000 0.002 0.002 0.001 0.000

Slovenia 0.009 0.000 0.006 0.000 0.001 0.001 0.000 0.001 0.000

Turkey 0.101 0.011 0.000 0.022 0.013 0.008 0.014 0.009 0.024

Table 8. The values of Ri for each countries

2017 Ri Rank

Bulgaria 0.486 13

Cyprus 0.591 8

Czech Rep. 0.721 4

Estonia 0.737 3

Croatia 0.497 12

Hungary 0.589 9

Lithuania 0.600 7

Latvia 0.609 6

Malta 0.793 1

Poland 0.690 5

Romania 0.568 11

Slovak Rep. 0.584 10

Slovenia 0.761 2

Turkey 0.312 14
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structural reforms in the weak criteria. In order to identify these situations, studies using criteria to be 
determined in education, health and economic fields will help in which areas to focus.

In an economic sense, the high unemployment rate is an economic problem. It is considered as a loss 
for the country especially if the youth unemployment is high, the educated individuals cannot find a job 
according to their education and skills. Governments need to pay attention to structural reforms, even if 
the result is long-term, rather than saving the day to eliminate the loss.

Table 9. The values of Ri for each country for the period of 2006-2017

Countries 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006

Bulgaria 0.49 0.46 0.41 0.38 0.42 0.45 0.40 0.48 0.54 0.56 0.54 0.52

Cyprus 0.59 0.63 0.52 0.51 0.50 0.58 0.61 0.71 0.74 0.78 0.74 0.71

Czech Rep 0.72 0.67 0.73 0.72 0.73 0.72 0.69 0.75 0.75 0.80 0.76 0.76

Estonia 0.74 0.63 0.62 0.69 0.74 0.76 0.66 0.63 0.56 0.60 0.71 0.74

Croatia 0.50 0.54 0.46 0.47 0.53 0.50 0.50 0.54 0.62 0.64 0.61 0.60

Hungary 0.59 0.55 0.56 0.63 0.65 0.57 0.58 0.61 0.63 0.67 0.57 0.63

Lithuania 0.60 0.57 0.55 0.62 0.63 0.66 0.59 0.57 0.53 0.61 0.66 0.63

Latvia 0.61 0.54 0.55 0.56 0.57 0.62 0.53 0.42 0.49 0.52 0.61 0.64

Malta 0.79 0.83 0.84 0.82 0.82 0.85 0.71 0.81 0.84 0.81 0.68 0.67

Poland 0.69 0.63 0.61 0.66 0.67 0.70 0.66 0.71 0.75 0.74 0.71 0.61

Romania 0.57 0.50 0.43 0.48 0.51 0.52 0.41 0.43 0.49 0.57 0.54 0.50

Slovak Rep 0.58 0.60 0.57 0.63 0.66 0.68 0.60 0.66 0.68 0.74 0.75 0.72

Slovenia 0.76 0.70 0.64 0.73 0.73 0.66 0.63 0.76 0.73 0.81 0.81 0.76

Turkey 0.31 0.14 0.20 0.25 0.33 0.32 0.31 0.31 0.20 0.20 0.18 0.20

Table 10. Ranks of the countries for each year in the period of 2006 – 2017

Countries 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 Mean Rank

Bulgaria 13 13 13 13 13 13 13 11 10 12 13 12 12.42 13

Cyprus 8 6 10 10 12 9 6 4 4 4 4 5 6.83 7

Czech Rep 4 3 2 3 4 3 2 3 2 3 2 2 2.75 2

Estonia 3 4 4 4 2 2 4 7 9 10 6 3 4.83 4

Croatia 12 10 11 12 10 12 11 10 8 8 9 11 10.33 11

Hungary 9 9 7 7 7 10 9 8 7 7 11 8 8.25 8

Lithuania 7 8 9 8 8 7 8 9 11 9 8 9 8.42 9

Latvia 6 11 8 9 9 8 10 13 13 13 10 7 9.75 10

Malta 1 1 1 1 1 1 1 1 1 1 7 6 1.92 1

Poland 5 5 5 5 5 4 3 5 3 6 5 10 5.08 5

Romania 11 12 12 11 11 11 12 12 12 11 12 13 11.67 12

Slovak Rep 10 7 6 6 6 5 7 6 6 5 3 4 5.92 6

Slovenia 2 2 3 2 3 6 5 2 5 2 1 1 2.83 3

Turkey 14 14 14 14 14 14 14 14 14 14 14 14 14.00 14
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Along with the structural reforms, increasing joint projects and collaboration with member countries 
will contribute to Turkey’s development. Particularly in the projects and collaborations financed by 
the European Union, the relevant governmental and non-governmental organizations should show the 
necessary interest and relevance. These projects and collaborations will be very useful in adapting to 
Turkey’s European Union norms.
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ABSTRACT

The chapter examines how it is possible to design a mechanism to relieve the well-known problems of the 
incomplete Economic and Monetary Union (EMU) and thus reduce its costs. A monetary union can be 
very fragile and governments of member countries face serious adjustment problems, especially when 
hit by large, permanent asymetric shocks This leaves the EU with the problem of unsustained debts and 
fiscal unsustainability. This chapter explores the possibility the EU becomes a fiscal union i.e. “full/
complete monetary union” by focusing on the EMU agenda of the EU and evaluating future challenges. 
In light of findings, some policy implications are drawn.

INTRODUCTORY ARGUMENT AND CURRENT OUTLOOK

Twenty years of Euro Era reveals some positive and negative facts. On the positive side one can men-
tion Euro’s stability, ECB’s success in keeping inflation at low levels, that is, maintaining price stability 
(monetary discipline) and sustaining the strong global currency position in time. Monetary discipline in 
the union level mainly resulted from the existence and the use of the Common Monetary Policy. i.e. com-
pulsory rules, time consistent, credible joint decision mechanisms to get and sustain monetary discipline.

In this respect, current outlook of the EMU reveals following strengths and opportunities:
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• Maintenance of the price stability thanks to the Common Monetary Policy (ie. monetary policy 
coordination and joint policy decision mechanism in the Euro Area) (thus, inflation rates are low 
and close to each other). See Figure 1.

• Properly working Single Market.
• Existence of trade openness, trade partnerships and export diversification among members; imply-

ing the competitive advantage in global competition.
• Elimination of exchange rate uncertainty (Single Currency /Euro), and low transaction costs; be-

ing the second most used currency around the world.
• Awareness of the shortcomings of today’s incomplete EMU and existence of a formal initiative to 

complete the EMU. Europe discusses its future.
• The Eurozone, has become stronger and more stable power in the world economy in last twenty 

years.

On the negative side, however, global economic/ financial crisis and the European debts produced 
fiscal instability and debt insolvency. Thus, fiscal/budgetary discipline has not been achieved in the union 
level due to the absence of a supranational mechanism such as Common Fiscal Policy, which means 
absence of compulsory fiscal rules, time consistent policies, and joint decision mechanism on the fiscal/
budgetary side. This leaves the EU with the problem of unsustained debts and fiscal unsustainability.

A monetary union can be very fragile and governments of member countries face serious adjust-
ment problems when especially hit by large permanent asymmetric shocks since asymmetric demand 
shocks lead to increasing budget deficits and liquidity crises via fragile financial markets facing very 
high interest rates and reduced economic activity. This may force the government to introduce fiscal 
austerity measures, such as increasing taxes reducing spending and thereby worsen the recession. In 
this case, wage flexibility and labor mobility are necessary to correct for these asymmetric shocks, that 
is so called “automatic adjustment mechanism” which works as an insurance mechanism. However, the 

Figure 1. Inflation, end of period, 2000-2018 (in %)
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adjustment for wage and labor mobility is proved to be costly and painful in times of financial crises 
and recession (de Grauwe, 2017: 17-19).

That is, current outlook of the EMU also reveals following weaknesses and threats (See Figure and 
Table in the Appendix):

• Existing economic performances among member states are divergent (growth, unemployment rate 
and etc.) The unemployment costs of sustaining price stability are different among member states 
(i.e. Phillips Curve/Trade off);

• Social and economic divergences remain.
• Fragility against asymmetric shocks remain (not able to fight asymmetric shocks by using sym-

metric policy tools); Possibility of risk of having a big scale asymmetric shock in the future once 
again.

• Existence of labor immobility among member countries; inelastic prices and real wages also so 
that degree of centralization in labor markets in member countries differ (the nature and structure 
of labor markets in Euro countries are different). Automatic adjustment mechanism is not working 
meaning that adjustment to asymmetric macroeconomic shocks would be costly.

• Fiscal instability and debt insolvency due to lack of a supranational mechanism in the field of fis-
cal /budgetary side, i.e. weak fiscal surveillance:
 ◦ absence of compulsory fiscal rules and no credible sanctions (failure of Stability and Growth 

Pact),
 ◦ time inconsistent policies,
 ◦ no joint decision mechanism on the fiscal/budgetary side,
 ◦ high public debt creates significant weaknesses for a sustained growth.

• Insufficient ‘political will’ for further integration (anxiety and sensitivity of sovereign states).
• Economic integration versus political fragmentation (Conflict/Paradox).
• How could economies face and overcome a new financial crisis when they have not fully recov-

ered from the previous one?
• The rise of right-wing populist movements – Political instability.
• Low level of financial integration and stability among member countries. Without credible fiscal 

rules, it is difficult to reach and sustain financial integration and stability. (note that borrowing 
interest rates in the Euro area differ remarkably among member states).

• Consequently, the EMU is not complete (thus it is not yet an Optimal Currency Area).

DOES A MONETARY UNION NEED DEEPER FISCAL AND POLITICAL UNION?

The dominant view is that a monetary union must be accompanied by a fiscal and political union in 
order to survive. Surprisingly, this is the opinion of both supporters and opponents of the EURO project. 
However, while the former (e.g. De Grauwe, 2006; Wolff, 2012) believe this is both possible and desir-
able, the latter (e.g. Feldstein, 1997; 2012) doubt it will ever happen due to the long historical tradition 
of sovereign nation states in Europe (Dabrowski,2019).

The conclusions drawn from this debate can be summarized as follows: while deeper fiscal and political 
integration (beyond what has been accomplished so far) is not critical for EMU survival, the Optimum 
Currency Area Theory (OCA) suggests that greater factor mobility and some fiscal redistribution on 
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a federal level can decrease adjustment costs in the case of asymmetric shocks. This underlines once 
again the importance of deepening the Single European Market, completing the Banking Union and 
Capital Market Union projects and liberalizing the market on a national level, especially with respect to 
the labor market (for more detailed discussion details, see Dabrowski, 2019; Matthes and Lara, 2017; 
de Grauwe, 2017).

CHALLENGES FOR THE FUTURE: REFORMING THE INCOMPLETE EMU

In principle, it is possible to design a mechanism to relieve the problems of incomplete EMU and reduce 
the costs of it. The design is twofold. The first one is related to the role of the common central bank by 
which liquidity crises can be avoidable. The second one includes centralizing the national budgets into a 
common union budget enabling the utilization of common fiscal/budgetary policy. This implies having a 
monetary union together with a fiscal union. Such a fiscal union is able to realize two important things. 
First, it acts as an “insurance mechanism” initiating income transfers from one country (country with 
welfare) to another (country hit by crisis). This will reduce the pain in the country facing negative shock. 
Second, a fiscal union permits consolidation of national government debts, thus defending its members 
from liquidity crises and forced defaults, called “protection mechanism”. Protection mechanism implies 
that strong union government is capable of forcing common central bank to provide liquidity in times of 
crises. In such a regime, unsovereign national governments are protected by the union government (pos-
sibility of moral hazard risk!). In this case, union government can issue debt in a currency it has control 
over, unlike a monetary union in which each country keeps its budgetary independence. Note that in a 
monetary union without budgetary union, national governments are vulnerable to movements of distrust 
which may lead to liquidity crises and forced defaults. It is clear that fiscal union can solve this problem, 
in principle. A monetary union without a fiscal union is called “incomplete monetary union” while 
monetary union with fiscal union is called “full/complete monetary union” (de Grauwe, 2017: 17-19).

Our Economic and Monetary Union still falls short on three fronts. First, it is not yet able to reverse 
sufficiently the social and economic divergences between and within euro area members that emerged 
from the crisis. Second, these centrifugal forces come with a heavy political price. If they remain unad-
dressed, they are likely to weaken citizens’ support for the euro and create different perceptions of the 
challenges, rather than a consensus on a vision for the future. Finally, while the EMU is stronger, it is 
not yet fully shock-proof. A strong euro requires a stronger Economic and Monetary Union (Reflection 
Paper on Deepening of the Economic and Monetary Union, 2017).

In these times of change, and aware of the concerns of our citizens, we commit to the Rome Agenda, 
and pledge to work towards (...) a Union where (...) a stable and further strengthened single currency 
open(s) avenues for growth, cohesion, competitiveness, innovation and exchange, especially for small 
and medium-sized enterprises; a Union promoting sustained and sustainable growth, through invest-
ment, structural reforms and working towards completing the Economic and Monetary Union; a Union 
where economies converge (Rome Declaration, EU leaders, 25 March 2017).

A complete Economic and Monetary Union is not an end in itself. It is a means to create a better and 
fairer life for all citizens, to prepare the Union for future global challenges and to enable each of its 
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members to prosper (The Five Presidents’ Report: Completing Europe’s Economic and Monetary Union 
Jean-Claude Juncker in close cooperation with Donald Tusk, Jeroen Dijsselbloem, Mario Draghi and 
Martin Schulz, 22 June 2015).

The single currency is one of Europe’s most significant and tangible achievements. It has helped our 
economies to integrate and has brought Europeans closer together. But it has always been much more 
than a monetary project. It was conceived as a promise of prosperity – and that is how it must remain, 
also for those that will become members of the euro area in the future. That promise of prosperity be-
came more important than ever as Europe was shaken by the financial and economic crisis. The painful 
legacy of those years has led Europeans wanting more of what the single currency offers: more stability, 
more protection, and more opportunities. Determined action in response to the crisis to improve the 
instruments and architecture of the euro area partially met these expectations. Today the EU economy is 
growing again and unemployment has fallen to its lowest level in eight years. But the euro area does not 
need only firefighters. It also needs builders and long-term architects (Reflection Paper on Deepening 
of the Economic and Monetary Union, 2017).

The above quotations reflect the strong commitment and will of the European Commission towards a 
stronger EMU, that is reforming the incomplete EMU. According to the Commission’s plan, In the first 
stage (‘deepening by doing’, 1 July 2015 - 30 June 2017), the EU institutions and euro area Member 
States would build on existing instruments and make the best possible use of the existing Treaties. In 
the second stage (at the latest by 2025, ‘completing EMU’), concrete measures of a more far-reaching 
nature would be agreed to complete EMU’s economic and institutional architecture. (The Five Presidents’ 
Report: Completing Europe’s Economic and Monetary Union, 2015: 3). From 2015 to date, progress has 
already been made to strengthen the EMU. The following table shows the level of significant progress 
in terms of economic union; banking and capital markets union; fiscal union, and democratic account-
ability and strong institutions.

In order to complete the EMU architecture, much has been done and significant progress has been 
made to date. However, they are yet to complete and the followings need to be realized till 2025:

• Economic Union: Formalize and make more binding the convergence process
• Fiscal Union: Set up a macroeconomic stabilization function for the euro area. Convergence 

towards similarly resilient national economic structures would be a condition to access this 
mechanism.

• Democratic Accountability, Legitimacy and Institutional Strengthening: Integrate the 
European Stability Mechanism (ESM) into the EU law framework. Set up a euro area treasury 
accountable at the European level.

The recent euro debt crisis has shown that the Economic and Monetary Union (EMU) is not sustainable 
without fiscal risk sharing. The underlying line of reasoning rests on several arguments, summarized in 
the following table. It is commonly argued that common fiscal policy is of particular importance to get 
rid of the adverse effects of the asymmetric shocks in a complete monetary union. This analysis does 
not only depend on optimum currency area theory but also analysis of the balance of payments crises, 
and the private debt crises (Matthes and Lara, 2017)
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Figure 2. Progress already made to strengthen the economic and monetary union (from 2015 to date)
Source: Commission Note ahead of the European Council and the Euro Summit of 28-29 June 2018, Deepening Europe’s 
Economic and Monetary Union.

Figure 3. Fiscal policy as a central stabilization mechanism
Source: Matthes and Lara, 2017
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CONCLUDING REMARKS: RISKS STILL REMAIN TO COMPLETE THE EMU

Euro has always been both political and economic project since the beginning.

• ‘Political will’ of the members for a deeper integration for the complete EMU will determine the 
outcome.

• Therefore, to overcome the fragile design of the Euro, further economic, political and institutional 
convergence necessary. However, the way will depend on political cohesion among member states.

• Euro crisis, Brexit, Syrian refugee crisis and increasing nationalist trends; deepened the differ-
ences between the member states. Therefore, it does not seem possible to complete the EMU 
with a uniform policy that fits all member states. In this context, reconciliation on the multi-speed 
Europe as a differentiated integration model would be important although there are certain risks 
associated with this move (see Öniş and Kutlay, 2012).

• The recent global economic crisis however deepened the divergences rather than enhancing the 
integration.

• Euro and Schengen -the best achievements of the EU- This time crisis hit the core of the EU due 
to Syrian refugee crisis, Euro crisis – Solidarity and attitude towards burden sharing should not 
be forgotten.

• The EMU is still fragile against asymmetric shocks, not fully shock-proof yet in the absence of 
common fiscal policy. There are still question marks over the implementation and the political will 
of new fiscal rules and measures. In principle, new fiscal and financial arrangements look promis-
ing. However, without agreeing on a ‘political union’, it will not be easy to convince sovereign 
member states on compulsory fiscal commitments till 2025.

• Social and economic divergences are still obstacles for further and deeper integration. Convergence 
towards similarly flexible national economic structures is the key condition to fulfil the task (i.e. 
fiscal union)

• As a result of the Six-Pack legislation and Fiscal Compact, the EU member states adopted or 
strengthened already existing national fiscal rules such as upper deficit and debt limits written into 
countries’ constitutions and secondary legislation. This can help in strengthening fiscal discipline 
on a national level without the need for further developing bureaucratic and intrusive surveillance 
procedures at the EU level.
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APPENDIX

Table 1. General government gross debt, 1999-2018 (in % of gdp)

Source: IMF Staff Estimates.
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ABSTRACT

The implementation of a monetary union in Europe, to take full advantage of the Single Market’s potential 
benefits, has not hitherto delivered the expected results. On the contrary, the euro area has been afflicted 
by many troubles, including anemic growth, unemployment, and inequality. Many blame the euro’s de-
fective design, and especially its incapacity to promote economic convergence and provide adjustment 
and stabilization mechanisms. Others blame fiscal indiscipline by some of its members. The latter view 
prevailed when shaping the austerity policies imposed on the countries more affected by the financial and 
sovereign debt crises, intensifying an economic recession with dramatic social consequences. As a result, 
citizens’ distrust in the European Union’s institutions grew, along with support for nationalistic political 
forces opposing the European integration project. This chapter assesses one of the main deficiencies of 
the euro’s governance model – lack of automatic stabilization – and discusses proposals to overcome it.
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INTRODUCTION

The creation of an economic and monetary union (EMU) in Europe was a notable achievement. Never 
before did such a large group of countries voluntarily surrender autonomy over domestic monetary and 
foreign exchange policies, while maintaining, de jure if not absolutely de facto, fiscal and political inde-
pendence. In fact, the introduction of the euro twenty years ago, after decades of advances and setbacks, 
and much debate over its most adequate institutional framework and probable advantages and costs, 
marked the beginning of a rare real life experiment – one where a group of diverse economies adopt 
a common currency without having created mechanisms to promote real convergence, and to provide 
stabilization in the aftermath of shocks.

So far, the experiment has not lived up to expectations. If the euro is assessed taking into account 
its broader historical context, the outcomes up to now are, in many facets, almost the exact opposite of 
what they should have been. For the single currency was not an end on itself, but a phase in a process 
initiated after the Second World War primarily to end a long time series of military confrontations in 
Europe. The project of economic integration initiated in 1957 was conceived as a pact for peace, a first 
step for the creation of a community of prosper and solidary citizens. The Treaty of Rome reflects these 
ambitions. In its preamble, the signatories proclaim their determination to attain economic and social 
progress, balanced trade and fair competition, to eliminate the barriers dividing Europe, to improve living 
and working conditions, to promote harmonious economic development by reducing existing regional 
differences and the backwardness of the less favored areas.

Thirty five years later, when agreement was reached over the conditions for adopting a common 
currency, the Treaty on European Union (EU) – often referred to as Maastricht Treaty – confirmed the 
compromise to promote “a harmonious and balanced development of economic activities, sustainable 
and non-inflationary growth respecting the environment, a high degree of convergence of economic per-
formance, a high level of employment and of social protection, the raising of the standard of living and 
quality of life, and economic and social cohesion and solidarity among Member States”(Title II, p. 11).

However, EMU’s design ended out somewhat misaligned with such objectives. The convergence 
criteria to allow membership comprised a set of nominal (rather than real) macroeconomic indicators, 
the union’s monetary policy was solely assigned to price stability, and no common risk sharing and sta-
bilization institutions were created. In the subsequent years, real convergence did not occur and financial 
markets’ euphoria triggered a credit boom that contributed to intensify current account disequilibria 
amongst member states. By the time the 2007 financial crisis hit, the consequences of EMU’s deficient 
architecture became painfully visible. The shock impacted the euro area differently and no stabilization 
device was available to help the more affected peripheral members. A sovereign debt crisis and economic 
recession ensued.

The first reactions to such dire state of affairs were also not in line with the treaties’ principles. The 
countries more in need of help were held responsible for problems they mostly did not create, and could 
not have avoided, and forced to endure the whole weight of the measures taken to resolve them. Financial 
funds were provided but at high interest rates and under the obligation of applying a pro cyclical auster-
ity program which comprised many ill-timed and counterproductive reforms. The conditions were so 
harsh and so at odds with promoting repayment that it has been questioned whether the intention was to 
help or to punish. The result was a prolonged recession, very high unemployment, especially amongst 
youngsters, and increased inequality between and within euro members. Instead of prosperity and cohe-
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sion, the euro had produced the opposite. As a result, the divide between countries grew up, confidence 
in EU’s institutions is fading and political extremism is on the rise.

Driven by these events that might ultimately endanger EMU’s survival, EU leaders and institutions 
have eventually introduced some reforms in the euro zone governance. However, more actions are re-
quired, since the slowness and complexity of the ongoing reforming process is not generating the desired 
immediate corrective effects or promoting the structural modification of existing imbalances. This is 
an essential issue because, in the absence of responses to the institutional failures in the functioning of 
the euro, the reaction of financial markets will be heavy and its effects may devastate the weakest links, 
as the recent crises have shown. Therefore, to delay the implementation of effective reforms is a risky 
strategy. In the meantime, the monetary union remains incomplete and fundamentally destabilizing. There 
are thus crucial questions that need to be addressed in the short-term, which are mainly related to the 
degree of sovereignty that states are willing to abdicate in order to accept greater risk-sharing in EMU 
and to support greater economic convergence. Some relevant steps forward have already been taken, or 
are being proposed. Amongst them, the measures more directly related to the stabilization function at 
the euro area level are assessed in this chapter.

Following these introductory remarks, the chapter is organized into five sections. The first describes 
one of the debates that took place before the adoption of the single currency, concerning the adequate 
preconditions for EMU membership and the potential consequences in case they were not met. The 
second assesses the critical events occurred in the euro’s first two decades, confirming the monetary 
union’s deficient design and the concretization of the most pessimistic anticipated scenarios. In the third 
section, the focus is on one of the most problematic institutional failures of the single currency - the 
absence of stabilization and adjustment mechanisms to replace those lost in the process of integration. 
The fourth section discusses ways to overcome such failures. The last section concludes, defending one 
of the options currently being considered to solve the many problems generated by the lack of an EMU 
wide stabilization function, on the basis of its economic rational and political feasibility.

BACKGROUND

The European ambition of taking full advantage of the benefits of the single market by advancing to a 
full monetary union with a shared single currency took a long time to materialize. The road to EMU was 
long and paved with uncertainty. For many years it was not possible to reach a consensus concerning 
the conditions for participation or the adequate institutions and rules for the single currency. Two main 
perspectives were in confront: one defending ex ante real convergence and the creation of adjustment 
and stabilization mechanisms capable of replacing the ones lost in the process of integration; another 
demanding nominal convergence, fiscal discipline and a monetary authority committed to price stability 
(Vieira and Vieira, 2019). The former anticipated that the integration of heterogeneous economies would 
produce specialization and thus a higher probability of asymmetric disturbances. The latter expected that 
nominal convergence would bring up real convergence, rendering stabilization mechanisms dispensable.

The Maastricht Treaty of 1992 embodied the second point of view, which chiefly coincided with 
German leaders’ judgment that low inflation, fiscal discipline and a credible no bail out stance would 
suffice in making the monetary union succeed. The single currency’s institutional framework was rooted 
on the belief that, as long as institutions ensure low inflation and fiscal discipline, markets provide overall 
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prosperity. It was somewhat acknowledged that the institutional framework underlying EMU was in-
complete, but it was expected that eventual deficiencies could be fixed as experience deemed necessary.

Critics of the chosen strategy anticipated the euro’s future problems. They pointed out that although it 
was expected that the process of integration by itself would render core and peripheral economies more 
similar, most trade theories suggest that integration reinforces diversity (see for instance Krugman, 1993). 
In a currency area, diversity of economic systems and specialization patterns is challenging because it 
increases the probability of asymmetric shocks, or of common ones having distinct impacts on some 
members. In such cases, without the possibility of using foreign exchange or monetary policies, individual 
countries need the freedom to manage fiscal policies according to domestic circumstances. However, 
the dominant German perspective defended that fiscal flexibility is harmful, especially in a context of 
monetary integration, as spillovers from fiscal indiscipline could negatively affect other countries and 
may force the European Central Bank (ECB) to inflate (Eichengreen and Wyplosz, 2017). Therefore, 
public budgets and debts were limited to arbitrary maximum values of 3% and 60% of domestic GDPs, 
respectively. Such limits were inherently destabilizing because they forced procyclical fiscal policies - 
the decrease of tax revenues in a recession would necessarily force cuts in public spending.

Another theoretical possibility for adjustment and stabilization under the highly restricted context of 
EMU would be through the financial markets. In case of a crisis, financial flows could help by flowing 
from the less affected areas (where relative abundance results in lower remuneration) into the more fragile 
ones (where scarcity allows higher returns). If financial adjustment does not occur, recovery would be 
prolonged and penalizing in terms of unemployment, deflation and recession. In such a scenario, EMU 
would produce the opposite of what was contemplated in the treaties.

EMU’S FIRST TWO DECADES

In order to better understand some of the euro’s shortcomings, the potential economic and social con-
sequences of its design, and discuss some possible solutions for the particular problem of the lack of a 
stabilization mechanism that addresses the heterogeneity of its member countries, it is crucial to review 
the two decades of the single currency, with a particular consideration to the effects of the financial and 
sovereign crises.

Before the Crises

There was always criticism of the criteria for EMU membership and the single currency’s institutional 
architecture although in the euro’s early years, domestic economic cycles did not lead to major setbacks. 
Nevertheless, as many had predicted, monetary integration failed in promoting the real convergence of 
central and peripheral economies. Income convergence stagnated at first and reversed following the 
financial crisis (Franks et al., 2018). In such circumstances, the euro was prone to be a dangerous hin-
drance to member states. Given the impossibility of adjusting foreign exchange rates and the limitations 
of domestic fiscal policies, a common interest rate has the potential to become disruptive. In fact, even 
if monetary policy is tuned to benefit the majority of EMU members, there will always be some for 
which it is inadequate and that therefore need assistance. This cannot however be granted because the 
institutional framework of the euro prevents risk-sharing and transfers amongst members. As a result, 
imbalances accumulated in the euro area.
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Financial markets did not help and even aggravated the limitations of the single currency. Mistakenly 
believing that the common currency had abolished not only foreign exchange risk but also sovereign 
credit risk, they fueled a credit boom that sustained the growth of current account disequilibria steadily 
building up from the inception of EMU amongst its members.

Following the crisis, various countries did not have the fiscal margin required to adopt countercycli-
cal policies to sustain economic activity and income while, simultaneously, respecting the limits of the 
Maastricht rules. As national banking systems increasingly required governmental bailing outs, indebted-
ness levels soared and financial markets prevented some countries from accessing funds to service their 
obligations. The financial crisis plus the euro’s flawed design had produced the sovereign debt crisis.

Outcomes and Reactions to the Crises

One of the euro’s key problems is that it was conceived to circulate within a homogeneous economic 
area where all member states run nearly equilibrated public budgets. It was hoped that such conditions 
would prompt overall economic growth, which in turn would expand employment and improve stan-
dards of living. In such conditions, one interest rate would be adequate for most members and those out 
of line with the dominant business cycle, or suffering from asymmetric disturbances, would be able to 
accommodate their specific needs within the Maastricht fiscal limits. As economic diversity prevailed 
instead and many EMU members were not able, without extraordinary measures, to contain their public 
deficits well below the imposed maximum threshold, many euro area members were not prepared to 
absorb the impacts of shocks. However, and in spite of the single currency’s foundational and structural 
problems, after the first crisis occurred, there were economic policy and political choices that could have 
contributed to reduce the social and economic costs. Yet, again, they were not sufficient.

At first, in line with the strategy adopted in many countries (including the US, the country originat-
ing the financial crisis), the EU launched a recovery plan to stimulate demand, investment and reforms. 
As a consequence, substantial fiscal stimulus packages were implemented, prompting record increases 
in public expenditures and raising anxieties amongst defenders of fiscal restraint. Consequently, against 
many economists’ advice and forgetting the relatively fresh experience of Japan’s 1997 premature fiscal 
tightening and ensuing new prolonged recession, the fiscal stimulus to drive recovery was short-lived 
in the EU. By June 2009, Germany was announcing its return to fiscal discipline and pressing the other 
members to follow suit. Various countries did not agree initially, either anticipating that it was too soon 
or following electoral timetable convenience.

However, faced with the additional pressure of financial markets (which, disregarding the fact that 
most of the fiscal stimulus in the EU had been employed to rescue domestic banks, accused governments 
of overspending and increased the cost of sovereign credit) the EU followed Germany. The expansionary 
fiscal stance gave way to the reinforcement of fiscal discipline and austerity. For some members of the 
euro area such strategy overturn was voluntary. Others were forced into it, in some cases even against 
the will of the elected governments, a disregard for the principles of self-government and democracy 
and a fertile ground for political extremists and EU ‘leavers’.

The leaders of the EU’s central economies did not recognize that the main problems affecting mostly 
the peripheral euro members were a consequence of the way the single currency had been projected 
and implemented. Having failed in promoting real convergence, the euro governance model forced a 
diverse set of economies to co-exist under one single monetary policy (which could only be adequate 
for some), a set of fiscal rules that enhance the effects of booms and busts, no central budget to provide 
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stabilization, and no banking union or single financial market to provide private risk sharing and reduce 
the relevance of unbalanced trade relations within the euro area.

Faced by the high probability of sovereign defaults, and anticipating that such extreme scenarios 
would also hurt investors in their own countries, the dominant economies decided to assist the countries 
in crisis. But they did not accept the euro needed fundamental reforming and pointed out the faults that, 
according to them, had been committed by the more affected countries: their governments and citizens 
had been living in profligacy and the necessary measures to boost competitiveness had not been imple-
mented. Therefore, and again in their view, the peripheral countries needed punishing, and punished 
they were. Money was lent to those lacking access to financial markets but at very high interest rates 
and under the obligation of applying harsh reforms and austerity. The latter aggravated the already dire 
economic and social conditions and the reforms, announced as a way to promote competitiveness, were 
misdirected and ill-timed, and consequently counterproductive. The programs did nothing to stimulate 
adjustment after the crises and contributed to worsen their social and economic impacts.

It took years and a large number of victims to admit that the crises had highlighted shortcomings of 
the Maastricht model. And even when this started to occur, official reactions were very slow and inef-
fectual remaining focused on reforming individual countries rather than the single currency’s model 
and on reinforcing strategies that had been proven incapable of avoiding fiscal and other imbalances 
across the euro area.

The 1997 Stability and Growth Pact, established to enforce the fiscal rules of the Maastricht Treaty 
and to promote fiscal discipline and fiscal coordination in the euro zone, was reformed in 2011 by the 
so-called Six Pack, which included more fiscal rules and conditions to penalize non-compliant coun-
tries, as well as the Macroeconomic Imbalance Procedure, to monitor and prevent events capable of 
disturbing macroeconomic stability. Subsequently, in 2012, the Fiscal Compact contained in the Treaty 
on Stability, Coordination and Governance imposed the rule of balanced budgets into domestic legal 
orders. In 2013, the Two Pack forced the members of the euro zone to submit the drafts of their budgets 
for the following year in order to have them evaluated by the European Commission before approval by 
the respective parliaments.

Therefore, until 2013, these operational reactions of the European authorities suggested that the 
foremost reasons for the single currency problems rested chiefly on the leniency of the fiscal discipline 
procedures. The answers to the crises consisted mostly in reinforcing rules and procedures that had 
previously failed, prompting Eichengreen and Wyplosz (2017, p. 63) to recall “Einstein’s definition of 
insanity: doing the same thing over and over again and expecting different results”. Additionally, the 
new procedures made the euro governance model more complex, less transparent and less democratic 
and did not contribute to reverse the economic recession and rising unemployment, and thus the social 
unrest. The distrust of citizens towards EU institutions grew and substantial support for nationalist and 
populist movements that had for long been absent from most countries’ political scenes emerged, putting 
at risk the whole European integration project (Armingeon and Guthmann, 2014).

Eventually, the seriousness of the economic and social consequences endured by some members of 
the single currency forced the EU leaders to admit that substantial change was required to give rise to 
a ‘genuine economic and monetary union’ (European Council, 2012). Various institutional and inter-
institutional initiatives were proposed (a review is provided in D’Alfonso and Stuchlik, 2016) and the 
agenda appears to be currently framed within the documents produced by the report on “Completing 
Europe’s Economic and Monetary Union” (also known as The Five Presidents’ Report, which is based 
on previous documents, namely the June 2012 Van Rompuy’s report and the December 2012 Report of 
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the Four Presidents). The objective of this document was the definition of a concrete plan, containing 
specific stages to deepen and to increase fairness in EMU and to make its members more prosperous.

The four building blocks of such process for EMU completion are: the economic union (to promote 
convergence, prosperity and social cohesion), the financial union (including the banking union and the 
capital markets union), the fiscal union (for sound and integrated fiscal policies), and improvement of 
democratic accountability and legitimacy, and institutional consolidation. In what follows, the focus of 
analysis is on the financial and fiscal unions, which are both relevant in the context of the main fragil-
ity of the single currency discussed in this chapter – the lack of automatic adjustment and stabilization 
mechanisms.

Reflections on the Future of EMU

In the short life of the single currency, its member countries have experienced shocks with differentiated 
impacts that jeopardized their social and economic stability, exposed the fragility of EMU’s governance 
model and the urgency of its transformation. A broader agreement has been reached over the fact that 
monetary integration is still incomplete and that its completion must take place within a context of price 
stability and fiscal discipline, but also of social well-being and inclusive and balanced growth.

While the crises’ divergent effects were also due to imbalances accumulated from the first years of 
the single currency, it is also clear that the weakness of EMU’s reaction to external shocks has worsened 
their consequences, provoked deflation and prolonged the recession. Unemployment reached unimagi-
nable levels, wages had to be adjusted downwards to restore competitiveness and the purchasing power 
and living conditions of millions of people deteriorated, generating distrust and disillusionment within 
the euro zone.

Structural reforms to make economies more resilient to shocks are crucial but it is also essential 
to trigger a process of real economic convergence capable of restoring confidence in the European 
institutions. Higher income and better living standards are needed, as the ultimate goals of the whole 
integration project. Hence the first pillar in the defined process to complete EMU and to make it more 
deep and just is the economic union, aimed at promoting convergence, prosperity and social cohesion. 
Without these, it makes no sense to discuss the other aspects related to the smooth functioning of the 
single currency because the whole project of European integration will be destroyed by the extremist 
political forces that oppose it.

The other three unions – banking, capital markets and fiscal – are essential to provide an element 
to support a successful monetary union: risk sharing. Even though some view it as a moral hazard in-
ducer, and thus oppose it in principle, both economic theory and historical evidence indicate that risk 
sharing does not promote moral hazard as long as credible and clear rules are enforced at the regional 
level (Bordo, et al. 2011).

The Banking Union, consisting of single supervisory and resolution mechanisms plus common de-
posit insurance is a way of solving problems resulting from the “deadly embrace” between banks and 
sovereigns. The banking Union would allow the inclusion of the private sector in the risk sharing process 
and prevent taxpayers from ultimately shouldering the full costs of saving banks. In the recent past, and 
also in the present, taxpayers have not only paid for the banking sector rescue with their money but also 
by enduring the related consequences of public spending cuts in education, health care, security and 
basic infrastructures.
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The capital markets union will also provide a degree of private sector risk sharing and, at least 
theoretically, an alternative to absorb shocks. In fact, the free flow of capital, within the context of an 
integrated financial market, should be capable of sustaining domestic consumption and domestic invest-
ment throughout a crisis. This would occur via the capital market channel (geographical diversification 
reduces the volatility of financial portfolios’ returns and their correlation with GDP) and the credit market 
channel (through cross-border lending and borrowing).

But reality has shown time and again that capital markets can be more a source of disruption then of 
stabilization. Also, if structural imbalances persist, these capital flows will continually be unidirectional, 
resulting in the accumulation of large external deficits. Therefore, even though the future capital markets 
union may function well in terms of providing a degree of short-term stabilization, it will never be able 
to ensure the reliable, complete and automatic mechanism that EMU needs to be sustainable.

A substantial degree of public risk sharing will also be required and thus the relevance of the fiscal 
union. According to the strategy already agreed (European Commission, 2017a), the fiscal union will 
have to provide adjustment and stabilization but its implementation will not take place before a high 
degree of convergence has been achieved, the level of financial integration has increased, and further 
transference of autonomy over decision making concerning domestic budgets to the euro area level has 
occurred. In the meantime, and in the short run, the focus continues to be on fiscal discipline within the 
context of the established rules. A function that many consider to be of uttermost importance for the 
survival of the monetary union is thus postponed for an uncertain future date.

A EURO AREA STABILIZATION AND REDISTRIBUTIVE FUNCTION

Although no decisions have been taken concerning the type or timing for implementation, various pro-
posals for EMU’s common fiscal capacity have emerged. The different approaches are compiled and 
reviewed by D’Alfonso and Stuchlik (2016). They comprise insurance mechanisms, to absorb cyclical 
disturbances or crisis generated unemployment, a fund to sustain investment during economic lows, and 
a euro area central budget. These mechanisms differ in terms of stabilization scope, payment trigger 
(automatic or discretionary) and funding sources.

The creation of an autonomous budget for the euro zone was mentioned in a European Commission 
discussion paper on the future of the EU (European Commission, 2017b), which explicitly addresses 
the possibility of creating a specific budget to support EMU countries. More recently, following a 
Franco-German summit held in June 2018, the two countries, which have a decisive influence on EU’s 
strategic orientations, have produced the Meseberg Declaration, proposing, inter alia, the creation of a 
fund to support investment projects aimed at promoting convergence within the euro zone economies 
(Keller, 2018).

This is an eminently political matter, very sensitive to domestic public opinions. In fact, the existence 
of a budget for the euro zone, in recognition of the fact that this subset of EU countries has specific needs, 
distinct from those of other non-EMU members, would translate into a situation requiring the design 
of different budgets within the EU. Such issue is at the heart of the intense debate between holders of 
different views concerning the future of the EU and of the euro zone, especially in what concerns the 
question of which of these geometries will in the future be the engine for further economic and political 
integration in Europe.
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The Traditional Role of Public Finances in the European Context

In Musgrave’s original approach to the role of public finances and of public budgets, the author argues 
that the latter are crucial instruments of economic management and their size and structure reflect the 
political, social and economic objectives of the state or the integration group concerned. In reality, the 
budget is a key element because it influences an economy in a number of ways, in practice indivisible, 
but which, for analysis purposes, can be divided into three public policy objectives related to the alloca-
tion of resources, the redistribution of incomes and economic stabilization (Musgrave, 1939).

The allocation function is related to the provision or incentive to supply public goods and services (i.e. 
those not effectively supplied by the market, either due to their specific characteristics or to imperfec-
tions in market functioning). The redistribution function deals with the use of fiscal policies to modify 
the distribution of income provided by market mechanisms. Finally, the stabilization function involves 
the use of fiscal policies to achieve the macroeconomic objective of stability, that is, to minimize devia-
tions between real and potential GDP and allow more smooth business cycles. The question then arises 
as to whether, in the case of international groups of countries undergoing economic and/or political 
integration, these functions should be left to the individual states that carried them out before formal 
integration, or whether, for reasons of greater effectiveness, they should be allocated in full or in part to 
central (supranational) institutions, together with any additional functions, including regulatory ones.

The principles pointed out in the literature for the efficient allocation of responsibilities between 
different levels of authority rest basically on the following three criteria: the existence of cross-border 
spillovers, economies of scale, and the degree of homogeneity of political preferences (Oates, 1972). 
The general orientation of these criteria can be described as follows: cross-border spillovers are relevant 
where policies decided in one country have effects that also impact agents located in other countries and 
that should therefore be taken into account. Such spillovers are an essential decision factor for assigning 
policy or activities’ responsibility to a higher-level of authority in order to internalize the inherent costs 
and benefits of the policy in question. Moreover, if clear economies of scale are generated when the 
function is exercised centrally, it is advisable to refer the function to this governance level. However, 
such allocations should only be finally granted when the gains clearly outweigh the costs caused by 
market failures and the centralization of functions does not lead to an increase in administrative costs or 
a lower quality of the public policies and goods provided.

Choosing the Level of Public Policies’ Intervention

The political dimension that is always present in any process of assigning functions to a given level of 
government should not be devalued. In fact, the existence of a high degree of political homogeneity, as 
measured by the similarity of preferences over the provision of public goods, calls for the assignment 
of specific functions to the wider territorial jurisdiction. Instead, the diversity of preferences acts in the 
opposite direction and advocates that welfare will be maximized when deciding on decentralization in 
the provision of public goods.

The theory of fiscal federalism (Oates, 1972 and 1999) is a key framework for the application of 
these criteria to the functions and objectives of fiscal policy. Its principles, according to Robson (1999), 
can be summarized as follows: the function of allocating resources should be shared between the up-
per and lower levels of government, according to the characteristics of the public goods or services to 
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be provided, taking into account the homogeneity or diversity of preferences; the redistribution and 
stabilization functions must, on the other hand, be exercised at a higher level, i.e. at the central level.

Although the decisions concerning the structure and the size of the budget are clearly political in 
nature, the pursuits of efficiency and rationality are also crucial in any process of economic integration. 
It is therefore necessary to assess the efficiency considerations that apply to the allocation of jurisdiction 
over tax policies in a given community of states. The economic literature produced during the last decades 
has evolved in order to base the optimal allocation of public functions in a structure with multiple levels 
of government (see, for instance, Charbit, 2011). Since the exercise of those functions and their policies 
involve expenditures and resources, this analysis has been largely applied to fiscal integration processes. 
More recently, the efficiency aspects have also been applied to the assignment of regulatory functions at 
a central level, although these have generally no significant budgetary implications (Berger et al., 2018).

The analysis of policy integration, focusing on different budgetary functions, should thus include 
not only efficiency considerations, but also a set of other dimensions that are relevant to policy decision 
making, especially those that have been advanced by the theory of public choice (Wiener et al., 2018). 
Finally, the proper allocation of responsibilities between the levels of national and supranational author-
ity in a given community should be the reflection of a cost/benefit analysis (Daniele and Geys, 2015).

DISCUSSION AND FUTURE RESEARCH DIRECTIONS

Besides the discussion over the ideal level of government to accomplish the musgravian functions, it is 
also important to investigate whether there should be different budgets for the EU and for the EMU. In 
its assessment of the possibility of creating a specific budget for the euro area, Wolf (2017) defends that 
only the economic stabilization function has significantly different characteristics in the EU and in the 
euro zone. The author argues that the (re)distribution function refers to the distribution of fiscal resources 
amongst agents, thus being a political choice based on collective preferences, where each country opts 
for the level of redistribution appropriate to such function. In this logic, it will not be easy to shift this 
function from the member states to the central level, given the different views that prevail over the role 
of the nation-states, which have crystallized over time. This view that ‘collective preferences’ should 
only matter at the national level, and that solidarity schemes should not be developed at a European 
level, may appease some more EU-distrustful fringes of the political spectrum, but is an obstacle to 
one of the drives behind the Treaty of Rome, to “strengthen the unity of their economies and to ensure 
their harmonious development by reducing the differences existing between the various regions and the 
backwardness of the less favoured regions”. As Wolf (2017) admits, to better fulfill this function, the 
supranational (European) level can supplement national tax systems.

Besides, in the EU, the redistribution function has been oriented in recent decades to consolidate 
the functioning of the single market, since the removal of barriers to economic flows is not neutral in 
terms of income distribution across the integrated area. The Single European Market created conditions 
for the free flow of labor, capital, services and products, and the removal of pre-existing obstacles to 
mobility has generated tensions between countries with different GDP per capita levels. In this context, 
the redistributive function in the EU has focused on supporting the reduction of economic asymmetries 
between and within countries and is therefore clearly linked to the EU’s operation (Aussilloux et.al 2017).

Has the introduction of the euro brought social implications in addition to those of the Single Euro-
pean Market, thus justifying a specific budget for the euro zone? The European Commission has defined 
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the features to be included in the social dimension of EMU (European Commission, 2017b), but has not 
added much to the rationale of its choice, and we therefore believe that it is useful to go into this issue in 
some detail. In fact, by removing currency uncertainty within the euro zone, the adoption of the single 
currency has accentuated and deepened the integration of national markets. Therefore, if we admit that 
the single market requires a redistributive function, then it will be coherent to concede that such func-
tion should be strengthened in countries that share the euro. However, contrary to initial expectations, 
there is no evidence that, at the level of the euro area, integration of factors, goods and services markets 
has become higher than vis-à-vis the rest of the EU, or that the euro has strengthened the trade flows 
between the members of the monetary union (Mika and Zymek, 2018). Even before the financial crisis, 
trade-related effects appeared to be modest (Tenreyro, 2010) and evidence of the euro promoting migra-
tion and labor mobility was also not abundant (Farhi and Werning, 2014).

We also believe that the distributive function is not disconnected from the exercise of the stabilization 
function in integrated economies. In fact, the members of EMU have their fiscal capacity restrained by 
the quantitative limits imposed on the shares of public deficits and debts on domestic GDPs, but also 
by the loss of the possibility of issuing debt in their own currency. The latter makes them more prone 
to liquidity crises and puts them at the mercy of financial markets, which have the power to force their 
default. Without the support of the ECB, the liquidity provider and the lender of last resort, members 
of the euro area cannot guarantee conditions for full debt repayment, as was the case before, when they 
had the sovereignty over monetary policy and a domestic central bank (De Grauwe, 2011).

The redistributive question to compensate for the uneven effects of the creation of the euro persists, 
since its members still display diverse and often divergent economic performances, expressively high-
lighted by the recent crises (De Grauwe, 2016). In fact, adjustment mechanisms to asymmetric shocks 
are distinct when countries do not control their currency, but in the case of the sovereign debt crisis the 
means of correcting these imbalances have been ineffective, or nonexistent. Without the instrument of 
foreign exchange rate depreciation, real adjustment is slow and the high current account imbalances 
display no visible reversing trend (Kang and Shambaugh, 2016). In such conditions, being able to use 
the compensatory redistributive function of the budget can make all the difference.

Redistribution can then be assumed as a way of compensating for imbalances of a more or less 
lasting nature. However, there are political and economic reasons why centralizing this function may 
not be adequate. At the political level, the possibility of permanent transfers within the EMU may be 
considered unsustainable by the net contributor countries. Furthermore, permanent transfers can lead to 
the crystallization of the imbalances they were intended to compensate for. According to Wolf (2017), 
correcting imbalances should be a priority exercised through more proactive policies and reforms. Thus, 
support for the implementation of structural reform programs, to facilitate market adjustments or even 
to strengthen infrastructure endowments, may be relevant.

CONCLUSION

In the twenty years since the adoption of the single currency, social and economic inequality has grown 
within and amongst its members, economic growth rates have declined and the euro’s model of institu-
tional governance has increased in complexity and opacity. Quick and effective reforms are required and 
a ‘road map’ has been proposed by EU’s main institutions with the objective of deepening economic and 
monetary integration. Short term plans for completion of the banking union are already being executed 
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but the implementation of a common stabilization function has been relegated as a possible later step. 
In the meantime, the main focus continues to be on strengthening fiscal countenance rules and promot-
ing the structural reforms that many view as the single way to achieve real convergence and to stimulate 
competitiveness, and thus as a pre-condition for further integration.

In this context, it is worth noting that after the adjustment programs imposed on some euro area 
countries have been completed and assessed (Pisani-Ferry et al., 2013), results indicate that the measures 
to promote competitiveness by lowering production costs, and mainly wages, have been successful in a 
few cases. Some countries have undertaken labor market reforms to give them flexibility and to promote 
the liberalization of specific sectors (Auf dem Brinke and Enderlei, 2017). However, the countries more 
affected by the crises have not as a result attenuated the social impact of the liberalization process. Nor 
have they improved their long term productivity levels, which would have only been possible through the 
implementation of active employment policies or the renewal of domestic education and training systems.

According to Rubio (2013), two reasons justify this divergence: first, although reforms are crucial for 
the sustainability of economic and social adjustment, they are not adequately valued by financial markets, 
whose perception of risk is often short-term focused; secondly, legislative reforms on the liberalization 
of the economy are not very demanding in terms of financial resources, contrary to what happens with 
the labor market or social policy empowerment, which require significant resources and strong coordi-
nation of different entities. Thus, scarce resources and poor coordination are decisive for the absence of 
effective structural reforms, especially in labor markets, justifying specific funding for this dimension.

Therefore, while adjustment programs have solved short-term financial issues, they do not appear 
to constitute the ideal solution for the greatest problem faced by the more affected countries. Indeed, 
more than an incentive system to facilitate structural reforms, the euro area would benefit from a tem-
porary financial assistance mechanism to promote more socially demanding adjustments, as advocated 
by Delors (2013). Such an intervention would be justified because the structural shortcomings of EMU 
contributed to create financial instability and economic degradation in some of its members. If there had 
been means available to act on divergences of competitiveness, dramatic situations demanding severe 
processes of internal devaluation would never have occurred (Caetano and Rico, 2018). The reflections 
of academics and of EU policy makers since 2012 suggest that there is now a consensual view that an 
adequate response to the social effects of the crises is the consolidation of the European Single Market 
- in particular in what concerns the free movement of workers and the strengthening of human capital 
capacity to respond to the new labor markets’ challenges. Auf dem Brinke and Enderlein (2017) even 
consider that to make EMU viable, there must be a strengthening of investment capacity, in line with 
broad structural reforms that promote employment, competitiveness and economic growth.

In what concerns adjustment and stabilization, there is currently more institutional support for the 
economic arguments suggesting that EMU must quickly provide alternatives to what it has taken away 
and thus that a fully functional central stabilization scheme is required to stop the repetition of crises 
induced deflationary and impoverishing vicious cycles. Notwithstanding, the much needed euro budget 
appears to still be too politically unpalatable to become a short-term reality. In the meantime, and tak-
ing into account the various proposals already put forward by academics and politicians, it could be 
efficiently replaced by two funds, distinct in nature, but aimed at providing effective adjustment and 
stabilization in the aftermath of shocks. One would provide short-term unemployment insurance in non-
conditional terms. It could be funded by euro area countries according to their position in the business 
cycle and would automatically trigger transfers for countries displaying increases in unemployment rates 
above a defined threshold. The other, funded by already existing (i.e. the European Investment Bank) 
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or specifically created organisms, and/or commonly issued debt, would finance strategic infrastructural 
investments. Payments would be discretionary and subject to pre-defined conditionality but they would 
support domestic economic activity following general or geographically specific crises. The two funds 
avoid permanent transfers between euro area members and may for this reason be more easily accepted 
than the more controversial euro budget.

Some believe that the creation of a European unemployment protection system should be anchored 
in a common budget. For instance, Dullien and Fichtner (2013) argue that such a system would have 
advantages over other types of financial transfers, as it would depend on the trend dynamics of short-
term unemployment, triggering automatic transfers dependent on the specific business cycle situation 
of each domestic economy, and preventing any country from becoming a permanent net beneficiary or 
contributor. But a specific fund with the same objectives would be comparable in terms of stabiliza-
tion capacity. Provided that it would also respond immediately to avoid the social impacts of economic 
shocks, it could ensure a minimum level of social protection.

With few examples to put forward as illustrations of the euro’s success, mounting social unrest and 
increasing support for radical, anti EU, political forces, EMU leaders have to realize that the time allowed 
for procrastinating is rapidly vanishing. Acknowledgement that the euro governance model is more in 
need of restructuring than the most problematic single currency members is of essence. Implementation 
of common stabilization devices should not be dependent on the achievement of convergence because 
the absence of a common stabilizer is one of the inducers of economic divergence.

Some of EMU’s needed reforms will both promote convergence, and help smooth economic activity 
and maintain citizens’ wellbeing when crises occur. As the experience of other currency areas suggest, 
a common budget would be an efficient way of achieving such benefits. Yet, if some sensibilities remain 
incapable of accepting it, the two funds to insure short term unemployment and to promote investment 
would fulfill the same common stabilization function. When the survival of the whole project of European 
integration may be at stake, the substance of the required stabilization mechanism is more important than 
its designation. After all, as William Shakespeare put it, “a rose by any other name would smell as sweet”.
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ABSTRACT

On June 23, 2016, a referendum took place in the UK with 51.89% of voters voting in favor of the 
UK’s exit from the EU. On March 29, 2017, British Prime Minister Theresa May formally notified the 
European Council of the intention of the UK to leave the EU in accordance with Article 50 of the EU 
Treaty. With this declaration of withdrawal, a period of two years contractually stipulated under Article 
50 of the EU Treaty for the UK and the other EU-27 states has begun to negotiate an agreement on the 
details of withdrawal. But it was clear the negotiation process would be difficult because it is expected 
the UK leaving the EU will have negative effects on both. The postponement of the period of Brexit, 
which should have been officially realized on March 29, 2019, indicates that both parties want to avoid 
the unintentional Brexit. This chapter details the Brexit process. The possible effects of Brexit on both 
sides are investigated and different expectations of the parties from the Brexit process are explained.

INTRODUCTION

On 23 June 2016, a referendum took place in the United Kingdom, with 51.89% of voters (37.44% of 
electoral register) voting in favor of the United Kingdom’s exit from the European Union (Britain + 
Exit = Brexit). On 29 March 2017, British Prime Minister Theresa May formally notified the European 
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Council of the intention of the United Kingdom to leave the European Union in accordance with Article 
50 of the EU Treaty. With this declaration of withdrawal, a period of two years contractually stipulated 
under Article 50 (3) of the EU Treaty for the United Kingdom and the other EU-27 states has begun to 
negotiate an agreement on the details of withdrawal. But it was clear from the beginning of the negotia-
tions that the negotiation process would be difficult. Because it is expected that leaving of the UK from 
the EU will have negative effects both for the EU and the UK. Due to the EU-Treaty, the postponement 
of the period of Brexit, which should have been officially realized on March 29, 2019, indicates that 
both parties avoid the unintentional Brexit due to feared scenarios. At the same time, the explanations 
for the search for return from Brexit have been increasing from both sides. This study aims to explain the 
Brexit process in detail. In addition to this, the possible effects of Brexit on both sides are investigated 
and different expectations of the parties from the Brexit process are explained.

WHAT IS BREXIT?

A referendum on Brexit was made on 23 June 2016. 51.9 per cent of those attending the referendum 
voted in favor of Brexit (about 17.4 million votes were used for the exit of the EU from the EU). 48.1 
percent of voters voted in favor of keeping the UK in the European Union (16.1 million votes).

There were large differences in voting behavior among the regions of the country. England and 
Wales voted in favor of Brexit, and the Scots and Northern Ireland voted to remain mainly in the EU. In 
England, 46.6 percent of voters voted in favor of the EU and 53.4 percent voted in favor of Brexit (voter 
turnout 73 percent). In Wales, only 47.5 percent voted in favor of the EU, and 52.5 percent voted for 
Brexit (voter turnout 72 percent). In Scotland, 62 percent voted in favor of the EU, 38 percent voted for 
Brexit (voter turnout 67 percent). In Northern Ireland, 55.8 percent of the EU preferred to stay, while 
44 percent chose Brexit (63 percent) (Großbritannien, 2016).

WHY DID A PART OF THE BRITISH WANT TO STAY IN THE EU?

The advocates of Britain’s EU membership argue above all about the economic benefits that Britain 
derives from EU membership. However, they also cite security policy and foreign policy arguments 
(Brexit - Großbritannien verlässt die EU, n.d.).

Economy: EU advocates say that, while Britain is one of the EU’s net payers, it does get back much 
of the invested money - by facilitating trade with other EU member states. In the UK, this would mean 
lower prices as well as higher investments and the creation of additional jobs.

EU advocates believe that three million jobs in the UK are linked to EU trade. Every day, investors 
from EU countries invest 66 million pounds sterling (just under 84 million euros) in the UK. The import 
of cheap goods from the EU would ensure that every Briton could save 350 pounds (445 euros) per year.

Immigration: EU advocates argue that the number of EU immigrants would not automatically 
decline. As an example, they cite Norway and Switzerland, which are not EU members, but still have a 
significant number of EU immigrants. (Explanation: Norway is part of the European Economic Area, 
which governs the free movement of persons, and similar treaties exist between the EU and Switzerland.)

World-Political Validity: the EU supporters say that the UK, in conjunction with the other EU states, 
can better express its positions than outside the EU.
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Labor Market: EU advocates point out that many EU regulations protect workers’ rights. For ex-
ample, EU law guarantees paid maternity leave and the rights of women at work.

WHY BRITAIN VOTED TO LEAVE THE EUROPEAN UNION?

Here are the reasons why some Britons want to get out of the EU (Schmidt, 2016).

1. British History

Many Britons seem to have an instinctive aversion to political influence from mainland Europe. This is 
deeply rooted in British history.

2. The Resulting Lack of Will to Political Union

Thus, Britain’s accession to the European Economic Community took place in 1973, mainly for economic 
reasons. To date, the British public considers the European Union essentially an economic project.

3. The Resulting Lack of European Identity of Many Britons

Both British history and the communicative behavior of many top British politicians over decades have 
led to a fundamental lack of European identity for many Britons.

4. The Decades-Long Denigration of the European 
Institutions, Their Representatives and Their Staff

British history, British leaders’ communication behavior and the resulting basic lack of identification 
with a united Europe have led to an incredible lack of British respect for the European institutions, their 
representatives and their staff.

5. The Mistakes and Omissions of the British Governments

In addition to the failure of much of Britain’s political class, specific mistakes and omissions by a num-
ber of British governments are also responsible for the referendum outcome. For example, the British 
government under Tony Blair introduced no transitional periods for the free movement of workers in 
2004 when the European Union opened ten new member states, although many other member states, 
including Germany and France, did.

6. The Perfidious Demagogy of the Leave Campaign

The Leave campaign has mercilessly exploited people’s fear of alienation, alleged loss of control over 
their own destinies, a worldwide loss of confidence in social elites, and the “Eurosceptic” stance of the 
British people.
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7. The Strategic Mistakes of the IN Campaign

The official IN campaign, on the other hand, has focused primarily on showing the British the economic 
disadvantages of leaving the country (and especially David Cameron). They were fundamentally lacking 
in Britain’s positive, sustainable vision within the European Union.

8. The Failings of the European Union and Its Citizens

Political leaders, the media and civil society in the European Union have also contributed to the British 
result.

HOW CAN A COUNTRY LEAVE THE EU?

Since the Lisbon Treaty of 2009, countries can leave the European Union. The exit process is governed 
by Article 50 of the Treaty of Lisbon. The withdrawal clause of Article 50 grants two years for the di-
vorce talks. It provides the following steps:

• Britain must tell the European Council that it wants to leave the Union.
• The European Council lays down guidelines for negotiating a withdrawal agreement. This is done 

excluding the UK.
• The EU Commission then negotiates the details of the withdrawal agreement. It also sets out how 

the EU and Britain will stand after each other’s final exit.
• The exit agreement must be approved by the European Parliament and a qualified majority of EU 

countries (excluding the UK).
• From the day on which the withdrawal agreement comes into force, the EU treaties are no longer 

for Great Britain.
• If the EU member states and Great Britain cannot agree on a withdrawal agreement, the EU 

Treaties automatically cease to be applicable no later than two years after the submission of the 
withdrawal request.

However, since the founding of the European Union in 1993 with the Maastricht Treaty, no Member 
State has left the European Union apart from Great Britain.

Greenland left the European Community (EC) in 1985, the predecessor of the European Union. 
The sparsely populated island had become a member of the EC in 1973 as part of Denmark. In 1979, 
Denmark dismissed the Greenlanders into self-government. In 1982, the islanders then voted against the 
EC membership - despite high subsidies from Brussels. The reason given was, above all, autonomy for 
fishing, the most important business sector of the Greenlanders (Pure Dummheit, n.d.).

Greenland became an EU member in 1973 when Denmark was included in the Union, whose name 
was then the European Communities. However, after the autonomy that came in 1979, the people of the 
island did not want to be subject to the restrictions of the European Economic Community, particularly 
fisheries and declared their will to change their relations with Europe as a result of the referendum on 
23 February 1983. As a matter of fact, as of February 1, 1985, Greenland has been withdrawn from the 
European Communities and has become one of the Union member Denmark, and thus the Union, as an 
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overseas territory under the Treaty signed (The overseas land and country status is detailed in the fourth 
section of the Treaty of Rome, signed in 1957, which regulates the relations between the Community 
and the territories where the Member States have special relations. These lands are not members of the 
European Economic Community, so Union law does not apply here). In short, it is legally dependent on 
North America, but legally it has the status of overseas territory of a European Union member country. 
He is also a party to the Schengen Treaty because he is bound by Denmark, although he has left the EU1 
(Akçadağ Alagöz, 2009).

BREXIT: A FLASHBACK

June 8, 2017

Early Elections - Conservatives Lost the Majority in the House of Commons

On June 8, 2017, “House of Commons” elections were held in the UK. The election took place despite 
terrorist attacks on London Bridge and Borough Market on June 3, 2017. Therefore, election campaigns 
were interrupted for a short period of time (Harper, 2017).

The Conservatives lost the absolute majority, even though they received the most votes. Prime Min-
ister Theresa May did not receive support for a bargaining position strengthened with the rest of the EU, 
with the loss of the majority (Frankfurter Allgemeine, 2017, June. 6).

Table 1. Results of the House of Commons on 8 June 2017

Parties Election Results (%) Number of MPs (Total: 650)

Conservative Party 42.45 318

Labor Party 39.99 262

Scottish National Party 3.04 35

Liberal Democrats 7.37 12

Democratic Union Party 0.91 10

Sinn Fein 0.74 7

Plaid Cymru 0.51 4

Green Party 1.63 1

Independents 0.45 1

Ulster Unity Party 0.26 -

Social Democrat and Labor Party 0.3 -

United Kingdom Independence Party 1.84 -

Others 0.52 -

Source: UK election 2017: full results, theguardian, https://www.theguardian.com/politics/ng-interactive/2017/jun/08/live-uk-election-
results-in-full-2017 (23.01.2019).
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June 19, 2017

Brexit Negotiations Start in Brussels

Almost a year after the UK voted to leave the EU, negotiations began in Brussels under Article 50 of 
the Lisbon Treaty. In a joint statement from the EU and the UK, Michel Barnier, Chief Negotiator of 
the European Commission, and David Davis, the UK’s Minister of Brexit, announced on Monday (June 
19th) that they have decided to start negotiations on Article 50 (Brexit Bites, 2017).

Michel Barnier, Chief Negotiator for the EU, and Brexit Minister of the UK, David Davis, stated 
that they intend to negotiate a friendly separation before the departure of BK in March 2019. Extremely 
difficult negotiations are expected, and Brussels and London await a tough negotiating marathon. Prime 
Minister Theresa May’s government weakened after the general election on June 8, 2017, making it 
difficult for the EU to become a negotiating partner of the EU. First, it was necessary to talk about the 
process and organization of the negotiations. Then three topics should be discussed:

• Civil rights of approximately one million British citizens in the UK and approximately one million 
British citizens in the remaining 27 EU countries after the UK’s departure from the EU;

• The last bill of British EU membership (Brexit Bill);
• -The next situation of the border between the UK member of Northern Ireland and the EU member 

Ireland;

November 10, 2017

There İs No Agreement on Brexit Negotiations: 
The EU Presented the Ultimatum

Five months after the start of negotiations on Britain’s exit from the EU, key issues could not be reached 
in the first phase of negotiations. UK payments for joint commitments, guarantees to EU citizens living 
in the UK, and the future of Ireland’s Northern Irish border need to be clarified (Meier, 2017).

EU chief negotiator Michel Barnier said that the EU would not be able to start talks on future rela-
tions with the EU as planned in December, unless a general agreement on exit conditions is made within 
14 days (Sparrow, 2017).

December 4, 2017

No Progress Has Been Made in Talks Between Prime Minister Theresa 
May and EU Commission President Jean-Claude Juncker in Brussels

Negotiations on the Irish border have failed, despite the UK’s concessions to the rights of EU citizens in 
the UK and the final bill for British EU membership. What should be the border between Ireland (still 
EU member) and Northern Ireland after Brexit? The Irish government has made it clear that it will not 
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accept strict rigid border practices. Theresa May’s proposal to take private status and continue to abide 
by EU rules and standards in Northern Ireland led to protests by the Democratic Union Party in Northern 
Ireland, which supported Brexit. Scotland, Wales and London immediately demanded a special status. 
As a result, Theresa May ended the negotiations in Brussels (Frankfurter Allgemeine, 2017, Dec. 4).

December 8, 2017

Breakthrough in Brexit Negotiations: Juncker Announces Second Phase

EU and UK negotiations on Brexit reached an agreement at the last minute. The EU gave the UK time 
to submit a new proposal by 10 December 2017. Following a meeting with Prime Minister Theresa May 
and EU Commission President Jean-Claude Juncker in Brussels on 8 December, the EU Commission 
proposed the second phase of the Brexit talks. According to the results of the agreement reached follows 
(Banks, 2017):

• Border with Ireland

The negotiation of Brexit by the negotiating partners is a guarantee that there will be no hard border 
practices with Ireland. There will also be no customs clearance between the UK region of Northern Ire-
land and the island of Ireland. At the same time, Northern Ireland should not be given a special status 
and should remain an integral part of the UK.

• Clarifying the rights of EU citizens

According to May, the courts in the UK are responsible for clarifying the rights of EU citizens. 
However, for questions to be resolved, the UK Government and the European Commission may apply to 
the European Court of Justice. Mutual rights must remain unchanged. Juncker said that the current EU 
citizens in the UK are certain to continue their lives as before. For example, EU citizens will continue 
to access health services.

• Financial liabilities

The UK will continue to pay its contributions to the EU budget between 2019 and 2020 as if it were 
a member. In addition, the UK government needs to share the EU’s long-term financial obligations. The 
amount is expected to reach 50 billion euros.

President of the European Council, Donald Tusk, said that the UK will continue to meet all EU 
membership requirements. But Britain should not have any say in making decisions.

The heads of state and government of the other 27 Member States, at the EU summit on December 
14-15, 2017, must decide whether there is “sufficient progress” in the key issues in the negotiations 
with the UK. Only then should the second phase be reached in Brexit negotiations. The Commission 
President officially recommended the 27 Member States to enter the second stage of the negotiations.

The second phase will focus on the close trade relations between the EU and the UK, as well as the 
transition phase after Brexit for several years.
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December 12, 2017

EU Launches Second Phase of Brexit Talks

At the EU summit, the remaining 27 EU countries officially noted that they had made sufficient prog-
ress in previous talks with the UK. With this, the EU approved the extension of the negotiations. In 
the coming period, first a two-year transition phase after Brexit, then the actual exit agreement will be 
discussed (BBC News, 2017).

March 19, 2018

21 Months Transition Time After Brexit

EU Chief Negotiator Michel Barnier said in Brussels that the EU and the UK have moved to a new 
phase in Brexit negotiations: an agreement was reached for a 21-month transition period after the UK’s 
departure from the EU in March 2019. During this transition period, the UK will continue to comply 
with all EU rules and will continue to transfer financial contributions to Brussels as before, but will not 
have the right to vote in EU institutions. The country will have access to the EU domestic market and 
will continue to be part of the customs union. Even after the Brexit deadline of 29 March 2019, free 
movement of persons and the case-law of the European Court of Justice and new EU laws should be ap-
plied in the UK. In the transition period, the UK should be allowed to negotiate trade agreements. The 
transitional rules can only come into force if a contract for the orderly withdrawal is ratified right on 
time. No solution, however, was found on the Northern Ireland question, the main point is that Ireland 
has a non-controlled border (Barker & Khan, 2018).

July 9, 2018

Government Crisis in London: Brexit Minister David Davis 
and Foreign Minister Boris Johnson resigned

Just nine months before the UK’s departure on March 29, 2019, the government of Prime Minister The-
resa May entered a governmental crisis and Brexit Minister David Davis and Foreign Minister Boris 
Johnson resigned. On July 6, May had already committed her cabinet to a new exit strategy. The British 
government had submitted plans for a free trade area between Britain and the EU. In addition, Britain 
should keep the same rules for goods and agricultural products as the EU. Davis had called for a tough 
break with the European Union. In his letter of resignation, Davis accused the prime minister of put-
ting the country in a “weak position”. The “new trend” of Brexit policy makes it less likely that Britain 
will leave the Single Market and the Customs Union. Dominic Raab, the former Minister of State for 
Housing, will now lead the department responsible for the UK’s exit from the EU. Raab is considered a 
staunch Brexit advocate. Boris Johnson, the face of the Brexit campaign and the spokesman for Europe 
in Britain, resigned on 9 June. Johnson justified his resignation with the fact that he could not support 
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the new line of government. The consequence is that the UK is heading for a Brexit, in which large 
parts of the economy are integrated into the EU system without having any influence at the same time 
(Brexit - Großbritannien verlässt die EU, n.d.).

July 12, 2018

UK Presents Brexit’s White Book

With the Brexit White book, Theresa May presented a soft Brexit oriented plan. The main element of the 
UK’s proposals is the establishment of a common free trade zone for industrial products and agricultural 
products between the UK and the EU. For the service sector, for example, for banks and insurance com-
panies, the British wanted to set their own rules. The White Paper also states that the free movement for 
EU citizens in the UK has ended. The White Paper foresees that EU citizens cannot reside on the island 
without a residency permit. The plan suggest following proposals (DPA, 2017):

• The plans provide for a free trade zone between the EU and the UK for goods.
• The country wants to continue to comply with European rules and product standards.
• In terms of services, such as banking and insurance, London wants to go its own way and accept 

that access to the single market will be limited in the future.
• The uncontrolled immigration of EU citizens should come to an end.
• In the future, Britain will no longer want to coordinate with the EU on import duties.
• In order to be able to set tariffs in the future, the country wants to collect two different customs 

duties at its borders for imports. One for goods intended for the UK market and another for goods 
brought into the EU. According to the plan, the proposals could be implemented under an associa-
tion agreement with the EU.

The EU largely rejected the White Book. In the common market, there should be no access to separate 
sectors. EU chief negotiator Michel Barnier said it could provide a basis for constructive negotiations. 
According to Barnier, the most important issue for the EU is the protection of the common internal 
market and the customs union. This includes the indivisibility of the four fundamental freedoms: the 
free movement of goods, services, capital and persons. But in the really important points, Barnier made 
it clear, there are hardly any significant progress (Becker, 2018).

November 13, 2018

Agreement on Text Draft

A soft Brexit now seems to be possible. On 13 November 2018, the British government announced its 
breakthrough in negotiations with the EU. EU negotiator Michel Barnier has meanwhile informed the 
Commission that a draft exit agreement has been drafted. It had agreed on a political declaration on fu-
ture relations between the UK and the EU. Nothing is yet known about the content of the draft contract. 
Only when the Cabinet has approved the text, the British government wants to publish. Neither in the 
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British Cabinet nor in Parliament, where MPs would have to approve the deal in December, is a major-
ity certain. On November 14, Mays Cabinet agrees after a long discussion. EU Council President Tusk 
announces a special summit to sign the treaty. Representatives of the 27 EU countries are planning a 
special meeting in Brussels to study the text (NTV, 2018; DW, 2018a).

November 15, 2018

Agreement on a Draft Brexit-Agreement

The EU and the UK negotiators agreed on a draft Brexit agreement. The text of the treaty for the UK to 
leave the EU in March 2019 consists of 585 pages.

It is stated that the framework of a future trade agreement will be negotiated with Great Britain in 
the coming years (Gatzke & Schulz, 2018).

• Transition Period

According to the agreement, in the transition phase, the UK will remain in the EU single market and 
in the customs union to prevent a sharp break in the economy. The transition period must continue until 
31 December 2020, but may be extended if necessary. The UK should continue to recognize EU rules 
and pay membership fees without having the right to vote in EU institutions.

• EU citizens in the UK / UK citizens in the EU

Three million EU citizens living in the UK and one million British citizens living in the EU have 
the right to work or study. Health insurance, pensions and other benefits are guaranteed. The same rules 
apply to citizens arriving in the UK or the EU during the transition period.

• Great Britain’s financial commitments

The UK must fulfill all financial obligations during its membership. Thus, it is estimated that 45 
billion euros will be transferred to Brussels.

• Ireland - Northern Ireland border

The controversial border between Northern Ireland and EU member Ireland will remain a soft border. 
With Brexit, both sides want to avoid strict border practices with new controls on people and goods. 
Therefore, for now, the UK will remain in the customs union with the EU. The final decision will be 
made by July 2020.

• Future relations

The United Kingdom and the EU will form a single customs association consisting of the EU Customs 
Union and the UK customs territory until the entry into force of a permanent trade agreement. The UK 
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will thus legally withdraw from the EU Customs Union, but will immediately re-form a customs union 
with the EU. This is important because it allows Theresa May to claim that Britain is effectively leaving 
the EU Customs Union. That could reassure some British parliamentarians.

In practice, the agreement implies that there will be no tariffs, no trade quotas and no border controls 
with regard to the origin of the goods on both sides. This solution is important to the British: because 
the UK as a whole should remain in a common customs union with the EU, there is no need for an extra 
taxation on Northern Ireland for customs matters. The border between Northern Ireland and the Repub-
lic of Ireland may remain open. It will also allow Britain to start and conclude negotiations with other 
parts of the world on new free trade agreements during the transitional period. This is only allowed to 
a third country, but not a member of the EU Customs Union. The UK also undertakes not to undercut 
EU tariffs in external relations. This guarantees that there will be no additional controls or disruptions 
to the frontier, especially at the ports of Dover and Calais, as well as at the Irish border.

EU Council President Donald Tusk convened a special summit. The EU Heads of State and Government 
meeting is scheduled to take place in Brussels on 25 November 2018. In London, several ministers and 
secretaries of state have resigned in protest against the deal. Among them were Brexit Minister Domi-
nic Raab and Labor Minister Esther McVey. In addition, Northern Ireland Secretary of State Shailesh 
Vara, Britain’s Brexit ministry Suella Braverman, a ministerial aide in the Department for Education 
Anne-Marie Trevelyan, the parliamentary private secretary to the Ministry of Justice have quited (BBC 
News, 2018a; Cuddy, 2018).

November 22, 2018

The EU and the UK Brexit Negotiators Have Agreed 
on a Political Statement on Future Relations

The heads of state and government of the EU should agree to the explanation at the special Brexit sum-
mit on 25.11.2018 (Kahlweit, 2018).

• EU and UK representatives have “in principle” agreed on a political statement on future relations.
• Both strive for an “ambitious” and “deep” economic and political partnership. One of the goals is 

the “creation of a free trade area”.
• The nearly two-year transition period following the British exit could be extended for a year or 

two - until the end of 2022 at the latest.
• The Gibraltar issue and the issue of fishing rights in British waters still needs to be clarified.

The EU and UK Brexit negotiators have agreed on a political statement on future relations. EU Council 
President Donald Tusk said on Twitter that he had sent the draft statement to the governments of the 
27 remaining EU countries. According to the EU Commission, it is already “fundamentally agreed at 
the political level”, and now the heads of state and government still have to agree at the Brexit special 
summit on Sunday.

British Prime Minister Theresa May defended the Brexit statement in a brief public statement. In the 
future, Britain will be able to redefine its borders, laws and money, emphasized May.
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November 25, 2018

EU-27 Approves Exit Agreement with Great Britain

Following the agreement of Spain and the United Kingdom on the future status of Gibraltar - Spain has 
a veto right in all future decisions on the area - the EU’s 27 leaders signed a withdrawal agreement with 
the UK on 25 November at the EU special summit in Brussels agreed. Now the British and European 
Parliament still have to agree. Whether there is a majority of parliamentarians in the British House of 
Commons for the Brexit deal is uncertain. More than 80 members of the government party have recently 
spoken out against the agreement. All the opposition parties have said that they will vote against the 
treaty. In just over four months, Britain is to leave the EU. If no Brexit agreement has been signed then, 
Britain will leave the EU without any agreements (BBC News, 2018b).

December 10, 2018

Vote in the British House of Commons İs Postponed

The decisive vote in the British House of Commons on the Brexit Treaty scheduled for 11 December 
2018 will be postponed. This was announced by Theresa May in Parliament, after it became clear that 
she would not get a majority. “The agreement would have been rejected by a sizeable majority,” said 
May in Parliament, citing the reservations of some MPs. She wants to renegotiate the Northern Ireland 
regime with the EU. The EU Commission confirmed that there would be no renegotiation of the agree-
ment (DW, 2018b).

December 12, 2018

Theresa May Remains Prime Minister

British Prime Minister Theresa May won the vote of no confidence in lower house. 200 MPs voted for 
May, 117 against them. This leaves May chairman of her party and at the same time head of government. 
Within twelve months no new vote of no confidence can be requested in the group. 48 May critics in the 
faction around the arch-conservative MP Jacob Rees-Mogg had requested the vote. They are particularly 
dissatisfied with the May negotiated Brexit agreement with the EU. The biggest issue is the “backstop” 
clause, which aims to secure an open border between the EU member Ireland and the British Northern 
Ireland following the exit of Great Britain from the EU. The Brexit hardliners fear that Britain will remain 
closely tied to the EU even after leaving the country (Zeit Online, 2018).
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January 15, 2019

Brexit is Rejected in the House of Commons

Under the European Union’s withdrawal 2018 Act, the House of Commons must approve a negotiated 
withdrawal agreement between the UK and the EU before it can be implemented. At present, the United 
Kingdom is still planning to leave the EU by 29 March 2019. This deadline was triggered when the UK 
announced its official withdrawal under Article 50 of the Treaty of Lisbon.

The British House of Commons has clearly rejected the Brexit Agreement. 432 MPs voted against, 
202 MPs for it. Tonight they vote on a vote of no confidence against Prime Minister May. British Prime 
Minister Theresa May has clearly lost the vote on her Brexit agreement. The lower house rejected the 
agreement negotiated with the EU.

It is the greatest defeat for a British government in recent British history, and for the first time since 
1864, that Parliament brings down a government agreement. The outcome had been expected in ad-
vance, because many deputies from May’s Conservative Party were against the deal (Tagesschau, 2019a; 
Behles, 2019).

January 16, 2019

Theresa May Received the Vote of Confidence

British Prime Minister May has survived the vote of no confidence in Parliament. 325 MPs voted for 
the government, 306 against them. May announced immediate talks with the opposition. The British 
Parliament backed Prime Minister Theresa May the day after the Brexit Treaty was rejected. Despite 
the failure of the agreement she negotiated with the EU, May remains in office. “I am ready to cooper-
ate with every member of the House,” the Prime Minister said after the vote. It now has until Monday 
to bring Parliament a Plan B on Britain’s exit from the EU. Before that, she wants to consult with the 
other parties in the lower house.

May explained that a way had to be found at Brexit, which is also backed by parliament. The talks 
begin in the evening. “I believe that, everyone in this House is committed to leaving the EU.” Opposition 
leader Jeremy Corbyn demanded that the government now make it clear that there was no unregulated 
exit from the EU (Tagesschau, 2019b).

January 21, 2019

Plan B Is Like Plan A

Theresa May presented her “Plan B” to the Brexit Agreement in the British House of Commons. May 
had stated in the British Parliament that she wanted to re-negotiate the difficult issue of Ireland with all 
parties and the EU. Everything revolves around the guarantee of an open border between the EU state 
of Ireland and the British Northern Ireland, the so-called backstop. May had also rejected demands to 
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exclude a Brexit without agreement. In the former trouble-free region of Northern Ireland, it has been 
largely peaceful since the Good Friday Agreement of 1998. One of the reasons for this success is that the 
border between Ireland and Northern Ireland, which is part of Great Britain, is open. Brexit could lead 
to a hard border between Northern Ireland and Ireland and jeopardize peace. Opposition leader Jeremy 
Corbyn announced that his Labor Party would bring a number of petitions to Parliament (Tagesschau, 
2019c).

January 29, 2019

British House of Commons Rejects No-Deal-Brexit

The majority of the British House of Commons opposed an EU exit without agreement. Theresa May 
had previously backed the proposal and promised to reopen the Brexit agreement with the EU. Parlia-
ment wants to renegotiate the guarantee of an open border in Ireland in the Brexit deal with the EU. The 
backstop, the guarantee of an open border between Northern Ireland and Ireland, is to be replaced by 
“alternative arrangements”. So far, the EU rejects changes to the Brexit deal, but is open to postponing 
the Brexit date of 29 March (Euronews, 2019).

February 14, 2019

May Loses Again Brexit Vote in the Lower House

British Prime Minister Theresa May has again lost a Brexit vote in parliament. The deputies rejected 
by 303 to 258 votes from the Government application, which should confirm both a mandate for rene-
gotiation of the Brexit deal and a rejection of the EU exit without agreement. Conservative MPs had 
announced they would vote against the government’s proposal before the vote because they wanted to 
get the option of leaving the EU without an agreement.

Two weeks ago, MPs gave May an order to renegotiate the agreement with the EU. The Prime Minister 
had backed the new application. Although May is not forced by the current vote to change the course. 
But the decision of Parliament weakens its position in the negotiations with the EU.

A Prime Minister spokesman said after the defeat in parliament, May will continue to work to bring 
about changes to the EU’s exit treaty. “The government continues to pursue this goal to ensure a timely 
withdrawal from the EU on 29 March,” said the spokesman. May announced a third round of voting for 
the 27th of February (Zeit Online, 2019a).

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



171

Brexit Dilemma for the UK and the European Union
 

February 26, 2019

May Offers Shift of Brexit

British Prime Minister May has offered a postponement of Britain’s exit from the EU. In a speech in 
parliament, she said a “short and limited” respite would be possible if there was no majority in the House 
of Commons for another solution by mid-March (MDR Aktuell, 2019).

Prime Minister Theresa May announced in a statement to the House of Commons a three-step strategy 
that could bring Brexit’s postponement. So far, May had always excluded a shift in Brexit (Marquardt, 
2019).

First: On 12 March, it will once again put the exit agreement negotiated with the EU to a vote in the 
House of Commons. It will put the EU-negotiated resignation agreement, which had failed in January, 
once again in the House of Commons to vote.

Second: If the agreement does not get a majority again, the government will ask the lower house of 
the Parliament on March 13 if they would accept an unregulated resignation on March 29. Only if the 
lower house says yes, Britain will leave the EU without a deal.

If the lower house says no to a hard Brexit, she wants to ask on March 14 for the approval of Parlia-
ment to postpone the resignation limited. However, this shift would then have to be agreed by the EU, 
which is likely. Thus, the “No Deal” -Brexit on March 29 would be off the table for now, a solution for 

Table 2. Which Brexit amendments were passed?

Amendment Tabled by Calls for Rejected/ 
Accepted

A Jeremy Corbyn
parliament to consider options to prevent 
a no deal Brexit, including a permanent 
customs union and second referendum.

X

O Ian Blackford

the government to seek an extension to 
Article 50, rule out a no deal Brexit and not 
take the people of Scotland out of the EU 
against their will.

X

G Dominic Grieve
lawmakers to have the opportunity to debate 
their own Brexit proposals on certain days 
in February and March.

X

B Yvette Cooper

control of the Brexit process to shift to 
parliament, could see request to extend 
Article 50 if parliament does not approve 
deal by February 26.

X

J Rachel Reeves
the government to request the extension of 
Article 50 if parliament has not approved a 
deal by February 26.

X

I Dame Caroline 
Spelman a no-deal Brexit to be ruled out. ✓

N Sir Graham Brady the Irish backstop to be replaced with 
alternative arrangements ✓

Source: UK MPs say they want a new Brexit deal. EU says ‘No’, 29.01.2019, https://www.euronews.com/2019/01/29/watch-live-uk-
parliament-votes-on-brexit-amendments (28.04.2019).
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a later exit but still not reached. May now called the end of June as a new deadline. It should only be a 
short extension.

March 11, 2019

The EU Makes Concessions to the Controversial Backstop

On the eve of the renewed vote on the withdrawal agreement in the British Parliament, Brussels and 
London have signed a new supplementary declaration to the Treaty. By the end of 2020, a substitute 
solution for the particularly controversial “backstop” emergency clause will be negotiated on the border 
between the EU member Ireland and Northern Ireland.

The EU is committed to starting work on alternatives to backstop as soon as possible. The declaration 
now provides that Britain may also call an arbitral tribunal to be released from the backstop and thus 
from the customs union with the EU. Britain can now be sure that it will not be permanently forced into 
a customs union with the EU, Theresa May said (Brexit - Großbritannien verlässt die EU, n.d.).

March 12, 2019

British Parliament Rejects the Brexit Deal Again

May had hoped that the EU’s renegotiations on Monday (11.03.2019) could bring her a majority vote 
in the evening’s parliamentary vote. May and Juncker presented on Monday evening three points to 
convince the skeptics:

• A “common tool” that allows the United Kingdom to seek arbitration and exit from the backstop 
if the EU purposely tries to keep the UK permanently inside it by failing to do so in good faith to 
negotiate a new trade agreement.

• A “Joint Statement by the United Kingdom and the EU” has been attached to the Political 
Declaration dealing with future relations. This requires both sides to look for alternative rules for 
the Irish border to replace the backstop by December 2020.

• The UK government will come up with its own “unilateral statement” stating that Britain will not 
stop taking steps to override the backstop should EU-UK relations collapse.

The British House of Commons once again rejected the Brexit agreement negotiated with Brussels 
despite minor improvements. With 391 to 242 votes, the deputies voted against the contract. Theresa 
May had already failed with her deal on 15 January in the British House of Commons. Thus, 17 days 
before the planned Brexit it is completely unclear whether and under what circumstances Britain will 
actually leave the Union. The EU stated that it regrets the outcome of the vote. The risk of leaving without 
an agreement was now “significantly increased,” said a spokesman for EU Council President Donald 
Tusk. If Britain decides to extend Article 50, the EU will decide unanimously. However, one expects a 
“credible reasoning,” it said (Zeit Online, 2019b).
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March 13, 2019

British Commons Rejects Brexit Without Agreement

Two weeks before the planned Brexit, the British Parliament voted against leaving the EU without an 
agreement. 321 MPs were in favor of excluding Brexit without an agreement, 278 parliamentarians 
voted against. Head of Government Theresa May announced immediately after the vote that she wanted 
Parliament to vote for a third time on 20 March on the agreement that she had negotiated with the EU 
on Brexit. If the agreement is approved, May would therefore ask the EU leaders for a short reprieve for 
Brexit until June 30 (SRF, 2019).

March 14, 2019

The House of Commons Wants Extension of Time

The UK Parliament voted by a clear majority for a delay of the EU exit 29 March 2019. The MPs voted 
in London with 412 to 202 votes for a time extension. However, the extension of the withdrawal period, 
which has now been decided upon, can only be implemented if all 27 EU member states approve. British 
Prime Minister Theresa May is now asking the EU to postpone the Brexit for three months. However, 
May will only apply for the extension until the end of June if the lower house accepts its controversial 
Brexit deal on March 19 at the third attempt. A second referendum on the withdrawal of Great Britain 
from the EU had previously rejected the MPs. Only 85 deputies wanted to vote again on the whereabouts, 
334 MPs were against it. EU Council President Donald Tusk wants to promote a long delay in Brexit in 
the European Union (Rovnick, Noble, & Thomas, 2019).

March 21, 2019

The EU Has Approved a Postponement of Brexit by 12 April 2019

At the EU summit on 21 March 2019, the remaining 27 EU countries agreed to postpone Brexit. How-
ever, only for two weeks and not as desired by Prime Minister Theresa May three months. This means 
there will be a short Brexit delay until May 22, 2019, assuming the lower house approves the withdrawal 
agreement in the last week of March. If Parliament does not do so, the extension will only apply until 
12 April 2019. Then Britain will have to decide whether to take part in the European elections and re-
quest a longer shift by the end of the year or accept a disorderly exit. The danger of the no-deal Brexit 
is not banished and in the coming week follows again a fateful vote in the British House of Commons 
(Dikov, 2019).
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March 23, 2019

Brexit Opponents Mobilize

Resistance of Brexit opponents on the road ahead of the crucial week is increasing. According to the 
organizer “People’s Vote”, more than one million people took part in an anti-Brexit demo in London 
on March 23. The demonstrators called for a second referendum in which citizens are allowed to vote 
on the now negotiated Brexit deal. An online petition for the UK’s survival in the EU has reached just 
under five million signatories in just a few days (BBC News, 2019a).

March 27, 2019

British Parliament Rejects All Brexit Variants

There is no end to the chaos in the British House of Commons: MPs voted on eight possible alternatives 
to find out which of them could reach a majority. The result: The lower house rejected all eight possibili-
ties. Once again they voted against leaving without agreement. The narrowest proposal was that Britain 
should remain in a customs union with the EU after Brexit: 264 MPs voted in favor, 272 against. More 
MPs were in favor of holding a referendum on the Brexit withdrawal agreement: 268 were in favor, 295 
against (Walker, 2019).

The British House of Commons has rejected all alternative proposals to the Brexit Agreement2 (Iser 
et al., 2019, March 27):

• No Deal - 160 for and 400 against: Britain is due to leave the EU on April 12 without any agreement.
• Soft Brexit - 188 for and 283 against it: Britain should remain closely tied to the EU, including 

membership in the internal market and customs union.
• Norway model - 65 for and 377 against it: Great Britain, like Norway, should remain a member in 

the internal market, but not in the customs union.
• Customs Union ll - 264 for and 272 against: Britain should remain in a customs union with the EU.
• Customs Union and closer integration with the single market - 237 for and 307 against: Britain 

should remain in the Customs Union and follow the rules of the internal market (official Labor 
proposal).

Figure 1.
Source: The Guardian, ‘I’m off’: How the papers covered May’s resignation offer and the indicative votes, 28.02.2019, https://
www.theguardian.com/politics/2019/mar/28/im-off-how-the-papers-covered-mays-resignation-offer-and-the-indicative-votes 
(30.04.2019).

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



175

Brexit Dilemma for the UK and the European Union
 

• Brexit revocation against a No Deal - 184 for and 293 against: If two Brexit Agreements are not 
adopted by two sitting days before leaving the EU, the government must hold a vote on wheth-
er the country should leave without a contract. If that is rejected, London should withdraw its 
resignation.

• Second referendum - 268 for and 295 against: The Brexit agreement is to be presented before the 
exit of the population in a second referendum.

• Transition phase without agreements - 139 for and 422 against: After the EU-Exit Britain is to 
keep the benefits of EU membership for the time being, until the new relations are negotiated.

Figure 2.
Source: İngiltere’de tarihi Brexit oylaması: 202’ye karşı 432 oyla reddedildi, 15.01.2019, https://tr.euronews.com/2019/01/15/
ingiltere-de-tarihi-brexit-oylamasi-basliyor-anlasma-neleri-iceriyor#;

Figure 3.
Source: No! No! No! No! No! No! No! No! Commons votes down EIGHT different Brexit proposals - including second refer-
endum AND no deal - leaving EU exit plans mired in new level of chaos, https://www.dailymail.co.uk/news/article-6855167/
Labour-not-Remain-party-Senior-Corbyn-ally-sparks-party-chaos.html (10.05.2019).
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March 29, 2019

British Parliament Rejects Brexit Agreement Again

The British House of Commons has rejected the government’s exit treaty for the third time. Only the exit 
agreement had been voted on, but not the political declaration on future relations, which was also negoti-
ated with the EU. 344 MPs voted against the contract, 286 for. Now, the UK government must tell the EU 
by 12 April how to proceed with Brexit. The hard Brexit is approaching. EU Council President Donald 
Tusk convened a special EU summit on 10 April after the No vote in London (Spiegel Online, 2019).

April 1, 2019

Unterhaus Again Rejects All Brexit Alternatives

Also in the second attempt, the British Parliament had failed to agree on an alternative to the withdrawal 
agreement of Prime Minister May. The vote in the lower house included four alternatives to the Brexit 
deal: two options for closer ties to the European Union, the proposal for a second referendum, and the 
plan to cancel Brexit if necessary, in order to avoid leaving without agreements. The lower house rejected 
all four proposals (Kirby, 2019):

C)  Customs Union (273/276);
D)  Common Market (261/282);
E)  Second referendum (280/292);

G)  Brexit cancellation if no deal until 10.4. (191/292);

April 3, 2019

Brexit- Postponement

The British House of Commons approved a law on Wednesday that would oblige the government to 
postpone Brexit further. The bill went through all three readings in the lower house in just one day. He 
was accepted in third reading with 313 to 312 votes. But before he becomes law he has to be sanctioned 
by the House of Lords (DW, 2019).

April 11, 2019

Brexit Is Being Moved

The hard Brexit on the 12th of April is averted for the time being. At their EU special summit in Brus-
sels, 27 EU leaders agreed to postpone Brexit after an eight-hour session. The EU gives Britain a delay, 
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as requested. However, it is longer than the British wanted: instead of leaving the EU on June 30, as 
suggested by Theresa May, the new official exit date is October 31, 2019. The British parliament passes 
the exit agreement sooner, and will do so by the Ratified by the EU, the Kingdom is leaving the EU 
the first of the following month. If the agreement is not ratified by the House of Commons by May 22, 
Britain must attend the European elections from May 23 to 26 (BBC News, 2019b).

ALTERNATIVES TO THE EU MEMBERSHIP AND THEIR CONSEQUENCES

The following are the models of cooperation for post-Brexit of the UK-EU relations (OECD, 2016). 
European Economic Area (EEA) - Examples: Iceland, Norway and Liechtenstein; Characteristics - 
contributions to the EU budget- free movement of goods, capital, services and people- outside the EU 
Customs Union- very limited influence on regulation;

1.  European Free Trade Association (EFTA)- Example: Switzerland; Characteristics- - contributions 
to the EU budget- requires trade agreements with individual EU countries and across industry sec-
tors- no passporting rights for banks- outside the EU Customs Union- very limited influence on 
regulation;

2.  Customs union – Example: Turkey - tariff-free access to most of the EU Single Market, except 
for financial services- adoption of EU external tariffs for non-EU trade- very limited influence on 
regulation;

3.  Free Trade Agreement- Example: Canada: - mostly tariff-free Single Market access, but compliance 
needed with EU standards and product regulations- no full access for services and no automatic 
passporting rights for banks;

4.  World Trade Organization - Most- Favoured Nation- - trade with the EU subject to the EU’s com-
mon external tariff;

By and large, three scenarios for future trade relations between the EU and the UK outside the EU 
are conceivable (Erken, Hayat, Heijmerikx, Prins, & deVreede, 2017).

1.  “soft” Brexit: The UK continues to be fully involved in the European single market and the costs 
of trade arise only from non-tariff barriers as the UK leaves the Customs Union.

2.  Bilateral Free Trade Agreement (FTA): Tariffs on products are expected to remain zero, but the 
increase in non-tariff barriers will be greater than in the soft scenario. Services can no longer move 
freely.

3.  “Hard” Brexit: The negotiations between the EU and the UK fail in this scenario, and the UK is 
leaving the EU without a trade agreement. The WTO agreements form the basis for the hard Brexit 
scenario. The United Kingdom is expected to copy the EU’s WTO tariff and quotas systems.

The results show that a hard Brexit would cost the UK’s growth by 18% by 2030 compared to a situ-
ation where the UK would continue its EU membership. In absolute terms, this represents a cumulative 
amount of £ 400 billion, which is £ 11,500 per British worker. The economic damage in the FTA and 
soft-brexit scenarios is lower than in the hard Brexit scenario, although by 2030 the UK economy will 
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still cost around 12.5%   and 10% of GDP growth, respectively. This equates to £ 9,500 (FTA) and £ 7,500 
(soft) per British worker during this period.

The Netherlands is an important trading partner of the United Kingdom. A Brexit will therefore hurt 
the Dutch economy more than the EU average. A hard Brexit will lead to long-term GDP losses between 
3.5% and 4.25%. This corresponds to around EUR 25 billion - EUR 35 billion or EUR 3250 - EUR 4 
000 per Dutch worker. The negative impact on euro area GDP growth in 2024 is about 2% in all three 
Brexit scenarios.

If the UK leaves the EU, two results emerge: either the contribution of other countries to the EU 
budget should be increased, or the expenditure should be reduced (BPB, 2018).

From the difference between the financial benefits paid by the individual Member States to the Eu-
ropean Union (EU) and the benefits they receive from the EU, Member States consider either a positive 
balance (net recipient) or a negative balance (net contributors). However, there are many factors that 
unevenly affect states’ spending and revenue. For example, coastal countries with international ports, 
such as the Netherlands, incur significant customs duties on imported goods that are passed on to other 
Member States. Other states - such as Belgium - receive reimbursements for the seat of large EU institu-
tions. The “operational budget balances” calculated by the European Commission allow for a comparison 
that largely excludes these factors.

Table 3. Alternatives to EU membership and their consequences

Norway (EEA) Switzerland Canada Turkey WTO

Single 
Market

Tariffs on 
UK exports 
of industrial 
products to the 
EU

No No No, with 
transitional rules No Yes

Costs by 
customs 
clearance

Yes Yes Yes No Yes

Rising trading 
costs due to 
rules of origin

Yes Yes Yes No No

Free movement 
of persons Yes Yes1 No No No

Free movement 
of capital Yes Yes Partially No No

Free movement 
of services Yes Partially Partially No, GATT 

rules
No, GATT 
rules

Negotiation of Free Trade 
Agreements Yes Yes Yes Yes Yes

Regulatory autonomy very limited limited Yes Yes2 Yes

Influence on EU regulations No No No No No

Financial contributions Yes Yes, partially No No No

Notes: 1) Switzerland wants to limit freedom of movement; 2) Turkey needs to apply EU foreign trade policy.
Source: Berthold Busch and Jürgen (2016). Ökonomische Konsequenzen eines Austritts aus der EU, Am Beispiel des Brexits, Institut der 

deutschen Wirtschaft Köln, https://www.iwkoeln.de/fileadmin/publikationen/2016/319476/IW_Analyse_112_2016_Brexit-Konsequenzen.
pdf (08.04.2019).
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According to the European Commission and based on the respective gross domestic product (GDP) 
of the states, in 2017 Germany was the largest net contributor to the EU. Germany’s negative balance 
was 0.32 percent of GDP. This was followed by Sweden (minus 0.29 percent), Austria (minus 0.25 per-
cent), Denmark (minus 0.24 percent) and the United Kingdom (minus 0.23 percent). On the other hand, 
the largest net recipients in 2017 were Lithuania (3.14 per cent of GDP), Bulgaria (2.92 percent) and 
Hungary (2.66 percent), as well as Greece and Estonia (plus 2.10 percent), (plus 2.09 percent).

A slightly different order arises when the operational budget balances are related to the respective 
population of the Member States. With an average of € 139 per person, 2017, nobody paid as much to 
the EU as the citizens of Sweden. In second and third place were Germany (129 euros) and Denmark 
(122 euros). Austria (€ 106) also made more than € 100 per capita to the EU. By contrast, Lithuania and 
Estonia received € 451 and € 357 per capita from the EU, respectively. And in Greece and Hungary (348 
and 321 euros, respectively), the positive budget balance in 2017 was more than 300 euros per capita.

In terms of absolute figures, Germany once again ranks first among all EU Member States in 2017: 
Germany’s negative balance was 10.7 billion euros. This was followed by the United Kingdom (minus 
5.3 billion euros), France (minus 4.6 billion euros), Italy (minus 3.6 billion euros) and Sweden (minus 
1.4 billion euros). On the other hand, in terms of absolute numbers, Poland (+ 8.6 billion euros), Greece 
(+ 3.7 billion euros), Romania (plus 3.4 billion euros), Hungary (plus 3.1 billion euros) Euros) and the 
Czech Republic (plus 2.5 billion euros) are the largest net recipients.

In the optimistic scenario, total income declines by 1.28%, largely due to current and future changes 
in non-tariff barriers. Non-tariff barriers play a specially important role in restricting trade in services. 
The United Kingdom is a major exporter in this area. In the pessimistic scenario, the total loss of income 
increases to 2.61%. Expressed in terms of cash, the Brexit for the average UK household is £ 850 per 
year in the optimistic scenario and £ 1,700 per year in the pessimistic scenario.

Table 7 shows that unilateral liberalization reduces the cost of Brexit by 0.3 percentage points in both 
scenarios. The overall effect of Brexit, however, is still negative.

Table 8 shows the economic impact of Brexit under according to different scenarios of different 
studies. These scenarios are as follows.

• EEA – the UK remains a member of the EU Single Market, and thus no tariffs are imposed on 
goods traded between the UK and the EU, provided that goods meet UK and EU rules of origin.

Table 4. Some consequences of Brexit

Bremain Hard Brexit Free Trade Agreement Soft Brexit

The UK decides not to leave 
the EU

The UK leaves the 
EU without a trade 
agreement

The UK negotiates 
a new FTA, similar 
to the FTA between 
Switzerland and the EU

The UK remains part 
of the Single Market 
but does leave the 
Customs Union

Trade barriers +11% +6% +3%

R&D investments 152 billion £ in 2030 -12% -9% -5%

Labour migration (mln. 
employees) -1.3 -0.7 -

Source: The permanent damage of Brexit, https://economics.rabobank.com/publications/2017/october/the-permanent-damage-of-brexit/ 
(10.04.2019).
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• FTA – the UK and EU sign a comprehensive FTA, which reduces tariffs on goods traded between 
the UK and EU to below the EU’s current MFN rates. The EU’s guidelines state that it would want 
tariff-free trade; however, some studies model scenarios in which some tariffs remain.

• WTO rules – the UK and EU trade with each other in future under WTO rules, with each impos-
ing MFN tariffs on the other. The UK is assumed to continue to levy the same MFN tariffs as the 
EU currently does.

Table 5. Net payer and net receiver: budget balances of the Member States of the European Union (EU), 
2017

States
Operational budget balances according to the European Commission

Share of GDP, in percent Euro, per capita in million euros

Germany -0.32 -128.9 -10,675.4

Sweden -0.29 -138.7 -1,403.5

Austria -0.25 -105.8 -933.1

Denmark -0.24 -121.5 -702.6

United Kingdom -0.23 -80.7 -5,345.1

Italy -0.21 -59.2 -3,577.8

France -0.20 -68.0 -4,569.3

Netherlands -0.19 -81.0 -1,391.6

Belgium -0.16 -62.7 -715.7

Finland -0.12 -50.0 -275.4

Ireland -0.07 -35.7 -172.6

Luxembourg 0.04 23.1 13.9

Spain 0.06 15.6 729.4

Cyprus 0.27 58.8 50.8

Slovenia 0.34 70.2 145.1

Croatia 0.55 63.8 261.9

Malta 1.00 220.1 104.7

Slovakia 1.17 180.0 979.6

Portugal 1.29 236.8 2,437.2

Czech Republic 1.37 233.7 2,479.5

Romania 1.85 173.2 3,380.9

Poland 1.92 225.6 8,565.9

Latvia 1.98 272.6 527.3

Estonia 2.09 357.1 471.1

Greece 2.10 348.3 3,740.7

Hungary 2.66 320.9 3,137.5

Bulgaria 2.92 208.7 1,471.3

Lithuania 3.14 450.5 1,265.5

Source: Europäische Kommission: EU-Haushalt 2017 – Finanzbericht; Eurostat: Online-Datenbank.
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• Unilateral free trade (UFT) – the UK is assumed to face EU MFN tariffs for any goods sold to the 
EU, but the UK government unilaterally abolishes all tariffs on imported goods (from the EU and 
all other countries).

WHAT IS BACKSTOP?

In the UK, not only the opposition, but the conservative Democratic Union Party (DUP) of Northern 
Ireland, which supports the government externally, and a large number of MPs from the ruling Con-
servative Party in the UK are strongly opposed to the arrangement described as backstop in the Brexit 
agreement. What is included in the Backstop arrangement is described below.

At Brexit, “backstop” means a safety net for the Irish island. After Brexit on 29 March 2019, Ireland 
will remain in the EU, but not Northern Ireland, it will then belong only to Britain. Brexit will create an 
external border of the European Union on the Irish island. Normally border guards inspect goods and 
persons at such borders, there are barriers and border fences. But this is precisely what should not hap-
pen on the historically sensitive border, so that old conflicts between Northern Ireland and Ireland do 
not rekindle. This is exactly where the backstop becomes important. It said that if the European Union 
and Britain fail to put in place a common trade agreement during the transitional phase, then the whole 
of the United Kingdom in the customs union of the European Union and Northern Ireland will remain 
in the single European market. Thus, free movement of goods should be guaranteed and border controls 

Table 6. The effects of Brexit on UK living standards

Optimistic Pessimistic

Trade Effects -1.37% -2.92%

Fiscal benefit 0.09% 0.31%

Total change in income per capita -1.28% -2.61%

Income change per household -£850 -£1,700

Notes: Optimistic scenario: Increase in EU/UK Non-Tariff Barriers (+2%) + exclusion from future fall in NTB within EU (-5.7%), saving 
of 17% of 0.53% lower fiscal transfer. Pessimistic scenario: MFN Tariff + increase in EU/UK Non-Tariff Barriers (+6%) + exclusion from 
future fall in NTB within EU (-12.8%), saving of 0.31% net fiscal transfer.

Source: Dhingra, S., Ottaviano, G. I., Sampson, T., & Reenen, J. V. (2016). The consequences of Brexit for UK trade and living standards, 
Centre for Economic Performance, http://personal.lse.ac.uk/sampsont/TradeLivingStandards.pdf.

Table 7. The effects of Brexit and unilateral trade liberalization on UK living standards

Optimistic Pessimistic

Trade Effects -1.37% -2.92%

Fiscal benefit 0.09% 0.31%

Unilateral liberalisation 0.30% -0.32%

Total change in income per capita -0.98% -2.29%

Source: Dhingra, S., Ottaviano, G. I., Sampson, T., & Reenen, J. V. (2016). The consequences of Brexit for UK trade and living standards, 
http://personal.lse.ac.uk/sampsont/TradeLivingStandards.pdf.
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prevented. The “backstop” is unlimited. It applies as long as there is no common trade agreement between 
the EU and the UK. And: He cannot be terminated from one side. The transitional phase after Brexit 
is scheduled for the end of 2020, just under two years after Britain withdrew from the EU. It could be 
extended until 2022. According to this, the EU and Britain have just under two, but no more than four 
years, to conclude a joint trade agreement. Critics doubt that time will suffice. Because with other free 
trade agreements, it took much longer until they were ready for signing. The worry of many Britons 
is that as the United Kingdom, they are stuck in the customs union of the European Union for a long 
time. This means that Britain should not conclude any new trade agreements with other countries in the 
world and would have to continue to comply with EU rules long after Brexit. The Brexit supporters do 
not want that and therefore go against the “backstop” on the barricades. For the EU, the “backstop” is a 
nice thing. Because the free movement of goods is guaranteed and the EU member Ireland is protected 
(Bensch, 2019).

CONCLUSION

When Cameroon took a decision on the Brexit referendum, he did not want the result of the referendum 
to occur in this way. It is clear that Brexit will have many effects for both the EU and the UK.

Table 8. Uncertainty around the central projections for the economic impact of Brexit

Study EEA FTA WTO UFT

Rabobank -10 (-8.4 to -11) 12.5 (-11.3 to -13.7) -18 (-18 to -18.5) -

CEP dynamic (-6.3 to -9.5) - - -

CPB dynamic - -5.9 -8.7 -

Treasury -3.8 (-3.4 to -4.3) -6.2 (-4.6 to -7.8) -7. 5 (-5.4 to -9.5) -

HMG -1.6 (-0.6 to -2.6) -4.8 (-3.1 to -6.6) -7.7 (-5.0 to -10.3) -

CPB Static - -3.4 -4.1 -

RAND -1.7 -1.9 -4.9 -

NIESR -1.8 (-1.5 to -2.1) -2.1 (-1.9 to -2.3) -3.2 (-2.7 to -3.7) -

Oxford Economics - (-0.8 to -2.3) (-1.5 to -3.9) -

PwC - -1.2 -3.5 -

CEP Static -1.3 - --2.7 -2.3

Ciuriak -1.0 - -2.8 -

Bertelsmann -0.6 - (-1.6 to -3.0) -

Open Europe - - 0.8 -2.2 +1.6

EFT +4

Note: CEP - Centre for Economic Performance; CPB – Netherlands Bureau for Economic Policy Analysis; Treasury - HM Treasury; 
HMG – HM Government; RAND - RAND Corporation; NIESR – National Institute of Economic and Social Research; PwC- PwC United 
Kingdom; Ciuriak- Ciuriak Consulting; Bertelsmann – Bertelsmann Stiftung; EFT – Economists for Free Trade;

Source: Tetlow, G., & Stojanovic, A. (2018). Understanding the economic impact of Brexit. Institute for Government. https://www.
instituteforgovernment.org.uk/sites/default/files/publications/2018%20IfG%20%20Brexit%20impact%20%5Bfinal%20for%20web%5D.pdf 
(03.05.2018).
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There are many predictions about how expensive the EU exit can be for the British. Federal Agency 
for Civic Education in Germany summarize these results (Theurer, 2016). The economic impact is 
strongly related to Britain’s future relationship with the EU. However, among the economists, nega-
tive predictions are clearly seen in the majority. By the end of the decade, about 950,000 jobs would 
be lost in the UK, according to the CBI employer organization. The economic cost of Brexit can reach 
100 billion pounds (around 130 billion euros). There are even far-fetched predictions: the Bertelsmann 
Foundation’s research with the Munich economic research institute, Ifo, is important here. In this study, 
it is concluded that Brexit could cost even the British up to 300 billion euros in the long term. A study 
by the London School of Economics and Political Science (LSE) predicted that Britain would experi-
ence a similar decline after the 2008-9 global financial crisis. The OECD also sees possible Brexit in a 
negative light: Depending on the scenario, Brexit will cost 1500 to 5000 pounds (equivalent to 1900 to 
6500 euros) for each British household in the future. For this reason, the UK will lose its free access to 
the domestic market and face new obstacles to trade with third world countries where the EU has already 
established free trade agreements. “A Brexit would be a big negative shock to the British economy, with 
economic consequences for the rest of the OECD, especially other European countries.” In some ways, 
Brexit would equate to a tax on gross domestic product that would impose permanent and rising costs on 
the economy.” says the study. But also among the economists are advocates of a Brexit. These include 
the Economists for Brexit, a group of eight British economists, including Patrick Minford, a professor 
of applied economics at Cardiff University, and Gerard Lyons, adviser to former London mayor Boris 
Johnson. “We have more faith in the UK’s ability to achieve longer-term economic success with a Brexit 
than would be the case in an EU where reforms are unlikely and which is likely to become more cen-
tralized,” it says the report that the eight economists published. They forecast economic growth of 3.4 
percent in 2020, should it come to Brexit, compared to growth of 2.5 percent, should Britain remain in 
the EU. The lost EU membership fee would be used according to its model to reduce the income tax. 
They also expect major benefits from the removal of EU legislation. However, there are doubts about 
how many EU rules would actually be dropped if the EU is to remain as a trading partner. According to 
the Economists for Brexit, Britain would not negotiate a new agreement on trade relations with the EU 
after Brexit. Instead, Britain should be guided by the rules of the World Trade Organization (WTO) in 
foreign trade alone. However, analysts also point to an analysis by the British Ministry of Finance and 
Economy, according to which the WTO model was the worst. This study expects an annual loss of 5200 
pounds (equivalent to 6800 euros) per household. Another optimistic estimate comes from the London 
think tank Open Europe. It also considers scenarios in which the country outside the EU could do better 
economically. However, the problem is that, realistically, it can only be expected if the UK remains an 
open economy and continues to accept the unpopular immigrants in large numbers.

Here, it is useful to mention a statement made by Stiglitz about Brexit (Stiglitz, 2016). According to 
Stiglitz, the first goal of every EU government should be to improve the well-being of ordinary citizens. 
More neoliberal ideologies will not help. And now we shouldn’t confuse the tools for purposes. For 
example, free trade can bring more shared prosperity when managed well. But if it cannot be managed 
well, it will certainly reduce the living standards of many - probably the majority - of the citizens.
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ABSTRACT

This study provides information on wage floor determining institutions, the statutory minimum wages, 
and collective bargaining agreements, in the EU countries to examine differences and commonalities of 
these institutions between the EU countries and Turkey. The interaction between these institutions and 
the labor market performance of the EU Member States and Turkey is also investigated. Therefore, the 
minimum wage levels and the collective bargaining coverage with the labor market indicators, namely 
the wage inequality measured with D1/D9 ratio and the incidence of low-wage workers, are compared. 
Findings indicate that the wage inequality and the incidence of low-wage workers are relatively lower 
in the countries with comprehensive collective bargaining systems characterized by high rates of col-
lective bargaining coverage and union density. Turkey is one of the countries with the highest wage 
inequality compared to the EU countries. Improving the coverage rate of collective bargaining might 
help to reduce wage inequality.

INTRODUCTION

The European Union (EU) is supposed to bring people together and contribute to the prosperity of all 
European citizens despite the heterogeneity between countries. In the EU area economic dynamics are 
heterogenous in terms of the level of industrialization or deindustrialization, employment, wages, so-
cial protection, public services and the standard of living. Due to these differences, in an increasingly 
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competitive economic environment the cooperation between EU countries is becoming more and more 
difficult as evidenced by the failures of fiscal and social harmonization attempts.

One of the EU harmonization projects is building a European minimum wage, which has not been 
achieved so far. The debate on the possibility of building a unique and common wage floor at the EU 
level has started in the1990s. In recent years, more and more academics, observers or some European 
institutions (such as the European Trade Union Confederation) have proposed the establishment of an 
EU-wide minimum wage to strengthen social Europe and to reconcile citizens with the European project 
(Schulten et al., 2016). According to its supporters, if a common minimum wage is set for the EU coun-
tries, it would enable to improve two major issues: the fair remuneration of work and the convergence 
of standard of living within the EU (Vaughan-Whitehead, 2012).

However, according to some observers, this harmonization project is not easy to implement because 
wages are heterogenous and there are institutional differences in the determination of the minimum level 
of wages among EU countries (such as collective bargaining agreements or statutory/legal minimum 
wages) (Vaughan-Whitehead, 2012). Besides, countries where collective bargaining is the only mecha-
nism for setting minimum wages (especially Nordic countries) perceive a common European minimum 
wage as a threat to their well-functioning collective bargaining systems (Eldring and Alsos, 2012).

Even though the possibility of implementing a common wage floor at the EU level is still under debate 
between its supporters and opponents, the interest in institutions for wage determination (or determination 
of minimum level of wages) has increased in EU countries (BIT, 2010; Vaughan-Whitehead, 2010). The 
increases in wage inequality, the incidence of low-paid workers and the incidence of the working poor 
in EU countries after the 1980s have led to this renewed interest in minimum wage institutions. At the 
same time, the decline in the collective bargaining coverage rates, the weakening of trade unions and 
the increasing incidence of irregular employment have contributed to this renewed interest (Vaughan-
Whitehead, 2012).

Consequently, minimum wage fixing systems have been established or strengthened to address un-
duly low pay and to reduce wage inequality in some countries where there is not any effective collective 
bargaining system or the existing collective bargaining systems become less effective. Since the early 
1990s, eight EU countries have introduced legal minimum wages at national level. These countries are 
Czech Republic, Slovakia, Poland, Estonia, Slovenia, the UK, Ireland, and, most recently, Germany 
(in 2015). While 22 out of 28 EU countries have national statutory minimum wages, remaining six EU 
countries (Denmark, Italy, Cyprus, Austria, Finland and Sweden) do not have nation-wide minimum 
wages. Collective bargaining is the only mechanism which enables to fix wage floors in these countries 
(Eurofound, 2018).

The two major labor market institutions determining wage floors- minimum wages and collective 
bargaining- are implemented in order to restrict the degree of wage inequality, to tackle with poverty 
and to reduce the incidence of low-paid work (OECD, 2000). Therefore, the role of minimum wages 
and collective bargaining systems is important for a better labor market performance. In addition, while 
collective bargaining coverage and union density rates show to what extent collective bargaining sys-
tems are comprehensive, the significance of legal minimum wages primarily depends on its absolute 
and relative level (BIT, 2010).

There are similarities and differences in the extent to which either minimum wages or collective 
bargaining have been implemented across the EU countries. This study aims to assess the role of the 
minimum wage and the collective bargaining for the labor market performance in the EU countries and 
Turkey, a candidate country to EU membership. Accordingly, we will first discuss the purpose and the 
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evolution of wage floor institutions in general and provide theoretical background. Secondly, the main 
features and recent developments with regard to mechanisms determining minimum level of wages and 
the existing institutional frameworks for setting wage floors in the EU countries and Turkey will be 
explained. Then we will provide labor market indicators to analyze the interaction between wage floor 
institutions and the labor market performance of the EU countries and Turkey. The study will conclude 
with the discussion on policy lessons for improving the existing minimum wage setting mechanism in 
Turkey.

PURPOSE AND EVOLUTION OF WAGE FLOORS

In an economy, the level of wages affects aggregate demand and saving rates as a source of household 
income on the one hand and firms’ production costs and thereby firms’ decisions on prices, investments 
and employment on the other hand. Alongside its important role for the economy, wage rates are the 
main source of the conflict between employees and employers because economic and social aspects of 
wages are different for these two groups. The rationale for labor market institutions determining wage 
floors or minimum levels of wages is to reduce this conflict between social actors (Starr, 1982).

In the labor history, the fundamental change has occurred in the philosophical, political, economic 
and social environment after the Industrial Revolution. In this period, there was no mechanism or 
regulation to prevent wages from falling below the minimum subsistence level. On the other hand, the 
modern capitalist system has led to a new class structure in the industrialized countries, and the working 
class has grown in size and social importance and their demands have changed during the 19th century. 
These conditions have required governments to be involved in the production-distribution processes 
to reduce social conflicts and to sustain industrial peace (Prasch, 2007). Consequently, the modern 
minimum wage was introduced in New Zealand in 1894, in Australia in 1986 and in England in 1909. 
The term modern ‘minimum wage’ refers to the lowest regulated wage rate that can be paid to workers 
(Parsons, 2008; Eurofound, 2018). Moreover, in France a form of minimum wage was adopted only for 
homeworkers in 1915 and a Guaranteed Minimum Inter-Professional Wage (SMIG) was introduced in 
1950. Until the 1930s, in the US, since the commitment to free negotiation was deeply anchored in the 
liberal conception of freedom of contract, employers opposed to any regulation of the minimum wage, 
and more broadly any intervention in the field of wage formation (Gautie, 2018). In addition, several 
Supreme State Courts and then the Federal Supreme Court (1923) invalidated the laws establishing the 
minimum wage (Gautié, 2018). In 1938, the US adopted an official minimum wage at the federal level. 
After the 1950s, legal minimum wages were introduced in many developed and developing countries. 
The implementation of the minimum wage in Turkey started in 1951. It was initially local and sectoral 
but became regional in 1967 and nationwide in 1974.

Nowadays, wage floors in various forms are used in most countries throughout the world. They are 
generally implemented as a single minimum wage at national level or per region or minima set at in-
dustry level through negotiations between employers and trade unions (Eyraud and Saget, 2005). In the 
literature, there are four major reasons for why policy makers use wage floors: to restrict the degree of 
wage inequality, to tackle with poverty, to reduce the power imbalance in employment relations between 
firms and vulnerable groups in the workforce and to promote work incentives (OECD, 2000).
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THE THEORETICAL BACKGROUND

Although the central aim of wage floors is to provide pay protection to vulnerable workers, their use 
can potentially affect various aspects of an economy such as labor costs, employment, inflation, wage 
inequality and poverty. Among these various effects, a considerable amount of the literature has inves-
tigated the effects of wage floors on the labor market outcomes (Meer and West, 2016).

As for the minimum wage literature, economists have long been interested in the effects of minimum 
wage increases and a considerable attention has been devoted to its effects on employment. Although 
several theoretical and empirical studies in the literature have examined the relationship between the 
minimum wage and employment so far, there is still no consensus on to what extent an increase in the 
minimum wage affects employment. According to the traditional model of perfect competition, a minimum 
wage set above the equilibrium wage rate, all things being equal, results in a reduction in employment 
(Neumark and Washer, 2008). Alternatively, a high minimum wage level or an increase in the minimum 
wage does not always reduce employment according to Keynesian economists or monopsony models 
(Card and Krueger,1995; Manning, 2010). Existing empirical studies on the link between minimum 
wage and employment have also yielded contradictory results. Some studies show that an increase in 
the minimum wage reduces the employment of young workers (Neumark and Wascher, 1992; Curie and 
Fallick, 1996; Abowd, Kramarz and Margolis 2000), but others conclude that an increase in the mini-
mum wage does not always reduce the employment of young people, even in some cases, it might have 
a positive effect on the youth employment (Card and Krueger, 1995, Dickens, Machin and Manning, 
1999, Metcalf, 2008, Dube, Lester, and Reich, 2010). In other words, while some of the existing studies 
in the literature highlight the positive effects of the increase in the minimum wage on the employment, 
while others provide evidence on its employment-reducing effects.

Although one of the major goals of the minimum wage is to support the standard of living of the 
lowest paid workers and, more broadly, to reduce inequalities, theoretical and empirical work on the 
effects of the minimum wage has focused more on the employment than on the distribution of wages 
(Neumark and Wacher, 2008; Lemos, 2009). However, according to the economic theory, an increase in 
the minimum wage might help to reduce wage differentials (Lemos, 2009). There are empirical studies 
on the relationship between the minimum wage and wage inequality, which generally find that minimum 
wage increases reduce wage inequality (Bell, 1995; Card and Krueger, 1995; Lee, 1999; Rama, 2001). 
For example, Lee (1999) finds that the increase in wage inequality between the lowest wage percentile 
and the median wage in the USA during the 1980s is largely due to the decrease in the real value of the 
minimum wage.

On the other hand, apart from the evolution of the minimum wage level, the evolution of collective 
wage bargaining rates also might have an impact on the incidence of low-wages and wage inequalities. 
Some studies show that the low proportions of low pay observed in some EU countries are associated with 
the regulation of minimum wages either through collective bargaining or by a national minimum wage 
(Bosch, 2009; Gautié and Schmitt, 2010). Recent studies (including a comparative study of the Russell 
Sage Foundation on low-paid employment in the USA and Europe), setting the low wage threshold at 
two-thirds of the median hourly wage, show that the situation of low-paid workers rather relies on national 
institutions such as active labor market policy, social protection, collective bargaining and the minimum 
wage, which act directly on wage inequality and low pay (Bosch, 2009; Gautié and Schmitt, 2010).

As for the relationship between wage inequality, low pay and the collective bargaining, a recent ILO 
(2017) publication, in cooperation with the European Commission, shows that the decline in collective 
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wage bargaining rates has contributed to the increasing wage inequality and the incidence of low-paid 
jobs in several European countries. On the other hand, in countries with more centralized or better 
coordinated collective bargaining systems, such as Sweden and Belgium, these systems help to reduce 
wage disparities and contribute to the creation of a more egalitarian society (Reegard, 2011; ILO, 2017). 
In fact, several studies show that the more the wage negotiations are centralized, the more the wage 
distribution is compressed (Blau and Kahn 2002, OECD 2004, Wallerstein 1999).

INSTITUTIONAL FRAMEWORKS FOR SETTING WAGE FLOORS IN THE EU

This section overviews the existing institutional frameworks for setting wage floors in the EU countries 
and Turkey. In the EU countries, minimum wages are determined by two basic mechanisms: statutory 
minimum wages or collective bargaining agreements (Eurofound, 2018). Table 1 shows the distribution 
of the EU countries according to the mechanism determining the minimum wages. As noted above, the 
majority of EU countries - 22 out of 28 – and Turkey have statutory minimum wages (Eurofound, 2018). 
In Austria, Denmark, Finland, Italy, Sweden and Cyprus minimum wages are fixed through collective 
bargaining agreements. However, only in Cyprus statutory minimum wages also exist for specific oc-
cupations along with collective bargaining agreements.

NATIONAL MINIMUM WAGES

This section provides information on the existing minimum wages systems (determination mechanism, 
scope, fixing criteria) in the EU countries and Turkey. In countries with national minimum wages, the 
legislation usually obliges the public authority to consult the social partners or a specialized commis-
sion in which social partners are represented (Eyraud and Saget, 2005; ILO, 2013). However, the nature 
of consultation varies according to the legislation in each country. Table 2 provides the distribution of 
the EU countries and Turkey by the degree of consultation in the minimum wage setting processes. 
As can be seen in Table 2, governments fix national minimum wages in the majority of EU countries. 
Among these countries where governments set the minimum wage rates, while there is no obligation to 
consult social partners in Luxembourg, governments consult social partners or a bipartite or tripartite 
commission in others. In two EU countries (Poland and Slovakia), minimum wages are determined by 
bi- or tripartite committees. Turkey is also one of the countries where the minimum wage rate is set by 
a tripartite commission. The Minimum Wage Determination Commission in Turkey is composed of 

Table 1. The mechanism determining the minimum level of wages in the EU and Turkey

Statutory minimum wage
Belgium, Bulgaria, Croatia, Czech Republic, Estonia, France, Germany, Greece, 
Hungary, Ireland, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, 
Portugal, Romania, Slovakia, Slovenia, Spain, United Kingdom and Turkey

Collective bargaining Austria, Denmark, Finland, Italy, Sweden, Cyprus (statutory minimum wage 
exists only for some occupations)

Source: (Eurofound,2018)
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representatives of trade unions, employers’ organizations and the state, and this tripartite commission 
decides on the minimum wage rate by the majority rule.

Although the statutory minimum wages are set at national level, the same rate is not always applied 
to all workers. By 2018, a number of the EU countries set different rates of minimum wage for particular 
groups, as summarized in Table 3. In 12 out of 22 EU countries, there is no specific statutory minimum 
wages applied for certain categories of workers and they set a single nation-wide minimum wage for all 
workers. In the remaining ten EU countries, different minimum wage rates are applied to some group 
of workers with respect to occupation, age, tenure and education. France, Greece, Luxembourg, the 
Netherlands, Malta and the UK set different rates for young workers and workers in ongoing education 
and training are subject to different minimum wages in the UK, France, Belgium and Ireland. Moreover, 
minimum wage rates are also adjusted according to the length of tenure in Malta, France and Ireland 
(Eurofound, 2018). Note that France also has different minimum wage rates for disabled workers. The 
minimum wage is binding for all workers except jobs requiring at least secondary education in Hungary 
(Eurofound, 2018). As for Turkey, a single nation-wide minimum wage rate is legally binding for all 
workers in Turkey.

Figure 1 provides the monthly nominal and adjusted for purchasing power parity minimum wage rates 
in January 2019 for the EU countries and Turkey. As can be observed in Figure 1, the minimum wage 
rates vary widely among the EU countries. The nominal monthly minimum wage rates in January 2019 
range between 286 Euros and 2071 Euros- one to seven- across the EU countries. The lowest nominal 
minimum wage is 286 Euros in Bulgaria and Luxembourg has the highest nominal minimum wage with 
2071 Euros. Figure 1 shows also the difference between Eastern and Western European countries in 

Table 2. Degree of consultation in setting the minimum wage in the EU and Turkey

Government fixes: No obligation to consult social partners Croatia, Luxembourg, Netherlands

Government fixes: Following direct consultation with the social 
partners Czech Republic, Estonia, Romania, Spain, Ireland, Slovenia

Government fixes: Following advice and/or recommendation of 
specialized body

Bulgaria, Hungary, France, United Kingdom, Latvia, Lithuania, 
Portugal, Malta,

Specialized body sets minimum wage rates Poland*, Slovakia*, and Turkey

Source: (ILO, 2013; Eyraud and Saget, 2005)
* More recent study ILO (2013) does not provide information on Poland and Slovakia. These countries are categorized according to 

information provided by Eyraud and Saget (2005).

Table 3. Minimum wage rates for specific groups in the EU and Turkey

A single statutory minimum wage Czech Republic, Latvia, Lithuania, Slovenia, Estonia, Portugal, Spain 
Slovakia, Poland, Bulgaria, Croatia, Romania and Turkey

Specific minimum wage for young workers France, Greece, Malta, United Kingdom, Luxembourg, Netherlands, 
Ireland

Specific minimum wages for workers in education and 
training Belgium, France, United Kingdom, Ireland

Specific minimum wages by tenure France, Ireland, Malta

Specific minimum wages by occupation Germany, Hungary

Source: (Eurofound, 2018)
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terms of nominal minimum wages. Ten Eastern European countries have monthly nominal minimum 
wages less than 600 euros and the monthly minimum wages are more than 1400 euros in seven Western 
European countries. Monthly nominal minimum wages vary between 680 Euros to 1050 Euros in other 
countries. The disparity in the minimum wage levels in the EU shrinks substantially when price differ-
ences across countries are taken into account: the ratio of one to seven decreases to the ratio of one to 
three as can be seen in Figure 1. While Luxembourg has the highest monthly minimum wage adjusted 
for purchasing power parity, the analogous wage rate in Turkey is 422 euros, which is the lowest level 
following Bulgaria.

Nevertheless, international comparisons of minimum wage levels have some limitations. The level 
of minimum wage and the overall earnings distribution in each country should be considered in order to 
compare the labor market performance of the nation-wide minimum wages (Rutkowski, 2003; Schulten et 
al., 2016). The minimum wage to mean wage ratio is one of the most frequently used indicators to assess 
the relative position of minimum wage workers in a country. The higher ratio indicates that the minimum 
wage is close to the center of the overall wage distribution and thereby the position of minimum wage 
workers is relatively better. Figure 2 shows the minimum wage to mean wage ratios of full-time workers 
in 2017 for the 19 EU member countries and Turkey. According to OECD data, the average ratio in 19 
EU countries is 41 percent. While the minimum wage to mean wage ratios are above the EU average 
in nine EU countries (Slovenia, France, UK, Poland, Romania, Portugal, Lithuania, Luxembourg and 
Germany), analogous ratios are less than the EU average in remaining ten EU countries. The monthly 
minimum wage to mean wage ratio is 42 percent in Turkey, which is close to the EU-19 average ratio.

Although the minimum wage to mean wage ratio is commonly used, it can be misleading to under-
stand the importance and economic significance of nation-wide minimum wages. Any changes at the 
upper part of overall wage distribution might affect the mean wage and therefore, the mean wage does 
not always reflect the labor market conditions of low-paid workers and minimum wage workers. A more 
relevant reference point to assess the labor market conditions of low-paid workers and minimum wage 

Figure 1. Minimum wages, January 2019 (EUR per month and PPS per month) in the EU and Turkey
Data Source: Eurostat Minimum Wage Statistics
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workers can be the median wage (Rutkowski, 2003). The minimum wage to median wage ratio shows 
the relative level of the minimum wage compared to the average worker in a country.

Figure 3 provides the minimum wage to median wage ratios of full-time workers in 2017 for 19 EU 
member countries. The average ratio of minimum wages to median wages in 19 EU countries is 52 per-
cent. While the minimum wage to median wage ratios in France, Portugal, Romania, Slovenia, Poland, 
Lithuania, UK, Hungary, Luxembourg are more than the average minimum wage to median wage ratio 
in 19 EU countries while the rest of the countries have the minimum wage to median wage ratios below 
the EU-19 average in Figure 3, except Turkey. The Turkish minimum wage seems to be the highest when 
it is compared to the median wage. The gross minimum wage represents 74% of the median wage in 
Turkey according to Figure 3.

Collective Bargaining

Collective agreements are important wage-setting institutions in many EU countries. Like statutory 
minimum wages, they are used with the aim of setting wage floors at national, industry or company 
level as well as determining non-wage working conditions (OECD, 2017). As mentioned previously, 
EU countries such as Austria, Denmark, Finland, Italy and Sweden do not have nation-wide statutory 
minimum wages and minimum wage rates are determined only through collective bargaining in these 
countries. On the other hand, collective bargaining agreements at local or company level also exist in 
EU countries with statutory minimum wages (Eurofound, 2015).

Figure 2. The minimum wage to mean wage ratios of full-time workers in 20171

Data Source: OECD Statistics

Figure 3. The minimum wage to median wage ratios of full-time workers in 20172

Data Source: OECD Statistics
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Figure 4 provides the collective bargaining coverage rates, which correspond to the percentage of 
employees with the right to bargain, in the EU countries and Turkey. The collective bargaining coverage 
is essential to measure the relevance of the collective bargaining systems (OECD, 2017). If collective 
bargaining agreements cover a large proportion of workers, they might have sizeable effects on the labor 
market performance. According to Figure 4, the average collective bargaining coverage rate in 25 EU 
countries is 55 percent. Depending on the country, the coverage rates vary roughly from 7.1 percent in 
Lithuania to 98.5 percent in France. Turkey has the lowest collective bargaining coverage rate with 7 
percent compared to the EU countries.

Existing studies provide evidence that countries without statutory minimum wages are more likely 
to have higher collective bargaining coverage rates (Vaughan-Whitehead, 2010; Eldring and Alsos, 
2012; OECD, 2012). This finding is also verified by the data provided in Figure 4. Compared to the 
EU countries with statutory minimum wages, countries without statutory minimum wages such as Aus-
tria, Denmark, Finland, Italy and Sweden have higher collective bargaining coverage rates. More than 
80 percent of workers are covered by collective agreements in these countries. However, France and 
Belgium are exceptions because they have both statutory minimum wages applied at national level and 
high collective bargaining coverage rates. The collective bargaining rates are 98 percent and 96 percent 
in Belgium and France, respectively. The high coverage rate for example in France is partly due to the 
use of collective bargaining agreement extension mechanisms to cover all workers at industry levels.

While the collective bargaining coverage rate shows the share of workers subject to collectively-
bargained wage floors, the union density rate measures potential union bargaining clout (CESIFO, 2004). 
Figure 5 shows trade union density rates (%) in 19 EU Member States and Turkey in 2017. As can be 
seen in Figure 5, trade union density rates vary significantly from country to country. The trade union 
density rates are highest in Denmark, Sweden, Finland and Belgium. High rates of union density in these 
countries might be explained by the existing system whereby unemployment benefit is administered by 
union-affiliated institutions (CESIFO, 2004). On the other hand, trade union density rates are very low 
in Estonia, Lithuania and France. Compared to the EU countries, the union density rate in Turkey is 
quite low with 8 percent. It seems that the EU countries without statutory minimum wages and set the 
minimum wages solely through collective agreements such as Denmark, Sweden, Belgium, Finland and 
Italy have comprehensive bargaining systems with high rates of coverage and union density. In general, 
sector-level or national agreements are expected to reduce wage inequality by lowering wage differentials 
between employees (OECD, 2017).

Figure 4. Collective bargaining coverage rate (%)
Data Source: OECD Statistics
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WAGE FLOORS AND LABOR MARKET INDICATORS IN THE EU

Labor market institutions include a broad set of rules, actors and policies (Gazier, 2013). These include 
labor law’s rules (governing dismissals, the right to unionization and collective bargaining) as well as 
labor market policies such as unemployment compensation, training and subsidized jobs, minimum 
wages etc. As mentioned before, this study focuses on the impact of two labor market institutions de-
termining wage floors on the labor market performance in EU countries: the collective bargaining and 
the minimum wage.

First, we show to what extent the collective bargaining and statutory minimum wages are effective 
in each EU country and Turkey. The degree of their effectiveness is assumed to be measured with the 
collective bargaining coverage rate (low, medium, high) and the minimum wage to the median and the 
minimum wage to mean wage ratios. Second, we will rank countries under interest according to the 
degree of effectiveness and compare countries in terms of the level of wage inequality and the incidence 
of low-paid work assuming that all other things are equal between countries. As pointed out previously, 
these two wage-floor setting mechanisms are implemented with the aim of restricting the degree of wage 
inequality, tackling with poverty and reducing the incidence of low-paid work.

As mentioned in the theoretical background section, minimum wages and collective agreements are 
theoretically expected to have significant effects on the wage inequality and the incidence of low-paid work. 
A special issue of the ILO International Labour Review (2012) on low-wage work in several developing 
countries confirms the importance of national labor market institutions, especially the collective bargain-
ing and the minimum wage, for reducing low-paid work. In other words, the higher collective bargaining 
coverage rate and/or union density rate and/or the level of minimum wage, the lower the probability of 
being poorly paid. Moreover, some empirical studies examining the impact of the minimum wages on 
the wage distribution also conclude that an increase in the minimum wage has wage-inequality reducing 
effects (for example, Bell, 1995; Card and Krueger, 1995; Lee, 1999; Rama, 2001). On the other hand, 
a number of studies show that centralized bargaining agreements also decrease level of wage inequality 
(for the review of studies, see Hayter, 2011:141-152; 2015). Another example of these studies is Visser 
(2015) that finds a strong negative relationship between the collective bargaining coverage and the wage 
inequality in OECD countries.

Table 4 provides collective bargaining coverage rates, union density rates, the ratios of minimum 
wage to mean and median wages and inter-decile ratio of earnings (D9/D1) and the incidence of the 
low-pay for the EU countries and Turkey in 2017. In this study, the inter-decile ratio D9/D1 of earnings 
will be used as a measure of wage inequality. The inter-decile ratio D9/D1 is a simple way to measure 

Figure 5. Trade union density rates (%)
Data Source: OECD Statistics
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of the wage inequality. It is the ratio of the highest income decile (D9) to the lowest decile (D1). The 
advantage of the inter-decile ratio is that it measures how many times the average earnings of the “rich” 
is higher than that of the “poor”. In the OECD database, D9/D5 and D5/D1 ratios are also available. 
While the former compares the top of the distribution to the median value, the latter compares the me-
dian to the bottom of the distribution. In this study, we use D9/D1 ratio to analyze the inequality of the 
whole distribution in each country. The average D9/D1 ratio is 3.30 for the EU countries in the Table 4 
and this ratio is 3.53 in Turkey. The D9/D1 ratios in the UK, Czech Republic, Slovak Republic, Turkey, 
Hungary, Lithuania, Estonia, Ireland, Poland, Portugal, Latvia, Romania are above the EU-average D9/
D1 ratio and those in Austria and Greece are quite close to the EU-average. The EU countries with inter-
decile ratios lower than the EU-average are Luxembourg, the Netherlands, France, Denmark, Finland, 
Belgium, Sweden, Italy.

The disparity in the wage inequality across countries can be partially explained by the differences 
in union density and the collective bargaining coverage rates. The wage inequality is relatively lower in 
the countries where the union density rates are relatively higher such as Denmark, Sweden, Finland and 
Belgium. In contrast, the wage inequality is relatively higher in the countries with relatively low union 
density rates such as Latvia, Poland, Slovak Republic, Czech Republic, Hungary, Turkey, Lithuania, 
Estonia. Moreover, the wage inequality is relatively lower in the countries such as Sweden, Belgium, 
Finland, Denmark where collective bargaining coverage rates are high. In these countries, wage rates 
of more than 80 percent of workers are determined by collective bargaining agreements. On the other 
hand, the wage inequality is relatively higher in the countries with relatively low collective bargaining 
coverage rates. It seems that the wage inequality is relatively lower in the countries with comprehensive 
collective bargaining systems characterized by high proportion of workers covered by collective bargain-
ing agreements and high union density rate. Note that the association between wage inequality measures 
and collective bargaining and union density rates does not mean that there is always a cause-and-effect 
relationship between them. Other factors such as macroeconomic conditions, cultural, institutional and 
technological characteristics affect the cross-country differences in the wage inequality. In Turkey, the 
proportion of workers who are union members and the proportion of workers covered by collective 
bargaining are low compared to the EU countries and D9/D1 ratio is above the EU-average.

On the other hand, Table 4 also shows other notable results on the association between wage floor 
institutions (the national minimum wage and the collective bargaining system) and the wage inequal-
ity. First, in the EU countries such as Italy, Denmark, Finland, Sweden and Belgium, which do not use 
statutory minimum wages but have high union density and collective bargaining coverage rates, the 
wage inequality is relatively lower compared to other EU countries. Second result comes out when the 
indicators provided in Table 4 are closely examined for the EU countries with the statutory nation-wide 
minimum wages. In these EU countries, the union density and the collective bargaining coverage rates 
are generally relatively lower, and the wage inequality is relatively higher. Even in the countries where 
the national minimum wages are relatively high (higher the minimum wage to mean and median wages 
ratios) such as Turkey, Portugal, Romania, Slovenia, Poland, Lithuania, the United Kingdom, Hungary, 
the wage inequality is higher than the EU-average. In other words, it is clear that the wage inequality is 
not always low in the countries with high ratios of minimum wage to median and mean wages. This could 
be due to the fact that the median wage earner is often relatively low-paid. However, France represents 
an exception because it is the country with high relative level of the national minimum wage and low 
wage inequality. Different from other countries with high relative level of national minimum wages, the 
coverage rate of collective bargaining in France is very high with 98,5 percent.
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In sum, the descriptive analysis shows that in the EU countries with relatively high rates of union 
density and collective bargaining coverage, the wage inequality is lower than the EU average. On the other 
hand, the wage inequality is not always lower than the average rate in EU countries with high national 
minimum wage rates. Therefore, the implementation of statutory minimum wage at national level alone 
is not enough for a better labor market performance in terms of wage inequality.

The incidence of low-paid workers is also provided in Table 4. The incidence of low-paid workers 
corresponds to the share of full-time workers earning less than two-thirds of gross median earnings of all 

Table 4. Indicators for the EU Member States and Turkey

Countries

Collective 
bargaining 

coverage rate 
(%)

Union 
density 

rates (%)

Minimum 
wages to 

median wages

Minimum 
wage to mean 

wages
D9/D1

Low-Pay 
Incidence 

(%)

Turkey 7.0 8.2 0.74 0.42 3.53 NA

Lithuania 7.1 7.7 0.54 0.43 3.78 21.3

Poland 14.7 12.4 0.54 0.44 3.81 21.7

Hungary 22.8 9.0 0.53 0.40 3.73 19.6

Latvia 13.8 12.6 0.48 0.39 4.00 26.0

Estonia 18.6 4.5 0.41 0.35 3.78 22.1

Slovak Republic 24.4 10.9 0.48 0.38 3.49 19.0

United Kingdom 26.3 23.7 0.54 0.44 3.43 19.3

Romania 35.0 NA 0.60 0.44 4.67 24.7

Luxembourg 55.0 34.1 0.53 0.43 3.15 12.2

Slovenia 65.0 19.6 0.58 0.48 3.33 19.2

Ireland 33.5 23.3 0.46 0.38 3.79 22.5

Greece 40.0 24.7 0.48 0.33 3.27 15.8

Czech Republic 46.3 10.5 0.41 0.35 3.46 19.8

Germany 56.0 17.0 0.48 0.43 3.33 18.9

Portugal 72.3 16.1 0.61 0.43 3.95 11.4

Spain 73.1 13.9 0.40 0.34 3.12 14.6

Netherlands 78.6 17.3 0.47 0.39 3.02 14.5

Austria 98.0 26.9 NA NA 3.27 15.4

France 98.5 7.9 0.62 0.50 2.81 9.1

Countries without statutory minimum wage

Italy 80.0 34.4 NA NA 2.25 7.7

Denmark 84.0 67.2 NA NA 2.57 8.2

Finland 89.3 61.8 NA NA 2.50 7.1

Sweden 90.0 66.8 NA NA 2.28 NA

Belgium 96.0 54.2 0.47 0.40 2.41 4.1

EU-average 54.9 25.1 0.51 0.41 3.30 16.2

Data Source: Eurostat and OECD. NA means not available.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



200

Institutions for Wage Determination in the EU and Turkey
 

full-time workers (Bosch, 2009; Gautié and Schmitt, 2010). When we examine the relationship between 
the incidence of low-paid workers and the union density and the collective bargaining coverage rates 
on one hand, and the national minimum wage on the other, the findings are similar to those obtained 
from the analysis of the D9/D1 ratio. In countries such as Portugal, France, Denmark, Italy, Finland and 
Belgium where the collective bargaining coverage rate is high (over 70 percent), the low-pay incidence 
is below 11 percent much less than the EU19 average. Among the EU countries with a high collective 
bargaining coverage rate and a low incidence of low-wage workers, while Portugal and France have 
statutory national minimum wages, Denmark, Italy and Finland do not have any. On the other hand, in 
the EU countries such as Latvia, Romania, Ireland, Estonia, Poland and Lithuania, where the national 
minimum wage is applied, the national minimum wage level and the low-pay incidence are relatively high.

CONCLUSION

Institutions determining the minimum level of wages are in focus in each individual EU country. The 
main reason for this interest is the decreasing trade union membership, the increasing wage inequal-
ity, the increasing share of low-paid workers and the increasing number of working poor in several 
EU countries since the1980s. The wage differentials and the incidence of low-wages are growing both 
within and between countries in Europe, which is certainly one of the most worrying trends for the major 
economies of the EU.

The aim of this study is to provide information on wage floor determining mechanisms that are national 
minimum wages and collective bargaining on the one hand, to examine differences and commonalities of 
these mechanisms in the EU countries on the other hand. We also study the interaction between these two 
mechanisms and the labor market performance in the EU countries and Turkey. While the effectiveness 
of the collective bargaining systems depends on their coverage, the impact of the statutory minimum 
wages depends primarily on their absolute and relative levels. Therefore, we compare the minimum wage 
levels and the collective bargaining coverage between EU countries and analyze their association with 
the wage inequality measured with D1/D9 ratio and the incidence of low-paid workers.

National minimum wages exist in 22 out of 28 EU countries and the rest of EU countries rely on 
collective bargaining agreements when fixing minimum wages. Among EU countries with national 
minimum wages, the criteria and the degree of consultation in setting minimum wage processes as 
well as minimum wage levels differ from country to country. In Turkey, a unique nation-wide statutory 
minimum wage is fixed by a tripartite commission and the minimum wage rate do not differ according 
to age, qualification, region, industry and occupation. In other words, all workers are subject to the same 
minimum wage rate. Similarly, the union density rate and the coverage rate of collective bargaining vary 
considerably from one country to another. In general, the proportion of union member workers and the 
proportion of workers covered by collective bargaining are relatively high in Scandinavian countries 
without national minimum wages. However, there are also EU countries with high collective bargaining 
coverage rate and national minimum wages such as France and Belgium. Compared to EU countries, 
Turkey has the lowest coverage rate of collective bargaining and is one of the countries where union 
density rate is lowest. Moreover, Turkey has one of the highest ratios of minimum wage to mean and 
median wages compared to the EU countries.

When we analyze the association between the relative level of minimum wages and the wage inequal-
ity and the incidence of low-wages in EU countries, we observe that the level of wage inequality and the 
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incidence of low pay is higher than the EU average even in EU countries with high levels of minimum 
wage relative to mean and median wages. On the other hand, countries with high union density and 
collective bargaining coverage rates, the incidence of low-wages and the wage inequality are lower than 
the EU-19 average. In other words, a high minimum wage alone is not enough to reduce the degree of 
wage inequality and the incidence of low-paid workers.

In the Turkish labor market, the role of the minimum wage policy has become much more important 
and the minimum wage has become the main determinant of the wage levels due to the limited role of 
trade unions and collective bargaining agreements in determining wage floors. However, wage inequality 
is high in Turkey is compared to the EU countries. Improving the coverage rate of collective bargaining 
and the union density might contribute to the promotion of redistributive social policies and help to 
reduce wage inequality.
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ENDNOTES

1  Bulgaria, Croatia and Malta are excluded due to the lack of information in OECD database. In 
Austria, Denmark, Finland, Italy and Sweden there is no any statutory minimum wages and Cyprus 
has minimum wages for specific occupations.

2  The Eurostat database does not provide information on the ratio of the minimum wage to the me-
dian wage and thus, the data is extracted from OECD database. Bulgaria, Croatia and Malta are 
excluded due to the lack of information in OECD database. In Austria, Denmark, Finland, Italy 
and Sweden there is no any statutory minimum wages and Cyprus has minimum wages for specific 
occupations.
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ABSTRACT

Macroeconomic indicators are used to evaluate the current performance and forecast the future state 
of the economy. Within the scope of the chapter; macroeconomic indicators such as GDP per capita, 
unemployment, inflation, real interest rates, and growth rates constitute the criteria of Multi-Criteria 
Decision Making (MCDM) model. The European Union (EU) countries and Turkey are the alternatives 
of the MCDM problem. Best Worst Method (BWM) is an MCDM method developed by Jafar Rezaei in 
2015. In this method, the decision-maker identifies only the best and worst criteria and compares them 
with the remaining criteria. In this chapter, the macroeconomic indicators of Turkey and EU countries 
analyzed by BWM. As a result of the study, Luxembourg ranks first, Denmark second, and Sweden third. 
The last three countries are Portugal, Croatia, and Greece. Turkey ranks 24th.
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INTRODUCTION

The European Union was established because they thought that diversity would give them power. The 
European Union made the biggest wave of enlargement in its history in 2004. In the latest wave of enlarge-
ment, ten new countries (Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, 
Slovakia and Slovenia) joined the European Union. In 2007, the number of European Union members 
rose to 27 with the participation of Bulgaria and Romania. With the participation of Croatia in 2013, 
the number of European Union Member countries reached to 28. Turkey was accepted as a full member 
candidate of the European Union in 1999. It has been requested to provide the conditions in many areas 
including economy and politics from Turkey for European Union membership. The economy is one of 
the most important conditions for European Union membership.

In the EU countries, significant deterioration occurred in economic indicators especially in 2009 
due to the impact of the European debt crisis. While economic growth rates decreased significantly, 
unemployment also increased. After the deterioration that continued until 2013, while the growth in-
creased, inflation rates started to decline and unemployment rates showed a downward trend (Ulusoy 
and Ela, 2015; Eser and Ela, 2015). The current account deficits before the European debt crisis started 
to be reduced in many countries in 2012 and 2013 (Eurostat, 2018). In 2016, partial economic recovery 
continued in EU economies. As a result of the monetary policy imposed by the European Central Bank 
(ECB) together with the falling oil prices and the exchange rate, the decreasing funding cost and the pro-
growth fiscal policy have supported growth in the EU. On the other hand, the current account balance 
continued its positive development in recent years. Germany and the Netherlands contributed positively 
to the current account balance of the European Union. Inflation rates in the European Union remained 
low due to the decrease in energy prices. Similarly, labour market conditions in EU countries continued 
to improve and unemployment decreased in 2016 (European Union, 2016, pp.22-47).

Macroeconomics data are the main indicators of the changes in the national economies. Economic 
performance of countries can be compared with macroeconomics indicators. Moreover, comments can be 
made about the countries’ economic situation with the help of these indicators. Multi-Criteria Decision-
Making methods are used to determine the performance of alternatives or to compare alternatives with 
each other in the case of two or more conflicting criteria. In this study, it is expected to find out Turkey’s 
macroeconomics position among European Union countries according to macroeconomics indicators 
by using Multi-Criteria Decision-Making methods.

There are studies that compare the economic performances of Turkey and European Union countries 
with macroeconomics indicators by using Multi Criteria Decision Making methods. In the six studies ex-
amined, commonly used MCDM methods were used, such as AHP, ELECTRE, MOORA, PROMETHEE 
and TOPSIS. Criterion weights were usually taken as equal and only one year period was studied exclud-
ing Ekren and Fındıkci (2016). As a result, it is obvious that new studies should be conducted in this 
area. Criteria weights should be calculated by using experts’ opinion, more period should be covered 
and newly developed MCDM methods should be used. Therefore, Best Worst Method (BWM), a newly 
developed Multi Criteria Decision Making method based on linear and non-linear programming, will 
be used in our study and the data for nine-year period covering 2009-2017 years will be used. Expert 
opinions will be utilized in determining the criteria weights. Long-term bond interest rates, GDP per 
capita, unemployment rate, inflation rate and growth rate which are the criteria of this study were chosen 
from the most frequently used variables in the studies using macroeconomics indicators.
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LITERATURE

The literature review is divided into three sections. In the first section; the studies using macroeconom-
ics variables were examined. In the second section; the studies comparing the economic performance of 
countries with macroeconomics indicators using Multi Criteria Decision Making methods were examined. 
In the third section; the studies about the BWM are examined.

Albeni and Demir (2005) investigated the macroeconomics factors that have an impact on the stock 
prices of companies. Inflation rate, financial index, savings deposit interest rates, treasury bond interest 
rates, US dollar and German mark, emission volume, Republic gold, international portfolio investments 
and money supply constitute macroeconomics variables of the study. Multiple regression analysis was 
used in the application, time series data of the 1991-2000 period for the dependent and independent 
variables were evaluated according to the Least Square Method and the calculated coefficients were tested 
statistically. This study differs from the others by examining the relationship between financial sector 
stock prices and macroeconomics variables. As a result of the study, it was found that macroeconomics 
factors affecting the financial sector stock prices were deposit interest rates, Republic gold, international 
portfolio investments and German Mark.

Kılıç (2005) compared economic performances of the EU countries and four candidate countries 
in the process of full membership negotiation by ELECTRE TRI. The level of readiness of candidate 
countries to the process of economic integration with the EU was examined. Seven macroeconomics 
variables including public finance balance / GDP, public debt / GDP, inflation rate, interest rate, real 
growth in GDP, GDP per capita and labour productivity were used. It was observed that seven countries 
and four candidate countries from EU countries were not ready for economic integration with the EU.

Karabulut, Ersungur & Polat (2008) analysed macroeconomics performance levels of Turkey and the 
European Union (EU) member states using data set in the period 2001-2005. The technical efficiency 
and total factor productivity of the countries and the changes in their components were taken as the 
basis in the performance measurement. Data Envelopment Analysis (DEA) and Malmquist total factor 
productivity index were used to measure changes in technical efficiency and total factor productivity.

Koyuncu (2010) identified effective macroeconomics factors in the determination of foreign invest-
ment inflows in Turkey. Structural VAR method was applied for the variables that were thought to be 
effective on foreign direct investment (FDI) inflow. Macroeconomics indicators were used such as 
interest rate, openness rate, real exchange rate, net international reserves, inflation rate and GDP. The 
data used in the study were obtained from the Central Bank database. As a result, it was observed that 
foreign direct investment inflows were significantly affected by the changes in previous foreign direct 
investment, GDP, openness ratio and net international reserves. In other words, FDI in Turkey is affected 
by the relationship of the previous level of foreign investment and global markets.

Altıntaş and Tombak (2011) aimed to estimate the relationships between the real and monetary 
variables that play a role in the determination of the stock prices with the VAR method and Granger 
causality tests. Quarterly data were used between 1987 and 2008. Economic growth, money supply, real 
exchange rate, foreign exchange reserves and GDP are the macroeconomics variables of the study. It was 
determined that there is a positive and significant relationship between stock prices and real exchange 
rate, economic growth and international reserves. However, negative and significant long-term relation-
ship between stock prices and monetary expansion was observed.

Özden (2012) made the ranking of EU members and Turkey’s levels of development with AHP by 
using macroeconomics indicators. Macroeconomics indicators such as Public Debt / GDP, Unemployment 
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Rate, Budget Deficit / GDP, Current Account Balance / GDP, GDP / Population, Short Term Interest 
Rate, Euro Exchange Rate and Inflation were used in consideration of Maastricht Criteria in the study. 
The weight of macroeconomics criteria was determined by taking the opinions of experts and academi-
cians. As a result of the analysis, the country with the highest economic performance was Luxembourg 
and the lowest was Greece. Turkey was ranked the 24th among 28 countries.

Arıç and Erkekoğlu (2013), studied the similarities between Turkey and the EU countries in terms 
of macroeconomics indicators. The ratio of the current account balance to GDP, net trade rate index, 
GDP per capita, GINI, inflation rate, unemployment rate, export value index (2000 = 100), total demand 
growth were used as macroeconomics variables in the study. Clustering analysis was used in the study. In 
addition to this analysis, sigma (σ) approximation analysis was used to determine the country rapproche-
ment in terms of the variables used. Macroeconomics variables before and after the 2008 crisis were 
used. The study is different from other studies in terms of examining whether there has been a change 
in the cluster membership of the EU countries by years and whether there is a differentiation in these 
memberships. Results showed that the EU members and Turkey, while closer to each other according 
to the inflation rate and current account deficit variable rate, the unemployment rate and in terms of 
national income per capita was seen away from one another.

Demir and Bakırcı (2014) examined the macroeconomics activities of OECD member countries for 
the period of 2006-2010 by DEA method. 6 inputs and 6 outputs were determined to reveal the economic 
dimension. The lowest inputs of Iceland and Korea are the unemployment rate and they are at a very 
low level compared to the data of all other countries. Moreover, their GNP and purchasing power parity 
data were higher than other countries.

Cihan and Salur (2017) analysed the BRICS countries and Turkey’s financial performance with the 
TOPSIS method using macroeconomics data. Five macroeconomics variables including growth rate, 
inflation rate, unemployment rate, budget deficit / GDP and current account / GDP were used and the 
performances of the countries were evaluated.

Eyüboğlu (2017) aimed to compare the macroeconomics performance of developing countries be-
tween 2003 and 2013 with AHP and TOPSIS methods. Macroeconomics indicators such as economic 
growth, inflation rate, unemployment rate and current account balance / GDP were the criteria of the 
study. As a result of the analyses, performance rankings of the countries according to the macroeconom-
ics criteria were obtained.

Erdogan (2017) analysed and compared the effects of macroeconomics variables on foreign direct 
investment movements in some of the Latin American countries and Turkey. Foreign direct investment, 
external openness, per capita income, inflation and current deficit were used as macroeconomics indi-
cators, the period between 1980 and 2012 were studied. Study results showed that the most important 
variable affecting foreign direct investment in Latin American countries is openness. For Turkey, the 
most important macroeconomics variables are income per capita and inflation. These findings indicate 
how effective macroeconomics figures are on direct foreign investments.

Masca (2017) investigated the macroeconomics performance of 28 EU countries based on 6 basic 
macroeconomics indicators for the 2015 period by using the TOPSIS method. According to the results 
of the analysis using economic indicators such as long-term interest rates, general budget balance / GDP, 
total public debt / GDP, gross fixed capital formation, inflation rate and unemployment rate, Sweden 
showed the best performance. Greece showed the worst performance.

There are seven studies that compare the performances of Turkey and European Union countries with 
macroeconomics indicators by using Multi Criteria Decision Making methods. The first one was studied 
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by Özden in 2011. Özden used the data of 2009 in his study. 27 member countries of the European Union, 
Turkey and Croatia were included in the study. The macroeconomics indicators used in the study were 
Public Debt / GDP, Unemployment Rate, Budget Deficit / GDP, Ratio of Exports to Imports, GDP per 
capita and Inflation Rate. These indicators are the criteria of multi criteria decision making model. No 
procedure was carried out to determine the criteria weights. They were taken as equal. TOPSIS method 
was used for performance measurement. Turkey’s macroeconomics performance ranks 27th out of the 
29 countries in front of Latvia and Greece.

Dinçer (2011) compared the macroeconomics performance of 30 countries, including EU countries 
and EU candidate countries. TOPSIS and WSA methods were applied by using six basic macroeconom-
ics indicators for the year 2008 in this study. Economic indicators such as growth rate, inflation rate, 
export, import and unemployment rate were used as decision criteria. The results showed that the most 
successful countries were Luxembourg, the Netherlands and Denmark. Turkey occupies the 27th in both 
methods according to the analysis results.

Urfalioglu and Genc (2013) aimed to find out Turkey’s economic situation among the European 
Union countries by applying Multi-Criteria Decision Making methods. In the study, three different 
Multi-Criteria Decision Making methods including ELECTRE, PROMETHEE and TOPSIS were used. 
The study used data of 2010, 27 European Union member countries and Turkey, Macedonia, Iceland, 
Montenegro and Croatia total of 32 countries, constituted the alternatives of MCDM model. Six mac-
roeconomics indicators were used as criteria: Inflation, Growth and Employment rates and Export, 
Import and GDP per capita. Criteria weights were taken as equal. Turkey’s performance ranks 13th by 
TOPSIS and 31th and 32th by ELECTRE and PROMETHEE respectively out of the 32 countries. The 
fact that the rankings show such a difference according to the Multi-Criteria Decision Making methods 
used reduces the confidence in this study.

Genc and Masca (2013), compared 28 European Union countries and Turkey’s macroeconomics 
performance for the year 2012 by using TOPSIS and PROMETHEE methods. The macroeconomics 
performance criteria of the study are Public Debt / GDP, Unemployment Rate, Budget Deficit / GDP, 
Inflation, Long-Term Interest Rates and Growth. In the study, where criterion weights were taken as 
equal, it was stated that the methods gave similar results because of the high rank correlation between 
the results of the two methods. Turkey’s macroeconomics performance ranks 18th by TOPSIS and 21th 
by PROMETHEE out of the 29 countries.

28 European Union countries and Turkey’s macroeconomics performance, for the six-year period 
covering the years 2010-2015, were examined using AHP and VIKOR methods (Ekren and Fındıkci, 
2016). The criteria of the study were Public Debt / GDP, Growth Rate, Interest Rate, Exchange Rate, 
Current Account Balance / GDP, Unemployment Rate, Inflation and Budget Balance / GDP. A hybrid 
approach was used in the study. The weights of the criteria were determined by AHP and the performances 
of the countries were determined by using these weights in VIKOR method. Turkey’s performance, in 
the six-year period examined, ranks among 23th-27th out of the 29 countries.

Sevgin and Kundakci (2017) analysed 28 European Union countries and Turkey’s macroeconomics 
performance for the year 2013 by using TOPSIS and MOORA methods. The same six macroeconomics 
indicators in Özden (2011) were used in the study where criterion weights were taken as equal. Turkey 
ranks 29th, 28th and 29th by TOPSIS, MOORA Ratio and MOORA Reference Point methods respectively 
out of the 29 countries.

Ela et al. (2018) compared 28 European Union countries and Turkey’s macroeconomics performance 
for the year 2015 by using TOPSIS method and four macroeconomics indicators. Criteria weights were 
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taken from Eyupoglu (2017). When the results obtained from the study are taken into consideration, 
Ireland, Cyprus and Poland are the most prominent countries in terms of macroeconomics performance. 
The countries with the lowest macroeconomics performance are Turkey, Austria and Belgium.

This study will be performed to compare the EU countries and Turkey with the BWM. Therefore, the 
studies conducted with this method in the literature are also examined. BWM is a multi-criteria decision 
making method that was introduced to the literature by Rezaei in 2015. During the three-year period 
until 2018, the method was very popular and more than 40 studies on BWM were produced. BWM has 
been applied in many areas and subjects such as production (Rezaei, 2015; Rezaei, 2016; Moktadir et 
al., 2018 Beemsterboer, Hendrix and Claassen, 2018), supply chain (Sadaghiani et al., 2015; Ahmadi 
et al., 2017; Mohaghar et al., 2017; Rezaei and Lajim, 2018; Rezaei et al., 2018; Kusi-Sarpong, Gupta 
and Sarkis, 2018; Setyono and Sarno, 2018), risk assessment (Torabi et al., 2016), education (Salimi and 
Rezaei, 2016), energy (Gupta, Anand and Gupta, 2017; van de Kaa et al., 2018), technology (Ghaffari, 
2017; van de Kaa et al., 2019), transportation (Rezaei et al., 2017; Kaa et al., 2017; Groenendijk, Rezaei 
and Correia, 2018; Rezaei et al., 2018; Sharma, Mangla and Patil, 2019), and performance evaluation 
etc. (Salimi and Rezaei, 2018; Bonyani and Alimohammadlou, 2018).

METHODOLOGY

The Best-Worst method is a new multi-criteria decision-making method based on linear and nonlinear 
programming. This method gives more consistent results than AHP and requires less calculation. The 
steps involved in BWM are described below (Gupta & Barua, 2016; Gupta et. al., 2017; Rezaei, 2015; 
Rezaei, 2016):

Step 1: Construct the decision matrix as given in the following equation:
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where xij denotes the performance rating of the alternative i with respect to the criterion j and m represents 
the number of the alternatives and n the number of the criteria.

Step 2: Determine the best and worst criteria among all the criteria using experts’ opinion.
Step 3: Determination the preference rating of best selected criteria over all other criteria using 1-9 

scale. These ratings can be represented as a vector AB = (aB1, aB2, …, aBn) where aBB = 1.
Step 4: Determination the preference rating of worst selected criteria over all other criteria using 1-9 

scale. These ratings can be represented as a vector Aw = (aw1, aw2, …, awn)
T where aww = 1.

Step 5: Find the optimized weights (w1*, w2*, …, wn*) of criteria, where the maximum absolute dif-
ferences for all j is minimized of the following set {|wB − aBjwj|, |wj − ajWwW|}. This can be represented 
as the following model:

min max{|wB − aBjwj|, |wj − ajWwW|}
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s.t.

wj ≥ 0, for all j (2)

Model (2) can be solved by the following linear programming problem model:

min ξL

s.t.
|wB − aBjwj| ≤ ξL, for all j
|wj − ajWwW| ≤ ξL, for all j

wj ≥ 0, for all j (3)

Values of optimized weights (w1*, w2*, …, wn*) and ξL can be obtained by solving linear programming 
model (3). Closer values of ξL to 0 indicates higher consistency and values below 1 indicates consistent 
comparison.

Step 6: Alternative scores can be obtained by the following equation.

v w xi j if
j

n

�
�
�

1
 (4)

Larger Vi value means a better alternative. If the values of decision matrix (xij) are not known, then 
by applying the procedure in steps 2-5 these values can be obtained. If the decision matrix values are of 
from different scales they can be normalized by the following equation (Zhai et. al., 2009).
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RESULTS

The aim of this study is to measure macroeconomics performances of Turkey and EU countries by using 
macroeconomics indicators and BWM for the nine-year period between 2009 and 2017. The study was 
planned to include 28 EU countries and Turkey, however Estonia could not be included because of the 
lack of data. In addition, 2018 data could not be included in the study since it is not yet fully disclosed. 
Data were obtained from EUROSTAT (https://ec.europa.eu/eurostat/home?), IMF (https://www.imf.
org) and World Bank (https://www.worldbank.org/). Macroeconomics indicators, long-term bond yields, 
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GDP per capita, unemployment rate, inflation rate and growth rate are the criteria of this study. The 
alternatives of the study are 27 EU countries and Turkey.

In order to find the criterion weights, four experts were interviewed and asked to reach a compro-
mise group decision. The experts determined that the most important criterion is GDP per capita and 
the worst criterion is inflation. The experts were then asked to determine the ratings of GDP per capita 
over all other criteria using 1-9 scale. The results of the experts’ ratings are given in Table 1. Similarly, 
the experts compared the other criteria with the inflation criterion, the results are given in Table 2.

In the study, the nine-year period among 2009-2017 were evaluated separately for each year. Therefore, 
nine decision matrix were formed. The decision matrix for the year 2009 is given in Table 3.

The steps given in section 3 were applied in the analysis. Decision Matrices were created for each 
year as stated in Step 1. In order to carry out steps 2, 3 and 4, expert opinions were used as mentioned 
above. Best and worst vectors were obtained as AB = (2, 5, 7, 3, 1) and Aw = (6, 2, 1, 4, 8)T respectively. 
In order to find the optimal weights in step 5, the model (3) has been solved by the Microsoft Excel 
Solver add-in. The weights obtained as a result of step 5 are given in Table 4. The weight of the most 
important criterion is 43%, while the worst criterion is 5%. The ξL value was calculated as 0.07. This 
value is very close to 0 indicates high consistency.

The measurement units of the criteria are different and therefore normalization is performed using 
Equation (5). The normalized decision matrix of the 2009 is given in Table 5.

Scores of all alternatives were obtained by using the equation (4). Table 6 shows the scores for each 
year and averages of alternatives.

The rankings and averages corresponding to these scores can be seen in Table 7.

CONCLUSION

Turkey has been Europe’s most powerful and most important partner for many years. The relations between 
Turkey and the Europe have very strong roots and crucial outputs after the second World War. Turkey 

Table 1. Comparison of the best criteria and other criteria

The Best and Others Growth Unemployment Inflation Bond yields GDP per capita

GDP per capita 2 5 7 3 1

Table 2. Comparison of the worst criteria and other criteria

Others and the worst Inflation

Growth 6

Unemployment 2

Inflation 1

Bond yields 4

GDP per capita 8
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Table 3. Decision matrix for 2009

Country Bond Yields (%) GDPPC (US$) Unemployment (%) Inflation (%) Growth (%)

Austria 3.9 47963 5.3 0.4 -3.8

Belgium 3.9 44881 7.9 0.0 -2.3

Bulgaria 7.2 6970 6.8 2.5 -3.6

Croatia 7.8 14169 9.3 2.2 -7.3

Cyprus 4.6 32106 5.4 0.2 -2.0

Czech Republic 4.8 19742 6.7 0.6 -4.8

Denmark 3.6 58163 6.0 1.0 -4.9

Finland 3.7 47107 8.2 1.6 -8.3

France 3.7 41575 9.1 0.1 -2.9

Germany 3.2 41733 7.6 0.2 -5.6

Greece 5.2 29711 9.6 1.3 -4.3

Hungary 9.1 13030 10.0 4.0 -6.6

Ireland 5.2 52104 12.6 -1.7 -5.0

Italy 4.3 36977 7.7 0.8 -5.5

Latvia 12.4 12219 17.5 3.3 -14.4

Lithuania 14.0 11837 13.8 4.2 -14.8

Luxembourg 4.2 103199 5.1 0.0 -4.4

Malta 4.5 20676 6.9 1.8 -2.5

Netherlands 3.7 51900 4.4 1.0 -3.7

Poland 6.1 11528 8.1 4.0 2.8

Portugal 4.2 23064 10.7 -0.9 -3.0

Romania 9.7 8475 6.5 5.6 -5.5

Slovakia 4.7 16513 12.1 0.9 -5.4

Slovenia 4.4 24634 5.9 0.8 -7.8

Spain 4.0 32334 17.9 -0.2 -3.6

Sweden 3.3 46207 8.3 1.9 -5.2

Turkey 12.9 9036 13.1 6.3 -4.7

United Kingdom 3.4 38262 7.6 2.2 -4.2

Table 4. Criterion weights

Bond Yields (%) GDPPC (US$) Unemployment (%) Inflation (%) Growth (%)

0.17 0.43 0.10 0.05 0.25
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applied to be a member of the union, after 19 months of establishing the union. In macroeconomics 
sense, the relations have more complicated than other unions in terms of import, export and investments. 
For example, EU share in Turkey’s exports was 43.4% in 2014, 44.4% in 2015 and 48.5% in 2016 and 
the EU’s share of imports in Turkey was 30.6% in 2014, 37.9% in 2015 and 38.9% in 2016 whereas the 
share of exports to the member countries of the Islamic Cooperation Organization in total exports was 
30.8% in 2014, 29.7% in 2015 and 28.3% in 2016 and the share of imports from the member countries 
of the Islamic Cooperation Organization in Turkey’s total imports was 12% in 2014, 10.8% in 2015 and 
11.2% in 2016 (Çolak, 2016).

Table 5. Normalized decision matrix for 2009

Country Bond Yields (%) GDPPC (US$) Unemployment (%) Inflation (%) Growth (%)

Austria 0.93 0.43 0.93 0.74 0.63

Belgium 0.94 0.39 0.74 0.79 0.71

Bulgaria 0.63 0.00 0.82 0.47 0.64

Croatia 0.57 0.07 0.64 0.51 0.43

Cyprus 0.87 0.26 0.93 0.76 0.73

Czech Republic 0.85 0.13 0.83 0.71 0.57

Denmark 0.97 0.53 0.88 0.66 0.56

Finland 0.95 0.42 0.72 0.58 0.37

France 0.96 0.36 0.65 0.77 0.68

Germany 1.00 0.36 0.76 0.76 0.52

Greece 0.82 0.24 0.61 0.62 0.60

Hungary 0.45 0.06 0.59 0.28 0.47

Ireland 0.81 0.47 0.39 1.00 0.56

Italy 0.90 0.31 0.76 0.69 0.53

Latvia 0.15 0.05 0.03 0.37 0.02

Lithuania 0.00 0.05 0.30 0.26 0.00

Luxembourg 0.91 1.00 0.95 0.79 0.59

Malta 0.88 0.14 0.81 0.56 0.70

Netherlands 0.96 0.47 1.00 0.66 0.63

Poland 0.73 0.05 0.73 0.28 1.00

Portugal 0.91 0.17 0.53 0.90 0.67

Romania 0.40 0.02 0.84 0.08 0.53

Slovakia 0.86 0.10 0.43 0.67 0.53

Slovenia 0.89 0.18 0.89 0.69 0.40

Spain 0.93 0.26 0.00 0.81 0.64

Sweden 1.00 0.41 0.71 0.55 0.55

Turkey 0.10 0.02 0.36 0.00 0.57

United Kingdom 0.99 0.33 0.76 0.51 0.60
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In this study, Turkey is evaluated with the European countries based on macroeconomics indicators 
which are long term bond yields, GDP per capita, unemployment, inflation and growth rates. The period 
of the study is between 2009 and 2017. A new technique of MCDM, Best-Worst Method (BWM), was 
applied to macroeconomics data to determine the weights of criteria and ranks of the countries. As seen 
in the section of results, while the process of Turkey’s adventure of being a member of the EU is float-
ing, also the macroeconomics status is fluctuating in the period of the study.

As a result of the study, the best and worst nine groups of the first three and last three countries were 
formed. While Luxembourg was among the best in all groups, Denmark took 6 times, Sweden 5 times. 
On the other hand, Greece was among the worst group in 8 times, Croatia was 5 times and Turkey was 4 

Table 6. Scores and averages of alternatives for 2009-2017

Country 2009 2010 2011 2012 2013 2014 2015 2016 2017 Mean

Austria 0.63 0.60 0.61 0.64 0.57 0.51 0.48 0.56 0.51 0.57

Belgium 0.62 0.57 0.55 0.60 0.54 0.50 0.45 0.50 0.45 0.53

Bulgaria 0.37 0.31 0.36 0.40 0.35 0.32 0.29 0.44 0.37 0.36

Croatia 0.32 0.28 0.34 0.34 0.30 0.24 0.25 0.39 0.31 0.31

Cyprus 0.57 0.47 0.45 0.41 0.25 0.24 0.29 0.50 0.43 0.40

Czech Republic 0.46 0.46 0.47 0.47 0.43 0.44 0.41 0.47 0.47 0.45

Denmark 0.65 0.63 0.63 0.67 0.63 0.58 0.53 0.62 0.55 0.61

Finland 0.53 0.60 0.59 0.58 0.54 0.46 0.45 0.57 0.50 0.54

France 0.59 0.54 0.55 0.58 0.53 0.47 0.42 0.47 0.44 0.51

Germany 0.57 0.61 0.61 0.63 0.57 0.55 0.48 0.57 0.50 0.57

Greece 0.48 0.18 0.13 0.12 0.16 0.20 0.10 0.12 0.17 0.18

Hungary 0.29 0.28 0.35 0.35 0.36 0.38 0.31 0.38 0.40 0.34

Ireland 0.57 0.50 0.50 0.56 0.53 0.69 0.77 0.76 0.81 0.63

Italy 0.53 0.50 0.49 0.45 0.40 0.38 0.37 0.41 0.35 0.43

Latvia 0.08 0.10 0.39 0.49 0.42 0.36 0.34 0.40 0.43 0.34

Lithuania 0.07 0.30 0.41 0.49 0.43 0.40 0.33 0.42 0.43 0.36

Luxembourg 0.87 0.90 0.86 0.88 0.89 0.87 0.77 0.84 0.72 0.85

Malta 0.49 0.48 0.46 0.54 0.51 0.59 0.46 0.62 0.59 0.53

Netherlands 0.65 0.61 0.61 0.61 0.56 0.53 0.49 0.58 0.54 0.58

Poland 0.48 0.38 0.42 0.45 0.39 0.38 0.32 0.41 0.42 0.41

Portugal 0.49 0.40 0.30 0.30 0.31 0.32 0.31 0.37 0.35 0.35

Romania 0.29 0.20 0.34 0.45 0.38 0.35 0.30 0.48 0.49 0.36

Slovakia 0.40 0.45 0.40 0.46 0.40 0.40 0.35 0.46 0.39 0.41

Slovenia 0.45 0.45 0.45 0.41 0.34 0.41 0.36 0.48 0.49 0.43

Spain 0.47 0.37 0.36 0.36 0.31 0.34 0.33 0.44 0.37 0.37

Sweden 0.58 0.67 0.65 0.66 0.62 0.58 0.53 0.61 0.51 0.60

Turkey 0.20 0.34 0.42 0.46 0.40 0.25 0.16 0.22 0.32 0.31

United Kingdom 0.56 0.53 0.53 0.62 0.56 0.53 0.48 0.52 0.44 0.53
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times. To evaluate the all period, mean of the rankings was computed and a new ranking was calculated 
based on the means. According to the last ranking, Luxembourg is the first, Denmark is the second and 
Sweden is the third. Last three countries are Portugal, Croatia and Greece. Turkey’s order is 24 in this 
ranking.

After the global crisis of mortgage, all countries’ macroeconomics indicators have been affected in a 
serious way as seen in Table 7 for 2009. For example, according to the ranking of countries in Table 7, 
Greece is 16, and Romania is 24. Because Greece has been intensively affected from the crisis, Greece 
could never returned its previous level. On the other hand, Romania was behind the Greece in 2009, after 
the improvements in macroeconomics issues, at the end of the period, in 2017 the Romania’s order was 

Table 7. Rankings and averages of alternatives for 2009-2017

Country 2009 2010 2011 2012 2013 2014 2015 2016 2017 Mean

Austria 4 6 6 4 5 9 8 9 7 6.4

Belgium 5 8 8 8 9 10 11 11 13 9.2

Bulgaria 22 22 23 23 22 24 24 19 22 22.3

Croatia 23 25 25 26 26 26 26 24 27 25.3

Cyprus 8 14 15 22 27 27 25 12 17 18.6

Czech Republic 19 15 13 15 13 13 13 16 12 14.3

Denmark 2 3 3 2 2 4 4 3 4 3.0

Finland 12 7 7 9 8 12 10 7 8 8.9

France 6 9 9 10 11 11 12 15 15 10.9

Germany 9 4 5 5 4 6 6 8 9 6.2

Greece 16 27 28 28 28 28 28 28 28 26.6

Hungary 25 24 24 25 21 17 22 25 20 22.6

Ireland 10 12 11 11 10 2 2 2 1 6.8

Italy 13 11 12 19 16 19 14 22 24 16.7

Latvia 27 28 21 13 15 20 17 23 16 20.0

Lithuania 28 23 19 14 14 15 18 20 18 18.8

Luxembourg 1 1 1 1 1 1 1 1 2 1.1

Malta 14 13 14 12 12 3 9 4 3 9.3

Netherlands 3 5 4 7 6 8 5 6 5 5.4

Poland 17 19 18 18 19 18 20 21 19 18.8

Portugal 15 18 27 27 25 23 21 26 25 23.0

Romania 24 26 26 20 20 21 23 14 11 20.6

Slovakia 21 17 20 17 17 16 16 17 21 18.0

Slovenia 20 16 16 21 23 14 15 13 10 16.4

Spain 18 20 22 24 24 22 19 18 23 21.1

Sweden 7 2 2 3 3 5 3 5 6 4.0

Turkey 26 21 17 16 18 25 27 27 26 22.6

United Kingdom 11 10 10 6 7 7 7 10 14 9.1
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11 as seen in Table 7. In 2009 Turkey’s order is 26. Because of having a powerful and dynamic banking 
systems and structure and also constituting decisive and coherent regulations, Turkey has successfully 
overcome the worst effects of the crisis. As a result of this, Turkey’s orders were 21 in 2010, 17 in 2011, 
16 in 2012 and 18 in 2013. With the start of Turkey’s shrinking economy, GDP was decreased and infla-
tion, unemployment and the budget deficit were increased. As a result of the having these indicators, 
in 2014 Turkey’s order was 24 as seen in Table 7. After 2014, Turkey’s order was 27 in 2015 and 2016 
and 26 in 2017. It seems that there is a structural break in the period of the study. As a result of both the 
weakening of economic indicators in Turkey, and the economic empowerment of the European Union 
countries, Turkey has fallen back in the rankings.
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ABSTRACT

Taxes have the most significant share among the usual income sources of states. Taxes, the most important 
part of public revenues, are considered as a burden on taxpayers and therefore this leads taxpayers to 
try some tax base erosive practices to minimize the tax burden. This situation necessitated states to take 
tax security measures to prevent revenue losses. Tax security measures are the institutions established 
to prevent tax base erosion primarily through taxpayers’ declaration in fair manner by also including 
the autocontrol mechanism. Therefore, it is inevitable for the states which do not want to lose and suffer 
due to an erosion in their revenues to implement some tax security measures. In many countries today, 
various tax security measures are implemented. This chapter analyzes the tax security methods imple-
mented in USA, Germany, and UK.

INTRODUCTION

Taxation has social, economic, moral, religional and financial purposes. Its main purpose is to bring-in 
revenues. In fact, the share of most of the tax revenues in total budget revenues reaches to 70-90% al-
though it varies depending on economic patterns and development levels of countries today. Therefore, 
a series of measures are taken in order to prevent losses and erosion of taxes which constitute the most 
important part of the state’s revenue items. These measures are called as tax security measures. Support-
ing the principle of statement essentially tax security measures are the institutions which aim to ensure 
autocontrol and prevent the tax erosion or delay of the tax (Bıyık, 2017). In other words, tax security 
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expresses all of the measures which ensure the taxes to be implemented with the highest productivity 
in accordance with their purposes (Aksoy, 1999: 262). At that point, countries may appeal to take some 
measures for the behaviours of taxpayers that would affect tax revenues negatively. In this study tax 
security measures implemented in some selected countries are analyzed.

TAX SECURITY MEASURES IMPLEMENTED IN THE USA

Distribution of Hidden Income Through Transfer Pricing

The first essential regulation in transfer pricing field was performed in 1954 and it was aimed to prevent 
companies to decrease their tax burden through transfer pricing as it is in today (Nazalı, 2007:115). 
Because legislative regulations are one of the results of the conflict between the company management 
that desires to maximize the profitability and the state authority taxing depending on the power of sov-
ereignty (Kapusuzoğlu, 1999: 57).

In the studies conducted in the United States, which is one of the countries where transfer pricing is 
the most common, the reasons for taking hard measures regarding transfer pricing are that approximately 
40% of the whole trade of the USA consists of the trade by affiliated companies with other affiliated 
foreign companies, i.e. creating commercial activities between partners (Clausing, 2003:2207).

Transfer pricing which is an important issue in terms of taxation in the meaning of state sovereignty 
in the USA was regulated by US Revenue Act. In 1963, Puerto Rico protested US Internal Revenue 
Service (IRS) against the unlimited distribution of revenues between companies, and therefore the United 
States issued a revenue distribution guide with regard to the companies in Puerto Rico. Therefore, the 
first guide used even today as transfer pricing guides was published (Işık, 2005: 67).

According to the Article no. 482 which still maintains its influence “the ministry may divide or 
allocate total revenues, expenses, credits for two or more organizations that are directly or indirectly 
owned or controlled by the same interests association. For this, it is sufficient to consider that the dis-
tribution or allocation of the distribution in question is necessary to prevent tax avoidance or to reflect 
the income clearly.” The prevention of company’s tax base erosion can be indicated as the reason for it 
(Kapusuzoğlu, 1997: 57).

Later, with the arm’s length principle Comparible Uncontrolled Price Method, Free Sale Price Method 
and Cost Plus Methods were recommended by the regulations in 1962 and 1968 (Biyan, 2007: 82). Fol-
lowing the official report issued in 1988, various regulations were made in the section numbered 482 
for transfer pricing. The methods about material and non-material rights were determined in 1994 and 
cost-sharing regulations were made in 1995 (Bayram, 2006: 54).

The penalties calculated by implementing on goods and services in the USA are as the following 
(Biyan, 2007: 84):

• If the price based on the report is 200% or more, or 50% or less than its equals, 20% rate of the 
underpaid tax is fined.

• If the price is 400% or more or 25% or less as compared to its equals, the fine is increased to 40% 
rate.

• The underpaid taxes below 10.000 $ are not fined.
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The penalty practice will be as the following if the corrections in 482nd section are performed:

• If the correction in taxable revenues is more than 5 million $ or more than 10% of total invoices, 
20% of the understated revenues is fined.

• If the correction in taxable revenues is more than 20 million $ or more than 20% of total invoices, 
the fine is increased to 40%.

Foreign Accounts Tax Compliance Act

Foreign Account Tax Compliance Act (FATCA) is a tax security measure which was implemented by 
US Ministry of Finance in 2010 and aims to register all of the revenues of the taxpayers in the USA 
through enjoining the financial institutions out of the USA to report the assets of the taxpayers in the 
USA among their customers (Tüfekçi and Fidan, 2014: 3). It is valid for the financial institutions all 
over the world. Many countries implement FATCA within the local acts. FATCA stipulates the non-US 
originated financial institutions called as Foreign Financial Institutions to determine and report the ac-
counts of reportable customers.

The customers who do not comply with FATCA are reported. ING Securities will report in accordance 
with the rules of the country they are in. In this context, we can see that some sanctions were prepared 
by USA for the institutions which did not report. There are some regulations such as the banks which 
do not comply with FATCA are subject to sanctions within the scope of legislative risk, 30% of cut back 
on the revenues of institutions that they get from the USA and these institutions are excluded from the 
financial system (Bulut, 2015: 33).

Alternative Minimum Tax Practice

Altenative minimum tax or i.e. minimum tax in American Internal Revenue Code (Internal Revenue Code 
Article 55) was designed in order to decrease the tax liabilities in revenue and corporate taxes below 
certain amount and their rate is 20% (Tünal, 1993: 69). Because special discounts by Internal Revenue 
Code for some revenues leads some taxpayers to not to pay any taxes, this practice provides the related 
taxpayers to pay their taxes at certain rates even in less amounts. Therefore, it is aimed to prevent the 
inequalities that these discounts would cause among the taxpayers and eliminate the negative effects.

Minimum tax rate varies depending on the taxpayers to be person or corporatation. If the taxpayer 
is a person, the marital status is even regarded in determining this rate. Accordingly, if the alternative 
minimum tax amount in question is more than the corporate tax amount to be paid, the difference is the 
alternative minimum tax to be paid by the corporation. If the calculated alternative minimum tax is less 
than the corporate tax to be paid, there is no corporate tax to be paid by the corporation. Alternative 
minimum tax was implemented as a tax security item in order to prevent taxpayers to not to pay taxes 
due to returns, reductions and incentives (Kızılot, 2003:71).

Declaration of Wealth

As an answer to Watergate and other public scandals and weakening in public trust to the government US 
Congress adopted Federal Goverment Code (The Code of Ethics) dated 1978 and necessitated a detailed 
financial declaration by top civil servants in all of three branches of federal government (Article 101). 
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This federal legislation is fulfilled by a series of financial declaration code in both state and local level. 
The Code of Ethics necessitates the financial information to be declared by the President, vice president, 
members of Congress, federal judges and other officials and employees with responsibilities to assign 
the president and earn at certain payment degree or more (Article 101). In the USA, the extent of the 
required explanations is indicated in the Public Financial Information Report of Executive Council Staff 
in Annex. There are quality, source and amount of revenue, gifts and repayments, assets and debts and 
transactions in real estates and securities among the necessary statements (Article 102). The employees 
within the context should make similar statements about financial status of their partners and dependent 
children (Article 102). In addition, the Code of Ethics necessitates the statements to be openly available 
for general public for six months except for restricted exemptions (Article 105). Restricted exemptions are 
valid for (i) the member of intelligence agency (provided that the president identifies that the statements 
of these people would endanger the national security) and (ii) members of judiciary. In accordance with 
the Code of Ethics, a member of the judicial report may be rearranged (i) only to the extent necessary 
to protect the individual who submitted the report or the family member of that individual; and (ii) as 
long as such an individual is dangerous” (Article 105.3.B.). Whether the requirement is relevant and 
there is no danger for the reporting person is determined by Judiciary Conference by discussing with 
US Marshall Service (Article 105.3.D.) Every year, Administritive Office of US Courts has to submit a 
report to the Congress declaring the reconstruction demands and what kind of information were edited 
and detailing which procedures were implemented in order to provide satisfactory explanation to the 
public (Article 105.3.C.).

TAX SECURITY METHODS IMPLEMENTED IN GERMANY

Revenue of Controlled Foreign Corporations

German Revenue of Controlled Foreign Corporation (CFC) rules were firstly declared in 1972. It was 
prepared in order to fight against harmful tax practices established for tax evasion in Germany. A CFC 
under German CFC regime is defined as the following (Weiss, 2015: 439):

• Majority of the capital or voting powers of a foreign company directly or indirectly belongs to the 
German citizens at the end of the fiscal year.

• “Passive” revenues, i.e. the revenues not included in the detailed list of “active revenue” types and 
the revenues under the threshold of 25% are taxed with an effective tax rate.

All of these requirements should be simultaneously fulfilled for CFC rules to be implemented. When 
it is thought that CFCs may be involved in different economic activities some of which are considered 
as “active” and some of which are considered as “passive”, only a part of the revenue of a CFC can be 
subject to CFC rules. If CFC rules are valid, they replace for any protection of a tax agreement that may 
exist between Germany and the foreign country that CFC lives in.

In accordance with the second requirement, the people of German origin have to keep the majority 
of voting power and share capital of the foreign company at the end of fiscal year. The people living in 
Germany are natural or legal persons subject to settled taxes in Germany. Shareholding of all German 
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residents is united together under this rule. If the sum exceeds 50%, this rule is applied for individual 
shareholders; it is applied for all German shareholders even the sum is less than 50% (Weiss, 2015: 440).

9th section of FTTA foresees a minimis rule that prevents attributing CFC revenues under very 
restricted conditions to German shareholders. The CFC revenue exempted in accordance with this rule 
must not exceed 80.000 Euro for a general CFC or German taxpayer. In addition, passive revenue share 
of CFC in total revenue must not exceed 10% within the minimis rule (Weiss: 2015: 441).

Regulation About Hidden Revenue Distribution Through Transfer Pricing

Relevant persons and arm’s length standards were regulated in the first paragraph of the first section 
of Foreign Transactions Tax Act. “Hidden Revenue distribution” was regulated in the 3rd paragraph of 
the 8th section of Corporate Tax Act. In addition to these regulations, German Parliament passed the 
following legislative regulations in 2003 (Raby, 2009: 420):

• Documentation requirements regarding cross-border transactions were arranged in the third para-
graph of Article 90 of the General Financial Law.

• The results of incompetent or non-submitted documents were arranged in the thrid paragraph of 
Article 162 of General Financial Law.

The doctrine of the related persons was regulated in the second paragraph of the first section of the 
Foreign Transactions Tax Code. In order for a person to be a related person of a taxpayer, one of the 
following conditions must realize (Pehlivan, 2010: 39):

• A person must have at least ¼ of the capital of a taxpayer, directly or indirectly, or the taxpayer 
must considerably participate in the capital of a person directly or indirectly.

• A person must have a controlling effect on the taxpayer or the taxpayer must have a controlling 
effect on a person.

• Third persons must considerably participate in the capitals of the taxpayers and related persons 
mentioned above or must have a controlling effect on these persons.

The German Tax Procedure Law did not impose any special certification requirements for transfer 
pricing until 2003. In 2003 a comparison was made with other countries and an effective tool was en-
sured for tax auditing. New rules necessitate to document the size, type and contents of cross-border 
transations with the related persons and economic and legal fundamentals and other business conditions 
in determining transfer pricing in documentation.

Documentation should be prepared in a reasonable short period. No time limit was determined. Docu-
ments must be sent within 60 days when requested by tax auditors. If needed, 30 days of additional time 
can be granted. (Raby, 2009: 426-427).

As a principle, a taxpayer is required to prove that all the transactions including transfer pricing comply 
with the German Tax Law. He has to prove how the transfer pricing is determined. Tax administration 
should also prove that these prices determined by the taxpayer comply with the arm’s length. The tax 
administration proves by making comparableness analysis and estimating suitable prices. However, the 
taxpayer cannot select the data he / she wants in order to determine the arm’s length price range when 
making the proof. According to “Auditing Principles” declared in 2005, arm’s length price range should 
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be created based on the comparableness level of these data. However, if the comparableness is limited, 
the arm’s length range can be reduced (Raby, 2009: 424-425).

German Ministry of Finance supports Advance Pricing Agreements for the aims of transfer pricing. 
This reduces the tax auditing period but it was not prepared in order to approve one-sided agreements 
in transfer pricing. Because one-sided agreements have no effect when they relate to another country. 
Therefore, German Advance Pricing Agreements cover two or multilateral agreements. This also neces-
sitates other countries to join in the agreement and this was mentioned in Article 25 of OECD’s Model 
Agreement as “Mutual Agreement Procedure”. Advance Pricing Agreements are conducted in the center 
of Federal Ministry of Finance in Bonn. Local Tax Administration participates the agreement procedures 
regularly including the tax auditors. Senior auditors of the Ministry of Finance are also included in the 
agreement (in the issues of International Taxes) (Raby, 2009: 432-433).

(CbC) Reporting According to Countries

Germany is one of the signatories of a multilateral competent authority agreement for the automatic 
exchange of CbC reports and implemented the necessary legislation. In accordance with CbC report-
ing provisions, multinational company groups having at least 750 million Euro of consolidated revenue 
belonging to the previous year are required to prepare a CbC report every year The first CbC report 
should be submitted for the accounting period beginning on the 1st January,2016 and later (except for 
the secondary reporting liability, in which the requirement is valid for the accounting periods beginning 
on the 1st January 2017 and later) (Delotitte, 2017: 18).

Primary CbC reporting liability belongs to the ultimate parent asset of the group if they reside in 
Germany. A foreign ultimate parent organization may appoint a settled German founder of the group 
as an assignee to submit a CbC report on behalf of the group. In case of a foreign group, each group of 
local group assets (including the PEs) has a secondary reporting liability when the competent tax author-
ity (the German Federal Tax Office) does not receive a CbC report. However, the fact that the report is 
failed by the organization of a domestic group constrains the others from the liabilities. A CbC report 
should include the followings (Deloitte, 2017: 18):

1.  Revenue amount (paid income tax, income tax and accrued income tax) of the group (divided into 
the revenues of the related or unrelated sides), total info income tax for each tax region that acti-
vates via a group organization (including PEs) related with the profit (loss), capital, accumulated 
earnings, the number of employees and tangible assets (except for cash or cash equivalents);

2.  The list of all groups of businesses (including PEs) presenting the quality of principal commercial 
activity or the activities of the business according to taxing authority and

3.  Additional information that the reporting institution considers as necessary in order to understand the 
information given under the titles of (1) and (2). The report must be filed using an e-screen within 
12 months after the fiscal year of the group ends. According to the fiscal years beginning on 1st 
January, 2017 and later, the German institutions must declare whether they included the following 
items in their tax statements: (i) ultimate parent company of a group, (ii) a determined assignee 
parent company or (iii) domestic group company owning a foreign ultimate parent company. In 
the last situation, The German entity is responsible for indicating which group of institutions will 
submit reports and which taxation authority will be reported. If this information is mising in tax 
statement, the German entity itsely should submit the CbC report to the German Taxation authori-
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ties. Violation of CbC rules is regarded as an administrative crime that can be fined up to 10.000 
Euro.

Anti-Treaty Shopping Rule

There are two methods in order to get a discount or an exemption in German stoppage tax in certain 
cross-border revenue items (for instance dividend payment or copyrights); using the German internal 
law (considers EU instructions) or the related double taxation agreement. The party requesting a reduc-
tion or an exemption should decide whether German taxaion authorities will approve later or not. If the 
request is approved, the reduction or exemption will be performed by either repayment or an “exemp-
tion certificate”. However, Germany can implement restrictions to this reduction or exemption through 
Shopping Rules by Agreement / Instructions (German Revenue Tax Code Third section Article 50d).

According to the current German Shopping Rules by Agreement Prevention / Instructions (2012 
German Revenue Tax Code Third section Article 50d) (the Rule of 2012) a foreign company can not 
request for repayment for the stoppage tax or apply for an exemption certificate in the following situation

(i)  a foreign company with no shareholders to get fund or exemption power in case of getting the 
related revenue directly;

(ii)  a foreign company with no gross revenue from its own commercial activities and
(iii)  (a) a foreign country with no economic or other reason to be included for that revenue (b) a foreign 

company not participating in general trade via a relevant commercial organization.

Certain qualifications (for instance, organizational and economic) of a group will not be considered 
in classifying the conditions mentioned above about the foreign company.

In accordance with the old rule implemented from 2007 to 2012 (The Rule of 2007), a foreign com-
pany cannot request repayment for German stoppage tax or apply for an exemption certificate in the 
following situations:

(i)  a foreign company owning shareholders with no repayment or exemption power provided that they 
get the related revenue directly and

(ii)  (a) a foreign country with no economic or other reasons to be included for that revenue (b) if the 
foreign company did not get more than 10% of its total gross revenue from its own commercial 
activities for the related fiscal year or (c) the foreign company did not participate in general trade 
via a relevant commercial organization

In other words, if the partners of the foreign companies get the related revenue directly or under all of 
the conditions, they will not be excluded within the Rule of Repayment / Exemption in 2007. Organiza-
tional, economic or similar qualifications of a group will not be considered in classifying the conditions 
mentioned above about the foreign company.

At that point, it is very important that the German Shopping Rule by Agreement Prevention / Instruc-
tion will not be implemented to the foreign companies regularly trading in an approved stock market and 
having publicly open stocks regularly trading in foreign investment funds subject to German Investment 
Tax Code.
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TAX SECURITY METHODS IMPLEMENTED IN UK

Regulations About Hidden Revenue Distribution Through Transfer Pricing

Taxpayers evaluate their compliance with arm’s length principle in transfer pricing and fill out their 
statements accordingly. Taxpayers and their partners make the corrections on transfer pricing according 
to their own evaluations. Taxpayers are fined if they make mistakes in the evaluation. There is a one-way 
approach in correction. While the corrections increasing taxable revenues are approved, the corrections 
reducing taxable revenues can only be made according to the double taxation prevention agreements. 
Some of the small and medium-sized enterprises in a group of companies are exempt from transfer pric-
ing rules. However, this exemption is not valid if the following conditions happen (Raby, 2009: 710):

• The group with more than 250 employees,
• The group with more than 50 Million Euro of turnover,
• The group with more than 43 Million Euro of balance sheet value,
• The small and middle-sized in-group company operating with a company in tax heaven.

If a company directly or indirectly participates in the management, control and capital of another 
company or if the same person or persons participate in the management, control and capital of both 
companies, the transactions between them are defined as the transaction between the related persons. In 
this case, transfer pricing rules should be obeyed. However, 51% of control rate is generally requested. 
However, this rate can be reduced to 40% (Deloitte, 2009: 62).

A guideline was issued in Tax Bulletin 37 in October,1998 about the record keeping liability. 5 spaces 
were arranged in the guideline about the documents that taxpayers should prepare and protect (Raby, 
727-728):

• The transactions about commercial and financial relations within the scope of law,
• Personal transactions and their contents,
• Prices and pricing methods determined in related person transactions, including arm’s length 

studies and function analyses,
• Calculations and corrections about the arm’s length pricing method, v. Commercial agreements 

by both related and unrelated persons.

Detailed documents are requested from taxpayers about the issues of HMRC transfer pricing with this 
guideline. The keeping period of such documents is 6 years from the year following the relevant fiscal 
year. When these documents are requested, they should be submitted in 30 days (Deloitte, 2009: 16-20).

Revenue of Controlled Foreign Corporations (CFC)

In UK in Article 747 of 1988 Taxes Act in which CFC regulations are included it was arranged that the 
rules in this section would be implemented to the companies controlled by persons who were settled and 
were not settled in UK within any time of the accounting period if they were established in the countries 
implementing low tax rates (Lang, 2004: 611).
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CFC rules can only be implemented if the controlled foreign corporation is controlled by the persons 
settled in UK (not only companies) (Tilley, 2005: 1140). Control means having more than 50% of the 
foreign company’s share and right to vote (Rohatgi, 2007: 241).

UK legislative regulation also includes more detailed regulations about the control and these legisla-
tive regulations not only include any type of the control or the authority in the company but also include 
actual economic control, direct or indirect right to vote via share or owning the company officially. 
Briefly, it means operating the company in accordance with the demands of a UK citizen or UK citizens 
(Rohatgi, 2007: 242).

In order to be attributed as a shareholder of a controlled foreign corporation, this rate indicating that 
joint venture of the a partner in the company is required to be more than 50% can be 40% in international 
joint venture. In CFC implementations in UK, the principle of regional approach has been adopted in the 
determination of taxable income. If a company is not subject to low tax rates in the country they settle 
in, this company is not CFC (Gedik, 2012: 29).

There are a lot of exceptions in determining the revenue to be appreciated within CFC implementa-
tion in UK (Tilley, 2004: 1140). These are the de minimis exception, real industrial and commercial 
activity exemption, excluded countries, trading companies with a limited UK connection and temporary 
exemption (Gedik, 2012: 30).

The amendments in 2012 in UK about CFC provisions will be implemented enacted in 1st Janu-
ary,2013 and these related amendments generally focus on the activities aiming to give the revenue off 
from UK and include thesc detailed explanations about CFC revenues and exemptions.

Declaration of Wealth

According to Article 6 of the Code of Conduct 2012, the House of Commons has two but correspond-
ing and interdependent mechanisms to explain the personal financial interests of its members: registry 
of interests open to public audit and and the relevant explanations during discussions in the Assembly 
and other contexts.

The register was established in May, 1974 and protected by the Commissarait of Parliamentary 
Standards. The aim of registry is to encourage transparancy and accountability. It was not aimed to be 
an indicator of personal wealth of the parliament and a sign indicating that a member is faulty (U4 Anti-
Corruption Resource Centre, 2008: 4).

As well as it is certain that working record is obligatory except for employment, sponsorship, prop-
erties and shareholdings, the requirement in terms of other gifts and interests is to record the interests 
arising from the membership of the House of Commons. According to this principle, the interests of 
couples, partners and dependent children should be recorded only if they are removed from their relatives 
as members or jointly or partners held by the member. (U4 Anti-Corruption Resource Centre, 2008: 4).

In 1974, with a rule the Assembly amended the necessity to disclose a long-term contract directly 
or indirectly, any material interest to discussions or other transactions (Davranış Kuralları, Madde 72).

The rule on the declaration of interest is broader than the rules on recording interests in three impor-
tant respects. Besides the existing interests, members are required to declare both their interests in the 
past and the potential expected interests. Members are also required to declare their respective indirect 
interests, such as their spouse or partner, as well as the unregistered interests with financial quality which 
they are affected from the relevant transactions. (Article 73).
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ABSTRACT

This chapter addresses the changes through the years in the Common Agricultural Policy (CAP), one of 
the oldest and most established policies of the European Union, within the framework of the sustainability 
and environment, and evaluates the impacts of this change within the Turkish agricultural policies. The 
chapter has three sections. The introduction offers a background knowledge about CAP. In the second 
section, the reform progress of the CAP is examined through the years. The third section compares eco-
nomic data on agriculture in Turkey and the EU. Results of the chapter highlight restructuring of CAP 
towards policies towards sustainability.

INTRODUCTION

The Common Agricultural Policy (CAP) is one of the oldest policies of the European Union. Following 
the end of World War II, the six founding members of the Community agreed that the operation and 
development of the common market for agricultural products must be accompanied by the establishment 
of a common agricultural policy among the Member States.

The objectives of the common agricultural policy, defined in Article 39 of the Rome Treaty (1958) 
include the followings:

• to increase agricultural productivity by promoting technical progress and by ensuring the rational 
development of agricultural production and the optimum utilization of the factors of production, 
in particular labor
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• thus to ensure a fair standard of living for the agricultural community, in particular by increasing 
the individual earnings of persons engaged in agriculture;

• to stabilize markets;
• to assure the availability of supplies
• to ensure that supplies reach consumers at reasonable prices.

In order to achieve the objectives of CAP, EU adopted three principles. “Single Market” aims to enable 
free movement of the agricultural products and common prices for the same good within the Member 
States. “Community Preference” refers to preference of consumption of agricultural goods which are 
domestically produced within the Union rather than those from outside. “Financial Solidarity” principle 
aims to finance the expenses arises from implementing Single Market and Community Preference from 
a jointly created budget.

Beginning from 1970s, European Union become self- sufficient, even gave surplus, in many agricultural 
products due to the increase in productivity, high support price policy and unlimited buying guarantee. 
Export incentives and inventory costs of agricultural goods with the fiscal burden of the accession of 
Spain, Portugal and Greece, which were less developed in agriculture, led to the necessity of reforms 
in CAP (Anderson & Tyers, 1993).

Common Agricultural Policy was renewed with a number of reforms due to the changing needs of 
the rural, agriculture. With the so-called Mac Sharry reforms of 1992, the environmental concerns were 
included within the CAP. Through 2000s, an agricultural policy aspiring “sustainable and comprehensive 
growth” came into effect.

During the recent years, the agricultural sector faced a series of problems (like climate and environ-
mental effects, decline in production, ageing agrarian population) which hinder access and sustainability 
of food.

CAP provides a policy framework, remaining coherent with other EU policies, for viable food 
production, sustainable management of natural resources and climate action and balanced territorial 
development. Therefore, CAP became more focused on the operational objectives of delivering more 
effective policy instruments, designed to improve the competitiveness of the agricultural sector and its 
sustainability over the long term (European Commission, 2013).

THE REFORMS OF CAP

For the period 1962-1980, The CAP was very successful in moving the EU towards self-sufficiency. 
However, by the 1980s the EU had to contend with almost permanent surpluses of the major farm com-
modities, some of which were exported (with the help of subsidies), while others had to be stored or 
disposed of within the EU. The costs of storage and subsidies laid a heavy burden on the budget, whereas 
they distorted some world markets. At the same time society became increasingly concerned about the 
environmental sustainability of agriculture.

Mac Sharry Reform (1992)

Mac Sharry Reform of 1992 can be counted as a breaking point of the CAP. Budget responsibility, 
enlargement, environment, food quality and food security are the reasons of the reform necessity. But 
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the Uruguay Rounds, which got stuck due to the EU, started in 1986 and continued during 1990s can be 
counted as the main reason of the reform (Coleman & Tangermann, 1999; Tangermann, 1998).

This reform consisted of four main elements: cuts in support prices, introduction of direct (compensa-
tion) payments, stricter control over production, and greater environmental protection.

Support prices have been reduced leading to a decline in feed costs and consumer food prices. In order 
to compensate the loss of the farmers, direct income supports/payments have been introduced. Thus, a 
strong support policy continued to be pursued, while on the other hand, the transition process to a sup-
port tool with less effective and less disruptive effects has begun (Cardwell & Rodgers, 2006, p. 809).

The Mac Sharry reform increased attention to the rural development and environmental standards. The 
reform had a dual purpose of limiting agricultural production and recognizing the farmers as guardians 
of natural resources. The farmers were set stricter environmental standards, but also granted financial 
support if they (a) substantially reduced the use of fertilizers and agricultural chemicals, or introduced 
and continue with organic farming; (b) changed to more extensive crop or livestock production; (c) as-
sisted with the maintenance of the countryside; (d) introduced long-term set-aside for environmental 
reasons; or (e) made land available for public access or recreation.

Agenda 2000

Sustainable agriculture concept first appeared in the 1997 Luxembourg European Council declaration. 
According to the Council, European agriculture should be multifunctional, sustainable, and competitive 
and spread throughout European territory (Massot, 2018).

CAP reached its two-pillared structure by the Agenda 2000 Reform that came into force following 
the Berlin European Council 1999. The aims of the Agenda can be stated as follows;

• alignment of EU prices with world prices,
• food security and quality,
• introduction of environmental cross-compliance as a condition for granting aid by the Member 

States,
• introduction of new rural development policy- second pillar of the CAP.

Direct income payments to the farmers became contingent to certain rules. Farmers should apply 
appropriate environmental and cross-compliance measures, which are introduced by the Member states, 
for protecting environment. In cases of mismatching the measures, such as renouncement of earth and 
water polluting farming activities, Member states had the right to reduce or even cancel direct payments 
(Pezaros, 1999).

Agenda 2000 introduced modulation principle, allowing member states to reallocate direct payments 
per farm in a way that related to employment on the farm. In case of a fall in agricultural labor force, 
the Member States has the right to reduce the direct payments to an amount, which cannot exceed 20% 
of the total of payments.

The savings from cross-compliance and modulation used in funding for both agri-environmental 
purposes and other rural development measures, such as early-retirement schemes, Less Favored Areas, 
areas with environmental restrictions and forestry.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



234

Historical Development and Restructuring of CAP Towards a Sustainable Agriculture
 

Fischler Reform of 2003

In 2003, the Council of Ministers decided a major reform of the CAP, named after the name of Agri-
culture Commissioner Franz Fischler. Among the objectives of this reform was to better align EU farm 
policy with “the demands of [...] citizens for healthy food, better quality, and environmentally-sound 
production methods which respect animal welfare principles” (Fischler, 2003).

The Reform introduced ‘decoupling’ of direct payments from production and Single Payment Scheme 
(SPS) to the farmers based on the amount of land. The decoupled direct payment ensures a basic income 
support for producers. The rest of the producers’ income is determined by the market. In order to maximize 
profits producers must respond to market signals, producing products that are demanded by consumers.

Condition for receiving SPS was to meet the criteria of the ‘cross-compliance’, which is a mechanism 
that links direct payments to compliance by farmers with basic standards concerning the environment, 
food safety, animal and plant health and animal welfare, as well as the requirement of maintaining land 
in good agricultural and environmental condition. Cross compliance conditions need to be respected in 
order to receive full payment under the SPS, independent of what the farmer produces. The conditions 
entail Statutory Management Requirements (SMRs) and Good Agricultural and Environmental Conditions 
(GAECs); if they are not met by the farmer, the single payment may be reduced or completely cancelled.

The decoupled direct payment therefore not only ensures that farmers respond to market signals while 
providing income support, but it also contributes to keeping sustainable farming in place by ensuring the 
longer-term economic viability and a smooth structural adjustment of the farming sector. In combination 
with cross compliance, direct payments contribute to providing basic public goods delivered through 
sustainable farming.

Greater attention to rural development and environmental policies, already raised in the Mac Sharry 
and Agenda 2000 reforms, resulted in modulation, shifting a percentage of direct aid payments from 
Pillar 1 to supplement Pillar 2. From 2004, the first EUR5000 received by farmers are excluded from 
modulation. Moreover, an additional cut of 4% is made on payments above EUR300.000 a year. All direct 
aid payments (coupled or decoupled) are to be reduced by 3% in 2005, 4% in 2006, 5% in 2007 (and 
every year thereafter until 2013). In each case, 1% of the modulated money is retained by the member 
state. (See Figure 1) The remainder is redistributed across the EU according to the criteria proposed by 
Commission.

Beginning of the Future CAP: 2013 Reforms

CAP reforms of 2013 started with the public debate started in 2010 and followed by European Commis-
sion’s Communication, The Cap towards 2020. The Commission’s Communication included its vision 
of agriculture and the challenges/ priorities for the future CAP (European Commission, 2010). In 2013, 
after intensive negotiations on CAP and the Multiannual Financial Framework for 2014-2020, the new 
CAP 2014-2020 agreed by the Council and the European Parliament EU.

European Commission stated three challenges for the future; a) food security/economic challenges 
(such as a declining rate of productivity growth, price volatility, pressures on production costs due to 
high input prices and the deteriorating position of farmers in the food supply chain) b) Environment and 
climate change (Resource efficiency, soil and water quality and threats to habitats and biodiversity), c) 
Territorial balance.(where rural areas are faced with demographic, economic and social developments 
including depopulation and relocation of businesses) (European Commission, 2010, pp. 4–5).
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Since the role of the CAP is to provide a policy framework that supports and encourages producers 
to address these challenges while remaining coherent with other EU policies, this translates into three 
long-term CAP objectives: viable food production, sustainable management of natural resources and 
climate action and balanced territorial development. (See Figure 2)

To achieve these long-term goals, the existing CAP instruments had to be adapted. The reform there-
fore focused on the operational objectives of delivering more effective policy instruments, designed to 
improve the competitiveness of the agricultural sector and its sustainability over the long term.

The reform is fully in line with the fundamental principles of the Common Agricultural Policy. These 
will continue to focus on providing sufficient high-quality safe food at affordable prices to consumers 
in the EU and globally. At the same time, the reform fully respects EU rules on animal welfare and the 
environment, and ensures a fair standard of living for European farmers.

The reformed CAP includes:

• the ‘greening’ of farm payments, through the introduction of environmentally sound farming 
practices, such as crop diversification, and maintaining ecologically rich landscape features and a 
minimum area of permanent grassland

• more equality in the distribution of support in order to reduce the biggest differences in the levels 
of income support received by farmers across the EU, and a reduction in payments above a certain 
amount for the biggest farms

• better targeting of income support to farmers most in need, particularly young farmers, farmers 
in low income sectors and farmers in areas with natural constraints

Figure 1. Modulation Rates, 2003-2012
Source: OECD 2011, 78

Figure 2. The CAP post-2013/ challenges to reform objectives
Source: (Özçatalbaş, 2014)
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The CAP’s pillar structure is maintained. Pillar 1 includes income support and market management 
measures, while pillar 2 covers rural development.

FUTURE CAP-2020

On 1 June 2018, the European Commission presented legislative proposals on CAP beyond 2020 (Eu-
ropean Commission, 2018a, 2018b, 2018c). The proposals included rules on support for strategic plans 
to be drawn by member states under the CAP. These proposals aim to make the CAP more responsive 
to current and future challenges such as climate change or generational renewal, while continuing to 
support European farmers for a sustainable and competitive agricultural sector.

They include provision for a new delivery model. While the EU would set the basic policy param-
eters as well as the different types of intervention, the member states would have the responsibility for 
translating the framework into support arrangements for beneficiaries.

The Commission also identified higher ambitions in relation to the achievement of EU environment 
and climate related objectives and a better targeting of direct payments with a shift towards a more 
result-based approach. In practical terms, it would involve each member state establishing a single CAP 
Strategic Plan for its entire territory covering the period 1 January 2021 to 31 December 2027.

The 9 key objectives will be the basis upon which the future CAP Strategic Plans will be built and will 
be the cornerstone of a more results-oriented policy (European Commission, 2019b). The objectives are

• to ensure a fair income to farmers
• to increase competitiveness
• to rebalance the power in the food chain
• climate change action
• environmental care
• to preserve landscapes and biodiversity
• to support generational renewal
• vibrant rural areas
• to protect food and health quality

Sustainable Agriculture In CAP

Agriculture can play a broader role in sustainability: by providing the recreational and landscape resource 
which will accommodate a switch to rural consumption and away from energy-intensive, polluting, and 
resource-intensive consumption activities. (Bowers, 1995)

According to the Commission (2011), “sustainable agriculture” is the key concept the way how 
environmental requirements are integrated in the CAP. The concept of “sustainability” refers, beyond 
the preservation of the environment, to the need to ensure economic viability and social acceptability. 
Pursuing sustainable agriculture means addressing economic, environmental, and social targets in a 
coherent and mutually reinforcing manner.

CAP contains tools which are intensely interacted in order to achieve sustainable agriculture; like 
Cross-compliance, greening policies and Rural development. (See Figure 3)
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In overall EU budget in 2017, expenditures for Sustainable Growth constitutes 48% of the EU budget.
(See Figure 4)

A BRIEF OVERVIEW OF AGRICULTURE IN TURKEY

Turkey and EU agricultural relations date back to the Ankara Agreement of 1963. Since that date, eco-
nomic growth and restructuring of the Turkish economy have changed agriculture’s role in the economy 
at large. A decades-long shifting labor from agriculture to other sectors has facilitated overall growth 
and lifted average income in the both sectors (Boratav, 2013; Candan, 2014; Kazgan, 2003).

Turkey has been on a decades-long path towards membership of the European Union. At times, 
advancement of that goal stalled when events intervened or when the prospects for success dimmed. 
Nevertheless, the path already taken has shaped Turkish institutions fundamentally and, via trade and 
investment, the Turkish economy. The consequences for the agricultural sector are less direct, due in part 
to the historical political hurdles that kept primary agriculture out of the original form of the European 
Union–Turkey Customs Union; important as well were the divergent paths of domestic policies that the 
Customs Union exclusion permitted (Larson, Martin, Şahin, & Tsigas, 2016).

Figure 3. CAP tools for sustainability
Source: (DG Agriculture and Rural Development., 2019)

Figure 4. Expenditures In 2017
Source: (European Commission, 2019a)
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Total Employment Share in the Agricultural Sector in the EU and Turkey

Turkey and the European Union show different characteristics in the share of agriculture in total em-
ployment for the last 10 years, from 2008 to 2018. Looking at the data of the World Bank and ILO, it 
can be stated that the share of agriculture in total employment was 23.1 percent in 2008, and declined 
to 19.2 percent share in Turkey. Over the years, in Turkey, the share of agriculture in employment has 
significantly decreased and the agricultural enterprise has closed. EU-28’s agricultural employment share 
declined from 5,1 in 2008 to 4,2 in 2018.(See Table 1) Agriculture, maintaining an important share of 
employment rate, continues to be an important sector of Turkey.

Share of agriculture in GDP in the EU and Turkey Sector

The share of agriculture in the GDP of the agricultural sector is another important indicator, like em-
ployment rate. Between years 2008-2017, the share of agriculture in the EU-28 slightly fluctuated and 
remained 1,5% of GDP. Among the European Union members, Bulgaria (4.1%), Romania (4.4%), Hun-
gary (3.8%) and Greece (3.7%) are above the EU average. In Turkey, the share of agriculture in GDP 
declined from 7,5% (2008) to 6.1% in 2017 (Table 2).

The GDP of EU has a tendency to decline within the 2008-2017 period from US$ Billion 19.137 to 
US$ Billion 16.842. In Turkey, however, the GDP increased from US$ Billion 777 (2008) to US$ Billion 
950 (2013), and declined until 2017, US$ Billion 852. (See Table 3)

CONCLUSION

Agriculture constitutes an important source of development, by providing food, employment, and input 
for production. Therefore, agriculture policies should be carefully planned and applied. CAP is the one 
of the most important policies of the EU. It occupied the major share of the regions budget and had 

Table 1. Employment in agriculture (% of total employment)

Country/ 
Years 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

EU 5,1 5,1 5,2 5,0 5,0 4,8 4,7 4,5 4,3 4,2 4,2

TURKEY 23,1 22,9 23,7 24,2 23,6 22,9 21,1 20,4 19,5 19,4 19,2

Source: International Labour Organization 2019

Table 2. Agriculture, forestry, and fishing, value added (% of GDP)

Country / 
Year 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

EU 1,5 1,4 1,4 1,5 1,5 1,6 1,5 1,5 1,5 1,5

TURKEY 7,5 8,1 9,0 8,2 7,8 6,7 6,6 6,9 6,2 6,1

Source: World Bank 2019
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profound effects on farm structures, agricultural employment and rural areas, as well as wider economic, 
social, political, environmental and cultural implications, for old and new member states. Beginning 
with 2003 reforms until today, sustainability, environment and rural development became the objectives 
of CAP. It is important to reconsider the transformation in agricultural policies and address them in a 
sustainability perspective in Turkish Agricultural Policy.

Turkey and the EU have been on a long path towards integrating their economies. The institutions, 
established following the Ankara Agreement, provided steady technical support and moved quickly to 
advance the long-standing goals of the Agreement. The agricultural trade regimes of Turkey and the EU 
remain different, but the agreements by the Association Council have whittled them down. Consistent 
with this, it can be stated that further integrating the economies of Turkey and the EU would generate 
wage benefits for Turkish workers and welfare gains for Turkish consumers.
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ABSTRACT

This chapter researches whether the application of European Directive MiFID had any significant effects 
on the European Capital Markets and the progress of the European Integration. This new regulation 
specifies the tasks and responsibilities of the supervisory authorities of the Member State of origin and 
the host Member State, to enhance the certainty of effectiveness of cross border transactions supervision 
and to reduce the risk of imposing unnecessary legal reforms from the host Member State on investment 
firms which perform cross border transactions. The author concludes, among others, that the aligning of 
the national regulatory approaches to a common European regulatory system is quite necessary. MiFID 
will contribute to reduce problems at country level as the previous experience of the Investment Services 
Directive, where the European investments and economies of Member States were based mainly on the 
level of “country” and not of the “sector”.

INTRODUCTION

The Markets in Financial Instruments Directive 2004/39/EC (known as “MiFID”) as subsequently 
amended, is the most recent of a series of legislative changes introduced by the European Commission 
in implementing the Financial Services Action Plan (FSAP) and furthermore a process of harmoniza-
tion of European capital markets, which continues for over a decade. EU Member States committed to 
create a more efficient and integrated financial services market with the target of “the most competitive 
and dynamic knowledge-based economy in the world”, capable of maintaining economic growth and 
employment as well as social cohesion (Lisbon meeting of the European Council, March 2000).
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The objective of creating an integrated European market for financial services has been incorporated 
into the FSAP ratified in 2000 by the European Council in Lisbon. The FSAP provides guidelines and 
consists a framework with regulatory measures. Some of these measures were taken in the pre-FSAP 
period, including the original Investment Services Directive (ISD) (Note 1). The ISD was incorporated 
into national legislative systems and introduced the European Passport, enabling Investment Services 
Companies (ISC) to provide investment services in the Member States, allowing cross-border private 
equity European Stock Exchanges and lowered the national regulatory barriers (Andenas & Kenyon-
Slade, 1993). As part of the FSAP, the ISD was set under review, resulting in the adoption of the draft 
directive ISD-2, which was the precursor of MiFID), which in turn adopted by the European Council 
on April 2004.

Under the next major EU directive on market abuse (2003/6/EC), the Market Abuse Directive (MAD), 
which was also incorporated in national legislative systems, the FSAP objectives were also implemented, 
in terms of promoting the integration of European financial markets and reducing the complexity and 
confusion regarding the rules on market manipulation. In addition, the Directives’ interpretation limited 
the doubts and the consequent risk of differences in the implementation and enforcement of FSAP provi-
sions, across EU. But, there is need to consider seriously the question of how a control of “intent” can 
be incorporated in the legislation and a defence of lack of intent to manipulate the market.

However, MiFID, essentially, aims at enhancing the transparency of European stock markets and to 
ensure the protection of interests of investors (particularly, retail investors). At the same time, MiFID 
aims to increase market efficiency, enabling investment firms (ISCs) to benefit from the business op-
portunities that arise by using the right to extend their business, across the European territory based on 
the legislation governing their domestic market.

With the adoption in the legislative systems of the Member States, MiFID intends to achieve a set of 
objectives. Thus, under MiFID, the transparency regarding the depth of liquidity in all alternative venues 
executing securities’ transactions, is increasing, including transactions executed: on regulated markets 
(Stock Exchanges), on non-regulated markets (bilaterally traded as OTC derivatives), multilateral trad-
ing facilities (MTFs) and within the investment firms (ISC) towards their own portfolio (internalized) 
(Moloney, 2002 & Murphy, 2013).

Additionally, there is an increase of the protection of retail investors, through the regulation of a 
broad range of investment services, from the execution of orders, up to providing investment advice 
and analysis in stock markets, where specific order management requirements were introduced in order 
to achieve optimum execution of client orders (best execution). The competition between regulated 
markets (Stock Exchanges) and MTFs is enhanced and the obstacles for the connection of ISCs with 
alternative execution venues for transactions throughout Europe are removed. The emphasis and clarity 
are strengthened regarding the obligation of the investment firms to undertake appropriate measures to 
avoid any internal conflicts of interest. Finally, the level of disclosure of information to retail investors 
increases, including greater transparency in relation to the transaction costs.

LITERATURE REVIEW AND METHODOLOGY OF RESEARCH

There is a clear evidence of the “positive” influence of gradual protection of the European Capital Markets, 
under a proper institutional framework for the market manipulation (during 2001-2006). This means that 
the increased trading activity of the European markets, its maturity, its openness and its correlation with 
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international markets and developments, gave no signs of increased manipulation (taking into account 
the development of Supervisory Trading Control Systems – STCS, which can discover such kind of 
transactions). The harmonization of EU legislation proved successful for this Directive (Panagopoulos, 
2007), from this point of view.

The research continues with a discussion of the main developments in European capital markets and 
European Integration, over the past decade and reviews the effects of the ISD. The author then rehearses 
the key points of MiFID and discusses the issues raised by its implementation for the various markets 
affected. While numerous papers have already been published on how to prepare for MiFID, there has 
been much less consistent analysis of its impact on the market and the industry (Casey & Lannoo, 2009).

The author has also noticed that few Investment Firms (IFs) doubt about the overall positive impact 
of MiFID. However, there are also high costs due to the fragmentation of the trading environment, in 
particular in terms of liquidity and transaction costs, even though the cost per transaction has gone down 
drastically. Specifically, the liquidity fragmentation increased the risk of market impact and pushed down 
the average size of trades, thus the number of transactions skyrocketed after the implementation of the 
Directive (Greuning & Bratanovic, 2003). However, these issues may be explained by the deterioration 
that IFs see in the quality of trading data, which in their view, have not kept up with the evolution in the 
market structure (Valiante & Assi, 2011).

The author has also examined the way of how MiFID was instituted. Indeed, MiFID was applied, 
based on the process of the four stages of the Lamfalussy Report (Schaub, 2005). This was involved an 
implementation approach that begun with a European directive by the European Council (I), progressing 
to more detailed and technical clarification of certain provisions of the Directive (II). Then, continues 
with the cooperation between national regulator authorities for the single application of rules (III) and 
ends with the incorporation of the Directive into the national legislative systems of Member States de-
fining the functioning of their markets (IV).

Briefly, the Lamfalussy Process includes:

• Level 1: Legislation and guidelines - European Council,
• Level 2: Technical implementation guidelines - E.S.C. (Note 2) and E.S.M.A. (Note 3),
• Level 3: Rules of local behaviour of ISC – E.S.M.A. and national regulatory authorities,
• Level 4: Rules enforcement by Member States, as well as cooperation between supervisor 

authorities.

The European Commission has published a series of working documents that clarify many articles of 
MiFID and are still being subject to discussion, even now days, and under possible amendment. These 
texts are related to:

• the methods and procedures for the submission of financial transaction reports (ESC/7/2005),
• the organizational requirements and the management of conflicts of interest (ESC/17/2005),
• the transparency and acceptance for the trading (ESC/20/2005),
• the behavioural rules, and the rules for the best orders handling and execution (ΕSC/23/2005).

The deadline for the adoption in the legislative systems of the Member States was November 2007. 
The typical transition time for a European directive in national legislation is two years from its adoption. 
Nevertheless, even this date does not leave sufficient time to the ISCs, investment firms and other market 
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participants to realize the effects of MiFID in the Capital Markets and on their selves for performing the 
necessary changes. ISCs and Investment firms must undertake immediately initial measures for assess-
ment and program development for MiFID’s requirements.

Certain rules for the ISCs and investment firms are provided, relating to the following (Mertzanis, 
2007). These rules broadened the business area for new financial instruments and services, as well as 
reduced the totally required capitals and institutionalized the Over-The-Counter (OTC) markets:

• The Investment firms (ISCs) which execute client transactions using the financial instruments 
provided by MiFID (Directive 2004/39/EC of the European Parliament, Annex I, Section C, 2004) 
should do so through a company properly licensed by a competent authority within Europe. IFs 
do recognise the positive role of MiFID in promoting competition, transparency and investments 
in IT infrastructures (also for trading venues). They do not agree on the quality of trading data and 
almost half of responding IFs declare that there have been no changes or negative changes, in the 
quality of data with the introduction of MiFID (Valiante & Assi, 2011).

• The Investment Firms are allowed to enter in trade derivatives contracts on commodities, credit, 
interest rates, climatic variables and pollutant emissions (Hudson, 2002).

• The range of the investment services, the provision of which requires authorization to provide 
them, is widened (Directive 2004/39/EC of the European Parliament, Annex I, Section B, 2004).

• The Investment Firms can install new European branches without obligation to fulfil additional 
regulatory requirements by the regulatory authority of the host-Member State.

• The new regulation specify further, the duties and responsibilities of the supervisory authorities 
of the Member State of origin and the host Member State, resulting in certainty enhancement as 
to the effectiveness of supervision of cross border transactions and reducing the risk of imposing 
unnecessary regulations from the host Member State on the Investment firms which perform cross 
border transactions.

• Investment Firm’s transactions on commodities (for own account) may not be subjected to further 
regulation.

Following on from the EU Commission’s December 2010 consultation to reform the MiFID, the 
Commission published its legislative proposals, which took the form of a revised Directive (MiFID II, 
2014/65/EU 2014) (Note 4), with the following changes:

• Commodity derivatives: The revisions to MiFID are adapting some elements of the existing direc-
tive and introducing a new regime of position limits and position reporting

• Transparency: The existing pre and post trade transparency regime in MIFID applies only to 
shares admitted to trading on a regulated market. That regime is being revised and a regime will 
be applied to non-equities.

• High frequency trading: The revised MiFID will introduce specific provisions designed to ensure 
that high frequency trading (HFT) does not have an adverse effect on market quality or integrity.

• Market Structure: The revisions to market structure are designed to produce comprehensive regu-
lation of secondary trading that is fair, efficient and safe.

• Organizational requirements: The revised MiFID will introduce expanded requirements in respect 
of the management of firms, explicit organizational and conduct requirements relating to product 
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governance arrangements and a prohibition on title transfer collateral agreements involving retail 
clients.

• Trade reporting: The provisions in the revised legislation on trade reporting are designed to re-
solve problems with the quality and availability of data that have been observed since the original 
directive was introduced.

• Conduct of business rules: The revised legislation seeks to enhance the levels of protection grant-
ed to different categories of clients.

• Transaction reporting: The scope of the transaction reporting obligation is being extended, the 
scope of the reports is being enhanced and an EU-wide system of Approved Reporting Mechanisms 
(ARMs) is being introduced.

A new framework will improve conditions for competition in the trading and clearing of financial 
instruments. This is essential for the integration of efficient and safe EU capital markets. For this purpose, 
MiFID II establishes a harmonised EU regime for non-discriminatory access to trading venues and central 
counterparties (CCPs). Smaller trading venues and newly established CCPs will benefit from optional 
transition periods. The non-discriminatory access regime will also apply to benchmarks for trading and 
clearing purposes. Transitional rules will ensure the smooth application of these provisions (European 
Commission, Press Release Database, 15/4/2014).

ANALYSIS OF CURRENT DEVELOPMENTS AND EFFECTS ON 
EUROPEAN CAPITAL MARKETS AND THE EUROPEAN INTEGRATION

European Capital Markets

MiFID defines management principles for internal conflicts of interests regarding the ISCs, as well as 
segregation requirements of their business duties. Investment firms should have an independent internal 
audit department to comply to legislation and provide adequate participation of senior executives and 
accountability of those in the compliance process.

The remuneration of staff of the internal audit department should not compromise its independence, 
(ie. the granted bonuses should not be linked to the financial performance of companies). Any material 
conflict of interest must be communicated to clients and to the supervisory authority. Investment firms 
must establish and keep a ‘conflicts of interest management’ policy and maintain effective barriers to 
information leakage (eg Chinese Walls). In case that an Investment Firm produces and distributes analysis 
reports, additional specific requirements are applied to ensure that the company and individual analysts 
don’t face any conflicts of interests.

Regarding investor issues, MiFID intervenes as follows:

• establishes a common European framework, classifying them as either “retail investors” or as 
“professional investors” or as “eligible counterparties” which is a special category referred to 
those who need less protection than the other customers/investors.

• a significant part of MiFID aims to protect the retail investor, establishing obligations of Investment 
Firms towards their clients regarding investment advice provisions, order execution, trading infor-
mation disclosure and provision of reports to them.
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• establishes the obligation to conduct suitability test to customers before the providing of any in-
vestment advice or its portfolio management. The order execution is excluded from the test, only.

• the classification of the eligible counterparties has been clarified with quantified guidelines-in-
structions and specific disclosure requirements, where a client has been classified as an eligible 
counterparty.

Regarding issues regarding information disclosed and provided, MiFID intervenes as follows:

• Investment firms are required to provide their customers with sufficient information and reports on 
their transactions in a clear and understandable form, including details for the transaction costs.

• Investment firms are required to provide their customers with trade confirmations within one 
working day from the date of transaction (with the exception of the usual collective investments).

• Investment firms are required to keep their clients’ transaction data for at least 5 years and to 
disclose in a daily basis to the competent supervisory authority, details for the transactions on 
regulated markets, up to the close of the next day’s trading session.

• Investment firms are required to keep records of telephone conversations with clients for one year.
• the information requirements for retained records of submitted transaction reports to customers 

are growing (these files include transaction execution venue, the execution time, the client’s iden-
tity, etc.).

• the trade reporting obligations to customers can be met by the investment firm itself or by an au-
thorized third party, such as an MTF (Note 5) or a regulated market.

• MiFID has clarified that the Internet is a persistent disclosure of information medium.

Regarding the MTFs and Market regulation issues, MiFID intervenes as follows:

• the current trading concentration rule (Note 6) which is in force in many European Member States 
is abolished, while pre-trade transparency obligations are introduced, enhancing cross-border 
trade opportunities through conducting MTFs.

• the Investment firms that make internalization of transactions, are defined as Systematic 
Internalisers (Note 7), with specific stock price reporting obligations.

• Multilateral Trading Facilities - MTFs (ie ECNs, ΑΤSs (Note 7)) are included, as the national 
Stock Exchanges, in the scope of European legislation.

• the MTFs will be able to use for transactions settlement Central Counterparty Clearing House 
(CCP) or a Repository, that is based in a different Member State of EU.

Regarding clients’ orders management and their best execution issues, MiFID intervenes as follows:

• the obligations of ‘best execution’ of the order, require that Investment Firms should ensure the 
best possible execution of client orders, taking into account multiple factors (price, transaction 
costs, execution transaction speed, possibility of order execution and its clearance) and alternative 
order transaction venues (Stock Exchanges and MTFs in the European territory) in which they 
have access.

• Investment firms must maintain an official orders execution policy and be able to prove that they 
follow this policy.
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• Investment firms should be able to demonstrate that their clients’ orders have been executed in 
accordance with their policy.

• the removal of the ‘trade concentration rule’ and its impact on the creation of alternative sources 
of liquidity concentration will result a considerable complexity in defining and fulfilling the or-
ders’ best execution obligations.

• Investment firms should realize the transaction costs analysis of the orders they execute, in order 
to be able to supervise the excellent (best) execution of them.

• it is established specific rules concerning the collection of client orders and the setting of order 
execution priorities based on time of its reception.

• the Investment firms which receives limited orders which can not be immediately executed, they 
must disclose them in order to increase their execution possibility.

Regarding the issue of ‘pre-trade’ and ‘post-trade’ transparency, MiFID intervenes as follows:

• MiFID defines the activities of the Investment Firms, which are classified as ‘Systematic 
Internalisers’ (ie. Investment firm which, in the frames of orders execution and/or management of 
client portfolios, they cross and execute orders, internally, against the positions of their own secu-
rities account). These firms must announce fixed stock prices, which are recognized in regulated 
market venues on a regular and continuous basis during normal trading hours. These prices must 
be affordable to the market at a reasonable commercial basis.

• These prices must be treated as constant for transactions up to specific level.
• The report of ‘post-trade’ information by Investment Firms includes the obligation to disclose this 

kind of information (as close as possible to the real time) in a reasonable commercial basis.

MiFID required that Investment Firms have to adopt immediate adjustment measures, in order to 
satisfy all necessary requirements, until the effective date (November 2007). The prompt assessment 
and the adaptation planning require a wide representation from all company’s departments: business 
development, operations, IT department and the internal audit department. It is obvious, that the suc-
cessful adaptation to MiFID’s requirements, demands notification and decision making by all these 
departments, in order to realize the extended MiFID’s effects.

This assessment will allow Investment Firms to take advantage of the opportunities, to influence the 
implementation of new regulations on local market practices, as well as to work together with the suppli-
ers of technology systems, in order to understand the requirements. Moreover, this leaves to Investment 
Firms an important timeframe for programming and maximizing the partnership benefits with other 
initiatives, so that the compliance to MiFID to be achieved at a minimum cost.

European Integration

European financial markets, as well as Good markets, are more integrated and liberalized in the territo-
ries of Member States rather than in their cross-border relations. The reasons for the different degrees of 
integration and liberalization, is essentially related to financial structures. Although, the partial release 
of the European financial markets leads to high costs for consumers and producers of financial services, 
primarily due to smaller Member States of a monetary union, many economists believe that a monetary 
union will eventually improve the release of the European Financial Markets.
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This happens because, since the release of European Financial Markets, the prices of financial goods 
from different regions, were equalized (except the difference in transactional costs), while the financial 
intermediaries in different regions have access to make transactions, also, from different regions and 
additionally they have the opportunity to decide to borrow, to invest and to hedge the risk. Essentially, 
the effect is the increase of the availability and diversity, which will bring the independence of invest-
ment decisions on savings, as well as, the capital position will be adjusted smoothly and will hedge any 
current imbalances.

Under this reasoning, MiFID will contribute to the integration of the European capital markets at the 
point where its implementation will induce the normalization of the diverse transactional costs, through 
increased transparency trading procedures, releasing of activities, as well as the upgrading of the level 
and the diversification of funding, mainly through the removal of obstacles to cross-border transactions.

The author can sustain, that MiFID will contribute to reduce problems at country level as the previ-
ous experience of the Investment Services Directive, where the European investments and economies of 
Member States were based mainly on the level of “country” and not on the “sector”. Besides, IPOs and 
financing in the EU today, are especially applied at a country level rather than across borders. Therefore, 
the European financial services market is fragmented and the Investment Firms are companies with 
restricted administrations and only recently, a mobility in mergers between these companies and Stock 
Exchanges is noted, but this is mostly happens inside of the Member States and not in between Member 
States. Also, the clearing and settlement are more fragmented procedures and therefore costly, enough.

The effectiveness of MiFID on eliminating the “phenomenon” of financial goods transaction, mainly 
at a country level and also the realization of the advantages of the widespread availability and disper-
sion, will depend on whether the “after-the-MiFID” European consumers of financial services will gain:

i)  a real option to use licensed financial services with a European passport,
ii)  a real improvement of their assets to diversify their goods in the EU and finally,
iii)  a real reduction of transaction costs with the best possible execution without any compromise to 

their adequate protection.

The third stage of the Lamfalussy process for the implementation of MiFID, it is crucial to prevent 
new restrictions on the financial instruments, giving liquidity to the market, thereby. Additionally, the 
elimination of “phenomenon” of financial goods transaction, at a country level, will also depend on 
whether the “after-the-MiFID” European stock brokers will gain:

i)  a real freedom of choice of access to markets, and
ii)  a freedom to access issuers information.

This access should be a real access to all European clients, to clearing and settlement infrastructures 
at low cost and to opportunities for innovative responses for diversifying the demands of European 
consumers.

At the point where the European Stock Exchanges will be able to gain more access to a larger num-
ber of investors and financial intermediaries and achieve better costs and more efficient clearing and 
settlement services, facilitating, with this way, the use of diversified securities for transactions across the 
market, someone would expect the improvement and the reduction of the unfairness at “country” level 
of the transactions. This possible improvement also depends mainly on the real opportunities as well 
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as on the response of business: will they prefer the listing of their shares in other organized European 
markets and see them to be traded on alternative systems at a lower cost? The actual impact of MiFID 
on the average cost of capital in the EU and therefore the liquidity of the market are very important.

It should be underlined that the structural fragmentation of the markets is an obstacle to the efficiency 
of financial intermediaries, but can serve as a bulwark to a wide spread of a systemic risk. Therefore, the 
effectiveness of MiFID on reducing the effects due to the structural fragmentation of the market could 
perhaps be burdened by the cost of increasing the probability of a systemic risk.

MiFID’s implementation is expected to broaden the chances of passing the risk to Financial Inter-
mediaries. Additionally, due to the expansion of markets and the diversification of financial instru-
ments, MiFID imposes the existence (even more the creation) of specific administrative and accounting 
procedures for the investment firms, for grip internal audit mechanisms and for risk management and 
information systems effective tools. Moreover, it is necessary to ensure the continuity and consistency 
for the performance of investment services and activities and the use of appropriate infrastructure, re-
sources and procedures.

MiFID introduces the operation of alternative transaction execution venues, as well as the greatest 
transparency requirements for trading with financial instruments, which are common among different 
venues. The emphasis on larger and standardized disclosure on transactions information, contributes 
to reducing the differentiated information. Of course, the internal information is classified as ‘market 
abuse’. However, achieving equivalent information has a cost: the increased homogenization and hence 
the future reduction of liquidity. Under MiFID, the national regulators respond to the creation of a wid-
ened financial market and to Investment Firms’ mergers, due to they require all of them to operate under 
the same regulatory status (same rules, incentives and penalties).

The objectives of MiFID in terms of promoting the European financial markets integration and reduc-
ing the complexity and confusion regarding the rules on market manipulation and homogenization of 
markets in the use of financial instruments, is completely justifiable. In addition, the doubts of Directives’ 
interpretation were limited, as well as the consequent risk of differences in the implementation and the 
enforcement of its provisions, across the EU.

The EU policy regarding the completion of the single financial market, the Euro and technology, have 
radically altered the familiar banking and brokerage backdrop. This significant trend is depicted on 
the cross-border mergers and acquisitions and on the growing competition between the major financial 
centres, particularly Stock Exchanges.

Following on from the EU Commission’s (December 2010) consultation to reform the MiFID, the 
Commission published its legislative proposals, which took the form of a revised Directive (MiFID 
II (Note 8)) and a new Regulation (MiFIR), on 20 October 2011. Very broadly, as already said, these 
proposals represent a comprehensive and profound set of reforms which will lead to a reshaping of the 
financial markets, the products and services that banks provide and the relationship between banks and 
their customers.

RESEARCH RESULTS, SUGGESTIONS AND DISCUSSIONS

The author concludes from his research that, the stability of the European Financial Integration may 
not increase, dramatically, with the implementation of MiFID. Still remains the regulatory work of the 
effectively restrain of the systemic risk not only within the EU, but worldwide, which requires an under-
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standing of the connection between the micro-economic risk and the performance of macro-economic 
fundamentals.

Thus, the author sustain that, MiFID as reforming the homogenization of the European financial 
markets does not take into account the relationship between the micro-economic risks undertaken, as well 
as the macro-economic performance and restricts its operation within the classical perspective of the 
Member State. In order to better exploit the benefits of an open post-MiFID European financial system, 
we have to realize the risks be imposed on society by the independent investors which undertake the risk 
and by those who undertake a more fair percentage from the social costs. Essentially, this means that in 
the post-MiFID era, the regulators need to develop effective mechanisms against the financial failure of 
satisfying the debts of financial firms.

The domination of the regulators should be aligned with the domination of the market. Consequently, 
the basic regulatory functions - supervision, legislation, information disclosure, authorization and law 
enforcement - must take place in a very consistent way across the EU.

The single financial market has been completed, mainly in the major capital markets but the retail 
financial services are still fragmented inside national frames (eg mortgages and consumer credit). These 
changes bring strategic dilemmas not only for the large financial centres but also for the regional financial 
centres. The case law of both national courts and the European Court of Justice play an important role 
for the proper functioning of the capital markets.

The author also suggests that the European Commission should proliferate the discussions between 
the EU-US for the financial reforms, but also with other countries (Japan, Russia, China, etc.). At the 
same time, should increase its strong representation in international organizations, through which must 
speak with one single voice for issues like: the fight against financial crime, money laundering, corrup-
tion in the financial sector, business crime, etc.

The author considers, that the last, needs collaboration and information exchange even among off-
shore financial centres. Our conclusion lies on the rationality of the law to prevent and combat money 
laundering and the reintroduction of sanctions within the framework dictated by sober assessment of the 
demerits of the act, based on the constitutionally guaranteed in Member States, principle of proportionality.

As another concluding comment, the author argues that the support of EU Ministers regarding the 
powers and resources is quite important at this particular time. The members of the ESMA (Note 9) 
now are changing attitude, asking the European Commission not to be informed, only, about the prepa-
ration of their national legislation, but to be oriented to an everyday effective harmonization of the new 
regulatory framework, created by the Directives of the Action Plan for Financial Services.

The author considers that the alternative is clear: fragmented and inefficient financial markets and/
or a patchwork of national liquidity reserves, which will be subjected to diverge and uncoordinated risk 
management practices, as well as to a higher cost of capital.

The author, steadfastly, believes that, the issue at stake is about competition, stability and the integra-
tion of EU market infrastructures. Although the vertical integration model of trading and post-trading 
infrastructures may present advantages in terms of coordination, it may also introduce inefficiencies 
with respect to competition and price transparency. The introduction of non-discriminatory access re-
quirements in the Regulation on OTC derivatives, central counterparties and trade repositories (under a 
Directive known as EMIR (Note 10) - European Market Infrastructure Regulation) is a response to these 
potential negative effects. While EMIR covers only OTC derivatives, MiFID II will cover all financial 
instruments.
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Finally, the author has to mention the importance of the Member States political support, in the effort 
for greater supervisory harmonization, between securities regulators in the European Union. Indeed, 
during Spring 2006, the ECOFIN accepted the confirmed order to ESMA, to promote the prudential 
harmonization. The declared support for ESMA’s work and the basic list of proposals for further super-
visory harmonization, consist an important political step forward for the Member States of the European 
Union, following the adoption of the Declaration of Stockholm introduced the Lamfalussy process for 
financial services in March 2001 and created initially CESR (Note 11) (ESMA’s predecessor).

In a summary, the author would argue from his research, that regarding MiFID, contrary to what 
some market researchers say, there is no reason to panic. But, the impact and effects of the implementa-
tion of MiFID on Investment Firms are real and extensive and in turn, lead to the need of covering the 
mandatory adjustment requirements. However, MiFID created business opportunities, as it touches many 
sides of the European financial system and encourage the development of the cross-border supply of 
investment services. Certainly, after the initial market turmoil, there will be many benefited and harmed 
Investment Firms. The more timely and properly placed to address the challenges of MiFiD, the greater 
will be the likelihood of interest and level of benefits, for them.

CONCLUDING COMMENTS AND FURTHER RESEARCH

Under this paper, the author conducted a research whether the application of European Directive MiFID, 
had any significant effects on the European Capital Markets and the progress of the European Integra-
tion. The author studied the existing Directives regulation, as well as, BIS (Note 12) reports, apart from 
other international literature.

The author has concluded that the structural segmentation of markets is an obstacle to the efficiency 
of stock market financial intermediaries, but can serve as a bulwark to a wide spread of systemic risk. 
Therefore, the effectiveness of MiFID on reducing the effects due to the structural segmentation of the 
markets, could be probably burdened by the cost increase of the probability of systemic risk. Under this 
reasoning, the author examined the effects on European Financial Market Integration concerning banks, 
Stock Exchanges and financial intermediaries and he has concluded, among others, that the aligning of 
the national regulatory approaches to a common European regulatory system is quite necessary.

The aligning of the national regulatory approaches to a common European regulatory system, rep-
resents a real challenge, as it entails significant initial costs for the adaptation of the national competent 
authorities and bodies of the markets. These transitional problems are a challenge for themselves - es-
pecially to the extent that they had been concentrated on a brief period (2005-2007). However, concerns 
about these transitional costs should not obscure the general economic advantages.

An effective capital business market is a strategically important element in the development of new 
and innovative businesses, encouraging entrepreneurship, increasing the productivity and maintaining 
high economic growth rates in Europe. Currently, European venture capital market is much less effec-
tive than that of the US market, for example. Therefore, in this area, should be specified the priorities 
that will lead to new initiatives.

The FSAP has created a legislative framework to allow issuers, investors and financial services 
providers to make transactions on a pan-European level without undue legal impediments. What mat-
ters today, is that we have to ensure, its smooth operation. The economy and markets indicators show 
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that the European financial integration is underway in many sectors: wholesale markets, stock markets 
and financial market infrastructures, particularly regarding the clearing and settlement of transactions.

The last, improved the conditions for all users of financial services and a “reflective” European market 
is already beginning to take shape, although many things still need to be done. Thus, the retail distribution 
sector remains fragmented, while the penetration in some markets is impossible. These barriers should 
be carefully assessed, particularly on determining whether they are substantial economic barriers to the 
free movement of capital and financial services, or not. These barriers are, also, restrictions to author’s 
research, so additional research is needed on it.

The welcome and the recognition of ESMA efforts, states initially the equivalence of powers between 
national supervisory authorities and secondly that this harmonization will contribute to a greater investor 
protection, ensuring that investors will be able to benefit from the same protection when buying invest-
ment products across borders.

The design of an adequate regulatory framework is not enough. It needs a daily application of that 
regulatory framework in a consistent way across Europe, so as the advantages to benefit both investors 
and market intermediaries.

The strong political endorsement of the efforts of supervisor authorities is important, if we have to 
achieve the ensuring of an effective communication network between the supervisory authorities of the 
European Union. This network must adopt innovative communication means to address the cooperation 
between the supervisory authorities of the home Member State and the host Member country, as well as 
to strengthen a common supervisory culture. The next political development consequences on European 
economic issues, is another object, which needs further research.

It is time, to realize that our decision as European Union to respond positively to a request for more 
security (coming from the other side of the Atlantic), will result to a gradual abandonment of the pro-
tection of fundamental rights, as well as, will certainly lead to the increase of a highly typical and inef-
fective reporting system to the competent authorities, with insignificant disclosures. This will weaken 
any supervisory role of them.

REFERENCES

Andenas, M., & Kenyon-Slade, S. (1993). Financial market regulation and company law. London, UK: 
Sweet & Maxwell.

Assi, B., & Valiante, D. (2011). MiFID implementation in the midst of the financial crisis: Results of an 
ECMI survey, ECMI Research Report, No. 6, Feb 2011. Brussels, Belgium: European Capital Markets 
Institute.

Basel Committee on Banking Supervision. (2006, June) Basel II: International convergence of capital 
measurement and capital standards (revised framework, comprehensive version), Bank for International 
Settlements, Basel, Switzerland.

Basel Committee on Banking Supervision. (2010). Basel III: A global regulatory framework for more 
resilient banks and banking systems, Bank for International Settlements, Basel, Switzerland.

BIS (Bank for International Settlements). (2001). Marrying the macro- and micro-prudential dimensions 
of financial stability, BIS Papers, no.1. Basel, Switzerland: Bank for International Settlements.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



254

The Main Effects of MiFID on European Capital Markets and European Integration
 

Casey, J.-P., & Lannoo, K. (2009). The MiFID revolution. Cambridge, UK: Cambridge University Press. 
doi:10.1017/CBO9780511770470

Directive 2003/6/EC of the European Parliament and of the Council of 28 January 2003 on insider deal-
ing and market manipulation. Market Abuse Directive – MAD.

Directive 2004/39/EC of the European Parliament and of the Council of 21 April 2004 on markets in 
financial instruments amending Council Directives 85/611/EEC and 93/6/EEC and Directive 2000/12/
EC of the European Parliament and of the Council and repealing Council Directive 93/22/EEC [Official 
Journal L 145 of 30.4.2004].

Directive 2014/65/EU on Markets in Financial Instruments (MiFID II) [OJ L 173, 12.6.2014, p. 349–496].

England, C. (1991). Governing banking’s future: markets vs. regulation. Boston, MA: Kluwer.

European Commission. (2014). MiFID II: FAQ, Press Release Database, 15/4/2014, Brussels, Belgium.

Greuning van H. Brajovic-Bratanovic S. (2003). Analyzing and Managing Banking Risk: A Framework 
for Accessing Corporate Governance and Financial Risk, The World Bank, Washington, DC.

Hudson, A. (2002). The law on financial derivatives. London, UK: Sweet & Maxwell.

Mertzanis, H. (2007). The European Directive for the Markets in Financial Instruments 2004/39/EC 
9MiFD): Fundamental reforms and adjustment practices of the Investment Services Firms. European 
Integration and MiFID, Research Study, Feb 2007, Hellenic Capital Market Committee, Athens.

Moloney, N. (2002). EC securities regulation. Oxford, UK: Oxford University Press.

Murphy, D. (2013). OTC derivatives, bilateral trading and central clearing: an introduction to regula-
tory policy, market impact and systemic risk (global financial markets). Global Financial Market Series. 
doi:10.1057/9781137293862

Panagopoulos, A. (2007). The harmonization of the EC directives and regulations in the European 
and Greek Legislation Systems regarding the Market Abuse Directive and the use of Financial Tools, 
research paper, published on the Internet site of Association of Greek Institutional Investors, May 2007. 
Retrieved from (www.agii.gr/Forum.asp), http://www.agii.gr/repository/upload/panagopoulos_sort.pdf

Regulation 600/2014 on Markets in Financial Instruments (MiFIR).

Regulation (EC) No 1060/2009 of the European Parliament and of the Council of 16 September 2009 
on “Credit Rating Agencies”.

Schaub A. (2005). The Lamfalussy process four years on, Journal of Financial Regulation and Compli-
ance, Emerald Group Publishing Ltd, Vol. 13, Iss. 2.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use

http://www.agii.gr/Forum.asp
http://www.agii.gr/repository/upload/panagopoulos_sort.pdf


255

The Main Effects of MiFID on European Capital Markets and European Integration
 

KEY TERMS AND DEFINITIONS

Investment firms: An investment firm is a financial institution principally engaged in investing in 
securities. The investment firm pooled the money to invest in securities. These companies were regu-
lated by the SEC in USA and under MiFID I, II in EU. They are firms whose main business is holding 
and managing securities and other financial products, for investment purposes. Investment firms invest 
money on behalf of their clients who, in return, share in the profits and losses.

European Securities and Markets Authority (ESMA): ESMA is an independent EU Authority 
that contributes to safeguarding the stability of the European Union’s financial system by enhancing 
the protection of investors and promoting stable and orderly financial markets. It achieves this by: as-
sessing risks to investors, markets and financial stability, completing a single rulebook for EU financial 
markets, promoting supervisory convergence and directly supervising credit rating agencies and trade 
repositories. As well as fostering supervisory convergence amongst securities regulators, it aims to do so 
across financial sectors by working closely with the other European Supervisory Authorities competent 
in the field of banking (EBA), and insurance and occupational pensions (EIOPA).

Over-the-counter (OTC: Trading and Derivatives: Initially, Over-the-counter (OTC) or off-exchange 
trading is done directly between two parties, without the supervision of an exchange. It is contrasted with 
exchange trading, which occurs via exchanges. A stock exchange has the benefit of facilitating liquid-
ity, providing transparency, and maintaining the current market price. In an OTC trade, the price is not 
necessarily published for the public. OTC trading, as well as exchange trading, occurs with commodities, 
financial instruments (including stocks), and derivatives of such products. Products traded on the exchange 
must be well standardized. This means that exchanged deliverables match a narrow range of quantity, 
quality, and identity which is defined by the exchange and identical to all transactions of that product. 
This is necessary for there to be transparency in trading. The OTC market does not have this limitation

High Frequency Trading (HFT): High-frequency trading (HFT) is a primary form of algorithmic 
trading in finance. Specifically, it is the use of sophisticated technological tools and computer algorithms 
to rapidly trade securities. HFT uses proprietary trading strategies carried out by computers to move in 
and out of positions in seconds or fractions of a second. It is estimated that as of 2009, HFT accounted 
for 60-73% of all US equity trading volume, with that number falling to approximately 50% in 2012. 
High-frequency traders move in and out of short-term positions at high volumes aiming to capture 
sometimes a fraction of a cent in profit on every trade. HFT firms do not consume significant amounts 
of capital, accumulate positions or hold their portfolios overnight.

Systematic Internalisers: The “Systematic Internalisers”, matches customer orders internally rather 
than showing these to the market. Systematic internalisers, traditionally called “market makers”, are 
investment firms who could match “buy” and “sell” orders from clients in-house, provided that they 
conform to certain criteria. Instead of sending orders to a central exchange, banks can match them with 
other orders on its own book.

Bank for International Settlement: The Bank for International Settlements (BIS) is an interna-
tional financial institution owned by central banks which “fosters international monetary and financial 
cooperation and serves as a bank for central banks”. The BIS carries out its work through its meetings, 
programmes and through the Basel Process – hosting international groups pursuing global financial 
stability and facilitating their interaction. It also provides banking services, but only to central banks 
and other international organizations. It is based in Basel, Switzerland, with representative offices in 
Hong Kong and Mexico City.
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ECOFIN: The Economic and Financial Affairs Council (ECOFIN) is one of the oldest configurations 
of the Council of the European Union and is composed of the economics and finance ministers of the 
28 European Union member states, as well as Budget Ministers when budgetary issues are discussed. 
ECOFIN often works with the European Commissioner for Economic and Financial Affairs and the 
President of the European Central Bank.

ENDNOTES

.1 Council Directive 93/22/EEC of 10 May 1993 on investment services in the securities field.
2. European Security Committee
3. European Securities and Markets Authority (E.S.M.A. replaced C.E.S.R. on 1st Jan 2011)
4. Directive 2014/65/EU on Markets in Financial Instruments (MiFID II), as well as, the Regulation 

600/2014 on Markets in Financial Instruments (MiFIR)
5. Multilateral Trading Facility. Article 4 (15) of MiFID describes MTF as multilateral system, operated 

by an investment firm or a market operator, which brings together multiple third-party buying and 
selling interests in financial instruments – in the system and in accordance with non-discretionary 
rules – in a way that results in a contract.

6. MiFID eliminated the “concentration rule” formerly prevailed in Europe, that required that stocks 
be traded through local markets. It paved the way for electronic trading platforms to compete with 
the established stock exchanges and introduced the concept of a multilateral trading facility (MTF).

7. Electronic Communication Network, Alternative Trading Systems
8. The European Parliament endorsed MiFID II and MiFIR on 15 April 2014, and the Council of the 

European Union adopted the legislation on 13 May 2014. The MiFID II legislation was published 
in the Official Journal on 12 June 2014. Both MiFID II and MiFIR entered into force on 2 July 
2014 (20 days after publication), and must generally apply within Member States by 3 January 
2017.

9. European Securities and Markets Authority
10. European Market Infrastructure Regulation (EMIR) is a European Union regulation designed to 

increase the stability of the over-the-counter (OTC) derivative markets throughout the EU states. 
It is designated Regulation (EU) 648/2012, and it entered into force on 16 August 2012.

11. Committee of European Securities Regulators
12. Bank for International Settlements, Basle.
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ABSTRACT

This chapter examines the relationship between stock market indices of the biggest six economies of the 
European Union and BIST 100. In this context, this study used the daily time series regarding indices 
of DAX for Germany, CAC 40 for France, FTSE MIB for Italy, IBEX 35 for Spain, AEX for Holland, 
FTSE 100 for United Kingdom, and BIST 100 for Turkey from 2014 to 2018. To test whether there is a 
co-integration relationship among indices, Johansen co-integration test was used. Since a co-integration 
relationship was not found between series, causality relationship between the European stock market 
indices and Turkey was tested with Granger causality test by establishing standard VAR model. As a 
result, a unidirectional Granger causality relationship was found from DAX, FTSE 100, CAC 40, IBEX 
35, and AEX to BIST 100 according to lag length 1 and 2. However, a unidirectional Granger causality 
relationship was only found from FTSE MIB to BIST 100 for lag length 1. For lag length 1 and 2, no 
causality relationship was found from BIST 100 to the selected European stock market indices.
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INTRODUCTION

The prices in financial markets are generally affected the portfolio decisions of investors who actively 
invest in more than one market. These decisions are frequently influenced by continuous flow of infor-
mation which leads to increase in volatility of prices both in the market and among the other markets 
(Çiçek, 2010). The increasing number of multinational corporations, developing international commerce 
network and the presence of several politic and economic unions has enhanced the trends towards inte-
gration between capital markets in the global word (Güloğlu & Kaya, 2018). Additionally, particularly 
for the last thirty years, the developments observed in financial markets and stock markets, increase in 
the effectiveness and efficiency in brokering service, electronic data interchange and securities quoted 
on several stock markets have led to increase in integration process among financial markets (Vuran, 
2010). This case necessitates the analysis of the financial markets of countries by using not only the 
country-specific factors but also using the factors regarding other countries with which the country has 
interaction. Additionally, as the flow of capital among financial markets increases, the integration among 
the markets enhances. So, this leads to equalization of return of capital for all countries and disappear-
ance of arbitrage possibility (Boztosun & Çelik, 2011).

The continuous increase in the level of integration of capital markets with each other is a critical 
factor which should be taken into consideration for international portfolio investors who make portfolio 
diversification in different markets to reduce risks. If there is co-integration relationship between the 
capital markers of two countries, there will be a high correlation relationship among these two mar-
kets. This means that since the capital markets of these countries are in tendency to move together in 
the long run, an investor who makes portfolio diversification by investing in these two countries could 
not get expected benefits from the portfolio diversification. For that reason, investors, who want to 
diversify risk and increase returns by making international portfolio investment, should invest in stock 
markets of countries with which the country has low correlations (Akel, 2015). If securities exchanges 
are co-integrated in the long run, investors get the same returns from the securities with the same risks, 
wherever they are in the world. In this context, if there is no co-integration among capital markets, this 
case theoretically reflects an ideal case (Boztosun & Çelik, 2011).

Initiated from this fact, this study attempts to examine the relationship between stock market index 
of Turkey and stock market indices of the six European Union countries. As known, the relationship be-
tween Turkey and the European Union (EU) is a process which began in 1963 and has lasted until today 
with a full of uncertainty for different reasons. Despite there is an uncertainty about Turkey’s accession 
to the EU, EU is the largest trading partner of Turkey at the moment. In this context, understanding the 
interplay between stock markets of Turkey and the European Union was considered as important. The 
European countries used in the study were selected among the countries that represent the majority of 
the union economically. In order to determine the economic size of the European countries, the data 
obtained from European Statistical Office (Eurostat) was used.

According to Eurostat data, GDP of the European Union including 28 members has reached to ap-
proximately 15 billion 383 million 66 thousand of Euros with the figures of 2017 (Eurostat, 2019). More 
than half of this amount was generated by Germany (20.98%), the United Kingdom (15.2%) and France 
(14.90%). So, 51.08% of the total GDP was realized by these three countries. These three countries are 
followed by Italy (11, 2%), Spain (7,6%) and Netherlands (4,8%), respectively. Although these countries 
are also regarded as the big economies, they are actually members of a union which is larger than their 
entity and so they are also economically protected as they are protected in every aspect. In this sense, the 
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selected economies constitute 75% of the EU’s economic power, as it can be seen from the Eurostat data 
given above. For that reason, instead of taking all 28 EU countries, the 6 largest economies were taken 
for the study. As seen that the United Kingdom also took part in the study due to the uncertainty with 
respect to its membership in the EU. All in all, this study aims to examine the relationship between stock 
market indices of the six biggest European Union countries and stock market index of Turkey which does 
not take place in the same economic category as compared to the European countries used in the study. 
In this context, DAX of Germany, CAC 40 of France, FTSE MIB of Italy, IBEX 35 of Spain, AEX of 
Holland, FTSE 100 of the United Kingdom and BIST 100 of Turkey whose accession to the EU is an 
uncertain process were included in the data set of the study.

BACKGROUND

In the relevant literature, several studies have been conducted to understand the relationship between 
stock markets of different countries and BIST 100. The results obtained from these studies have provided 
some critical information to investors in their decision making. The findings of the relevant studies were 
summarized below.

Çıtak and Gözbaş (2007) examined the long-term integration relationship among İstanbul Stock 
Exhange, developed stock markets of USA, Germany, England, Japan and developing stock markets of 
India and Malaysia via co-integration test for January 1986 and July 2006 period. As a result, Çıtak and 
Gözbaşı (2007) found that for the given time period, there was a co-integration relationship between 
ISE and stock market indices of England, USA, Germany and India. On the other hand, they did not 
observe any co-integration relationship between ISE and stock market indices of countries used in the 
study for the sub-periods between January 1986 and August 2009, January 1989 and December 1999, 
and January 2000 and July 2006. Additionally, Çıtak and Gözbaşı (2007) did not find any co-integration 
relationship between ISE financial industry index and financial industry indices of the countries used 
in the study. Moreover, except the Italy industrial sector index, Çıtak and Gözbaşı (2007) did not found 
any co-integration relationship between ISE industrial industry index and other countries industrial 
industry indices.

Pekkaya and Bayramoğlu (2008) examined the relationship between YTL/USD exchange rate, ISE 
100 index and USA S&P 500 index for the period 2 January 1990 to 13 April 2007 by analyzing daily 
time series regarding 4461 observations with Co-integration and Granger Causality tests. The findings 
indicated that there was no long-term relationship between ISE 100 index and YTL/USD exchange 
rate. According to Granger causality results, bidirectional causality relationship was found between ISE 
100 and YTL/USD exchange rate for time period 1990 to 2007. Pekkaya and Bayramoğlu (2008) also 
indicated that in the 1994 currency crisis, there was a unidirectional causality relationship from YTL/
USD exchange rate to ISE 100, and they presented that USD exchange rate were affected by USA stock 
market in every period except the 1994 crisis. Additionally, Pekkaya and Bayramoğlu (2008) specified 
that ISE 100 index influenced the exchange rate, and USD exchange rate was affected by the stock mar-
kets in Turkey for several periods.

Bozoklu and Saydam(2010) examined the co-integration relationship between capital markets of 
Brazil, China, India, Russia and Turkey for 3 November 2005 to 3 November 2010 time period. In the 
study, Bozoklu and Saydam (2010) analyzed the 1305 observations by using parametric Johansen and 
non-parametric Bierens co-integration tests. The results presented that capital markets of these five 
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countries are co-integrated. According to this result, Bozoklu and Saydam (2010) concluded that in the 
long run, profits could not be obtained from the markets in which there were financial assets that have 
similar risks and returns.

In another study, Vuran (2010) examined whether there is a co-integration relationship with ISE 100 
indices and stock market indices of 8 developed and developing countries. In the study, Vuran (2010) 
used daily close data regarding FTSE 100 index of the UK, DAX index of Germany, Bovespa index of 
Brazil, Merval index of Argentina, IPC index of Mexico, CAC 40 index of France, Nikkei 225 index of 
Japan, S&P 500 index of USA and ISE 100 index of Turkey and tested these time series via Johansen 
co-integration test. As a result of the analysis, Vuran (2010) found that ISE 100 was co-integrated with 
FTSE 100 index of the UK, DAX index of Germany, Bovespa index of Brazil, Merval index of Argentina 
and IPC index of Mexico. Additionally, the results presented that there was a co-integration relationship 
among CAC 40 index of France, Nikkei 225 index of Japan, and S&P 500 index of USA in the long run.

In another study, Boztosun and Çelik (2011) tested the long-term relationship between ISE 100 and 
stock market indices of European countries for January 2002 and December 2009 period via Johansen-
Jeselius co-integration test. In the study, Boztosun and Çelik (2011) used ATX index of Austria, BEL-20 
index of Belgium, CAC 40 index of France, DAX index of Germany, AEX General index of Holland, 
OSE AllShare of Norway, Madrid General index of Spain, Stockholm General index of Sweden, Swiss 
Market index of Switzerland, and FTSE 100 index of the UK. According to the results, Boztosun and 
Çelik (2011) indicated that ISE 100 was cointegrated with OSE AllShare index of Norway, AEX Gen-
eral index of Holland, BEL-20 index of Belgium, DAX index of Germany, and FTSE 100 index of the 
UK. Nevertheless, the results presented that ISE 100 was not significantly co-integrated with CAC 40 
index of France, ATX index of Austria, Swiss Market index of Sweden, Stockholm General index of 
Switzerland, and Madrid General index of Spain.

İbicioğlu and Kapusuzoğlu (2011) tested whether there is a co-integration relationship among ISE 
100 index of Turkey, CAC 40 index of France, MADX index of Spain, FTSE MIB index of Italy, ASE 
index of Greece, CRO index of Crotia, and Maltex index of Malta for time period 1 July 2002 to 1 March 
2010 via Johansen co-integration test. As a result, İbicioğlu and Kapusuzoğlu (2011) found that there 
was a long term relationship among the indices. The results of Granger causality, variance decomposi-
tion and impulse-response functions tests presented that CAC index has an explanatory effect on the 
change in stock market indices of all Mediterranean countries except the ISE 100 of Turkey. As a result, 
although stock markets of the EU member Mediterranean countries were found as co-integrated with 
ISE 100, these stock markets were not the Granger cause of ISE 100. Thus, İbicioğlu and Kapusuzoğlu 
(2011) concluded that stock markets of Turkey and these Mediterranean countries were affected from 
the similar developments.

In another study, Bulut and Özdemir (2012) tested whether there is a relationship between ISE 100 and 
Dow Jones indices for time period 5 January 2001 to 30 December 2010 via Johansen Co-integration test, 
VEC (Vector Error Correction) and Granger Causality analysis. In the study, Bulut and Özdemir (2012) 
used weekly close data regarding indices used in the study. The results of co-integration test indicated 
that ISE 100 and Dow Jones indices moved together in the long run and so they were co-integrated. 
Initiated by the VEC model, Bulut and Özdemir (2012) found that Dow Jones index has influenced ISE 
100 index significantly for three periods. Additionally, as a result Granger Causality test, they concluded 
that Dow Jones index was the Granger cause of ISE 100 in the short run.

Çelik, Gençtürk and Binici (2013) examined the dynamic relationship between stock market index 
of ISE 30 and IBEX 35 index of Spain, PSI 20 index of Portugal, and FTSE MIB index of Italy in the 
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long run and short run for the time period between January 2010 and December 2012. The results of 
Johansen-Juselius Co-integration analysis demonstrated that there was no co-integration relationship 
between ISE 30 index and the other international indices for the given time period. However, as a result 
of Granger causality test and bivariate Var model, Çelik, Gençtürk, and Binici (2013) indicated that 
there was a unidirectional causality relationship from ISE 30 to IBEX 35 and PSI 20 in the short run. 
Thus, Çelik, Gençtürk, and Binici (2013) suggested that ISE 30 could be used in international portfolio 
diversification in the long run.

Çelik, Kaya and Tunç (2013) examined whether there is a short term and long-term dynamic re-
lationship between stock market indices of Turkey and Brazil for time period between May 2010 and 
December 2012 by analyzing daily data regarding indices with the Johansen-Juselius Co-integration 
test and Granger Causality test. As a result of co-integration test, no co-integration was found between 
the indices in the long run. Nevertheless, the results of Granger Causality test showed that there was 
a bidirectional causality relationship between these two indices. Additionally, Çelik, Kaya and Tunç 
(2013) found that there was a unidirectional causality relationship from Ibrx-50 and INDX indices to 
XU50 and XUSIN indices.

Ersoy and Bayrakdaroğlu (2013) examined the relationship between Derivatives Exchange-ISE 30 
index future contract and ISE 30 index for time period between February 2005 and December 2010. In 
the study, Ersoy and Bayrakdaroğlu (2013) used daily close data regarding variables and tested them 
via Johansen Co-integration test, Vector Error Correction Model (VECM), Granger Causality and 
Toda-Yamamoto causality tests. As a result, Ersoy and Bayrakdaroğlu (2013) found that these variables 
were co-integrated with each other. Additionally, they also presented that there was not any antecedent-
outcome relationship between derivative markets and spot markets but there was a bidirectional causality 
relationship between them.

Hamurcu and Aslanoğlu (2013) examined the relationship among NYSE (New York Stock Exchange) 
and ISE (Istanbul Stock Exchange) indices and Turkcell as an exchange security in both NYSE and ISE 
for the period between 11 July 2000 and 3 January 2013 by calculating correlations coefficient among 
variables. As a result, Hamurcu and Aslanoğlu (2013) found a positive and strong relationship (0, 74972) 
between NYSE and ISE. Additionally, for Turkcell which is publicly traded in both stock exchanges, a 
positive and strong correlation (0, 97978) was identified.

Gözbaşı (2013) tested the relationship between stock markets of seven developing countries and Tur-
key for the period between December 1995 and January 2009. In the study, Gözbaşı (2013) employed 
Argentina, Brazil, Mexico, India, Malaysia, Hungary and Egypt as the developing countries. To test the 
long term co-integration relationship among the variables, Gözbaşı (2013) used ARDL (Autoregres-
sive Distributes) test; whereas to test the short-term causality relationship among variables, Gözbaşı 
(2013) used Granger and Toda- Yamamoto causality tests. As a result of co-integration test, Gözbaşı 
(2013) found that ISE was co-integrated with stock markets of Brazil, India, and Egypt but it was not 
co-integrated with Argentina, Mexico, Malaysia and Hungary. Additionally, the results of causality tests 
indicated that there was a unidirectional causality relationship from the stock markets of these countries 
to ISE except the stock markets of Argentina and Malaysia.

In another study, Yıldız and Aksoy (2014) tested the relationship between Morgan Stanley develop-
ing market index and BIST index for the period between January 1990 and December 2011 via Engle-
Granger co-integration test and Vector Error Correction model (VECM). As a result, Yıldız and Aksoy 
(2014) reported that developing market index and BIST index moved together in the long run and so 
they were co-integrated with each other. Additionally, initiated by the results of Vector Error Correction 
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Model, Yıldız and Aksoy (2014) indicated that the error correction term worked in the short-run and 
convergence of indices occurred after 16 periods.

Akel (2015) examined the long-term and short-term relationship among stock market indices of fragile 
five countries. In this context, Akel (2015) concentrated on the relationship between stock market index 
of Turkey and stock market indices of Brazil, Indonesia, India and South Africa for the period November 
2000 to December 2003. To test the long run relationship among variables, Akel (2015) used Johansen 
co-integration test and to test the short run relationship among the variables, Akel (2015) used Vector Er-
ror Correction Model (VECM). The results of co-integration test indicated that there was a co-integration 
among capital markets of fragile five countries for the given period. The results of VECM presented that 
there was a causality relationship between stock market index of India and stock market indices of other 
countries in the short run. Additionally, Akel (2015) reported that there was a unidirectional causality 
relationship from stock market index of Turkey to stock market index of Indonesia; from stock market 
index of Brazil to stock market indices of Indonesia and South Africa, from stock market index of Indo-
nesia to stock market index of South Africa; and from stock market index of South Africa to stock market 
index of Turkey. Initiated by the results of co-integration test, Akel (2015) suggested that since there 
was a co-integration relationship among the stock markets of fragile five countries, it was very difficult 
to make international portfolio diversification among the stock markets of these countries. Thus, Akel 
(2015) concluded that it was very difficult to earn extra return by arbitraging in these stock markets.

Altınbaş et al. (2015) examined the effects of variables such inflation, interest rate, exchange rate, 
industrial production index and oil prices on BIST 100 index by using multifactor regression model, 
Johansen co-integration test, Vector Error Correction Model (VECM) and Granger causality test. As a 
result, Altınbaş et al. (2015) found that exchange rate was the only factor which explained BIST 100. 
In the direction of the results of VECM, Altinbaş et al. (2015) reported that lagged exchange rate and 
lagged industry production index explained the changes in BIST 100 index and a unidirectional causality 
relationship from exchange rate and industrial production index to BIST 100 index was found but the 
opposite was not valid. Finally, Altınbaş et al. (2015) indicated that a unidirectional causality relation-
ship was found only from BIST 100 index to oil price. Thus, Altınbaş et al. (2015) concluded that BIST 
100 index could be an indicator only for oil price factor.

Kaya (2015) tested the relationship between BIST 100 and VIX indices via Johansen-Juselius co-
integration test, and as a result of the test, Kaya (2015) presented that there was a long-term relationship 
between BIST 100 and VIX indices. Then, according to the results of Vector Error Correction Model 
estimates, the presence of long-term relationship among indices was corroborated. Finally, Kaya (2015) 
revealed that BIST 100 index was under the influence of VIX index.

Çelik and Boztosun (2015) tested the long term relationship between ISE 100 index and stock market 
indices of Asian countries for time period between January 1998 and December 2009 via Johansen-
Juselius Co-integration test. In this context, Çelik and Boztosun (2015) employed Oll Ordinaries index 
of Australia, Shanghai Composite index of Chine, Hang Seng index of Hong Kong, BSE 30 index of 
India, Jakarta Composite index of Indonesia, KLSE Composite index of Malaysia, Nikkei 225 index of 
Japan, Seoul Composite index of South Korea, Taiwan Weighted index of Taiwan, and Straits Times 
index of Singapore as stock market indices of Asian countries. The results indicated that ISE 100 was 
significantly co-integrated with Strait Times index of Singapore, KLSE Composite index of Malaysia, 
Taiwan Weighted index of Taiwan, and Seoul Composite index of South Korea in the long run for the 
given period. Nevertheless, Çelik and Boztosun (2015) presented that ISE 100 was not significantly 
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co-integrated with Nikkei 255 index of Japan, Shanghai Composite index of China, Hang Seng index of 
Hong Kong, BSE 30 index of India, Oll Ordinaries index of Australia and Jakarta Composite of Indonesia.

Yılancı and Öztürk (2015) tested whether there is a long-term relationship among SP 500 index of 
USA, DAX index of Germany, AEX index of Holland, IBEX 35 index of Spain, FTSE 100 index of the 
UK and ISE 100 index of Turkey for January 1995 to December 2009 period by using Engle-Granger 
and Hatemi-J tests. The results of Engle-Granger test demonstrated that there was no long-term relation-
ship between ISE 100 index and other financial markets included in the analysis. On the other hand, 
the results of Hatemi-J co-integration test with two unknown structural break indicated that there was 
no co-integration relationship between ISE 100 and AEX indices and between FTSE 100 and SP 500 
indices but a co-integration relationship was found between DAX and IBEX 35 indices in the long run. 
In this way, Yılancı and Öztürk (2015) suggested that investors who invest in ISE 100 should reduce 
the risks via portfolio diversification by investing in markets for which the relationship with ISE 100 is 
not determined.

Zeren et al. (2015) used Maki co-integration test to analyze the long run relationship between the 
monthly time series data regarding stock markets of Turkey (BIST 100), Austria (ATX), Belgium (BEL-
20), Holland (AEX), Switzerland (SMI), and Mexico (BOLSA) for period 1990 to 2013. As a result of 
Maki co-integration test, Zeren et al. (2015) found a co-integration relationship between BIST 100 of 
Turkey and ATX of Austria, BEL-20 of Belgium, SMI of Switzerland, and BOLSA of Mexico. Nev-
ertheless, they did not found any co-integration relationship between BIST 100 of Turkey and AEX of 
Holland. Initiated by these results, Zeren et al. (2015) suggested that investors who invest in BIST 100 
should diversify their portfolio by only investing in AEX of Holland to minimize the risk.

Özşahin (2017) examined the relationship between stock market indices of BRICS countries (Brazil, 
Russia, India, Shine, and South Africa) and Turkey for the time period between 2000 and 2016. In the 
study, variables were analyzed with multiple structural break unit root test and co-integration test. The 
results presented that except the stock market of Brazil, BIST 100 and the stock market indices of the 
remaining four countries were co-integrated in the long run. Additionally, initiated by panel FMOLS 
and DOLS estimators’ results, Özşahin (2017) indicated that the relationship between stock market 
indices of Turkey and Russia, India, China, and South Africa was positive and statistically significant 
at the 99% confidence level. In this way, Özşahin (2017) concluded that investors should not make risk 
diversification by using the stock markets of these countries in the long run.

In another study, Ömer (2018) examined the relationship between stock markets of Argentina, Egypt, 
Qatar, Pakistan, and Turkey which were defined as the fragile five by international credit rating agency 
Standard & Poor in November 2017. The time series regarding the time period between 5 January 2009 
and 20 March 2018 were analyzed via Granger causality test. As a result, Öner (2018) found that there 
was a unidirectional causality relationship from BIST 100 index of Turkey and Merval index of Argentina 
to QE index of Qatar and Hermes index of Egypt; from BIST 100 index of Turkey to KSE 100 index of 
Pakistan; and from Merval index of Argentina to BIST 100 index of Turkey.

Finally, Yıldırım and Kesebir (2019) examined the causality relationship between stock markets of 
Turkey, USA, Japan, and Germany for the time period between 2010 and 2017. According to the find-
ings of Granger causality test, Yıldırım and Kesebir (2019) found that there was a unidirectional and 
statistically significant causality relationship from BIST 100 to DAX index; from SP 500 to NIKKEI 
225 index; and from DAX index to NIKKEI index
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RESEARCH METHODOLOGY

Data Set and Methodology

This study attempts to examine the causality relationship between BIST 100 index of Turkey and stock 
market indices of European Union countries for period 2014 to 2018. With respect to stock market indi-
ces of European countries, DAX index of Germany, CAC 40 index of France, FTSE MIB index of Italy, 
IBEX 35 index of Spain, AEX index of Holland and FTSE 100 index of the UK were used as the stock 
market indices of European Union countries. Although the UK is in the exit process from the EU, FTSE 
100 index of the UK was included into the study because the UK is still the second biggest economy 
of the union. The commonly used method to determine the causality relationship among time series is 
the model developed by Granger (1969) (Coşkun et al., 2016). In this context, on the basis of data set 
and purpose of the study, Granger causality analysis was considered as the most appropriate method to 
test the relationship among the variables of the study. By the virtue of Granger Causality analysis, the 
relationship among the indices were expected to be revealed for the given time period. Additionally, the 
significant cause and effect relationship among the indices were attempted to be determined, if there 
were. To identify the causality relationship among variables, each variable was employed as dyadically 
and being dependent variable respectively in Granger causality test.

The time series used in the study consist of 5-year daily close prices of DAX index of Germany, 
CAC 40 index of France, FTSE MIB index of Italy, IBEX 35 index of Spain, AEX index of Holland, 
FTSE 100 index of the UK, and BIST 100 index of Turkey for the time period between 1 January 2014 
and 31 December 2018. The data regarding all of these indices were obtained from the website called 
“investing.com”. The natural log of each variable used in the study was taken. Thus, the log form of 
each variable was employed in the study.

Initially, to understand the correlation results among the logarithmic prices of indices, correlation 
matrix regarding time series was given in Table 2. According to Table 2, BIST 100 index seemed as 
highly correlated with AEX index of Holland (83,8%), DAX index of Germany (81,7%), CAC 40 index of 
France (79,1%), FTSE 100 index of the UK(72,1%). On the other hand, Table 2 indicated that BIST 100 
index was weakly correlated with FTSE MIB index of Italy (43,7%) and IBEX 35 index of Spain (16%).

Additionally, it could be readily seen from Table 2, DAX index of Germany, CAC 40 index of France, 
FTSE 100 index of the UK, and AEX index of Holland were highly correlated with each other; whereas 

Table 1. Correlation matrix (daily log price: January 2014- December 2018)

LNBIST100 LNAEX LNCAC40 LNDAX LNFTSE100 LNFTSEMIB LNIBEX35

LNBIST100 1

LNAEX 0.838 1

LNCAC40 0.791 0.958 1

LNDAX 0.817 0.968 0.966 1

LNFTSE100 0.721 0.794 0.802 0.823 1

LNFTSEMIB 0.437 0.451 0.648 0.521 0.413 1

LNIBEX35 0.160 0.117 0.320 0.238 0.311 0.789 1
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FTSE MIB index of Italy and IBEX 35 index of Spain were highly correlated with each other. On the 
other hand, FTSE MIB index of Italy and particularly IBEX 35 index of Spain were weakly correlated 
with DAX index of Germany, CAC 40 index of France, FTSE 100 index of the UK, and AEX index of 
Holland.

Besides correlation matrix regarding variables, descriptive statistics of the time series were analyzed. 
Descriptive statistics belonging to stock market index series were displayed in Table 2.

Skewness and Kurtosis values and Jarque Bera goodness of fit test provide insights about whether 
the time series have normal distribution (Alp & Kırkbeşoğlu, 2015). In this context, if mean, mode, and 
median are either equal or close to each other; if the coefficients of Skewness and Kurtosis are close to 
0 within ±1 bounds; if the Skewness and Kurtosis indices, which are calculated by dividing the coef-
ficients of Skewness and Kurtosis in their own standard errors, are close to 0 within ±2 bounds; and if 
the coefficient of variance, which indicates the ratio of standard deviation to mean, is in between 20 and 
25, there is an evidence for normal distribution (Tabachnick & Fidell, 2013; McKillup, 2012; Wilcox, 
2012; Howitt and Cramer, 2011; Lind, et al., 2006; Demir et al., 2016, p:133). With respect to normality 
assumption, Table 2 displayed that data set was not normally distributed when the Skewness and Kurtosis 
values of the time series were taken into account. Additionally, according to Jarque-Bera goodness of fit 
test statistics, the null hypothesis which is based on the notion that the data is normally distributed was 
rejected. In this case, it was concluded that data set including time series were not normally distributed.

ADF and PP Unit Root Tests

If a study employs a data set including time series, the model is not directly analyzed. In this context, 
stationary state of time series to be used in the model should be initially checked. According to Gujarati 
(1999), if a mean and variance of time series do not change in a time and if its covariance between two 
periods is dependent on only the length between two periods, this time series is stationary (Karaca, 2003). 
In this case, as claimed by Granger and NewBold (1974), employing non-stationary time series leads to 
getting wrong results which do not reflect the true relationship among the variables.

To determine the stationary state of time series used in the study, Augmented Dickey Fuller unit 
root test which was developed by Dickey and Fuller (1981) and Phillips-Peron unit root test which was 
developed by Phillips and Peron (1988) were used. The results regarding unit root tests were displayed 
in Table 3. According to the ADF and PP unit root test statistics, it could be readily seen that time series 

Table 2. Descriptive statistics of the stock market index series

          Mean           Median           Std. Deviation           Skewness           Kurtosis           Jarque-Bera           P-Value

LNBIST100 11.35962 11.32407 0.151252 0.370837 2.437664 47.06904 0.000000

LNDAX 9.306259 9.303966 0.114576 -0.037521 1.689006 93.68895 0.000000

LNCAC40 8.474399 8.482038 0.090294 -0.018201 1.677482 95.10393 0.000000

LNAEX 6.158466 6.160722 0.114271 -0.041032 1.709193 90.89514 0.000000

LNFTSE100 8.836375 8.832188 0.070933 -0.323330 2.418403 41.09909 0.000000

LNFTSEMIB 9.924870 9.946805 0.104567 -0.607365 2.511629 93.13131 0.000000

LNIBEX35 9.200396 9.219617 0.086725 -0.406164 2.412919 54.58010 0.000000
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LNBIST100, LNDAX, LNCAC40, LNAEX, LNFTSE100, LNFTSEMIB, and LNIBEX35 were station-
ary at their first differences.

The graphs regarding time series which were non-stationary at level but stationary at first differ-
ences were presented in Figure 1. Since the time series LNBIST100, LNDAX, LNCAC40, LNAEX, 
LNFTSE100 LNFTSEMIB, and LNIBEX35 were stationary at first difference, they were displayed 
with D (differenced).

Finding Lag Length

After understanding that time series used in the study were stationary at their first difference, the most 
appropriate lag length should be determined before co-integration and causality analyses. In order to 
determine optimum lag length, several information criteria are mostly used (Brooks, 2008). These infor-
mation criteria are; LR (Likelihood), FPE (Final Prediction Error), AIC (Akaike Information Criterion), 
SC (Schwarz Information Criterion), and HQ (Hannan-Quinn Information Criterion) information criteria. 
Among these criteria, Akaike Information Criterion (AIC) and Schwarz Information Criterion (SC) are 
the two most commonly used information criteria in determining lag length for time series (Gökmen 
and Çömlekçi, 2018). In this study, the lag length was determined as “2” according to FPE (Final Pre-
diction Error) and AIC (Akaike Information Criterion). However, the lag length was determined as “1” 
according to SC (Schwarz Information Criterion) and HQ (Hannan-Quinn Information Criterion). The 
results regarding lag length were given in Table 4.

Johansen Co-integration Analysis

Engle and Granger (1987) suggested that a linear combination of two or more non-stationary series 
might be stationary. If there is such a stationary linear combination, the time series are assumed to be co-
integrated and in such a condition, long-run equilibrium relationships exist. This is called co-integrating 
equation (Erdal et al., 2008). There are many tests to analyze co-integration relationship among variables. 

Table 3. The Results of ADF and PP unit root tests

          Augmented Dickey Fuller (ADF) Statistics           Phillips Perron (PP) Statistics

Variables           Levels           P-Values           First-
Differences           P-Values           Levels           P-Values           First-

Differences           P-Values

LNBIST100           -1.883502           0.3403           -36.50416           0.0000           -1.839953           0.3612           -36.56137           0.0000

LNDAX           -1.962091           0.3039           -36.46607           0.0000           -1.970946           0.2999           -36.46411           0.0000

LNCAC40           -2.332947           0.1617           -35.81833           0.0000           -2.244813           0.1906           -36.03063           0.0000

LNAEX           -1.878593           0.3427           -34.73411           0.0000           -1.886451           0.3389           -34.70878           0.0000

LNFTSE100           -2.169258           0.2179           -35.71805           0.0000           -2.106701           0.2422           -35.78289           0.0000

LNFTSEMIB           -2.207592           0.2038           -39.28355           0.0000           -2.205500           0.2045           -39.40521           0.0000

LNIBEX35           -2.196333           0.2078           -35.61769           0.0000           -2.066744           0.2585           -35.84067           0.0000

          Level of 
significance           Critical Values

          1% -3.435157 -3.435161 -3.435157 -3.435161

          5% -2.863550 -2.863552 -2.863550 -2.863552

          10% -2.567890 -2.567891 -2.567890 -2.567891
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Figure 1.

Table 4. Lag length

Lag LR FPE AIC SC HQ

0 NA 1.60e-19 -23.41608 -23.38814 -23.40560

1 36560.17 7.75e-32 -51.76972 -51.54618* -51.68583*

2 134.9913 7.52e-32* -51.79953* -51.38039 -51.64223

3 31.81586 7.92e-32 -51.74881 -51.13406 -51.51810

4 44.40243 8.24e-32 -51.70818 -50.89783 -51.40406

5 64.53139 8.45e-32 -51.68374 -50.67779 -51.30622

6 68.14452* 8.63e-32 -51.66248 -50.46092 -51.21155

7 59.30368 8.88e-32 -51.63442 -50.23726 -51.11008

8 36.46693 9.30e-32 -51.58816 -49.99540 -50.99042

9 39.73084 9.71e-32 -51.54473 -49.75637 -50.87358

10 40.63698 1.01e-31 -51.50222 -49.51826 -50.75766
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The most commonly used co-integration test is the Johansen co-integration test which was developed 
by Johansen (1988). So, Johansen co-integration test is performed to understand whether there is a co-
integration among variables in the study.

The results of Johansen co-integration tests which were calculated with respect to lag length 1 and 
lag length 2 were given in Table 5 and Table 6, respectively. According to Table 5, it could be readily 
seen that all of the p-values were greater than 0.05. Additionally, with respect to Trace Statistic and 
Max-Eigen Statistic, a co-integration was not found among the variables. Namely, LNBIST100, LNAEX, 
LNCAC40, LNDAX, LNFTSE100, LNFTSEMIB and LNIBEX35 variables did not move together in 
the long run and they were not co-integrated.

According to Johansen co-integration test which was calculated for lag length 2, it was also seen 
that all of the p-values were greater than 0.05. Similar to the Table 5, with respect to Trace statistic and 
Max-Eigen Statistic given in Table 6, a co-integration was not found among the variables. This result 
indicated that LNBIST100, LNAEX, LNCAC40, LNDAX, LNFTSE100, LNFTSEMIB and LNIBEX35 
did not move together in the long run, and so these variables were not co-integrated in the long-run.

Granger Causality Test

As stated before, in order to determine causality relationship among variables in a VAR model, Granger 
Causality test is used. Since there was no co-integration among the variables, unrestricted VAR model 
was established for the study. Additionally, causality test was performed with differenced data because 
variables were found as non-stationary at the level.

In order to check that whether the estimated VAR model is stable, the inverse roots of characteristic 
AR polynomial were used (Lütkepohl, 1991). The Inverse Roots of the Characteristic AR Polynomial 
regarding estimated VAR model was displayed in Figure 2. Initiated by the figure 2, the estimated VAR 
model was accepted as stable and stationary because all roots had modules less than one and laid inside 
the unit circle.

In order to check that whether the given time series is appropriate for VAR model, autocorrelation 
analysis was performed (Bircan & Karagöz, 2003). Since VAR model is a system predictor, one of the 
main assumptions is that there is no autocorrelation in residuals up to the specified order. In order to 
test residual autocorrelation, Lagrange Multiplier test (LM Test) was conducted. The result of LM test 

Table 5. The Results of Johansen Co-integration test (Lag length: 1)

          Variables: LNBIST100, LNAEX, LNCAC40, LNDAX, LNFTSE100, LNFTSE MIB, LNIBEX35 
          Lag length (k): 1

          Hypothesized 
number of CE(s)           Eigenvalue           Trace 

Statistic
          0.05 

Critical Value

          MacKinnon 
Haug-Michelis 
          p-values

          Max-
Eigen Statistic

          0.05 
Critical Value

          MacKinnon 
Haug-Michelis 
          p-value

          None 0.029338 107.2701 125.6154 0.3751 38.76908 46.23142 0.2512

          At most 1 0.020381 68.50104 95.75366 0.7704 26.81072 40.07757 0.6463

          At most 2 0.011081 41.69031 69.81889 0.9177 14.50859 33.87687 0.9831

          At most 3 0.008419 27.18172 47.85613 0.8473 11.00854 27.58434 0.9652

          At most 4 0.006899 16.17318 29.79707 0.7001 9.012975 21.13162 0.8314

          At most 5 0.004222 7.160200 15.49471 0.5591 5.508089 14.26460 0.6768

          At most 6 0.001268 1.652111 3.841466 0.1987 1.652111 3.841466 0.1987
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indicates that F statistic was 0.9410 which was greater than 0.05. Thus, the null hypothesis of the test 
which suggests that there is no serial correlation in the residuals up to the specified order was accepted.

Finally, Granger causality test was performed by examining variables dyadically. So, the direction 
of the relationship among the variables was identified better. The results of Granger Causality test were 
given in Table 7.

According to Table 7, the results of Granger causality test indicated that there was a unidirectional 
causality relationship from DAX, FTSE 100, CAC 40, IBEX 35 and AEX indices to BIST 100 at the 
0.05 level of significance. Additionally, for lag length 1, a unidirectional causality relationship was found 
from FTSE MIB index to BIST 100 index. Nevertheless, for lag length 2, no unidirectional causality 
relationship was found from FTSE MIB to BIST 100. Hence, for both lag length 1 and 2, no causality 
relationship was found from BIST 100 to FTSE MIB, as well. The causality relationship among variables 
was summarized in Figure 3.

Table 6. The Results of Johansen Co-integration test (Lag length: 2)

          Variables: LNBIST100, LNAEX, LNCAC40, LNDAX, LNFTSE100, LNFTSE MIB, LNIBEX35 
          Lag length (k): 2

          Hypothesized 
number of CE(s)           Eigenvalue           Trace 

Statistic
          0.05 

Critical Value

          MacKinnon 
Haug-Michelis 
          p-values

          Max-
Eigen Statistic

          0.05 
Critical Value

          MacKinnon 
Haug-Michelis 
          p-value

          None 0.026467 103.0983 125.6154 0.5033 34.89720 46.23142 0.4665

          At most 1 0.018552 68.20109 95.75366 0.7795 24.36228 40.07757 0.8058

          At most 2 0.012289 43.83881 69.81889 0.8656 16.08746 33.87687 0.9518

          At most 3 0.009321 27.75135 47.85613 0.8243 12.18396 27.58434 0.9250

          At most 4 0.006315 15.56739 29.79707 0.7423 8.241874 21.13162 0.8883

          At most 5 0.004198 7.325516 15.49471 0.5401 5.473174 14.26460 0.6813

          At most 6 0.001423 1.852342 3.841466 0.1735 1.852342 3.841466 0.1735

Figure 2.
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FUTURE RESEARCH DIRECTIONS

The interplay between the stock exchanges of different countries has been the interest of many researchers 
throughout the years. Particularly, when the integration and interdependence between the world economies 
are taken into consideration, understanding the relationship between foreign stock exchanges is getting 
more and more important for foreign investors. In this study, the interplay between stock exchanges is 
examined with respect to European Union perspective. In this context, the stock exchange of the six 
biggest European Union economies like German, France, Italy, Spain, Holland, and the United Kingdom 
are included into the study with Bist 100 from Turkey. However, European Union member states are 
not limited with these countries. Thus, examining the interplay between several other European Union 
countries’ stock exchange markets and Bist 100 can pave the way for further research.

In order to provide more insights to foreign investors, determining the relationship between several 
stock exchange indices would be useful. In that aspect, examining the interplay between stock exchange 
indices of countries from different parts of the world like America, Asia, and Africa could lead to further 
research. Additionally, foreign investors’ decisions could be effected by many factors such as economic 
and political. Accordingly, the relationship between stock exchange indices and several economic and 
political factors could be the further research topics for several researchers who concentrate on foreign 
portfolio decisions.

Table 7. The results regarding Granger causality tests

          H0:

          Lag length:1 (According 
to SC and HQ)

          Results

          Lag length: 2 (According 
to FPE and AIC)

          Results
          Chi-

Square           Prob.           Chi-
Square           Prob.

          DLNDAX           DLNBIST100           7.173441           0.0074           H0: 
Rejected           6.986969           0.0304           H0: 

Rejected

          DLNBIST100           DLNDAX           0.031826           0.8584           H0: Not 
rejected           0.282304           0.8684           H0: Not 

rejected

          DLNCAC40           DLNBIST100           9.476484           0.0021           H0: 
Rejected           9.219279           0.0100           H0: 

Rejected

          DLNBIST100           DLNCAC40           0.025293           0.8736           H0: Not 
rejected           0.061594           0.9697           H0: Not 

rejected

          DLNAEX           DLNBIST100           10.35427           0.0013           H0: 
Rejected           10.29345           0.0058           H0: 

Rejected

          DLNBIST100           DLNAEX           0.095014           0.7579           H0: Not 
rejected           0.234382           0.8894           H0: Not 

rejected

          DLNFTSE100           DLNBIST100           7.886084           0.0050           H0: 
Rejected           7.807094           0.0202           H0: 

Rejected

          DLNBIST100           DLNFTSE100           0.310046           0.5777           H0: Not 
rejected           0.804964           0.6687           H0: Not 

rejected

          DLNFTSEMIB           DLNBIST100           5.348126           0.0207           H0: 
Rejected

          DLNFTSEMIB           DLNBIST100           5.367581           0.0683           H0: Not 
rejected

          DLNBIST100           DLNFTSEMIB           0.181104           0.6704           H0: Not 
rejected           0.278445           0.8700           H0: Not 

rejected

          DLNIBEX35           DLNBIST100           9.916933           0.0016           H0: 
Rejected           9.601474           0.0082           H0: 

Rejected

          DLNBIST100           DLNIBEX35           1.427051           0.2322           H0: Not 
rejected           1.700427           0.4273           H0: Not 

rejected
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CONCLUSION

The more the integration process among countries and financial markets accelerates, the more the fi-
nancial movements follow and affect each other. The developments in communication, regulations for 
ease in capital movements and transnational investors who are capable of investing round the clock are 
considered as the catalyser of this integration process. Under the assumption that there is a co-integration 
trend among financial markets, investing in different markets to make portfolio diversification and reduce 
risks is going to become meaningless. In this context, particularly the studies which analyzed the rela-
tionship among different markets contribute to the investors by providing valuable information to them.

In this study, the relationship between BIST 100 index and principal stock market indices taking place 
in European economy was analyzed with Johansen co-integration test and Granger causality test. The 
results of Johansen co-integration test indicate that BIST 100 was not co-integrated with European stock 
market indices DAX, FTSE 100, CAC 40, IBEX 35, AEX and FTSE MIB in the long run. On the basis 
of these results, it was suggested that investors who invest in BIST 100 should invest in these European 
stock markets in their portfolio diversification to reduce risks. Additionally, these results also showed 
that the investors who invest in these European stock markets should invest in BIST 100 to reduce risk 
in their portfolio.

As well as the long-term relationship, short-term relationship among the variables was tested. The 
results of Granger causality test for lag length 1 demonstrated that a unidirectional causality relationship 
was observed from the six biggest European economies’ stock market indices to BIST 100 index. Initiated 
by these findings, it could be concluded that investors in BIST 100 should follow the European stock 
market indices from which the causality relationship was found to BIST 100. In this way, this study also 
attempts to advise to the investors who already invested or want to invest in BIST 100.

Figure 3.
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KEY TERMS AND DEFINITIONS

AEX: A stock exchange index which is formed up publicly-traded Dutch companies on Euronext 
Amsterdam, which is formerly known as the Amsterdam Stock Exchange.

BIST 100: A main indicator to measure the performance of the 100 highest stocks that are publicly 
traded in Borsa Istanbul with respect to market and trading volume.

CAC 40: A stock exchange index which includes the biggest 40 multinational companies traded on 
Euronext Paris which is formerly known as Paris Bourse.

DAX: A stock exchange index which presents 30 major German companies that are traded on the 
Frankfurt Stock Exchange.

European Union: A political and economic union which is composed of 28 member states located 
in Europe.

Foreign Portfolio Investment: The investments of a group of different assets from different coun-
tries’ stock exchanges.

FTSE 100: The stock exchange index of Financial Times Stock Exchange Group which represents 
the share index of the 100 companies listed on London Stock Exchange with respect to highest market 
capitalization.

FTSE MIB: A stock exchange index which includes the 40 most-traded stocks on Borsa Italiana.
Granger Causality Test: A statistical test to understand whether one time series can be used to 

forecast another time series.
IBEX 35: A stock exchange index which is composed of the most liquid 35 Spanish stocks that are 

traded in Madrid Stock Exchange General Index.
Johansen Co-integration Test: A statistical test used for understanding co-integration between 

several time series.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



276

Copyright © 2020, IGI Global. Copying or distributing in print or electronic forms without written permission of IGI Global is prohibited.

Chapter  17

DOI: 10.4018/978-1-7998-1188-6.ch017

ABSTRACT

There is evidence local farming systems and short supply chains have more impact on local economies 
than on long supply chains and have significant impacts on sustaining local employment in rural areas. 
Short supply chains focus on meeting consumer demands for local products in a guaranteed manner, 
strengthen local economies, improve carbon footprint, and contribute to food safety, access to natural 
and healthy nutrition, and sustainability of small producers and their businesses. In this research, case 
study and interview methods have been applied to evaluate environmental, social, and economic risks 
for short food supply chain. This chapter reveals decision-making process through accounting in a more 
regular, consistent, and integrated way by including environmental and economic information which 
aims to balance human and environmental needs within the framework of the European Union Short 
Food Supply Chain Policy.

INTRODUCTION

The financial crises in many parts of the world, high unemployment, increases in food and energy costs, 
political and economic uncertainties have created a turning point in terms of accounting history. The 
1997 Kyoto Protocol and the 2009 Copenhagen climate change meeting, the international environmental 
strategy promised for the future global deal, are in vain. For this reason, there is a need for an approach 
to art and practices in the definition of accounting, which focuses on the theme of environmental ac-
counting and accountability (Staden et al., 2011).
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Stakeholders, such as business customers, require environmental sustainability, while businesses are 
competitive in measurable issues such as product quality, price, and supply chain. However, the impact 
of stakeholders on the environmental strategy may influence the choice of measuring environmental 
performance indicators of enterprises.

Environmental problems related to neoclassical economics are mostly seen as social concern and 
environmental regulations are put into effect by governments in this regard. Environmental strategies 
developed for this purpose are defined as initiatives that can reduce the effects of transactions on the 
natural environment by using green sustainable resources and environmental management system, en-
ergy consumption and waste-reducing products, processes and corporate policies (Latan et al., 2018).

In neoclassical accounting with neoclassical paradigm origin, the social, organizational and politi-
cal aspects of accounting are often ignored (Jones, 2010). While accounting emerged from the need to 
meet the purpose of reporting the results of economic activity, the economy was born from the desire 
to understand the economic operation. Environmental economics and its sub-branches have emerged 
by correcting the market failures of the neoclassical theory of intervention, including the inclusion 
of environmental issues into the traditional human society and creating the decision-making process. 
The environmental approach of the economy has three sub-branches as a natural resource economy, 
environmental economics, and ecological economy. The main area of environmental economists is to 
identify the problems in the efficient sharing of resources and to reveal the inaccuracy of the neoclassi-
cal economic analysis (Holt, 2005).

Accounting allows for analysis of many data needed in decision-making processes by providing regu-
lar information and indicators for decision-makers. In the evaluation of data quality, the accuracy of the 
information from the data quality dimensions is very important. However, the accuracy of knowledge 
is only one of the six dimensions of accounting information quality. In the Australian Statistics Bureau 
(ABS, 2009), Eurostat (2005), IMF (International Monetary Fund) (2012), OECD (Organisation for 
Economic Co-operation and Development) (2012) and Canada Statistics (2002), specifies the six char-
acteristics that determine the quality of data in general as relativity, accuracy, timeliness, accessibility, 
interpretability and consistency. These dimensions are accepted as academic concepts related to data 
quality (Vardon et al., 2018).

The ethical approach acting linearly with environmental accounting has increased the traditional 
awareness of man to control and manage existing needs without losing the ability of future generations 
to meet their own needs and to respect the environment (Zirham et al., 2016). As a part of many business 
general business strategies; they show examples of positive commitments that cover the environment, 
including efficient use of energy, greenhouse gas reduction, and waste reduction. Some of the compa-
nies in the retail sector include the development of new stores with solar energy and water conserva-
tion standards, corporate commitment to reducing waste, some of the features of the store’s branded 
products that use environmental-friendly packaging and recycling programs to highlight environmental 
performance (Creel, 2010).

In this study, first of all, a literature review related to environmental costs and performance measure-
ment was conducted to determine the types of information related to environmental accounting. Then, 
there will be both theoretical and empirical analysis of the link between agriculture and environmental 
sustainability about the environmental “short food supply chain” theme, which is the starting point of 
the study. For this reason, the reflection of food products on demand from physical to economic as well 
as environmental and cultural distances from the demand to the consumption phase has been discussed.
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ENVIRONMENTAL MANAGEMENT ACCOUNTING SYSTEM

Traditional accounting focusing especially on profitability ignores basic business impacts such as cli-
mate change, non-use of renewable resources and social and environmental issues in supply chains. The 
negative environmental and social impacts that are not included in traditional accounting have been a 
motivating factor for researchers to criticize traditional accounting. Thus, it has ensured that environ-
mental management accounting aiming at the monitoring, management, and reporting of the full, total, 
or actual costs and commercial activities has been highlighted in recent years (Qian et al., 2018).

Environmental management accounting by Bennett and James (1997) is defined “as the definition, 
collection, analysis and use of financial and non-financial information to develop and improve corpo-
rate, environmental and economic performance to achieve a sustainable business” (Bennet at al. 2003).

An environmental management accounting system helps business management to identify and measure 
areas where environmental costs can be defined for internal planning purposes. By focusing on internal 
costs, such an accounting system can improve both operational efficiency and environmental quality 
within the organization, preventing environmental costs from being embedded in overall production 
costs accounts (Creel, 2010).

Environmental management accounting systems help an enterprise manage its environmental efforts 
in the organization as part of its overall business strategy (Creel, 2010). The internal consistency of the 
accounting system is different from that of each component in terms of uncertainty. The aim is to maxi-
mize the usability of the relevant data provided by the system (such as environment, soil, water, energy, 
pollution - interactions with the economy) which cannot be achieved by maximizing each component’s 
accuracy (Vardon et al., 2018).

Empirical evidence suggests that accountants are organizational participants responsible for envi-
ronmental management and performance measurement systems. The current environmental role of the 
accountants in the enterprise consists of traditional cost reduction management practices such as energy-
saving, material use reduction and environmental cost reduction (Burritt et al., 2002).

The International Federation of Accountants (IFAC) has devoted its environmental management ac-
counting to three different areas in the rules governing environmental management accounting (Creel, 
2010):

• Compatibility activity
• Eco-efficiency
• Strategic Position

While compliance activity is related to cost-effective compliance between institutions and envi-
ronmental regulations; eco-efficiency addresses cost savings and their economic impact; the strategic 
position category shows how an organization can incorporate environmental programs into its long-term 
planning and business strategy.

In 2007, the European Union (EU) has passed the environmental responsibility directive on prevention 
and fines for environmental damages. In many countries, businesses are asked to report on environmental 
impact and sustainability. The IMA (Institute of Management Accountants) has also published principles 
and standards that can be used to help an organization develop its corporate environmental strategies. In 
the studies conducted in the USA, it was determined that 86 of the world’s top 100 companies discuss 
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the environment as an important element of society. They also show strong commitment by preparing a 
report on environmental performance and subjecting it to external audits.

ENVIRONMENTAL COST

Since traditional management accounting does not clearly define environmental costs, environmental 
management accounting has developed rapidly. The management and control of environmental costs, 
environmental investment decisions, environmental budget management, and environmental performance 
assessment form the basis of environmental management accounting.

Environmental costs are one of the many different types of costs that occur when businesses offer 
goods or services to their customers. The environmental cost can be defined as the expenditures that are 
made by the enterprises in terms of reaching their environmental targets and varying according to the 
environmental impacts. Bennett & James’ environmental costs are defined as costs aimed at improv-
ing environmental impacts and improving the environmental performance of the enterprise (Bennett & 
James, 1997).

In a study by the US Environmental Protection Agency (EPA) five environmental cost categories 
have been identified as (Holt, 2005; Burritt, 2004) i-Conventional costs, ii-Potential hidden costs, iii-
Conditional costs, iv-Image and relationship costs, and v-Social costs.

The Local Food Initiatives Foundation (2003) uses the capital assets framework to provide a qualitative 
and quantitative assessment of the socio-economic and environmental indicators of local food systems. 
These five different asset capital; human capital, financial capital, physical capital, social capital, and 
natural capital (Kneafsey et al., 2013).

To be able to report the environmental and economic performance of the enterprises as proforma and 
to calculate the negative effects of the operations on the environment economically, an environmental 
profit/loss account is proposed. Environmental accounting assessment methods discuss three different 
approaches; the cost of preventing the environmental impact, the cost of repairing losses and the value 
lost by society. These methods include the method of “Social Carbon Cost” for air emissions; “indirect 
use value” for water; and different approaches to different environmental impacts such as “loss of bio-
diversity” for land (Arena et al., 2015).

SHORT FOOD SUPPLY CHAIN

The history of short food supply chains is based on traditional food deliveries based on direct supplies 
or sales in physical market locations (Malak-Rawlikowska et al., 2019). Short Supply Chains are the 
places where the number of intermediaries is minimized and direct contact between the producer and 
the consumer is realized. The definition proposed by the European Commission; where the number of 
intermediaries between farmers and consumers is minimal or ideally zero. (Kneafsey et al., 2013). The 
first aim of the short supply chain is to strengthen the link between producers and consumers and to 
provide added value for producers (Malak-Rawlikowska et al., 2019).

In the regulation introduced by the European Commission in 2014, it is envisaged that the support 
for the establishment and development of short supply chains will include only non-intermediary food 
chains between farmers and consumers (Article 11) (After EIP-AGRI 2015).
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The main objectives in the European Union’s short food supply chain schemes are; it relates to the 
social values that provide the consumer direct contact with quality products (fresh, delicious) and between 
producer and consumer (trust, social capital). In the second part of the program, environmental values 
(sustainable development, environmentally sensitive practices, carbon footprint) and economic income 
(value added to farmers, support to the local economy) are included (Kneafsey et al., 2013).

Short food supply chains are the first way to support sustainable and healthy farming methods that 
address environmental and ethical issues in food systems (Malak-Rawlikowska et al., 2019). Short supply 
chains have benefits and more multiplier effects in economic terms, rural development and economic 
renewal. It has a good synergy with the impacts to sustain local employment in the rural areas and with 
the tourism sectors. It allows for more value-added share for producers to be maintained locally. As to 
the environmental impact, there is the fact that by repositioning production, it can be seen as a major 
driving force in reducing greenhouse gas emissions.

SHORT FOOD SUPPLY CHAIN POLICIES IN THE EUROPEAN UNION

The three key elements of short food supply chain definition are 1- Physical (geographic) proximity, 
indicating the distance from the place of production of the product measured by food distance to the 
final consumer; 2- The organizational proximity (zero or maximum 1) expressed by the number of 
intermediaries in the chain; 3- The communication process between producers and consumers is the 
social closeness, which means that the producers control the information given to the end consumers 
and not only the name of the producer, the food quality properties or the farming practices, but also the 
communication that allows feedback on their ethical and social values (Galli and Brunori 2013,).

According to a survey conducted by the European Parliament Research Service (EPRS), in 2015, 15% 
of farmers sold half of their products through short food supply chains. According to Copa-Cogeca, the 
EU farmers’ union, farmers receive 21% of the agricultural product value, 28% goes to the processors 
and 51% go to the retailers (Michalopoulos, 2018).

The European Union has developed legal frameworks and incentives to ensure the innovative orga-
nization of food supply chains aimed at reconnecting the Member States, producers and consumers, and 
repositioning and re-localizing agricultural and food production. The 2009 Action Plan of France, the 
legal provisions concerning the regulation of the Farmers’ Markets in Italy, the proposals of the European 
Commission’s 2020 Rural Development Program are examples of these. In such initiatives, the European 
Union Rural Development Fund is used. The Regulation on Agricultural Product Quality Arrangements 
lime No. 1151/92 adopted by the European Parliament and Council, in order to help producers market 
their production locally (Article 55), the farmer’s ability to add value to his product, the farm products 
with a common EU labeling of carbon emissions and waste focuses on reduction opportunities through 
short production and distribution chains (Kneafsey et al., 2013).

Agriculture accounts for 20-40% of greenhouse gas worldwide. In contrast to the recent reduction of 
industrial greenhouse gas emissions, agricultural emissions have increased by 8.7% from 1990 to 2012 
(EPA, 2014) and are expected to increase further (Wolf ve Ghosh, 2019). In order to reduce the envi-
ronmental impact of the European Union short food supply chain; it implements policies to promote the 
use of renewable energy in transport, the use of recyclable packaging, the reduction of food waste of the 
market, biodiversity and the protection of habitats in urban short supply chains (Schmutz et al., 2017).
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DATA AND METHOD

Although there are many prescriptions in traditional governance accounting for environmental regula-
tions, existing management accounting systems cannot be used to measure environmental problems. 
Environmental costs are believed to be hidden in terms of the financial benefits of the size and resources 
due to monitoring in general production costs (Burritt, 2004). Environmental management accounting, 
however, makes environmental costs visible to managers, ensuring “full” measurement of costs and 
integration of environmental factors into core activities.

To produce environmental information in a business, an operator of a certified environmental manage-
ment system according to ISO 14001 is needed. Businesses with or without an ISO 14001 environmental 
management system can use the ISO 14031 31 as a tool for generating environmental information. ISO 
14031 offers two general evaluation systems, including environmental performance indicators and en-
vironmental status indicators.

In this important issue, it is a case study that covers 2 years in terms of environmental management 
accounting of the economic effects of the implementation of the short food supply chain. In this study, 
a large-scale data collection method has been performed. The data was obtained using different sources, 
including interviews. Our empirical studies have been started with a literature review from databases 
and analysis of short supply chain application reports made in European Union countries. The first 
contact with the authorities was initiated and the field research on the fresh vegetable supply chain was 
started. All of our interviews were recorded audio-visually. Other methods of data collection include (1) 
observations during the interview; (2) correspondence via e-mail and telephone; (3) Website analysis 
of FAO and EPA; (4) a close examination of the relevant corporate reports; and (5) publicly available 
corporate information.

Data

The collection, analysis, validation of relations and results are an interrelated and interactive series of 
processes. ISO14001 environmental management system requires the identification and documenta-
tion of important environmental aspects (air emissions, water bulletins, land releases, raw materials, 
and natural resources, energy use, radiated energy, heat and radiation, wastes and by-products) that an 
enterprise can control and affect (Holt, 2005).

Measured, adopted by many academicians, led to ignoring the economic and environmental and 
social aspects of modern corporate governance. It is unthinkable to manage something that is measured 
improperly. It is considered that the inability to measure environmental problems is not sufficiently rec-
ognized by management in the decision-making system and has not been considered and appreciated. 
As Kaplan points out if an accounting system does not represent actual transactions and is not used to 
understand and control them, the existence of this system is unnecessary.

Data collection was performed using a cross-sectional field survey method that simultaneously mea-
sured dependent and independent variables. The data was collected from the fresh vegetable farmers 
with 5 decares (5000m2) or larger greenhouses and companies that buy produce from farmers and sell 
it to customers or export overseas. The identities of the companies have been kept confidential in this 
study to protect their business interests.
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In the calculation of environmental carbon footprint; distance, type of transport, type of fuel used 
(diesel, gasoline or autogas), estimated average load, load factor, and maximum load capacity included. 
The results in the calculations are not exact and the estimated figures or averages are taken.

Empirical Analysis

Since the main purpose of this study is to emphasize the role of accounting and environmental information 
in the short food supply chain, the role of managerial accounting is enriched by using existing research. 
A case study methodology was used to support the development of theoretical research. Empirical details 
are embodied in the case study.

In the short food supply chain, the travel cost method is used for environmental cost calculations. 
The methodology of the study is based on scientific environmental cost calculations in environmental 
management accounting.

Mathematical formulation

The price premium of producers is 72.2% in Table.2 and 16.7% in the traditional supply chain. The added 
value of the producers in the supply chain is 38.7%, while the traditional supply chain is only 1.0%. In 
the supply chain, the producer’s margin is 95.85 percent in the short supply chain and 1 percent in the 
traditional supply chain. It is clear that with the elimination of intermediaries, producers will get more 

Table 1. Economic sustainability indicators in the short food supply chain

ECONOMIC SUSTAINABILITY INDICATORS

Manufacturer price 
difference [TL]

Price difference at the manufacturer site = Average producer price in the chain (TL/kg) - Average retail price 
in the region (TL/kg)

Price Bonus [%] Price premium = Producer price difference (TL/kg) - Average retail price in the region (TL/kg)

Supply chain value-
added [TL]

Supply chain value-added (TL/kg) = Price difference at producer site - Distribution costs * * (labor costs 
related to packaging, transport, and distribution)

Supply chain margin Supply Chain margin (%) = 100% - (Average supermarket price in the region/price at regional average 
producer)

On 15.05.2019, Antalya Metropolitan Municipality Kumluca Producer Wholesaler Hal is calculated on the basis of tomato prices.

Price difference at the manufacturer site [TL] = 2.17 TL / kğ - 7 TL / kğ = -4.83 TL/kg

Pricing Price [%] = 4.83 TL/kg - 7 TL/kg = - 69%

Supply chain value-added (TL/kg) = 4.83 - 1 TL / kg = -3.83 TL / kg

Supply Chain margin (%) = 100% - (9/2.17) = 95.85%

Table 2. Price premium and chain value added [%] table in short and long supply chains

Chain Type Price Bonus [%] Chain Value [%] Supply chain margin [%]

Short food supply chain 72.2 38.7 95.85

Traditional (Long) supply chain 16.7 1.0 1.0
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shares from profits. Manufacturers will be able to add the price premium when selling through short 
food supply chains. Short food supply chains can economic income for producers, consumers and local 
communities, additional income, and growth in especially in rural areas.

Environmental performance measurement is required for the implementation and success of envi-
ronmental policy and strategy in enterprises. In practice, the environmental measurement of the use of 
agricultural chemicals has been ignored.

The concept of food shafts introduced by Tim Lang in 1992 is very easy to implement and understand. 
The comparisons between foodstuffs can be made easily in terms of the carbon released in the transport 
of the products from the producer to the retailer or the consumer (Kneafsey et al., 2013).

Table 3 shows the carbon footprint expressed as oxygen dioxide equivalent (CO2), greenhouse gas 
emissions during the transport process. In this study, Carbon Footprint is estimated according to the 
number of calculated food shafts.

In Figure 1, the carbon footprint of the car carbon footprint calculation program was calculated at 
approximately 694 km distance between Antalya and Istanbul. In the formulation, there are values such 
as distance, type of vehicle, model, fuel type and load tonnage. The Antalya-Istanbul distance of 694 km 
diesel pickup truck up to 3.5 tons average tonnage of the car is 193.9762 and the total vehicle footprint 
is calculated as 0.16 tons/CO2.

Table 4 shows the share of consumers and producers in the short and traditional (long) food supply 
chains. Antalya and Istanbul values were taken into consideration in determining the rates. While the 

Table 3. Indicators of the environmental sustainability of the short food supply chain

ENVIRONMENTAL SUSTAINABILITY INDICATORS

Food Distance Total 
[km / kg] Food distance total = Food Production Distance (km /kğ) + Food Consumer’s Distance (km / kg)

Carbon footprint Carbon Footprint = Fuel consumption (1 / kg) * Carbon Footprint coefficient (CO2 / kg)

Figure 1. Car carbon footprint calculation
Source: (15.05.2019)
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consumer food distance share in the short food supply chain is 92%, the share of producers is 8%. In the 
long supply chain, the share of producers is up to 32%.

Table 5 shows the carbon footprint rates of producers and consumers in short food supply chains. 
Although the carbon footprint of the mill from the short supply chains to the consumers at the production 
site is zero, some authors oppose this. Because whoever does the Carbon Footprint ultimately harms the 
ecosystem. They argue that to reduce the total carbon footprint, land-based or landless vertical agricul-
tural practices should be published.

SWOT Analysis

SWOT (strengths, weaknesses, opportunities, threats) analysis is often used in a set of scientific tech-
niques that can potentially evaluate all possible factors that involve a distressful situation or a problem in 
addressing developmental strategies in a particular area. The primary purpose of the SWOT analysis is 
to simultaneously assess the strengths and weaknesses of the internal environment and the opportunities 
and threats offered by the external environment to support operational decisions (Falcone et al. 2019).

Figure 2 below shows the SWOT analysis of the short food supply chain case study using the literature 
review. In the analysis, strengths, weaknesses, opportunities, and threats are developed in the short food 
supply chain economically, and environmentally.

Table 4. Food distance in food supply chains [km/kg]

Chain Type Average distance per delivery - 
Manufacturer [km]

Consumer Share in 
Food Distances

Manufacturer’s Share in 
Food Distances

Short food supply chain 2 92% 8%

Traditional (Long) supply chain 694 68% 32%

Table 5. Carbon Footprint (CFP) for short food distribution chains.

Chains Short food supply chain 
producer’s share [%]

The share of short food supply 
chain consumers [%]

a. Choose by yourself - 100.0%

b. Sales to consumers at the production site - 100.0%

c. Retail stores 73.5% 26.5%

d. Internet sales 100.0% -

e. Delivery to the consumer 100.0% -

f. Sales in farmer markets 43.8% 56.2%

g. Sales to intermediaries 57.9% 42.1%

h. Wholesale market sales 79.5% 20.5%

I. Sales to the retail chain 39.7% 60.3%

j. Factory sales 100.0% -

Source: Kneafsey et al., developed in 2013.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



285

European Union Short Food Supply Chain Policy and Environmental Management Accounting
 

Environmental management accounting is a broad-framed concept that includes performance control 
tools such as various accounting and carbon footprints. Therefore in our application, a management 
technology that includes information management, analysis, a variety of tools and techniques were used.

In our application, it has been observed that management accountants do not provide management 
accounting information related to the environment. There has been no evidence that shows the accountants 
whether they improve, develop or use any kind of accounting system that is specific to the environment. 
It has been found that rather than accountants, the environmental management accounting information 
is being produced by the environment managers who are afraid of the Ministry of Environment and 
Urbanization Regulations.

CONCLUSION

Environmental management accounting systems can help an organization manage its environmental efforts 
as part of its overall business strategy. Environmental-induced organizational change can take place when 
organizations consider environmental management as an equally basic goal with profit maximization. 

Figure 2. Economic and environmental SWOT analysis
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If an enterprise’s strategy is focused on economic success rather than on environmental efficiency, it is 
useless for management accounting to measure environmental performance.

In this study, it has been observed that unfortunately, the management accountants have little or no 
role in the environmental management developments of the enterprises. Even in organizations that adopt 
an environmental policy, accounting and finance staff are less involved in decisions on environmental 
issues. In terms of environmental management accounting, enterprises relatively take simple actions such 
as determination and distribution of energy and waste disposal costs arising from non-environmental 
sources.

It has been observed that SMEs cannot invest in environmental improvement measures due to lack of 
resources, finance, time and knowledge that is required to implement them. For quality products to be 
built and be present around the short food supply chain, there is a need for traditional and craftsmanship 
skills that demonstrate the importance of justice principles, ethical and moral frameworks, environmental 
sustainability and local cultural resources.

As there is no clear legal demand for environmental accountability, they do not formally carry out 
environmental impact studies in enterprises and share them with the public. This unlawful responsibility, 
though not largely legal, is ultimately a philosophical and moral approach.

With environmental management accounting, recognition of consuming environmental costs in 
processes and products, measures to reduce material consumption and pollutant emissions, redesign of 
products and processes, and other environmental protection measures can be encouraged. Thus, it will 
be able to provide necessary data about the environmental messages and their causes for the reduction 
of environmental costs. Further research is needed on the reconciliation of the interests of different 
stakeholders (farmers, distributors, and consumers) and the potentials of economic, environmental and 
social costs and benefits to assess this in short food supply chains.
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ABSTRACT

Economic globalization has affected accounting and auditing practices, as it has many other areas. Its 
impact on accounting has emerged in international accounting standards and independent auditing. 
There is pressure on the European Union countries to benefit from the New York segmentation of these 
standards. In parallel with these developments, IASB (International Accounting Standards Board) was 
established in 1973 to create a common accounting system for companies around the world, and inter-
nationally accepted accounting standards were established under the name of International Accounting 
Standards (IAS). To use these common accounting practices effectively, as of Jan. 1, 2005, publicly traded 
companies in the European Union have been obliged to apply the consolidated financial statements to 
the public in accordance with the International Financial Reporting Standards (IFRS) adopted by the 
European Union.

INTRODUCTION

When the process of globalization has increased quickly the mobility of capital of which is manufacture’s 
factors, it has also increased the numbers of multinational companies. The developments have brought 
the need for common, comprehensible, clear, transparent and auditable financial information into the 
forefront. Many organizations and business processes have entered into an internationalization trend 
in line with this need. With the globalization of financial markets, the impact of credit rating agencies 
in the global financial system has also increased in time. However, crises such as the Asian Crisis, the 
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Global Financial Crisis, the Eurozone Debt Crisis and the bankruptcy of companies such as Enron and 
WorldCom led to the inquisition of credit ratings (Bayar, 2015). Because of financial crisis and scandals 
adversely affecting the confidence in capital markets, new legal arrangements prepared and implemented 
in order to restore this confidence. The Sarbanes-Oxley Act is a law enacted as a result of this process. 
Accounting standards and auditing standards have also taken an important place to reestablish the trust 
environment in capital markets.

To the harmonization of International Accounting Standards and International Auditing Standards, 
many steps have been taken, and many countries and unions around the world either accepted as is the 
International Accounting Standards and the International Standards on Auditing or adapted the interna-
tional standards to their national standards.

According to Regulation (EC) No 1606/2002 on the Implementation of International Accounting 
Standards in the European Union in 2002, the consolidated financial statements of the listed companies 
are required to be published in accordance with international financial reporting standards starting from 
1.1.2005. However, in relation to this practice, some options have been introduced to the member states.

On the one hand, countries that had businesses all around the world on the other hand these studies 
initiated by the Accounting Standards Board (ISAB) as a result of the contradictions caused by different 
accounting practices in particular to ensure standardization in reporting supported by the European Union. 
The purpose of these studies is to provide consistency as well as comparability in financial reporting 
across the world, and to generate a worldwide common accounting language. This was introduced un-
der the leadership of the International Accounting Standards Board. Standards were integrated into the 
national accounting system by many countries around the world. This integrated transaction has been 
traded on the stock exchange in 27 EU member states in place of International Financial Practices. The 
Group has prepared financial statements in accordance with IFRS. Besides, local accounting in many 
countries such as Asia, Australia, America and Africa have been integrated their standards into IFRS.

As a result of the European Union’s approval of an accounting arrangement that requires all publicly 
traded companies to be subject to International Financial Reporting Standards (IFRS) in their 2005 
financial statements, a new and complex period has started in all over the world, especially in Europe.

In this study, information about International Accounting Standards and International Auditing 
Standards will be given and the factors triggering the emergence of these standards will be mentioned. 
The process of integration of the European Union in the process of harmonization with these standards 
will be discussed.

INTERNATIONAL ACCOUNTING STANDARTS (IAS)

In the beginning, the International Accounting Standards Committee (IASC), which worked as a branch 
of the International Federation of Accountants (IFAC), became an independent organization at the 
General Assembly held in Edinburgh on 24 May 2000 with the participation of IFAC. According to the 
Charter approved in Edinburgh, the International Accounting Standards Board (IASB) established as 
the standard setting body of the new structure. As a result of this new restructuring, all publications and 
correspondence were decided to be made by IASB and thus from 2001 on, the IASB was responsible for 
developing and publishing standards and drafts and approving the comments of the Standard Interpreta-
tion Committee (IFRIC), replacing the IASC.
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The European Union (EU) succeeded in harmonizing itself with the International Accounting and 
Financial Reporting Standards (IAS / IFRS) through directives, and it especially performed this through 
the implementation of The Fourth and Seventh European Commission (EC) Directives. The Fourth and 
Seventh directives are the most important instruments used in the internationalization and harmoniza-
tion of accounting within the EU.

As in all countries of the world, there are many and significant differences between the accounting 
practices and reporting systems of the member states of the European Union and these differences are 
derived from the economic, political, social and cultural structures of the countries (Karapınar, Zaif 
Ayıkoğlu and Bayırlı, 2008, p.4). These differences between countries can be divided into four main 
headings:

• Determination of accounting practices by legal regulations or professional organizations,
• Uniform and flexible accounting applications,
• Precariousness and optimism in valuation,
• Transparency and confidentiality in disclosure of information.

These differences between countries’ accounting and reporting systems have played an important 
role in international convergence in financial reporting over the last few years and have been dealt with 
primarily by the International Accounting Standards Board (IASB), which prepares and publishes IAS 
/ IFRS, and have also supported by the European Union, significantly. The main reason for this conver-
gence movement is that transparency, comparability and consistency in financial reporting worldwide 
are aimed to provide these (Mirza, Holt & Orrell, 2006).

The International Accounting Standards Board (IASB), which was established in London on 1 April 
2001 to establish international accounting standards with undertake all the responsibilities of the IASC, 
is the only authority generally accepted to prepare and publish independent and autonomous accounting 
standards.

The purpose of the International Accounting Standards Board (IASB) is to produce internationally 
recognized and mentioned standards. The IASB has made arrangements and amendment in some Inter-
national Accounting Standards, has replaced some International Accounting Standards with International 
Financial Reporting Standards as called IFRS and has prepared new standards. IASB aims to develop 
global accounting standards into providing transparent and comparable information, having single and 
high quality, and comprehensible and applicable in the financial statements. As the Institution works 
with national accounting standard determinants, it also aims to bring accounting standards closer to each 
other worldwide. The IASB has prepared financial reporting standards in a simple and understandable 
manner that can be effectively implemented in the world. In addition, one of the most important tasks 
of the IASB is to make necessary changes into the standards when there is a need for an update in case 
of application problems.

The tasks of the International Accounting Standards Board (IASB) are:

• To develop quality, transparent and understandable international accounting standards,
• To converge national accounting standards and international accounting standards each other,
• To exposure and develop drafts,
• To approve the comments created by the International Financial Reporting Interpretations 

Committee (IFRIC),
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• To review national standards and practices for a standard being developed,
• To establish committees consisting of experts to get opinions on major projects,
• To consult with the Standard Advisory Council (SAC) on major projects, priority work and the 

agenda,
• Perform field test in both developed countries and developing markets to ensure that the standard 

is applicable and operable in every environment before standards are established, but not neces-
sarily for each project.

The IASB has 14 members from different geographical regions, two of whom are part-time and 
twelve of whom are full-time who are appointed by the International Accounting Standards Committee 
Foundation (IASCF) and each of which has one voting right, and make a decision at least nine members’ 
positive vote. A large number of international organizations support the work of the International Ac-
counting Standards Board (IASB). In particular, organizations that have been involved in the develop-
ment of International Accounting Standards since 1990 and are still active in the work of the IASB are:

• Europe Commission
• European Financial Reporting Advisory Group – EFRAG
• International Organization of Securities Commissions – IOSCO
• International Federation of Accountants - IFAC
• International Forum for Accountancy Development – IFAD
• US Financial Accounting Standards Board – FASB
• US Public Company Accounting Oversight Board – PCAOB
• US Securities and Exchange Commission – SEC

The adoption process of a standard in the IASB is as follows:
The International Accounting Standards Board (IASB) first consults the Standard Advisory Coun-

cil (SAC) to get a standard on the agenda. The projects are prioritized according to appropriateness of 
the purposes, plans and strategies of the IASB, ensuring that accounting standards are brought closer 
together, and whether there are too many standards overlapping or no standards. After the project has 
been agreed to be included in the IASB’s agenda, the IASB may establish an advisory group to consult 
with the project. In major projects, the IASB can prepare and publish a discussion paper which deals 
with key issues, includes a comprehensive summary and the views of the Council, and has questions 
for the public to answer. The consultation period for the paper is usually 90 days. After the research and 
recommendations of the International Accounting Standards Board (IASB) staff, the views of the Stan-
dard Advisory Council (SAC), the public opinion and the national standard makers’ views are examined, 
the exposure draft is published. The draft also includes ideas that are counterproductive in the approval 
process. The consultation period for the draft is usually 90 days. The IASB may shorten or extend this 
period. The IASB, not included in its Constitution, may also arrange open session to discuss the proposed 
standards. In addition, the IASB can test the field test in a real event to better see the effectiveness of the 
proposed standards and how it will deliver results. Finally, the IASB approves the standard when it has 
reached a common conclusion regarding the issues discussed after it has gathered its views on the draft. 
At least 9 out of 14 members are required for approval. Published standard should also include basis for 
conclusions such as how IASB evaluates the opinions received from it about the standard and which 
opposing views are included in the approval process of the standard. The approved standards shall enter 
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into force after giving a transition period of 6 to 18 months. Practitioners are obliged either to apply the 
standard retrospectively and to correct the previous tables accordingly, or to come into effect from the 
date of entry into force of the standard, as stipulated in the standard.

RELATED INSTITUTIONS

IFRIC has a total of 12 members, who are appointed by the International Accounting Standards Com-
mittee Foundation (IASCF) for three years. IFRIC Agenda Committee makes recommendation about 
issues to IASCF that will put on the agenda them. IFRIC also explains its views on issues that it does not 
want to be included in the agenda. Regarding the issues that it has decided to take into consideration, it 
prepares a draft comment to be submitted to the public opinion, taking into account all relevant environ-
ments, especially national accounting standards boards. The consultation period for the draft is usually 
60 days. In some cases, the IASB may shorten this period by not less than 30 days. After the opinions 
of the public are taken, the draft is finalized. To prepare the draft, it are required to be positive votes by 
at least 9 members. The final version must be approved by the IASB with at least 9 votes.

International Accounting Standards Committee Foundation - IASCF

The International Accounting Standards Committee Foundation (IASCF) was established on 8 March 2001 
as a non-profit foundation. The main tasks of the Foundation are to determine the strategies and budget 
of the International Accounting Standards Board and to supervise their work. The Foundation has a total 
of 22 members from 6 North America, 6 Europe, 6 Asia Oceania regions and 4 other regions taking into 
account the geographical balance. Members are composed of financial statement preparers and readers, 
auditors and academicians. Except the bylaw amendments voting that require a three-quarters majority, 
decisions are taken by simple majority. According to the Charter of the IASCF, which establishes the 
organs and basic functions of the whole structure, the tasks of Foundation are:

• To review the strategy of International Accounting Standards Board (IASB) annually,
• To appoint the members of the International Accounting Standards Board (IASB), the International 

Financial Reporting Interpretations Committee (IFRIC) and the Standard Advisory Council 
(SAC),

• To approve regulation amendments’,
• To determine the operational procedures of IASB, IFRIC and SAC,
• To review the effectiveness and strategy of the IASB once a year,
• To review the IASB’s budget once a year and find ways to finance it,
• To deal with strategic problems related to accounting standards,
• To support the activities of IASB,
• To promote the implementation of International Accounting Standards.

Standard Advisory Council - SAC

The Standard Advisory Council (SAC) is a discussion platform where the opinions of individuals and 
organizations that will be affected by the work of the IASB are received by it in order to establish high 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



293

Institutional Convergence in European Union Member States
 

quality standards. Members of the SAC are appointed by the IASCF every three years. The main task of 
the SAC is to create an opinion on the IASB’s agenda, work program and priorities. Besides, it informs 
the IASB of the perspectives of the persons and organizations concerned with the planned to be created 
standards. At the stage of implementation of the standards, it examines and forms an opinion on the 
comments to be formed by the IFRIC.

International Financial Reporting Interpretations Committee - IFRIC

As the International Financial Reporting Interpretations Committee (IFRIC), called the Standing In-
terpretations Committee (SIC) in the former structure, publishes comments on the implementation of 
standards established by IASB, it serves as a guide for the implementation of these standards. IFRIC 
works in cooperation with similar national bodies while conducting interpretations. The main tasks of 
the IFRIC are first to consult the draft comments to the public for the correct implementation of the 
standards established by the IASB, and then to submit final comments to the IASB for approval. In the 
case of insufficient or overlapping comments, ensuring their correction is among their tasks.

The IASB published IFRSs and IASs (when it was the International Accounting Standards Com-
mittee (IASC)) in order to establish global accounting standards, and these standards set by the IASB 
harmonized in many countries around the world. For instance, Companies listed on the stock exchange 
in European Union member countries have prepared consolidated financial statements in accordance 
with IAS / IFRS instead of local (national) practices (Mirza, Holt & Orrell, 2006). With the regulation 
made in June 2002, The European Commission announced that all listed companies (quoted on the 
stock exchange) should be prepared their consolidated financial statements in accordance with IAS / 
IFRS as of 1 January 2005, and in the European Union, it aimed to accelerate the improvements about 
it, especially Germany, England and France.

THE EUROPEAN UNION ACCOUNTING DIRECTIVES

The one of the most important instruments used within the EU to harmonize the economic, financial 
and legal structures of the Member States are the directives. These directives are the form of acquis of 
the Union and have qualification as ‘a guiding light’ for the member states. Member States are obliged 
to align their national laws with those based on the regulations contained in those directives.

For this reason, accounting arrangements are the leading on the most important regulations that should 
be taken as basis in the harmonization process by the member states. In terms of accounting, there are 
two basic Directives that can be considered as the basis of the acquis [11]: One of them is the Fourth 
Directive of 1978 on the annual accounts of companies [12] and the other is the Seventh Directive of 
1983 on the preparation of consolidated statements by companies.

Since these Directives do not cover the banking and insurance sectors, two additional Directives 
were enacted for the annual accounts [13] of these two sectors. One of these two additional directives 
is the Banking Accounts Directive of 1986 and other of them is the Insurance Accounts Directive of 
1991. It can be said that these four Directives constitute the basic infrastructure and four pillars of the 
EU acquis in terms of accounting.

Directives are the form of acquis of the Union and have qualification as ‘a guiding light’ for the mem-
ber states. Thus, Directives should not be understood as directives which must be applied to all countries 
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word by word. Directives are an instrument used by the practitioners to be used as a guide and that each 
country can be implemented according to their own legislation. Therefore, it is possible to see the dif-
ferent reflections of the directives in different countries. The common point of accounting directives 
is that they are applied only to companies listed on the stock exchange within the EU. (For this reason, 
companies such as Japanese company is not included in the scope of these directives. In the new draft of 
8th Directive is also envisaged to include companies from third countries in this scope.) Member States are 
obliged to harmonize their national law with these regulations with respect of regulations on mentioned 
directives. Accounting directives, like other directives, stipulate that the accounting-related legislation of 
member states are changed into the provisions of directives, harmoniously. Directives must be adopted 
in the legislation of each country. The most fundamental EU regulations on accounting are composed 
of The Fourth and Seventh Directive. The main objectives of these directives are summarized below:

a)  To protect each creditor from companies in Europe that offer limited assurance. as one of the in-
struments of this type of assurance, implementation of all accounting arrangements to the listed 
companies

b)  To provide minimum accounting requirements for financial information required by publicly dis-
closed companies,

In accordance with Regulation (EC) No 1606/2002 envisaging the transition to IFRS in the EU, some 
IFRSs were first transferred to the EU acquis, to be implemented from the date of 1.1.2005 with the 
Regulation No 1725/2003 dated 29.9.2003. With this Regulation, important and comprehensive standards 
such as IAS 32 and IAS 39 on financial instruments are not transferred to the EU acquis.

Table 1. Basic regulations in European Union Accounting Law

     − Directive 4 (1978) 
     − Directive 7 (1983) 
     − Directive of Banking Account (1986) 
     − Council Directive 13.2.1989- 89/117/EEC 
     − Concil Directive 11 (89/666/EEC) 
     − Insurance Account Directive (1991) 
     − Accounting Compliance: A New Strategy Against International Harmony (COM / 95/508) EU Communiqué (1995) 
     − Implementation of the Financial Markets Framework: Financial Services Action Plan - FSAP (COM / 1999/232) EU Communiqué 
(1999) 
     − EU Communiqué titled Git Financial Reporting Strategy of the EU: Going Forward liği, June 2000 
     − Directive of the European Parliament and of the Council of 2001 (200l / 65 / EC) 
     − Recommendation dated 30.5.2001 (2001/453 / EC) 
     − EFRAG Proposal (2002) 
     − 11.9.2002 Regulation (EC) No 1906/2002 
     − Transparency Directive: Development of Information Requirements for Beneficiaries’ Benefit (COD / 2003/45) EU Transparency 
Directive (2003) 
     − Directive 2003/51 / EC of 18.6.2003 
     − Commission Regulation (EC) No 172512003 of 29.9.2003 
     − Corporate Governance and Company Law (COM / 2003/284) EU Corporate Governance Directive (2003) 
     − New EU 8 th Delegation Dated 16.3.2004 
     − 6.4.2004 Commission Regulation (EC) No 707/2004 
     − First and second EU Recommendation (October 2004) 
     − 12.12.2004 Commission Regulation (EC) No 2086/2004 of 
     − Implementation of International Accounting Standards (IAS) for listed companies in 2005 
     − Recommendation for a Directive Amending the Fourth and Seventh Directives

Source: Gielen, F., Cristina, A., Barros, H. (2005).
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A company may declare that it has issued a IFRS compliant financial statement in case of application 
of all standards and interpretations. For this reason, companies in the EU declare that they are using the 
EU-adapted version of IFRS when disclosing their financial statements, as they apply IAS 39 partially.

As international financial reporting standards are dynamic, constantly updated and new standards 
are added, there is a need to continuously update Regulation No. 1725/2003. In this context, the new 
Regulations, as shown in Table 2, have been published until December 2005 for the transposition of the 
standards amended by the IASB to EU law and for the updating of Regulation No 1725/2003.

As of November 5, 2005, all standards and interpretations issued by the IASB other than the follow-
ing standards have been transposed into EU law and implemented:

- Amendment to MS 39 numbered Financial Instruments: Recognition and Measurement (April 2005)
- Amendment to IFRSs 1 RS Principles for the First Time Implementation of IFRS 6 and International 

Financial Reporting Standards yapılan (June 2005)
- Financial Instruments: Footnotes, IFRS 7 standard (August 2005) [2]
- Adding footnotes to the standard 1 in IAS 1 (August 2005) [3]
- Amendment to IAS 39 and IFRS 4 on financial guarantee schemes (August 2005)
- IFRIC No. 6 comment (September 2005)
- IFRIC 7 comments (November 2005)

DEVELOPMENTS CAUSING THE FORMATION OF 
INTERNATIONAL ACCOUNTING STANDARDS

With the globalization process, the abolition of the restrictions on capital movements, and the ability of 
financial institutions and other market participants to perform transactions in various countries have made 
the parties internationally debtor and creditor. In the event that if any side fails to fulfill its obligations 
in a timely manner or if it fails to meet them at all, the parties which are creditors are affected directly, 

Table 2. Amendments to Regulation (EC) No 1725/2003

Regulation Standart No

06.04.2004- 707/2004 UFRS 1

19.11.2004- 2086/2004 UMS 39

29.12.2004- 2236/2004 UFRS 3,4,5 and UMS 36,38

29.12.2004- 2237/2004 UMS 32 and IFRIC 1

29.12.2004- 2238/2004 UMS 1,2,8,10,16,17,21,24,28,31,33,40

04.02.2005- 211/2005 UFRS 2

07.07.2005-1073/2005 IFRIC 2

25.10.2005- 1751/2005 UMS 39 and SIC 12

05.11.2005-1864/2005 UMS 39 (Fair Value)

08.11.2005-1910/2005 UFRS 6, UMS 19, IFRIC 4 and 5

21.12. 2007-1569/2007 IFRS

Source: Prepared by Author
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directly affected parties and the parties involved in the debt receivable relationship are also affected 
indirectly. On the basis of this, the problem that arises in a country taking place in an international sys-
tem is not only the problem of these countries, but also it can spread in other countries with the effect 
of transmission. This situation necessitates the cooperation of the relevant regulatory authorities of the 
countries involved in the system. Based on that; while financial markets at national and international 
levels are moving towards liberalization and integration, approaches to regulation and supervision of 
markets are changing. Approach to regulation and supervision, in general, from the point of restriction 
of markets the financial institutions that will take place in these markets are provided to work on a more 
robust resource structure and it is expanding its public disclosure practices and shifting towards more 
rational decision making by market participants.

Crises in financial markets have brought up the lack of structural regulations and the fact that in some 
cases there is no structural regulation. In order for market dynamics to function smoothly, all parties in 
the market must define the level of risk they assume. Regulatory authorities in the markets have ensured 
that the information has been delivered to the parties correctly and timely. This information, which has 
a direct effect on the effectiveness of the decisions of the parties in the market, is a significant account-
ing information and reaches the parties through financial reporting process. These reported accounting 
information is an important element in supporting the efficient operation of markets.

Global developments have a significant impact on business activities. The information technology and 
the advancements in communication technology based on this technology have a significant impact on 
business activities. Thus, the cost of accessing information has approached to zero and every point of the 
world has become a market. Developments in information and communication technology have changed 
the financial reporting process and the nature and content of the financial statements. Therefore, the cost 
of offering all kinds of information about the business activities on the internet has decreased to a level 
which can be neglected (Baker, Wallage, 2000; Elliott, 1994). As well as the financial reporting costs are 
approaching zero, the flow of information in the financial reporting system is accelerating. In electronic 
environment, financial and non-financial information have become to represent users consistently and 
real-timely (AlCPA, 1994). In the financial reporting system, the possibility of presenting information 
to its users in real time caused to out of static quality in financial reporting and to gain a dynamic quality 
to it (Alexander, 1993). With dynamic financial reporting, enterprises are able to reach ‘the power’ to 
be represent the information in every situation and in every detail what they want.

The developments in information and communication technology have triggered many other dynam-
ics and have directly affected other areas in the economy as well as financial reporting system. The most 
important of these is the tendency of integration in financial markets. In this sense, while the integration 
of financial markets influences the financial reporting system in a certain way, new opportunities in the 
financial reporting system accelerate the integration of financial markets, especially capital markets, in 
another way and also internationalization is increasing for firms and investors. At the present time, the 
pace of this trend in the capital markets is increasing day by day. The change in the number of foreign 
firms traded on the stock exchanges should be considered as one of the important indicators of the 
internationalization trend. For instance, today more than 1000 foreign companies’ stocks are traded in 
the United States capital markets. When these countries are taken into consideration, it will be seen that 
they correspond to over 50 countries (Munter, 2001). As a result of the integration and internationaliza-
tion trend in capital markets, investors have tightly questioned the accounting standards in the countries 
where they will invest and they want to be sure whether the financial statements reflect the real situa-
tion. Similarly, the differences in national accounting standards cause major problems especially in the 
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companies operating in the international arena and hinder to use of information in financial statements 
and reports, reliably (Akdoğan, 2004). This development brings to light some problems. The differences 
in national accounting standards have created big problems especially for companies operating in the 
international arena. Financial reporting standards in internationally incompatible countries make difficult 
to comparative analysis of financial information. For this reason, both globalization of capital markets 
and international strategic investment decisions and mergers with capital movements have necessitated 
the requirement for accurate, reliable, comparable, clear and comprehensible, transparent and effective 
financial reporting, and the harmonization of accounting practices on an international scale. Another 
important development in the harmonization of accounting practices arises within the framework of 
the European Union. Especially financial integration studies, which are the most important link of full 
integration in the European Union, have been foreseen to harmonize accounting practices both among 
European Union countries and in international scale. Important studies are carried out within the European 
Union on this subject (Akdoğan, 2003). Commissions have been set up to make the necessary arrange-
ments in order to achieve a target of the determination the accounting principles suited for comparable 
financial reporting and international practices within the European Union. In addition to the guidelines 
issued for harmonization of accounting practices among European Union countries, studies have been 
conducted to determine the similarities and differences between IFRSs and European Union Directives. 
As a result of these studies, we have seen that all the publicly traded companies have prepared their 
financial statements in accordance with IFRSs in the European Union since 2005. It is clear that this 
point is an important step if we consider that this regulation will affect approximately 7000 companies 
and their affiliates, subsidiaries and business partnerships. In terms of the European Union accounting 
practices, the dynamic financial integration is determinant. The most important aspect of the EU financial 
integration project in this sense is the harmonization of accounting practices.

REGULATIONS OF THE EUROPEAN UNION FOR COMPLIANCE 
WITH INTERNATIONAL ACCOUNTING STANDARDS

The Treaty of Rome in 1960, which provided the systematic functioning and created the basis of the 
European Union, enabled to the construction of European Union Accounting Directives. The Fourth 
Directive came into force in 1978. In Europe, unity was ensured by these directives (Gökdeniz, 2004).

In order to harmonize the accounting systems and practices of the member countries, three directives 
were published under the name of ‘Company Law Directives’. The Fourth, Seventh and Eighth Direc-
tives may also be referred to ‘the European Community Accounting System’ due to determining the 
accounting system of the Union (Çiftçi, 1997). In a sense, these directives established the accounting 
standards in the Union, facilitated the comparison of the accounts, provided the development of trade 
between the union member countries and made benefits to quoting companies on the union exchanges 
since the accounts had common meanings. However, these directives failed to solve the problems of the 
1990s and could not prevent the arrangement of arranged accounts on separate accounting standards in 
the borrowing of companies from other international markets. To increase the competitiveness of the 
companies of the Union countries, the Commission organized a conference in order to harmonize inter-
national accounting standards and the accounting standards to be applied within the European Union in 
1990 and established the Accounting Advisory Forum. It accepted the second proposal of the European 
Union to adopt standards or to develop international standards and became a member of the IASC. A 
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Communication Committee was established to conduct relations (Uyanık, 2004). It is a well-known fact 
that the Federation of European Accountants ((Fédération des Experts-comptables Européens, FEE) had 
a huge contribution to the creation of accounting standards in the European Union and harmonization 
of European accounting standards and international accounting standards.

On 15 November 1995, the European Commission adopted the new strategy of the European Union in 
conformity with the accounting standards and informed the Council of Europe and the European Parlia-
ment. According to this, the new strategy of the European Union was tended to supporting the IASC / 
IOSCO initiatives for the determination of international accounting standards, and the European Union 
accounting practices comply with the International Accounting Standards (IAS). In 1996, the European 
Union Relations Committee detected that there were few insignificant differences between IAS and the 
European Union Directives. In June 2000, with the prepared a report by the European Commission, it 
was provided freedom for European Companies to comply with IAS and Generally Accepted Accounting 
Principles (GAAP) for the preparation of consolidated financial statements and this issue was supported 
at the summit of the European Union Economy and Finance Ministers (Sağlam, 2004).

Finally, the European Union, with Regulation (EC) No 16/2002 on July 19, 2002, stated that all 
companies operating in the European Union, whose shares were traded on the stock exchange, must 
properly tempered their consolidated financial statements to the International Financial Reporting 
Standards (IFRS).due on 01.01.2005. With this development, the European Union has fully adopted the 
international accounting standards as of 01.01.2005.

Full integration of the member states is required in the process of the creation of the European Union. 
For this purpose, harmonization studies have been carried out in member states. Thus, the “delaware 
effect” which can be expressed as the problem of the regulations in one member country less binding 
than the regulations in another member country has been tried to be eliminated (Nordemann, 1992). Ac-
counting practices are shaped by its environment. There are different history, values and political systems 
of countries as well as accounting development models. The variables that determine these models are; 
relations between enterprises and capital providers, political and economic ties with other countries, 
legal structure, size and complexity of enterprises, level of development of financial environment and 
general education level of country (Mueller et al., 1994).

ACCOUNTING REGULATIONS OF THE EUROPEAN UNION

Institutions that have significant influence in the European Union are the European Parliament, the 
Council of the European Union and the European Commission. The European Parliament and the Eu-
ropean Commission are institutions which have the legislative powers of the European Union as well as 
the European Commission is the administrative aspect of the European Union. The accounting needs 
arising in the EU are the subject of the activity of this institution (Brackney & Witmer, 2005).

The European Union achieved its objectives of harmonization through accounting directives, in 
particular by implementing the fourth and seventh directives. These guidelines have been included in 
the laws of the member states (Bebbington & Esther Song, 2008).

As a result of the different financial reporting environments and voluntary directives within the 
European Union, the financial reporting standards and practices of the member countries have taken 
many forms. While in countries which are strong capital structure, financial reporting make progress 
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as important and transparent, in countries which are non-strong financial structure transparency and 
development are less important (Brackney & Witmer, 2005).

Directives on accounting and financial reporting as set out in the Company Law that are harmonized 
by the European Parliament, the Council of the European Union and the European Commission are 
given the table below:

In Figure 1, the process of harmonizing the International Accounting and Financial Reporting 
Standards in the European Union is given. In the first step, a notification is issued by the International 
Accounting Standards Board, in the second step, the European Financial Reporting Advisory Group 
(EFRAG) reviews the notification and presents it to the European Commission for approval, in the third 

Table 3. European Union company law’ directives

Directives Date Harmonizing Issues

1. 1968 Company registration; authorities of companies and managers

2. 1976 The difference between public and private companies; distributable profit 
distribution

3. 1978 Company mergers

4. 1978 Accounting formats, rules and footnotes of limited companies

6. 1982 Şirket Tasfiyeleri

7. 1983 Consolidation Rules

8. 1984 Qualifications of auditors, promotion and abrogation rules

11. 1989 Information about non-EU companies

13. 1989 Acquisitions

Source: Prepared by author

Figure 1. The process of harmonization of international accounting and financial reporting standards 
in the European Union
Source: Prepared by author
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step, the notice is drawn up as a draft by the European Commission and submitted to the Accounting 
Regulatory Committee (ARC), in the fourth step, the ARC shall propose to the European Commission 
(EC) for harmonization or cancellation, in the fifth step, if the ARC recommends harmonization advise, 
the regulation by the EC shall be issued, in the sixth step, if the ARC cancels, the EC may take this 
issue to the EFRAG for further examination, and in the seventh step, the EC shall send the issue to the 
Council of Europe for a final decision.

EFRAG, which aims to provide inputs to the IASB during the process of establishing standards and 
to provide recommendations to the European Commission on the approval of IAS / IFRSs, was estab-
lished in 2001 by the European organization consisting of accounting profession, number reached to 10 
of users and regulators (European Financial Reporting Advisory Group, n.d.). The role of ARC in the 
harmonization process is to give a formal validation opinion on the declaration as a public sector orga-
nization. ARC operates within the limits of process and surveillance in EU Law, and approval decisions 
are taken by absolute majority in it. In contrary to EFRAG, the ARC considers the harmonization of an 
IASB declaration in the Member States and its potential impact on the economy (Brackney & Witmer, 
2005). If the ARC recommends the approval of the intended regulation, the European Commission may 
issue a final regulation (bylaw) for the harmonization of the IASB declaration. In spite of that if the ARC 
advises towards the denial of this notification, the European Commission shall have two options. The 
first option is to return the controversial issue to EFRAG for further consideration and recommendation, 
while the second option is to send it to the Council of the European Union for a final harmonization 
decision thereby the rejection of ARC’s recommendation (Özkan & Terzi, 2010).

INTERNATIONAL AUDITING STANDARTS AND 
EUROPEAN UNION COMPLIANCE PROCESS

International Auditing Standards that founded in International Federation of Accountants and that has 
published by the International Auditing and Assurance Standards, was taken example by many regulatory 
authorities such as the Capital Markets Board and Banking Regulation and Supervision agency while 
national auditing standards were being created in Turkey (Şavlı, 2011).

To facilitate the understanding and use of the standards and thus to increase its prevalence, the 
openness project, initiated in 2004 by IFAC (International Federation of Accountants), was completed 
in 2008. International Auditing and Quality Control Standards (ISA 220) of which were changed some 
parts and reconstituted some parts as a result of the study, published by IFAC as a 2009 manual to be 
implemented under the supervision of the periods beginning after December 15, 2009 and updated in 
2010 (Şavlı, 2011).

In addition to the International Auditing Standards, in order to provide guidance to practitioners on 
certain subjects, to present problems that may be encountered in certain subjects and to offer solutions, 
it also has been published prospectus of applying international audits by councils contained in IFAC 
(Şavlı, 2011).

These prospects process the following topics:

• Intercompany Confirmation Procedures,
• The relationship between the Bank’s Surveillance System and the Bank’s Independent External 

Auditors,
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• Audit of financial statements,
• Evaluation of Environmental Issues in the Audit of Financial Statements,
• Audit of Derivative Financial Instruments,
• Effects of Electronic-Trade-Financial Statements on Audit

The European Union has brought an arrangement in the name of Directives / Guidelines in order to 
create common practices in accounting and auditing in the Member States. These regulations need to be 
implemented by the member countries at the end of a certain period. In this context, the member states 
are obliged to harmonize their laws and regulations with the EU regulations. During the preparation of 
these directives covering accounting principles, financial reports, independent auditing and other related 
issues, the consultancy of the Accounting Working Group has been used. This group has made important 
recommendations which are effective in determining the directives.

The Council of the European Union has accepted seven mandatory directives related to legislative 
and administrative proceedings to be carried out in the legislation of the member states on Company 
Law, including the sub-section of the independent audit. The fourth, seventh and eighth directives are 
published in order to harmonize the accounting practices in the Member States of the European Union.

Regarding these directives, which constitute the European Union’s regulations on accounting and audit-
ing, it can be generally said that the 4th and 7th directives contain issues related to accounting standards 
and the 8th directives contain issues related to auditing standards. The 4th directive adopted in 1978, was 
replaced the annual financial statements and the 7th directive adopted in 1983 was replaced consolidated 
financial statements. The 8th directive adopted in 1984 and which is important for our subject aimed 
to bring a standard to the principles and law of independent auditing in the European Union countries.

EIGHTH DIRECTIVE

We can said that the main objective of the 8th Directive adopted on 10 April 1984 is to determine the 
quality people who make legal external audit and the applying standards of them, and to bring the au-
diting standards of member states into line with generally accepted auditing standards. The principles 
adopted in the eighth directive are in line with international auditing standards and US generally accepted 
auditing standards.

When the auditing standards adopted by American Institute of Certified Public Accountants (AICPA) 
and the Eighth Directive adopted in 1984 are compared each other, it is seen that the articles of the Eighth 
Directive only gave place the general standards of professional competence, independence and professional 
care and diligence are included, and the study area and reporting standards are not mentioned. However, 
significant changes have been made to the eighth directive on 25.04.2006, and in parallel with the de-
velopments in accounting, many issues not covered in the regulation adopted in 1984 were discussed1.

The Directive dated 10.04.1994 contains detailed regulations on vocational training and competence. 
According to the directive, those who will be members of the profession should have at least a university 
degree in accounting, a theoretical knowledge, 3 years internship under the supervision of a statutory 
auditor who has 2 years of supervision, and finally success in the professional competence exam which 
measures the theoretical knowledge and the ability to apply it (Articles 4 - 9).
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Article 24 of the Directive states that the member states of the European Union are free to determine 
the criteria for independence in the audit, as Article 26 states that those who are authorized to do so shall 
be subject to special sanctions by the member states unless they carry out their inspections independently.

With the Directive dated 25.04.2006, additional provisions concerning the auditing of company ac-
counts have been introduced. With these changes, it is aimed to increase the reliability of the financial 
statements by determining the minimum conditions that legal auditors must comply with. The Directive 
extends the scope of implementation of existing EU legislation. The Directive is given place to the provi-
sion concerning tasks of statutory auditors, auditor independence and ethical principles. The Directive 
also includes rules on external quality assurance to provide a stronger public oversight, in particular on 
the audit profession.

DELIVERED REFORM WITH EIGTHT DIRECTIVE

Due to the recent international financial scandals, a new proposal was prepared in March 2004 in order 
to ensure confidence in the audited financial statements and to prevent the emergence of similar scandals 
in the EU, mentioned draft was accepted on 25.04.2006 and entered into force on 29.06.2006.

The revised directive has brought changes in public oversight, quality assurance in auditing, confi-
dentiality of customer information, audit committees, transparency in audit firms, disclosure of audit 
fees, independence and impartiality of auditors, compliance with international auditing standards, and 
responsibility of group auditors.

The differences between the two regulations and the innovations introduced by the Eighth Directive 
dated 25.04.2006 are given below (the word of Directive means the new regulation)2:

• In the directive, the statutory auditor and audit firm are defined separately. The new provisions 
reflect the change in importance and size of audit firms since 1984. A significant portion of the 
provisions are related to audit firms.

• The Directive sets out the rules for the statutory audit of annual or consolidated accounts. The aim 
of the directive indicated that it is substantially harmonized the regulations about statutory audit 
in member states, even though it isn’t fully harmonized. The Member State may establish stricter 
rules on legal requirements unless otherwise specified in the Directive.

Since 1984, the statutory audit in the EU can only be carried out by an approved statutory auditor 
or audit firm. Each Member State will may determine the competent authorities responsible for the ap-
proval of statutory auditors and audit firms.

• The competent authorities in the Member State may only give approval to persons or companies 
with good reputation. In case this good reputation is in danger, the approval will be withdrawn 
(Article: 4, 5).

• In Article 6, the necessary training conditions have been determined to be accepted as legal audi-
tor. The provisions in this regard are the same as in the previous directive. Subject to the provi-
sions of Article 11, an auditor should have at least university level education, have undergone a 
theoretical training, pass an internship period and be successful in the professional qualification 
exam to be authorized to carry out statutory audits. (In the Article 11, there are the status of hav-
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ing a legal auditor title through long-term practical experience. According to this, those who have 
sufficient experience in the fields of finance, accounting and law with 15 years of professional 
activities or who have been in the field for 7 years and who have an internship period mentioned 
in Article 10 may be auditors by passing the professional competency examination).

• The professional qualification examination should be designed to measure the theoretical knowl-
edge and the ability to apply this knowledge. At least part of the exam must be in writing.

• In the 8th article, exam subjects are stated.
• The internship period will last for three years of which two years under the supervision of a statu-

tory auditor or audit firm.
• Member States should ensure that each statutory auditor and audit firm maintains an electronic 

record and updates the information in this register. Registry information will be available to the 
public in electronic environment.

• Member States shall ensure that statutory auditors participate in appropriate continuing education 
programs to verify that their theoretical knowledge, professional skills and values are sufficiently 
high and that those who do not comply with the conditions for continuing education are subject to 
appropriate sanctions as set out in Article 30 (‘’ Investigation and Sanction Systems’’).

• The statutory auditor or audit firm must be independent of the audited entity and should not be 
involved in the decision-making process of the audited entity.

• The Directive imposes the obligation to be subject to a quality assurance for all statutory auditors 
and audit firms. The quality assurance system must be organized independently of the statutory 
auditors and audit firms reviewed, and subject to public oversight. The statutory audits will also 
be conducted in accordance with international auditing standards.

• Member States shall establish effective investigations and sanctions systems for the determina-
tion, rectification and prevention of inadequate practices related to statutory audit, and the mea-
sures taken and the sanctions imposed on the auditors and audit firms shall be publicly disclosed.

• Member States shall organize an effective public oversight system for statutory auditors and audit 
firms, and all auditors and audit firms shall be subject to public oversight. Through this system, 
investigators and auditors can be investigated and necessary precautions will be taken. The system 
should be transparent.

• In the process of the appointment of auditors and audit firms, the auditor and audit firm should be 
independent of the persons preparing the financial statements of the audited company.

• The auditor or audit firm can only be removed from the audit function if there is an important fac-
tor that prevents the auditor from completing the audit. Dismissal and withdrawal cases should be 
explained to responsible supervisory authorities.

• Member States may designate one or more competent authorities in matters of ratification, regis-
tration, quality assurance, investigation and disciplinary action. The competent authorities should 
be organized in a way that does not lead to conflict of interest and conflict. The personnel who 
work in competent authorities must be obliged to keep a professional secret.

• The competent authorities in the Member States shall register the third country auditors and audit 
firms that regulate the audit reports considering stocks and shares available in the EU, and those 
will be subject to the surveillance, public security, investigation and the enforcement practices of 
the registered Member State. In case third country audit firms are subject to equivalent systems on 
registration and surveillance, the Member States are dispensed with these practices.
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• The audited companies shall disclose fees paid to the auditor or audit firm (for audit services, 
other assurance services, tax services and other non-audit services).

• Member States are required to make the necessary arrangements within two years of the entry into 
force of the directive in order to comply with the new directive.

The Union Directives are not directly applied legal regulations to the community in the Member 
States. In other words, it is a framework agreement. The nature of the regulations to be made is taken part 
in directives. The framework determined by the directives integrates with the national regulations to be 
made by the Member States. In this respect, the Directive, which regulates the provisions regarding the 
auditing of financial statements and accounting documents in the member countries, draws a framework 
for the audit and requires the member states to make national regulations on these issues (Aksoy, 2002).

With the decision adopted by the European Union in 2000 started from 01.01.2005, all the member 
states of the European Union have been obliged to prepare their financial statements in compliance with 
the International Financial Reporting Standards (IFRS). The purpose of IFRS is to minimize the incon-
sistencies across Europe and to ensure transparency in the financial statements in order to support the 
global development and strengthening of financial markets. The financial statements to be prepared in 
the same consistency and transparency in all countries will significantly contribute to both the easy and 
healthy auditing of the audit and the reliability and comparability of the auditing (Dönmez, Berberoğlu 
& Ersoy, 2005).

Directive 2006/43/EC

Directive 2006/43 / EC introduces new provisions on a number of issues, particularly on public oversight 
and third country auditors. The Directive clarifies the obligations of the independent auditors, provides 
standards on independence and ethics, introduces conditions for external quality assessment of the audit, 
strengthens public oversight of the independent audit profession, including third country auditors, and 
enhances cooperation between supervisory authorities within the European Union. The directive also 
provides the basis for cooperation between the authorities of the European Union and the authorities of 
third countries.

The Directive 2006/46 / EC aims to ensure the comparability of annual reports and financial statements 
within the European Union, and to improve public trust in these documents by providing better quality 
information with a single form of content. By clarifying the concepts of ‘off-balance sheet events’ and 
‘related parties’, it stipulate to all companies for preparation an annual corporate governance statement in 
their annual reports. The Directive 2009/49/EC, which allows the EU to reduce administrative burdens, 
particularly in the accounting and auditing fields, has targeted small and medium-sized companies. At 
the same time, Directive 2009/49 / EC amends Article 45 (2) of Directive 78/660 / EEC. On 14 March 
2012, the European Parliament and the Council adopted the Directive 2012/6 / EU. Directive 2012/6 / 
EU has made amendment in Directive 78/660 / EEC on annual accounts of some types of companies 
for micro-enterprises in order to create a simple financial reporting for micro-enterprises. As a result 
of the consultation with the Member States, the EU is convinced that the criteria for the size of the 
recommendations in the past recommendations for micro-enterprises were too high for accounting. So 
in many instances, micro-organizations operate at a local or regional level with little or no cross-border 
activity (CBS, MESS, 2013).
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Directive 537/2014

By Directive 537/2014 was adopted on 17 June 2014, Europe with joint legislation in audit was tried 
to be established. In order to ensure the quality of the audit with mentioned directive, various measures 
have been taken. The most noteworthy and most controversial measure of the proposed measures to 
ensure and maintain independent audit quality with both SOX and EU regulations was ‘mandatory rota-
tion in independent audit’. The EU recognized the transition period for the common mandatory rotation 
application to the fiscal year following June 17, 2016, during which time there were discussions and 
implementation differences about the rotation in these countries. The Directive also states that the audi-
tor rotation should be monitored together with the company rotation in order to prevent controlling the 
same enterprise by same auditor changed the firm. The mandatory rotation in independent audit which 
is the one of the notable innovations of the audit reform has caused to controversy in many aspects such 
as its implementation, the way it is implemented, the enterprises it covers, the additional costs it will 
bring, its advantages and disadvantages. However, despite all the controversies, mandatory rotation has 
found various application areas in the member states (Yalçın, 2019).

CONCLUSION

The information requirement by countries has differentiated accounting standards to be created by 
them. These differences are influenced by factors such as the legal infrastructure and financial systems 
of countries, the shareholding structure of enterprises, the forms of financing used in that country, the 
development of the accounting profession in that country, and the level of education of accounting users. 
The fact that these differences, which emerge with globalization, is an issue has forced the countries 
to generate a common language in the field of accounting with the studies conducted in recent years. 
This necessity has confronted countries with a fact called accounting standards. Countries will either 
join a global system by harmonizing these standards or they will have to throw themselves out. The 
European Commission was the first organization to take the necessary steps to seek common language 
and integration in the social markets.

The European Commission announced that all companies registered in the quoted- listed in the stock 
exchange in June 2002 should prepare their consolidated financial statements in accordance with IAS / 
IFRS since 1 January 2005 and have achieved this practice with the fourth and seventh directives.

The EU member states are required to prepare their financial reporting in accordance with the fourth 
and seventh directives published. In other words, they must harmonize national accounting standards 
with the directives. These harmonization activities are carried out by the institutions authorized by each 
country.

The European Union publishes guidelines on these issues in order to provide some degree of compli-
ance with accounting and auditing issues in the Member States. Recent financial scandals in the world 
have led to the need for significant changes in 2006 in the Eighth Directive, which contains provisions 
on independent audit. The directive adopted on 25.04.2006 introduced important innovations in the audit 
such as public oversight, quality assurance, confidentiality of customer information, audit committees, 
transparency in auditing companies, independence and auditing of auditors, compliance with international 
auditing standards. These changes were aimed to not repeat the previous scandals.
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The fact that the activities of the companies exceed the borders of the country makes accounting 
information necessary to be appropriate, understandable, reliable, complete and comparable and audit-
able. In order to make the right economic decisions, registration, classification and reporting processes 
that make up the accounting process must be adapted to the requirements. A common language and 
standards are important in the processes of auditing the accounting information produced.

The member states of the European Union carry out the harmonization process step by step. The 
existence of responsible initiatives and the responsibility for this issue poses positive repercussions for 
the harmonization process.

The harmonization process of the European Union provides a common language for the member 
states and positively affects the economic activity in the domestic market. In addition, as the countries 
that are in economic relations with the candidate countries and the European Union countries also have 
to adapt to the process, they are very positive developments in terms of world economic activity and to 
provide confidence in capital market.
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KEY TERMS AND DEFINITIONS:

Audit: Records of an organization’s accounting accounts are generally subject to official supervision 
by an independent body.

Internal Audit: It is a check made to evaluate the accounts and/or activities of an organization car-
ried out periodically by independent auditors or external consultants as well as by authorized employees 
(especially on a continuous basis).

International Accounting Standards: International Accounting Standards (IASs) were issued by 
the antecedent International Accounting Standards Council (IASC), and endorsed and amended by the 
International Accounting Standards Board (IASB). The IASB will also reissue standards in this series 
where it considers it appropriate.

International Auditing Standards: International Standards on Auditing (ISA) are professional-
standards for the performance of financial audit of financial information. These standards are issued 
by InternationalFederation of Accountants (IFAC) through the International Auditing and Assurance 
Standards Board (IAASB).

ENDNOTES
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ABSTRACT

Along with their flexible production structures and rapid adaptation to technological innovations in the 
world economic race, SMEs are among the prominent wheels of both the EU economy and the whole 
world economy. In this chapter, the importance and the size of SMEs which contribute to production 
capacity, productive investments, economic growth, and national income, as well as employment and 
many other areas, are explicated using the current data; hence, the EU financial support programmes 
organized regarding the financial problems of SMEs are introduced. In this respect, the shares of the 
funding programmes offered to SMEs within the EU budget over the period from 2014 to 2020 in the 
Union’s budget are assessed, and recommendations are made for the years 2021-2027.

INTRODUCTION

Small and Medium-Sized Enterprises (SMEs), which contribute positively to regional development as 
well as economic growth in rapidly changing world markets along with the innovative technological 
processes and manufacturing methods, are of utmost importance for the economies of both developed 
and developing countries. Especially following the process of opening to international markets, SMEs 
have become involved in dynamic sectors in terms of contributions to the worldwide competitiveness. 
SMEs for the European Union (EU) are also highly esteemed for their easy adaptation to innovations, 
rapid responsiveness to changing demands, the creativity of various employment opportunities, and abil-
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ity of fast recovery from economic fluctuations, financial crises, and instability by courtesy of flexible 
manufacturing mechanisms.

Along with all its affirmative aspects, national and international SMEs may have encountered funding 
problems in both developed and developing countries. For instance, banks’ perception of SMEs as risky 
and aggravation of their lending criteria lead to incomplete or missing markets in normal conditions, as 
well as in economic crisis periods. In this context, upon considering the values-added they provide to 
national economies, alternative funding opportunities, and financial institutions that can provide fund-
ing for SMEs have been needed. In order for SMEs to meet their financial needs, the EU has developed 
financial programmes that address such crucial issue by generating funds for SMEs in both member and 
candidate countries through various funds established in the Union’s budget.

THE EUROPEAN UNION’S BUDGET PROCESS AND 
GENERAL EVALUATIONS ON SMEs

Overview of the European Union’s Budget Process

European Union covers total 35 countries; 28 member countries, 5 candidate countries, which one is 
Turkey, 2 potential candidates The European Union covers a total of 35 countries; consisting of 28 
member countries, 5 candidate countries among which Turkey also is, and 2 potential candidates such 
as Bosnia and Herzegovina and Kosovo. The EU budget is defined in the Treaty on the Functioning of 
the European Union and the Treaty on European Union, signed in Lisbon as of 2007. The EU budget 
revenues are categorized under four main headings, namely; the contributions of the member states and 
3 distinct self-revenues. The EU budget revenues are comprised of the headings such as the EU’s tradi-
tional own resources system including customs duties and sugar levies; value-added tax; the countries’ 
contributions; and correction mechanism. The EU budget expenditures are utilized for a variety of distinct 
objectives for the member countries and the countries in accession (EC, 2019a).

The EU expenditures are noteworthy for a wide range of objectives, especially those which aimed 
at supporting SMEs. The first of these objectives is to provide people with employment opportunities 
through the European Social Fund (ESF) and the European Regional Development Fund (ERDF). For 
example, ERDF has provided approximately 140 billion Euro to SMEs within the last seven years. The 
second objective involves promoting European culture. As an example of this objective, the Programme 
will provide a boost for the cultural and creative sectors with almost € 1.5 billion by the courtesy of the 
Creative Europe Programme, including SMEs. Thirdly, it is aimed to make some expenditures on the axis 
of scientific research and market. The Horizon 2020 Programme is created for this objective as equipped 
with a budget of almost € 80 billion. Fourthly, it supports and encourages an entrepreneurial culture via 
the first programme of the EU; namely, the COSME Programme with a budget that worths € 2.3 billion. 
The fifth and final objective is to compensate for incomplete or missing market domains and to provide 
the market with different financial instruments for them to fulfill perfect competition requirements. For 
instance, the provision of credit facilities to SMEs with high-risk factors in difficult situations through 
the European Investment Fund and the European Investment Bank is realized (EC, 2019a).

The data presented in Figure 1 and Figure 2 consist of the amount of EU budget revenues and ex-
penditures over the period from 2013 to 2017, and total budget revenues, including commitments and 
payments made between 2014-2020.
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Figure 1 depicts the fluctuation of the EU’s total budget with revenues and expenditures. In addi-
tion, a significant plunge in the EU revenues and expenditures as of 2017 is another remarkable detail. 
In Figure 2, the shares of commitments and payments in total EU expenditures are indicated as 51% 
and 49%, respectively. Even though the shares of such items as “competitiveness for growth and jobs”, 
“economic, social and territorial cohesion” and “sustainable growth: natural resources” in commitments 
is remarkable, their share in total commitments approximates to 86%.

Note1: EU total expenditures = commitments + payments
Note2: Commitments= 1a+1b+2+3+4+5+6

Besides total revenues and expenditures items, performance-based budgeting technique is also 
applied in the EU budget. Performance-based budgeting, which involves the collection/spending of 

Figure 1. The EU budget with revenues and expenditures (2013-2017) (million Euro)
Source: EC, 2019b

Figure 2. EU Expenditures: Commitments and Payments (2014-2020)
Source: European Council, 2019
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budget revenues and expenditures on the basis of Efficiency-Effectiveness-Economy (EEE) criteria, is 
a technique applied in the EU budget as well as worldwide. The key actors that involve in the prepara-
tion, implementation, and auditing processes of the EU budget under the performance-based budgeting 
technique are shown in Figure 3 below.

As shown in Figure 3, the EU Council and the Parliament declare a joint decision on the EU budget, 
whereas the EU Commission presents a draft to the Council and Parliament for their evaluation. The 
Council and Parliament may take the Commission’s proposals into consideration and make changes or, 
if they disagree with the Commission, make an effort for reconciliation (EU, 2019d).

The Importance of SMEs in the European Union’s Budget

The development levels of the national economies around the world, the technologies they utilize, their 
market sizes, the industrial sectors in which they operate depending on the level of industrialization, 
the techniques used in the production stage and the features of the products are likely to differ. These 
differences in economies of scale are similar to the differentiation of the scales in enterprises operating 
throughout the country. Upon taking all these differences into consideration, the concept of “Small- and 
Medium-Sized Enterprises”, which is generally accepted outside the large-scale enterprises, emerges. 
Although the definition of SMEs differs by country (OECD, 2005); it is basically described as“small 
and medium-sized enterprises (SMEs) are non-subsidiary, independent firms which employ fewer than 
a given number of employees. This number varies across countries”. The staff headcounts, annual turn-
overs, and annual balance sheets of micro, small, and medium-enterprises for the EU are presented in 
Table 1 below.

As can be seen in Table 1, the upper limit designating an SME is 250 employees, as in the European 
Union. However, some countries set the limit at 200 employees, while the United States considers SMEs 
to include firms with fewer than 500 employees. In the EU, the upper limit for a small enterprise is 
determined as 50 staff. In the EU, the upper limit for the number of employees in micro-enterprises is 
determined as 10; while this number of employees recedes to 5 in some other countries (OECD, 2005).

Figure 3. Key Actors that Involve in the Process of the EU Budget
Source: Prepared based on European Parliament, 2019
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SME FUNDING SUPPORTS WITHIN THE CONTEXT 
OF THE EUROPEAN UNION’S BUDGET

Credits Provided by the European Investment Fund (EIF)

Established in 1994, the European Investment Fund (EIF) is a financial institution of the EU specialized 
in the funding of SMEs. The basic mission of the EIF is to support SMEs by generating funding op-
portunities both for the EU member states and candidate countries for full membership. The EIF serves 
to SMEs in such cases when financial banks cannot extend loans, sometimes when they are considered 
risky, and sometimes do not meet the requirements for two purposes. The first one involves assistance 
in the implementation of EU policies; while the second one is about profit for the EIF shareholders. 
The EIF’s financial services towards SMEs are categorized into 3 headings, such as “Capital services”, 
“credit guarantee/counter-guarantee services” and “microfinance services”. With capital services, EIF 
invests in technology transfer structures or funds, venture capital companies, and their funds. Credit 
guarantee services are offered to SMEs in cooperation with banks, leasing companies, and various 
financial institutions that provide funding to SMEs. Microfinance services, on the other hand, provide 
services for micro-scale enterprises and individuals without access to traditional banking services and 
who wish to be self-employed (Ersan, 2010).

The EIF is a high-level financial institution in the European Private Equity Market and plays a crucial 
role in the establishment and improvement of innovative SMEs. The EIF maintains its activities as an 
organization in support of the European Union’s entrepreneurship by providing a wide range of fund-
ing opportunities, especially to SMEs through financial institutions. For this purpose, it is in charge of 
designing and implementing financial instruments that subvene SMEs in particular, as well as encour-
aging their use. In this context, the EIF is involved in funding projects that overlap the EU objectives 
in support of entrepreneurship, growth, innovation, R&D, and employment. The EIF’s capital equities 
stem from the resources of the European Investment Bank (EIB) and the European Commission. In this 
regard, the EIF expands the funding opportunities of SMEs by cooperating with the European Invest-
ment Bank (EIF, 2019b).

Credits Extended by the European Investment Bank (EIB)

The European Investment Bank had been operational since 1958 and provided long-term funding to public 
and private sector institutions in compliance with the interests of the European Union. The EIB, which 
contributes to balanced development within the European Union and provides economically sustainable 

Table 1. Definition of SMEs in the EU

Size Staff Headcount EU Annual Turnover 
(€) EU Annual Balance 

Sheet (€)

Micro-Enterprise ˂ 10 ≤ 2 Million ≤ 2 Million

Small-Enterprise 10−50 and ≤ 10 Million or ≤ 10 Million

Medium-Enterprise 50−249 ≤ 50 Million ≤ 43 Million

Source: KOSGEB, 2019a
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projects with loans in favorable terms, is a non-profit organization with social targets (Aslan, 2008: 43). 
The EIB supports the sectors detailed in Table 2 by contributing significantly to growth, employment, 
regional cohesion, and environmental sustainability.

As indicated in Table 2, the EIB performs activities to improve the transport and telecommunication 
networks of the European continent, to ensure the sustainability of energy resources, to preserve the 
environment, and to meet the financial need for promoting the competitiveness of the European indus-
try and SMEs on the international scale. The Bank provides funding for investment programmes and 
projects by utilizing the EU’s structural funds and other funding instruments to fulfill its financial duties 
(Ministry of Foreign Affairs Presidency of the EU, 2019a). The EIB has provided € 1,182 billion worth 
of funding to 162 countries and 12,284 investment projects ever since it was established (EIB, 2019a).

In the funding of the investment project, the EIB allocates resources to the projects mainly by 50% 
of the total investment amount. Based on the size of the investment project, the EIB accepts applica-
tions directly, either through itself or through intermediary banks authorized by them in each country. 
If the project size of the investors is over € 25 million, applications are submitted directly to the Bank’s 
headquarter in Brussels; for project sizes lower than this figure, the project investments are classified as 
small and medium-sized enterprises, and applications are submitted to intermediary banks (Lök, 2018). 
The EIB Credits are divided into two such as “Direct Credits” and “Global Credits/SMEs” depending 
on project size, as shown in Figure 4 below.

For large projects with total investment amounts over € 25 million, “Direct Credits” are utilized as 
indicated in Figure 2. With credits in this scope; the projects in public/private sector organizations, R&D, 
environment, education, infrastructure, energy, health, industrial and service sectors are funded. The 
loan terms for industrial projects and infrastructure/energy projects range between 5-12 years, and 12-25 
years, respectively. The EIB offers distinct funding opportunities along with fixed and variable interest 
rates. The “Global Credits/SMEs” shown in Figure 4 within the scope of the EIB Credits are extended 
through intermediary banks for the projects with total investment costs lower than € 25 million. These 
projects are mainly steered towards local governments and SMEs. Credit channels are established by the 
EIB for SME projects through intermediary banks, which function as a business partner in conducting 
assessments of the projects. Intermediary banks utilize the funds received from the EIB by evaluating 
each project considering their risk levels (Ersan, 2010).

The EU Financing Programmes

The European Union financial programmes are established in specific areas in order to develop and sup-
port cooperation among the EU member states, to contribute to the implementation of the EU legislation 

Table 2. The Sectors Supported by The European Investment Bank (EIB)

Sectors Supported by EIB

Agriculture, food and rural 
development Digital economy Education and training Energy Forestry

Health and life science Regional development Trans-European Networks Transport Urban agenda

Water and wastewater management

Source: EIB, 2019b
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and policies, to generate solutions to the problems encountered by the EU to be used during a certain 
period (Ministry of EU, 2014). Among all EU financing programmes; the EU Programme for the Com-
petitiveness of Enterprises and Small and Medium-sized Enterprises (COSME), InnovFin Programme 
(The Horizon 2020), the European Fund for Strategic Investments (EFSI) Programme, Programme for 
Employment and Social Innovation (EaSI), and Creative Europe Programme (CEP) loom large in terms 
of strengthening the competitiveness and sustainability of SMEs (EU, 2019b). The shares of EU financial 
programmes supporting the development of SMEs in the EU budget expenditures are depicted in Figure 
5 over the period from 2014 to 2017.

Upon examining Figure 5, it is seen that the largest expenditure item of the EU’s total budget expen-
ditures covering the period between 2014-2017 is used within the Horizon 2020 Programme. For the 
Horizon 2020 Programme, it is seen that € 7,415 million, € 9,627 million, € 10,588 million and € 10,862 

Figure 4. The European Investment Bank Credits in terms of Project Size

Figure 5. EU Financing Programmes in the EU’s Total Expenditures (2014-2017, Million Euro)
Source: EC, 2019b
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million were spent in 2014, 2015, 2016, and 2017, respectively; and that the expenditures allocated to 
this Programme increased continuously over the years. Approximately 7% of the total expenditure in 
the EU Budget over the period from 2016 to 2017 was assigned to the Horizon 2020 Programme. In the 
light of the data presented in Figure 1 below, the total amount of expenditure made within the COSME 
Programme which was created to promote SME competitiveness out of the EU total expenditures (which 
was € 136,416 million and € 137,379 million in 2016 and 2017, respectively) was calculated as € 239 mil-
lion and € 268 million as of 2016 and 2017, respectively. Totally € 142,497 million worth of expenditure 
was made on financial programmes as of 2014 within the scope of the EU budget; only the expenditure 
item for the EFSI Programme has not been created. In the years following 2014, the expenditures on 
the EFSI Programme were increased rapidly, and € 2,506 million were spent as of 2017. Among the EU 
Programmes, the lowest expenditure items have been utilized to finance the EaSI, which tries to improve 
SMEs in terms of employment and social innovation, and the CEP financial programmes that support 
the emergence of cultural and creative SMEs.

The EU Programme for the Competitiveness of Enterprises and Small 
and Medium-sized Enterprises (the COSME Programme)

The COSME Programme is conducted by the EIF and EIB through the EASME Executive Agency for 
SMEs and the European Commission. The COSME Programme is developed by the EU with respect to 
the importance of SMEs in achieving the objectives of “The Europe 2020 Strategy” for the revival of the 
EU economy. The COSME Programme is introduced to improve SMEs’ access to markets, to promote 
access to finance and to encourage entrepreneurship. In this context, the COSME Programme prioritizes 
the craftsmen, social enterprises, new, young, and female entrepreneurs that have the potential to grow, 
and micro-enterprises in terms of funding (KOSGEB, 2019b: 5). The objectives of the COSME Pro-
gramme, whose target group is particularly SMEs, are comprised of four items, as presented in Figure 6.

Detailed information regarding the budget and the elements of the COSME Programme established 
within the scope of the European Union financial programmes is presented in Table 3 below.

As asserted in Table 3, the COSME Programme’s budget worths approximately € 2.3 billion, and it 
aims to promote particularly entrepreneurial culture by strengthening the competitive and sustainable 

Figure 6. Objectives of the COSME Programme
Source: EU, 2019a
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growth of SMEs. In compliance with these objectives, the COSME Programme offers two different 
financial products through the EIF: “Loan Guarantee Facility (LGF)” and “Equity Facility for Growth 
(EFG)” (EIF, 2019a). The LGF offers guarantees and counter-guarantees to financial intermediaries 
(guarantee institutions, banks, leasing companies, etc.) selected by the EIF for them to offer SMEs 
more credit and leasing opportunities. The LGF facilitates access to credit finance for growth-oriented 
SMEs, which have difficulties in accessing the traditional banking system, and contributes to raising the 
number of SMEs to be financed by financial intermediaries. The total budget allocated to the LGF over 
the period from 2014 to 2020 amounts approximately € 740 million, and it guarantees SMEs’ loans up 
to € 150,000. Together with the instrument of the EFG, it provides funding to venture capital funds and 
private equity funds, which also provide financing to developing and growing SMEs through financial 
intermediaries selected by the EIF. The total budget allocated for the EFG over the period from 2014 to 
2020 is determined as approximately € 690 million (KOSGEB, 2019b).

InnovFin Programme (The Horizon 2020)

The Horizon 2020 Programme, created within the framework of the Research and Innovation Framework 
Programme of the European Union, is designed to cover the period from 2014 to 2020 to be realized 
along with the European Union’s budget that worths € 80 billion. Public institutions, non-governmental 
organizations, international organizations, universities, individual researchers, research centers, indus-
trial organizations, and SMEs benefit from this Programme. In addition to the activities performed by 
the Research Center through the Horizon 2020 Programme, three main frameworks, namely “Excellent 
Science”, “Industrial Leadership” and “Social Problems” are established (TÜBİTAK, 2019). Excellent 
Science is at the heart of the Horizon 2020 Programme and aims the improvement of science and ad-
vanced research skills to enable the best ideas to be dispersed into the market faster (EC, 2014). Table 
4 indicates the details of the budgets allocated to Excellent Science within the scope of Horizon 2020 
covering the years 2014-2020.

Upon examining Table 4, it is seen that a total budget of € 24,441 million has been allocated to Ex-
cellent Science over the period from 2014 to 2020. Within the scope of Excellent Science, the European 
Research Council (ERC), in support of specific research carried out particularly by individual researchers 
and their teams, provides a total fund of € 13,095 million. As another prominent project within Horizon 
2020, Industrial Leadership aims to boost employment opportunities by creating new job sites, to support 
strategic investments in key technologies, and private sector investment for R&D as well as innovative 

Table 3. Elements of the COSME Programme

Elements of the COSME Programme Budget (Million Euro) Budget (%)

Access to Finance 1.378.946 60

Access to Markets 494.122 21,5

Improving Framework Conditions 252.807 11

Entrepreneurship and Entrepreneurial Culture 57.456 2,5

Managerial Costs of the Programme 114.912 5

TOTAL 2.298.243 100

Source: EIF, 2019a
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SMEs (TÜBİTAK, 2019). Table 5 includes details of budgets allocated to industrial leadership between 
2014-2020 within the context of this Programme.

As shown in Table 5, € 17.015 million worth of budget is allocated to industrial leadership item 
through the Horizon 2020 Programme, and € 616 million is allocated to SMEs Innovation Programme. 
The third and final project, Social Problems, is to create common solutions to social challenges. These 
social problems are categorized into seven main frameworks, and different amounts of budgets are al-
located for each problem (EC, 2014). Table 6 indicates details of the social problems and the budget 
amounts allocated to them within the framework of the Horizon 2020 Programme.

As seen in Table 6, upon compared to other social problem items, it can be claimed that the most 
financial budget is allocated for “Health, Demographic Change, and Welfare” and “Smart, Clean and 
Integrated Transportation” items. Along with these three key components, the EU-Joint Research Cen-
ter (JRC), programs for the promotion of scientific excellence and participation in society for and with 
society are also included in the scope of Horizon 2020 (Ministry of EU, 2019).

The European Fund for Strategic Investments (EFSI) Programme

The European Fund for Strategic Investments (EFSI) provides funding through the EIF to support the 
venture capital of SMEs and medium-sized enterprises across the EU. The EFSI directly supports EU 
financial programmes such as “Horizon 2020” and “COSME” (Çapanoğlu, 2015). The EFSI fund has 
emerged for the purpose of mitigating the investment gap in the market which occurred due to the insuf-
ficient level of investments in Europe, removing the barriers to investment, promoting the risk-taking 
capacity of the investors, supporting investment projects, boosting the growth-oriented investments that 
would generate employment opportunities, and utilizing the new and existing financial resources more 

Table 4. Excellent Science-Predicted Budget (2014-2020, Million Euro)

Excellent Science Budget (Million Euro)

European Research Council (ERC) 13.095

New and Developing Technologies 2.696

The Marie Skłodowska-Curie Actions (MSCA) 6.162

Research Infrastructure (including e-infrastructures) 2.488

TOTAL 24.441

Source: Ministry of EU (AB Bakanlığı), 2019

Table 5. Industrial Leadership-Predicted Budget (2014-2020, Million Euro)

Industrial Leadership Budget (Million Euro)

Facilitative and Industrial Technologies 13.557

Access to Risk Capital 2.842

Innovation Programme in SMEs 616

TOTAL 17.015

Source: Ministry of EU (AB Bakanlığı), 2019
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efficiently. Upon focusing on the key sectors for the European economy, facilitating and supporting 
SMEs’ access to finance is one of the key objectives of the EFSI, which is the first pillar of the European 
Investment Plan. The EFSI involves a special SME support package offering a total of € 5.5 billion in 
funding or guarantee capacity to support many financial products to be implemented through the EIF. 
The EFSI is a 26 billion Euro guarantee from the EU budget, complemented by a EUR 7.5 billion al-
location of the EIB’s own capital. So far, a total of € 33.5 billion has been provided within the scope 
of the EFSI, and an additional investment of at least € 500 billion is intended by 2020 (EIB, 2019c). In 
Figure 7, the four target groups subvened by the EFSI are presented in terms of sectors.

The EFSI Programme, including the sectors presented in Table 6, provides funding opportunities to 
the key sectors that would contribute to the European economic growth. Within the framework of the 
EFSI-funded approved projects and agreements, investments that worth higher than € 256 billion are 
expected to be made and approximately 539,000 SMEs are envisioned to be supported in 28 Member 
States (EC, 2019c).

Programme for Employment and Social Innovation (EaSI)

The EaSI, as the EU’s Programme in the field of social policy, is designed to support issues such as 
ensuring qualified and sustainable employment as well as adequate social protection, tackling poverty 

Table 6. Social Problems-Predicted Budget (2014-2020, Million Euro)

Social Problems Budget (Million Euro)

Health, Demographic Change, and Welfare 7.472

Food Safety, Sustainable Agriculture and Forestry, Marine, Maritime and Inland Waters Research 
and Bio-Economics 3.851

Safe, Clean and Productive Energy 5.931

Smart, Clean and Integrated Transportation 6.339

Climate Change, Environment, Resource Efficiency and Raw Materials 3.081

Europe in Changing World- Comprehensive, Innovative and Reflective Societies 1.309

Secure Societies - Protecting Freedom and Security of Europe and its Citizens 1.695

TOTAL 29.678

Source: Ministry of EU (AB Bakanlığı), 2019

Figure 7. Target Groups of the European Fund for Strategic Investments (EFSI)
Source: EIB, 2019d
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and improving working conditions. As indicated in Figure 8 below; this Programme aims to modernize 
employment and social policies, consists of 3 sub-programmes: the European Network for Employment 
Services (EURES), Microfinance and Social Entrepreneurship and PROGRESS (Programme for Em-
ployment and Social Solidarity) (Ministry of Foreign Affairs Presidency of the EU, 2019b).

The EaSI Programme covering the years from 2014 to 2020, has a budget of approximately 920 Million 
Euro. Along with the PROGRESS Programme, a sub-programme within the scope of the EaSI, the EU 
countries aim to generate employment, especially in tackling youth unemployment, to strengthen social 
protection, to reduce and prevent poverty. 55% of the EaSI’s total budget is consigned to the PROGRESS 
Programme, and the PROGRESS Programme has the feature of having the highest budget share out of the 
three sub-programmes. In particular, 20% of the PROGRESS Programme’s budget is utilized for tackling 
youth unemployment, whereas 45% is used for social protection as well as reduction and prevention of 
poverty. The EURES is a European business mobility programme that provides employers, jobseekers, 
and employees in pursuit of free mobility with information, guidance, and recruitment/placement ser-
vices. 18% of the EaSI’s total budget is planned to be allocated to the EURES and the remaining 27% 
to Microfinance and Social Entrepreneurship over the period from 2014 to 2020. The Microfinance and 
Social Entrepreneurship Programme provides financial support in two main domains. In this context, it 
provides micro loans for micro-enterprises to subvene entrepreneurs as well as the self-employed and 
supports policies in the field of social entrepreneurship (EC, 2019d).

Creative Europe Programme (CEP)

The CEP Programme, the last programme with the smallest share of the EU’s financial support pro-
grammes, subvenes international cooperation projects among cultural and creative sectors (art, archi-
tecture, museology, cultural heritage, etc.) and promotes innovation and creativity (Ministry of Foreign 
Affairs Presidency of the EU, 2019b). Cultural and creative industries account for 5-10% of the Gross 
Domestic Product (GDP) of the EU’s regional economies. Since SMEs, which are among the cultural 
and creative sectors, constitute the backbone of innovations, they should be subvened within the context 
of this Programme. To this end, the CEP Programme, which has been active since 2016, creates SMEs 
credit alternatives operating in cultural and creative sectors (EU, 2019c).

The European Commission has allocated € 121 million worth of funds to the cultural and creative 
sectors through the CEP. As of 2017, the size of funding has reached € 181 million along with an ad-
ditional fund allocation of € 60 million through the European Strategic Investments Fund (EFSI). As a 

Figure 8. Programmes within the context of the EaSI (2014-2020)
Source: EC, 2019d

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



321

Financial Supports Provided to SMEs Within the Context of the European Union’s Budget
 

result of such transfer of funds, it is foreseen that cultural and creative SMEs would be provided with 
credits higher than approximately € 1 billion (EC, 2019e).

CONCLUSION

In order for the EU to achieve its development objectives, to sustain its growth, to boost its savings and 
channel them towards efficient investment domains; the sectors operating at different scales within the 
member and candidate countries are needed. In the framework of flexible production structures and easy 
adaptation to innovations, SMEs constitute the backbone of the needs in this area.

Rapid changes in production structures, technologies, and product types as the result of globalization 
have brought SMEs of the same scale face-to-face with various problems. In this context, the financing 
problem underlies those fundamental problems such as production, marketing, and investment issues, 
lack of management, technology infrastructure issues, and lack of qualified/experienced staff. The foun-
dations of EU financial programmes have been laid in order to find solutions to the financial problems 
encountered by SMEs and to eliminate the differences in the scale of development.

Therefore, the EU has been planning 5 different financial support programmes and 5 different fi-
nancial support programmes with the EIF and the EIB within the scope of 2014-2020 targets in order 
to accelerate the development of SMEs which have been the driving forces of economic growth and 
development for the member countries as well as the candidate countries. Throughout the period from 
2014 to 2020, programmes such as the COSME 2020, the HORIZON 2020, the EIFS, the EaSI, the 
CEP along with the EIF, and the EIB credits with its funding support have been formed in order to ac-
celerate the investment processes of SMEs within the EU, to realize investment ideas into the projects, 
to reduce the obstacles to investments, to support their sound growth and to create solutions to their 
financial problems. Each of these programmes aims at different thematic topics in specific areas and is 
designed to include a wide range of products. In this context, each financial programme has a distinct 
objective in supporting the development of SMEs. Moreover, financial support programmes that promote 
the establishment of partnership awareness by maintaining cooperation among EU member countries 
are implemented to cover a certain period.

Banks’ customer relations with SMEs can be weakened in three different ways. The first of these is 
dependent of SMEs; whereas it may also occur due to inadequate levels of SMEs’ equity, weaknesses 
in the competitiveness of competitors in the same sector, and risky regions or countries in which they 
would market their products. Secondly, banks and/or financial institutions may not be able to provide 
the financing facilities needed by growth-oriented SMEs having a considerably high level of morality. 
Consequently, banks and/or other financial institutions may not be able to constitute credit products, 
interest rates, loan amounts and appropriate repayment maturities that are suitable for the needs of SMEs, 
or most importantly, they may not have sufficient resources to finance specific credits. 

By courtesy of the funds provided by the EU Programmes, financial banks’ customer relations with 
SMEs are facilitated. Thanks to the EU financial programmes, banks, and credit institutions in the 
member and candidate countries overcome these financial difficulties and control their risks through the 
resources provided. These funds provided through the Union reduce the development disparities among 
SMEs within the member and candidate countries and also create a domino effect in clearing incomplete 
and missing markets within the EU and global world economy.
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In the light of the evaluations of this study covering the years 2014-2020, increasing the share of 
SME financial programmes in the EU budget discussed within the scope of EU targets 2021-2027 and 
expanding the programmes to include SMEs other than of the member and candidate countries can be 
considered as crucial steps for the future of SMEs.
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ABSTRACT

This chapter analyzes the differences of decision-making process in the EU member countries, caused 
by differences in main dimensions of national culture of each of them. The influence of different cultural 
dimensions on decision-making process is explained. Thanks to the application of qualitative research 
method and deductive approach, there are conclusions about specificities of decision-making process, in 
particular EU countries. Using the inductive approach, content analysis method and method of synthesis, 
the EU countries were grouped regarding to the decision-making styles that are the most appropriate 
in each of them, based on the characteristics of the cultural framework that exist within them. Obtained 
results may help managers to better understand their decision-maker role in different cultural environ-
ment and it would enable them to apply the appropriate decision-making style, which would increase 
the quality of business decisions that are being made.
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INTRODUCTION

Managerial decision-making is a process aimed at resolving identified problems and enabling effective 
and efficient performance of business activities. It is a cognitive process of making choice between more 
options, based on available information, knowledge, experience and beliefs of decision-makers. It involves 
the rational and irrational mechanisms of thinking and all depending on the complexity of the decision 
that managers make, time that they have available for making decision and the circumstances which 
condition the criteria for deciding (Ashkanasy & Ahlstrom, 2014). Decision-making is an integral part 
of the most of managerial activities and it is crucial for successful tasks resolving and achieving business 
goals (Al-Tarawneh, 2012). Therefore, it is an essential process of modern management representing, in 
every field, the core function for the manager (Andronaceanu and Ristea, 2014).

Management helps organizations to realize the business goals by planning, organizing, leading and 
controling certain resources. However, in order to realize any activity, it is necessary to make a decision. 
Managers should make functional decisions, which are for the moment adequate and of quality and which 
will contribute to the improvement of work processes and the relationship with the environment. Making 
a good decision implies knowledge of all environmental factors that may potentially influence business 
performance. This is particularly important for enterprises that operate in international market, such as 
EU. Although EU makes a unique market with free flow of people, capital, goods and services based 
on common legal framework adopted by its members, still many differences that exist in economical, 
political, social and cultural environment of different member countries may not be neglected. All these 
differences should be cautiously considered in decision-making process in order to achieve defined 
business goals.

Modern business conditions in the EU, characterized by often (even daily) changes in market, 
competition and overall business environment make decision-making process difficult and risky. The 
organization in its life cycle also goes through different phases which require the necessary changes and 
adjustments. Therefore, the risk becomes an inevitable part of making most of managerial decisions and 
it is particulary expressed in business acitivities which take place in international market, such as EU 
(Figueira-de-Lemos et al., 2011; Liesch et al., 2014). In general, risk may be defined as the probability 
of an adverse event. All future decisions are a subject of risk, because it is unknown what their outcomes 
will be. Regardless of the planned return of invested resources, there is always a possibility that some 
unpredictable event might lead to its reduction. For this reason, the management should reduce the 
impact of adverse effects to minimum and seek solutions that could bring competitive advantages and 
secure position within the market segment in which it achieves its mission (Nielsen & Nielsen, 2011). 
The organization needs to pay attention to changes in the environment and to respond to them. Passiv-
ity in relation to the instability of the environment and the changes it brings is a danger. The main task 
of the organization is to overcome all the dangers that may jeopardize or prevent its further growth and 
development.

Expanding business on the international market, such as EU, makes decision-making even more risky. 
Outside the national borders, economical, social, political, legal and cultural environment is much more 
diversified and complex, which makes it hardly predictable and more suceptible to changes (Cavusgil 
et al., 2014). Therefore, each business decision should be based on the analysis of all specificities of 
domestic and international market and on anticipated important changes in the way it functions (Linkov 
et al., 2006). Managers try to analyze carefully characteristics of economical, legal and political frame-
work of EU countries during the decision-making process. Still, most of them ignore cultural differences 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



326

Managerial Decision-Making Process in the Modern Business Conditions in the EU
 

which exist between these countries and its impact on the quality of the decisions that have been made 
(Johnson et al., 2006). Therefore, cultural barriers often become one of the main reasons for failure in 
achieving business goals in the EU market.

Culture, as a common set of attitudes, opinions, feelings and values shared between members of one 
society, strongly affects the way that people behave in their private and business lives. Therefore, dif-
ferent cultural patterns evoke subtle, but very important differences in managerial behaviour, decision-
making process and leadership styles. It affects the way that people communicate, negotiate, collect and 
analyze information and make a choice between several different business strategies. It defines whether 
a participative decision-making will be appropriate or not, whether employees and managers will be 
entrepreneurially and progressive oriented and whether group orientation, cooperation and conformity 
will be important organisational values (Weber & Morris, 2010; Dür & Mateo, 2010). Considering that 
EU member states expose significant differences in main culture dimensions (such as distance power, 
individualism vs. collectivism, uncertainty avoidance, long-term orientation vs. short-term orientation, 
indulgence vs. restraint etc.), understanding of these differences is very important for decision-making 
process and functioning of international teams. Therefore, it becomes one of the most important pre-
requisites for successful business internationalization in the EU market. It also can determine whether 
cooperation between enterprises from different countries will be successful or not which is of particular 
importance in the processes of merger and acquisition. Lack of understanding of cultural differences 
and the way they affect human resources in the organisation often represent reason of failure. In order 
to integrate successfully entities from different EU countries, it is necessary to implement carefully 
changes of organisational culture in each phase of that process (Weber & Tarba, 2012). Creating spe-
cific organisational culture that includes main features of domestic culture of each enterprise is a main 
prerequisite for effective and efficient work of international teams.

Considering all that is mentioned above, the key objective of this chapter are to: 1) identify the main 
characteristics of decision-making process in the modern international EU environment; 2) identify the 
main cultural differences that exist in EU member states and 3) analyze the impact of these differences 
on managerial decision-making process and the quality of decisions that have been made. The obtained 
conclusions will help managers to understand better the way that cultural differences affect business 
activities and enable them to make decisions that are in line with identified cultural specificities of 
different EU member states. This is particularly important for small and medium enterprises that lack 
experience in international EU space in order to expand their businesses outside the national borders.

RESEARCH METHODOLOGY

Considering the fact that culture affects (at least to a certain extent) every segment of business life and 
taking into account the goals of this paper mentioned above, a hypothesis that will be tested in this paper 
is formulated.

H1: The cultural differences have significant impact on managerial decision-making in the modern 
business conditions in the EU.

In order to test this hypothesis, a theoretical research was conducted and interdisciplinary approach 
applied, through the use of available literature from different research fields such as international man-
agement, sociology, psychology and entrepreneurship. The conclusions of the research are based on the 
application of an abductive approach (combination of inductive and deductive ways of concluding). More 
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precisely, in the first part of the paper a deductive approach was used. On the axis of existing knowledge 
and models related to the analysis of the influence of particular cultural values on the decision-making 
process, conclusion on the specificities of this process in particular countries (knowing the basic dimen-
sions of culture in those countries) were made. In the other part of the paper, an inductive approach was 
applied. Based on the similarities of the cultural dimensions and characteristics of the cultural framework 
of individual countries in the EU, they were grouped regarding to the decision-making styles that are 
most appropriate in each of them.

Considering the fact that subjective attitudes and behavior of decision-makers are in the focus of this 
research, a qualitative research approach in the paper was used. By using the content analysis method, 
it was determined how certain dimensions of culture shape the decision-making process in individual 
countries, while using the method of synthesis there were made conclusions about the characteristics 
of this process in particular EU regions were made, based on the knowledge of the specific cultural 
framework prevailing in each of them. Obtained results may help managers to better understand their 
decision-maker role in different cultural environment and what are main expectations of employees 
towards them.

CULTURAL FRAMEWORK OF DECISION-MAKING PROCESS IN THE EU

Decision-making is an integral part of each management function and each managerial activity. It is a 
process that consists of series of different activities aimed at choosing one of several possible options in 
order to find optimal solution for considered business problem (Beyth-Marom et al., 1991). Therefore, 
the quality of decision-making defines the effectiveness of management and strongly affects the overall 
performance of every organisation. In moments of decision-making we cannot evade a number of signifi-
cant issues that follow decision-making processes, which refer to whether we could use some other way 
to reach the same results, whether the cost of these decisions would be greater than the cost of a different 
decision, whether we will achieve the desired results with the given decision or will those be only partial 
goals? Even if we adopt the initial assumption that our problem is derived from the difference between 
the required and available knowledge, then our decision is within the limits of our half-knowledge. Thus, 
in order to make right decision, managers should perceive internal and external environment correctly 
and define criteria which will have priorities in the decision making. In a heterogeneous environment 
such as EU where each country represents different entity with significant specificities in economical, 
legal, social and cultural framework, perceiving all factors that may influence the effectiveness of deci-
sions is even more complex and risky.

The quality of managerial decision making, ultimately, depends a lot on the specific knowledge, abili-
ties and skills related to decision-making, but even more on general knowledge, education of managers, 
as well as the techniques and methods used in decision making (Klein, 2008; Elbanna & Child, 2007). 
However, one of the most important factor that influence every stage of decision-making process and 
the way that the information are collected and used is national culture of decision-maker (Müller et al., 
2009). Considering the fact that EU consists of many different cultures, some similarities and differences 
in decision making process may be identified. Similarities arise from modern decision-making practices 
that are empirically confirmed as successful (e.g. use of decision-support systems and other techniques 
such as brainstorming, delphy method etc.), whereas some of the most important differences arise from 
cultural specificities of different member countries of the EU.
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Culture, as a specific set of beliefs, norms, customs and values shared by members of one society, 
defines behavioural patterns that are considered as appropriate. It is expressed through different symbols 
and is being passed from older members of the group to younger members as something (as in the case 
of morals, laws and customs) that shapes behavior in both private and business life (Podrug, 2011). It 
determines the main characteristics of organisational culture. By influencing personal attitudes, beliefs 
and values it affects every stage of decision-making process and the quality of decisions that have been 
made (Weber & Morris, 2010). Therefore, understanding cultural differences that exist between EU coun-
tries is one of main prerequisites for successful business cooperation and internalization of enterprises.

Each decision is made within certain cultural framework and there are identified several cultural 
dimension that directly influence managerial decision-making process in international context, and 
therefore, in the EU market (Luthans & Doh, 2012):

• Centralized vs decentralizied decision making determines the level of management which is em-
powered for making decisions of different importance for organisation;

• Cooperation vs competition defines whether the emphasis will be placed on cooperation or indi-
vidual contribution of members of society;

• High vs low organisational loyality influence the extent to which members will identify themself 
with organisation and its goals;

• Individual vs group rewards determines whether emphasis will be put od individual or group re-
sults and the way that awards will be given;

• Informal vs formal procedures influence the extent to which ordinary business procedures will be 
formalized;

• Safety vs risk affects the extent to which decision-maker is willing to take a risk in uncertain con-
ditions and, therefore, influence the overall business performances of organisation in risky and 
unstable markets;

• Short-term vs long-term horizont determines whether the organisational focus will be placed on 
short-term results (such as profit) or long-term results (such as market share);

• Stability vs innovation affects the extent to which society accepts changes and whether it puts 
value on stability or innovation.

One of the most important conclusions related to cultural influence on all business activities, espe-
cially on decision-making process, arises from Hofstede’s research on cultural dimensions. There were 
identified five main dimensions: (1) power distance, (2) uncertainty avoidance, (3) individualism vs 
collectivism, (4) masculinity vs feminity and (5) dimension of time (Hofstede, 2010).

Power distance is the extent to which people accept the fact that power isn’t equally distributed 
throughout the society. In cultures with high power distance index people obey the orders of their superiors 
and top managers make almost all decision in the organisation (including decisions that are not of great 
interest for business goals). On the other hand, in societies with low power distance decision-making is 
mostly decentralized (Yoon, 2012; Hofstede, 2010).

Uncertainty avoidance is the extent to which people try to avoid ambiguous situation and changes 
(Hofstede, 2010). In societies with high uncertainty avoidance index members are not willing to take 
risk, organisation procedures are formalized and people tend to seek opinions of experts in decision-
making process (Minkov & Hofstede, 2014). Members of society with low uncertainty avoidance index 
tend to be more ambitious, more willing to take risk and organisation procedures are far less formalized.
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Individualism vs collectivism is one cultural dimension measured with bipolar scale (Hofstede, 
2010). On the one side of the scale is individualism. Members of individualistic cultures take care only 
for themselves and the closest family. The focus is placed on independency, ambitions and individual 
achievements (LeFebvre & Franke, 2013). On the other side of the scale is collectivism, where people 
tend to identify themselves with society and the organisation they belong. Wellbeing of the group is 
often more important than wellbeing of individuals (Hartung et al., 2010).

Masculinity vs feminity is dimension of culture defined depending on most important values. In 
masculine cultures dominant values are money and success. In business organisation focus is placed on 
high performances and high degree of control. Decision-makers are encouraged to make decision inde-
pendently (Hofstede, 2010; Dabić et al., 2015). On the other hand, in feministic cultures dominant values 
are care for others and wellbeing (Hofstede, 2010; Beekun & Westerman, 2012). Working atmosphere 
is more friendly, workers tend to have more freedom and group decision-making is more represented.

Although EU represent single market, many differences that exist between its member countries (re-
garding on their level of development and ordinary business practices) strongly affect decision-making 
process, especially techniques and information sources that are used within it. Different (often opposite) 
cultural practices that exist in EU countries strongly affect the applicability of certain decision-making 
styles (often a certain decision-making style that is the most suitable in one EU country is inappropri-
ate in other). Therefore, the analysis of cultural specificities of EU countries becomes one of the main 
prerequisites for successful business internationalization and cooperation between enterprises from 
different cultural background.

DECISION-MAKING IN MODERN RISKY BUSINESS 
CONDITIONS IN EU – CULTURAL INFLUENCE

Business value results from good management decision. Quality decision making can only consistently 
occur by reliance on valuable information. So, the relevance of managerial accounting is crucial for 
success of a manager and for success of a company or organization (Mihaila, 2014).

Managers are invested with the task of making decisions which routinely affect the value and viability 
of firms. Thus, managers bear the heavy burden of making optimal decisions. Over the last fifty years, 
completely rigorous formal theories of decision making have been largely accepted as models of rational 
choice (Fishburn, 1988). One may think that managerial decision making, then, comprises nothing more 
than calculating the output of these normative models. What has not been so widely accepted however, 
is rational choice. While the vast majority of managers do indeed attempt to make optimal decisions, 
clearly, there are numerous impediments preventing them from actually doing so (Rode, 1997).

One of main difficulties in making optimal decision is great unpredictability of future events. In 
order to make correct business decisions, managers continuously have to predict them. Considering the 
fact that business environment in EU countries significantly differ from each other and that intensity 
of changes varies across members of this union, anticipation of future events becomes even more dif-
ficult, which makes decision-making more complex and more risky. Having in mind that the future is 
very uncertain, one of the key roles of managers is to take risks. However, the tendency of managers 
(and other employees) to take risk significantly depends on culture. Therefore, analysis of cultural dif-
ferences in EU countries that affect decision-making and risk-taking is very important, especially for 
international enterprises.
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Generally speaking, the risk is something that a man seeks to avoid and what he is willing to pay to 
get rid of. Managers have a role to remove the risks and are willing to engage in “risk areas” in order to 
gain profit. When asking them how they define risk, most of managers distinguished between different 
types of risks, such as fire risk, financial risk, technical risk, commercial risk and investment risk. They 
said that a risky situation is a situation where the outcome is unknown to the decision-maker, i.e. he/she 
is not sure which outcome will occur and the uncertainty leads to erroneous choices. When the managers 
were asked to describe a risky decision they had recently made or a risky situation they had been involved 
in, more than half of them associated this with different kinds of investment activities and divided them 
into such categories as (a) investing in new machines and techniques, (b) acquisition of new companies, 
(c) development of new products and entering new markets (Riabacke, 2006). In conditions when the 
level of these risks are high, decision-making process and the number of people which will be involved 
in it (whether manager will individually make decision, or other employees will be included) depend 
on culture of decision-maker and decision-making style that is expected in given culture. Still, it should 
be noted that the tendency of managers to risk-taking behavior is also significantly influenced by other 
factors such as ownership of organisation, type of its activity and the hierarchy level of organisation that 
decision-maker takes (Grubišić-Nešić et al., 2016).

Among others (Moore, 1983), and (Slovic, 2000) state that risk means different things to different 
people and that they perceive risk in different ways depending on what area they are working within. 
However, the perception of risk is under strong influence of culture. The culture of decision makers 
affects the way they assess the risk, the amount and sources of information they will use when decid-
ing in risky circumstances and time they will require in order to make decision. In high uncertainty 
avoidance cultures (such as culture in Portugal, Belgium, Serbia, Slovenia, Russia, Poland, Romania, 
France, Bulgaria, Hungary, Croatia, Italy, Austria, Luxembourg and Germany) managers tend to avoid 
taking risk (Lewis, 2010; Hofstede, 2010). Employees are not very proactive and do not tend to take 
responsibility (Frenk & Mierewert, 2004). They expect from their managers to make final decision and 
decision-making process is usually based on opinion of experts. Therefore, organisatonal procedures are 
as much formalized as it is possible in order to make (at least) internal processes predictable. In case of 
multinational firms, the level of formalization in their plants located in different countries depends on 
the level of uncertainty avoidance in home country. In other words, if domestic culture is characterized 
with high level of uncertainty avoidance, the formalization will be strong in all other firm plants even 
if they are located in country with low level of uncertainty avoidance (Dimitratos et al., 2011; Bloom 
et al., 2012). In such cultures, managers feel uncomfortable dealing with ambiguity, which negatively 
influence proactive firm behaviors. One of the most important consequences is its negative impact on 
entrepreneurial activities (considering that starting a new business implies taking high level of risk). 
However, it should be kept in mind that in high uncertainty avoidance cultures the level of entrepreneurial 
activity is not always low and it also depends on legal framework and activities of national institutions. 
According to institutional theory, institutions influence the range of actions and options available to 
firms. Therefore, well arranged institutional framework can have very significant positive impact on 
entrepreneurial activities (Kreiser et al., 2010). On the other hand, in low uncertainty avoidance cultures 
(such as culture in Demark, Sweeden, Great Britain, Norway, Slowakia and Netherlands) managers are 
more oriented in making strategic plans and decisions, and they spend more of their time in dealing 
with strategic problems (Fink & Meierewert, 2004). They do not have tendency to avoid changes in the 
way that their business functions, which makes their organisations more proactive and entrepreneurial 
oriented. Employees are more ambitious and are encouraged to take the initiative and responsibility 
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(Brewster & Holtlarsen, 1992). In such organisations there are very few written rules, activities are less 
structured, which usually makes them more flexible (Michael & College, 1997). However, it should be 
pointed out that the importance of certain values within given national culture varies according the type 
of organisation, hierarchy level and given managerial style (Babinková et al., 2014). Also, the character-
istics of national culture can be significantly moderated by the influence of strong organisational culture 
(if it exists within certain company).

THE IMPORTANCE OF DECISION SUPPORT SYSTEMS IN MODERN 
BUSINESS CONDITIONS IN EU – CULTURAL FRAMEWORK

Decision-making efficiency in risky conditions depends not only on the information presented to the 
decision maker, but also on the interpretation of that information in relation to the proposal, the calculated 
risk decision makers are prepared to take, and their understanding of the organization (Van Riel et al., 
2004). In an organizational setting, the way decision makers perceive, organize, and process informa-
tion, as well as how these interpretations are used for guiding actions, affect the quality of collective 
decision-making (Hayes and Allison, 1988).

Decision-making process in complex business environment of EU is not possible without adequate 
information and other support. Looking back, there were still some aspects of decision support, but 
only in the ’70 of the last century, there are modern systems called DSS (engl. DSS – Decision Support 
Systems). These systems widely use computer-based interactive systems that help management in the 
use of data and models to solve unstructured problems.

Information technologies of all contemporary trends of today are mostly changing the look and 
business of today’s enterprises. Collecting, processing, storage, distribution and use of information are 
the main tasks of any informational system for decision support today. If it is well applied, information 
technology can certainly assist managers in decision-making. Modern software for decision support 
(DSS) and various expert systems help managers by leading them through the decision algorithm and 
show them which information should be applied by using different information which are processed 
much faster and better etc., as well as increase the level of quality of decisions that are made. In the 
eighties of last century, there was even greater development of application of information technology in 
the management of enterprises (Miller, Michalski & Stevens, 1998). This is particularly reflected in the 
approach to DSS in terms of centralization and decentralization in the concept of information system, or 
in the justification of the true distribution of DSS. All these changes have caused the need for redefining 
the DSS, with the aim of “exploitation of intellectual and computer associated technology to enhance 
creativity in decision making.” The main feature of DSS is making decisions, as experts in the field 
say (ASEM, Safari, Zavareh, 2011), the path to the DSS leads from electronic data processing (EDP), 
which focuses on data through MIS (Management information systems) that focuses on information, 
to contemporary systems based on network technology, satellite communications, neural networks, the 
Internet, etc. Although the high importance that these systems have today in each business area cannot be 
neglected, the extent to which they are used significantly varies across EU countries. These differences 
arise from several reasons, among which the most important are unequal development of infrastructure 
needed for their successful implementation and differences in managers’ awareness of their role and 
impact on decision-making process (Gander et al., 2013).
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The question is why managers need the support of information technology in decision making? It’s 
hard to make a good decision without valid and relevant information. This is particularly difficult in 
complex business environment such as EU, where each country represent specific entity with differ-
ent legal, political, social, economical and cultural framework. Therefore, making an optimal decision, 
which will be adequate for business operating in all these countries, becomes a challenge, that cannot be 
exceeded without possessing relevant information. Information is the most important part of each stage 
of decision-making. Despite the fact that it is now widely available and accessible, decision making 
becomes more difficult due to the impact of the following trends:

• Number of alternatives for consideration is constantly increasing due to innovations in technol-
ogy, improving of communication, the development of the global market, using the Internet, e-
commerce and so on. The key to good decision-making is to explore and compare many of the 
relevant alternatives and considering that more alternatives exist, the greater is the need for a 
deeper study and application of computers. Additional problem is different level of market and 
technology development between EU countries (and thus significant differences in availability of 
relevant information), which must be taken into account in decision-making process.

• Characteristic is that decisions are made under the pressure of tight deadlines, which makes it 
impossible to manually process the information quickly enough.

• Due to the high uncertainty in the decision-making environment, decisions are becoming more 
complex. Usually it is necessary to conduct sophisticated analysis to reach a good decision. Such 
a decision requires modeling.

• It is often necessary to quickly access remote information, consult professionals or hold a meeting 
on the occasion of decision making, all of which must not cause additional costs and loss of time. 
Both managers who make the decisions and the information may be located in different places, 
and the role of modern technology in this case is priceless.

Information and computer systems in the organization must be functional for management, that is in 
management organization for the realization of certain business results. Such a relationship definitely 
requires adapting the structure of the information system to the management structure (Asemi et al., 
2011). Given that the organization has hierarchical levels of management and information systems to 
support decision-making, they should be adapted to these governance structures. Besides of that, relevant 
ICT solution, used in international businesses, differes amongst EU countries as it depends on reached 
level of IT development within its borders (Ricci, 2000). Given that the main feature of decision support 
systems were designed to assist managers in deciding on unstructured problems, it is understood that 
it does not work automatically and cannot replace managers in the decision making process, and that it 
only has a duty to facilitate the analysis of available information. The rapid development of computer 
technologies and related software support enabled in the last decades the fascinating development of 
information systems used by the management, but not in the sense of automation data, on the contrary, 
it has affirmed the importance of creative problem solving and the final decision making, which remains 
in the end in competence of managers (Coates, 1998).

Although every company use some sort of DSS, the extent to which they are considered as a reliable 
information source and the extent to which decision-making process is based on it, strongly depends 
on culture of decision-makers (especially on culture of top managers). These systems are particularly 
important in co-called “data-oriented” cultures. People from data-oriented cultures tend to collect and 
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store large amount of information, which are lately analyzed using different computer technologies. Their 
computer databases contain very different types of information which are being carefully processed dur-
ing decision-making process. Swedes, Germans, Americans, Swiss and Northern Europeans in general 
are considered to have this type of culture (Lewis, 2010).

On the other hand, in so-called “dialogue-oriented” cultures (such as France, Spain, Portugal and 
other Southern-Europe countries) computer databases and DSS do not have such big importance in 
decision-making process (Nishimura et al., 2008). People form these cultures try to understand broader 
context and tend to be informed about facts surrounding given business issue. Therefore, their main 
source of information are other people – partners, friends, customers, family members, etc. Managers 
in dialogue-oriented cultures believe that, for running a successful business, it is necessary to maintain 
close and friendly relationships with customers, business partners and all other people which are at 
any way included in it (Lewis, 2010; Nishimura et al., 2008). While people form data-oriented cultures 
tend to use statistical facts and figures within decision-making or negotiation process, managers from 
dialogue-oriented cultures consider these indicators incomplete. They consider that only people may 
give them broader context of any business problem or other important information, and therefore DSS 
cannot be treated as the most important information source or reliable decision-making support (Lewis, 
2010; Liang & Hung, 1997). Knowing these cultural differences amongst EU countries is very impor-
tant part during negotiation stage, which is an integral part of the process of establishing international 
cooperation between companies and other organizations.

CULTURE RELATED SPECIFICITIES OF DECISION 
MAKING PROCESS IN EU MEMBER COUNTRIES

Although the stages of decision-making process are mostly the same in all EU countries and include 
usage (to a smaller or bigger extent) different DSS as source of information, cultural framework in each 
country influence the amount of information and time it takes, as well as the extent to which it is ex-
pected from employees to be included in it. As previously mentioned, in cultures with high uncertainty 
avoidance, employees tend to avoid responsibility of decision-making and it is expected from managers 
to do it. In order to reduce ambiguity, procedures are formalized and clearly specify the type of decisions 
that each manager (employee) should make. Therefore, participative management is not often suitable 
in these societies. Participative management is usually required in societies with low power distance 
(Great Britain, Netherlands, Hungary, Norway, Germany, Sweden, Ireland, Denmark, Austria, Finland). 
In these societies, employees avoid close supervision and are considered not as subordinate but as part-
ners to managers. They tend to have direct contact with managers and their knowledge and competences 
are source of status they have in the organisation. On the other hand, in high distance power societies 
(Slovenia, Serbia, Croatia, Greece, Portugal, Russia, Slovakia, Poland, Belgium) inequality is tolerated 
and considered as natural, which is why employees do not tend to make decision on their own. In these 
societies, decision-making is in the responsibility of top managers, and employees expect precise instruc-
tions on how to execute decisions that have been made (Bialas, 2009). However, it doesn’t mean that 
they do not participate in decision-making process at all, but even in case of participative management 
style the responsibility for decisions that have been made belongs only to managers. For example, despite 
small geographical distance, Hungary, Croatia and Slovenia are countries that expose different level of 
distance power (Hungary – high PD, Slovenia and Croatia – low PD), but managers in these countries 
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tend to include employees in decision-making process. Still, the extent to which decisions reflect opinion 
of employees varies. In Croatia and Hungary the most suitable decision-making style is consultative, 
which means that decisions are made after consultations with subordinates and colleagues, but it doesn’t 
necessarily reflect their influence. On the other hand, Slovenian employees prefer participative style, 
which means that managers tend to share and analyze problems with subordinates and colleagues as a 
group until they come to a major decision (Podrug, 2011).

Risk taking is being connected with individualistic cultures (Great Britain, Hungary, Italy, Netherlands, 
Belgium, France, Germany, Sweden, Norway, Switzerland, Ireland), where people are achievement-
oriented, have more confidence in their personal decision, which usually results in an expansive-decisive 
strategy. In collectivistic cultures (Slovenia, Serbia, Romania, Croatia, Bulgaria, Portugal) people pay 
attention to the social aspects of problem and decision they make. They search for broader context in 
uncertain and complex situations and rely on other people as the best sources. They are sensitive to 
social consequences of their actions, which results in collaborative, avoiding and defensive-incremental 
strategies, as well as moderate (or even strong) risk-avoiding (Guess, 2004). Considering that people 
from collectivistic cultures tend to avoid conflicts, decision-making is often consensual (Lämsä, 2010).

Consensual decision-making is also very important in so-called feministic cultures (Norway, Sweden, 
Finland, Denmark, Belgium, Netherlands, Spain, Portugal, Romania, Serbia, Croatia) where emphasis is 
placed on cooperation and friendly atmosphere in working conditions. Individuals are encouraged to be 
group decision-makers and managers usually give them more freedom (Luthans & Doh, 2012; Lamba & 
Ozdasli, 2015). On the other side, in cultures with high masculine index (Ireland, Italy, Greece, Poland, 
Germany, Austria, Chez Republic, Slovakia, Hungary), the emphasis is put on earnings, recognition, 
advancement and challenge. Employees are encouraged to make decisions individually and are perfor-
mance-oriented. However, managers often believe that employees dislike hard work, which is why they 
keep them under certain level of control. Therefore, there are often strict rules that all decision-makers 
should obey (Luthans & Doh, 2012; Lamba & Ozdasli, 2015).

Considering the main cultural dimension in different EU member countries, conclusion about main 
characteristics of decision-making styles for several groups of them may be made:

• Northern-Europe countries (Sweden, Norway, Finland, Ireland, Denmark) - these countries 
have culture with emphasized individualistic and feministic values (except of Ireland which has 
high masculine index) and are characterized with low power distance and uncertainty avoidance 
index (Lewis, 2010; Hofstede, 2010). These are data-oriented cultures where people tend to col-
lect large amount of information (using some sort of DSS) in order to make a decision (Dür & 
Mateo, 2010). Employees tend to make decisions independently (regarding to their position in 
the firm), they are progressive and prone to take risk (Brewster & Holtlarsen, 1992; Kazi, 2012). 
Formalization of the procedures is mostly at quite low level. It is very important to make friendly 
working atmosphere and employees are not under strict supervision of their superiors (except 
of firms in Ireland, where supervision tend to be at significantly higher level). For example, a 
research on perception of Swedish and Finnish employees in industrial plants (Hyde et al., 2006) 
showed that they evaluate their job autonomy as high (54,56% in Sweden and 51,52% in Finland) 
where differences in point of view are settled through discussion (confirmed by 66% of Swedish 
and 60% of Finnish employees). Therefore, participative management and other similar decision-
making styles are the most appropriate for enterprises operating in this area.
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• Western-Europe countries (France, Belgium, Netherlands and Luxembourg) - these countries 
also have culture with emphasized individualistic and feministic values and with high uncertainty 
avoidance index. Although employees are encouraged to make decisions individually, they are 
not prone to take risk. The procedures tend to be standardized (formalized) in order to avoid un-
predictable events and clearly divide the tasks between employees. Working atmosphere should 
be friendly, with some sort of freedom given to them. However, the extent to which workers 
participate in making final decisions vary. In France and Belgium power distance index is high, 
which suggests that centralization is represented to a significant extend, and managers tend to take 
full responsibility for decision-making (which doesn’t have to manifest the influence of employ-
ees’ opinion), while in Netherlands and Luxembourg this index is at low level, which suggests 
that participative and pseudo-participative decision-making styles are more suitable (Manrai & 
Manrai, 2010; Lewis, 2010; Hofstede, 2010). A study on Human Resources practices in France 
and Netherlands revealed that although in France about 60% of employees are included in formu-
lation of business strategy, their participation in further stages of its implementation is at signifi-
cantly lower level. Therefore, only 32% of clerical staff and 22% of manual workers was briefed 
about general business strategy of the firm and had some sort of participation in its further imple-
mentation (Bayens et al., 2007). On the other hand, the inclusion of employees in Netherlands was 
at significant higher level, with 41% of clerical staff and 40% of manual workers who were briefed 
about the strategy and had some sort of participation in its implementation. These differences are 
in line with differences in power distance level in these two countries.

• Central-Europe countries (Poland, Germany, Austria, Chez Republic, Romania, Slovakia, 
Hungary) - This group of countries exhibits the significant variation in decision-making styles, 
despite small geographical distance. These are mostly masculine cultures with high uncertainty 
index (Hofstede, 2010; Lewis). Therefore, enterprises tend to have formalized procedures and 
quite strict rules. Employees are under control of their superiors and are rewarded according their 
performances and achievements in running their working tasks. However, in Germany, Austria 
and Hungary (individualistic cultures with low power distance index) employees are progressive, 
accept risk and tend to take responsibility of making decision on their own (which are in line with 
strict procedures), while in Romania, Chez Republic and Poland (collectivistic cultures with high 
power distance index) managers have full responsibility for making decisions, which don’t neces-
sarily reflect influence of subordinates (Lewis, 2010; Rai, 2011; Bloom et. al., 2012). For example, 
in Austria the most preferable decision-making style is sort of pseudo-participative. Almost a half 
(44%) of managers prefer group decision making, which means that they share business problems 
with subordinates as a group, together generate ideas and evaluate options in order to find con-
sensual solution (Maly, 2014). About 25% of them apply participative decision-making, where 
managers discuss about problems and potential solutions with all subordinates as a group, but 
they make final decision which may or may not reflect the influence of subordinates’ opinion. On 
the other hand, in Chez Republic only 17% of managers apply this decision-making style, while 
about 50% of them apply a sort of autocrative decision-making style, with passive participation of 
subordinates, which regards only to obtaining relevant information from employees that manag-
ers need for making a decision (Maly. 2014). A research conducted in Poland reveals that 54% of 
managers apply a consultative management style, and 24% of them makes decisions individually. 
Only 11% of managers applies democratic decision-making style. This is to a significant extent in 
line with employees’ expectation (Szelągowska-Rudzka, 2017). Employees are willing to express 
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opinion (86%) and suggest ideas concerning their work position or department (84%), but they are 
less willing to suggest or comment on ideas concerning the whole company (65%).

Managers in Central-Europe countries usually require longer time for solving tasks, while negotiation 
and decision-making process lasts long period of time (Fink & Mierewert, 2004). Still, it is expected that 
managers will look after their subordinates and consider their welfare when deciding.

• Southern-Europe countries (Spain, Portugal, Italy, Greece, and Balkan countries) - These are 
countries with culture characterized by moderate high-power distance index (except of Italy), high 
uncertainty avoidance, high in collectivism and feminism (Hofstede, 2010). Therefore, in national 
enterprises centralization is presented to a certain extent. Managers are responsible for decision-
making (according to their position in the hierarchy of the organisation), it is desirable that they 
consider the opinion of employees, but their final decision doesn’t have to necessarily reflect it. 
For example, a recent research (on graduate and doctoral students in the field of business and eco-
nomics) showed that in Croatia 71% of respondents think that consultative decision-making style 
is the most preferred in their country, while 64,7% says it is the most practiced style and 52,9% 
of them thinks it is the most effective (Podrug, 2011). The same research obtained similar re-
sults analyzing the attitude of Slovenian respondents. They also revealed that the most preferable 
decision-making styles are consultative (25%) and participative with managers fully authorized to 
make final decision (36%).

Southern-Europe countries are dialogue-oriented cultures, whereas other people (employees, con-
sumers, partners, friends...) are the most important source of information (Lewis, 2010). Good manager 
should consider welfare of his subordinates when deciding and he should have good communication 
with them in order to make comfortable working atmosphere. Managers are not prone to take risk and 
make significant changes in the way their business functions (unless it is necessary). The procedures are 
often formalized, and employees do not tend to reconsider them or express the individualism to a large 
extent (Brewster & Bennett, 2010).

• Baltic states (Lithuania, Latvia and Estonia) – According to (Hofstede, 2010) these countries 
have cultural dimensions very similar to those evidenced in Northern-Europe countries (moder-
ate low power distance and uncertainty avoidance index, high in individualism and feminism). 
Therefore, in their national enterprises all types of participative management styles are accept-
able. These are long-term and progressive oriented cultures, where employees are encouraged to 
take the initiative and individual responisibility for personal results in dealing with working tasks 
(Luptáková et al., 2005; Lewis, 2010). However, personal relationships and friendly atmosphere 
in the organisation are very important for employees’ satisfaction and their maximum contribution 
to the achievement of business goals of the organisation (Mockatitis, 2005). For example, a large 
survey on managers’ attitudes towards business leadership in Lithuania revealed that the most 
preferable decision-making styles are collaborative (56,5%) and involving (49%), both meaning 
that some deciding powers are delegated to collective, while individualistic and sensitive (led 
by emotions) styles are not acceptable at all (Deksiene et al., 2010). Managers’ ability to plan 
and organize tasks (according to opinion of 94,1% of respondents), making decisions in critical 
situations (84,4%), correctness (45,9%) and ability to cooperate (44,9%) are the most important 
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attributes of successful manager, and 43,2% of respondents evaluate knowledge as main source of 
managers’ power in the organisation (Diksiene et al., 2010). These results are completely in line 
with main cultural dimensions identified in this country.

Considering the results of previous research and all the differences in decision-making process caused 
by different cultural dimensions in EU member countries, the hypothesis tested in this paper is confirmed. 
Therefore, it can be concluded that significant differences in managerial decision-making process that 
exist between EU member countries are to a significant extent caused by differences in main cultural 
dimensions, that form the framework within which this process takes place. However, it should be bared 
in mind that conclusions above are important for cooperation with small and medium enterprises that 
operate mostly under borders of domestic country, where national culture has strong influence on doing 
business. This doesn’t have to be the case with big multinational enterprises, considering the fact that 
these enterprises are made of multicultural teams that build their own specific organisational culture 
(which doesn’t have to be similar to national culture of any country that given multinational enterprise 
operates in).

FAULTS AND PROBLEMS IN MANAGERIAL DECISION 
MAKING IN EU – INFLUENCE OF CULTURE

The most common cause of all managerial mistakes is the observation of problems not as separate enti-
ties, but within a context (Kahneman & Lovallo, 2000). The number of errors in decision-making is 
increasing especially in an EU environment that is rapidly changing. The manager is not able to assess 
the validity of decisions taken in the case of great uncertainty. He makes the choice based on continu-
ous search for solutions and based on the principle of trial and error. In such circumstances, managers 
as decision-makers should be supported and encouraged by a higher level of management or company 
management (Townsend, 1970).

Every decision maker faces with more or fewer problems when deciding. The higher the level of 
decision-making and the increasing importance of the decision, it is expected that the problems related 
to the decision are more complex and difficult. Internal and external constraints exist within every orga-
nization. Internal constraints are resulting from the organization’s culture and are the result of external 
environment in which it is located (Robbins & Coutler, 2005). Many decisions don’t have needed level 
of quality because they are not based on facts or on complete and reliable information. There are four 
limiting factors for better decision-making (Hamner et al, 1977):

• national culture and the culture of the organization
• manager (individual limitations)
• environment
• limited resources

The fact that there are limitations, Simon has created a theory of bounded rationality, pointing to 
the limitations of human ability to overcome all the necessary information that would lead to a perfect 
decision.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



338

Managerial Decision-Making Process in the Modern Business Conditions in the EU
 

One of the most important factors is the culture and tradition of the organization. The values of the 
culture lead decision-making process, narrowing the circle of alternatives and influence the choice of 
solutions. In the culture of power managers are prone to intuitive decisions. More are driven by personal 
impressions rather than specific information. In the role of culture, which is typically bureaucratic, 
managers rely on logic and rationality. Decisions are made analytically, a detailed analysis of possible 
alternatives is applied and compatibility with the tradition and culture of the organization is checked. In 
the culture of tasks decisions are made by the analytical procedure and techniques of formulating a new 
concrete problem. In the culture of subsistence or support, decisions are made quickly and intuitively. 
Intuitive decision-making is faster and significantly shortens the decision-making process. It is typical 
for the young organizations that belong to the culture of power or the culture of support.

The significance of national culture as possible limiting factor is especially evident in context of 
specificities of national cultures during processes of business mergers and acquisition involving enter-
prises from different EU countries. Numerous studies have shown that one of main causes for failure in 
proper integration of two organisations is related to differences in management culture and its impact 
on the human factor, such as on the departures of managers and key personnel of one or both companies 
(Weber & Yedidia Tarba, 2012). Therefore, these differences cannot be neglected not even in the case 
of simple business negotiations.

Managers with their abilities, skills and knowledge are the second limiting factor for effective decision-
making (Acquisti & Grossklags, 2005). They are imperfect decision makers for two reasons: because of the 
limitations of their ability to gather all relevant information, to assess their importance and to accurately 
and thoroughly process; and, secondly, due to cognitive bias concerning the formulation of the problem 
and the way in which they presented the problem and ways of decision making, which is often based, 
when decisions are made on the basis of appreciation (heuristics). In addition to the cognitive barriers 
by nature, the quality of decisions affects other individual restrictions, such as ethics and personal moral 
norms, which are reflected in the integrity and personality consistent or inconsistent with the behavior 
of managers. Personality of manager as a limiting factor can be especially important if managers comes 
from different cultural environment compared to culture of other employees (Deresky, 2017). In that 
case manager can take a role that is opposite to one expected in cultural environment of his working 
colleagues, which can lead to misunderstanding and disagreements. This would have extremely negative 
impact on quality of decisions that have been made and on quality of their implementation (Deresky & 
Christopher, 2015). When deciding, managers often rely on their previous experience. Considering the 
fact that each EU member country has its own tradition, rules and specific market-related challenges, 
managers who tend to apply the same problem-solving approach in different countries are on the way 
to the failure.

The third limiting factor is the environment or conditions in which a decision is made (Vecht et al., 
2009). The external environment is composed of two components: specific and general environment. 
Specific environment includes those external forces that have a direct and rapid impact on the decisions 
and actions of managers influencing the achievement of the objectives of the organization. General 
environment involves broad economic, political / legal, socio-cultural, demographic, technological and 
global conditions, which may endanger the organization (Robbins & Coulter, 2005). Each EU member 
country has different not only specific, but also general environment (Guisan et al., 2004; Dedero et al., 
2008). Therefore, managers need to find an optimal business solution that would be consistent not only 
with specific and general environment of domestic county, but also with (at least) general environment 
of other member countries, considering the fact that changes in this type of environment spread fast 
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thanks to the special business links that exist between all members of EU. This makes decision-making 
process even more complex. Managers also must be aware of the least changes in the environment when 
making decisions.

The fourth factor of limitations are resources: time, information and money. Some managers do not 
pay a lot of attention to the decision-making process, i.e. as if they do not see the problem or aren’t aware 
of its burden. For such type of manager everything is simple and easily resolved. They decide very easily, 
because they are not even aware of the consequences of wrong decisions. This method of managerial 
decision-making, although it is not often desirable, may not be a priori negative. In fact, there are times in 
the life of an organization when a decision should be made in complete uncertainty when any delay does 
not necessarily mean better solution or a better decision. Sometimes this way of decision-making may 
prove to be productive. The tendency to fast decision-making can also be often noticed in monocronic 
cultures, with linear vision of time and action (the Anglo-Saxon countries in general, the Netherlands, 
Austria and Scandinavia). Managers in these cultures often believe that time passed without decision 
being made is wasted (Manrai & Manrai, 2010; Lewis, 2010). Therefore, they tend to make decisions 
as fast as possible (and reasonable) and do one thing at time.

The second type of managers is the opposite to the first one. Managers of this type decide slowly and 
cautiously, and to any, even the smallest problem, they give unnecessary great attention. This is the type 
of manager who always “plays it safe” and wants to examine in detail all the possibilities for solving 
problems. It is not noticeable only in high uncertainty avoidance cultures, but also in polycronic cultures 
(such as Spain and Italy). Managers in these cultures tend to understand better the context of given busi-
ness issue and carefully analyze all factors that can influence quality of decisions that have been made 
(Lewis, 2010). And, as far as good and desirable that in certain situations can be, it should by no means 
be the rule, not in the management, nor in decision-making in general. The decisions generally require 
a quick response of the management, i.e. decision-making under time pressure, which does not allow 
long analysis and evaluation of alternatives.

The most preferred type of manager is the one whose properties are between these two extremes, 
i.e. According to some research carried out in organizations, the general conclusion is that successful 
decision-making involves consideration of organizational, managerial and personal prerequisites of 
measuring their performance in all stages of decision-making process, and thus, on the basis of the 
existing results it is necessary to direct decision-making towards more successful and better business 
(Grubic-Nesic et al.,2016).

FUTURE RESEARCH DIRECTIONS

The problem dealt with in this paper is only one of the possible views and accesses for the research of 
ways and qualities in managerial decision-making in the organization. The emphasis is put on main char-
acteristics of decision-making processes in EU member countries and the way that main dimensions of 
national culture affect them. Considering the risks and conditions of increased ambiguity in business on 
EU market, researchers have particular value in order to propose models and measures for better and more 
successful business organization. It is important to understand how organisational culture changes the 
importance of national culture and its influence on decision making process, especially in international 
enterprises. Research on managerial decision-making is very layered pioneering start, which contains 
many questions and space for further research. New research could take into account other indicators that 
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could contribute to the improvement of decision-making process in terms of a quality, time, functions 
and effectiveness such as faster and more functional decision-making such as:

• Consideration of the connection of management style and its impact on the functionality of the 
decision-making process;

• The impact of certain dimensions of organizational culture on the quality and functionality of the 
decision-making process;

• The analysis of management styles that are the most appropriate for every particular EU member 
country, considering its national culture and other environmental factors that influence decision-
making process;

• In what ways the empowerment of employees to independently make decisions affect the func-
tionality of managerial decision-making;

• Under what conditions are strategic, tactical and operational decisions integrated more functionally;
• Which management measures may be kept under control by environmental influences, in order to 

make functional decisions relating to the organization
• How many made decisions have been implemented and what it depends on.

The complexity of the problem of managerial decision-making in contemporary business conditions 
and complex and multicultural EU environment causes great interest in research and interpretation of the 
results, which are of great importance for their improvement in all national and international enterprises.

CONCLUSION

Decision-making may be defined as a process that allows the decision maker to select at least one option 
from a set of possible alternative decisions. By definition it is a process that takes a certain (longer or 
shorter) time, and ends with a decision (Al-Tarawneh, 2012).

The concept of decision-making in management is quite broad and is in line with “the creation of the 
will” and the resolution of one problem, while at the same time in risky business conditions that term 
is summed even narrower in terms of rational choice between explicit and implicit features of offered 
solutions.

As a result of the instability and deregulation of the EU market, many companies and organizations 
are faced with difficulties that take on the characteristics of critical business. Business and management 
incompetence, lack of liquidity, indebtedness, technological backwardness and lack of competitiveness 
are the most common problem of organizations. Proactiveness, based on, among other things, the estab-
lishment of a system to detect changes to the organization forestall potential risks, as a prior activity and 
the imperative of survival in the market (Figueira-de-Lemos et al., 2011; Liesch et al., 2014). Changes 
in organization, restructuring, reorganization, change of processes and product innovation are possible 
responses to perceived threats. Modern business environments in most organizations are becoming more 
dynamic and complex. Having in mind that EU environment is characterized by uncertainty and insecurity 
due to uneven development of its members and significant differences in the dynamics and structure of 
market changes, the organizations need to find the way to adapt to it and achieve situational harmony 
(Richard et al., 2006). That implies anticipation of future events, the way they influence business opera-
tions and making and implementation of decisions that would prevent possible negative consequences 
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and enable making competitive advantage in new circumstances of business environment. Therefore, 
decision-making process should be based on relevant and accurately information. The way in which 
decision-makers collect, use and share information is significantly influenced by dominant cultural 
norms of the society they belong to (Podrug, 2011; Weber & Morris, 2010).

Culture, as specific set of beliefs and norms of behavior, affects each stage of decision-making 
process. It influences the perception of events, tendency to risk-taking, tendency to proactiveness and 
change. It influences the way of communication between managers and subordinates, defines which 
decision-making style would be the most appropriate and affects the extent to which employees would 
tend to take risk and make decisions on their own. The differences in main cultural dimensions (power 
distance, uncertainty avoidance, collectivism/individualism and masculinity/feminity) that exist between 
EU member countries influence the decision-making process and decision-making style that is the most 
appropriate in each country or region. Therefore, in Northern-Europe countries and Baltic states employ-
ees are proactive, tend to take risk and willing to make decisions on their own (Brewster & Holtlarsen, 
1992; Lewis, 2010). They avoid strict supervision and formalization of procedures is mostly at low 
level, which suggest that participative decision-making style is the most appropriate (Lewis, 2010; Dür 
& Mateo, 2010; Luptáková et al., 2005). However, while in Baltic states friendly working atmosphere 
is very important for employees (Mockatitis, 2005), in Northern-Europe countries it doesn’t have such 
a big significance. While in some Centrale-Europe countries (such as Germany and Austria) procedures 
are formalized in order to divide better working tasks and better control their execution (Lewis, 2010; 
Rai, 2011; Bloom et. al., 2012), formalization in Southern-Europe countries is mostly connected to high 
uncertainty avoidance and better predictability of business operations (Brewster & Bennett, 2010; Lewis, 
2010). In these cultures managers are responsible for decision making and it is expected that they will 
consider the wellbeing of their employees. Similarly, in some Western-Europe countries (such as France 
and Belgium) managers make final decisions which don’t necessarily reflect the influence of employees’ 
opinion, while in other countries (Netherlands and Luxembourg) participative decision-making is more 
appropriate (Manrai & Manrai, 2010; Lewis, 2010; Hofstede, 2010). Considering the fact that European 
Union is a specific market consisting of many different cultural frameworks, understanding of its cul-
tural diversity is one of main prerequisites of successful business cooperation and internationalization.
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KEY TERMS AND DEFINITIONS

Circumstances: Factors that may directly or indirectly influence the decision-making.
Cultural Dimensions: A specific value construct used to describe certain characteristics of a culture 

or to enable comparison of different cultures.
Culture: A set of specific beliefs, customs, values and norms widely adopted in one society, that 

shapes the behavior of its members.
Decision: The choice between several possibilities (also called alternatives) that are at manager’s 

disposal.
Decision Making Process: A process of creating value for business, through planning, controlling 

and evaluating performance.
European Union: An economical and political union of 29 member countries forming common 

market, with free flow of people, capital, good and services and that are subject to the obligations and 
the privileges of the membership.

Manager: Person performing the function of management in all organizations.
Risk: Possibility to achieve the unintended consequences of some events.
Risky Situation: A situation where the outcome is unknown to the decision-maker, i.e. he/she is not 

sure which outcome will occur and the uncertainty may lead to erroneous choices.
Systems for Decision-Making Support: Computer-based interactive systems that help management 

in the use of data and models to solve unstructured problems in the decision-making process.
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ABSTRACT

Factors affecting the security of the European continent and the European Union countries are evaluated 
frequently, but the opinions of the citizens on this subject are generally underestimated. This chapter 
analyses changes in security and threat perceptions of the citizens of the Union. The most reliable source 
for these transformations is Eurobarometer surveys. Therefore, within the scope of this study, the author 
tries to understand which subjects are considered as threats by the citizens of the Union, which issues 
are approached as a security problem, and how these evaluations are taken into consideration by the 
Union decision makers. One of the most important goals of the study is to analyse the historical change 
and transformation of the security problems faced by the citizens in economic, social, political, and 
cultural terms and to analyse the perception of the citizens of the Union.

INTRODUCTION

Although the security concerns of the European Union (EU) are on the agenda of the Union since the 
1990s, strategic action plans for security began to be published in the 2000s. The first strategic plan 
which underlying this study was published in 2010. According to the “The Internal Security Strategy in 
Action” (2010, p. 1), there are five significant challenges to the internal security of the European Union 
itself. These can be listed as “terrorism, organised crime, natural and man-made disasters, cybercrime, 
and security of EU borders”.
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The strategic plan, issued by the European Commission, is a warning to the security problems facing 
the Union. In line with this plan, which briefly informs about the security problems and seeks solutions, 
it is foreseen that the security of the Union will be provided at a more advanced level. It is seen that the 
subjects that the citizens of the European Union perceive as security problems and their importance are 
being investigated after the Internal Security Strategy in Action published in 2010. The European Union 
initiated some surveys to understand the awareness of the European citizens on the security problems 
which has posed by the decision makers of the Union. Eurobarometer surveys have been conducted since 
1974, and inquiries about security perceptions of Union citizens can be reached from 2011.

In this study, it is planned to examine the Eurobarometer surveys about the European security which 
published since 2011 and to understand how the subjects which perceived as security problems by the 
European citizens have changed in the historical process. Thus, it will be possible to analyse the secu-
rity issues not only from the point of view of the European Union institutions but also of the European 
citizens. Within the scope of this study, the Eurobarometer surveys published in 2011, 2015 and 2017 
will be analysed, and the subjects which the citizens regard as the security threat will be shown. And 
finally, these subjects will be addressed in the context of European security and will be discussed how 
they become a security threat.

THE SECURITY OF THE EUROPEAN UNION

The importance of security issues is one of the subjects that are debated continuously in world history. 
Many studies have been conducted in the field of security, and many researchers have carried out activi-
ties in order to ensure security. In most of the studies, it is seen that the security is defined in different 
frameworks both in the narrow sense and broad sense. According to the definition of Christou, Croft, 
Ceccorulli and Lucarelli (2010, p. 341), “security may be thought about as objective threats to specific 
referent objects; as a series of relationships between states, framed by the existence of international an-
archy; as a model of power relations between different groups; as a socially constructed norm that can 
empower and repress; as a mode of governmentality by which those in authority control the population; 
as a positive norm, which if achieved, can emancipate the disempowered.”

In addition to economic cooperation, the European Union is an international organisation established 
to prevent war in the European continent. Taking steps to ensure that its citizens live in a safe environ-
ment, it seeks to create never-before-seen cooperation in the European continent. The security notion in 
the European Union has been developed within the context of the security dilemmas which the EU faces 
in the post-cold war period. The EU has been trying to manage the structures of security governance 
in order to be a security actor in world politics. However, even though the citizens of the Union live in 
safety, the issues of protection of peace and security are getting more and more important. There are many 
reasons for this situation. The 2008 economic crisis and its effects on the states can be accepted as one 
of the crucial factors during the 2010s. Most of the citizens have felt insecure as a result of this crisis. 
War and armed conflicts on the European Union countries borders have raised the security challenges. 
The terrorist attacks also can be accepted as one of the most important security issues.

However, Security studies in the European Union have not been carried out only after 2010. For 
example, in 1992, at Petersberg, there were several policy declarations about security issues (Edwards, 
2006, p. 11). In 2003, the Strategy against the Proliferation of Weapons of Mass Destruction was launched. 
In 2003, Common Foreign and Security Policy High Representative Javier Solana published a security 
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strategy plan which determined the ‘fragile states’ and identified the key threats like corruption, weak 
institutions or abuse of power for the future of the Union (Hout, 2010, p. 145).

In order to understand the difference between the perceived security threats and real security threats, 
it is necessary to evaluate the issues that the Union considers as a security threat.

THE THREATS TO THE SECURITY OF THE EUROPEAN UNION

Even though the EU member states cannot cooperate in some policy areas, they are united in their 
understanding of threats. After the end of the Cold War, the content of the threats changed and varied 
(Heusgen, 2004, p. 6). Especially, after the September 2001 terrorist attacks in New York, the perceived 
threats are changed. For example, in 2008, the perceived threats would be listed as “economic instability 
and terrorist attacks; instability in the neighbourhood and disruption in the energy supply; and cyber-
attacks”. Nowadays, the most important perceived threats are accepted as “cyber-attacks; state collapse 
or civil war in the European Union’s neighbourhood; external meddling in domestic politics; uncontrolled 
migration; and the deterioration of the international institutional order”. According to the experts, ten 
years later, in 2028, the perceived threats will be “an inter-state war involving the country or allies; the 
disintegration of the EU; disruption in the energy supply; and financial instability” (Dennison, Franke 
& Zerka, 2018, pp. 2-3).

However, according to the 2010 Internal Security Strategy in Action, the real security threats that 
the European Union has faced can be seen as “terrorism, organised crime, natural and man-made 
disasters, cybercrime, and security of EU borders”. These five security issues described in the 2010 
Internal Security Strategy in Action published by the European Commission have been dealt with in 
the Eurobarometer surveys to measure citizens’ perceptions of security. The answer to the question ‘In 
your opinion, how important are the following challenges to the internal security of the EU?’ can be 
analysed from the following table.

A large majority of the citizens define terrorism, organised crime and cybercrime as crucial chal-
lenges to the European Union security. As can be seen from the Eurobarometer surveys, the issue of 
terrorism in citizens’ perception of security displays a rising graph in each survey. According to the 
results of the 2017 Eurobarometer survey, the majority of the citizens in all of the member states regard 
terrorism as a very serious security threat. However, Sweden (43%) and Estonia (46%) are exceptions 
to this generalisation. While the average percentage of the Union is 70%, Cyprus (88%) and Bulgaria 
(86%) are over the average.

Table 1. The security threats and their importance according to the European citizens

Security Threats/ Years Terrorism Organised 
Crime

Natural and Man-
Made Disasters Cybercrime The EU’s External 

Borders

2011 %58 %54 %48 %43 -

2015 %65 %54 %37 %42 %40

2017 %76 %63 %53 %56 %51

Source: (Special Eurobarometer 464b on “Europeans’ attitudes towards security”)
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The distribution of citizens who see organised crime as a very important security threat is more di-
verse. Sweden (42%) and Estonia (22%) again are under the average of respondents who hold this view. 
The citizens of Bulgaria (82%) mostly see organised crime as a security threat.

In 21 of the 28 members of the EU, nearly half of the citizens think that natural and man-made disas-
ters are a very important security threat to the internal security of the Union. However, Bulgaria (74%) 
again stands out with the highest level of concern about this issue.

There are also significant country-level differences in the rates of citizens who think that cybercrime 
is a very important challenge to the internal security of the EU. In 20 of the 28 members of the EU, half 
of the citizens think that cybercrime is a very important security issue of the Union. The Netherlands 
(75%) and Cyprus (76%) are over the average level of the respondents.

Finally, in 21 member states of the EU, at least half of the citizens regard the EU’s external borders 
as a very important security threat. The highest rates of citizens sharing this view are found in Cyprus 
(67%), Hungary (70%), and Bulgaria (81%) (Special Eurobarometer 464b, 2017, p. 21).

The data in Table 1 are required to understand whether the issues that the European Union regards 
as security threats are considered important by the citizens or not. However, when the Eurobarometer 
surveys are examined, it is seen that the perception of security threat of citizens is different. In order to 
understand the differentiation in the perception of threat, it is necessary to examine the 2011 and 2015 
Eurobarometer survey results.

According to the results of the 2011 Eurobarometer survey (Special Eurobarometer 371, 2011, pp. 
19-22), the main challenges to the European Union security were identified as economic and financial 
crises (34%), terrorism (33%), and organised crime (21%). Between 10% and 18% of European citizens 
considered poverty, irregular immigration, corruption, environmental issues/climate change, natural and 
nuclear disasters and the security of EU borders as the important security challenges facing the EU. Less 
than 10% of European citizens cited cybercrime, wars and civil wars, religious extremism, and petty 
crime as security threats. Economic and financial crises were accepted as the most important security 
issues by the citizens. Greece (59%), Cyprus (58%), Spain (56%), Ireland (53%) and Hungary (50%) 
mentioned that economic crises as the most important challenge, while France (17%) and Latvia (17%) 
were least likely to regard economic and financial crises as a security threat. Terrorism was the second 
accepted security challenge. Denmark (53%), Bulgaria (41%) and the United Kingdom (41%) are mainly 
mentioned about terrorism. The third-ranked threat organised crime was most likely to be determined 
as a security threat by citizens in Austria (44%) and Ireland (42%).

According to the results of the 2015 Eurobarometer survey (Special Eurobarometer 432, 2015, pp.19-
21), the main challenges to the European Union security were identified as terrorism (49%), economic 
and financial crises (27%), organised crime (23%), poverty (23%) and corruption (23%). While terror-
ism has increased its proportion from 33% to 49%, the economic and financial crises has decreased 
from 34% to 27% for four years period of time. Between 11% and 20% of European citizens considered 
religious extremism, irregular migration, cybercrime and civil wars and wars as the important security 
challenges facing the EU. Less than 10% of European citizens cited petty crime, insecurity of the EU’s 
external borders, environmental issues or climate change, natural disasters and nuclear disasters as se-
curity threats. Terrorism was the most mentioned security threat in 15 countries, and the proportion of 
respondents who accepted terrorism as the main challenge ranged from 62% (Malta) and 60% (Denmark) 
to 22% (Latvia) and 25% (Slovenia). Economic and financial crises were the second accepted security 
challenge. Estonia (36%) and Finland (31%) were thought that the economic and financial crises were 
the most important security threat for the EU.
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As can be seen, the perceptions of security threats of citizens and the security threats of the Euro-
pean Union are similar except for the economic and financial crises. In this context, it is necessary to 
take a brief look at the issues that the European Union considers as a security issue. Finally, it will be 
evaluated why it is accepted as a security threat and what are the effects of the economic crisis on the 
European Union and its citizens.

Terrorism

According to the EU Internal Security Strategy in Action, terrorism is the main security threat to the 
European Union. As an international organisation, one of the main aims of the European Union is to 
provide national security and protect the state and its citizens from the terrorist attacks (Lugna, 2006, 
p. 101). The proof of this situation can be traced back to 1977 when ‘the European Convention on the 
Suppression of Terrorism’ was signed. Even though it did not make a definition of terrorism, it tried 
to explain the procedural nature of terrorist attacks (Dumitriu, 2004, p. 586). After the terrorist attacks 
in New York and Washington in September 2001, the European Union member states are being at the 
target of terrorist attacks as well. Fear of terrorism is especially prominent in some countries that have 
recently experienced terrorist attacks (Dennison, Franke & Zerka, 2018, p. 3).

Since 2004, many EU countries have lost hundreds of citizens in terrorist attacks. The bloodiest of 
these events was seen in 2004, at the capital of Spain, Madrid, the bombs were placed on three separate 
trains. The suicide bombing in London, England in 2005; the bomb attack in Oslo, Norway, in 2011; the 
armed attack to the office of Charlie Hebdo, the humour magazine and bomb attacks in Paris, France 
in 2015; the suicide attacks at the airport and metro station in Brussels, Belgium in 2016; the truck at-
tack in Nice, France and Berlin, Germany in 2016; the attack in a concert in Manchester, UK in 2017; 
the minibus attack in London, UK in 2017 can be listed as the most important terrorist events facing 
European countries. These terrorist attacks began in the form of bomb attacks but have changed over 
time. The use of vehicles such as minibuses and trucks, which can now be arranged more easily instead 
of bombs, makes it harder to prevent them. Therefore, the European Union and the citizens of the Union 
see terrorism as the most serious security threat. As it can be seen, the European continent has been 
combating both internal and international terrorism for a long period (Zimmermann, 2006, p. 123).

The threat of terrorist attacks remains real and serious, and several member states are the targets of 
separatist and extremist terrorism. The EU should find out some solutions in order to prevent terrorism 
(The EU Internal Security Strategy in Action, 2010, p. 1). In order to minimise the effects of this threat, 
the security strategy has been launched; so, it can be said that ‘concerted European action is indispens-
able’ (Lugna, 2006, p. 101). Thus, the Union concentrated on the fight against terrorism and made some 
implementations (Zimmermann, 2006, p. 123).

The Union has decided that there is a common threat and it should be a European approach to 
counter-terrorism. The 2003 European Security Strategy was prepared for this reason. According to the 
strategy, the danger of terrorist groups who use biological, chemical or nuclear bombs on the European 
continent should not be underestimated (Keohane, 2005, p. 6). Since the bloodiest terrorist attack in 
Madrid, the Union is trying to create a common policy to fight with terrorism. Although the European 
Union has fought with terrorist groups such as ETA and IRA; confronting the attacks of cross-border 
terrorist groups requires urgent and long-term measures (Keohane, 2005, p. 1).

The European Union has been trying to help member states to fight with terrorist groups, but there 
are some limitations. First of all, the EU is not a national government, so it cannot arrest terrorists, or 
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it cannot track them by spies or satellites. Governments have to carry out most of their activities at the 
local level. Secondly, counter-terrorism is not a policy area, so there is a need the approval from most 
of the governmental departments of states. Because counter-terrorism is related to many policy areas 
such as defence policy or border control, trying to coordinate the member states governments at the 
EU level can be very difficult (Keohane, 2005, pp. 2-3). At the national level, the EU members have 
adopted some policies to defend themselves against terrorism. They have adopted legislative measures 
and policies in order to facilitate cross-border cooperation by national authorities and intelligence agen-
cies (Vries, 2005, p. 3). However, at the international level, the Union is not seen sufficient to put an 
end to the threat of terrorism (Zimmermann, 2006, p. 139). Terrorism will remain the core elements in 
shaping international policy efforts in Europe because as it can be seen at the Eurobarometer surveys, 
both the citizens and the policymakers of the Union have perceived the terrorism as a major threat to 
European security (Deflem, 2006, p. 354).

Organised Crime

According to the EU Internal Security Strategy in Action, organised crime is the second security chal-
lenge of the European Union. It is noteworthy that organised crime has been one of the major threats to 
human being which has so many effects on the social, economic, political and cultural development of 
societies throughout the world. Organised crime can be seen in many ways such as “drug trafficking, 
trafficking in vehicles, trafficking in firearms, the smuggling of migrants, or money laundering” (Chang, 
Lu & Wang, 2013, p. 131). It should be underlined that there is a difference between organised crime 
and crime. Organised crime has a level of continuity and a level of coordination. And many analysts 
believe that it is not easy to obtain reliable information about organised crime rather than about crime 
(Holmes, 2009, p. 272).

After the Second World War, criminal activities have been raised and has become a severe socio-
economic problem in the world. In 2008, the crime rates of six countries in the world were prominent: 
the UK, the Netherlands, Germany, Canada, France and South Africa. This trend is related to a new 
phenomenon: while the organised crime rate in the U.S. has declined, the organised crime rate of the 
European countries has risen (Chang, Lu & Wang, 2013, p. 130). The term ‘organised crime’ has been 
famous in the US. While the attention was paid to the US, the European countries did not notice how 
serious was the organised crime. Some countries have begun to interrogate whether there is an organised 
crime problem or not. Only Italy did not need to ask that question, because it has its organised crime 
problem in the form of the Sicilian mafia since the 19th century (Van Duyne & Vander Beken, 2009, 
p. 263-264). Some of the member states have been aware of the ‘organised crime’ threat, but for some 
others, it has taken some time to discover it. Nowadays, they all discover organised crime problem, but 
still, their interests are at the forefront of their agenda (Van Duyne & Vander Beken, 2009, p. 263).

From the 1990s, the term organised crime has been mostly known by all the members of the EU. Even 
though it is difficult to find out a common interest about the organised crime for the member states, ‘the 
Action Plan to Combat Organized Crime’ has adopted by the Ministers of Justice and Home Affairs. It 
includes some regulations for fighting against organised crime in the member states of the EU. However, 
this call for unification was underestimated by the states, so they have continued to apply their policies 
and rules in order to fight against organised crime (Den Boer, 2001, p. 259).

As criminal networks operate internationally, the Union should take implementations at the inter-
national level. The human trafficking, child exploitation, drugs trafficking, arms trafficking or illegal 
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shipment and dumping of waste can be accepted as the main organised crime problems. In order to solve 
this problem, the European Union should strengthen its existing cooperation between law enforcement 
and judicial authorities in the members and its institutions. The organised crime is accepted a security 
threat both for the European Union policymakers and the European citizens. So, Europol and Eurojust 
should be more aware of the importance to fight serious cross-border crime and the traditional fields 
of organised crime activities such as drug trafficking and trafficking in human beings (The EU Internal 
Security Strategy in Action, 2010, p. 1).

Although there are so many efforts by the Union to make a general definition of the term ‘organised 
crime’, each member state continues to apply their policies, methods or formulations in order to fight 
against the organised crime (Den Boer, 2001, p. 260). If the need to cope with the trans-border organ-
ised crime can be understood, the differentiation of criminal law and organisational harmonisation can 
contribute to a more effective fight (Edwards & Gill, 2002, p. 219).

CyberCrime

According to the EU Internal Security Strategy in Action, cybercrime is the third security threat to the 
European Union. Cyber is accepted as the area in which, the European Union member states feel most 
vulnerable (Dennison, Franke & Zerka, 2018, p. 6). For the development of humanity, technological 
innovations are needed. However, it can cause to one of the most dangerous global threat which is cy-
bercrime. It can be described as a new kind of traditional terrorist activity because it has been committed 
by using new technologies. Terrorist groups have changed their attack style from conventional to cyber-
attacks. Because via cyber-attacks, they can reach much further and can have graver consequences than 
conventional terrorism (Tehrani, Manap & Taji, 2013, p. 208).

Cyber-attacks have become a more and more important issue because of the lack of global solution. 
Although there are regional and national regulations, there is a need for international law to deter cyber-
attacks. Without international cooperation, it can be difficult for national governments to draft a law 
related to cybercrime. The network technologies have a complex structure for the understanding of national 
authorities (Gercke, 2009, p. 410). Thus, the existing international agreements should be reviewed so 
that effective solutions can be found for cyber threats (Tehrani, Manap & Taji, 2013, p. 207). Moreover, 
the support of the international organisation like NATO and the EU is crucial. The coordination between 
these international organisations can help to fight against cyber-attacks (Bendiek, 2012, pp. 19-20).

For the security-related issues, the cyber-security has a high-priority (Rughinis & Rughinis‚ 2014, 
p. 111). Like the organised crime, cyber-attacks have also seen in the United States. Since two decades, 
European countries have had to meet some cybersecurity challenges. (Sliwinski, 2014, p. 468). While 
the US can take some measurements suitable to its sovereign authority, European governments have had 
to take measurements firstly at the national level to develop cybersecurity policies (Ilves, Evans, Cilluffo 
& Nadeau, 2016, p. 127). The use of the internet for terrorist attacks has resulted in the efforts of the 
European Union to work to prevent these attacks (Argomaniz, 2015, p. 250). In order to ensure informa-
tion security, the EU has primarily focused on data protection and regulation of the telecommunications 
sector. As a result, in 1999, the Directive on Data Protection has been launched to unify the EU national 
rules on data protection. In 2002, the regulatory framework on telecommunications established security 
requirements for internet service providers. In 2004, the European Network and Information Security 
Agency (ENISA) was established. In 2010, the European Union Computer Emergency Response Team 
(CERT-EU) was created which has concentrated on the security of EU institutions (Ilves, Evans, Cilluffo 
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& Nadeau, 2016, p. 131). In 2010, the European Commission proposed an action plan to fight against 
cybercrime. According to the Commission, the cybercrime is naturally borderless, so there is a need to 
offer effective and satisfactory cross-border provisions (Bendiek, 2012, pp. 19-20). The examples of 
attacks against information systems have significantly increased in recent years. Every individual and 
business using the internet can be a subject to cybercrimes such as ID theft and credit card fraud. The 
Commission established a cybercrime centre in 2013, improving cooperation between the members of 
the EU and the EU institutions in the fight against cybercrime. (The EU Internal Security Strategy in 
Action, 2010, p. 1). The European Union has been trying to implement a new legal framework which has 
a three-way solution. First of them is the reduction of frictions among national legislation; the second 
one is the introduction of new investigative powers; and the third one is the facilitation of international 
cooperation (Calderoni, 2010, p. 339). The Eurobarometer surveys have also shown increased concern 
about the cybercrime. Even though there are so many developments related to fighting against the cy-
bercrime, the new technologies and the globalisation process can increase the cyber-attacks (Marion, 
2010, p. 709).

Natural and Man-Made Disasters

According to the EU Internal Security Strategy in Action, natural and man-made disasters are seen as 
a security threat as well. While the European Union has shown the negative effects of it, it has also 
underlined its risk that varies according to geography and climate. In the European continent, while the 
southern states are generally exposed to earthquakes or forest fires, the northern states cope with flooding 
or snowfalls. The natural disasters are generally related to climate change. Thus, when the Eurobarometer 
surveys investigated, rather than under the name of the natural disasters, climate change can be seen 
as a security threat. Moreover, other crises like energy shortage or some major industrial accidents are 
determined as man-made disasters. The European Commission has been trying to implement some mea-
sures in order to minimise the effects of all natural, accidental and malicious threats and hazards to the 
countries (The EU Internal Security Strategy in Action, 2010, p. 1). Related to natural disasters, attempts 
to create a common environmental policy is seen as crucial for the European Union. Especially with the 
Lisbon Treaty in 2009, the agriculture, energy and transport sectors which are accepted environmentally 
important are at the process of ratification so that the international environmental politics should be 
shaped. As a result, the effects of climate change can be minimised (Bensona & Jordan, 2010, p. 468).

The EU’s External Borders

According to the EU, the Internal Security Strategy in Action, the control of the EU’s external borders 
is the last security threat to the European Union. The issues related to the EU’s external border controls 
and surveillance have been viewed generally as a migration problem. According to some researchers, 
it is also an organised crime issue. However, the EU Internal Security Strategy has accepted that the 
control of the illegal migration, preventing from the trafficking of persons and protecting the external 
borders are the main problems of the EU associated with the security threats (The EU Internal Security 
Strategy in Action, 2010, p. 1).

While the European continent was initially in an emigration position, it became more and more 
popular migration areas after the Second World War (Jandl, 2007, p. 292). The reasons for migrations to 
Europe can be attributed to the social, economic and political changes occurring within the framework 
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of increasing globalisation; the collapse of the Soviet Union; the increasing level of poverty in Africa 
and regional wars. Along with the development of the European Union, the changes in the borders of 
Europe and border controls are also important factors in the migration to Europe. The factors that make 
the migration to European countries attractive are; lack of labour, comprehensive social security poli-
cies, strong economies, democratic systems and political and social stability in the European countries 
(Ultan, 2016, p. 47). However, migration is one of the most controversial issues in Europe. The flows 
of asylum-seekers, labour migrants or irregular migrants have been generally associated with different 
problems, such as terrorism, criminality and social unrest (Léonard, 2010, p. 231).

The debates on the free movement of people began since the 1980s. Economic developments as a 
result of globalisation, the effects of organised crime, terrorism and international migration have made 
the concept of border management a socio-political issue that must be examined not only in the Euro-
pean Union but also in the whole world. Especially after the terrorist attacks of 11 September 2001 and 
11 March 2004 Madrid, the increasing terrorist threat and illegal movements brought the management 
of the external borders to a priority position. These attacks, which have influenced both national and 
international security policies of countries, have increased the importance given to justice and home 
affairs in the European Union (Jorry, 2007, p. 1).

Especially, eastern and southern European countries were concerned about illegal and irregular mi-
gration into their countries more than the other parts of the European continent. As it can be understood 
from the Eurobarometer surveys, according to Slovenia, Austria, Hungary, Bulgaria, Greece, Malta, 
and Italy, the control of the external borders is the most significant threat they face (Dennison, Franke 
& Zerka, 2018, p. 3). In recent years, both southern and northern member states have strengthened the 
internal surveillance systems on irregular migrants. To establish the controlling and identifying systems 
are at the agenda of all the member states (Broeders & Engbersen, 2007, p. 1592). With the EURODAC 
(European Fingerprint Data Bank) contract, which was put into effect in 2000, the European Union 
started to take fingerprints of foreigners who applied for asylum or illegally entered a member country. 
With the opening of fingerprint information among the member countries of the Union, it is aimed to 
try to prevent any negative situation beforehand. With the ‘Passenger Name Records’ (PNR), which was 
adopted in 2001, anyone who wants to enter EU territory it has become to be recorded (Broeders, 2007, 
p. 72). The foundation of the EU’s border agency FRONTEX can also contribute to the prevention of 
the internal security and to combat with the crime, especially the trafficking of persons, at the external 
border of the EU. The European Border Surveillance System (Eurosur) is also related to the control of 
migration and the external borders (The EU Internal Security Strategy in Action, 2010, p. 1).

Organised crime activities such as illegal migration, drug trafficking and human trafficking that 
threaten the internal security of the European Union are increasing. Organised crime organisations have 
increased their activities in the member states of the EU by benefiting from the opportunities of free 
movement. This situation led the European Union countries to make further cooperation between not 
only the other countries but also the other international organisations.

The Economic and Financial Crises

With the impact of the global economic crisis, which was the deepest crisis of the world economy since 
World War II, started in 2008, the demand for goods subject to international trade decreased, and trade 
finance problems began to emerge. The contraction in global trade volume indicates the largest decline 
in global trade in almost forty years (Shelburne, 2010, pp. 1-2). The crisis in the American subprime 
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mortgage market triggered a financial and economic crisis that few people expected that it could be ef-
fective on the whole world economy (Lallement, 2011, p. 627).

The economic crisis that hit all of the world economies has quickly travelled from the US and the UK 
to the rest of Europe like Ireland, Greece, Portugal, Spain and Italy with a domino effect (Bellucci, Lobo 
& Lewis-Beck, 2012, p. 469). The 2008 economic crisis that spread all over the world has also affected 
the European Union countries (Heyes, 2013, p. 72). In all EU countries, particularly Greece, the effects 
of the economic crisis continue, and the unemployment problem remains serious. Economic crisis leads 
to an increase in unemployment rates in Europe. On the other hand, it is seen that there are cuts in the 
salaries and social security expenditures of those who protect their jobs (Ultan, 2016, p. 74). The EU 
integration process, which has been successfully continued for more than half a century, is facing with 
maybe the most serious sustainability test throughout its history (Dabrowski, 2010, p. 39).

This economic crisis, which affects all the European Union countries, is seen as a security threat 
by the citizens of the Union. Unlike other security threats, this time, there is a process that affects the 
economies of countries and directly reduces the welfare of citizens. Citizens see economic and financial 
crises as a threat to the security of the European Union, and perhaps they are afraid that an ongoing euro 
crisis can cause to the disintegration of the EU which established for economic purposes. However, the 
European Union does not accept the economic crisis as a threat; it considers this a global problem and 
tries to take economic measures to solve it.

CONCLUSION

Many of the perceived threats are spreading increasingly to all of the European Union countries. The 
threats are not constrained by national borders, and they are not restricted to one part of European society. 
That is the reason why security threats generally affect the European Union as a whole. The main aim of 
this study is to compare the determined security threats by the European Union and the perceived security 
threats of the European Union citizens. The European Union has defined the security issues within the 
EU Internal Security Strategy in Action which was accepted in 2010. The perception and awareness of 
the citizens regarding the security issues are analysed from the Eurobarometer surveys from 2011 to 2017.

The results of the surveys show that nearly all of the citizens are seen terrorism and organised crime 
as security threats. This situation underlines that the European Union and citizens consider the same 
issue as a security challenge.

European citizens often feel safe within the borders of the Union. However, when the Eurobarometer 
survey results are examined, it is understood that citizens have serious doubts about security within the 
last 20 years. Terrorist attacks have the most important role in making citizens feel insecure. Although 
the European Union tries to take care of security, uncontrolled external factors and non-predictable 
situations have a negative impact on the perception of security of citizens. It is not right to limit this 
situation only to terrorist attacks. Another issue that has recently affected citizens’ perception of security 
is cyber-attacks. There has been a significant rise in the proportion of people who see cybercrime as a 
new security threat. Cybercrime is increasing day by day, although there are measures taken both at the 
national level and the Union level. This situation makes it necessary to take more stringent measures 
in order to establish a secure environment. The majority of the citizens think that cooperation between 
the local police and national law enforcement authorities will lead to positive results in the fight against 
crime and terrorism.
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When the Eurobarometer surveys are examined, it is understood that citizens are aware of security 
issues and they know the areas under which both national security and security at Union level are threat-
ened. However, it is noteworthy that at some point the security perception of the European Union and the 
perception of citizens differ. Unlike most citizens, who think that the economic and financial crisis is a 
security threat, the European Union does not consider it as a threat. Especially in the surveys conducted 
in 2011 and 2015, it was observed that the economic and financial crisis was considered as a security 
threat by the citizens. Economic crises dominate the thoughts of many European citizens, and it is the 
most mentioned threat to both the national level and international level. Besides, citizens take poverty 
to the upper of the list. However, the fact that the Union does not consider this issue as a security threat 
constitutes one of the important differences between the citizens and the European Union’s security 
perceptions. Most of the citizens agree that all of the determined security threats by the European Union 
are crucial challenges to the internal security of the European Union. Most important of them are ac-
cepted as terrorism, religious extremism and organised crime. However, cybercrime is seen as the most 
increased threat over the years.

As a result, it is understood that the European Union and European citizens generally see the same 
issues as security threats. However, in a more detailed study, individual security perceptions of countries 
can be examined, and their differentiation from the Union policies can be analysed. This situation is the 
subject of a different study, but it is not difficult to predict that countries will make comments in line 
with their interests and in line with their own security problems.

Since the foundation, the European Union has faced many problems and has continued to cope with 
these problems. Thus, if security problems can be identified clearly and these problems are the same 
with the perceptions of the citizens; it is thought that via a common policy, problems and threats which 
the EU has faced to can be dealt with efficiently and easily.
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ABSTRACT

Providing the energy security of European Union has become one of the most significant issues for 
European politicians and academics, especially after the Ukrainian crisis with Russia. The most critical 
point is the fact that there is not a common policy of EU countries concerning energy security. Individual 
choices of member states have more influence on the energy supply. EU’s failure of developing a com-
mon policy for the security of energy supply has led to disagreement about other foreign policy issues. 
Different reactions among EU member states about sanctions against Russia after the Russian annexa-
tion of Crimea in 2014 has been the most recent example. Common policy of energy security is the 
diversification of resources and suppliers. Accordingly, with their hydrocarbon resources, Azerbaijan 
and Central Asian states have become alternatives for EU.

INTRODUCTION

Along with the advances in technology, the global need for energy resources has been increasing rapidly. 
Cycle of life in the universe can only keep going on if all actors -including the individuals, who are the 
smallest actors of the system, and states, which are considered fundamental actors in the system- have 
steady and secure access to energy. This is why policy makers in all countries have to provide uninter-
rupted, secure, clean and cheap energy and absolutely diversify these resources (Pamir, 2003: 1). Energy 
policies are shaped as per main foreign policy principles and short-, mid- and long-term interests of 
states, and depending on international developments and decision-makers’ approaches; therefore, energy 
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policies have not only economic but also strategic and political aspects (Memmedli, 2017: 207). Hence, 
resource-rich countries adopt policies to promote their interests by using energy as a threat for their 
political and strategic interests -even if they suffer economic losses (Memmedli, 2017: 207).

Ensuring energy security in the international system is essential both for the countries holding the 
energy resources and for the countries that lack and demand these resources. Therefore, energy, which 
is considered to be the main driver of the economy, cannot merely be regarded as the most important 
budget item for states that hold this power. Besides, maybe more importantly, this power is used as a 
crucial means of pressure boosting the power of deterrence in foreign policy. Inversely, it turns into a 
factor that restricts the ability of the countries lacking this power to maneuver in foreign policy. The EU 
countries could not fully implement the sanctions they put forward against Russia following the occupa-
tion of Crimea because Union countries are extremely dependent on Russian resources. Consequently, 
the issue of energy security, which has been high on the European agenda especially since the oil crisis of 
1970s, has turned into one of the most important obstacles for the EU’s common foreign policy-making, 
hence further integration, as made evident by the Crimean crisis.

Giant shares of the former Soviet Republics -which became independent following the dissolution 
of the USSR- in the global energy pie caused many and primarily Western countries to focus on this 
region. In this context, Azerbaijan and Central Asian countries with their rich hydrocarbon resources 
were viewed as an important opportunity for the EU countries, which import a significant part of their 
energy needs and are extremely dependent on Russia, particularly for natural gas. However, there are a 
number of obstacles for the countries in the region to engage in the energy trade with the EU. Firstly, as 
per the policy that could be best described as “all pipelines lead to Moscow” of the communist system 
where everything is centrally governed, Russia has historically held the pipeline monopoly over the 
countries in the region. In early 1990s, it was not possible for these countries wanting to sell their re-
sources to external markets to pursue an independent energy policy due to Russia’s domination over the 
“pipelines”. Consequently, these countries had to export energy to Russia far below its actual value for 
many years. This fact led the EU to prioritize technical assistance programs such as TACIS, INOGATE 
in its policy toward Azerbaijan and Central Asian countries.

This context naturally created a cooperation potential based on mutual benefit for the EU and Azer-
baijan and other resource-rich Central Asian countries. Primary research topic of this study comprise 
on the one hand, the European Union, which aims to meet the energy demands of its member countries, 
to transport the demanded energy in a secure manner, and to pursue all of these energy policies on com-
mon ground across all members of the Union and on the other hand, relevant policies of Central Asian 
countries and Azerbaijan - at a rather micro level -, which face several marketing challenges despite the 
rich energy resources they have.

The study will primarily touch upon the definitions of energy and energy security concepts, chrono-
logically address the evolution of the concept of security throughout the history, and then tackle the 
concept of energy security, which is just as critical as the concept of energy. These definitions will be 
followed by the historical evolution of the European Union’s common energy policy, an assessment of 
the EU policy toward former Soviet regions in the aftermath of the Cold War, with special focus on 
Azerbaijan and Central Asia as part of the EU’s energy security.
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CONCEPTUAL FRAMEWORK: WHAT IS SECURITY AND ENERGY SECURITY?

Security has always been a primary concern for humanity. The need for security, which represents the 
second tier following physiological needs such as shelter, food, drink in Maslow’s hierarchy of needs 
(Kula and Çakar, 2015: 194), is described by the Turkish Language Institution (TDK) as, “smooth op-
eration of the legal order in the daily lives of the community, the state of living free of fear, safety” in a 
way to confirm Maslow (TDK, http://www.tdk.gov.tr/index), and as “the absence of threats to acquired 
values, from an objective point of view, and the absence of fear that such values will be attacked, from 
a subjective point of view” by Arnold Wolfers, who tackled security on the basis of the word “threat” 
(Wolfers, 1952: 485). With several different definitions, the concept of security has been a major dynamic 
governing the relations between the players of the international system throughout history. Considering 
these players are also individuals regardless of the level of the player in question, the need for security 
remains the top requirement for survival so as to create a safe and steady environment and maintain their 
presence in the system (Yorulmaz, 2014: 103).

From the viewpoint of international relations, studies about security emerged in the US in the after-
math of the World War II as a relatively fresh field, though initially the focus was rather on the military 
aspects of the system with a narrower scope (Yılmaz: 70). Emergence of Hobbesian views prioritising 
power because of the realist school of thought, which was mainstream at the time, doubtless proved 
influential (Baylis, 2008: 70). From this viewpoint, the concept of security is defined by realism based 
on “permanent atmosphere of insecurity” or “state of not being in safety” (Sandıklı and Emeklier, 2012: 
6), and realists believe that lack of any central authority to ensure the security of states, which are con-
sidered to be the major players of international relations, result from advancement of the international 
system in anarchy (Milner, 1991: 67). Pointing out that the main objective of States is to come out as 
winners in power struggles they engage in to realize national interests, realists qualify military, security 
and strategic issues as high politics, and socio-cultural, economic issues, to which they attach relatively 
little importance, as low politics (Aydın, 2004: 41). The mechanism of realists, which put the state in the 
center to such an extent and ensure national security through instrumentalization of the military power, 
facilitates pursuing state-led policies on the one hand, while overlooking some non-state actors when 
it comes to issues not directly linked to state security, on the other (Aydın, 2004: 41). During the Cold 
War era that took place on the axis of realism (in particular, end of 1960s and early 1970s), deterministic 
perspective of realism, equating behavior of States with human nature, were criticized along with socio-
economic and environmental developments occurring at global level (Bakan and Şahin, 2018: 141), and 
the said criticism of realism paved the way for the revision of the theory, which was updated into the 
concept of neo-realism. Kenneth Waltz, leading philosopher pioneering this new realist concept, also 
known as structural realism, as well as Hedley Bull offered fundamental definitions of neo-realism in 
their works, “Theory of International Politics” and “The Anarchical Society”, respectively (Bakan and 
Şahin, 2018: 141). Neorealists continue to view the state as the major actor while arguing that besides 
military-strategic issues, economy has become a particularly decisive factor in international relations 
and that realists have neglected that fact (Aydın, 2004: 47).

Evidently, neo-realism narrative as such was largely influenced by the economic crises, which oc-
curred in the 70’s and had a severe impact on the international system and in particular on States, and 
multinational corporations, which were around during these crises and had the potential to create sub-
stantial impact on the global economy. Oil supply issues in the Middle East, resulting from these crises, 
laid the foundations of today’s “energy security” concept. The Oil Crisis of 1973 in particular, shaped 
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today’s energy security concept to a considerable extent, and the state of shock this crisis caused in the 
domestic economic structure of states as well as in the international system triggered the re-definition 
of the concept of security (Çelikpala, 2014: 81).

As a result of this expansion in the perception of security, a group of philosophers, led by the Copen-
hagen School, basically focusing on non-military security aspect of Europe, started studying security 
issues with economic, social, community and environmental dimensions that stretch beyond the military 
concept (Baysal and Lüleci: 71-72). By 2000s, now-expanded security fields already covered issues such 
as “energy security”, “social security”, and “cyber security”, while the concept of “military security” 
was also expanded with the addition of “international terrorism” (Aydın, http://www.mustafaaydin.gen.
tr). Energy security, one of the expanded concepts, became a key issue at both political and academic 
level, in an international system where energy is the top reason for conflicts. Energy security, briefly 
described as the delivery of the energy generated by the supplier in the most affordable, reliable manner 
and via the shortest possible route to the buyer, is defined by the IEA (International Energy Agency) as, 
“the uninterrupted availability of energy sources at an affordable price” (IEA, https://www.iea.org/top-
ics/). As per the classification known as the 4 A’s of Energy Security rule, developed by the Asia Pacific 
Energy Research Centre, energy security is formulated as follows:

1.  Availability,
2.  Accessibility,
3.  Acceptability,
4.  Affordability.

(Cherp and Jewell, https://www.sciencedirect.com/science).
Based on this formula, energy security requires:

1.  Creating a process for a predictable future which will not be affected by crises,
2.  Supplying enough energy to meet the consumer demand (volume issue)
3.  Steady and uninterrupted energy transmission (transmission issue),
4.  Affordable energy supply to the market (Anlar, 2017: 61).

Rapid technological advances of recent years have led to a sharp increase in the demand for energy, 
and the resulting imbalance between the energy supply and demand has made it increasingly challenging 
to ensure energy security. An additional cause for concern in terms of energy supply security comprise 
armed conflicts occurring in areas, where the existing pipelines run through, of the Middle East, the 
Caucasus and Central Asia, which are also known as the most important energy fields of the world and 
are critical in terms of Europe’s energy supply security. These acts, referred to as “energy terrorism”, are 
extremely detrimental not only to the countries where conflicts occur, but also to international energy 
markets.
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IS THERE A COMMON ENERGY POLICY OF THE 
EUROPEAN UNION? HISTORICAL BACKGROUND

Even though adopting a common policy in energy has been one of the longest-standing (given that two 
out of the three founding treaties of the EU are energy-related) and major objectives of the European 
Union, the fact that there is yet to be a single strategy on the issue, adopted across all member states, and 
that member states have completely differing energy plans lead to divergences in other areas. From this 
viewpoint, lack of a common energy policy in place for all EU countries is still one of the key obstacles 
before the objective of further integration of the union. However, some authors emphasize that the 
energy policy of the Union is not in contradiction with the EU integration as it is claimed since the EU 
governance system is different from other governance systems with a unique and multi-layered structure 
(Dursun, 2011:105). This system distinguishes the EU among other integration models in that decisions 
are taken both at national and supranational level and while some areas are of supranational quality at the 
community level, others are subject to shared authority between member states and community agencies. 
While energy policy was previously an area strictly controlled by the member states and the mandate 
was jointly used by the community and the member states as part of shared powers, it has increasingly 
become an area in which regulatory powers of the community extended (Dursun, 2011: 105).

As mentioned before, even though there is no common energy policy covering all EU members, 
founding documents of the Union aimed to follow a common strategy about coal and nuclear energy, 
and energy security has always been high on the agenda since the founding stage of the EU – though its 
content changed depending on periods. The European Coal and Steel Community (ECSC-1951) aimed 
to jointly process coal, which was the most critical energy resource in Europe back in those days and had 
been a cause of war for years, as well as to prevent war between France and Germany, while the European 
Atomic Energy Community (EURATOM-1957), which was established later on, aimed to develop peace-
ful uses of nuclear energy. Numerous meetings were held as of 1951 to identify a common strategy in 
the field of energy and reports were issued on the subject. For example, in 1962 the “1962 Memorandum 
on Energy Policy” was published, while a paper was published on oil and natural gas in 1966, and the 
Commission proposed the “First Orientation to a Common Energy Policy” in 1968 (Dursun, 2011: 39). 
The “Council Directive” of 1968 requires member states to maintain some stocks of oil as a safeguard 
for any eventual crisis, the “First Guidelines for a Community Energy Policy”, published by the Com-
mission on 18 December 1968, highlighted for the first time the need for a Community Energy Policy 
(Dursun, 2011: 43). The Council Directive of 1972 required member states to submit biannual reports 
to the Commission on the amount of crude oil and natural gas they imported as well as the amount of 
crude oil and natural gas they intend to import annually (Dursun, 2011: 39). The said documents aimed 
to ensure that the EU, which was extremely dependent on energy imports, emerge from any energy crisis 
that could arise in the international system with the least damage possible. Especially the oil crisis in 
1970s and after that, the Iranian Revolution in 1979 led the European politicians to place “energy secu-
rity” high on the agenda. This is why it is no coincidence that the EU declared its determination to have 
a common energy policy for the first time and in the most definite terms with the Council decision on 
17 September 1974 (Kesbiç and Şimşek, 2001). The Council announced a new decision called “Com-
munity Energy Policy – Objectives for 1985” on 17 December 1974, as a result of the studies initiated 
by this decision. In the following period, the Council also set out a number of strategies to achieve the 
ideal of common energy policy (Kesbiç and Şimşek, 2001).
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Although the founding documents of the EU (the Paris Treaty establishing the ECSC and the Treaty 
for the European Economic Community creating the European Economic Community in 1957) do not 
have a direct provision about energy, a number of amendments introduced to the founding Treaties in 
the following period aimed to ensure cooperation in the energy sector. The Single European Act, the 
first one of these acts and the first one to bring about the most comprehensive revisions to the founding 
treaties of all three communities creating the EU, (1987) introduced some innovations about creation of 
the single market as well as about sensible and rational use of natural resources. Creation of the single 
market thus formed the energy policy by including electricity and natural gas in the internal market, 
and environmental protection issues were covered under treaties for the first time (Dursun, 2011: 53). 
Likewise, the Maastricht Treaty, also known as the European Union Treaty, (1992) adopted sensible 
and rational use of natural resources (article 130) as a principle (Maastricht Treaty, https://ec.europa.eu/
energy/..). Even though the Treaty of Amsterdam entering into force in 1999 does not have a provision 
directly regulating a common energy policy, the Lisbon Treaty of 2009 included the issue of energy 
among areas where the Union will use shared competence (Article 2C) to establish measures appropri-
ate to the economic situation in a spirit of solidarity between the member states for the supply of certain 
products, notably in the area of energy (Lisbon Treaty Chapter 5, Difficulties In The Supply Of Certain 
Energy Products). Similarly, under Chapter XX of the Treaty (Article 176 A) on the functioning of the 
internal market, it is stated that necessary measures will be established so as to a. ensure the functioning 
of the energy market, b. ensure security of energy supply in the Union, c. promote energy efficiency and 
energy saving and the development of new and renewable forms of energy, d. promote the interconnec-
tion of energy networks (Lisbon Treaty, https://eur-lex.europa.eu/legal..). The Treaty of Lisbon, which 
has introduced critical revisions to founding treaties and past decisions with a view to ensure further 
integration of the EU and as such, is one of the most important documents in terms of institutionalization 
of the EU, is also a fundamental document in terms of creating a common energy policy.

Energy strategy of the EU, which is not self-sufficient in energy, is based on ensuring a steady supply 
of energy with reasonable prices and conditions, and on an increased number of supplier countries and 
diversity of resources. Furthermore, building an energy policy focused on research and development of 
renewable energy technologies is an important objective of the EU, which views environmentally-friendly 
nuclear energy as an alternative (Kesbiç and Şimşek, 2001). In this framework, the EU Commission set 
out the “Energy Union Strategy”, comprising five dimensions to provide safer, low-carbon, affordable 
and sustainable energy. According to the new principles set out for the governance of the energy union, 
the EU countries are required to develop integrated national energy and climate plans covering these 
five elements for the period from 2021 to 2030. The five elements in question are as follows; (A Policy 
Framework for Climate and Energy in the Period From 2020 to 2030; European Commission, Energy 
Union and Climate):

1.  Security, Solidarity and Trust: engaging in a closer dialogue with the member states with a view 
to diversify energy resources and ensure energy security of Europe,

2.  A Fully Integrated Internal Energy Market: free movement of energy within the EU borders without 
technical or legal constraints. This will enable energy providers to offer optimum prices in energy 
while being able to compete freely and promote renewable energy.

3.  Energy Efficiency: the EU aims to increase energy efficiency in an effort to reduce its dependency 
on energy imports, to decrease emissions and to promote growth.
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4.  Climate Action – Decarbonising the Economy: Implementing emission-reducing policies and 
laws, shifting toward low-carbon economy and meeting the EU commitments related to the Paris 
Agreement on climate change.

5.  Research, Innovation and Competitiveness: supporting research and innovation in low-carbon and 
clean energy technologies that could increase the competitiveness of the EU.

Energy policy of the EU is currently under development and represents a process that is developing 
and changing every day, just as the institutional and legal structure of the community itself does (Dursun, 
2011: 32). Energy policy of the Union has had an uninterrupted development since its creation and is 
tackled in four main phases. The following classification may be made thereof: the first phase compris-
ing the developments from the creation of the policy until the first oil crisis in 1973, the second phase 
starting with the oil crisis of 1973 ending with the Single European Act of 1987, the third phase covering 
the activities starting with the “Single European Act of 1987” ending by early 2000s when the “New 
Energy Policy” was underway, and the fourth phase comprising developments since early 2000s to this 
day (Dursun, 2011:32). In particular, the oil crisis that took place in 1970s had a negative impact also 
on union countries which then had a much higher dependency on imports, and institutionalization of the 
union as well as the further integration objective suffered from these developments. Some experts even 
believe that extension of the second enlargement phase until 1981, among other reasons, blocked the 
accession of new members into the union for a while because the union was affected by the energy crisis 
at the time. However, particularly the Maastricht Treaty, signed in 1993 and clearly set out the will to 
adopt a common foreign policy, increased the expectations to identify a shared energy policy. The basis 
of the said shared energy policy consists of increasing the diversity of resources and importer countries.

THE EU ENERGY POLICY TOWARD THE POST-SOVIET 
REGION IN THE POST COLD WAR ERA

With the dissolution of the Soviet Union in 1991, the European Union became a neighbor to former 
Soviet Republics which were then going through an economic and political crisis. This left the EU with 
issues such as illegal migration, civil war, border disputes and wars between countries. Developments 
occurring in geographical and political vicinity Europe within this period and accession of new mem-
bers to the EU in the aftermath transformed the borders of the Union as well as its neighbors. This has 
brought about new opportunities as well as new challenges, especially in terms of the security of the 
EU (Özdaşlı, 2016: 135). During this period, the EU adopted a multi-faceted strategy both in political 
and economic terms so as to ensure that the emerging system in the aftermath of the Cold War had a 
multipolar international structure in which the EU itself is a significant power, contrary to the imposi-
tion of the US in favor of a unipolar system. Thus, Brussels’ interest in the newly-independent countries 
emerging in the aftermath of the dissolution of the Soviet Union constitutes both a move to ensure stabil-
ity in its immediate vicinity while increasing its economic and political influence in these regions and 
a measure against the hegemonic pressure of the US as an important player in the struggle for global 
power. Additionally, the EU’s interest in the post-Soviet region also aims to decrease the Russian influ-
ence in those regions. As was the case in the past, the EU has no overall policy in the present day that 
covers all of the former Soviet republics. It has prioritized countries that are closer to the EU both in 
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geographical and religious-cultural terms instead. However, the EU’s attitude toward each country has 
shown a correlation with these countries’ stance on Russia.

In the aftermath of the dissolution of the Soviet Union, the newly-independent countries had three 
options. The first option: become an independent country, the second option: to continue the dependence 
on Russia, and the third option: to strike a balance between Russia and other players, particularly the 
Western countries. The EU prioritized the countries that went with the option number one. Hence the 
first countries that attracted the EU’s attention were the Baltic States.1 The geographical and cultural 
distance of Central Asian countries and the Caucasus from Europe as well as their location making them 
more prone to fall under the Russian influence combined with their failure to exercise the will to act 
independently from Moscow in a clear and decisive manner, unlike the Baltic countries, left these regions 
lagging behind the EU agenda. Despite all of these adversities, the EU has launched many bilateral and 
multilateral initiatives with political, economic and cultural aspects toward the Caucasus and Central 
Asian countries since 1991. The EU initially introduced economic support programs because especially 
the newly-independent countries in the region had to struggle with numerous economic issues. These 
countries had to struggle with the technical issues resulting from the economic structure where all was 
designed to be governed centrally by the Soviet regime, while trying to transition from the communist 
economy into the market economy at the same time. Their dependence on Russia continued after inde-
pendence as their agriculture and industry sectors had been fully integrated with the Soviet economic 
system for 70 years (Uslu, www.tarihtarih.com). While energy needs of the Soviet economy were met 
by Central Asian Republics in that period, food items were procured from other republics because of 
inadequate agricultural production. What is more, the connection and trading of the region with the rest 
of the world was ensured via Russia, e.g. all railways and pipelines were built toward Russia (Uslu, www.
tarihtarih.com). Exactly the same dependence also applied to Azerbaijan. One of the biggest obstacles 
before the former Soviet republics, which started to build nation-states in the aftermath of independence, 
was their lack of economic self-sufficiency. Thus, independence of these former Soviet republics rich in 
resources was deemed an important opportunity for the EU, which meets a significant portion of its energy 
needs externally. Against this background, the “European Energy Charter”, a document implicating close 
cooperation in energy, was signed between all of Europe including the vast majority of former Eastern 
Bloc countries and almost all of the OECD members including the US, Canada, Japan with a view to 
seize the emerging opportunities in energy and upon the EU’s initiatives in 1994 (Kesbiç and Şimşek, 
2001). Western European countries, which are signatories of this charter2 and are import-dependent 
in energy, saw their interests lie in securing oil and natural gas supplies from the producer Common-
wealth of Independent States (CIS), thus decreasing their dependence on hydrocarbon resources of the 
Middle East, while Russia and countries originating from the USSR focused on acquiring investments 
by large Western companies to increase their potential to generate energy (Demir, http://www.mfa.gov.
tr/enerji-sarti-anlasmasi.tr.mfa). This step, taken under the leadership of the EU, clearly set out the need 
for competitive and transparent energy markets, legal bases to allow maneuvering under free market 
conditions, elimination of potential issues regarding the transmission of energy, ensuring security of the 
energy supply through energy-related cooperation between source countries and importing countries 
(Conference on the European Energy Charter, Final Act, 2000).

Legal basis of the relations between the former Soviet republics and the EU comprise Partnership 
and Cooperation Agreements (PCA), signed individually with each member after the dissolution of the 
Soviet Union3. The agreements set out the details of technical and financial assistance to be provided 
by the EU to the countries in the region as well as paving the way for future political, commercial, 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



370

Importance of Azerbaijan snd Central Asia in EU Energy Security
 

economic, social, financial, scientific, technological and cultural cooperation. These agreements also 
contained elements encouraging the leaders in the region about democratization and creation of market 
economies (Efegil, 2008: 66). The EU adopted a two-pronged policy toward the countries in the region 
in the aftermath of 1991: the legal basis being the aforementioned Partnership and Cooperation Agree-
ments, and the administrative and financial basis being the “Technical Assistance to the Commonwealth 
of Independent States and Georgia-TACIS” program (Efegil, 2008: 67). TACIS was brought up on the 
agenda for the first time in December 1990 at a meeting of the European Council in Rome, even before 
the official dissolution of the Soviet Union (Dörtbudak, 1999: 257), and entered into force on 15 July 
1991 upon the decision of the European Commission. The Commission announced that the program 
was launched to support member countries of the Commonwealth of Independent States (CIS) in their 
transition to an effectively-functioning market economy based on private ownership and initiative and 
to a pluralistic democratic system (TACIS, http://europa.eu/rapid/press-release_MEMO-92-54_en.htm). 
Therefore, TACIS4 aims both to ensure that the market economy is built on solid foundations and to 
establish indispensable principles of democracy such as respect to human rights and the rule of law.

When it was first announced, TACIS brought projects aiming to improve five sectors to the forefront: 
Education, transport, financial services, food distribution and energy. Among these sectors, the Union 
attached the greatest importance to energy (TACIS, http://europa.eu/rapid/press-release_MEMO-92-
54_en.htm). Particular focus was given to extraction and transportation of energy. The objective was to 
modernize the old, underperforming technology dating from the Soviet era and to develop alternative 
routes to the pipelines running through Russia. This is evident in the first assistance package extended 
by the Union to the region. According to the assistance program disclosed in 1991, energy was the sector 
receiving the largest support with ECU 115 million (TACIS, http://europa.eu/rapid/press-release_MEMO-
92-54_en.htm). The most important criticism toward TACIS was that a large portion of the funds used 
under the program was transferred to European companies. That is why the criticism was centered on 
inefficient use of financial resources and their failure to fully reach the States in question (Dörtbudak, 
1999: 259).

THE EU ENERGY POLICY AND AZERBAIJAN

With its strategic energy resources, Azerbaijan is a geographical alternative with key geopolitical position 
in terms of energy supply security, which the European Union equates with national security (Memmedli, 
2017: 2016). Azerbaijan has moved up on the energy agenda of the EU in recent years since the EU aims 
to further diversify the countries it deals with for energy imports. Growing interest in the Azeri natural 
gas has resulted especially from the threatening levels of dependence on the Russian gas in terms of 
the EU’s energy security. There are also a number of issues preventing the EU from directly procuring 
natural gas from Azerbaijan despite the said interest. Firstly, the Russian monopoly over pipelines has 
stopped Azerbaijan from adopting an independent energy policy for many years. Nevertheless, lack of 
a direct natural gas pipeline from Azerbaijan to the EU hampered continuous and steady energy trade. 
The challenges about the pipeline prevents the EU from engaging in a more intense energy trade with 
the Caspian region, particularly with Azerbaijan. However, commissioning of the BTC pipeline and the 
Trans-Adriatic Pipeline (TAP), which is currently under construction, will both boost the EU’s energy 
trade with Azerbaijan and decrease the dependence on Russia.
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One of the fundamental initiatives of the EU, shaping its energy policy toward Azerbaijan and hy-
drocarbon-rich countries in the Central Asia, consists of the Grants for Interstate Oil and Gas Transport 
to Europe program (INOGATE). INOGATE was launched in 1995 with the “Interstate Oil and Natural 
Gas Pipeline Management” project, which took up the name INOGATE in 1997 (Mardanov, 2006: 66). 
One of the longest-running energy supply technical assistance programs financed by the Union, INO-
GATE (INOGATE, http://www.inogate.org/pages/1?lang=en) is one of the building blocks of the EU 
strategy to ensure continuous and steady energy supply. The project primarily aims to rehabilitate and 
modernize the existing pipelines in the Caspian region and to develop new pipeline routes. Hence, the 
EU aims both to prevent any future adverse development regarding energy and to increase cheap energy 
import it needs to continue competing against other developed economies (Mardanov, 2006: 81). The 
project, which also includes Turkey, aims to establish energy supply security for the EU and in particu-
lar, to bring natural gas to the EU via pipelines (Kızılkaya and Engin, 2003: 200). Accordingly, the idea 
of a transport corridor connecting the Caspian Basin with the rest of the world first emerged in 1993 
and was underpinned with the EU project on Transport Corridor Europe-Caucasus-Asia (TRACECA). 
TRACECA intended a transport corridor along the east-west axis, starting from Europe running across 
the Black Sea and the Caucasus to finally reach the Caspian Sea and Asia (Akpınar, 2005: 240). Ac-
cording to some experts, although EU’s policies about the Caucasus seemingly consist of technical and 
financial assistance, TRACECA and INOGATE programs are essentially intended to bypass transport 
routes of Russia (Bozkuş, 2018). As a matter of fact, making the most of its advantages dating from the 
Soviet era, the Russian administration is doing its utmost to keep holding all the cards without leaving 
room for any alternatives when it comes to the generation, processing and exporting to global markets 
of energy resources in the region (Uslu, www.tarihtarih.com). On the other hand, with a view to extract 
and market their natural resources as quickly as possible using advanced technologies, the countries 
in the region are opting for Western partners instead of Russia and seeking new alternative routes that 
will more readily take them to global markets instead of depending on the routes running across Russia 
(Uslu, www.tarihtarih.com).

The most comprehensive entry of the Western countries into the Azerbaijani energy site was on the 
occasion of the “Agreement on the Joint Development and Production Sharing for the Azeri and Çırag 
Fields and the Deep Water Portion of the Gunashli Field in the Azerbaijan Sector of the Caspian Sea”, 
signed on 20 September 1994 between the Azerbaijan International Operating Company (AIOC) and 
SOCAR. A consensus was reached with this agreement, also known as the “Agreement of the Century”, 
on jointly operating the oil in the Azeri, Chirag and Gunashli fields of Azerbaijan in the Caspian Sea 
with the big Western oil companies. Respective shares of oil companies, most of which are Western, 
under the agreement are as follows5: British Petroleum (Đng.) 17.1267%, Amoco (USA), 17.01%, Unocal 
(USA) 11.0489%, SOCAR (Azerbaijan) 10%, Lukoil (Russia) 10%, Statoil (Norway) 8.5633%, Exxon 
(USA) 8.0006%, TPAU (Turkey) 6.75%, Pennzoil (USA) 4.8175%, ĐTOCHU (Japan) 3.9205%, Ramco 
(England) 2.0825%, Delta (Saudi Arabia) 1.68% (Kodaman, 2002: 37). Following the Agreement of the 
Century, the most important Western initiative on the Azerbaijan’s energy sector was the Baku-Tbilisi-
Ceyhan Oil Pipeline, which was commissioned on 13 July 2006. The major share of the BTC, which is 
to transport Azerbaijani oil to international energy markets, especially to Europe, belongs yet again to 
the Western oil companies. The following are the shareholders of the BTC Co., established on 1 August 
2002 to manage BTC’s operations: BP (UK) 30.1%, SOCAR (Azerbaijan) 25%, Chevron (USA) 8.9%, 
StatoilHydro (Norway) 8.71%, TPOA (Turkey) 6.53%, TOTAL (France) 5%, ENI (Italy) 5%, ITOCHU 
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(Japan) 3.4%, INPEX (Japan) 2.5%, CONOCOPHILIPS (USA) 2.5%, AMEREDA HESS (USA) 2.36% 
(Akpınar, 2005: 241).

Diversification of supply routes is an indispensable element for ensuring Europeans’ access to secure 
and affordable energy supply. It requires identifying and creating new routes to reduce extreme depen-
dence on certain countries. As indicated in the EU Commission’s documents, full implementation of 
the Southern Gas Corridor is considered to be a crucial element in ensuring energy security of the EU. 
The Southern Gas Corridor comprises the Trans-Anatolian Natural Gas Pipeline (TANAP), the South 
Caucasus Pipeline and TAP (Trans Anatolian Natural Gas Pipeline Project, https://www.tanap.com/
tanap-projesi/tanap-nedir/). As per the aforementioned Commission report, many countries in the Central 
and Southeast Europe are dependent on one supplier (referring to Russia) for most or all of their natural 
gas. Full implementation of the Southern Gas Corridor is vital to help these countries to diversify their 
supply. The action aims to support the construction of TANAP and TAP, to establish a close coopera-
tion with the gas suppliers in the region including Azerbaijan, Iraq and Turkmenistan, to ensure close 
cooperation with transit countries in the region including Azerbaijan, Georgia and Turkey, to negotiate 
with Azerbaijan and Turkmenistan on a Trans-Caspian pipeline to transport gas across the Caspian Sea 
(the European Commission, Diversification of Gas Supply Sources and Routes, https://ec.europa.eu/
energy/en/topics/energy-security/diversification-of-gas-supply-sources-and-routes).

TANAP is a project aiming to transport the natural gas, to be extracted from Shahdeniz-II, the rich-
est natural gas field of Azerbaijan, and from other fields in the south of the Caspian Sea, first to Turkey 
and then to Europe across Greece, Albania and Italy route, following the commissioning of TAP (Trans 
Anatolian Natural Gas Pipeline Project 2018, https://www.tanap.com/tanap-projesi/tanap-nedir/). From 
this viewpoint, TANAP was intended to transport the Azerbaijani gas to Turkey while TAP was intended 
to transport it to Europe. Considering that Europe started gas production nearly a decade ago, imports 
more than two thirds of the gas it needs (Project Document of The Asian Infrastructure Investment Bank, 
2018: 5) and that a substantial portion of this import is met by Russia helps reveal how important TAP 
is for Europe. Concerned with Russia’s playing the natural gas card at every opportunity at this point, 
the EU lent significant support for the implementation of TANAP, which is the first step of the project 
of bringing the Azerbaijani gas directly to Europe. The grants allocated for TANAP under EU programs 
since 2014 totaled 15 million euros. 5 million euros were granted to TANAP on 31 July 2018 under the 
CEF energy program of the European Commission, supporting energy projects (Anadolu Agency, https://
www.aa.com.tr/tr/dunya/avrupa-komisyonundan-tanap-a-5-milyon-avro-hibe/1218406).

THE EU ENERGY POLICY AND THE CENTRAL ASIA

The EU’s Central Asia policy is reviewed under two different periods. During the first period from 1996 
to 2001, the Union provided financial and technical assistance to the countries in the region in areas of 
economic reform, state formation and incentives for foreign investors despite claims that the focus of 
the relations would be on democratization and liberal economy model. The assistance was related to 
concrete and continuous fields rather than political issues (Efegil, 2008: 66). During the second phase 
from 2001 onward, the Union prioritized political issues in its relations with the region, with notions 
such as human rights, democratization, good neighborly relations, and good governance forming the 
basis of the policies adopted toward the countries in the region. Consequently, countries in the region 
would be able to receive technical assistance in proportion to their success in political and economic 
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reform processes rather than the size of their land area. Following these developments, the EU policy 
has shifted from a project-based approach to a strategic partnership (Efegil, 2008:66).

The Soviet Union had a sophisticated central system for the production and distribution of oil and 
natural gas prior to its dissolution. In the aftermath of the dissolution of the Soviet Union and emergence 
of newly-independent countries, the old model continued to exist for a while (Mardanov, 2006: 65). From 
this viewpoint, ability of the countries in the region to undermine the Russian influence and monopoly 
over the pipelines depends on their cooperation. However, both the lack of fully fledged stability in these 
countries and the fact that borders between these countries were not drawn in a way to reflect the ethnic 
realities on the ground during the Russian and Soviet eras (e.g. Fergana Valley) lead to border conflicts 
and ethnic disputes between the countries in the region (Uslu, www.tarihtarih.com).

In the Soviet Union era, each pipeline was made sure to run across Russian territories when being 
constructed. This has prevented the countries rich in hydrocarbons from selling their resources without 
Russia once they gained independence after the dissolution of the USSR. This state of affairs, preventing 
Russia from using pipelines as some sort of blackmail, continued for a long time also after the dissolu-
tion of the USSR. Consequently, it was not possible for these countries with underdeveloped industries 
and few export items other than natural resources to act independently from Russia. Pipelines have thus 
become an instrument for Russia to strengthen its dominance in the region. Nonetheless, this is not the 
only reason for Russia’s sensitivity toward pipelines. Russia’s desire to be the most critical player in 
the pricing of natural resources, which constitute the key input of its economy, heightens this sensitiv-
ity. Russia is not the only exporter of hydrocarbon resources in the region. Hence, creation of a natural 
gas market, where there is competition and prices fall due to the multiple sellers present in the market, 
depends on gas procurement from countries rich in natural gas other than Russia and the transmission 
pipes carrying natural gas to run across regions outside of Russia (Uslu, www.tarihtarih.com).

The EU’s prioritization of the Central and Eastern European countries after 1991 hindered the creation 
of a serious and comprehensive strategy towards the countries in the region for the first few years. Spatial 
and cultural distance of the Central Asia to Europe as well as the fact that the countries in the region 
are more vulnerable to the influence of Moscow than the aforementioned Central and Eastern European 
countries were among other reasons as to why the region ranked low in EU policies. However, energy 
resources of the region increased Brussels’ interest in the Central Asia in the following years. Central 
Asia has become a crucial option to particularly decrease the extreme dependence on the Middle East 
for oil imports and on Russia for natural gas. Unstable structure of the Middle East and any eventual 
spike in oil prices, as in oil shocks of 1973-74 and 1979-80 (Dörtbudak, 1999: 253), could shake the 
economy of European countries. This is why Central Asia represents a key opportunity in terms of the 
“diversification of source countries” objective of the EU, which has been the center of energy security 
in recent years. As a matter of fact, a political program specific to the region was created in 1995 under 
the Common Foreign and Security Policy, agreed upon by the EU countries. The program states that 
the region has considerable potential in raw materials, especially as far as fossil resources, uranium and 
rare elements, and emphasizes the willingness of the countries in the region to establish more intense 
relations with the EU (Dörtbudak, 1999: 255). However, the fact that these countries were entirely de-
pendent on the Russian pipelines for the first few years prevented the European countries, wanting to be 
rid of the Russian energy pressures, from engaging in energy trade with the region. The objective of the 
program such as TACIS, INAGATE, PHARE, initiated with the EU leadership in order to break up the 
Soviet-inherited pipeline monopoly of Russia, was to help the countries in the region to make a healthy 
transition into market economy while reducing their dependence on Russia. Countries in the Central 
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Asia were to build their own pipelines, having achieved economic and political stability. However, the 
only issue with the energy resources in Central Asia was not the considerable distance and lack of direct 
pipelines in early 1991. Some of the biggest discussions at the time revolved around the route of the 
pipelines (Dörtbudak, 1999: 255). For example, while having the route run across Ukraine was logisti-
cally more advantageous for Germany, Turkey was considered to be the more sensible option for the 
European countries with coasts on the Mediterranean (Dörtbudak, 1999: 255). The EU’s energy coop-
eration with this country even before the dissolution of the Soviet Union is not only about energy supply 
issues, but also about concerns related to the safety of nuclear energy, which was a major resource of the 
communist system. These concerns were reflected in the TACIS report issued in 1991 by the European 
Commission. The document acknowledges the Soviet Union as a major energy producer, underlining 
that it faces issues such as the safety of nuclear reactors, future role of nuclear energy as well as issues 
stemming from significant amount of waste in the sector. According to the Commission, one third of 
the total generated energy is estimated to go to waste (TACIS, European Commission). Hence, the EU 
highlighted the modernization of the Soviet region, which was an important supply region for the EU, 
in the field of energy and the environmental impact of energy as far back as those years.

THE RUSSIAN FACTOR IN THE EU’S ENERGY POLICY 
TOWARD AZERBAIJAN AND CENTRAL ASIA

Since 1970s, objective to reduce foreign dependence in energy below 50% has become a fixed agenda item 
for the Union. The main reason was because EC countries at the time had to face economic challenges 
due to extreme dependence on a specific country or region for any product, which was one of the major 
chronic issues in external trade. Member states, which met a significant portion of their energy needs 
through the Middle East countries in 1970s, started to discuss source country and product diversity issue 
increasingly more when the oil crisis caused a four-fold price increase. The impact of both the overall 
softening of the international system at the time and geographical proximity made the Soviet market a 
crucial alternative for community members. The first country to import Russian gas (Soviet) in 1968 was 
Austria (EU-Russia Dialogue), though it was not an EC member at the time. The energy trade started 
between the EC countries and USSR in the subsequent periods, continued with Russia in the aftermath 
of 1991, and today, a significant portion of oil and especially natural gas that the European countries 
need is still supplied through Russia. Dependence of some EU countries on Russia has almost reached 
one hundred percent. Additionally, foreign dependence of the EU member states in energy varies to a 
great extent. While the rate of dependence is lower among the countries in the West of Europe, it tends 
to be higher in the Eastern and Central Europe. In some countries (such as Bulgaria), energy imports 
have almost reached 90%. Even though the EU has set targets to reduce the rate of imported energy 
and lower foreign dependence below 50% since 1970s, these targets have yet to be reached to this day.

Today, the EU is experiencing major issues with Russia, especially in the procurement of natural 
gas. The main reason is because Gazprom, the state-owned Russian company holds the monopoly in 
the exportation of the Russian gas. Consequently, Russia controls the European natural gas market to a 
large extent. Unwilling to make the necessary investments to develop new natural gas fields, Gazprom 
does not allow the private oil companies in Russia to export from the gas fields they own either. Even 
if private companies are granted permits to extract natural gas, they are still required to use Gazprom’s 
pipelines (Dursun, 2011: 110). Nevertheless, the EU’s oil trade with Russia is not as problematic as its 
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natural gas trade. First of all, when it comes to the oil, the EU can procure from alternative resources 
other than Russia. Furthermore, the fact that the oil market has been both privatized and liberalized 
(Dursun, 2011: 111) contrary to that of natural gas facilitated the creation of a competitive environment 
for the Russian oil market.

The major point of contention between Moscow and the countries in the region, especially Azerbaijan, 
which try to market their resources to the rest of the world through alternative routes instead of Russia, 
is the status of the Caspian Sea. While the number of coastal states to the Caspian Sea was limited to 
USSR and Iran until 1991, this figure rose to five as Azerbaijan, Kazakhstan and Turkmenistan declared 
independence. What is more, a final resolution remains out of reach as almost each of these countries 
advances different theses. Desire of each country to benefit from their resources of energy the most 
prevented a consensus to be found among coastal countries until August 2018 as to whether the Caspian 
should be considered a sea or a lake. Caspian coastlines of coastal states are 28%, 22%, 19%, 18% and 
13% for Kazakhstan, Turkmenistan, Russia, Azerbaijan and Iran, respectively (Kashfi, https://www.
ogj.com/..). In the event that the Caspian is defined as a “lake”, it would have to be equally divided be-
tween the five coastal countries as well as the revenue generated from the lake. It would mean that each 
country would have the right to interfere with or even block projects of another country on the Caspian 
(Koçak, https://www.tasav.org/hazar). While this option would serve Iran’s benefits as it has a relatively 
smaller coastline to the Caspian, it is considered to be detrimental, say, for Kazakhstan and Azerbaijan, 
with much longer coastlines. Treating the Caspian as a lake would also mean that each country would 
have the right to interfere with or even block the projects of another country (Koçak, https://www.tasav.
org/hazar). In the event that the status is considered to be “sea”, the main criterion used to determine 
the areas of sovereignty would be the length of coastlines. Iran, which holds the 13% of the coastline, 
opposes this view since the majority of the natural resources are located in the middle and north of 
the Caspian (Koçak, https://www.tasav.org/hazar). Reaching a final resolution to this issue was made 
nearly impossible due to lack of clarity on the relevant article 122 of the UN Convention on the Law of 
the Sea. Article 122 of the relevant convention sets out that, “…enclosed or semi-enclosed sea means 
a gulf, basin or sea surrounded by two or more States and connected to another sea or the ocean by a 
narrow outlet or consisting entirely or primarily of the territorial seas and exclusive economic zones 
of two or more coastal States” (United Nations Convention on the Law of the Sea: 67). Based on this 
provision, Russia and Iran have claimed that the Caspian being enclosed prevents it from qualifying as 
a sea, while Azerbaijan developed its thesis -also based on this article- that semi-enclosed status of the 
Caspian would not prevent its status as sea. With a view to benefit from the resources of the Caspian to a 
maximum and to maintain influence in the region, Russia claims that the Caspian is a lake, jointly owned 
by all coastal states. On the other hand, Azerbaijan advocates that the rules of the law of the sea must 
apply to oil extraction and transport operations on the Caspian, wanting to act more independently in the 
production and transportation of the rich natural resources in the section of the Caspian closer to them. 
Accordingly, Baku aims to bring the energy resources to be extracted from the Caspian together with those 
available in Kazakhstan and Turkmenistan to the Western markets through Baku-Tbilisi-Ceyhan route 
via a pipeline that will start in Turkmenistan and run across Azerbaijan and beneath the Caspian (Uslu, 
www.tarihtarih.com). Following all of these disputes among the coastal states, exactly 27 years after the 
collapse of the Soviet Union, a final convention on the legal status of the Caspian Sea was signed on 12 
August 2018. The deal constitutes what could be described as a “middle ground” in terms of claims and 
concerns of the parties involved and ended the years-long dispute of “sea” vs. “lake”. As per the deal, 
the Caspian Sea is defined neither as a fully-fledged lake or sea. Under the special status given to the 
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Caspian, bed of the Caspian will be divided up among the five states with opposite and adjacent coasts 
using the median line principle for the law of the lake (Koçak, https://www.tasav.org/hazar).

The deal does not include the Russian and Iranian argument that should the coastal states build oil/
natural gas pipelines, they would be required to get the approval of the countries which are not on the 
pipeline route. Therefore, in the event of a pipeline construction running across the sovereignty area of 
two countries, other littoral countries will no longer have the means to obstruct such a project. Imple-
mentation of the Trans Caspian Natural Gas Pipeline Project, which has been on the table almost for two 
decades due to the disputed legal status of the Caspian, will thus become easier as the route will only run 
across the boundaries of Turkmenistan and Azerbaijan. It would also mean that Turkmenistan, which 
holds the fourth largest natural gas reserves of the world, will have the opportunity to export gas to the 
West via Azerbaijan (Koçak, https://www.tasav.org/hazar). With the addition of Trans Caspian pipeline 
to TANAP, which reaches the EU countries via Azerbaijan and Turkey, Turkmen gas could be exported 
to Europe. The EU leans toward importing Turkmen gas as well. What is more, it was highlighted in 
the Ashgabat Declaration of 1 May 2015, in which the EU participated, that Turkmen gas would greatly 
contribute to the energy security of Europe (Koçak, https://www.tasav.org/hazar).

CONCLUSION

The European Union’s energy policy is based on principles of diversification of resources, energy sup-
ply security, continuous and steady transportation ways for energy, establishment of a common energy 
market, energy efficiency and energy savings and last but not least, minimising environmental problems 
resulting from energy use.

Nonetheless, it is a fact that the EU has yet to develop a common foreign policy on energy security, 
which has been a sensitive issue ever since its foundation. Particularly the oil crisis of 1970s made the 
energy security a hot debate topic across Europe. Rapid increases in oil prices due to conflicts in the 
Middle East pushed the EU countries, which were largely dependent on the Middle Eastern oil at the 
time, to take substantial steps to increase the diversity of resource countries in energy.

As a matter of fact, the EU’s current dependence on the Russian natural gas entails significant risks, 
just as the EU’s dependence on the Middle East oil back in 1970s did. In particular, the fact that some 
Union members meet almost all of their energy needs from Russia prevented the Union to pursue a com-
mon foreign policy toward Russia, as made evident during the occupation of Crimea. Failure to impose 
the sanctions called for against Russia in the aftermath of the occupation of Crimea to a large extent has 
a lot to do with the said energy dependence.

After the collapse of the Soviet Union, many energy-rich countries declared independence, which 
has been deemed an important opportunity for Brussels which made energy security a prioritised agenda 
item. The European Union initiatives to help Azerbaijan and Central Asia access to more modern facili-
ties and production equipment in the energy sector, which is the subject of this study, draw parallels with 
the Union’s steps to increase resource diversity in energy. The thinking behind the programmes initiated 
after 1991 such as TACIS and TRECACE was to help the Union to reduce its dependence on Russia 
for energy and to help the countries in the region to reduce theirs for pipeline. From this viewpoint, 
even though the programmes seemingly comprised technical and financial assistance, they also aimed 
to cancel out Russia’s pipeline card vis-à-vis the countries in the region. The rationale of this policy is 
that the countries in the region, once they have acquired more modern facilities and production equip-
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ment for the energy sector and are no longer dependent on Moscow because of the pipeline, would also 
become an important resource hub for the EU. Indeed, the EU initiatives have been well-received by 
the countries in the region, which have had to sell their resources far below the actual market value for 
many years because of Russia’s pipeline monopoly.
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ENDNOTES

1  Even before the official dissolution of the Soviet Union, as early as in 1989, the Baltic countries 
showed a clearly distant stance against Russia, signalling that they would opt for integration with 
the West. On 23 August 1989, the 50th anniversary of the German-Soviet Nonaggression Pact 
signed before the World War II, a human chain was formed between the three countries (nearly 
2 million people) in a peaceful demonstration against Moscow. Shortly after the independence 
demonstration, which was one of the most critical turning points in the journey to independence 
and to which the Communist regime did not show significant resistance, these countries declared 
their independence. This popular movement, referred to as “the Baltic Way, the Baltic Chain or 
the Chain of Freedom” in the literature, expressed the desire to integrate with the West as opposed 
to Russia.

2  For the full text of the Charter, see: https://www.tbmm.gov.tr/tutanaklar/KANUNLAR_KARAR-
LAR/kanuntbmmc084/kanuntbmmc084/kanuntbmmc08404519.pdf

3  Roots of the Partnership and Cooperation Agreements, individually signed by the EU with the 
newly-independent former Soviet republics as of 1991, go as far back as the Soviet Union era. 
The process had started when the EU (the European Community at the time) and the Council for 
Mutual Economic Assistance (COMECON), economic development organisation of the Soviet 
Union, officially recognised one another with a joint statement they signed on 25 June 1988 in 
Luxembourg (Huseynov, 2001: 247).

4  TACIS, a typical assistance programme, prioritised expertise and know-how transfer. Projects do 
not cover participation in investments or procurement of investment goods such as machinery-
equipment. See Dörtbudak, 1999, p. 258

5  The agreement was extended until 2050 and some articles were amended in September 2017. Upon 
the consummation of the agreement, shares were amended as follows: BP 30.37 percent; AzACG 
(SOCAR) 25.00 percent; Chevron 9.57 percent; INPEX 9.31 percent; Statoil 7.27 percent; Exxon-
Mobil 6.79 percent; TP 5.73 percent; ITOCHU 3.65 percent; and ONGC Videsh Limited (OVL) 
2.31 percent. See: “Asrın Anlaşması 2050’ye Kadar Uzatıldı”, SOCAR, http://www.socar.com.tr/
kurumsal-iletisim/haberler/2017-haberler/2017/09/15/asrin-anlasmasi-2050-ye-kadar-uzatildi!
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ABSTRACT

European identity is an identity constructed everyday within the lives of Europeans. The emergence of 
this identity can be traced back to the 1970s when it was first introduced in the Copenhagen Declaration 
on European Identity (1973). The identity has changed a lot with each enlargement of the EU. It has 
enriched and evolved. But its construction has not been completed, as it is a process with no end. The 
EU has faced many crises and one of them that challenges identity is migration. It is a test for the EU, 
its identity, way of life, and values. This chapter analyses if migration is a threat to EU identity, how it 
became a challenge, and how the actors respond to this challenge. To find out how it became a chal-
lenge and how the actors, especially the Visegrad States’ political leaders, respond to this challenge, 
the discourses of political actors are evaluated.

INTRODUCTION

The European Union (EU) is a sui generis union, which consists of many different characteristics, which 
make it EU. Its institutional structure, common policies, its language policy, the concept of citizenship, 
its currency and its identity are some of these things, which make it sui generis.

The European identity is an identity constructed in the lives of the EU citizens every day. It is not 
completed, it is not a product but it is a process. It is difficult to define this identity because the compo-
nents of these identities can change, as well. But in general it has some common points like democracy, 
human rights, freedom of speech, free movement, solidarity and unity in diversity. But after the migra-
tion crisis there were some discourses, which cannot be thought to be in line with the components of 
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EU or its common values. So, in this chapter, it is aimed to focus on such discourses, especially to the 
discourses of the Visegrad States and their possible effects on the European identity and its components.

In this chapter, firstly it is focused on constructivism as a theoretical framework because identity 
is evaluated as a construction and then it is focused on the EU’s identity and its construction process, 
which can be traced back to the 1970s when it was first mentioned in the Copenhagen Declaration on 
European identity. Even if the European identity’s history is older than this time period here it is preferred 
to use Copenhagen Declaration as a milestone for the EU’s identity because the EU was established 
in 1950s as a community. For that reason, it is preferred to start the process after the establishment of 
this community. This identity is used as European identity but it should be remembered that it is the 
EU’s identity. Sometimes these two terms can be used interchangeably but within this chapter the term 
European identity is used for the EU’s identity and it is used in this way in the literature and in the of-
ficial EU texts, as well. After drawing the general picture about the European identity, migration crisis 
is explained to see the base of discourses, which recall discrimination, xenophobia and extremism. As 
a case study, the discourses of politicians of the Visegrad States (Hungary, Poland, Czech Republic and 
Slovakia) are analysed and their effects on the European identity is stated. Here, it is aimed to find out if 
migration crisis is a threat for the European identity, which has been constructed since the Copenhagen 
Declaration, and this is tried to be found out by focusing on the discourses of key politicians.

THEORITICAL BACKGROUND

In this research, constructivism is chosen as the theoretical basis of the study because of the idea that 
it can explain the construction of the European identity better than any other theory. One of the focus 
points of the theory is identity and it enables us to evaluate the European identity as a process. In order 
to form a basis for this study and clarify why it is preferred as the theory of this research some scholars 
are referred in this part.

First of all, it should be started with Ted Hopf’s (1998, p.196) view that constructivism is a “theory 
of process” as in this chapter, the construction of the European identity is given in a historical con-
text but it is not a finished process on the contrary, it is an on-going process. Here, it also needs to be 
stated that according to Hopf (1998, p.192), constructivist research program is about “understanding 
how identities are constructed, what norms and practices accompany their reproduction, and how they 
construct each other”. This point of view of constructivist approach helps us to see both the European 
identity construction process and the its changing nature with the discourses of some member states. 
Even though in this chapter it is focused on the discourses it should also be noted that discourse is not 
the only factor, which has a changing and constructing effect in identity formation process. For instance, 
in the European identity construction process the importance of institutions and their effort cannot be 
overpassed and the effects of each enlargement should not be forgotten, as well. Here, to be in line with 
constructivist point of view the importance of institutions especially in the construction of European 
identity can be explained with Mark Pollack’s statements. According to him:

… constructivist scholars generally define institutions more broadly to include informal norms and in-
tersubjective understandings as well as formal rules, and posit a more important and fundamental role 
for institutions, which constitute actors and shape not simply their incentives but their preferences and 
identities as well. (Pollack, 2001, p.234)
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So, the shaping effect of institutions should not be neglected. Even though the role of actors may not 
be the main focus point of this statement, the actors also have a shaping effect with their discourses as 
it can be seen within this research.

The views and evaluations of Robert Jackson and Georg Sorensen about constructivism is also related 
with this research as they indicated “the social world is a world of human consciousness: of thoughts and 
beliefs, of ideas and concepts, of languages and discourses, of signs, signals and understanding among 
human beings.” (Jackson & Sorensen, 2006, pp. 164-165). They also added “The social and political 
world is made up of shared beliefs rather than by physical entities” (p. 172). There are many other state-
ments in explaining constructivism, which are in parallel with Jackson and Sorensen statements, and 
they all focus on the idea that the identities, the interests and the behaviours are constructed with the 
impact of norms and shared ideas (Wendt, 1999, p. 1 and Christiansen et al., 2001, p. 5). Antje Wiener 
(2006, p. 6) summed up these views in two assumptions and according to him in addition to material 
capabilities ideas are important as social capabilities and norms have dual quality as both structuring 
and constituted through interaction. So, it can be noted that according to constructivist point of view, 
ideas, thoughts, beliefs and norms are important constituents rather than the material forces or entities 
and in constructing identities they have a role. This role is quite important for this research as it is aimed 
to find out how and in what way the ideas of political actors, which can be traced in their discourses, 
affect the European identity.

To sum up, it can be said that constructivism is a theory of process and it focus on how identities are 
constructed and in this construction process ideas, beliefs, norms, institutions are crucial factors. In other 
words, as a theory constructivism focuses on the identities, their constructions and changes as a process. 
So, these are also the reasons for choosing constructivism as the theory of this research.

IDENTITY

Identity is a concept, which is a subject of many different disciplines. Here, the general point of view of 
identity is given in order to form a basis for understanding European identity. In this part, the concept 
of identity is defined to form a starting point.

According to Brubaker and Cooper (“Beyond “Identity”, p. 8):

It is used to highlight non-instrumental modes of action; to focus on self-understanding rather than 
self-interest; to designate sameness across persons or sameness over time; to capture allegedly core, 
foundational aspects of selfhood; to deny that such core, foundational aspects exist; to highlight proces-
sual, interactive development of solidarity and collective self-understanding; and to stress the fragmented 
quality of the contemporary experience of ‘self,’ a self unstably patched together through shards of 
discourse and contingently ‘activated’ in differing contexts.

Here, looking at this statement reference points of identities can be specified as “process, interaction, 
sameness, self, self-understanding, discourse and context”. Even though it is not possible to make such 
inference from just one statement, it should be noted that scholars from different disciplines supports 
these reference points in different ways. For instance, Richard Jenkins (2014, p. 2) notes that “identifi-
cation, whether of ourselves or of others, is a process; something that we do”. In identity construction, 
if it is accepted that this is a process, it should also be accepted that interaction is inevitable as it is 
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subsistent part of it. Mead (1934, p. 164) notes this reality by stating, “selves can only exist in definite 
relationship to other selves”.

Hopf (1998, p. 174) indicates the importance of context and he states “identities cannot be understood 
without a simultaneous account of normative, cultural and institutional context”. So, the construction of 
identity cannot be evaluated without knowing what is happening around, which cultural and institutional 
factors are having effects in this construction process. Another scholar who emphasizes the importance 
of social context is Erikson and he notes “identity as an individual phenomenon developing in social 
contexts” (Ciepiela, 2011, p. 7). And the discourses are also important part of social context and it will 
be mentioned in the following parts.

“Sameness”, “self” and “self-understanding” are also crucial components of identity and they can 
be related with “other” in identity construction. William E. Connolly (1991, p. 64) explains this by not-
ing that “identity requires difference in order to be and it converts difference into otherness in order to 
secure its own self-certainty”. Another related statement is Jean- François Staszak’s (2008, p. 2) state-
ment where he notes “Otherness and identity are two inseparable sides of the same coin. The Other only 
exists relative to the Self, and vice versa.” So, “other” is needed while selves try to define themselves. 
“Other” is a reference point for “self” to define himself/herself, to know who he/she is, also to know 
who he/she is not. In other words, it has functional responsibility in positioning and defining identities.

If the subject is European identity values should also be mentioned and Manuel Castells (p. 3) explains 
identity as “a set of values that provide symbolic meaning to people’s life by enhancing their individu-
ation (or self-definition) and their feeling of belonging”. Common values of the European identity will 
be noted in the following parts.

Lastly to give a definition of identity Jenkins can be referred. According to him, identity is about 
human capacity which is rooted language and it includes “...who we are, knowing who others are, them 
knowing who we are, us knowing who they think we are, and so on.” (Jenkins, 2014, p. 6). So, many 
things can be said about defining identity such as it is processual and interactive; it is about forming 
sameness; it is also about how we understand ourselves; discourses, institutions and contexts are important 
factors in identity construction and other is used as a reference point but in short it is about understand-
ing ourselves and others while it also includes their understanding of us.

The European Identity

European identity is one of the identities of the EU citizens, which is constructed every day within the 
lives of Europeans. The history of this identity goes back a long way but it is not the aim of this research 
to search for the whole history but to focus on the identity of the EU whose history can be started with 
the Copenhagen Declaration on European Identity (1973) in which the European identity was first 
introduced. From then on, this identity has changed, enriched and evolved a lot with each enlargement 
policy and within the official texts of the EU and it is still changing because it is an unfinished process. 
However, giving the whole historical developments is far beyond the scope of this research. Here, it is 
just focused on some of the developments to draw the general framework.

The construction of European identity within the EU can be evaluated by analysing the official 
documents, which have been prepared since 1970s to support the process. These official documents 
can be separated as treaties and reports/declarations. The treaties and the reports, which can shed light 
on the historical construction process of the European identity, are the Single European Act (SEA), the 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



385

Responses of the Visegrad States to the Migration Crisis and the European Identity
 

Treaty on European Union (the Maastricht Treaty), the Amsterdam Treaty, the Lisbon Treaty; and the 
Copenhagen Declaration, the Tindemans’ Report, and the Adonnino Reports.

The European identity concept first entered to the EU treaties with the SEA (1987). There it was 
mentioned that closer cooperation on European security matters would contribute to the development 
of a European identity (SEA, 1987, pp. 13-14). This is just a slight reference to European identity but 
as mentioned before with this wording the concept entered into the treaties of the EU.

The second step in terms of treaties was the Maastricht Treaty (1992). In this Treaty, there were 
references to the European identity but it was mostly related to security and defence identity and there 
were also references to the common cultural heritage and diversity, (Maastricht Treaty, 1992), which 
can also be related with the European identity and its motto: “unity in diversity”.

The Amsterdam Treaty (1997) as a next step made a contribution to the European identity construction 
process in a different way as in this treaty; the common values of the EU, which are liberty, democracy, 
respect for human rights, fundamental freedoms and rule of law, were noted as the principles of the EU (p. 
8). Thomas Risse (2004, p. 256) notes that these values become the constitutive elements of the European 
identity and candidates have to subscribe these values, as they are also the accession criteria for the EU.

The Treaty of Lisbon (2007) was an important step in the construction process of European identity. 
According to Article 1a of the Treaty;

The Union is founded on the values of respect for human dignity, freedom, democracy, equality, the 
rule of law and respect for human rights, including the rights of persons belonging to minorities. These 
values are common to the Member States in a society in which pluralism, non-discrimination, tolerance, 
justice, solidarity and equality between women and men prevail. (p. 11)

As it can be seen in the Article, it is clear that the values are important part of the European identity. 
These values are evaluated as the basis of the EU. The minority rights were also included and it was 
noted that these values were common in the member states. Besides, it was pointed out that pluralism, 
non-discrimination, tolerance, justice, solidarity and equality were valid in the member states. So, it 
can be said that the European identity cannot be thought independent from these values. Moreover, the 
Charter of Fundamental Rights of the European Union (2000) was stated to have the same value with 
the EU treaties (The Treaty of Lisbon, 2007, Article 6, p.7). So, the rights written in this Charter can-
not be ignored. All of the articles in this Charter are quite important in terms of rights and the common 
values of the EU. However, Article 21 is especially related to the subject of this research, as it is clear 
in the following parts. According to this Article:

Any discrimination based on any ground such as sex, race, colour, ethnic or social origin, genetic fea-
tures, language, religion or belief, political or any other opinion, membership of a national minority, 
property, birth, disability, age or sexual orientation shall be prohibited. (p. 13)

This means that any kind of discrimination is prohibited and as noted in the Article 22 diversity, 
including cultural and religious diversity, is respected (p. 13). Here, it should be also noted that the EU 
“is based on the rule of law” and all the EU treaties are binding for member states (“EU Treaties”). So, 
any kind of discrimination is prohibited for the EU member states and their citizens, as well. This can 
be interpreted as the citizens or the member states cannot make any kind of discrimination according 
to abovementioned Article.
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Another point related to the treaties, which should be mentioned, is the Consolidated Version of the 
Treaty of the Functioning of the European Union (2012). The Article 80 is related with solidarity and the 
subject of this chapter. According to this article, it was noted that the policies related to border checks, 
asylum and immigration “shall be governed by the principle of solidarity and fair sharing of responsibil-
ity..” (p. 78). This Article may be seen irrelevant at first sight but it is completely related with the subject 
of this chapter as solidarity is one of the values of the EU and the European identity. The member states 
should share the responsibilities of the migration crisis as it is stated in the founding treaties and as it is 
mentioned above these treaties are binding.

The reports and declarations have important role in constructing European identity, as well. They have 
further pushing effect and they include too many proposals to be able to make the concept accepted and 
felt in the lives of the EU citizens. For instance, democracy, the rule of law, social justice and human 
rights were noted as the fundamental elements of the identity in the Declaration on European Identity 
(1973, p. 2). In this Declaration, the dynamic nature of the European identity and the construction of 
this identity in concert with the other states were also stated (p.4). This is also an important point, as it 
can be understood that the construction of identity is not a stable issue but a dynamic process and other 
states or member states also take part in this defining, shaping and constructing process.

Another step in the identity construction process was Tindemans Report (1976) in which the im-
portance of being felt in the lives of citizens and making the EU a ‘discernible reality’ for the citizens 
were emphasized (pp. 15-30). Proceeding from this emphasis, with this Report it was aimed to make the 
EU more tangible, more concrete for the EU citizens and identity could be thought as a tool to create a 
sense of belonging.

Addonnino reports (1985) were also another milestones in the EU identity construction history. Brigid 
Laffan (1996, p. 96) appraises these reports as “a deliberate process of manufacturing and legitimizing 
a European identity from the top down.” Because in these reports it was proposed to have a European 
passport, a flag, emblem, anthem and stamps which were designed with the events and ideas of the 
Community (1985, pp. 10-30). So, it can be stated that European identity has been elaborated with each 
suggestion and different symbols proposed with the declarations and reports. It should also be noted 
that it has been tried to make European identity and the EU real and felt in the daily lives. This can also 
be seen as a deliberate attempt to construct the identity of its citizens.

These were just some of the developments in the history and most of these proposals were realized 
with the treaties. However, it should be noted that there are also projects, initiatives, programmes and 
actions to create the sense of belonging in the EU history. Some of them are the educational movement 
programmes such as Lifelong Learning Programmes and some others are the European Union Action 
for the Heritage Label and Europe for Citizens Programme. All these efforts are so meaningful as it is 
aimed to construct an identity of a union. This identity can be called collective/cosmopolitan societal 
(Delanty, p. 56) and supranational/ transnational identity as it has been constructed within the EU and 
based on common values and principles of the EU.

MIGRATION CRISIS AND THE RESPONSES OF THE 
VISEGRAD STATES TO THIS CRISIS

Migration is a term, which has been researched many times by many scholars in international relations. 
The term itself and its derivatives are defined; the reasons and consequences of migration are stated, 
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many other issues related to the term researched within different disciplines with different approaches. 
In this part, the migration issue is not discussed deeply as it is beyond the scope of this research but the 
general framework of migration crisis, which Europe has been tackling, is presented.

It is important to know what the term migrant means in order to understand to what migration crisis 
refers. International Organization for Migration (IOM) defines migrant as:

any person who is moving or has moved across an international border or within a State away from his/
her habitual place of residence, regardless of (1) the person’s legal status; (2) whether the movement is 
voluntary or involuntary; (3) what the causes for the movement are; or (4) what the length of the stay 
is. (IOM, “Key Migration Terms”)

Concerning the abovementioned definition, migration can be defined roughly as an act of moving. If 
it is explained in this way, it cannot be understood how the act of moving can cause crisis. The numbers 
related to migrants can help to understand it better.

The flow of migration into the Europe changed dramatically in recent years especially in 2015. Ac-
cording to Frontex (“Migratory Map”), illegal border crossing into Europe was over 1,800,000 in 2015 
while it was over 200,000 in 2014 and over 400,000 in 2016. So, 2015 became the peak point of migra-
tion crisis, as just illegal crossings were 885,336 on the Eastern Mediterranean Route and 764033 on the 
Western Balkan Route. These numbers show how a lot of pressure there were over the states, which are 
on these two routes. For example, Greece was under a lot of pressure in 2015 especially because of the 
Eastern Mediterranean Route as the migrants using this route entered in Greece. Moreover, the Western 
Balkan route created pressure over Greece, as well. The migrants using this route were also pressure for 
Hungary because most of the migrants aimed to reach Western Europe were passing through Hungary, 
so they also created pressure over Hungary (Frontex, “Migratory Routes”).

When the migration crisis reached its peak point in 2015, the member states of the EU tried to find 
a way to cope with it. EU - Turkey Statement, a European Agenda on Migration, border controls and 
building walls and fences were some of these ways. Turkey – EU Statement became a reality in March 
2016 (Frontex, “Migratory Routes”) and the irregular migration flow decreased after it (European Com-
mission, 2019, “EU-Turkey Statement”). In May 2015, the Commission presented a European Agenda 
on Migration (2015). The Agenda included immediate action, reducing the incentives for irregular mi-
gration, saving lives and securing the external borders, a strong asylum policy and new policy in legal 
migration (pp. 3-17). Moreover, it was decided to activate the Emergency system under Article 78 (3) of 
the Treaty on the Functioning of the EU to distribute people from frontline countries to other states (p. 
4). Here, the aim was to set up a relocation scheme to alleviate pressure over frontline states and it was 
also decided which parameters (GDP, population, unemployment rate, past numbers of asylum-seekers 
and of resettled refugees) would be used to prepare a justice relocation plan (p. 4). In the Agenda reloca-
tion scheme was also presented (2015, pp. 21-22) with the possible funding to support the scheme (p. 
5). Even though these efforts were valuable to manage migration crisis, all member states did not take 
same responsibility.

Many member states reintroduced border controls with the emergence of migration crisis. The 
member states, which reinstalled border controls in 2015 and in 2016 with a reason of big influx of 
persons seeking international protection were Germany, Austria, Slovenia, Hungary, Sweden, Norway, 
Denmark and Belgium (“Member States’ notifications of..”). But they were temporary precautions for 
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a short period because of Schengen Borders Code (European Commission, “Temporary Reintroduction 
of Border Control”).

As it is stated above, some of the member states built walls as a response to the migration crisis. 
According to Transnational Institute Report (2018, Building Walls”), “Member States of the EU and 
Schengen Area have built around 1000 kilometres of walls … since the nineties to prevent displaced 
people migrating into Europe”. In this same Report, it is noted that there was an increase in 2015 with 
7 new walls and the member states which have built walls since 1990s are Spain, Greece, Hungary, 
Bulgaria, Austria, Slovenia, United Kingdom, Latvia, Estonia and Lithuania. So, it is clear that member 
states want to exclude immigrants and they find walls as a solution.

The Visegrad Group (Hungary, Czechia, Poland and Slovakia) opposed to the relocation plans (Mau-
rice, 2015), which were designed to share burden on the frontline states. They noted their opposition 
clearly and according to the Joint Statement of Heads of Governments of the V4 Countries published in 
2016, they presented the term “flexible solidarity” with which member states would be able to contribute 
to the solution of migration crisis according to their experience and potential (Visegrad Group, “Joint 
Statement of the Heads”). The term flexible solidarity is not in line with the term solidarity, which is 
referred frequently when the issue is migration crisis because this crisis affects all of Europe. Here, 
there is a need to act together and share burdening is a must in such an influx of people. Closing borders 
or building walls are not solutions. They are just prolonging the solution process. However, it is really 
difficult to relocate the migrants to different countries than the ones they prefer, especially in a union 
where free movement has been realized.

Within this Group just Hungary both reintroduce border controls because of big influx of persons 
seeking international protection between 17 and 26 of October 2015 (“Member States’ notifications of”) 
and build walls to prevent the entrance of migrants besides acting with the other Visegrad Group coun-
tries. Because of their opposition to the migrants and the solution presented by the EU, the discourses 
of the Visegrad States’ presidents and prime ministers are evaluated to see their effects on the European 
identity, which is based on common values and the principles of the EU, one of which is solidarity.

DISCOURSE ANALYSIS

In this part of the research, discourse analysis is explained briefly as it is used to evaluate the statements 
of the high political actors (mainly presidents and prime ministers) in the Visegrad States. Here, it is 
not focused deeply on the issue of discourse or on the critical discourse analysis but it is aimed to form 
a basis for the research.

Ove K. Pedersen notes that discourse analysis is part of Constructivism (or Social Constructivism) 
and added “It assumes that basic assumptions with regard to being, self and the world are constructed by 
individuals living in a historical and cultural context which is produced and reproduced by their speech 
acts”. Looking from this perspective, discourse analysis matches with the objectives of this research. 
Norman Fairclough’s definition of discourse analysis is also explains the aim of choosing it, as Fairclough 
(2003, p. 2) notes that discourse analysis “is based upon the assumption that language is an irreducible 
part of social life, dialectically interconnected with other elements of social life, so that social analysis 
and research always has to take account of language” and he added that it is a version of critical discourse 
analysis. But here, it is especially preferred to use discourse historical analysis (DHA) which concerns 
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with many discourse areas which include discourse and discrimination, discourse and identity, discourse 
and politics/policy/polity beside some other areas (Martin Reisgl, 2017, p. 48).

Reisgl (p. 52) points out five discursive strategies, which are nomination, predication, argumenta-
tion, perspectivisation, mitigation and intensification and asks some questions to find out the purpose 
within the discourse. So, the statements of the presidents and prime ministers of the Visegrad States are 
evaluated according to these strategies in order to find out their general point of view to the migration 
issue. It is also aimed to see their effects on the European identity.

Before passing to the next part, it should also be noted that the statements of the president and prime 
ministers are chosen departing form the view that the “groups who control most influential discourse 
also have more chances to control the minds and actions of others” (Teun A. van. Dijk, 1998, p. 5). It 
is so clear here that the political leaders, who have the chance to be in contact or in interaction with the 
society easily and who have the power, can control the minds and actions of the society. They can attend 
public meetings, give an interview and use media to give a speech or convey their messages. This kind of 
power can direct the society according to his/her own views. Dijk (1998, p. 8) referring to Nestler and his 
friends supports this view by noting that “…recipients tend to accept beliefs, knowledge, and opinions 
(unless they are inconsistent with their personal beliefs and experiences) through discourse from what 
they see as authoritative, trustworthy or credible sources…”. So, it can be interpreted that presidents 
and prime ministers have the power to control or direct the societies and their views in a way. And this 
makes ‘discourse’ a critical tool, which can provoke feelings like xenophobia, racism, and extremism 
besides many others.

Migration Discourses of the Visegrad States and 
their Effects on the European Identity

In this part, migration related statements of the presidents and prime ministers of the Visegrad States 
are chosen to see their effects on the European identity as these states opposed to have a common plan 
to manage the migration crisis. This opposition is not in line with solidarity, which is accepted and re-
ferred frequently in the EU. The statements related to the migration issue are examined as the effect of 
migration crisis on the European identity is researched. And as a time period, it is preferred to focus on 
the statements after 2015 when the migration crisis was in its peak point. The news related to migration 
and the statements of Visegrad Group countries’ presidents and prime ministers particularly from the 
Guardian, BBC, Reuters, Politico and some other web sites are chosen. The related news are screened 
according to the determined two groups of key words such as migration, migrant, immigrant, migrate, 
Europe, EU, refugee, relocation; and presidents and prime ministers’ names of the Visegrad Group 
countries. The statements that included both the key words from the first group and second group are 
examined. The direct statements of the political actors are preferred to give directly their point of view. 
Here, it is also preferred to focus on the statements of presidents and/or prime ministers state by state.

Milos Zeman is the president of Czech Republic since 2013 and he was on duty during the migration 
crisis and he is still on duty. When it is looked to his statements to see how he evaluates migration, it can 
be seen that he defines migration as an “organized invasion”. It is clear from the headline of the Guardian 
(2015), which is “Czech president: migrants should be fighting Isis, not ‘invading’ Europe” and from 
his statements, which are “I am profoundly convinced that we are facing an organised invasion and not a 
spontaneous movement of refugees” and “A large majority of the illegal migrants are young men in good 
health and single. I wonder why these men are not taking up arms to go fight for the freedom of their 
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countries against the Islamic State”. Here, both the act of migrating and the migrants are characterized 
negatively. As the word ‘invasion’ evokes ‘war’, ‘marauding’ and may be ‘chaos’. So, it can be said that 
migration is associated with invasion and he represents the immigrants negatively by defining them as 
‘healthy’, ‘young’ and ‘single’ men who can fight for their freedom instead of moving and ‘invading’ 
Europe. He uses ‘Europe’ as referring to ‘we’ and the ‘illegal migrants’ as ‘they’ just trying to put the 
difference and excluding them from Europe. He also notes that “[I]t is said that in Africa, at least sev-
eral million people are ready to migrate to Europe. Because they are mostly Muslims whose culture is 
incompatible with European culture, I do not believe in the ability to assimilate them.” in an interview 
with Vacenje Novosti in 2017 (“Can the Czech Runoff”, 2018). In this excerpt, he uses passive voice and 
gives information in facts but its source is not clear, which may have been overrated or incorrect. How-
ever, this information can stoke fear of migration. Here, there is also a binary construction as ‘Muslim 
culture’ and ‘European Culture’ and it is noted that Muslim culture is not compatible with the European 
culture. The immigrants are excluded by the argumentation that they are from different culture and that 
culture is not compatible with European culture. This is a kind of justification for exclusion and it is 
also a kind of identity construction by using ‘others’ and positioning ‘ourselves’ against ‘others’ who are 
different than ‘us’. This kind of discrimination is not acceptable within the EU as it is contradictory to 
the EU values and as it is stated in the previous parts any kind of discrimination is prohibited according 
to the Charter of Fundamental Rights of the European Union (2000). Furthermore, it should be noted 
that Islam or any other religion is not mentioned as the ‘other’ of the European culture in constructing 
the European identity in any of the official texts. So, these kinds of discourses are contradicting with 
European identity. Another point is that the verb ‘assimilate’ is not compatible with the EU’s motto: 
‘unity in diversity’, either. The EU is a union, which respects to diversity as it consists of 28 different 
member states and diversity is always accepted as richness.

Bohuslav Sobotka who was prime minister in Czechia in 2015, also made a statement opposing the 
EU relocation scheme and he noted that “The compulsory quotas are not a good solution” (DW, 2015, 
“EU leaders debate value..”) The present Prime Minister Andrej Babis also opposes to accept migrants 
according to him, “we [in the Czech Republic] take illegal migration as a threat to the European civi-
lization,” (Sputniknews, 2018, Muslim Migrants are ‘Threat’..”). As it is clear he is just othering the 
migrants and noting that ‘we’ and ‘they’ are different. The headline of this news also shows that Muslims 
are evaluated as a threat to European civilization.

In the case of Poland, the statements of Andrzej Duda who is the president of Poland since 2015, 
Maeusz Morawiecki who is the prime minister of Poland since December 2011 and Beata Szydlo who 
was the prime minister of Poland before Mateusz Morawiecki are referred. Starting with Andrzej Duda, 
a headline from Internet news can be given as an example, which is “Migration crisis is a problem of 
entire EU” (2015). There are contradicting views in this news. According to the headline, migration 
crisis is defined as a problem and it is the problem of all member states. However, in the news it is stated 
“Admission quotas and administrative decisions regarding the number of refugees that has to be admitted 
are not effective and European countries, especially in this part of Europe, do not accept them”. This 
statement shows that how he is contradicting with the headline as he is making separation within Europe 
and notes that admission quotas, which is the common solution for the problem of all EU member states 
as he states, are not acceptable to that part of Europe. Another statement of Duda is “There are no anti-
immigrant actions in Poland, we simply do not agree that people should be forcefully sent to us, that’s 
all” (“Forced migration ‘is enslavement..’”, 2018) In this statement, the President tries to justify Polish 
attitude and emphasizes that there is no anti-immigrant action; what they are opposing is to send people 
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without asking them. Here, the question of what if people choose to live in Poland when they are asked 
comes into minds. He may be noting it because of the general view that migrants want to go to Western 
Europe (whether this view is correct or not). However, it is clear that he is trying to justify the Poland’s 
opposition. The adverb ‘forcefully’ also strengthen their perspective.

Current Prime Minister Mateusz Morawiecki is looking from the same perspective and he says, 
“Some leaders begin to understand that forcing the sovereign countries with varying historical experi-
ence to accept some numbers of refugees is unfair. The EU needs to maintain unity and justice in this 
regard” (“Prime Minister Mateusz Morawiecki”, 2018). The last excerpt is from previous Prime Minister 
Beata Szydlo, whose statement is harsh and direct. According to her, “I hear in Europe very often: do 
not connect the migration policy with terrorism, but it is impossible not to connect them” (“Polish PM 
draws link between..”, 2017). Here, she makes a direct connection with migration policy and terror-
ism. Making such generalisations or connection just after ‘London attack’ provokes fear and security 
threat. Migrants are pointed and labelled as dangerous targets. It is so possible for the people to afraid 
of these migrants and to exclude them, as it is an existential problem. This kind of discourses possibly 
feeds extremism, xenophobia and racism and it is so dangerous for peace in Europe. It is also a danger 
for the future of Europe.

Hungary is another state and it criticizes the EU and uses one of the most intolerant discourses. Janos 
Ader is the president of Hungary since 2012. One of his statements which became headline is: “Tack-
ling migration is about sovereignty” (“President Ader: Tackling migration..”) and he also notes more 
attention-grabbing statement in the same news which is: “Masses of people are arriving uncontrolled, as 
well as illicit drugs and weapons, and the number of crimes has increased”. In the headline, managing or 
tackling with the migration crisis is presented as tackling with something which jeopardize sovereignty 
of a state. This can be seen as an attempt to legitimize their perspective because sovereignty is one of 
the issues, which draws attention of people as it is about the existence of a nation. In the second excerpt, 
information is given. The first one is about uncontrolled arrivals of masses of people, illicit drugs and 
weapons and the second one is about the increase of crimes. However, there is no clear information. 
For example, it is not stated how many people are coming, where and when illicit drugs and weapons 
were caught and there is not any rate to show the increase of crimes. But this information promotes fear, 
security problems and threat for people of Hungary. All these negative predications can be evaluated as 
legitimizing the Hungarian perspective in not accepting migrants and building walls to control migration 
or protecting their borders from illicit drugs, weapons, crimes and people who cause all these.

Prime Minister Viktor Orban’s statements are harsher than the Ader’s statement. After the reloca-
tion plans Orban made many speeches related to the quotas proposed. For example, in BBC (2015), 
he mentions that “They’re not just banging on the door, they’re breaking the doors down on top of us. 
Our borders are under threat. Hungary is under threat and so is the whole of Europe.” In this statement, 
migrants are generalized as ‘they’ and Hungary and later Europe as ‘we’. According to the statement, 
the migrants are not coming silently, knocking the door and asking for permission to enter but they are 
breaking and destructing the door. This is an example of binary construction of identity: ‘they’ and 
‘we’. ‘Door’ is used as a metaphor of border and this metaphor makes it easier to visualize or identify 
with the event defined in the statement. Lastly it is noted that migration is a threat for both Hungary and 
Europe and this is another fear promoting statement like all mentioned above. It is also about identifying 
a common enemy on the doors or borders of Europe. In the same news, new laws about giving permis-
sion to “the army to use rubber bullets, tear gas and net guns to control migrants at its borders” (BBC, 
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2015) are mentioned, as well. Orban’s statements are justifying the law as he emphasises the threat and 
a need to take precautions.

Some other statements of Orban with same point of view are; “All of them present a security threat 
because we don’t know who they are. If you allow thousands or millions of unidentified persons into 
your house, the risk of …terrorism will increase”, “the factual point is that all the terrorists are basically 
migrants” (Kaminski, 2015), and “Every single migrant poses a public security and terror risk”, “For us 
migration is not a solution but a problem… not medicine but a poison, we don’t need it and won’t swal-
low it” (Hungarian prime minister says..”). He associates migrants with terrorist and makes a hyperbolic 
generalization by saying that all the terrorists are migrants without giving any factual information. In the 
second statement, he gives numbers but they are not explicit but exaggerated by saying ‘millions of’ and 
in the third statement, he continues his generalizations by putting all the migrants into the same equation. 
In the last statement, the metaphor of ‘poison’ is used to show how dangerous are the migrants and how 
they can cause to their lives if they swallow them or in other words allow them in. Positive and negative 
representations are used together but the negative ones are preferred to characterize migrants. Here, the 
argumentation is that there is a security threat, which occurs because of the migrants so opposing is the 
only way to stay secure and alive.

Lastly, it is focused on the migration statements of Slovakia. Andrej Kiska is the president of Slovakia 
since 2014. Different than the previous leaders he is more moderate. He indicates, “There will always 
be problems and challenges that we will have to face. But it must not be a reason for us to isolate our 
country and become reluctant to help others” and “Please, let’s put an end to scaremongering ” (Kiska, 
2015) Even if he is more moderate he is still using the word ‘problem’ and ‘challenge’ but he is not 
addressing migrants directly instead he is calling people to be thoughtful not to ignore people in need. 
Peter Pelegrini is the current prime minister since 2018 and he is moderate, as well but the previous 
Prime Minister Rober Fico who had the position during 2012 and 2018 was not moderate as they are. 
According to one of his statements, “The idea of multicultural Europe failed and the natural integration 
of people who have another way of life, way of thinking, cultural background and most of all religion, is 
not possible” (Cunningham, 2016). This emphasis is quite contradictory to the multicultural policy of 
the EU and the values, which are supported and form the basis of the EU. Moreover, the differences are 
noted one by one and living together with these differences is stated to be impossible. Discrimination, 
exclusion and xenophobia can be the consequences of such statements.

In this part, the views of the presidents and prime ministers of the Visegrad States related to the 
subject of migration are evaluated in order to see their effects on the European identity. According to the 
evaluations, it is seen that most of the referred statements are quite compatible with the common values 
and principles of the EU. These principles and common values are the basis of the European identity 
as it is stated in many official documents of the EU. So, it can be said that the generalisations, labelling 
people as ‘terrorist’, ‘poison’, ‘threat’ and making discriminations as ‘us’ and ‘them’, hyperbolic state-
ments promoting fear and arising security relate questions and xenophobia and maybe racism is quite 
challenging for the European identity. This can be also evaluated as violation of law and fundamental 
rights, which are at the core of EU. Migration issue cannot be the responsibility of just Italy or Greece 
because of their geographical position or Germany and Sweden’s responsibility because they try to be 
in line with human rights and rule of law or because of their welfare level. The member states of the EU 
are benefitted from the prosperity, which the EU provides, so they should share the responsibilities and 
come over the problems together without evading responsibility.
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In this part, it can also be noted that the Visegrad States generally have a common opposition against 
migrants and even though they have some commonalities the discourses are varying. As it is mentioned 
in the previous part, they declared their opposition to mandatory relocation scheme but all of them did 
not take the same precautions like building walls and reintroducing border controls because of big influx 
of people. Hungary’s politician’s especially Orban uses more direct, combatant discourse and trenchant 
words while Slovakia uses more moderate rhetoric. However, the common point of these states is their 
anti-migrant position. This can be seen in November 2017 facts, Slovakia relocated just 16 migrants 
and Czechia relocated 12 migrants while Poland and Hungary relocated none. They had different quotas 
such as 902 for Slovakia, 2691 for Czechia, 6182 for Poland and 1294 migrants for Hungary (European 
Commission, 2017, “Relocation: EU Solidarity between..”). Another point that they partially have in 
common is that positioning the migrants as Muslims and their culture on the one side and Christianity 
and the European culture on the other one.

Looking to the public opinion may be beneficial to see how people think about migrants while their 
leaders are using particular kind of discourse on migration. Eurobarometer data is a useful source to 
make such kind of evaluation. When it is looked to the Special Eurobarometer 479 Report on Future of 
Europe (October-November, 2018, p. 23), the main challenge for EU is unemployment but migration is 
also one of the three main challenges with a proportion of 34% in 2018 and 36% in 2016. Here, it can 
be observed that there is a decrease in the point of view that evaluates migration as a main challenge 
in time. However, it is the first mentioned item in Czechia (59%) and Hungary (46%) (p. 24). So, the 
respondents from Czechia and Hungary think that migration is the main challenge while it is the third 
most frequently mentioned item in Slovakia (36%) and the second most frequently mentioned item in 
Poland (33%) (p. 26). Here, it should be also pointed out that migration was not one of the options pre-
sented to the respondents in 2014 (European Commission, “Special Eurobarometer 413..”, 2014, p. 9) 
so it is not possible to make any evaluation comparing the views before 2015 and after 2015. It became 
one of the options after the crisis. And it is seen as a main or one of the main challenges in all Visegrad 
States and this shows that public opinion is parallel to the views of politicians.

When it is looked to the data related to the EU values, which are at the core of European identity, in 
the same Report it can be seen that social equality and solidarity is evaluated as one of the main values 
of the EU besides peace and freedom of opinion. The other values, which are the options of the asked 
question in Eurobarometer 451 and 479 (2016, pp. 23-32 and 2018, pp. 31-40), are respect for nature 
and the environment; progress and innovation; tolerance and openness to others; and respect for history 
and its lessons. In order to be in line with rest of the chapter the data related to solidarity and tolerance 
are evaluated. In Eurobarometer reports, it can be seen what percentage of the Europeans associate EU 
with which value. According to the data, in 2018 48% and in 2016 55% of the respondents in the EU 
are associated ‘social equality and solidarity’ with the EU. The percentage decreased in two years’ time. 
When it is looked to the Visegrad States it can be seen that proportion of all these countries decreased 
between 2016 and 2018, as well. The same results with a slight change can be observed for ‘tolerance 
and openness to others’ within the same period. Here, just Czech public opinion increased 1%. All other 
rates decreased. So, it can be said that views of the respondents from the Visegrad States changed after 
the migration crisis and the discourses of the politician may have had an effect in this change as the 
discourses of the politicians can be related neither with solidarity nor with tolerance and the reflection 
of it can be seen in the public, as well.

As stated in the previous parts, the discourse of authoritative people can control the way of thinking 
of people and also their actions. These people also have power to steer tendencies or effect societies in 
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desired ways. So, repeating the concepts like ‘migration’, ‘migrant’, ‘threat’, ‘terrorist’, ‘terrorism’ and 
‘poison’ together and relating them can form an image in the minds of people which is quite contradic-
tory to the European identity and its inclusive nature. Diversity is accepted as a richness within the EU, 
any kind of discrimination related to religion, sex, language, etc. is prohibited and solidarity, tolerance 
and burden sharing is praised.

Constructing an identity for a union is not easy because it is a supranational or name it transnational 
identity. The discourses have an important role in constructing or deconstructing this identity. So, mi-
gration crisis and the discourses as an outcome of this crisis are real threat or challenge for the identity, 
which has been constructed since 1970s. Repeating the same discriminating argumentation in a society 
again and again and presenting a perspective will have an effect, which can be realized clearly in future 
as identity is not stable but active.

RECOMMENDATIONS

In this study, it is found out that discourses can affect societies and so can the identities in a negative 
way. To avoid such an outcome, authoritative powers should be careful and politically correct in their 
public discourses. It should no be forgotten that negative discourses including extremism, xenophobia 
and racism can feed extremism, xenophobia and racism and turn the societies into chaotic places. Such 
an outcome will be good neither for migrants nor for the others.

FUTURE RESEARCH DIRECTIONS

Within this study, it is preferred to focus on discourses of the Visegrad States leaders. Different researches 
with similar perspective can be made to all member states or to the different actors in a member state 
or states.

CONCLUSION

In this chapter, it was aimed to see the effect of migration crisis on the European identity. It was exam-
ined if the discourses of political leaders who opposed to relocation plan or in other words the plan to 
relocated the migrants within the EU in order to eliminate the suppress over the frontline member states, 
had a challenging effect on the European identity.

Constructivism was chosen as a theoretical framework as it focuses on identity issues, their construc-
tions and evaluate the construction as a process and it also focuses on ideas. In this research, the European 
identity was also evaluated as a construction, which never ends and constantly constructed within rela-
tions and interactions. So, this relations and interactions affect the identity. Departing from this point it 
will not be wrong to note that migration issue also affects the identity construction process of the EU.

The identity of EU is a collective identity, which tries to embrace the citizens of the EU, and this 
identity has been constructed since it was first introduced in the Copenhagen Declaration on European 
Identity (1973). This process can be traced back with the official documents of the EU. In this study, 
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the historical framework was given roughly to have a general idea about the construction process and 
what was included in this process.

Identity is about knowing who we are and also knowing who they are and ‘other’ is generally used as 
a reference point in defining ourselves. According to some discourses mentioned in the previous parts, 
it can be noted that in this context ‘Muslim migrants’ are evaluated as the other of ‘Europeans’.

Some of the components of the European identity are ‘Unity in diversity’, free movement, human rights, 
democracy, respect for diversity, transparency, freedom, rule of law, solidarity. However, the discourses 
noted in this research are not in line with the common values stated again and again in the official docu-
ments. Here, the context of the discourses should also be noted because these discourses were expressed 
after the migration crisis, which reached its peak point in 2015, and after the EU’s decision to relocate the 
people in member states. The Visegrad States opposed this plan and their leaders’ discourses shaped in 
relation to this opposition. Nevertheless, it is needed to say these kinds of discourses are dangerous both 
for the European identity and in relation to this identity it is also dangerous for the future and integrity 
of the EU. They may have disruptive effect because they are contradicting with the values of the EU on 
which the European identity has been constructed. Later, these values may be meaningless words just 
written in the treaties. They may also cause EU to evolve into more transnational less supranational union 
without having a common identity. Discourses can cause changes and a discourse starts with a word. 
So, discourses of politicians both using its authoritative power and media power to reach the public can 
make a difference by changing the attachment of the citizens to the common European identity.

In the anti-migrant discourses of abovementioned leaders, it can be noticed that European identity or 
the national identities should be protected from invasion, threat, different identities without referring to 
the motto of the EU: unity in diversity? Moreover, national borders should be secured rather than thinking 
of EU borders and walls and fences can be built ignoring free movement. So, lastly it can be said that 
constructing and maintaining the European identity is challenging with discourses of abovementioned 
leaders and this may even deconstruct the European identity. As a last word, migration crisis is a test for 
the European identity and future will show how the identity will evolve.

REFERENCES

Adonnino, P. (1985). A People’s Europe reports from the ad hoc committee. Retrieved from http://aei.
pitt.edu/992/1/andonnino_report_peoples_europe.pdf

Brubaker, R., & Cooper, F. (n.d.). Beyond “Identity” (pp. 1-47). Retrieved from https://works.bepress.
com/wrb/2/download/

Can the Czech runoff election impact the country’s stance on migration? (2018, Jan. 24). Migration 
voter. Retrieved from https://migrationvoter.com/2018/01/24/can-the-czech-runoff-election-effect-the-
countrys-stance-on-migration/

Castels, M. (n.d.). The construction of European identity (pp. 1-9). Retrieved from http://www.chet.org.
za/files/CASTELLS%202004%20European%20Identity.pdf

Charter of fundamental rights of the European Union. (2000, Dec. 18). Retrieved from https://www.
europarl.europa.eu/charter/pdf/text_en.pdf

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use

http://aei.pitt.edu/992/1/andonnino_report_peoples_europe.pdf
http://aei.pitt.edu/992/1/andonnino_report_peoples_europe.pdf
https://works.bepress.com/wrb/2/download/
https://works.bepress.com/wrb/2/download/
https://migrationvoter.com/2018/01/24/can-the-czech-runoff-election-effect-the-countrys-stance-on-migration/
https://migrationvoter.com/2018/01/24/can-the-czech-runoff-election-effect-the-countrys-stance-on-migration/
http://www.chet.org.za/files/CASTELLS%202004%20European%20Identity.pdf
http://www.chet.org.za/files/CASTELLS%202004%20European%20Identity.pdf
https://www.europarl.europa.eu/charter/pdf/text_en.pdf
https://www.europarl.europa.eu/charter/pdf/text_en.pdf


396

Responses of the Visegrad States to the Migration Crisis and the European Identity
 

Ciepiela, K. (2011). From language as an identity marker to language as a toolkit for identity performance. 
In K. Ciepiela (Ed.), Identity through a language lens (pp. 7–20). Frankfurt am Main: Peter Lang.

Connolly, W. E. (1991). Identity/difference: Democratic negotiations of political paradox. New York: 
Cornell University Press.

Cunningham, B. (2016, Oct. 2). We protect Slovakia. Politico. Retrieved from https://www.politico.eu/
article/slovakia-fico-migrants-refugees-asylum-crisis-smer-election/

CVCE. Declaration on European Identity. (1973, Dec. 14). Retrieved from http://www.cvce.eu/content/
publication/1999/1/1/02798dc9-9c69-4b7d-b2c9-f03a8db7da32/publishable_en.pdf

Czech president: migrants should be fighting Isis, not ‘invading’ Europe. (2015, Dec. 27). The Guardian. 
Retrieved from https://www.theguardian.com/world/2015/dec/27/czech-president-migrants-should-be-
fighting-isis-not-invading-europe

Delanty, G., & Chris, R. (2005). Is there a European identity?: European self-understanding beyond 
unity and diversity. In Rethinking Europe: Social theory and the implications of Europeanization (pp. 
50–68). Oxon, UK: Routledge. doi:10.4324/9780203640050

EU leaders debate value of mandatory refugee relocation. (2015, Sept. 9). DW. Retrieved from https://
www.dw.com/en/eu-leaders-debate-value-of-mandatory-refugee-relocation/a-18703817

European Commission. (2014, January-March). Special Eurobarometer 413 – Report Future of Europe. 
Retrieved from http://ec.europa.eu/COMMFrontOffice/publicopinion/index.cfm/Survey/getSurveyDetail/
instruments/SPECIAL/surveyKy/2038

European Commission. (2015, May 13). European agenda on migration. Retrieved from https://ec.europa.
eu/home-affairs/what-we-do/policies/european-agenda-migration_en

European Commission. (2016, October-December). Special Eurobarometer 451 – Report Future of 
Europe. Retrieved from http://ec.europa.eu/COMMFrontOffice/publicopinion/index.cfm/Survey/get-
SurveyDetail/instruments/SPECIAL/surveyKy/2131

European Commission. (2017, November). Relocation: EU Solidarity between Member States. Retrieved 
from https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-
migration/20171114_relocation_eu_solidarity_between_member_states_en.pdf

European Commission. (2018, October-November). Special Eurobarometer 479 – Report Future of 
Europe. Retrieved from http://ec.europa.eu/commfrontoffice/publicopinion/index.cfm/survey/getsur-
veydetail/instruments/special/surveyky/2217

European Commission. (2019, March). EU – Turkey Statement Three years on. Retrieved from https://
ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/
background-information/docs/communication_on_the_european_agenda_on_migration_en.pdf

European Commission. Temporary reintroduction of border control. Retrieved from https://ec.europa.
eu/home-affairs/what-we-do/policies/borders-and-visas/schengen/reintroduction-border-control_en

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use

https://www.politico.eu/article/slovakia-fico-migrants-refugees-asylum-crisis-smer-election/
https://www.politico.eu/article/slovakia-fico-migrants-refugees-asylum-crisis-smer-election/
http://www.cvce.eu/content/publication/1999/1/1/02798dc9-9c69-4b7d-b2c9-f03a8db7da32/publishable_en.pdf
http://www.cvce.eu/content/publication/1999/1/1/02798dc9-9c69-4b7d-b2c9-f03a8db7da32/publishable_en.pdf
https://www.theguardian.com/world/2015/dec/27/czech-president-migrants-should-be-fighting-isis-not-invading-europe
https://www.theguardian.com/world/2015/dec/27/czech-president-migrants-should-be-fighting-isis-not-invading-europe
https://www.dw.com/en/eu-leaders-debate-value-of-mandatory-refugee-relocation/a-18703817
https://www.dw.com/en/eu-leaders-debate-value-of-mandatory-refugee-relocation/a-18703817
http://ec.europa.eu/COMMFrontOffice/publicopinion/index.cfm/Survey/getSurveyDetail/instruments/SPECIAL/surveyKy/2038
http://ec.europa.eu/COMMFrontOffice/publicopinion/index.cfm/Survey/getSurveyDetail/instruments/SPECIAL/surveyKy/2038
https://ec.europa.eu/home-affairs/what-we-do/policies/european-agenda-migration_en
https://ec.europa.eu/home-affairs/what-we-do/policies/european-agenda-migration_en
http://ec.europa.eu/COMMFrontOffice/publicopinion/index.cfm/Survey/getSurveyDetail/instruments/SPECIAL/surveyKy/2131
http://ec.europa.eu/COMMFrontOffice/publicopinion/index.cfm/Survey/getSurveyDetail/instruments/SPECIAL/surveyKy/2131
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/20171114_relocation_eu_solidarity_between_member_states_en.pdf
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/20171114_relocation_eu_solidarity_between_member_states_en.pdf
http://ec.europa.eu/commfrontoffice/publicopinion/index.cfm/survey/getsurveydetail/instruments/special/surveyky/2217
http://ec.europa.eu/commfrontoffice/publicopinion/index.cfm/survey/getsurveydetail/instruments/special/surveyky/2217
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/background-information/docs/communication_on_the_european_agenda_on_migration_en.pdf
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/background-information/docs/communication_on_the_european_agenda_on_migration_en.pdf
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/background-information/docs/communication_on_the_european_agenda_on_migration_en.pdf
https://ec.europa.eu/home-affairs/what-we-do/policies/borders-and-visas/schengen/reintroduction-border-control_en
https://ec.europa.eu/home-affairs/what-we-do/policies/borders-and-visas/schengen/reintroduction-border-control_en


397

Responses of the Visegrad States to the Migration Crisis and the European Identity
 

Fairclough, N. (2003). Analysing discourse: Textual analysis for social research. London, UK: Routledge. 
doi:10.4324/9780203697078

Forced migration is enslavement: Polish president. (2018, Aug. 22). Polandin. Retrieved from https://
polandin.com/38606869/forced-migration-is-enslavement-polish-president

Frontex. Migratory map. Retrieved from https://frontex.europa.eu/along-eu-borders/migratory-map/

Frontex. Migratory routes. Retrieved from https://frontex.europa.eu/along-eu-borders/migratory-routes/
western-balkan-route/

Frontex. Migratory routes. Retrieved from https://frontex.europa.eu/along-eu-borders/migratory-routes/
eastern-mediterranean-route/

Hopf, T. (1998). The promise of constructivism in international relations theory. International Security, 
23(1), 171–200. doi:10.1162/isec.23.1.171

Hungarian prime minister says migrants are ‘poison’ and ‘not needed’. (2016, July 27). The Guardian. 
Retrieved from https://www.theguardian.com/world/2016/jul/26/hungarian-prime-minister-viktor-orban-
praises-donald-trump

Hungary P. M. Orban: Europe borders threatened by migrants. (2015, Sept. 21). BBC. Retrieved from 
https://www.bbc.com/news/world-europe-34311254

International Organization for Migration. Key migration terms. Retrieved from https://www.iom.int/
key-migration-terms

Introduction. (2001). InChristiansen, T., Jorgensen, K. E., & Wiener, A. (Eds.), The social construction 
of Europe (pp. 1–21). London, UK: Sage. doi:10.4135/9781446221105.n1

Jenkins, R. (2014). Social identity (4th ed.). New York: Routledge. doi:10.4324/9781315887104

Kaminski, M. (2015, Nov. 23). All the terrorists are migrants. Politico. Retrieved from https://www.
politico.eu/article/viktor-orban-interview-terrorists-migrants-eu-russia-putin-borders-schengen/

Kim, B. (2001). Social constructivism. Emerging perspectives on learning, teaching, and technology, 
1(1), 16.

Kiska, A. (2015, Sept. 7). Kiska: Attitude to refugees will define the heart and soul of Slovakia. Retrieved 
from https://www.prezident.sk/en/article/vyhlasenie-prezidenta-kisku-k-teme-utecencov/

Maurice, E. (2015, Sept. 4). Refugee quotas ‘unacceptable’ for Visegrad states. Euobserver. Retrieved 
from https://euobserver.com/migration/130122

Mead, G. H. (1934). Play, the Game, and the Generalized Other. In G. H. Mead & C. W. Morris (Eds.), 
Mind self and society from the standpoint of a social behaviorist (pp. 152–164). Chicago, IL: University 
of Chicago.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use

https://polandin.com/38606869/forced-migration-is-enslavement-polish-president
https://polandin.com/38606869/forced-migration-is-enslavement-polish-president
https://frontex.europa.eu/along-eu-borders/migratory-map/
https://frontex.europa.eu/along-eu-borders/migratory-routes/western-balkan-route/
https://frontex.europa.eu/along-eu-borders/migratory-routes/western-balkan-route/
https://frontex.europa.eu/along-eu-borders/migratory-routes/eastern-mediterranean-route/
https://frontex.europa.eu/along-eu-borders/migratory-routes/eastern-mediterranean-route/
https://www.theguardian.com/world/2016/jul/26/hungarian-prime-minister-viktor-orban-praises-donald-trump
https://www.theguardian.com/world/2016/jul/26/hungarian-prime-minister-viktor-orban-praises-donald-trump
https://www.bbc.com/news/world-europe-34311254
https://www.iom.int/key-migration-terms
https://www.iom.int/key-migration-terms
https://www.politico.eu/article/viktor-orban-interview-terrorists-migrants-eu-russia-putin-borders-schengen/
https://www.politico.eu/article/viktor-orban-interview-terrorists-migrants-eu-russia-putin-borders-schengen/
https://www.prezident.sk/en/article/vyhlasenie-prezidenta-kisku-k-teme-utecencov/
https://euobserver.com/migration/130122


398

Responses of the Visegrad States to the Migration Crisis and the European Identity
 

Member States’ notifications of the temporary reintroduction of border control at internal borders pursu-
ant to Article 25 et seq. of the Schengen Borders Code. Retrieved from https://ec.europa.eu/home-affairs/
sites/homeaffairs/files/what-we-do/policies/borders-and-visas/schengen/reintroduction-border-control/
docs/ms_notifications_-_reintroduction_of_border_control_en.pdf

Migration crisis is a problem of entire EU. (2015, Oct. 9). president.pl. Retrieved from https://www.
president.pl/en/news/art,44,migration-crisis-is-a-problem-of-entire-eu.html

Muslim migrants are ‘threat’ to European Civilization- Czech PM. (2018, Sept. 2). Sputniknews. Re-
trieved from HTTPS://SPUTNIKNEWS.COM/EUROPE/201809021067689690-MUSLIM-MIGRANTS-
EUROPEAN-CIVILIZATION/

Polish PM draws link between London attack and EU migrant policy. (2017, March 13). Reuters. Retrieved 
from https://www.reuters.com/article/us-europe-migrants-poland/polish-pm-draws-link-between-london-
attack-and-eu-migrant-policy-idUSKBN16U0TO

Pollack, A. M. (2001). International relations theory and European integration. Journal of Common 
Market Studies, 39(2), 221–244. doi:10.1111/1468-5965.00286

President Ader. (n.d.). Tackling migration is about sovereignty. Hungary Journal. Retrieved from https://
thehungaryjournal.com/2017/09/16/president-ader-tackling-migration-is-about-sovereignty/

Risse, T. (2004). European institutions and identity change: what have we learned? In R. Hermann, T. 
Risse, & M. Brewer (Eds.), Transnational identities: Becoming European in the EU (pp. 247–271). New 
York: Rowman & Littlefield Pub.

Oxford University Press. (2006). Social constructivism. In R. Jackson & G. Sorensen (Eds.), Introduction 
to international relations theories and approaches (3rd ed., pp. 161–177). Retrieved from http://e-edu.
nbu.bg/pluginfile.php/147644/mod_resource/content/0/jackson_sorensen_Intro_in_IR_chap06.pdf

Staszak, J. F. (2008). Other/otherness. In International Encyclopaedia of Human Geography. Elsevier. 
Retrieved from https://www.unige.ch/sciences-societe/geo/files/3214/4464/7634/OtherOtherness.pdf

The consolidated version of the treaty of the functioning of the European Union. (2012, Oct. 26). Re-
trieved from https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT

The EU must maintain unity and justice in its approach to the issue of migration. (2018, June 25). pre-
mier.gov.pl. Retrieved from https://www.premier.gov.pl/mobile/en/news/news/prime-minister-mateusz-
morawiecki-the-eu-must-maintain-unity-and-justice-in-its-approach.html

The Single European Act. (1987, June 29). Retrieved from http://eur-lex.europa.eu/legal-content/EN/
TXT/PDF/?uri=OJ:L:1987:169:FULL&from=EN

Tindemans, L. (1976). European Union report by Mr. Leo Tindemans to the European Council. Re-
trieved from https://publications.europa.eu/en/publication-detail/-/publication/86474a24-ccae-462b-
8de4-00aacde62c65

Transnational Institute. (2018, Nov. 9). Building walls. Retrieved from https://www.tni.org/en/publica-
tion/building-walls

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use

https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/borders-and-visas/schengen/reintroduction-border-control/docs/ms_notifications_-_reintroduction_of_border_control_en.pdf
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/borders-and-visas/schengen/reintroduction-border-control/docs/ms_notifications_-_reintroduction_of_border_control_en.pdf
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/borders-and-visas/schengen/reintroduction-border-control/docs/ms_notifications_-_reintroduction_of_border_control_en.pdf
https://www.president.pl/en/news/art,44,migration-crisis-is-a-problem-of-entire-eu.html
https://www.president.pl/en/news/art,44,migration-crisis-is-a-problem-of-entire-eu.html
https://www.reuters.com/article/us-europe-migrants-poland/polish-pm-draws-link-between-london-attack-and-eu-migrant-policy-idUSKBN16U0TO
https://www.reuters.com/article/us-europe-migrants-poland/polish-pm-draws-link-between-london-attack-and-eu-migrant-policy-idUSKBN16U0TO
https://thehungaryjournal.com/2017/09/16/president-ader-tackling-migration-is-about-sovereignty/
https://thehungaryjournal.com/2017/09/16/president-ader-tackling-migration-is-about-sovereignty/
http://e-edu.nbu.bg/pluginfile.php/147644/mod_resource/content/0/jackson_sorensen_Intro_in_IR_chap06.pdf
http://e-edu.nbu.bg/pluginfile.php/147644/mod_resource/content/0/jackson_sorensen_Intro_in_IR_chap06.pdf
https://www.unige.ch/sciences-societe/geo/files/3214/4464/7634/OtherOtherness.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT
http://premier.gov.pl
http://premier.gov.pl
https://www.premier.gov.pl/mobile/en/news/news/prime-minister-mateusz-morawiecki-the-eu-must-maintain-unity-and-justice-in-its-approach.html
https://www.premier.gov.pl/mobile/en/news/news/prime-minister-mateusz-morawiecki-the-eu-must-maintain-unity-and-justice-in-its-approach.html
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L:1987:169:FULL&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L:1987:169:FULL&from=EN
https://publications.europa.eu/en/publication-detail/-/publication/86474a24-ccae-462b-8de4-00aacde62c65
https://publications.europa.eu/en/publication-detail/-/publication/86474a24-ccae-462b-8de4-00aacde62c65
https://www.tni.org/en/publication/building-walls
https://www.tni.org/en/publication/building-walls


399

Responses of the Visegrad States to the Migration Crisis and the European Identity
 

TreatiesE. U. (n.d.). Retrieved from https://europa.eu/european-union/law/treaties_en

Treaty of Amsterdam amending the treaty on European Union. The treaties establishing the European 
communities and certain related acts. (1997, Nov. 10). Retrieved from https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:11997D/TXT&from=EN

Treaty of Lisbon amending the treaty on European Union and the treaty establishing the European 
Community. (2007, Dec. 17). Retrieved from http://publications.europa.eu/resource/cellar/688a7a98-
3110-4ffe-a6b3-8972d8445325.0007.01/DOC_19

Treaty on European Union. (1992). Retrieved from https://europa.eu/european-union/sites/europaeu/
files/docs/body/treaty_on_european_union_en.pdf

van Dijk, T. A. (2001). Critical discourse analysis. In D. Schiffrin, D. Tannen, & H. E. Hamilton (Eds.), 
The handbook of discourse analysis (pp. 352–371). Malden, MA: Blackwell Publishing Ltd.

Visegrad Group. (2016). Joint statement of heads of governments of the V4 Countries. Retrieved from 
http://visegradgroup.eu/calendar/2016/joint-statement-of-the-160919

Wendt, A. (1999). Social theory of international politics. Cambridge, UK: Cambridge University Press. 
doi:10.1017/CBO9780511612183

Wiener, A. (2006). Constructivist approaches in international relations theory: puzzles and promises, 
ConWEB, 5, 1-27, Retrieved from https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1939758

KEY TERMS AND DEFINITIONS
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European Identity: An identity, which is constructed everyday within the lives of Europeans.
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Solidarity: It is a concept which requires being and acting together among people who have common 

interests or belong to same community.
Threat: A person or a thing which can cause danger.
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ABSTRACT

Nowadays, the environment has become a global phenomenon. The main reason for this is the environ-
mental problems. Therefore, solving these problems requires international cooperation. Environmental 
governance implies that states, international institutions, supra-national institutions, and societies act 
together in the solution of environmental problems within the framework of international cooperation. 
The European Union is a global power and actor with many states. Therefore, it is an effective actor in 
the search for solutions to environmental problems. The European Union’s environmental attitude and 
regulations have national, regional, and international importance. This chapter evaluates the importance 
of the European Union for environmental governance within the framework of environmental action 
programs. In this context, environmental action programs will be examined in terms of environmental 
governance regarding formal and informal reports.

INTRODUCTION

Environmental problems are no longer a simple pollution problem perceived at the local level; they 
have global impacts and become a problem that affects all conditions of life on earth. The importance 
of environmental problems for world societies and states is increasing day by day. Therefore, environ-
mental policies are gaining importance and developing rapidly both at national and international level. 
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The change in the extent and impact of environmental problems has increased the efforts to solve the 
problems and brought these efforts from national to regional and global level. This difference in the 
scale and perception of the problem naturally brought about discussions and attempted to address the 
environment as an international policy area rather than a national policy area. Environmental policies 
can vary considerably from country to country. However, it is not possible to speak of a national envi-
ronmental policy that is completely independent of international obligations and global trends. Global 
environmental policies define the framework of national environmental policies and guide the national 
policies of states (Kaya, 2013: 466-470).

From the second half of the 20th century onwards, there has been a tendency towards the environmental 
problems and the policies to solve them at the international level. In this respect, the first concrete step 
towards the solution of environmental problems was the Stockholm conference in 1972. In the confer-
ence, attention was paid to environmental problems, and it was emphasized that the solution-oriented 
policies should be formed within the framework of cooperation. In the following years, many confer-
ences were organized, and reports were published. However, although policies have been developed for 
the solution of environmental problems, they have not been implemented effectively. The resolution of 
environmental problems requires common responsibility and cooperation. This means co-formulating, 
implementing, and evaluating environmental policies. Environmental governance is a system that meets 
this understanding.

Despite all these efforts and initiatives, the lack of effective solutions to environmental problems stems 
from economic concerns. In order to ensure their economic development, states ignore many measures to 
be taken regarding environmental problems and act on the assumption that the resources are unlimited. 
Therefore, it is necessary to find effective solutions to environmental problems, to take the measures 
required and to set specific standards for these solutions and measures. However, since environmental 
issues are global rather than local/regional, comprehensive addressing of the environmental problems 
and setting specific standards is not an issue that every state can do alone.

In this context, states, international institutions and organizations should act together and cooperate 
against environmental problems. At this point, the concept of environmental governance gains impor-
tance. The EU is an international power and actor as it has many states. Therefore, it is an effective 
actor in the search for solutions to environmental problems. The EU’s attitude and regulations to the 
environment have national, regional, and international impacts. The EU is struggling to bring environ-
mental standards into line with global environmental policies. With this effort, it plays a leading role 
in the creation and implementation of global environmental policies. On the other hand, the EU is a 
supranational institution in which sovereign nation-states are represented. Therefore, the EU is seen as 
a multi-level governance system in itself.

In this framework, in this study, the importance of the EU in terms of environmental governance will 
be evaluated within the framework of environmental action programs. In this context, firstly environmental 
governance understanding will be mentioned, and then the information will be given about the EU on 
environmental policies and environmental action programs. Finally, environmental action programs will 
be examined within the scope of formal and informal reports prepared as a result of action programs in 
terms of environmental governance. Reports state that the objectives of environmental action programs 
have not been achieved. The main reason for this is the lack of stakeholder engagement during the policy 
implementation phase, while the policy formulation process is co-operative.
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BACKGROUND

Environmental Governance

It can be stated that there is a strong international trend towards the globalization of environmental poli-
cies (Kaya, 2013: 470-471). One of the reasons for this trend is the cross-border effects of environmental 
problems and the fact that states cannot find solutions to these problems through unilateral actions. 
Another reason is that the environment has become an issue that directly affects interstate relations. 
The close connection of the environment with economic, political, and security issues accelerates it is 
becoming an international policy area (Chasek et al., 2013: 42-43). In this context, the environment is 
one of the areas where governance can be the most necessary and most functional.

The concept of governance was first included in a World Bank report published in 1989 as ‘good 
governance’. Governance is defined as the structure or order of the results obtained through the joint 
efforts of all relevant actors for the identification and solution of problems in a social-political system 
(Çukurçayır & Sipahi, 2003: 46; TODAİE, 1998: 274; Parlak, 2011: 865). In other words, governance is 
a system that expresses the creation, co-production, and decision-making through the interaction between 
the state, private sector and civil society in relation to economic, political and social issues in society. In 
this way, a society can decide and apply with mutual understanding and negotiation. Governance, with 
its social, political and economic dimensions, enables the participation of individuals at household, vil-
lage, town, nation, region or international level (Fakier, Tholin & Kapelus, 2005: 4).

One of the areas where governance can be the most necessary and most functional is undoubtedly 
the environment. In this context, environmental governance is defined as the interaction between formal 
and informal institutions and actors in society and decision-making, which are effective in defining and 
covering environmental problems. Therefore, governance in terms of environment includes organiza-
tions, societies, policy and decision-making mechanisms, financial mechanisms, laws, regulations, states, 
governments and non-governmental organizations for solving environmental problems (Mitchell, 2002: 
670-671).

Global environmental governance and policies have gradually changed in line with this understand-
ing. With the creation of an international environmental agenda in the early 1970s, governments and 
intergovernmental institutions have been at the center of this governance approach. However, this 
understanding, which has accelerated in recent years, has become transnational, and non-state actors 
operating at different levels ranging from local to regional and global have started to take part in the 
process (Falkner, 2011: 4).

The subject of environmental governance is soil degradation, climate change, biodiversity, transgenic 
organisms, erosion, desertification, loss of agricultural products, loss of tropical forests, mass extinction 
of species, rapid population growth threatening underdeveloped countries, and gradually decreasing 
freshwater resources, the deterioration of marine habitats, the negative effects of organic pollutants and 
pesticides on human health, ozone depletion, acid rains, ozone depletion, nuclear accidents, nuclear waste 
and energy problems, nuclear risk, socio-environmental conflicts (Sipahi, 2010: 333).

The concept of global environmental governance has emerged as a result of international confer-
ences and agreements concluded at these conferences. Environmental problems came first on the global 
agenda at the United Nations Conference on the Human Environment in Stockholm in 1972. Stockholm 
Conference is the first serious step related to environmental problems. The Stockholm conference has 
had a significant impact on acknowledging the importance of the environment as a global issue and high-
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lighting issues that will form the agenda in the coming years (Kaya, 2013: 474). One hundred fourteen 
countries participated in the conference and discussed problems such as environmental pollution and 
resource management. In the Conference, it was stated that unless the differences between developed and 
underdeveloped countries were eliminated, environmental conditions could not be improved; It is argued 
that development does not contradict environmental protection and that environmental protection is not 
an excuse to slow down development. As a result of these discussions, it was stated that development 
should be seen as the main objective and environmental protection initiatives should not be perceived 
as an obstacle to the development goals of the states (Ertürk, 2009: 323). In this context, the concept of 
sustainable development has emerged as a new expression of the balance between economy, environ-
ment, and society (Sipahi, 2010: 333).

After this conference, it was accepted that the environment was a big problem and that affected the 
people and the economic development of the states. In addition, it was decided to establish an interna-
tional body in the United Nations to address environmental issues globally. This structure is called the 
United Nations Environment Program (UNEP) (Wagner & Brinkmann, 2005: 8). Establishment of an 
institution that will organize global efforts in the environmental field can be interpreted as a success 
(Kaya, 2013: 474).

The United Nations Environment Program aims at coordinating environmental issues at the United 
Nations, continuously reviewing the state of the environment on a global level, attracting the attention 
of the international community on environmental issues, and ensuring the development of international 
and national environmental policy and law (Ministry of Foreign Affairs, 2019). The United Nations 
Environment Program aims to bring together representatives from international organizations, nation-
states, non-governmental organizations, the private sector, and civil society to discuss environmental 
issues and ensure sustainable development (Wagner & Brinkmann, 2005: 8). Thus, the understanding 
of environmental governance has emerged and developed.

In the development and strengthening of the United Nations Environment Program, the UN Confer-
ence on Environment and Development in Rio de Janeiro in 1992, World Summit on Sustainable Devel-
opment in Johannesburg in 2002 and finally, the World Summit on the Summit in 2005 were effective 
(Ministry of Foreign Affairs, 2019).

The second major conference on environmental problems and environmental governance were the 
United Nations Environment and Development Conference in 1992 in Rio. In this conference, representa-
tives from 180 countries agreed on action plans for sustainable development, Agenda 21, climate change 
(United Nations Climate Change Framework Convention), biodiversity and desertification (Wagner & 
Brinkmann, 2005: 8). Rio summit represents a critical stage where global environmental policies have 
transformed into global sustainable development policies.

Parties of the United Nations Climate Change Framework Convention signed the Kyoto Protocol in 
1997. Purpose of this protocol was to reduce greenhouse gas emission by 5.2% until 2012. The Proto-
col came into force in 2005 as a result of long negotiations. However, the U.S., China, and Australia 
did not sign this protocol. America did not want to share its sovereignty with other states (Wagner & 
Brinkmann, 2005: 9).

In 2002, World Sustainable Development Conference was organized in Johannesburg. At the begin-
ning of the conference, an assessment of the time since the Rio Conference was made and the reasons 
for the failure were questioned (Kaya, 2013: 475). It focuses on the mechanisms needed to implement 
Agenda 21 and other Rio decisions more effectively in all countries, particularly in developing countries. 
In the conference, the heads of state and government signed the Johannesburg Political Declaration on 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



404

European Union as Environmental Governance System
 

Sustainable Development. The declaration included common promises on changing production and 
consumption patterns, eradicating poverty, and conserving and managing natural resources. Besides, 
among the difficulties encountered in achieving the goals, the deepening of the gap between the rich 
and the poor, the deterioration of biodiversity, the negative effects of globalization and the decreased 
confidence in democratic systems are stated in the declaration (Sipahi, 2010: 334).

The important aspect of the Johannesburg Conference in terms of environmental governance is that 
it supports a multi-actor structure in environmental management. The involvement of non-state actors 
in environmental governance was also highlighted at the Rio Conference. However, it can be stated that 
states have dominant positions in policy-making and implementation. The Johannesburg Conference 
was held with the participation of a large number of non-state actors, and the views of different actors 
were tried to be reflected in the policies established. Furthermore, in the Political Declaration adopted 
after the Conference, it was stated that the participation of different actors such as non-governmental 
organizations, companies, and scientific communities should be encouraged in the process of environ-
mental policy formation. Therefore, the Johannesburg Conference is interpreted as a transition from 
global environmental management to global environmental governance (Kaya, 2013: 477-478). In 
accordance with the governance approach, the Johannesburg Conference called upon governments to 
support projects in collaboration with the private sector and the public sector, also known as the Type 
II initiative, to promote the use of market instruments and to increase voluntary cooperation initiatives 
(Speth & Haas, 2006: 78; Clapp & Dauvergne, 2005: 68-69). After the conference, a hybrid approach 
started to dominate environmental management, which imposes significant roles in both the government 
and the private sector (Kaya, 2013: 478).

In 2012, the Rio+20 United Nations Sustainable Development Conference was organized. This confer-
ence was organized with the participation of state leaders, senior representatives, and civil society. At the 
end of the conference, a final declaration called “the Future We Want” was published. The declaration 
reiterated its commitment to implement the decisions taken at previous conferences. Also, it is empha-
sized that economic, social and environmental factors should be harmonized and all segments of the 
society should play an active role in achieving sustainable development in order to achieve sustainable 
development (Türk & Erciş, 2017: 357). In addition, the social dimension of sustainable development 
such as financial support for developing countries, strengthening international co-operation in capacity 
building and technology transfer, closing the technology gap between developing and developed countries 
and reducing technological dependence, respecting the rights of life and life forms of local communities 
and eliminating inequalities functions was emphasized in the conference (Kaya, 2013: 478).

The EU is of great importance for environmental policies as it is expressed as a multi-level governance 
structure. According to Marks and Hooghe, multi-level governance is defined as a system of continuous 
negotiations between interconnected governments at different levels such as supranational, national, 
regional, local (Hooghe & Marks, 2003: 234; Hooghe & Marks, 2001: 5). In this sense, the EU can be 
regarded as a multi-level governance structure in environmental policies. As a matter of fact, since the 
United Nations Conference on Environment and Development held in 1992, the EU has played a lead-
ing role in the adoption of environmental treaties such as climate change by the United States and other 
states (Axelrod, Vig & Schreurs, 2005: 200). Besides, as a supranational institution, the EU strives to 
harmonize environmental policies of member and candidate countries. As can be seen, the EU is an 
important actor in environmental problems and environmental governance. In this context, the EU has 
an important position both in terms of global and regional environmental governance.
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Historical Development of European Union Environmental Policies

EU fights to match environmental standards with global environmental policies. With this effort, this 
structure plays a leadership role to form and apply global environmental policies. On the other hand, the 
EU is a supranational institution where sovereign nations states are represented. Therefore, the EU is 
regarded as a multiplatform governance system within itself. Therefore, the EU is the best example that 
shows how environmental protections are negotiated more and how complex and conflicting decision 
structures of environmental policies are distributed (Falkner, 2011: 17). EU is an important field where 
environmental protection is represented at both international and regional level (Orlando, 2012: 2).

In the last 40 years, the EU has enacted more than 200 secondary legislation for environmental 
protection. EU has been parties in more than 40 multi-parties environmental agreement and active sup-
porter of protecting environmental standards in environmental negotiations in the international arena 
(Orlando, 2012: 2).

When the EU was established in 1957, there was no article in Rome agreement on environmental 
policies, environmental bureaucracy, or environmental laws. European Economic Community (first 
name of the European Union) emerged as an inter-governmental agreement between six states to in-
crease economic and political relationship. In 1973, as England participated in the European Economic 
Community, there were small scale regulations on environmental policies. However, these regulations 
were limited with the protection of health and eliminating the barriers of trade (Jordan, 1999: 1). In this 
period, the environmental rules of the EU have not yet been established. Brinkhorst defined this period 
as the unconscious, random, keen attitude of the EU for environmental protection (Brinkhorst, 1993: 9).

With the Stockholm conference in 1972, the EU had a more explicit role in increasing environmen-
tal awareness and the environment sector in the international arena (Orlando, 2012: 4). Environmental 
provisions that comply with European Economy Commission targets were added to Rome agreement, 
and Environmental Action Plan was created. European Economy Commission created three separate 
environmental action plan that covers 1973-1976, 1977-1981 and 1982-1986 periods. Additionally, 
more than twenty directives were accepted on decreasing air and water pollution, waste management, 
noise pollution; protecting endangered plants and animals; evaluating environmental impact and other 
environmental topics (Axelrod et al., 2005: 201).

Another significant development for the EU was the Single European Act accepted in 1986. This Act 
accelerated internal market integration between European member states. Another important contribu-
tion of this Act was “balanced growth” by defining environmental purpose and procedures of European 
Economic Community and matching environmental policies with other policy fields in decision-making 
processes (Axelrod et al., 2005: 201). Since this Act provided explicit provisions regarding EU environ-
mental legislation, it is considered as an important step for the integration of European environmental 
policies (Orlando, 2012: 4). In this Act, the EU environmental policies purposes were expressed as 
follows (Jordan, 1999: 11):

• Protecting, supporting and improving environmental quality,
• Protecting human health
• Smart and careful use of natural resources,
• Supporting international level precautions to intervene with regional and international problems.
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At the end of the 1980s, the European Economic Community started to search for new methods towards 
environmental policies as the private sector was included in the environmental norm application process. 
New precautions were added to EU environmental laws. Some of these were eco-labeling, access of the 
public to environmental information, environmental impact assessment, and personal responsibility for 
waste (Orlando, 2012: 5).

Maastricht and Amsterdam agreements were other significant developments in terms of the envi-
ronment. With the 1993 Maastricht agreement, increasing political and monetary unity and common 
currency were supported. With this agreement, the formation of common foreign policies and security 
policies and cooperation in justice and internal affairs were expressed. Maastricht agreement consoli-
dated environmental policy-making procedures and legal basis (Axelrod et al., 2005: 202). With this 
agreement, environmental protection was explicitly mentioned for the first time as purposes of the EU 
(Orlando, 2012: 6).

1997 Amsterdam agreement bring necessary steps towards environmental policies. In this agree-
ment, it was stated that the EU must integrate environmental protection policies and activities and sup-
port sustainable development (Axelrod et al., 2005: 202). Most important contribution of Amsterdam 
agreement was adding sustainable development within EU political purposes. Additionally, during the 
1990s, environmental policies of the EU has become stronger in corporate and financial terms. European 
Environmental Agency was established, and a fund was created to decrease waste of member states 
and to protect natural habitats; a fund was established for weaker member states to apply high-cost EU 
environmental directives (Jordan, 1999: 12).

In 2000, the Lisbon Strategy added new environmental targets. Lisbon Strategy emphasized fighting 
against noise and pollution, chemical material use, greenhouse emission, and biodiversity. However, 
the 2005 assessment showed that these targets were not reached. By learning from these failures, the 
European 2020 Strategy that covers targets related to economic growth, employment, and environmental 
were created. In this strategy, targets to protect the environment and decrease effects of climate change 
towards decreasing greenhouse gas emission, increasing energy efficiency, increasing the share of renew-
able energy in energy production were identified (Erdem & Yenilmez, 2017: 97-98; İktisadi Kalkınma 
Vakfı, 2014: 95).

Development for broader application of EU environmental policies and directives happened in 2003. 
With Nice Agreement, EU member states raised from 15 to 27. This way, the EU has become the most 
comprehensive regional environmental regime around the world. In this sense, the EU can be regarded 
as a “multi-layered governance” structure of environmental policies (Axelrod et al., 2005: 202-203).

European Union Environmental Action Program

Since the mid-1970s, EU environmental policies have been guided by action programs that set the 
priority objectives that should be achieved in the multi-year period (European Commission, 2014: 1). 
Although environmental action programs are not legally binding, these programs have important effects 
at the EU level and among member states to develop environmental policies (Axelrod et al., 2005: 207).

These programs are called strategic documents. The programs set forth expectations and new ideas 
for the following periods and have a directive on the environmental policies of the EU in order to provide 
a framework for further studies. The programs propose European Parliament, member states, regional 
and local authorities/actors, private sector, and non-governmental organizations to work concurrently 
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(Kıvılcım, 2014: 3). Therefore, although they are not binding, environmental action programs need to 
be examined to understanding the EU environmental policies.

Environmental Action Programs are programs that determine the environmental problems that threaten 
the world, list the objectives, and call the EU to take action for the solution of environmental problems. 
Even if the principles and objectives set out in the program are not always implemented at the Union 
level, it is of great importance that these problems are accepted and emphasized the need to take action 
as soon as possible (Utku, n.d.: 6).

First environmental action program prepared by the European Commission was accepted by the Eu-
ropean Union Council and representatives of member states on 22 November 1973 and become Union 
declaration. Later, this action program was followed by second EAP in 1977, third EAP in 1983, the 
fourth EAP in 1987, fifth EAP in 1993 and sixth EAP in 2002 (Kıvılcım, 2014: 3).

First action program covers the period between 1973 and 1976. Three action categories were created 
within this program. These were preventing and decreasing things that cause noise and pollution, im-
proving environment and living conditions and developing cooperation with international organizations. 
In this action program, there were fundamental principles such as the prevention of pollution from the 
source, becoming a part of all planning and decision-making processes in consideration of the environ-
ment, and polluter pays principle (Budak, 2004: 399-400).

Second action program covers the period between 1977 and 1981. This program is an extension and 
extended version of the first action program. The main topic in this program was preventing air and water 
pollution. For this purpose, the Environmental Impact Assessment was first introduced in this action 
program (Bayram, Altıkat & Torun, 2011: 34).

Third action program covers the period between 1982 and 1986. Content of this program included 
harmonizing environmental policies with other political fields, preparing the procedure for environmental 
impact assessment and prioritizing important points for environmental importance (Bayram et al., 2011: 
34). This program emphasized preventing pollution rather than controlling pollution. In this program, 
it can be seen that environmental policy targets of the Union were considered a broader scale compared 
to previous programs (Aydın & Çamur, 2017: 36).

Fourth action program covers the period between 1987 and 1992. There are distinctive properties of 
this program compared to other previous programs. One of these properties is being the first program 
prepared after the Single European Act, which is one of the most important agreements in Europe 
Society history. This program analyzed environmental policies as an element of economic and social 
development, and this program was created based on policies stated in the Single European Act (Ulukent, 
2010: 42). Another property that distinguishes this program from others is involving specific national 
financing resources. This program striking as it related environmental policies with other union poli-
cies and consolidates environmental legislation. In this program, the significant balance was searched 
to prevent adverse impacts of agricultural sector on environmental and precautions to prevent pollution 
at the beginning were taken (Çokgezen, 2007: 94-95).

Fifth action program covers the period between 1993 and 2000. This program is based around “Towards 
Sustainability” slogan and focuses on integrating environmental with economy, production, agriculture, 
tourism, transportation, and energy sector policies. During policy planning in these sectors, related po-
litical tools such as considering environmental damages and benefits, monitoring environmental impact, 
cooperating with related authorities on environmental topics, public access to environmental information 
and assessment of environmental impact were presented (Axelrod et al., 2005: 207; Çörtoğlu, 2016: 51). 
In line with this, “Communication on Environment and Employment” report was published and how 
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to create environmental protection and new job opportunities at the same time is expressed for the first 
time (Axelrod et al., 2005: 207). Lenschow says that instead of directly regulating the integration process 
of this program, it is expected that the relevant decision-makers and stakeholders will come together in 
the process of cooperation and thus the sustainable development and program of action will penetrate 
other sectors (Lenschow, 2002: 32).

The fifth environmental action program was prepared simultaneously with the Rio Conference and 
Agenda 21. The Community announced its readiness to implement the sustainable development model 
with this program. In the program, the environmental issue has been put forward as one of the three pillars 
of sustainable development and sustainable development is even more important especially for the poor 
who are exposed to pollution and environmental disasters. Therefore, the importance of environmental 
protection for sustainable development as well as economic growth and social importance were included 
in this program (Çörtoğlu, 2016: 52).

Sixth action program covers the period between 2002 and 2012. This program was created under 
“Our Future, Our Choice” title. Outline of this program emphasized the high-level implementation of 
environmental law by EU member states and approving full integration of environmental principles and 
political targets by EU countries (Popeanga, 2013: 27). With this program, integrating political fields of 
other sectors with the beginning of the decision-making process for environmental purposes and making 
these sectoral decisions based on environmental purposes was proposed (Çörtoğlu, 2016: 54).

There are four prioritized topics in sixth Environmental Action Program. These are (Papadaki, 2012: 
152):

• Climate change by reaching Kyoto Protocol targets in the shortest time possible,
• The main focus point was preventing the great disaster that involves dangerous materials and en-

suring management based on biologic diversity and Natura 2000 Network,
• Relationship between environment and health where human health is not threatened and not nega-

tively impacted,
• Sustainable management of solid waste and resources.

In this program, environmental protection precautions are stated as follows (Çörtoğlu, 2016: 54):

• Most effective application of environmental law in European Society,
• Completely integrating environmental principles and purposes with other policy fields and coop-

erating with other Society policies,
• Providing active dialogue with the entire society and transparently informing consumers,
• Determining the incentive mechanism in environmental protection,
• Easier information access for active participation of citizens.

Seventh action program covers the period between 2012 and 2020. This program was executed with 
“Living Well within the Limits of Our Planet” slogan. The action plan presented in November 2012 was 
reached to a consensus between European Parliament and European Council and accepted on June 2013. 
This program was enacted in January 2014 (Kıvılcım, 2014: 1; Çörtoğlu, 2016: 55).

Different from sixth environmental action program that has four prioritized areas such as climate 
change, protecting nature and biodiversity, protecting environmental health and life quality, management 
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of natural resources and waste management, new environmental action program that presented common 
goals of EU Environmental Policy until 2020 identified 9 prioritized areas (European Commission, 2014):

1.  Protection, preservation, and increment of the natural wealth of the Union,
2.  Turning the Union into resource-efficient, green and competitive low carbon producing economy,
3.  Protecting citizen health and well-being from environmental pressures and risks by the Union,
4.  Benefiting from environmental legislation at the highest level possible,
5.  Benefiting from scientific proves more in environmental policies,
6.  Investing in the environment and climate change topics and ensuring these investments to be made 

with correct pricing,
7.  Integrating and harmonizing environmental policies with other policies,
8.  Increasing urban sustainability within the Union,
9.  Increasing effective of the Union to fight against regional and global environmental problems.

In addition, it is stated that sectoral policies at EU and Member States level should be regulated and 
implemented in order to support the related targets on the environment and climate change in order to 
further improve environmental integration and policy harmonization by 2020. In this context, it is aimed 
to integrate the obligations and incentives related to environment and climate change at all levels during 
the regulation of related policies, to assess the environmental, social and economic impacts of policies 
at all levels, to ensure compliance and effectiveness, and to evaluate the experience gained from the 
implementation of environmental legislation (Çörtoğlu, 2016: 55).

EU environmental action programs have helped to implement and achieve environmental programs. 
These programs, which have been prepared for the implementation of the EU member states in line 
with the policies set by the EU, also serve as an example for the candidate countries and other countries 
of the world. While policies created by the EU sets the general framework related to the environment, 
environmental action plans mean filling inside this framework. Environmental action programs need to 
be implemented successfully to eliminate environmental pollution (Aydın & Çamur, 2017: 39).

EVALUATION OF EUROPEAN UNION ENVIRONMENTAL ACTION 
PROGRAM UNDER ENVIRONMENTAL GOVERNANCE CONTEXT

Environmental Action Program is developed to overcome current and long-term environmental and cli-
mate challenges in the EU and around the world. Accordingly, environmental action programs constitute 
the desired form of environmental action objectives that will be realized with common efforts of EU 
and member states (Karamfilova, 2017: 9). The success of these programs depends on the co-operation 
of EU institutions and member states, regional and local actors, and non-governmental organizations in 
the decision making process and the policy formulation and implementation of environmental policies.

EU environmental governance aims at broad stakeholder engagement and an improved knowledge 
base. Action programs seek to ensure that policymakers and stakeholders have a direct impact on the 
formulation and adoption of environmental policy processes. It also focuses on improving the levels of 
perceiving the role and added value of environmental action programs (Final Report for the Assessment of 
the 6th Environment Action Programme, 2011: 234). In line with this understanding, unlike the previous 
programs, the 6th and 7th Action programs have been established as a result of the common decisions 
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of the European Parliament and the Council of Europe (Gancheva, Sarah, Catarina & Alessia, 2018: 
1). The European Commission’s evaluation report states that the 7th action program was formulated as 
part of the broad consultation process and that the usual legislative procedures were decided together 
(European Commission, 2019b: 3). Thus, the EU institutions and their member states acted together in 
environmental policies. This reflects the understanding of co-decision making, which is a fundamental 
part of governance. On the other hand, through the common decision-making procedure, it increases 
the legitimacy of EU environmental action programs, ensures its adoption and continuity and has a 
substantial impact on the performance of EU environmental policies (Final Report for the Assessment 
of the 6th Environment Action Programme, 2011: 235).

However, the reports prepared for the results of the environmental action programs emphasize that 
the targets cannot be achieved clearly (Karamfilova, 2017; Gancheva et al., 2018; European Parliament, 
2018; European Commission, 2019b). The fact that stakeholder participation in the policy formulation 
process could not be achieved during the policy implementation phase is stated as the main reason for 
not meeting the targets. In particular, the limited participation of regional and local actors and non-
governmental organizations in the policy implementation phase and the inadequate financial support 
required for investments in environmental policies are cited as the factors leading to this result (Gancheva 
et al., 2018: 2; European Parliament, 2018: 3).

Although the financial support required for stakeholder engagement is not considered sufficient, 
some financial support is provided by the EU. Through the LIFE program, the EU provides financial 
support to the private sector, public institutions, and non-governmental organizations to encourage them 
to produce projects and campaigns on environmental and climate issues. This program is planned to be 
conducted between 2014-2020. The priority of the LIFE program is the realization of information and 
communication campaigns and projects on environmental problems and environmental policies within 
the framework of the 7th environmental action programs (LIFE Environmental Governance and Infor-
mation Guidelines for Applicants, 2018: 20). As it is seen, it is tried to ensure the participation of the 
stakeholders in the issues related to environmental problems and solutions, even if they are not sufficient.

Constraints arising in the sixth and seventh environmental action programs affect the expectations 
for the 8th environmental action program. One of these expectations is that local and regional aspects 
of environmental action programs need to be developed and strengthened. Accordingly, it is stated that 
local and regional stakeholders and local committees should be more involved in the processes of en-
vironmental action programs. It is emphasized that defining various roles for local and regional actors 
in the implementation of environmental policies and the objectives of environmental action programs 
is necessary to ensure local support and stakeholder participation. In order to ensure stakeholder en-
gagement, it is emphasized that regional cooperation should be increased and mechanisms should be 
established to ensure participation (Gancheva et al., 2018: 4-5).

In addition to ensuring participation in the implementation of environmental policies, another im-
portant factor is that the environment should be harmonized with other policy areas. In other words, 
environmental policies, especially the economy, need to be aligned with other policy areas. As a matter 
of fact, according to the report published by the European Commission, the isolation of policy areas 
from each other causes inefficiency. Therefore, there is a need for more comprehensive and integrative 
strategies. As long as fossil fuels, inefficient use of resources or unsustainable production and consump-
tion continue to be supported in economic policies; there will be no solution to environmental problems 
(European Commission, 2019a: 14-15). In this context, it is understood that the cooperation of the 
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relevant actors for environmental problems and their solutions is deemed insufficient and inter-sectoral 
cooperation should be ensured.

Besides, the European Environment Agency has prepared an environmental indicator report on the 
priority objectives of the 7th Action program. In the report, priority objectives are divided into three 
sections: 1) to protect, conserve and enhance the Union’s natural capital, 2) to turn the Union into a 
resource-efficient, green, and competitive low-carbon economy, 3) to safeguard the Union’s citizens from 
environment-related pressures and risks to health and well-being (European Environment Agency, 2018: 
7). At the same time, this report provides indicators for evaluating the environmental policies of the EU 
and its member states over the last two decades. According to the European Environmental Agency’s 
Environmental Indicator Report (2018), the latest status in the action program and environmental regula-
tions and practices can be expressed as follows:

Although the EU’s primary objectives of protecting, preserving and developing its natural capital have 
been in development since the early 2000s, it is stated that the 2020 targets are challenging to achieve 
(Eutrophication of terrestrial ecosystems due to air pollution, gross nutrient balance in agricultural land: 
nitrogen, marine fish and shellfish status in European seas, status of animal species, habitat status in 
Europe).

The other priority objectives of transforming the EU into a resource-efficient, green and competi-
tive low-carbon economy indicate that it is possible to achieve the 2020 targets with the development 
trend provided since the early 2000s (Resource efficiency, waste consumption, waste recycling, use of 
freshwater resources, total greenhouse gas emissions, share of renewable energy in total energy con-
sumption, progress in energy efficiency, household energy consumption, employment and value-added 
in environmental goods and services sector, environmental protection expenditures). However, despite 
the positive trend in terms of greenhouse gas emissions from transportation, consumption of animal 
products, and the share of environmental taxes in total tax revenues, the 2020 targets cannot be achieved.

The other priority objectives of protecting the health and welfare of EU citizens from environmental 
pressures and risks indicate that it is possible to reach the 2020 targets with the development trend pro-
vided since the beginning of the 2000s (Emissions of air pollutants, bathing water quality, number of 
countries adopting climate change adaptation strategy or plan, consumption of chemicals, total pesticide 
sales). Besides, it has been noted that although there has been progress in meeting air quality standards 
and exposure to environmental noise in urban areas, the EU cannot achieve the 2020 targets.

The European Commission’s report provided similar conclusions. The Commission made assess-
ments on the effectiveness of the 7th action program. Some progress has been made in achieving the 
objectives of the 7th Action program. The program has helped to act more predictable, faster, and more 
coordinated in environmental policy. In line with the second priority objective, the most progress has 
been achieved in actions towards a resource-efficient low carbon economy. In contrast, the least progress 
so far is the protection of nature, environment, and health and integration-related actions (European 
Commission, 2019b: 5).

Since the 7th action program came into force in 2014, progress has been made in increasing the in-
tegration of environmental concerns, both horizontally (between policy areas) and vertically (between 
government levels). This supports measures aimed at saving costs and increasing productivity. However, 
despite increasing ambitious environmental targets in many policy areas, environmental protection 
spending has remained relatively stable over Europe for many years (%2 of Gross Domestic Product). 
Also, non-implementation of environmental legislation brings about 55 billion euros of direct costs to 
the EU economy in health and environmental costs each year (European Commission, 2019b: 6). Failure 
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by the member states to make environmental investments and to make and implement legal arrange-
ments prevents the achievement of the determined targets. This reduces the effectiveness of the EU in 
environmental policies.

FUTURE RESEARCH DIRECTION

In this study, the authors analyzed European Union environmental policies through environmental 
action programs. The effectiveness of environmental action programs has been determined through 
official documents and reports. As a result of the analysis, it is understood that environmental action 
programs play more and more role in environmental policies. As a result of the analysis, it is understood 
that environmental action programs are more effective in environmental policies day by day. However, 
there are disruptions in achieving the objectives of environmental action programs. In this context, it is 
necessary to investigate in detail the causes of disruptions in achieving the objectives of environmental 
action programs. Conducting these surveys with methods such as field surveys, interviews, and surveys 
will provide a thorough determination of the causes.

CONCLUSION

One of the areas where governance can be the most necessary and most functional is undoubtedly the 
environment. The EU has the potential to achieve successful results with its experience, principles, 
and policies in this field. Therefore, the EU is an important actor in terms of environmental problems. 
Because it has many states in its structure and it provides integration of member and candidate states 
in all policy areas. The EU’s regulations and directives on environmental protection are aimed at har-
monizing and integrating environmental policies with all other policy and sectoral areas. Besides, there 
is often an emphasis on the involvement of states, non-governmental organizations, and citizens in the 
policy-making process in the EU.

The EU pursues the policy of integrating environmental policies for environmental protection, such 
as in the economy and trade. In terms of governance, the integration of environmental policies brings 
together action and decision-making.

The EU sets its goals for environmental policies through its environmental action programs. The 
objectives in these programs emerge as a product of co-production and decision-making together for 
environmental protection policies. In this context, the EU has both regional and international importance 
for environmental governance.

The EU environmental action programs, particularly programs sixth and seventh, have been able to 
bring together various institutions and actors in the decision-making process and carry out the decision-
making procedure together. However, cooperation at the Union level in the policy-making process 
could not be achieved because the implementation of environmental policies and environmental action 
programs could not be extended to local and regional actors. These results have increased awareness of 
subsequent environmental action programs, and more emphasis has been placed on stakeholder engage-
ment in the preparation and implementation of future programs. In this context, in addition to ensuring 
stakeholder participation in the decision-making process, roles need to be defined for stakeholders at the 
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implementation stage. However, it is stated that inter-sectoral cooperation should be ensured. In other 
words, environmental policies need to be harmonized with other policy areas, particularly the economy.

Besides, the seventh action program has made significant changes in policy-making. It is recognized 
that environmental protection, social benefits, and sustainable economic growth are sustained in coop-
eration with the program. Many objectives have been determined for environmental policies. However, 
despite these developments, the EU cannot provide efficiency in environmental policies. It can be stated 
that this is due to problems in implementation, knowledge, investment, and integration.
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KEY TERMS AND DEFINITIONS

Cooperation: Interaction and cooperation of public, private and non-governmental organizations.
Co-Production: Co-production process including public sector, private sector and non-governmental 

organizations.
Environmental Action Programme: Programs setting priority environmental objectives.
Environmental Governance: Formal and informal institutions and actors carry out decision-making 

processes together in defining and solving environmental problems.
Environmental Policy: A set of principles, strategies, and actions aimed at the protection of the 

environment and natural resources, the prevention and limitation of polluting and disruptive activities.
Environmental Problems: Environmental pollution and problems arising from this pollution.
Governance: Public, private and non-governmental organizations to manage decision-making pro-

cesses together.
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ABSTRACT

The European Union (EU), United States (US), and China are the main global drivers of the interna-
tional trade system. However, trade wars between them create tensions in the world. As the world is 
facing increasing neo-protectionist trade applications of the Trump administration, this chapter analyses 
whether a greater convergence between China and the EU is possible for protecting multilateralism 
through two case studies, namely (1) market conditions and discrimination, (2) cybersecurity. In this 
context, the chapter argues that although the US pressure has led the EU to rapprochement with China, 
this situation creates a dilemma for the EU in terms of the fears about the problems of alignment with 
the normative identity of the EU. Whereas the EU aims at regulating the global trade on a normative 
basis originating from its acquis, China has a more strategic perspective based upon specific relation-
ship context. It is difficult to take a side for the EU due to its different standpoint compared to China in 
defending the multilateral trading system.

INTRODUCTION

The deadlock in the Doha Round of World Trade Organization (WTO) has diluted the belief in the 
principle of multilateralism pushing the countries to conclude bilateral or regional trade agreements 
rather than multilateral ones. This situation has altered the reference point of multilateralism as well. 
Due to this shift in the global economy, bilateral Free Trade Agreements (FTAs) and in particular Mega 
Regional Trade Agreements (MRTAs) with their quite wide scope have become the landmark of the 
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contemporary perspective on multilateralism (Kıncal and Utkulu, 2018, p. 330). Due to this global trans-
formation, both the European Union (EU) and the United States (US) decided to conclude MRTA with 
each other and FTAs with the other third countries to cope with the increasing competitive pressure in 
particular from China and other emerging countries. Even though under Obama administration the US 
and the EU made good progress to isolate China in the world trade, the climate has completely changed 
with Donald Trump’s presidential victory in the US. Since his main claim is based on altering liberal 
trade order according to the sole interest of the US, Trump has implemented numerous neo-protectionist 
policies against mainly China but also other countries including European countries.

This situation has adversely affected the global trade order. In particular, the recent confrontations 
between China and the US for influence and dominance in the world is a significant threat for the mul-
tilateral trade system. This new global setting is pushing the EU not only to support multilateralism but 
also to align with partners to defend it. Within this context, the possibility of enhancing the relationship 
between the EU and China comes to the forefront as an issue to be addressed.

In light of these developments, this article’s main focus is on EU and China relations in the context 
of the uncertainty created by the US in the global trading order. The article mainly aims to question 
whether a greater convergence between the EU and China is possible in order to protect multilateralism. 
This research question will be addressed through two case studies namely (1) market conditions and 
discrimination, (2) cybersecurity. These two cases which form essential elements of global free trade 
order are also critical for the EU’s Market Access Strategy to tackle market and investment barriers as 
part of its global trade policy. Besides the market conditions, cybersecurity-related measures which are 
in essence legitimate policy tools can be also used as a new prominent type of barriers for businesses 
and investors.

Hence, the article will firstly elaborate on the changes in the global order following the Doha Round, 
particularly considering the impact of neo-protectionist measures of the Trump administration. In the 
second section, EU-China relations will be examined through the convergences and divergences in the 
positions of the both sides under the shifting circumstances of global order. In this sense, this study 
aims to shed light on key developments in the complex relationship between the EU and China. In the 
third section, the two cases will be evaluated with reference to the European Chamber of Commerce’s 
Business Confidence Survey 2018, the European Commission Report on Trade and Investment Barri-
ers 2017 and the recent cybersecurity law in China to address the research question. According to the 
findings, whereas the EU aims at regulating the global trade on a normative open-trade understanding 
originating from its well-developed acquis communautaire, China has a more strategic perspective based 
upon the development of specific relationship contexts and trade-restrictive measures. Therefore, the 
conclusion is that although the US pressure has led the EU to rapprochement with China, this situation 
creates a dilemma in terms of the EU’s fears about China’s extreme empowerment and the problems of 
alignment for China with the normative identity of the EU. Thus, it is argued that it is difficult for the 
EU to take a side with China as a long-term ally due to its different standpoint and priorities compared 
to China in defending the multilateral global trading system.

CHANGING GLOBAL ORDER

The world has been witnessing a “peaceful rise” of China more than three decades. This concept of 
“peaceful rise” dates back to around 2006. Basically, it is designed against the image of a “Chinese threat” 
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to reassure other states that China will not resume dominance through military means but use economic 
means as a responsible world player (Bijian, 2005, pp. 19-20; Liru, 2012, p. 15). Even though China 
modified this term as “peaceful development” in order not to be seen as antagonistic by the Western 
states, China has faced suspicion of the US administration in particular (Luri, 2012, p. 15). Therefore, 
the US responded to the Chinese “peaceful development” by adopting a strategy called ‘Pivots to Asia’. 
This strategy is a policy mainly aimed at reinforcing US presence in Asia to encounter China’s increasing 
influence (Kelly, 2014, p. 479). Pivots to Asia included diplomatic support to Association of Southeast 
Asian Nations (ASEAN) integration and to take a more active role in Asia-Pacific Economic Cooperation 
(APEC) summits for stronger US presence throughout the region. On the military side, the US reinforced 
its presence with the establishment of new bases in Australia and air missiles defence system in South 
Korea. On the economic side, the US signed Trans-Pacific Partnership (TPP) agreement in 2016 with 
the objective of strengthening relations with Asia Pacific countries in order to isolate China.

In this setting, the EU responded to China’s increasing influence by concluding its own trade agree-
ments with Asian countries in the region. Thus, the EU has concluded FTA with South Korea in 2009. 
Besides, the EU has launched trade negotiations with ASEAN countries as well. Negotiations with Sin-
gapore and Malaysia took place in 2010, with Vietnam in 2012, with Thailand in 2013, with Philippines 
and Indonesia in 2016 1.Even though all these initiatives are curial steps in terms of limiting China’s 
influence in the world trade, the most significant initiative was taken by the EU and US by starting 
negotiations for Transatlantic Trade and Investment Partnership (TTIP) in 2013.

On the other hand, China reacted to all these developments by launching a new policy called ‘Belt 
and Road Initiative’ in 20132.It was designed to enhance “regional cooperation and connectivity on a 
trans-continental scale” (The State Council of People’s of Republic of China, 2015). In addition to China’s 
WTO membership since 2001, the Belt and Road Initiative which intends to connect Asia, Europe and 
Africa to the east, was seen as another threat by the US because of the potential of the Initiative to shift 
the world’s economic centre to the east. In addition to this new policy, China launched its own regional 
bank called Asia Infrastructure Investment Bank (AIIB) in 2016. Initially, the EU and US decided to 
boycott this bank. However, this decision was deteriorated on the EU side. First, UK decided to join this 
bank and was later followed by the other EU member states as well.

Until 2016, the US’s policy based on China’s isolation seemed to be working. TPP was concluded 
and good progress was achieved in TTIP negotiations in many aspects. However, the arrival of Donald 
Trump to the White House has changed the global atmosphere dramatically. He withdrew from TPP, 
stopped TTIP negotiations and created a tension with traditional allies like Japan, South Korea and the 
EU member states. In addition, he carried out neo-protectionist trade policies towards the United Nations 
(UN) and WTO. China was not initially discontented with these developments because Trump’s protec-
tionist policies damaged traditional Western trade network. However, Trump’s economic confrontation 
against China has also become obvious via increased tariffs on steel and aluminium. On 8 March 2018, 
Trump administration announced additional tariffs of 25 percent on steel and 10 percent on aluminium 
imports from all countries except Canada and Mexico (White House, 2018). With this decision, Trump 
fired the first spark of the trade war. This decision raised concerns about the possible distortions in the 
rule-based global trading system. In other words, the decision to increase tariffs put the future of the 
rule-based liberal and multilateral trading system in jeopardy. Furthermore, Trump administration also 
declared that it would restrict investments to China in key technology sectors and would a file a case 
in WTO against China’s discriminatory licence practices. This was followed by the decision in 2018 to 
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prohibit the US companies from making business with Chinese telecom company ZTE for seven years 
although the US and ZTE could reach to a compromise later on (Wong and Koty, 2019).

In this setting, the US’s restrictive and aggressive trade policies has pushed China to take a counter-
measure. Thus, increased tariffs and other aggressive steps of Trump administration creates a kind of 
trade wars with measures and countermeasures. China’s retaliatory measures against the US including 
imposition of tariffs and antidumping duties and suspension of agricultural purchases also contributed 
to the tension. China also filed cases against the US tariffs in the WTO in 2018. The Chinese tariffs 
exclusively imposed on the US are calculated to amount to 110 billion US dollars, whereas the US tariffs 
exclusively imposed on China are calculated to be of 250 billion US dollars (Wong and Koty, 2019). 
This situation renders the multilateral trade system inoperative while creating uncertainty and tension 
in the global trade order.

In this complex order, it is difficult to take a side for the EU. Although the EU shares the American 
assessment of the Chinese economic challenge and unfairness, the EU does not support American trade 
measures or other unilateral measures that breach WTO commitments. In the light of the growing protec-
tionism, the EU has continued FTA negotiations without abandoning its demands regarding ruled-based 
liberal market order. In 2018, the EU has concluded the trade negations with Mexico and finalised the 
trade agreements with Singapore, and Japan. Furthermore, the EU has reached the agreement in prin-
ciple with the Southern Common Market (MERCOSUR) in 2019. By doing so, the EU has been trying 
to reinforce the multilateral trade order. As declared by the European Commissioner for Trade, Cecilia 
Malmstörm (2019), the EU views the global institutions such as the WTO, UN, International Monetary 
Fund (IMF) as the crucial actors of a rule-based international order. In other words, whereas the EU is 
the traditional ally of the US, the EU shares the same view with China concerning the protection of the 
multilateral trade system in the world. However, it is not easy to enjoy greater convergence between the 
EU and China on international trade owing to the preserved divergences in the nature of the EU-China 
relations.

EUROPEAN UNION-CHINA RELATIONS

The official relations between the EU and China launched in 1975. In 2003, parties decided to form their 
relations within the framework of “EU-China Comprehensive Strategic Partnership”. This strategy aimed 
at increasing the efficiency of the dialogue in the area of the global governance, raising the human rights 
dialogue, encouraging the economic opening of China and supporting China’s internal reform process 
(European Commission, 2003). According to Maher (2016, p. 961), geopolitical aspirations related 
to the US unilateral use of military power around the world triggered the EU and China to cooperate 
more closely in those years. However, the change in the US policy, the EU’s engagement with internal 
problems such as the economic crisis, and the failure of member states to reach a consensus on relations 
with China have caused a disruption in relations (Maher, 2016, p. 962). Nonetheless, the rise of China in 
global trade and enormous Chinese investments to the EU especially after 2008 motivated both parties to 
cooperate again (Sertic, Ceh Casni and Vuckovic, 2017, p. 93). That’s why, after a long break, the EU-
China relations have recently gained more importance. In 2013 as an initiative to commit the parties to 
the strategic partnership, the EU and China adopted “EU-China 2020 Strategic Agenda for Cooperation” 
which set the tone of today’s relations. Besides, negotiations of the “EU-China Investment Agreement” 
launched in the same year. Furthermore, the EU adopted “Elements for a new EU strategy on China” in 
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2016 in order to define its own strategy in line with its interests and values against the increased role of 
China in the global trade system. More recently in March 2019, the European Commission published 
“EU-China: A Strategic Outlook” and set out 10 actions to lead relations in the upcoming years. In 
fact, the logic of these initiatives is to intensify commercial relations between the EU and China. China 
received 11 per cent of the EU’s export in goods in 2017 which made the EU its second largest partner 
behind the US (Eurostat, 2018a). On the imports, China is the largest partner of the EU with a share of 
20 percent followed by the US (Eurostat, 2018b). Besides, the average trade between the EU and China 
worth more than 1.5 billion Euro per day (Eurostat, 2018). Due to the increased economic power of 
China, the European Commission has classified China as a developed country and a key global player 
instead of an emerging power (European Commission, 2019, p. 1).

Thus, China is a significant market for the EU as a vital trade partner and is expected to become even 
more important unless the multilateral trade order dominates the world. This pushes the EU to expand 
bilateral relations with China. However, even though convergences in the positions of the EU and China 
in the face of the US restrictive trade policies creates an opportunity to enhance relations, divergences 
arising from the complex nature of relations do not seem easy to overcome.

Convergences

The shift in global governance, global financial crisis and the US distortions have brought a new dynamic 
to international relations. In this setting, some developments have created convergences in the positions 
of the EU and China on the global scene. Firstly, the global financial crisis and the European sovereign 
debt crisis have paved the way for changing attitudes of the EU member states concerning the Chinese 
investments. Due to the fact that “beggars can’t be choosers”, many EU member states have lessened 
their political resistance to Chinese foreign direct investments (Meunier, 2014, p. 294). In other words, 
the economic and financial crisis in Europe has facilitated the acceptance of investments from China 
by the member states. As a consequence, Meunier argues that (2014, pp. 289-300), on the one hand the 
EU has started to prioritize its short-term fears like unemployment over long-term fears like national 
security; on the other hand, this situation has created an opportunity for China to acquire technology, 
build brands, overcome trade barriers in Europe. Therefore, this policy change led to greater convergence 
between the parties.

Secondly, the EU’s pragmatist stance and China’s growing globalist stance facilitate greater con-
vergence between the parties as well (Chen, 2016, p. 788). In this sense, the EU’s pragmatist stance is 
associated with the decision of the 14 EU member states to be a founding member of China’s AIIB and 
2010 IMF Reform to grant some voting rights to China and other emerging countries (Chen, 2016, p. 
788). In fact, the EU’s pragmatic stance can be observed in more detail through the Global Strategy of 
the EU. In this regard, the discourse of resilience, stress on flexibility, tailor-made approaches and local 
ownership are seen as a pragmatist component of the strategy (Juncos, 2017). On the side of China, the 
globalist stance of China is associated with advocating multilateralism, promoting measures to combat 
climate change with the EU and supporting United Nations Security Council (UNSC) resolutions. In this 
sense, China and the EU’s common stance in Iranian nuclear issue by promoting a multilateral political 
dialogue was interpreted as a norm convergence between the parties (Ai and Song, 2018).

Thirdly, an enormous untapped potential between the EU and China creates a room for greater 
convergence. The EU has a large stock of investments in China. However, recently flows have become 
smaller and smaller. In contrary to this development, the opposite pattern happened in terms of Chinese 
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investments in Europe. Although the amount of Chinese investments in Europe used to be small, it has 
been steadily increasing. In 2017, Chinese investment in the EU was more than three times higher than 
the EU’s investment in China (Mercator Institute for China Studies, 2018). Thus, this untapped potential 
is a motive force for greater convergence. In this sense, “EU-China Investment Agreement” as a key 
instrument is crucial. It has been negotiated since 2013.

Lastly and relatedly, it is important for Chinese and Europeans to demonstrate that they have partners 
to engage with against the US protectionism. Besides, while the process of Brexit remains as an important 
source of uncertainty for the EU, advancing its trade relations is a crucial way of staying as a relevant 
global actor for the EU. This could be why over the years of pretty slow moving negotiations, the EU-
China relations have gained a new dynamic. The first exchange of offer in this regard took place in 2018. 
Afterwards, President Xi Jinping made his first 2019 state visit to two EU member states: France and 
Italy in March. Moreover, during his visit to France President Xi met with French President Emmanuel 
Macron, German Chancellor Angela Merkel and the President of the European Commission Jean Claude 
Juncker. Subsequently, the EU-China summit was held in Brussels in April 2019. In addition to these 
diplomatic efforts, the EU’s increased number of publications and strategies towards China, confirms new 
changing dynamic of relations. In March 2019, the European Commission published the paper entitled 
as “EU-China: A Strategic Outlook”. According to this paper, China is both seen as a strategic partner 
and systematic rival by the EU (European Commission, 2019, p. 1). This change in discourse reflects 
the global shift in the world trade system. Hence, the change in the global atmosphere is another driv-
ing force for the EU and China. Even though all these developments push the EU and China to a closer 
engagement, it is still questionable whether it is possible to expect a greater convergence for the future 
due to the deep-rooted divergences in fundamental norms between the parties.

Divergences

Constituting one of the most important and complex global partnerships in the world, the EU-China 
relations have undeniably far-reaching implications in the international arena (Ferenczy, 2019, p.1). 
Nevertheless, their quite different and sometimes conflicting stances as international actors may lead 
to divergences which are not easy to overcome. The table below demonstrates the divergences between 
the EU and China in terms of normative power, their logic of taking action, their understanding of sov-
ereignty and modernity and desired world order.

The major divergence between the EU and China is related to their norm dynamics. In other words, 
the parties have different definitions of normative power. In the case of EU, normative power depends 

Table 1. Divergences in relations

European Union                 China

      Normative Power Acquis Communautaire                 Guanxi

      Desired World Order Multilateralism       Multipolarity whereby multiple orders may coexist, 
overlap and often interact with each other

      Logic of Taking Action Logic of Appropriateness       Logic of Relationships

      Sovereignty and Modernity 
Understanding Post-modern Polity       The Defence of State Sovereignty/ Modern state

Source: Compiled by the authors depending on Kavalski 2013; Kavalski and Chul Cho 2018; Manners 2002; Womack 2008

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



423

European Union and China Relations in the Light of Changing Global Order
 

on its acquis communautaire which constitutes the EU’s deep rooted legal framework whereas for China 
it is based on practices of guanxi which is a Chinese concept of international relations (Kavalski and 
Chul Cho, 2018, p. 50). While acquis communautaire represents binding common rights and obliga-
tions, guanxi represents “a tradition of nuanced balancing of relationships within the family, society, 
the state, and the international community” (Kavalski, 2017, pp. 150-151). In fact, these two different 
explanations of normative standing are linked with the different historical background of the EU and 
China. In the case of the EU, acquis communautaire reflects the adoption of binding rules to prevent 
another conflict after the destructive effects of world wars. In the case of China, guanxi is related to 
the national humiliation of China owing to colonialism and ensuring others not to experience the same 
humiliation (Kavalski, 2013, p. 257). Owing to this, “respect for the other” approach has a central place 
in Chinese normative understanding.

Deriving from this main divergence, the EU and China have different positions in several ways. 
Firstly, they are different concerning the definition of the “normal”. For the EU, internalization of EU’s 
core values and norms frame the ‘normal’ in its relations with other states (Manners, 2002). By doing 
so, the EU portrays itself as an ideal and superior model (Cebeci, 2012, p. 571). In other words, other 
actors are forced to comply with the norms and values of the EU. In contrast to imposed norms and rules 
of the European case, China frames the normal “in, from and through the very process of interaction” 
and practices (Kavalski and Chul Cho, 2018, p. 57). Therefore, guanxi understanding of relations does 
not involve “the application of abstract norms to cases”, instead it is concerned with “a set of particular 
international relationships, with concrete obligations defined within the context of each relationship” 
(Womack, 2008, p. 265). In this sense, the application of norms is not a rule-based issue for China instead 
it is an interest-based issue depending on specific relationship contexts. Thus, in the Chinese perspective, 
there are no pre-defined general norms to project others. In other words, contrary to the EU’s rule based 
governance, Chinese relation based understanding is linked with “shared expectations of reciprocity” with 
others (Kavalski and Chul Cho, 2018, p. 57). The distinction in this sense also reflects the difference of 
the two actors with respect to their view of the ideal world order. While the EU’s view of multilateral-
ism involves a desire to project its norms in the international arena and thus construct a uniform world 
order, China’s understanding is based on multipolarity whereby multiple orders may coexist, overlap 
and often interact with each other (Kavalski and Chul Cho, 2018, p. 58).

Secondly and relatedly, the EU and China’s strategies to take action are also different from each 
other. While the EU follows the “logic of appropriateness” in relation to its norms and values, China 
prioritizes the application of interaction with “logic of relationships” (Kavalski, 2013, p. 249). According 
to Womack (2008, p. 160), Chinese understanding of “logic of relationships” is based on the prediction 
that future is unknown and future partners are the same as in the past and present. Thus, a particular 
interaction depends on how it shapes a particular relationship. This difference between the EU and China 
also reflects their understanding of roles in the international area. In light of “logic of appropriateness”, 
norms and values are in a central place in the EU’s understanding. Therefore, the EU’s identity shapes 
its roles. In other words, the EU takes action which seems appropriate to its norms, values and identity. 
In contrast to this, “logic of relationships” emphasizes the relationship which arises from the process of 
interactions (Kavalski and Chul Cho, 2018, p.59). Due to the fact that interactions may change overtime, 
the roles of the actor can change as well (Kavalski and Chul Cho, 2018, p.59). Therefore, contrary to the 
EU there is no reference to identity concerning the roles of actors.

Lastly and again relatedly, the EU and China are different concerning the conceptualization of sov-
ereignty and modernity. The striking structural change following the post-cold war period has brought 
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challenges to traditional norms such as sovereignty, multilateralism (Hamiton, 2008, p. 79). In this sense, 
it is crucial to emphasize that the difference regarding the sovereignty and modernity between parties 
is related to their structure as well. The EU has achieved to transform itself as a post-modern polity by 
limiting national sovereignty and transferring it up to the supranational level to a certain degree. By do-
ing so, the EU has emerged as a “sui generis” supranational organization in the world stage. However, 
China as an independent state views sovereignty as an ultimate and fundamental principle of international 
relations due to the colonial experiences in the past (Finamore, 2017, p. 166). Therefore, the protec-
tion of state sovereignty and non-interference in internal affairs and international co-operation based 
on consensus rather than supranational governance are the main components of Chinese perception of 
sovereignty (Chen, 2016, p. 783). Thus compared to the EU, China’s transformation of sovereignty to 
post-sovereignty was not fully realized.

CASE STUDIES

Market conditions, discrimination and cybersecurity have been selected as cases in this study in order 
to analyse the divergences between the EU and China with regard to their positions in the global trade 
system. These two cases are seen critical in the sense that they constitute areas which are regulated in the 
EU acquis as vital elements of the EU’s internal market as well as global trade strategy. The rule-based 
nature of these areas makes them precise cases in terms of demonstrating the difficulty of achieving 
greater convergence between the two actors. Since economic integration and trade liberalization lie at the 
heart of the EU, reciprocal market access is a crucial area where the EU desires to achieve convergence 
with China. In connection with this point, ruled-based cybersecurity also very essential for the EU for 
ensuring security in the age of digitalisation. The objective of convergence with China on these issues 
is an important element of the EU’s strategy documents. In this regard, these case studies are vital for 
presenting a reflection of divergence where the convergence is desired. In this framework, the scope of 
case studies is limited with market conditions, discrimination and cybersecurity. The boundaries of the 
rules and norms for the EU action in the area of market conditions, discrimination and cybersecurity 
are more concrete in comparison to political fields of acquis communautaire (human rights, democracy, 
rule of law and etc.). Therefore, divergences in the nature of the EU and China relations will be analysed 
with reference to these case studies in the following part of the paper.

Market Conditions and Discrimination

The EU’s international trade policy is based on the goal of “promoting reciprocal market opening and 
trade liberalisation, creating new opportunities for increased levels of trade, investment, innovation 
and productivity growth” (Eurostat, 2019). In this context, having equal market conditions and non-
discrimination constitute an important part of the international trade policy of the EU. On the basis of 
this understanding, the EU wants to develop equally balanced two-way trade with China in the changing 
global environment (European Commission, 2019, p. 6). That’s why, the EU constantly emphasizes these 
principles in its commercial relations with China.

According to the “Elements for a New EU Strategy on China”, the EU desires to “ensure reciprocity 
and a level playing field in all aspects of its trade and investment relationship with China” (European 
Commission, 2016, p. 8). Similarly, “EU-China: A Strategic Outlook” emphasizes the lack of recipro-
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cal access and highlights the importance to have a more balanced and reciprocal economic relationship 
with China (European Commission, 2019, pp. 5-6). In order to achieve this aim, the EU expects China 
to diminish a number of protected sectors, improve market conditions and minimise national security 
reviews (European Commission, 2016; European Commission, 2019). Even though this aim is crucial to 
attain for the EU, it is not easy to achieve. The European Commission Report on Trade and Investment 
Barriers 2017 and the European Chamber of Commerce’s Business Confidence Survey 2018 confirm 
this situation.

The European Commission Report on Trade and Investment Barriers (2017) elaborates on the barriers 
reported by European companies and the Member States to the European Commission on an annual basis. 
The latest report published in 2018 covered the time period between 1 January 2017 and 31 December 
2017. According to the main findings of this report, protectionism is on the rise. While 372 barriers 
existed at the end of 2016, this number climbed to 396 at the end of 2017 (European Commission, 2017, 
p. 7). The highest number of trade barriers was noticed in China with 25 different measures after Russia 
with 36 measures (European Commission, 2017, p. 7). Similarly, China came second after Russia with 
regard to behind border measures with 17 recorded unjustified technical restrictions to trade (European 
Commission, 2017, p. 9). However, China came first concerning the occurrence of new barriers in 2017 
with 10 new trade measures (European Commission, 2017, p. 10). Therefore, in the light of increased 
trade barriers, this report demonstrates that accessing the Chinese market has been becoming more dif-
ficult for foreign companies. In line with this report’s findings, the European Chamber of Commerce in 
China published its Business Confidence Survey 2018 in June 2018. The report is significant because it is 
generally difficult for an individual European company established in China to criticize the host country 
due to the possible repercussions. However, the European Chamber of Commerce makes a survey for 
European companies in China periodically and publish anonymously. In this sense, this report is quite 
crucial to evaluate the business climate in China for individual European companies.

The report mainly highlights that although China has made some progress in the area of intellectual 
property rights, environmental law, research and development; doing business in China has become 
more difficult in particular on market access and discrimination (European Chamber of Commerce, 
2018). Firstly, European companies operating in China face numerous trade barriers. Concerning the 
regulatory environment, almost half of the respondents stated that doing business has become more 
difficult in comparison to previous years (European Chamber of Commerce, 2018, p. 25). Similarly, 
more than 50 per cent of respondents expects that the situation will get even worse over the next five 
years (European Chamber of Commerce, 2018, p. 26). In this regard, top-rated hurdles which are quite 
unchanged in comparison to previous years are as follows: ambiguous rules and regulations, administra-
tive issues and discretionary law enforcement (European Chamber of Commerce, 2018, p. 37). Owing 
to this, 46 per cent of respondents indicated that they missed business opportunities and 12 per cent of 
respondents reported that the cost of regulatory barriers equal to their 26 per cent of annual revenue 
(European Chamber of Commerce, 2018, p. 48).

Secondly, European companies in China are exposed to discrimination in comparison to Chinese 
companies. Slightly more than half of the respondents stated that foreign-invested enterprises were treated 
unfairly compared to domestic enterprises (European Chamber of Commerce, 2018, p. 27). Besides, 
more than 60 per cent of respondents indicated that domestic companies in their sector enjoyed greater 
market access in the EU than European companies enjoyed in China (European Chamber of Commerce, 
2018, p. 29). Furthermore, more than a quarter of respondents indicated that they were aware of subsidies 
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offered to domestic companies in previous years which European companies could not access (European 
Chamber of Commerce, 2018, p. 40).

Thus, these findings demonstrate that European companies operating in China are less welcomed and 
more discriminated compared to the Chinese companies operating in Europe. Besides, forced technology 
transfers, the lack of protection of intellectual property rights and subsidies provided to Chinese compa-
nies are other problematical areas for the EU-China relations in trade perspective. Chinese companies 
operating in Europe enjoy greater open market conditions than European countries in China enjoy. In 
other words, whereas Chinese companies operating in Europe have access to the European single market, 
the European companies operating in China have limited access to the Chinese market. Therefore, it is 
more difficult for individual European companies to operate in China. In fact, this situation arises from 
the different interpretation of the principle of reciprocity. Compared to the EU, even though China’s 
“respect for other” approach creates an expectation of equal treatment, China’s understanding is based 
on “an appreciation about what is distinct and valuable” beyond the “equal membership rights” (Nel, 
2010, p. 965; Kavalski, and Chul Cho, 2018, p. 64). In fact, this reflects the divergence that is born out 
of guanxi and acquis communautaire. To overcome the barriers and enjoy greater convergence, China 
needs to implement reforms. President Xi pointed out the reforms that will “enable the market to play a 
decisive role” in Davos 2017 (The State Council Information Office of the People’s Republic of China, 
2017). However, the dilemma is again the same here as whether China is planning market reform or open 
market economy in a way that the EU expects is still questionable. Hence the EU Commissioner for trade, 
Cecilia Malmström indicated that “liberalisation in name without real market access is of no value to 
our exporters—or to the EU” (European Commission, 2017, p. 3). In this context, the establishment of 
a balanced relationship on the basis of fair competition conditions and equal market access was a major 
message in the EU-China summit in April 2019 (European Commission, 2019a).

Cybersecurity

The table below demonstrates the reflection of norm divergence between the EU and China in terms of 
cybersecurity.

In the case of the EU, cybersecurity is perceived as an important component of the internal digital 
single market. In this context, the EU adopted “Cybersecurity Strategy of the European Union: An Open, 
Safe and Secure Cyberspace” in 2013. In this strategy, the EU aimed to increase cyber resilience, reduce 

Table 2. Understanding of cybersecurity

European Union                 China

      Current Framework       Cybersecurity Act in 2018       Cybersecurity Law in 2017

      Goal       Tackling cyber attacks and promoting cyber 
resilience with respect to the EU’s core values

      Penalize those whom intend to 
damage national security

      Scope
      Fundamental rights and freedoms in 
particular protection of personal data and 
privacy in particular

      The broader definition of 
cybersecurity

      Accountability and Transparency       EU cybersecurity agency and new 
cybersecurity certification framework

      Limited transparency and 
accountability

Source: Compiled by the authors based upon the European Commission, the State Council Information Office of the People’s Republic of 
China
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cybercrime, develop cyberdefence policy of the EU and constitute a coherent international cyberspace 
policy (European Commission, 2013, pp. 4-5). In this regard, combating with cyberattacks is at the heart 
of the strategy. That’s why, this strategy imposed all member states to have a strategy on cybersecurity 
to make sure that member states created a system to protect themselves from possible cyber attacks 
(European Commission, 2013, pp. 5-6). However, it is important to highlight the fact that the scope of 
cybersecurity action of the EU is limited with fundamental rights and freedoms. In other words, the 
cybersecurity understanding of the EU is based on the application of the EU’s core values as much in 
the digital as in the physical world (European Commission, 2013, p. 3). Therefore, the emphasis lies on 
the protection of fundamental rights especially personal data and privacy. In line with these objectives, 
the EU agreed on Cybersecurity Act in December 2018. This act includes a permanent EU cybersecu-
rity agency which will replace with the European Union Agency for Network and Information Security 
(ENISA) and new cybersecurity certification framework to create a single cybersecurity market. By form-
ing a permanent EU cybersecurity agency, the EU intent to reinforce the assistance offered to member 
states in case of a cybersecurity incident and prevent the spreading cyber attacks. In relation with this 
intention, the EU’s aim by adopting cybersecurity certification framework is to make sure that products 
circulating in the internal market are certified for their security aspect (European Commission, 2018b). 
Therefore, protection of the EU’s core values in the digital sphere, combating cyber attacks through a 
permanent agency and creation of new set rules for cybersecurity provide certain level of transparency 
and accountability in terms of the EU’s understanding of cybersecurity. However, this situation is quite 
different in the Chinese understanding of cybersecurity.

China adopted a new Cybersecurity Law that came into effect in June 2017. Its main goal is to “moni-
tor, defend and handle cybersecurity risks and threats originating from within the country or overseas 
sources, protecting key information infrastructure from attack, intrusion, disturbance and damage” (The 
State Council Information Office of the People’s Republic of China, 2016). Moreover, the Law enables 
the government to penalize individuals or organizations who intend to “damage national security, honour 
and interests” (The State Council Information Office of the People’s Republic of China, 2016). Thus, the 
emphasis lies on national security. Besides, Chinese President Xi associated national security notion with 
the notion of sovereignty. He defined cyber sovereignty as “honouring the rights of countries to choose 
independently cyberspace development path, cyberspace regulation models and Internet public policies 
and to participate in the international cyberspace governance as equals” (Ministry of Foreign Affairs 
of the People’s Republic of China, 2016). However, there is no clear information regarding the scope 
of the concept. In fact, the adoption of ambiguous concepts is not a new matter for China. China under 
President Xi administration has launched “a series of normative and strategic concepts” for boosting its 
discursive power (Zeng, Stevens and Chen, 2017, p. 436).

In this regard, the concept of cyber sovereignty is designed to legitimize China’s coercive actions and 
defend its interest internationally on cyberspace (Zeng, Stevens and Chen, 2017, pp. 433-436). Indeed, this 
concept has been used for this purpose in the area of commercial diplomacy and international technical 
standards to promote China’s economic and political interests (Segal, 2017, pp. 1-2). Thus, the broader 
definition of cybersecurity or/and cyber sovereignty without transparency and accountability constitute 
a manoeuvre area for the Chinese government. However, due to the fact that Cybersecurity Law lacks 
the aspects of transparency and accountability, it is possible to raise European concerns further. Because 
close to 60 per cent of European companies in China already reported that internet restrictions during the 
important political meeting have a negative impact on their business (European Chamber of Commerce, 
2018, p. 30). According to them, the negative impact of internet restrictions led to difficulties in particular 
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in data exchange, productivity and engaging research (European Chamber of Commerce, 2018, p. 31). 
In contrast to the Chinese perception of cybersecurity, the EU’s perception of cybersecurity is based on 
tackling cyber attacks and promoting cyber resilience with respect to the EU’s core values, fundamental 
rights and freedoms, specifically personal data and privacy. In this regard, the EU has a more explicit 
approach to cybersecurity compared to China, because the EU tries to standardize cybersecurity norms 
through a permanent agency and certification framework.

As Segal (2018, p.3) argues, the European understanding of cybersecurity is related to safeguarding 
“communications and networks from unauthorized access”. On the other hand, Chinese understanding is 
associated with “controlling the flow of information and censoring content” (Segal, 2018, p. 3). Hence, 
cybersecurity understandings of the EU and China do not seem very compatible with each other mainly 
due to their different perspectives of sovereignty. As a post-modern state, the EU’s stance regarding the 
cyber security is to protect the freedoms that are granted to both individuals and market. On the other 
hand, China as a more classical Westphalian state, tend to implement cybersecurity measures which 
reflect its priority to maintain its global power as a modern actor taking sovereignty as an organizing 
principle in its international trade perspective.

In this regard, Chinese Cybersecurity Law allows the government to use data. This is completely 
incompatible with the EU’s principle of governmental non-interference in the market. In this sense, even 
though the EU and China’s norms are not compatible with each other, this situation does not trigger the 
EU to take aggressive decisions or directly follow protectionist measures towards China. Because, the EU 
is keen to maintain its rules-based entity identity as a trade actor. For example, the Huawei decision of 
the EU is a good reflection of this explanation. Huawei is currently the world leader in fifth-generation 
(5G) network technology (European Parliament, 2019). Due to its leading position in the market, the 
US President Donald Trump banned the use of the products of Huawei and ZTE –Chinese state-owned 
telecommunication company- by executive agencies in August 2018. In addition to the US, New Zealand, 
Australia and Japan banned the Huawei 5G network mainly on the basis of security concerns (European 
Parliament, 2019).

Against these protectionist measures associated with possible security risks, the EU preferred to 
remain open to the Huawei 5G network through additional security requirements. Therefore, the EU’s 
favoured approach is associated with mitigating security risks through additional security requirements 
rather than protectionist measures (European Parliament, 2019). Moreover, as it is indicated in the EU 
Communication on “EU-China: A Strategic Outlook”, the EU is aware of the fact that 5G network will 
be the future cornerstone of the telecommunication technology (European Commission, 2019, p. 5). 
Therefore, the EU has chosen to manage the possible risks instead of closing its markets to Huawei. The 
EU’s attitude can be explained with its norm understanding related to multilateralism. The EU constantly 
promotes multilateralism through the promotion of its core values underlining that the European market 
is open to all countries that are respecting its standards and values. On the one hand, the possible cyber-
security threats that are associated with the close relationship of the Chinese government with Huawei 
did not keep the EU from remaining an open market policy which is based upon the EU acquis. On the 
other hand, the EU’s rule-based market access order pushed Huawei to combat against unjustified claims 
through a transparent mechanism. In this regard, the company has opened a “Cybersecurity Transparency 
Center” in Brussels in order to deal with the suspicions. By doing so, Huawei invites all Europeans “to 
perform fair, objective, and independent security tests and verifications according to industry-recognized 
cybersecurity standards and best practices” (Huawei, 2019). In addition, while the EU market remains 
open, the EU introduced new rules to screen investments. This new regulation entered into force in April 
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2019 and will fully apply in November 2020 (European Commission, 2019, p.10). This new regulation 
is not designed as a countermeasure just against China which is a vital competitor for the EU, but aims 
to take countermeasure against all the actions that undermine the EU’s norms and rules. This is also 
in line with the EU’s identity as a rule-based entity expecting from the external actors operating in its 
market to respect its rules. The President of the European Commission, Juncker confirms this approach 
of the EU by the following statement: “We are not rejecting someone because he is coming from far 
away, because he is Chinese, the rules have to be respected” (China Daily, 2019).

CONCLUSION

The radical change in the US policy towards unilateralism has initiated confrontation in the world trade 
system. The negative wind of protectionism has paved the way for unilateralism and populism across the 
world. Owing to this situation, the multilateral trade system has been facing its most severe crisis. In the 
shadow of the tensions in the global trading system, the US, China and the EU have emerged as three 
leading actors. New conditions that occurred in the trade system pave the way for closer cooperation 
between China and the EU against the US. However, in relation with the inconsistency arising from the 
nature of EU-China relations, two case studies have demonstrated that it is difficult to achieve greater 
convergence. Concerning the market conditions and discrimination, the case study has illustrated that 
Chinese companies in Europe have greater open market conditions in comparison to European countries 
in China due to the different interpretation of the rule of reciprocity. In a similar vein, the norm differ-
ence in sovereignty reflects the divergence between actors regarding the cybersecurity. While the EU 
approaches to cybersecurity in a value-based manner emphasizing the protection of fundamental rights 
and freedoms-particularly of personal data and privacy, the Chinese emphasis is on the protection of 
national security and interests.

Although the EU hopes that China will be more liberal by changing its understanding of the social-
ist market economy and become a member of the international order by opening its doors to the world, 
this paper claims that it is difficult to come true in the near future due to the main divergence hidden in 
the normative interpretations of the two actors. Besides, it is important to emphasize that differences in 
normative interpretations may also cause conflict and mistrust between the parties (Tocci and Manners, 
2008, p. 315). This actually takes places in particular “when one international actor interprets a normative 
difference as another party’s violation of a universal norm rather than as a legitimate challenge to its own 
norms” (Tocci and Manners, 2008, p. 315). Therefore, expecting a greater and permanent convergence 
between the EU and China in light of the recent global developments would be an overambitious antici-
pation under the current conditions. As the possibility of fluctuations in the EU-China relations is quite 
high, issue-based convergence rather than permanent convergence seems to be more likely.

Due to the fact that as long as normative divergence exists between the EU and China, there will be 
always a possibility of conflict or mistrust. In other words, the normative divergence between the EU 
and China is evaluated as the biggest obstacle for a permanent convergence between the two actors. 
Therefore, cooperation between the EU and China to defend multilateral trading system is estimated to 
be limited because their reference points of multilateralism are not similar to each other. In this sense, 
they are “two order shapers in different directions” (Chen, 2016, p. 782). This setting puts the EU into a 
unique position in trade wars not to take a side but stand up for its own interests and norms for defend-
ing the multilateral global trading system. Therefore, whereas the EU aims to expand its relations with 
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China, it is also continuing to negotiate with the other Asia Pacific countries in the region. In this regard, 
EU-Japan Economic Partnership Agreement is an important element to balance China’s significance 
in Asia. In fact, the measures to be taken to deal with the increasing threats to the multilateral global 
trading system is not just a question of China for the EU. Beyond this, it is a question of how the EU 
trade policy and trade relations with the wider world would look like under the current neo-protectionist 
conditions and competitive international setting.
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KEY TERMS AND DEFINITIONS

Acquis Communautaire: It represents the legal framework of the EU which consists of binding 
rules and obligations.

Guanxi: The source of interest-based and contextual norms and rules of China.
Multilateralism: Unlike unilateralism, it means the cooperation of many international actors in 

various fields.
Normative Power Europe: Based upon Manner’s (2002) explanation, it is defining the ‘normal’ in 

EU’s relations with other states with reference to its norms and values.
Reciprocal Market Access: Against discriminatory trade policies, having the same set of rules 

between trading parties in order to have a balanced trade partnership.
Trade War: It occurs when a country imposes tariffs on imported goods in order to protect its own 

economy.
Westphalian State: It means modern state in which protecting national sovereignty is at the forefront.

ENDNOTES

1  For more information on EU’s trade negotiations please see. European Commission, Overview 
of Free Trade Agreements and Other Trade Negotiations, 2018, http://trade.ec.europa.eu/doclib/
docs/2006/december/tradoc_118238.pdf, (12.12.2018).

2  Also known as Silk Road Economic Belt or One Belt One Road Initiative
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ABSTRACT

Ukraine’s efforts to unite the EU since it gained independence caused some splits in the heterogeneous 
Ukrainian society. They induced discontent within the Russian Federation as well; because Russia 
considers itself the inheritor of the former United Soviet Socialist Republic. When Ukrainian President 
Yanukovych announced that the partnership treaty with the EU was suspended just before the due date 
for signing, a crisis broke out in Ukraine. Consequently, Yanukovych left the country. Russia reacted to 
the situation by invading Crimea. Moreover, the EU’s Ukraine policy was not clear enough. The main 
objective of this study is to reveal if Russia was hindering Ukraine’s integration to the EU or it was the 
motive for the process. There are different points of view on that matter. In this chapter, those points 
will be analyzed under the following subtitles: “Russian Politics of Ukraine”, “EU-Ukraine Relations”, 
and “EU-Russia Relations.”

INTRODUCTION

Sharing the natural sources among European countries has been an important problem across Europe for 
years. This was especially true for Germany and France during the first half of the twentieth century. The 
foundation of the EU with the Schuman plan aimed to solve that problem which was one of the major 
causes of the two world wars. The EU project, developed by French Jean Monnet and German Robert 
Schuman, targeted the co-production of coal and steel of Europe by those two countries; thus, put an 
end to the competition between them. The Union has been seen the address of economic developments 
and stability of West Europe and after 1989 of East Europe as well. It has had three enlargement phases 
so far and experienced some political and economic crisis and has already been having problems of that 
kind. It has enlarged to twenty eight member countries at present.

Russia’s Role in the Unification 
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Ukraine, after acquiring independence, set forth its intention to join the Union; but, the ethnic split 
in the society and Russia’s influence over the country impeded Ukraine’s unification with the EU. On 
the other hand, the Union itself was also reluctant about integrating with it because of its heavy prob-
lems such as financial bottleneck, political instability, overpopulation and so on. Ukraine’s undeclared 
war with Russia, Europe’s dependence on Russian natural gas and Germany’s trade volume with Mos-
cow were some other reasons of the averseness. The EU principally did not reject the unification with 
Ukraine in its formal statement. A long roadmap for meeting the EU’s criteria was issued on the matter; 
yet, no timeline was designated. Russia, counting the territory of former the USSR as its own borders, 
was regarding US and EU’s policies of the former Soviet states to be a threat for its security and efforts 
to neutralize itself. Ukraine, had a significant place in that policy. It has been in the focus of Russia’s 
Eurasia politics since 1998; because, Russians believe that their ancestors come from Ukraine. So, they 
needed to defend their national interests as well as blocking the expansionist policies of the West. For 
all these reasons, Russia has tried to include that country into its own economic system. The theme and 
major objective of this study is to analyze the positions of the EU and Russia during Ukraine’s unifica-
tion period until Euromaidan demonstrations in 2013.

I summed up that analyze in three parts: In the first part, Ukraine policy of Russia which is regarded 
to cause Ukraine to stop the integration process will be reviewed. In the second part EU-Ukraine rela-
tions will be analyzed to bring out the EU’s position on Ukraine’s integration to the Union. In the last 
part, EU-Russia relations will be explained.

RUSSIAN POLITICS OF UKRAINE

Ukraine policy of the Russian Federation has developed on the basis of New Eurasianism after Ukraine 
had acquired independence.That policy was aiming to regain the status of former the USSR against the 
West. Pursuant to that aim, Russia tried to keep those countries politically, economically, and militarily 
under control.Thus, Moscow took the first step politically in 1991 founding Commonwealth of Inde-
pendent States (CIS) which intended to confederate the former twelve Soviet states including Ukraine. 
(CIS, 2019) As for the first military step, it was taken by the participation of six states in Tashkent on 
May 15.,1992 by signing up Collective Security Treaty which was aiming to gather all those states un-
der a security umbrella; but, Ukraine preferred to stay out of the treaty; because it was sceptical about 
depending on Russia at security issues. Leonid Kravchuk, Ukraine’s president of the time, did not want 
to seem eager to cooperate with Russia, for he thought such an organization which was formed to fulfill 
Moscow’s demands, would eventually yield to failure. Prime Minister Leonid Kuchma also reported a 
similar concern and added that they were against a power increase of CIS. Ukraine’s major concern was 
to lose its new-gained sovereignty under different titles. (Webber,1996, p.101) On 7 November 2002, 
Collective Security Treaty evolved to a NATO like organization which was based on military cooperation 
of the member states, so that Collective Security Treaty Organization was established. (Bescotti, 2018) 
Russia was planning to keep the old Soviet states within its economic periphery as well. In accordance with 
that plan, Customs Union was founded in 1995 by the participation of Russia, Kazakhstan and Belarus.

Later in 2000 a meeting was held in Astana which concluded to set up Eurasian Economic Com-
munity. Ukraine and Moldova took part in the process as observers. Finally, Eurasian Economic Union 
was founded in 2010. (Euroasian Economic Commission, 2019) Yanukovych’s decision was approved 
by Russia but, ıt arose some allegations in Ukraine asserting that it was getting away from the West. 
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(İsmayil, 2016, pp.135-137) Putin’s statement that Ukrainians and Russians were identical and a unique 
society did not content the Ukrainians.

Russian Federation has followed two different set of policies about Ukraine. When the first ones fell 
under Russa’s general politics towards the former the USSR countries, the second ones were specially 
designed for Ukraine. The reason behind such a division was Moscow’s specific stance on the issue. 
While Russia was trying to keep the former Soviet countries, including Ukraine under control, it con-
sidered Ukraine as the homeland of its ancestors arguing that the people of Ukraine and Russia have 
specific historic ties.As the large amount of Ukrainian population was of Russian origin,, Russia had 
the right to decide about Ukraine’s future. As long as Russia kept Ukraine in its orbit, it would not need 
to follow the latter policy. Yet, from time to time, Moscow did not avoid to use the second method as a 
means of threat.

When the USSR was undergoing a dissolution process in 1990, Ukraine’s Parliament declared inde-
pendence, the same year, in June. The decision was confirmed by the Senior Council. A few months later, 
a referendum was held over the issue with the participation of. 82% of the population while 90% of the 
voters saying “yes” to the independence. The referendum was a success from the point of Ukraine because, 
it proved the legitimacy for independence and prevented a possible intervention from Russia;(Buyukakinci; 
2004, p.4) but, it did not mean the same thing for Moscow. When Ukraine proclaimed independence 
on August 24th. 1991, Boris Yeltsin released a press bulletin asserting that Russia reserved the right to 
redefine the borders of neighbour countries except three Baltic Republics. The countries Yeltsin meant in 
that statement was later made clear by Yeltsin’s spokesman as Donesk, Crimea and Northern Kazakhstan. 
(Solchanyk, 1995, pp.5-6) At that time, Russian population in Donesk was 45% and Ukrainians were 
more than that. While Russia was recognizing Ukraine’s independence, Russian public and political 
circles regarded it as a historical mistake. Even Boris Fyodorov, Yeltsin’s former deputy prime minister, 
stated that Russian constitution should be revised in order to unify Ukraine, Belarus and Kazakhstan with 
Russian Federation A prominent figure in the Russian press and the chairman of the Collective Security 
Organization Committee Constantin Zalutin, defined Ukraine having no borders throughout history. A 
survey which was made that time put forth that 80% of Russians consider Ukraine, Belarus and Northern 
Kazakhstan as a part of their homeland. (Donaldson & Nogee, 2009, pp.171-172) Ukraine’s efforts to 
prevent Russia’s involvement in its internal affairs as a member of the CIS failed. Russia had started to 
involve in Ukraine’s administration during Yeltsin’s power. Yeltsin openly supported Leonid Kuchma 
at Ukraine’s presidential elections in 1994. (Bugajski, 2004, p.92) In the early days of its independence 
Ukraine was still depending on Russia economically and commercially. Ukraine’s export rate to Russia 
was 39% while import rate was 30%. By 1995 those rates scaled up to 42% versus 50%. Despite the po-
litical problems, Ukrainian government was against cutting the existing ties with Russia, on the contrary, 
it supported the strengthening of the existing ties. (D’Anieri, 1999, pp.106-107) However, the turmoil 
broke out in both countries in 1995 hampered a further rapprochement. Nationalists in DUMA and their 
sympathizers in Supreme Soviet oppressed Yeltsin about Ukraine issue. NATO’s enlargement across 
Eastern Europe put pressure on Yeltsin in terms of domestic politics which he responded strengthening 
the relations with Ukraine. (Donaldson and Nogee, pp. 171-172) While Ukraine’s debt to Russia was 
being discussed in DUMA, Yeltsin’s opponents propounded a view suggesting Crimea’s official language 
be Russian. That crisis was overcame when Kuchma declared that Ukraine would never merge with the 
EU and remain to be the most important strategic partner of Russia. Despite that declaration, Ukraine’s 
interest to the West has never decreased. Having got more aid from the West, Ukraine signed the treaty 
on military cooperation with NATO in 1998 in order to act together in security issues against Russia, 
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GUAM,(*)1 was founded with participation of Georgia, Ukraine, Azerbaijan and Moldova. When Vladimir 
Putin was elected the president in 2000, the relations between the two countries were still problematic. 
Putin objected NATO’s expansion policy at first advocating the multi-poled policy of Yeltsin’s prime 
minister Yevgeniy Primakov. However, he shifted that attitude soon and visited Kiev a fortnight after 
he took office in June, 2000. At that visit Ukrainian President Leonid Kuchma articulated the terms “ 
New Russia, New Politics”. After eight mutual meetings, Putin stated that “The shift in the form of the 
relations between two countries was one of the significant achievements of the Russian diplomacy of 
the previous year as to himself and Kuchma.” (Nygren, 2006, pp.51-52)

Ukraine -Russia relations went on improving. In 2001, the Russian Prime Minister Victor Chemo-
myrdin’s appointment to Ukraine as ambassador pointed out what Moscow’s priority of external politics 
was. While September 11 attacks were normalizing the relations between US and Russia, the same year 
in May, a treaty between NATO and Russia was signed up. Later on, mutual statements were made to 
emphasise that there was no conflict between the two countries about NATO’s enlargement process. 
(Nygren 2008, pp.51-53) The proceedings after presidency elections in Ukraine in 2004 opened a new 
page in Russia’s Ukraine policy. After the elections, first Viktor Yanukovych was announced the win-
ner; but it did not satisfy people, so they hit the streets for demonstrations. Consequently, The Supreme 
Court decided to renew the elections. In the new election Viktor Yushchenko was announced the win-
ner. The West welcame the conclusion; but, so many Russians considered these events, which is called 
“Orange Revolution” as Washington’s manoeuvre to expand its authority. (Trenin, 2008) As the so-called 
“Velvet Revolutions” were going on to occur in Ukraine Russia’s conviction on the US involvement 
strengthened. The events in Ukraine were seen as the fall of the USSR by Russian press. While Sergey 
Mironov, chairman of Russian Federation Council was defining Orange Revolution “producer’s hand” 
like in Yugoslavia example, Putin was also criticized by his citizens for yielding the West in order to 
avoid a conflict. (Hard, 2005, pp-16-20) After Orange Revolution, Putin responded those criticisms 
stating that they would go to a radical shift in their politics and not let such kind of acts any more. That 
statement was an indicator of future Russian policies on Georgia after 2008 and Ukraine after 2013 
forth. (Siruk & Shevtsova, 2013)

At NATO-Russian Council Summit in 2008, Putin propounded that Ukrain’s borders were artificial 
ones created by the the USSR. After the natural gas crisis with Ukraine in 2009, Putin, with his usual 
contemptuous language defined Ukraine as follows: “Ukraine’s existence depends on just one component, 
lard and vodka.” (Moser, 2014, pp.138-139) In 2009, Russian President Dmitry Medvedev stated that 
during Yushchenko’s presidency, the relations between the two countries hit the bottom and added that 
his pro-West policies and efforts to join NATO were all threats for Russia’s national security. At another 
statement in January 2010 he mentioned about opening a new page with the new government of Ukraine. 
He hoped to strengthen the security of Europe with the new page and deal with the actual demands of 
people, he added. Yanukovych replied Medvedev stating that they would review Ukraine’s politics of their 
“ strategic partner Russia” in terms of mutual interest and good neighboring as equal countries. Internal 
support of Russia would be their primary affair, he added. (Moser, 2014, pp.139-140) Political circles 
were sceptical about Yanukovych’s politics. He might follow a pro-Russian policy leaving Kuchma’s 
balance policy between the EU and Moscow; but, after he was elected the president, at his address to 
Ukrainian Assembly Rada, he stated that he saw Ukraine’s future in the EU. At his another later statement, 
he emphasised that their ultimate goal was to integrate into the Union; thus, they would maintain good 
neighboring relations with Russia. (Armandon, 2011) However; that balance policy was overshadowed 
by Kharkiv Treaty he signed up with Russia in 2010, according to some critics. In respect of the treaty, 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



439

Russia’s Role in the Unification Process of Ukraine to EU
 

lease deadline of the Sevastopol Naval Base was prolonged until 2042. In return for it, Ukraine would 
pay $100 less for per 100 cubic meter of natural gas they import from Russia. Despite that discount, 
Ukraine was still paying more for the gas compared to Germany and Italy. (Moshes, 2013) Obviously, 
Russia was desperately dependent on Ukraine regarding natural gas export to Europe. However, that 
situation has changed by the agreement with Germany in 2012 on the new pipeline Nord Stream which 
would reduce Russia’s dependence on Ukraine at natural gas export. Soon after Yanukovych had taken 
office, Ukraine was announced an impartial country which meant Ukraine’s affiliation to NATO page 
is closed henceforth. (Armandon, 2013, pp.290-293)

While Pro-EU politicians were considering Yanukovych’s policies unsatisfactory, Russia was also 
uneasy about it. As for Ukrainians, Russian authority on themselves might increase during the Yanu-
kovych’s office. Russia applied carrot and stick approach to control Ukraine. While Moscow was threaten-
ing Ukraine with economic sanctions and visa application to separate it from Europe, (Tolksdorf, 2014) 
Putin’s economy adviser Sergei Glazyev promised nine billion dollar profit per year if Ukraine took part 
in Customs Union. (Moshes, 2013) As Russia’s pressure was continuing, some Ukrainian businessmen 
objected the idea of customs union with Russia. Some of the oligarchs who had invested on metal and 
mine industry were afraid that Russian market might harm their industry for, it was more powerful than 
theirs. Those kind of worries mostly came from the east of the country where people of Russian origin 
live. (Paul, 2010) On the other hand, some other oligarchs from the west and north strongly supported 
the unification. They believed they would get cheap loan from the EU by the execution of the treaty. 
While discussions were going on the issue in Ukraine, the EU required some terms of condition such as 
reforms in legal, electoral and energy systems. Furthermore, the Union stipulated the release of former 
prime-minister Yulia Tymoshenko who was under arrest. Another interesting point in Russia-Ukraine 
relations was Russia’s important share in Ukraine’s weapon exports. Although it took less than 5% of 
Russia’s arms import, Ukraine was the third country in 2009-2013. Different kinds of defence arms, 
including helicopters, engines of cargo aircraft, rockets, ballistic missiles in addition to some strategic 
nuclear systems are all imported from Ukraine. A possible crisis between the two countries might destroy 
Ukraine’s arms industry and cause some of them to bankrupt. (Larrabee & Wilson 2015, p.5.) In the 
shadow of the tensions with the EU and bonds with Russia, preliminary agreement on partnership was 
signed at Yanukovych’s visit to Brussels on 30 March 2012. (Conradi, 2017, p.267) However, the EU 
warned Ukraine about the reforms it required to finish the accession procedures. As for Putin, he proposed 
Kiev some soft loan in case Ukraine did not sign the partnership treaty with the EU. (Tolksdorf, 2014) 
A week later, on Nov.21, 2013, Yanukovych announced that his government had suspended the signing 
of the partnership treaty. Shortly after, demonstrations against the government started at Euromaidan. 
There upon, Putin stated that they would invest 15 billion dollars on Ukrainian public bonds and added 
that the price of per 1000 cubic meter of the natural gas, which was being exported to Ukraine would 
be discounted from $ 430 to $ 268. (Tolksdorf, 2014) When anti-government protests expanded, Yanu-
kovych left the country on Feb. 22, 2014.

As it was stated above, Russia has wanted to keep Ukraine under its influence area and keep it away 
from the West taking all kinds of measures including economic, political and military ones. Russia 
could not succeed in incorporating Ukraine into any of the international organization it had set up until 
Yanukovych suspended the registration of the partnership treaty with the EU. Different views such as 
whether Yanukovych suspended the treaty due to Russia’s pressure or Moscow was not strong enough 
to keep Ukraine within its orbit or if it was powerful enough to hinder Ukraine unify into the EU are all 
inadequate without knowing about EU’s attitude about the issue. It is important to remember that despite 
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Russia’s efforts to keep Ukraine in its orbit, EU strove hard to unite it into the Union. Therefore, I will 
try to review EU’s policy of Ukraine through the next chapter.

EU-UKRAINE RELATIONS

The EU-Ukraine relations started in Dec.1991 during Nederland’s presidency when Dutch Minister of 
Foreign Affairs recognised Ukraine’s independence. (Mission of Ukraine to the EU) Later, Ukraine de-
fined the EU to be their strategic goal and in 1994, President Leonid Kuchma, who was elected president 
by the support of Russia announced Declaration Europeanization Strategy. (Volzcuk, 2004, p.4) Four 
years after that, he submitted “Strategy of Ukraine’s Integration to the European Union” to the approval 
of Ukrainian Assembly, Rada. Soon after it was approved, a declaration which was stating that Ukraine’s 
integration to the EU was of “considerable importance” in terms of the EU’s security, was issued. 
(Vicere, 2018, p.122) When Kuchma was re-elected president in 1999, he mentioned about their goal 
to full integrate into the Union in 2007. (Nygren, 2008, p.58) In return for it, European Council thanked 
to Ukraine for its pro-European choice at Helsinki meeting of the European Commission and declared 
Ukraine’s integration process among EU’s strategic goals. However, Kuchma’s democratic backslid and 
his involvement in some scandals alienated Ukraine from the Union. The reflection of it was seen at 
EU-Ukraine summit in Yalta on Sept. 11, 2001.The objective of the EU was defined to draw its strate-
gic partner Ukraine close to the Union; but, obviously the EU had avoided mentioning about Ukraine’s 
unification with itself. Despite that attitude of the EU, Ukraine set forth an integration plan involving 
economic and social reforms, which it was intending to implement between 2002-2011 to get ready for 
membership. (Viceré, 2018, p.123.) That plan was followed by Law on Fundamentals of National Security 
in Ukraine which was presented to Rada by Yanukovych and clearly stated that Ukraine’s aim was to 
join the NATO and the EU. The law was passed by unanimous vote. (Haran & Zolkina, 2014) However, 
the EU did not pay any attention to those steps. When the Union rejected Kiev’s demand to be raised 
to “free market economy status” Ukraine was disappointed. Yet, Russia had already been granted that 
status. Kuchma blamed the EU in Oct. 2013 for neglecting Ukraine and compelling it to integrate with 
CIS. President of the Post Orange Revolution period Viktor Yushchenko also mentioned at his late 2004 
statement about their goal to integrate with the EU and added that his government was ready to eliminate 
all of the commercial hurdles with Russia; therefore, Moscow would not impede them. However, there 
was no reference to Ukraine’s membership in the action plan of the EU. Yushchenko announced that 
they were determined to walk on the way to the EU and ready to accept Copenhagen Criteria so, they 
intended to initiate the integration negotiations in 2007. (Nygren, 2008, pp.58-59)

Russia expressed its concerns about Ukraine’s acceptance to Free Market Economy lest it should 
harm their interests. Thus, Ukraine has become the basic element of Russia-EU struggle (Nygren, 
2008, p.59). EU’s policy considering Ukraine’s steps to integrate with the Union is important in terms 
of comprehending the process. The Union proposed to give “Special Neighbors Status” to Ukraine at 
Luxemburg meeting on April 15, 2002. That proposal was later revised to be ”New Neighbors Inıtiative” 
and opened up for discussion on Sept.30, 2002 to comprise a larger part of geography. Eventually, 
European Commission issued “ Wider Europe Neighborhood: A new framework for relations with our 
Eastern and Southern Neighbors” plan on March 11, 2003, (Vicere, 2018, pp 124-125) and a year later 
European Neighborhood Policy (ENP) which was aiming to serve a larger part of Europe was announced. 
Ukraine policy of the Union became an agenda item within the content of that plan afterwards. (Wilson, 
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2014, p.13) That policy was not simply of Ukraine but of so many other countries comprising Ukraine, 
Belarus, Moldova, Caucasia, and Mediterranean countries from Morocco to Israel. EU Enlargement 
Commissioner Günter Verheugen made a statement about the policy emphasising that it did not involve 
integration process and added that the eastern border of the EU would remain to be the western border 
of Russia for a long time except Baltic republics. Some € 250 million was to be provided for supporting 
the economic and social reforms in those countries in 2006. Verhaugen’s explanation certainly disturbed 
all of the countries which were intending to integrate into EU, particularly Ukraine. Leonid Kozhara, an 
official from Ukrainian presidency made a statement saying: “We are disappointed to be equated with 
Arabic countries or Israel by the European Neighborhood Policy; for, none of those countries intends 
to join the EU but, our country has followed a rapprochement policy and we have never concealed our 
desire to integrate into the Union.” (Klaus & Dahmann, DW, 2004) Zbigniew Brzezinski, an American 
politician once said “It was based on a category mistake. Its real goal was not to change countries like 
Ukraine, but to change Russia by civilising the whole region from a distance and transforming the pe-
riphery would not be possible without changing Russia.” (Wilson, 2014, p.13)

It was rather difficult for the EU to put the integration provisions into effect considering the politi-
cal and economic situation in Ukraine. The Commission announced that it would allocate €15.4 billion 
to neighboring countries in 2014-2020 in accordance with the resolution they took on March, 5, 2004. 
(Ciceo, 2015, p.176.) The amount of allocation for Ukraine for that time was just one billion euro. (Eu-
ropean Commission, 2017) The Union was not giving any undertaking about membership by that policy; 
but, supporting the countries in question to conform their economic and political systems to European 
standards. (Naumescu, 2015, pp.4-6) That move of the EU, naturally excited the applier countries about 
membership. When pro-EU Viktor Yushchenko and Yulia Tymoshenko came into power in 2005, the 
expectations for an improvement in the relations between the Union and Ukraine grew. The EU’s ac-
knowledging Free Market Economy status of Ukraine which it had rejected before on the grounds that 
Kiev administration did not meet the provisions of the EU might be seen as an indicator of backing up 
the new government. By that privilege, Ukraine got the opportunity of ease with anti-dumping duties at 
chief industrial exports in December 2005. (Beatty, 2014) Prime Minister of Great Britain Tony Blair 
talked at a summit as follows: “All these are important in their own right, but the greatest importance is 
the symbolism of a newer and deeper and stronger relationship between the EU and Ukraine.” (Bellaby, 
2005) However, the EU’s and Ukraine’s expectations from that new statute were different. The Union 
had acknowledged that new statute just before Brussels visit of the new president Viktor Yushchenko. 
Moreover, there were rumors that the member states agreed on not to take any more steps on behalf of 
Ukraine. A diplomat from the EU has explained the reason of that acknowledgement: “There is agree-
ment on the need to send Ukraine a message.” (Beatty, 2014) But, the Union avoided giving a positive 
message. The situation disappointed Ukrainians and inclined them to blame the EU applying double 
standard for them. While the EU was welcoming Yuschenco’s power, it did not respond fairly enough 
to Kiev’s efforts to improve their relations with the EU. The first reason was Russia’s restraint while the 
second was the high cost of such a poor country with its 45 million population. In fact, Russia did not 
officially oppose to that integration. It was certainly because the EU did not have a positive look on that 
matter. Free Market Economy status and ENP which involved so many complicated details and provi-
sions did not offer an open integration plan to Ukraine. “Clearly neither Ukraine, nor the EU is ready” 
for it. The Union’s policy of Ukraine during that term undermined the position of pro-reform groups 
that were advocating European model of development for Ukraine. (Wolczuk, 2005)
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Considering the events in Georgia in 2008, the EU put Eastern Partnership Policy into effect on 
May, 7, 2009, which was follow-up of European Neighborhood Policy. In accordance with EPP, the EU 
would allocate some additional aid of 350 million euro for those six countries in 2010-2013. However, 
that new policy did not promise anything new to Ukraine about the integration process. (Viceré, 2018, 
p.128) The EU policy of Ukraine during that term was depending on the benefits of the member coun-
tries from Russia, therefore was multi focused. Now, it is important to know about what the objectives 
of Eastern Partnership Policy: First, to strengthen the authority of the EU on former USSR territory; 
second, to guarantee the security of member states by supporting their development. (Viceré, 2018, pp. 
129-130.) When Viktor Yanukovych, defeating his rival Tymoshenko, was chosen president (48.95%-
45.47%) (Conradi, 2017, p. 266) in January 2010 elections, he stated that his administration’s foreign 
policy should be conducted on pragmatism basis and emphasised on the importance of their ties with 
Russia claiming that it would not harm his country’s preference of Europe. (Nygren, 2008, p.159) Sign-
ing up the Partnership Treaty with the EU, Yanukovych intended to be seen as a reformist leader and at 
the same time he would avoid the criticisms of the West. That would help Ukraine get the support of the 
West at 2015 presidency elections. (Kudelia, 2014, pp. 27-29)

Consequently, Yanukovych paid his first visit to Brussels after taking office. Despite the disparities 
between the parties “EU Association Agreement was initialled” (Conradi, 2017, p. 267) at that meeting 
on March, 30, 2012. On the other hand, Yanukovych was aware of the need to preserve the commercial 
relations with Russia, particularly energy import for a low cost. He was worrying about the possibility 
of Russia’s withdrawing its financial aid to himself and cutting off the trade with Eastern Ukraine where 
he got the highest support. (Ramani, 2016) The EU neither suggested a plan about how to react in case 
of a possible Russian sanction on that region of heavy industry, nor responded to Yanukovych’s demand 
of 20 billion dollar aid. (Conradi, 2017, p. 267) Moscow was dissatisfied with Ukraine’s policy and 
wanted to give a message to Yanukovych refusing any discount on the gas price. In return for it, Kiew 
denied to join Customs Union. (Kudelia 2014, pp. 27-29 Hillary Clinton, Secretary of Foreign Affairs 
interpreted Russia’s efforts as attempts of reviving the old USSR and inducing a USA-Russia struggle 
over Ukraine. While Yanukovych was trying to maintain the relations with Russia, he was also striv-
ing to sustain the ties with the EU. President of the European Commission Manuel Barroso ended that 
intermediary policy stating that since Ukraine was a member of Customs Union, it was impossible for 
it to attend free trade area with the EU. (Conradi, 2017, p. 268) But, German political scientist Ulrich 
Speck said: “ The EU always regarded itself as someone that was not into playing geopolitical games. But 
the irony is that Putin’s new assertiveness forced the EU into playing power politics, so this has become 
largely a geopolitical game.” (Gvosdev, 2013) Furthermore, Russia announced that unless Tymoshenko, 
who was sentenced to seven years imprisonment in 2011 after being accused of involving in corruption 
in the gas deal with Russia was released and social reforms, especially the reform in judicial system was 
completed, the Partnership Deal would not be signed. (BBC, 2013) As to Yanukovych, Tymoshenko’ s 
imprisonment might have been more beneficial than a deal with the EU for short term. (Gvosdev, 2013) 
Her release might have been a victory for Yanukovych’s opponents. In addition to it, Tymoshenko’s 
criticisms would restart to draw the attention of the West. That potential release would not please his 
voters either. (Aslund, 2015, pp.104-105)

A questionnaire which was held in October, 2013 put forth that 68% of the people from East and 
South Ukraine, who backed Yanukovych were not content with his policy of Russia. People from West 
Ukraine also saw his policy as pro-Russian. EU’s anti-Russia politics was risky considering a possible 
reaction from Russia. (Kudelia, pp. 27-29) In fact, Ukraine’s deal with the EU was a symbolic one and 
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did not meet the expectations of Ukrainians. After a confidential Putin-Yanukovych meeting, Ukraine 
Prime Minister Mykola Azarov and Russia Prime Minister Dmitry Medvedev held another one which 
was defined to be one of the most productive meetings. Shortly after that, Ukraine-EU summit was an-
nounced to be frozen in the “national interest” (Traynor & Grytsenko, 2013) which made a shock effect 
on the EU. The summit started under the pressure of those unfavorable conditions. Consequently, a 
turmoil occurred in Kiev which was followed by Russian invasion of Ukraine. British political scientist 
Andrew Wilson commented that (Wilson, 2014, p. 14) Ukraine had learned a lot about Europe from 
all those proceedings. Ukraine crisis indicated that “Europe had been sleeping since 2008”, he added.

Although Europe had been demanding for heavy responsibilities from the new members, it could 
not save its own values. According to some comments, even if Brussels had followed a different policy, 
Yanukovych would not have signed the deal due to Ukraine’s high amount of debt to Russia. (Naumescu, 
2015, pp. 12-14) Yet, the question was whether economically and politically powerful EU had provided 
adequate support to Ukraine in that circumstance or not. The answer was definitely negative. It is clear 
that despite the heavy winter conditions, Ukraine was not supplied with natural gas during that term. 
According to European media, the crisis outbroke because; Ukraine plan in the leadership of Germany 
was not a successful project, therefore it did not work. Consequently, European Commission announced 
that it would stop the enlargement process for the next five years. (European Commission 2014) The 
increasing immigration problem was an urgent problem for the Union which it could hardly shake off 
2009 economic crisis. Moreover, the member countries from East Europe were extra burdened with the 
crisis compared to the relatively easy, locomotive countries like Germany. The primary factor that defined 
the EU’s politics in that term was relations with Russia. The Union’s policy maker country Germany 
and other members from West Europe had strong commercial ties with Russia mostly on energy issues. 
(Stegny, 2014) Germany was being criticised to define its foreign policy as “Russia First”. In order to 
clarify how important the relations with Russia for the EU in the politics of Ukraine, Russia-EU relations 
will be examined in the last chapter of this study.

EU-RUSSIA RELATIONS

EU-Russia relations during Cold War was generally designated within the framework of block policies. 
One block’s interpretation of the other as to its political and economic power impeded the development 
of the relations. Viewpoints of both parties were different in terms of the content, meaning and provisions 
of cooperation. Russia’s virtual relations with the EU started in 1989 when a deal on economic coopera-
tion between the EU and former the USSR was signed up. Both parties were still under the influence 
of the Cold War. Due to economic and social disparities and the different expectations, no considerable 
step was taken in the relations. (Romanova 2011, p. 124) The main reason of Russia’s heading for the 
West after the collapse of communism was to search for a way out of the economic and social hardship. 
Russia did not accept any support except economic ones.The EU stipulated that Russia must transform 
its systems as to European standards; thus, be a part of Europe first. (Trenin, 2018, pp. 307-308.) Despite 
the dissidences and the problems, during the first president of the Russian Federation, Boris Yeltsin’s 
power the relations with the EU and the West were warmer compared to the following terms. During his 
term, Russia was busy with problems such as disintegration process, reconstruction issues and Chechnya’s 
struggle of independence; therefore, it could just observe the ongoing incidents. Russia was striving to 
gather the dissolving USSR countries around CIS then; but, CIS did not meet the expectations of Russia. 
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Furthermore, the countries which were planning to be a part of the European geography so that trying 
to improve the relations with the West were regarding CIS as a hurdle in front of them. (Mirfendereski, 
2001, pp. 63-65) Russian Federation’s tending to the West started with NATO’s Partnership for Peace 
(PfP) programme which had been ratified after hard negotiations at the EU in January, 1994. PfP was 
allowing the countries comprising the former Warsaw Pact members, which were in cooperation with 
Russia but intending to join NATO, to conform their systems to the Union’s standards. However, member 
countries of former Warsaw Pact were uneasy about the probability of being in the same organization 
with Russia. As for Russia, nationalists and communists across the country were protesting to come to 
an agreement over the EU. (Kharchenko, p. 210) Russia demanded a concessionary status to take part 
in the programme. The USA denied any kind of priority whereas Germany approved it. However, while 
signing deal for PfP, Russia Foreign Minister Andrei Kozyrev stated that the protocol reflected the status 
of Russia as a superpower. (Stent, 2001, pp. 215-218)

The next step in the relations was Partnership and Cooperation Agreement which was signed up on 
June 24, 1994. The agreement involved democratic improvements and clauses on facilitating the trade 
between the parties; but the incompatibility of Russia’s infrastructure for such a liberal trade was imped-
ing the improvement of commercial relations. (The Embassy of RF to UK, 2019) The EU’s expanding 
policy following NATO was generating economic problems for Russia as well as political ones. Russia 
which was trading with the countries of that region must export goods compatible with the EU standards. 
Russian farmers whose products were under the EU standards would definitely get harmed of it. Annual 
cost of the EU’s expanding policy to Russia in that term was estimated around 150-200 million euro. 
(Romanova, 2011, pp. 120-123) The EU supported Russia to join European Council in 1996 in order to 
orient it to Europe. One year later the EU took a step for expanding across Eastern Europe and resolved 
to invite Czech Republic, Hungary, Slovenia, Estonia and South Cyprus to Brussels. Countries from 
Central Europe had not been invited at that first wave of expansion considering Russia’s possible reac-
tion; yet, a decision was taken to improve the relations with those countries in question. Germany and 
France, being the major supporters of that policy avoided damaging the relations with their economic 
and political partner Russia. (Milczarek, 2006, pp. 11-16) But, Russia did not give any reaction by vir-
tue of its susceptible situation as to the Union. In fact, Russia was not powerful enough then because of 
coping with domestic problems. (Nitoiu, 2016, p.12)

The West could hardly adjust to the New Russia when Boris Yeltsin passed the office on Vladimir 
Putin. Mr. Putin’s Russia was anti-Western because, it was regarding the expansion of the West as a threat 
to its sovereignty. Putin announced that he would also abide by the strategic and economic cooperation 
with the EU. After 9, 11 attacks, Russia seemed to be eager to improve its relations with the West but, 
USA did not regard Russia as a cooperatable partner in the New World Order. Instead of a loser and 
weak Russia, China could be a strategic partner for the USA. (Trenin, 2018, pp. 301-302)

In 2004, European Neighborhood Policy, covering a wide range of geography, became a current issue. 
Later, It was modified to cover six countries and called Eastern Partnership policy which would draw the 
reaction of Russia. In fact, Polish foreign minister Radoslaw Sikorski had brought Eastern Partnership 
project on the EU’s agenda in 2008 but, Germany denied that proposal; therefore, no tangible step could 
be taken on both of the projects. When the project was put into practice, some of the member states did not 
welcome it warmly. Some countries within the Union were worrying about a possible reaction of Russia 
to the project. (Speck, 2014) As to the official statement of the EU, one of the objectives of the project 
was improving the relations with Russia and it was also the first step taken to build a bridge between both 
sides. Moscow did not agree with that view and regarded Eastern Partnership project, which Ukraine 
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was also included in, as a hostile takeover. (Larrabee, Wilson & Gordon IV, 2015, p. 25) The same year 
in August, when South Ossetia declared independence, it was invaded by Georgian army. Consequently 
a war broke out when Russia also deployed its troops into South Ossetia to respond Georgia. The war 
ended five days later by proclamation of a ceasefire on August,12 which led South Ossetia to declare 
independence. The EU tried hard to soothe Russia and avoided standing against it during that war. So, it 
justified Russia to apply “hard power” against Georgia, because, the matter was a security problem for 
Moscow. The Union was convinced that Russia was not against its expansion policy across the former 
USSR countries. Nevertheless, Russia reacted to the expansion of the Union across East establishing the 
Eurasian Economic Union which would start “a zero-sum game” between the parties. (Nitoiu, 2016, p. 
12-13) Dmitry Medvedev had taken the presidency office just before the Georgia crisis. It was France’s 
turn of presidency of the EU so, Medvedev wanted to take the opportunity of improving the relations 
with the EU. That move would also accord with “Russia First” policy which Moscow was carrying out 
in coordination with Germany. On the other hand, following presidents of the Union Czech Republic 
and Sweden did not welcome to build warm relations with Russia. On the contrary, they were favoring 
to draw Belarus, Ukraine, Moldavia, Armenia, Azerbaijan and Georgia near the EU in accordance with 
Eastern Partnership policy. (Trenin, 2018, p. 309) Although Medvedev was in favor of developing the 
relations with the West, his primary policy of enhancing Russian authority over the former the USSR 
territory and even carrying it beyond was preventing a warming in the relations. (Bret, 2016, p. 7) After 
a Merkel-Medvedev meeting in 2010, Meseberg Memorandum was issued. In accordance with that 
memorandum, EU-Russia Political and Security Committee which was aiming to deal with political, 
economic and security problems in Europe was formed; thus, Russia was also included in the decision 
makers of Europe whereas NATO and the USA had been put out of the course of events. Despite all 
the developments, Russia did not regard the EU as an actor to solve the security problems of Europe. 
Russia was neither determined nor prepared to solve those frozen issues. Russia’s only aim was to unite 
the territory of former the USSR into its own zone of influence where NATO and the EU would not be 
able to penetrate. (Larrabee, Wilson & Gordon IV, 2015, pp. 22-25)

After Vladimir Putin came to power in 2012, the EU-Russia relations deteriorated once more; because 
he was sceptical about the EU and West for the first eight years of his power. At home, he was trying to 
reinforce his regime to constitute a powerful Russia. EU-Russia relations began to develop when Four 
Common Spaces which was a project involving economy, freedom, security and justice issues was put 
into effect in 2003. (David & Romanova, 2016, pp. 1-2) Two years later, a roadmap of the medium and 
long term arrangements was approved; but, organizing a free trade area between the EU and Russia was 
rather difficult due to structural diversities. Free trade area was essentially a step to encourage Russia to 
join the World Trade Organization. (Romanova, 2011, p. 124) Russia, France and Germany’s coopera-
tion against the American invasion of Iraq in 2003, was commented to be a sign of their alliance, even a 
move to break NATO apart. However, no considerable step was taken to maintain that warm atmosphere. 
(Trenin, 2018, p. 306)

There were critics about the image of Yeltsin’s loser Russia at home. Russian society was being 
gathered around Putin’s otoritarian administration by the help of improving economic conditions and 
nationalist discourses. (McNamara, 2014, p. 109-112) The people were assured that the USSR collapsed 
because of the exogenous forces, hence Putin’s regime should be maintained for a powerful Russia. The 
diversity of European and Russian values arose problems in the relations with the Union. (Bret, 2016, 
p. 7) The EU-Russia tension over Ukraine during Putin’s early third term power was called “New Cold 
War” by some columnists. (Hahn, 2018, pp. 18-20)
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Two major points defined the EU-Russia relations in that term. The first one was the EU’s loco-
motive country Germany’s policy towards Russia, while the second was EU’s energy dependency on 
Russia and vice versa. Russia policy of Germany which was called Ostpolitik (eastern policy) had been 
developed by Chancellor Willy Brand’s political advisor Egon Bahr during the USSR and maintained 
by Chancellor Helmut Schmidt. The objectives of the policy were creating a warm atmosphere between 
the two countries as well as providing the energy supply of West Germany. It was followed after Cold 
War as well; so, Germany became Russia’s strategic partner. (Forsberg, 2016, p. 21) Germany-Russia 
relations improved more after Mikhail Gorbachev approved the reunification of the East Germany with 
the West. On the other hand, Margaret Thatcher and François Mitterand disapproved such a merge as-
serting that Germany might have been a threat for Europe once more but, they could convince neither 
Gorbachev nor their ally the USA about that matter. German Chancellor Helmut Kohl held a meeting 
with Gorbachev at Stavropol in July 1990 and convinced him that reunification of two Germanies would 
not menace the USSR. (Conradi, 2017, pp. 70-72) That collaboration reminded the historians of the 
historical marriage of Tzar Great Peter to Catherine, the daughter of a German Prince.That cooperation 
of resource-poor Germany with technology-poor Russia worried their neighbors. (Szabo, 2015, pp. 14-
16) Germany’s integration to NATO was resolved by withdrawal of Russian troops from East Germany 
in 1994. (Conradi, 2017, pp. 72-73) After 1990, while Germany was trying to include Russia in the 
European politics on the one hand, it was providing financial support for its economic problems on the 
other. From time to time, France and Russia came together in the leadership of Germany to tackle with 
the economic and political problems of Europe. (Trenin, 2018, p. 311) When Putin was the president 
and Gerhard Schröder was the chancellor, (prime minister) Germany-Russia relations improved to the 
utmost. They even evolved to a personal intimacy in 1998-2005 when Schröder was the chancellor. Mr. 
Putin was a true democrat as to Schröder. (Motyl, 2013, p. 56)

Schröder ratified the deal (Nord Stream I) that natural gas flow would be supplied by from Russia 
to Germany before he stepped down the prime minister’s office in September 2005. When Poland and 
Baltic countries were being bypassed by that deal, Polish Defence Minister Radek Sikorski expressed 
his discontent likening it to 1939 Hitler-Stalin Pact. (Szabo, 2015, p. 3) Those warm relations between 
the two countries could not be maintained in 2005-2009 during Angela Merkel’s power. At 2007 Mu-
nich Conference, Putin warned the European countries stating that as long as they followed the USA an 
armament race was likely to start in Europe. Thus, he gave the message that Russia would apply hard 
power in its foreign policy more often. (Rumer, 2016) While Russia was tough against the West, German 
politicians were still expressing their favor toward Russia. Peter Struck, head of the Social Democratic 
parliamentary group argued in 2007 “Germany should have the same proximity to America on one hand, 
and Russia on the other hand.” Another German Social Democratic politician Martin Schulz said “ It 
is Germany’s strong interest that its partnership with Russia is at least on the same level as Germany’s 
partnership with the United States.” (Chivvis and Rid, 2009, p. 109), As for Foreign Minister Steinmeier 
expressed in May, 2008 their aim was to improve the strategic relationship with Russia. He also emphasised 
on the need for modernisation partnership between the two countries. (Gotkovska, 2010) Putin’s Berlin 
visit in 2012 was held in a cold atmosphere. Russia was expecting to be met as a superpower whereas 
Germany was focusing on the common areas of collaboration. (Adomeit, 2012) Germany’s approach 
toward Russia changed after Russia had invaded Crimea and when the separatists,who were supported 
by Russia occupied the South and East Ukraine.The EU’s leader country Germany was able to impose 
its point of view to the EU uniting the other opponents of Russia within the Union; because, Merkel was 
determined on giving a message to Russia, and Germany was a prestigious country in Europe. (Kaim, 
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2017, p. 34) On the other hand, according to ongoing comments, Merkel planned to present its policy 
shift as an EU policy, because she did not want to totally destroy Russia-Germany relations.

Two major points that compelled both parties to cooperate with each other despite the problems 
were energy in terms of Germany, trading in terms of Russia. Germany had to import a considerable 
amount; 78% of its energy resources: 98% of all mineral oil resources 82% of natural gas and 55% of 
coal. (Schlögel, 2006, p. 208,) Strategic partnership with Russia was of vital importance for Germany 
due to its dependency on foreign sources in terms of energy supply. German politician Gernot Erler, 
explained why that “strategic partnership” was important for Germany and said: “We get 45% of our 
gas and 34% of our oil from Russia.” (Adomeit, 2012) 20% of Russian gas and 10% of oil were being 
exported to Germany; (Chivvis and Rid, 2009, p. 110) therefore, Berlin was concerned about how to 
secure a regular gas flow to the country. Russia’s shortcomings of infrastructure investment on the gas 
sector pushed Germany to invest on Russian energy sector so that prevent an energy cut. (European 
Commission, 2019.)

Second important point defining the policy between the two countries was trade. While Germany 
was ranking fifth in Russia’s export in 2013 by 22.962 million dollar and 4.35% ratio, Germany was 
ranking second in its import the same year by 37.905 million dollars and 12.04 ratio. (World Integrated 
Trade Solution, 2019) In terms of total trade volume, 10,2% ranked second after China. German invest-
ment in Russia was valued 16 billion euro in 2013 (Bristow, 2014), whereas it was just 4.2 billion euro 
in 2010. (Adomeit, 2012)

As it is in Germany-Russia example the trade volume between the EU and Russia and EU’s need to 
Russian natural gas bind the parties to each other. The Russian export to the EU in 2012 amounted to 
123 million dollar whereas its import was 213,2 million dollar. (eurostat, 2013) Some Russian special-
ists criticised the EU over that imbalance against Russia. The EU’s export to Russia increased 50% after 
Central and Eastern Europe countries had integrated into the EU. Although Russia was economically 
smaller than the EU, it was still a large market for the Union. That kind of trading was defined as “donor-
recipient” relation by some economy experts. (Romanova,2011, pp. 124-125)

As for the EU, the most important point in the relations was safe and consistent energy flow to Eu-
rope. Europe’s energy dependence on Russia dates back to 1960s. In parallel with detente between the 
East and West, Austria, France, West Germany and Finland bought fossil oil from Russia. The USSR 
started to export natural gas to Europe via Transcontinental Export Pipeline in 1983. (Siddi, 2018, p. 
1556,) The dependency on the Soviet energy went on escalating after Cold War as well. According to 
the 2012 parameter data of Energy Information Administration (EIA), European countries imported 
84% of Russia’s oil exports, and about 76% of its natural gas. (BBC, 2014) Dependency on Russian gas 
was 100% in Baltic countries while it was 30% in Italy. (Locatelli, 2013) However, Russia was being 
criticised to abuse its energy advantage for political purposes, and sold it for different prices according 
to the political stand of the purchaser country. Germany was an example of it; because it was buying 
Russian gas on cheap compared to its neighbors. (Germany has paid Gazprom only €24/MWh, much 
less than Lithuania (€38) or Bulgaria (€43). (European Parliament, 2015) Moscow has cut the gas flow 
to some European countries, particularly to Ukraine several times for different reasons since 1993, which 
was interpreted as blackmailing. European Parliament, 2018, pp. 15-17)

To sum up, it should be pointed out that Russia policy of Germany and of some EU countries can be 
summarized to be a completely pragmatic approach. (Goldstein, 2018) The priorities of those countries 
have been safe and sustained transport of Russian energy to the West. The EU had been caught unpre-
pared for those economic and political problems; Ukraine crisis in particular, due to the expansion of the 
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Union. The EU did not pay enough attention to the security concerns of Baltic countries and Poland.. 
Consequently a split within the Union occurred because of Russia. As for Russian Federation, it has 
applied “hard power” policy easily in that divided Europe since 2008 and used its energy as a weapon 
against Europe.

CONCLUSION

Ukraine’s efforts to integrate into the West have failed due to inhomogeneous structure of the society and 
lack of a strong political determination. That situation generated so many problems across the country. 
When the EU included Ukraine into its expansion programme, it became the home of a Russia-Ukraine 
struggle. In consequence of that struggle the country split and lost some of its soil. Yet, the EU has kept 
being the unique goal for Ukraine to acquire democracy, freedom and a stable economy. As for some 
intellectuals, the basic motivation of Euromaidan protests was diverging from that goal. Having lost 
some of its territory and reflection of that loss to the demographic structure, Ukrainian society sepa-
rated on the EU goal. A survey set forth that a substantial number of people sympathized with the USA 
compared to the pre-crisis time. The survey also revealed that Ukrainians were disappointed about the 
EU and favored the pro USA views. Political scientist Andrew Wilson claimed that Ukrainian people 
had shed their blood for European values but Europe ignored them. (Wilson, 2014 p.1) Although the 
people’s demands were innocent, the political power did not abstain to shoot them down by snipers who 
had been hired from Poland, Georgia and Lithuania. “Estonia’s Foreign Minister Urmas Paet phoned 
the EU High Representative Catherine Ashton after his visit to Kiev on 25, February and told her that, 
behind the snipers it was not Yanukovych but it was somebody from the new coalition.” Ashton responded 
that they did not want to investigate it. It was interesting, she added. (Youtube, 2014) Investigating that 
leaked conversation and claims would certainly have revealed the provocation allegations about pre-
senting Ukraine as an oppressed country, thus ease its integration to the EU. Yet, no report about that 
conversation took place on media.

Another point of discussion about Ukraine’s membership was that, the economy of the country was 
behind European standards in account of the data and structure of the system. Ukraine’s admittance to 
the EU under those circumstances would load a heavy burden on the country. There were remarks as ıt 
was better for Ukraine to join to Eurasian Economic Union. Ukraine’s debts and dependence on Russia 
on energy and foreign trade issues were corroborating those remarks.

Russia policy of the EU was formed by Germany, the locomotive of Europe. Russia’s integration to 
Europe and regular energy procurement was targeted by “Russia First” policy which had been created 
by Germany and carried out together with France. Thus, President Charles de Gaulle’s vision to defend 
Europe from within Europe, not from beyond Atlantic during Cold War would come true. That col-
laboration was supported by Putin-Schröder friendship, but remained limited just with increased trade 
volume and cooperation in energy import. There were two reasons of it: First, Russia was regarding 
itself a superpower which rose from the ashes; but, the EU was not an important actor of global politics. 
Second, Moscow considered the expansion of the EU towards Central and Eastern Europe as threaten-
ing as NATO’s expansion; because the EU countries of “new aboard” were Russian countries of “near 
abroad”. (Trenin, 2018, pp. 303-305.) Russian Foreign Minister Sergei Lavrov accused the EU of seeking 
to create a sphere of influence by pressing Ukraine to establish closer ties with the bloc at the expense 
of relations with Russia. Germany and France avoiding a further tension tried to soothe Russia having 
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seen its stable stance. They also opposed Georgia and Ukraine’s membership to NATO at 2008 Bucharest 
Summit noting that “it would unduly antagonize Russia.” (Mearsheimer, 2014) 2009 economic crisis, 
which hit Europe seriously, caused Ukraine to be forgotten in the anteroom. Increasing migrant problem 
was also an immediate issue for the EU waiting to be tackled with. During the crisis, French economy 
stopped growing whereas the growth rate of German economy was slowing down. The USA intended 
to give financial support to the economies in Eurozone, but the circles who disliked the involvement of 
the USA to the problems of Europe reacted it negatively. On the other hand, the United Kingdom was 
keeping to appeal to Brexit on the agenda unless it was bestowed more autonomy. (Dobbins, 2015, pp. 
90-91)When Ukrainian crisis broke out, Poland and Lithuania asserted that it was a threat for NATO as 
well; therefore. the organization should deal with the matter. Germany and France opposed the proposal 
because they were dependent on Russia and some possible sanctions on it would harm their national 
interests as well. The reaction had to be limited as to them. Merkel suggested Russia and Ukraine nego-
tiate the matter. European Parliament President Josep Borrell was saying that “ One could even have an 
impression that most EU member states principally intended to maintain correct relations with Moscow 
and they were ready even to sacrifice democratisation of Ukraine to that priority.” (Milczarek, p. 20) 
Germany Foreign Minister noted in his speech that they needed to carry on their relations with Russia 
on a collaborative and constructive level. (Steinmeier, 2014) Merkel, at her Kiev visit, said that Ukraine 
was free to go to Russia’s Eurasian Union. (Pop & Rettman, 2014) Zbigniew Brzezinski also commented 
on the relations between the two countries and said: “If the romance between Russia and Germany goes 
too far, it could strike a blow against European integration.” (Szabo, 2015, p. 3)

One year after the Ukraine crisis, Nord Stream II project, which was the second pipeline project to 
convey Russian gas directly to Germany beneath the Baltic Sea was signed despite the objection of the 
USA, Poland, Ukraine and Baltic countries. This move revealed that the priority of the Union was still 
its economic and political interests. Germany and France ignored Ukraine’s possible loss by the project 
alleging that Ukraine would also benefit from it. In fact, natural gas volumes through Ukraine would 
fall from around 80 billion cubic metres a year to as low as 30 bcm, cutting transit fees from $2.5 bn to 
$1 bn a year. (Vaughan,,2019)

In conclusion; that divided structure of the EU has reflected on the decision processes, so the poli-
cies of the Union have been established around the interests of a few countries which weakens the cred-
ibility of it in terms of the member countries. Therefore, the assumption that Ukraine’s integration to 
the EU was prevented by Russia is unreal; because, Russia had clearly indicated that it did not approve 
Ukraine’s efforts for such an integration. The determinant of the process was the EU’s attitude. EU’s 
and its powerful member Germany’s priority had been their relation with Russia. That “German-Russian 
relationship is the most puzzling and troubling feature of modern European politics.” (Szabo, 2015, p. 3) 
Any probable improvement in membership to the Union will come off in accordance with the improve-
ment of EU-Russia relations.
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ABSTRACT

The Schengen Area is one of the most remarkable developments of EU integration, signifying supranation-
alization in a field where national sovereignty is rigorously protected. However, following the migration 
crisis and the escalation of terrorist attacks in 2015, some member states reintroduced border controls 
within the area. By 2018, they have exceeded the time limits set by EU law. The Commission called 
for amendment instead of compliance from member states. This chapter demonstrates recent develop-
ments in the field of internal border controls in the Schengen Area with respect to European integration 
and its future. By inquiring member states’ actions and EU institutions’ reactions in the context of EU 
law, it sheds light on whether “Europe without borders” has become an accomplishment of the past. 
Evaluated in relation to integration models in EU literature and future scenarios for the EU presented 
by the Commission in 2017, the findings suggest that internal border controls will continue in the course 
of deepening, despite their contradictory effect.

INTRODUCTION

Following the summer of 2015, in a period when terrorism and the migration crisis prioritized internal 
security considerations on the European agenda, a group of Schengen member states reintroduced border 
controls inside the Schengen Area. Although these measures were announced as temporary, they have 
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been renewed constantly, exceeding the maximum time periods allowed by Schengen Borders Code 
(SBC). The Schengen Area is experiencing an unprecedented crisis with the possibility of disintegration. 
In this context, “Europe without borders” seems to have become an ideal of the past, rather than today’s 
reality, and the future seems vague.

The goal of this chapter is evaluating the temporary reintroduction of border control (TRBC) at the 
internal borders of the Schengen Area from the perspective of intergovernmental and supranational 
elements of EU border control policy. Situating TRBC applications within EU integration models in 
the literature and future scenarios for European integration presented by the Commission in its “White 
Paper on the Future of Europe”, the chapter also aims at projecting the future of the Schengen Area in 
the light of internal border controls. Following the specification of the acquis, member states’ past and 
current TRBC applications are demonstrated in relation to the legal framework. Then, the positions of 
institutions representing the intergovernmental and supranational characteristics of the EU - the Com-
mission, Council and Parliament - are specified. Findings are evaluated in relation to EU integration 
literature and future scenarios for the EU.

THE LEGAL FRAMEWORK OF THE SCHENGEN 
AREA AND EU BORDER CONTROLS

The establishment of the Schengen Area began as an intergovernmental initiative of five of the founding 
members of the Communities (The Benelux Economic Union - Luxemburg, Belgium, the Netherlands, 
Germany and France) - to gradually remove checks at their common borders. Initially based on inter-
national treaties outside Community law - Schengen Agreement (1985) and Implementing Convention 
(1990) (both in force since 1995), the Schengen acquis gradually became part of EU law. Today, the 
Schengen Area covers most of EU (excluding Bulgaria, Croatia, Romania and Cyprus) and European 
Economic Area (including Iceland, Liechtenstein and Norway) territories, with 26 member states.

Schengen Agreement coincided with Single European Act (1986), the first major revision of Treaty of 
Rome, with the goal of establishing a closer union between member states of the Communities. Since it 
facilitates free movement of persons required by the single market, the Schengen Area is an integral part 
of EU integration. It is also connected to other policy fields. Sustainability of an area without internal 
border controls depends on the provision of security at the external borders. Furthermore, border control 
is closely related to various ways of entry of third country nationals (TCNs) into EU territories - short-
term visits, asylum, immigration, illegal border crossings. It is also related to law enforcement: tackling 
undocumented migration, international terrorism and organized crime. As a result, the Schengen Area 
has required and developed alongside common policies on external border control, visa, asylum and 
immigration, police and judicial cooperation in criminal matters, all of which are interrelated. (Euro-
pean Commission, 2011; 2017a, p. 2). With the establishment of the EU, these policy fields, classically 
under the prerogative of sovereign states, were combined under Justice and Home Affairs (JHA) - later 
called the Area of Freedom, Security and Justice (AFSJ) - provisions of the founding treaties. Over time, 
intergovernmental cooperation turned into common policies with shared competence between member 
states and the EU (Papagianni, 2006, pp. 8-9). However, integration has been slow and irregular.
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Primary Law: Europeanization of AFSJ and the Schengen Acquis

Integration on border control and related policies under EU primary law began with Maastricht Treaty 
(1992). Under the JHA pillar, member states would cooperate and develop joint positions (via the Council); 
actions would be taken unanimously (Treaty on European Union - TEU, Title VI, Art. K). At this point, 
member states had exclusive competence and utilized the EU as a framework for inter-state cooperation. 
Under AFSJ, Amsterdam Treaty (1997) introduced supranational elements (in force since 2004). Although 
the Parliament had limited power, community method was introduced to the legislative process. Council 
decisions would be taken by qualified majority instead of unanimity. Moreover, Schengen Agreement 
and the Convention were included in the founding treaty with a protocol, making border control part of 
EU acquis - albeit allowing member states to opt-in and opt-out from the measures. (European Com-
mission, 2006) Three EU members made use of this flexibility. Denmark joined the Schengen Area, yet 
opted-out from EU policy related to AFSJ. Britain and Ireland remained outside the Schengen Area, yet 
they have partially opted-in AFSJ, including some measures related to the Schengen Area1.

Removing the pillar system, Lisbon Treaty (2007) placed AFSJ under shared competence with or-
dinary legislative procedure. The Parliament became entitled as the Council; co-decision and qualified 
majority became the norm. Under AFSJ provisions of the Treaty on the Functioning of the European 
Union (TFEU, Title V), the EU was given the task of ensuring “absence of internal border controls” and 
developing a “common policy on asylum, immigration and external border control, based on solidar-
ity between Member States, which is fair towards third-country nationals.” (Art. 67.2). The treaty also 
introduced the concept of integrated border management to EU primary law (TFEU, Art. 77.1j).

Secondary Law: Schengen Borders Code (SBC)

As Schengen membership and EU competence increased, secondary law developed. Since the inclusion 
of the Schengen acquis in the founding treaties, Schengen members - and other EU members that opt-in - 
are bound by EU law that regulates border crossings, have committed to the development of surveillance 
systems and established various agencies. This body of law has been legislated in the form of regulations 
(at first of the Council, then by co-decision of the Council and the Parliament) that have direct effect 
in member states. (Çilingir, 2018, pp. 29-34) These apply to the Schengen Area rather than the EU as a 
whole; including non-EU members of Schengen, excluding EU-members not part of AFSJ or Schengen.

The main secondary legal instrument regulating EU border policy is Schengen Borders Code (SBC, 
EU 2016/399).2 SBC builds on the previous Schengen acquis. It excludes some EU members (Denmark 
- with a possibility to opt-in, Britain, Ireland, Bulgaria, Croatia, Cyprus and Romania). Non-EU mem-
bers of Schengen - Iceland, Norway, Switzerland and Liechtenstein are associated through the Schengen 
acquis. France and the Netherlands are bound only by their territories in Europe. (Recital, para. 37-44)

While protecting fundamental rights and the right of free movement within the Union (para. 5, 36), 
the primary goal of common border control policy is enhancing security at both internal and external 
borders. The justification relies on the absence of border checks within the Schengen Area, increasing 
the importance of common standards applied at the external borders. The security issues are identified 
as: “…illegal immigration and trafficking in human beings... any threat to the Member States’ internal 
security, public policy, public health and international relations” (para. 6). It is also acknowledged that 
internal security risks at member states have the potential to affect external border security (para. 8).
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Following general provisions, SBC is comprised of two sections. The first is on external borders (Title 
II, Art. 5-21). It regulates the procedures, conditions for entry and refusal of TCNs at the borders, staff, 
resources, cooperation between member states and deficiencies regarding the control of the crossing of 
external borders. The second regulates internal borders (Title III, Art. 22-35). Although there exists a 
body of secondary law regulating the management of external borders - e.g. surveillance systems, EU 
agencies, related AFSJ policies - internal border controls are only regulated by SBC.

Internal Border Controls Under SBC

Removal of checks at internal borders in the Schengen Area has been in force since 1995. Although 
the acquis is focused on external border control, there are circumstances specified in SBC that allows 
“temporary reintroduction of internal border control” (TRBC) by member states. SBC Preamble lays 
out the grounds and guiding principles. Internal Borders section (Title III) first enacts the “absence of 
border control at internal borders” (Chapter I, Art. 22-24), then proceeds to the specification of condi-
tions and procedures for TRBC (Chapter II, Art. 25-35).

A considerable part of SBC recitals (11 of the 44 paragraphs) is related to TRBC. The Code, based 
on the principle of free movement of persons (para. 21-24), regards absence of control as the norm and 
introduction of control as temporary and only due to exceptional circumstances. Member states have 
the option, yet are bound by principles and procedures. The principle of proportionality should be fol-
lowed for the necessity, scope and duration (para. 22-24, 27). Reasons for such control should be based 
on “commonly agreed criteria” (para. 23). There should be a “serious threat to public policy or internal 
security” of a member state or an area within the Schengen (para. 22-24, 26, 30). Threats by terrorism 
and organized crime are accepted as such risks (para. 25), yet migration or entry of large number of 
TCNs are not sufficient grounds for TRBC by themselves (para. 30). The decision has to be notified to 
related parties, the reasons have to be provided for, and the execution will be monitored (para. 23). The 
evaluation process is guided by Schengen Evaluation Mechanism (SEM) (para. 30, 33). The Commis-
sion has the role to provide guidelines, monitor and propose actions (para. 23, 28, 30-33). The Council 
may issue recommendations for remedial action (para. 29-31, 33).

SBC regulates three circumstances that justify TRBC, with different procedures:

• Foreseeable cases (Art. 25-27): Based on “a serious threat to public policy or internal security in 
a Member state”, border controls may be reintroduced for certain periods following the notifica-
tion of related parties (Art. 25). Proportionality assessment must include the likely impact of the 
threat on the member state and on free movement of persons in the Schengen Area as a whole 
(Art. 26). Other member states and the Commission must be notified four weeks prior to the appli-
cation. The Council and the Parliament are informed as well. Member states may issue opinions. 
The Commission may execute a consultation between affected parties, latest by 10 days prior to 
the application. (Art. 27)

• Cases requiring immediate action (Art. 28): May be applied directly provided that other mem-
ber states and the Commission are informed by member states. The Commission informs the 
Parliament.

• Exceptional circumstances putting the overall functioning of the area without internal bor-
der control at risk (Art. 29-30):3 Based on persistent “serious deficiencies in carrying out of 
external border control” in spite of previous Commission recommendations to the related member 
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state (Art. 21). These are among foreseeable cases, yet subject to a specific procedure that requires 
a Council recommendation, upon a proposal from the Commission. The Commission may prepare 
the proposal by its own initiative or upon member states’ request. In contrast to other procedures, 
member states must justify their decision not to implement TRBC. The Commission informs the 
Parliament and the Council. (Art. 29) Council recommendation must be based on a comprehen-
sive analysis requiring more detailed information, including previous and possible measures, at 
the member state or the Union level (Art. 30).

Member states and the Commission must provide justification for TRBC applications to the Parlia-
ment and the Council under any of these circumstances (Art. 31). Four weeks following the removal of 
internal border controls, the member state must provide a report to the Parliament, Council and Com-
mission. The Commission and the member state must inform the public about the time period “unless 
there are overriding security reasons” (Art. 34). Table 1 presents the maximum time periods allowed 
for TRBC under Title III.

TRBC clauses establish a framework under which member states share information, consult each 
other and cooperate through EU institutions. They emphasize the exceptional character and the need 
for justification. Yet, the terminology of “serious threat to public policy or internal security” is open to 
interpretation, allowing a high degree of flexibility. Moreover, exceptions are acknowledged, such as 
reductions in the minimum time period for notifications under foreseeable cases (Art. 27.1) and with-
holding of information from the public (Art. 34). The procedural criteria are aimed at transparency 
and improving cooperation. The only instance where TRBC decision lies at the EU level is exceptional 
circumstances putting the whole area at risk (Art. 29). Here, it is the Council that decides the need for 
TRBC, since the subsidiarity principle substantiates a Union level action. Nonetheless, it is only a rec-
ommendation for member states to decide upon. There is no enforcement mechanism. Therefore, TRBC 
clauses cannot be characterized as hard law.

TRBC APPLICATIONS OF MEMBER STATES

The Commission publishes a list of member states’ TRBC notifications. Frequently updated, the dates, 
geographical scope and reasons for TRBC are presented in chronological order. (European Commis-
sion, 2019b) The findings below were gathered from this source. According to the information available 
at the time of the study, there were 116 TRBC announcements, between 21.10.2006 and 12.11.2019. 
The most striking observation was that the number of applications, duration and reasons have changed 

Table 1. Maximum time periods for TRBC

Type of circumstance Beginning Renewal Total

Immediate action (Art. 28) 10 days 20 days 2 months

Foreseeable cases (Art. 25) 30 days 30 days 6 months

Exceptional circumstances (Art. 29) 6 months 6 months 2 years

Source: (SBC)
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dramatically since September 2015. Therefore, the data is presented at two intervals. Table 2 shows the 
duration of all TRBC applications since 2006.

All TRBC before 09.2015 lasted less than a month. Since then, TRBC was announced more than twice 
as much. In this second period, TRBC was used in its maximum capacity; 3/4 of applications lasted at 
least a month and the majority of those applications lasted 3 to 6 months. Tables 3 and 4 demonstrate 
member states’ justifications of TRBC in the two periods.

In the first period, with the exception of terrorism related applications by Sweden and Norway in 
2011 following the Oslo bombing and Utoya island shooting (1-3 days) and by Norway in 2014 for a 
terrorist threat (7 days), almost all TRBC rested on three types of circumstances: (1) meetings of in-
ternational organizations (IOs-more than half of the cases, most of the member states, up to a month); 
(2) international sports, cultural or political events (1/4 of the cases, up to a month); and (3) expected 
political demonstrations (less than 1/5 of the cases, up to a single day). None was based on exceptional 
circumstances (Art. 29) although the option was available since 2013. (European Commission, 2019b)

IO meetings and international events comprised a much less portion of TRBC compared to the 
previous period. No TRBC was based on demonstrations. Terrorism has been the predominant basis 
for TRBC in the case of France, since Paris attacks of November 2015 and the following state of emer-
gency. Migration crisis appeared for the first time in TRBC justifications on 13.09.2015. From then on, 
phrased in various ways, it was utilized by 2/3 of the states, comprising about 3/4 of the cases. With the 
exception of Belgium (once for 2 months), Slovenia (twice for 9 days) and Hungary (once for 9 days)4, 
applications lasted much longer. (European Commission, 2019b) Table 5 shows long term TRBC ap-
plications and their prolongation.

Table 2. Duration of TRBC since 2006

Duration Before 09.2015 Since 09.2015 Total

0-30 days 36 20 56

1-3 months - 13 13

3-6 months - 47 47

Total 36 80 116

Source: Compiled by the author (European Commission, 2019b)

Table 3. Reasons of TRBC provided by member states before 09.2015

Reason Times Applied Duration Member States

IO meetings 20 2-30 days
Germany, Austria, Denmark, France, Belgium, 
Netherlands, Spain, Italy, Portugal, Finland, 
Poland, Latvia

International events 8 2-29 days Norway, Estonia, Poland, Austria, Iceland

Demonstrations 5 8 hrs-1 day France, Spain

Terrorism 3 10 hrs-7 days Norway, Sweden

Total 36 8 hrs-30 days 17

Source: Compiled by the author (European Commission, 2019b)
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Since September 2015, six member states almost continuously renewed TRBC decisions based on 
terrorism and migration crisis, resulting in a total duration of 3.5 to over 4 years. However, the maximum 
total duration allowed by SBC under the same circumstance is 6 months for foreseeable cases (Art. 25) 
and 2 years for exceptional cases under Council recommendation (Art. 29). A closer look at justifications 
and timing may reveal whether these were in line with SBC.

Table 4. Reasons of TRBC provided by member states since 09.2015

Reason Times Applied Duration Member States

IO meetings 10 4 days-1 month Austria, Sweden, France, Italy, Malta, Poland*

International events 2 29 days Norway, France, Poland

Demonstrations - - -

Terrorism 7 6 months France**

Migration crisis 61 9 days-6 months Germany, Austria, Denmark, Norway, Sweden, 
Belgium, Slovenia, Hungary

Total 80 4 days-6 months 12

*: One of Poland’s applications included both IO meetings and international events as the justification. Not to affect the total number of 
applications, that TRBC was recorded only in the IO meetings category.

**France based its last two TRBC on three grounds: terrorism, “situation at the external borders” and IO meetings. Not to affect the total 
number of applications, that TRBC was recorded only in the terrorism category.

Source: Compiled by the author (European Commission, 2019b)

Table 5. Long term TRBC applications

Reason Member states Dates Times 
applied Gaps in renewal Periods Total duration

Migration crisis

Germany
13.09.2015* 
14.11.2015 
12.11.2019

10 - 2.5-6 months 49.5 months

Austria
16.09.2015** 
16.11.2015 
12.11.2019

9 - 1.5-6 months 48.5 months

Denmark 04.01.2016 
12.11.2019 10 - 2-6 months 46 months

Sweden 12.11.2015 
12.11.2019 11 - 2-6 months 48 months

Norway 26.11.2015 
12.11.2019 10

1 month international 
event related TRBC 
and 1.5 months 
following 6th

2-6 months 48 months

Terrorism France 14.12.2016 
31.10.2019 7

29 days of IO related 
TRBC following 1st,
3.5 months after 3rd

6 months 42 months

*Germany applied 4 consecutive short term TRBC (9-19 days) in this period, then proceeded to longer periods (3-6 months). The short 
term applications were recorded as one period of 2.5 months.

** Austria’s initial TRBC based on migration crisis resembled Germany’s (4 consecutive applications of 8-19 days followed by longer 
periods). The short term applications were recorded as one period of 1.5 months.

Source: Compiled by the author (European Commission, 2019b)
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Germany, Austria, Denmark, Sweden and Norway (The Five, hereafter) justified their TRBC ap-
plications with the migration crisis. After initial short-term applications by Germany and Austria, they 
acted together with similar intervals of TRBC. During the first year, the geographical scope covered all 
internal borders but periods were different for each country. The crisis was phrased as “big influx of 
persons seeking international protection” or “unexpected migratory flow”. In the second half of 2016, 
TRBC became focused on land borders of Germany and Austria, (between each other, Slovenia and 
Hungary in the case of Austria) and sea borders of Denmark, Norway and Sweden (ferry ports between 
each other and Germany). Between 12.05.2016 and 11.11.2017 (17 months), four consecutive applica-
tions took place under Article 29. Despite the absence of Council recommendations thereafter, TRBC 
continued with similar justifications: “security situation in Europe” (all except Sweden and Germany), 
“threats resulting from the continuous significant secondary movements” (all except Sweden) and 
“continuous serious threat to public policy and internal security” (Sweden). (European Commission, 
2019b) By changing the wording of each application that lasted up to 6 months, The Five do not appear 
to have violated SBC. As explained below, neither the Commission nor the Council raised any objec-
tions, legitimizing the situation.

France announced its first terrorism-related application for the maximum duration (6 months). Ter-
rorism was used to justify 7 TRBC applications (6 months each), for 3.5 years. However, by interrupting 
the renewals with other justifications and time gaps, France’s application appears within the limits of 
SBC. France also added “situation at the external borders” to its last terrorism-related TRBC, avoiding 
the appearance of renewal based on the same singular reason. (European Commission, 2019b)

THE POSITIONS OF EU INSTITUTIONS

The arrival of over 1.5 million people from Eastern borders in the summer of 2015 and their movement 
within EU territories started a crisis within the EU. These were mainly comprised of asylum seekers 
from Syria, eligible for refugee status due to internal war. The EU and member states were unprepared 
for providing humanitarian assistance, processing asylum claims and settling them in such numbers. 
Besides the numbers, the irregular characteristic of this inflow triggered a crisis of border control and 
security. The deficiency of external border control became the primary reason for long term TRBC ap-
plications mentioned above. Since then, the EU has been trying to reform its asylum system, internal 
security cooperation and external border control capabilities. (European Commission, 2016; 2017a; 2017c)

Terrorist attacks and attempts escalated considerably since the second half of 2015. Although not 
depicted as a crisis, terrorism and its cross-border dimension has been regarded by EU institutions as a 
major threat to internal security of the EU as a whole. Internal Security Strategy (Council of the EU, 2010), 
European Agenda on Security (European Commission, 2015c), Internal Security Fund (2014-2020) and 
its composition (police cooperation, cooperation on external borders and visa) (European Commission, 
2019a) reveal the priority of the issue and its cross-border dimension. Moreover, its characteristics seem 
to be evolving, such as the phenomena of home grown terrorism and foreign terrorist fighters, requiring 
new responses beyond member states’ individual capabilities. (European Commission, 2017a, pp. 2-4; 
Council of the EU, 2018a)

The following sections delineate the positions taken by the three EU institutions that represent the 
supranational and intergovernmental features of the EU, in response to member states’ prolonged TRBC 

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



463

“Europe Without Borders” and the Future of European Integration
 

applications based on the migration crisis and terrorism. These were detected by a review of documents 
specific to border control in the Schengen Area.

The Commission

In the field of border controls, the Commission’s position is the main source of legitimacy for member 
states’ actions, for two reasons. First, it represents the supranational interests of the EU with its role 
as the guardian of the treaties. Second, in addition to its general role of initiating EU level legislation 
and monitoring member states’ performance in all areas of the EU acquis, it promotes cooperation by 
ensuring coordination between member states and EU institutions in line with the procedural criteria 
of SBC. In 2011, the Commission started to issue biannual reports on the functioning of the Schengen 
Area. A comparison of the reports before and after September 2015 is useful to infer the Commission’s 
response to the change in the characteristics of TRBC applications demonstrated above.

The 7th report (November-April 2015) problematized increased irregular migration to the EU through 
Western Balkans and Central Mediterranean and warned about terrorists’ entry, jeopardizing internal 
security of the EU. Irregular stay had also increased, affecting Germany, Sweden, France, Spain and 
Austria. (European Commission, 2015b, pp. 1-6) However, the increase in irregular inflows did not lead 
to TRBC applications (European Commission, 2019b). Neither did the Commission suggest any need. 
The Commission reported that some members applied police checks in a manner resembling systematic 
border checks, which was against SBC. However, it avoided making judgements, only asked for clarifi-
cation. (European Commission, 2015b, p. 7)

The 8th report (1 May - 10 December 2015) changed remarkably. This time, the irregular inflow was 
characterized as an “unprecedented migratory pressure” (European Commission, 2015a, p. 2). The dif-
ference rested in the numbers, over 1.5 million in a year, compared to 800 thousand between 2009-2014. 
(pp. 2-3). The Commission acknowledged that the majority of the people arriving irregularly needed 
international protection and reported responses at the EU (pp. 3-4):

• Joint operations at the borders (Frontex and member states),
• Common Security and Defense Policy (CSDP) operation at the borders (the EU),
• Deployment of Rapid Border Intervention Teams for Greece (Frontex),
• Hotspot approach assisting Greece and Italy in documenting arrivals and arrange returns (the 

Commission),
• Relocation regime for 160 thousand people in need of international protection from Greece and 

Italy to other member states (the Council, via Council Decision),
• Building of fences at borders by Hungary and Slovenia (member states).

The Commission did not evaluate the building of fences as contradictory to EU law or the Schengen 
acquis since they were at the external borders (Hungary with Serbia and Croatia, Slovenia with Croatia). 
However, because Croatia was an EU member in the process of joining the Schengen Area, the Com-
mission called for a reconsideration of the practice. (European Commission, 2015a, p. 4)

Internal borders section of the 8th report was predominated by TRBC based on migration crisis. Sig-
nificant secondary movements were taking place within the Schengen Area, disabling the Dublin system. 
Hence, the applications were found appropriate. For the Commission, although SBC did not allow TRBC 
for migration per se, a large inflow of undocumented persons fulfilled the criteria of serious threats. The 
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Commission also uttered the possibility of utilizing Article 29 of SBC in the future. (European Commis-
sion, 2015a, pp. 5-7) The Commission argued that the Schengen framework was not responsible for the 
crisis. On the contrary, member states’ fulfillment of their responsibilities and cooperation through the 
EU remained vital. (pp. 12-13) Threat of terrorism was also mentioned. However, France’s application 
of first terrorism-related TRBC was only reported, not evaluated. (p. 6)

In March 2016, instead of issuing the 9th biannual report, the Commission issued the communication 
“Back to Schengen: A Roadmap” (BSR, hereafter). The Commission argued that the migration crisis put 
an unprecedented pressure on Schengen members. There were serious deficiencies regarding the control 
of external borders, especially in the case of Greece. Since the situation put the overall functioning of 
the Schengen Area at risk, member states’ TRBC applications based on migration crisis were found 
appropriate. Instead of ad hoc responses, the Commission called for a coordinated approach integrating 
border management with the related areas of asylum and immigration. (European Commission, 2016, 
pp. 2-3) Calling attention to the necessity and advantages of free movement, the Commission warned 
that continuous application of TRBC would jeopardize the system as a whole. Instead of unilateral ac-
tions, a multilateral approach was proposed under Article 29. The communication also suggested ways 
to alleviate the situation at the external borders (particularly at Greece) so that internal border controls 
would become unnecessary over time. (European Commission, 2016) The Commission avoided evalu-
ating France’s application on as before, by stating that BSR was intended only to address TRBC based 
on migration crisis. (p. 10).

During the last period of TRBC applications of The Five under Council recommendation, the Com-
mission issued various suggestions. Recommendation of 12 May 2017 called for the replacement of 
internal border checks with increased police checks at the borders and improvements in cross-border 
police and law enforcement cooperation (EU 2017/820). However, member states approached police 
checks as a complementary measure to TRBC rather than replacing it. In September, as it became clear 
that member states would continue TRBC, the Commission issued the communication “On Preserving 
and Strengthening Schengen” (PSS, hereafter) and a proposal for the amendment of TRBC clauses of 
SBC (PTRBC, hereafter) (European Commission, 2017a, pp. 8-9)

According to PSS, member state reports and the situation in Greece showed that irregular entries 
from external borders and secondary movements had decreased significantly. Asylum applications and 
refusals at the internal borders had also decreased (European Commission, 2017a, pp. 2-4). Yet, the 
Commission did not call for ending TRBC. Although terrorism was framed as one of the two major 
challenges for the Schengen Area, the related section was very short. The Commission stated that since 
2015, seven EU members were attacked (Belgium, Denmark, Finland, France, Germany, Spain, Sweden, 
the United Kingdom), France being a repetitive target (last in February 2017). The Commission stated 
that TRBC applied by France was in line with SBC, yet without further specification or comments. (p. 4)

For the Commission, reduced secondary movements, improvements at the external borders and 
police cooperation showed that the current Schengen framework for TRBC benefited member states. 
(European Commission, 2017a, pp. 2-10) Nonetheless, the Commission argued that the SBC section 
on TRBC should be amended. The primary reason for this proposal was the time limits. At the time of 
the publication of PSS, The Five were applying prolonged TRBC under Article 29. The Commission 
predicted that they would continue with individual applications. These would have to rely upon emer-
gency measures (Art. 28) or foreseeable cases (Art. 25) for which the maximum periods were 2 and 6 
months. (European Commission, 2017a, pp.11-12; 2017b, pp. 2-3) PSS also proposed the enlargement 
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of the Area. The Council was called upon to finalize the accession of Bulgaria and Romania. (European 
Commission, 2017a, pp. 13-14)

PTRBC had two objectives: (1) providing member states the time limits they may need and (2) in-
troducing procedural safeguards for renewals with adequate risk assessment and cooperation with other 
member states (European Commission, 2017b, p. 3). Amendments were proposed only for Articles 25 
(time limits) and 27 (procedures) for foreseeable cases. These were as follows (European Commission, 
2017b, pp. 3-10):

• Maximum time limit for foreseeable cases: renewals were increased from 30 days to up to 6 
months, total period increased from 6 months to 1 year. (Art. 25)

• A further prolongation for up to 2 years (making the total duration 3 years) was made available for 
threats based on the same grounds if other exceptional measures - e.g. state of emergency - were 
also taken, upon Council recommendation (without a need for Commission proposal). (Art. 27a)

• For periods exceeding 6 months, member states would provide risk assessments for the future, 
prepared with the involvement of EU Agencies if the Commission required. (Art. 27)

• A more specific consultation procedure was introduced, including EU agencies. (Art. 27)

The Council

The Council reflects the intergovernmental aspect of the EU. Comprised of state representatives, it is 
the institution where member states negotiate and determine common positions, instead of unilateral 
actions. Although the Council has only advisory power on TRBC, its position provides a source of le-
gitimacy for individual members.

The Council initially focused on the external border management aspect of the migration crisis. 
Recommendation of 12 February 2016 proposed ways to assist Greece with Union’s resources upon 
its incapability in coping with over 500 thousand irregular arrivals in a year (2016/0035 NLE). By that 
time, The Five had already put long term TRBC in place and made their first renewals, approved by the 
Commission and the Council alike. Following the continuation of the deficiency of control at the external 
borders, the Council issued the first of four consecutive recommendations for the application of TRBC 
by The Five, based on Article 29. (EU 2016/894) Overall, they applied TRBC between 12.05.2016-
11.11.2017 (17 months) under Council recommendation. (European Commission, 2019b)

The time periods suggested by the Council were 6 (5 used), 3, 3 and 6 months. By subjecting member 
states to frequent evaluations, the Council tried to ensure the necessity and proportionality. The Five 
were to conduct self-reviews regularly (TRBC 1) and then weekly (TRBC 2,3,4). They had to report 
to the Commission (all TRBC) and the Council (TRBC 3, 4) - every 2 months in the first TRBC and 
monthly for the duration of the following TRBC. (EU 2016/894; 2016/1989; 2017/246; 2017/818) The 
Council used various sources for the justification of TRBC under Article 29, as shown in Table 6 below.

In line with SBC, the Council acted upon the information given by and suggestions of the Commis-
sion. Based on the reports provided by The Five and the Commission, the Council found TRBC applica-
tions appropriate and renewed its recommendations upon following proposals by the Commission. The 
Council also made its own assessment based on BSR, linking external border management to internal 
border safety. The improvements in Greece’s border management and European Border and Coast Guard 
(EBCG) Regulation (TRBC 3, 4), and returns based on EU-Turkey statement (TRBC4) were not found 
sufficient for ending TRBC, as secondary movements continued (all TRBC). None of the Council rec-
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ommendations included terrorism or comments on France’s continued application of terrorism-related 
TRBC. Like the Commission, the Council avoided comments on this issue. (EU 2016/894; 2016/1989; 
2017/246; 2017/818)

There were no Council documents issued in relation to TRBC after the fourth period, although member 
states continued to apply TRBC individually. Following PSS and PTRBC issued by the Commission in 
September 2017, the Council decided to start negotiations with the Parliament in June 2018, upon the 
Parliament’s clarification of its position (Council of the EU, 2018b).

The Parliament

Comprised of directly elected representatives, the Parliament provides democratic legitimacy to the EU. 
Since it is organized around political groups rather than member states and participates in co-decision 
procedure, it also represents the supranational characteristic of the EU. Although regulations in the field 
of AFSJ are legislated by co-decision, the Parliament has no statutory role in evaluating TRBC applica-
tions under SBC. Procedural clauses solely require that the Parliament is informed in a timely manner. 
Nonetheless, when the migration crisis jeopardized the overall functioning of the Schengen Area, the 
Parliament started scrutinizing the results of SEM through a working group under the Committee on 
Civil Liberties, Justice and Home Affairs (LIBE) by its own initiative (5 September 2016). The resulting 
report (5 May 2018) was adopted by a Parliament resolution (30 May 2018) on the functioning of the 
Schengen Area, focused on border management. The Resolution drew upon regulations related to external 
border management and police cooperation, SBC clauses on refusal of entry (Art. 14), member state 
cooperation (Art. 17) and the Commission’s BSR and PSS communications (European Parliament, 2018).

As the Commission and the Council, the Parliament viewed the area without internal border controls 
among the most remarkable achievements in EU history and as a guarantee of the principle of free move-
ment, made possible by the measures in related fields of AFSJ. In this regard, continued application of 

Table 6. References for justification under Council recommendations for TRBC

References TRBC1 TRBC2 TRBC3 TRBC4

1.BSR Yes Yes Yes Yes

1a. Greece’s external 
border management Inadequate Inadequate Improved Improved

1b. EBCG regulation for 
safe return Not legislated Not yet operational Newly operational

Operational yet member 
state commitments not 
fulfilled

1c. EU-Turkey Statement Newly signed In progress In progress Implemented yet arrivals 
exceed returns

1d. Secondary movements 
of undocumented persons 
from Greece

Continued Continued Continued Continued

2. Member state reports Appropriate Appropriate Appropriate Appropriate

3.Commission reports Appropriate Appropriate Appropriate Appropriate

4.Proposals by the 
Commission Initiate TRBC Continue TRBC Continue TRBC Continue TRBC

Source: (EU 2016/894; 2016/1989; 2017/246; 2017/818)
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TRBC was evaluated as harmful for EU integration on various accounts (European Parliament, 2018), 
presented in Table 7.

As the other EU institutions, the Parliament acknowledged that in the beginning, irregular movements 
of TCNs and international terrorism posed serious threats. However, TRBC renewals continued regard-
less of developments in external border control and cross-border law enforcement cooperation. The Five 
justified TRBC by perceived, rather than actual threats, disregarded alternative methods such as police 
checks and exceeded the time limits. As the Commission and the Council, the Parliament avoided evalu-
ating France’s application although the threat of terrorism was mentioned (European Parliament, 2018).

The Parliament also criticized the Commission, albeit indirectly. The Commission had not objected 
to the continuous renewal of TRBC and building of fences between member states. It had not utilized 
unannounced visits to member states allowed by SEM. The risk assessment procedure of PTRBC was 
found deficient because it was based on perceived risk and relied upon the member state as before. For 
the Parliament, new legislation should not provide further excuses for prolonging TRBC. Like PSS, the 
resolution supported the enlargement of the Schengen Area (European Parliament, 2018).

In response to PTRBC, the Parliament prepared a report on the proposed amendments (29 October 
2018), adopted its own amendments (29 November 2018) and completed the first reading (4 April 2019), 
enabling the Council start the first reading. In line with its criticisms in its 2018 Resolution, the Parlia-
ment’s amendments to PTRBC were as follows (European Parliament, 2019):

• The exceptional nature of TRBC and its use as a last resort was stressed (recital),
• The criteria for justification were specified in detail,
• The Parliament would be notified more frequently,
• Procedures were introduced to reduce unilateral actions,
• Time limits were reduced (longer than allowed by SBC 2016, less than PTRBC),
• Special prolongation procedure (Art. 27a) was introduced earlier (when TRBC exceeds 6 months, 

instead of 1 year),
• Special prolongation procedure required Council recommendation upon Commission proposal (as 

in Art. 29).

Table 7. The Parliament’s criticisms regarding TRBC renewals

Criticism Problem

Continued for years (no longer an exception)

Prevents proper functioning of the Schengen Area, harms free 
movement and single market, costly, harms mutual trust and solidarity 
between member states, harms trust of EU citizens to the EU and EU 
integration

Exceeds necessity and proportionality Unlawful

Exceeds maximum time periods Unlawful

Deficient information provided by members Deficient evaluation by the Commission

Deficient consultation with other members Harms mutual trust, solidarity, cooperation

Source: (European Parliament, 2018)
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EU INTEGRATION AND THE FUTURE FOR THE SCHENGEN AREA

Since its beginning, European integration has been differentiated with respect to member states and 
policy areas. This became apparent during enlargements, establishment of the EEA and other types of 
association of the EU with countries at its borders. Widening raised the question of deepening, usually 
suspending or decelerating integration5. As the Communities progressed into a union, integration oc-
curred at different speeds for the single market, monetary policy, security and defense policy, and AFSJ. 
Member states have different levels of integration in these areas. Supranational EU is far from complete.

EU Integration Models and TRBC

Analogies to geometry and speed are common in the conceptualization of differentiated integration in 
the EU. Whereas analogies to geometry signify clear separation between groups of states, analogies to 
speed assume a progressive dissemination of deepening.

The term “concentric circles”, mostly used in the context of regional economic integration of the 
EU and its periphery (Eurozone, other EU members, European Economic Area and the neighborhood), 
describes different levels of integration increased towards a core group of states. (Lavenex, 2011). The 
term “variable geometry”, first used by Mitterrand to characterize the difference between core members 
and Britain, which was reluctant towards the Single European Act (Zaiotti, 2011, pp. 84-85), is generally 
used to signify rigidly separated groups of states with different levels of integration - a deeply integrated 
core and partially integrated others. For some scholars, it describes the EU as it is (Waever, 2009, p. 175).

The terminology with the analogy of speed, such as “multispeed” or “two-tier” Europe”, signifies a 
group of states that circumvent others’ objections to supranationalization and integrate further among 
themselves, assuming others will follow over time. A similar terminology for this type of differentiated 
integration - “enhanced cooperation”, is recognized by EU law. A group of member states may increase 
the level of their integration or cooperation in various policy fields, within the boundaries of the found-
ing treaties. (European Union, 2019)

There is another term for describing differentiated integration, yet without any analogies to architecture 
or linear progress: “Europe a la carte”. Here, it is assumed that EU members have minimal common 
objectives. In this picture, the EU becomes an open menu of policies from which members choose to 
participate (Stubb, 2002, pp. 32-33). Among the models of differentiated integration, this concept seems 
to be the most accurate in describing the state of affairs in the field of AFSJ and border control policy.

As regards the legal and institutional framework, the progressive adoption of the Schengen acquis by 
EU law did not necessarily amount to deepening. Intergovernmentalism has dominated AFSJ, even in 
the post-Lisbon period when shared competence became the norm. Secondary law remains at the level 
of principles and guidelines, and includes subjective terminology. (Çilingir, 2018) Schengen governance 
is intergovernmental, especially in the field of border control (Zaiotti, 2011, pp. 154-156). The partial 
inclusion of Britain, Ireland and Denmark may suggest a variable geometry, since they were generally 
reluctant on deepening. However, opt-ins to and opt-outs from various policies in in a policy field with 
a high level of interconnectivity does not signify any specific level of integration. Moreover, even core 
member states of Schengen (France and the Netherlands) placed limitations on the applicability of SBC 
in their territories. The Schengen framework for border controls is neither based on geometry nor speed.

It became even more difficult to ascertain a specific structure of integration following the migration 
crisis. A division seems to be emerging between members at the borders (e.g. Greece, Italy), at the tran-
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sit routes (e.g. Visegrad-4) and the destination of secondary movements (Western Europe). Destination 
countries try to prevent arrivals by the externalization of EU migration policy, providing assistance to EU 
members at the borders and relocating asylum seekers in other member states. (Schimmelfennig, 2017) 
This has restrained integration by causing deadlock in vital legislation at the EU level. The reform of the 
Dublin system, which remains at the core of the resolution of the migration/refugee crisis has already 
been subject to several criticisms and still could not be materialized (Kaya, 2017). Yet, integration con-
tinues in other AFSJ policies. EU legislation regarding external border security, to which internal border 
security depends upon, is developing without discord. For instance, even member states that opposed 
the relocation system agreed to the entry-exit system that abolished the principle of minimum checks 
on EU citizens. (Vote Watch Europe, 2019)

As regards TRBC applications, the findings of this chapter show that not only the acquis, but also its 
application by member states has been differentiated. However, this differentiation remains at the mem-
ber state level, without structure or integration. Countries of entry and transit, most of which are newer 
members, have not applied long term TRBC. Some of the core EU and Schengen members receiving 
secondary movements (Germany, Austria and France) prolonged TRBC for years. Other core members 
(e.g., Belgium and the Netherlands) did not use this option. The Five includes non-EU or newer mem-
bers of Schengen (Denmark, Sweden, Norway). In other words, the division is not based on differences 
in circumstances or the level of integration. In any case, prolonged TRBC is contradictory to one of the 
main principles of European integration: Free movement. Therefore, the term “disintegration” is more 
fitting than differentiated integration terminology.

“White Paper on the Future of Europe” and TRBC

Towards the 60th anniversary of the founding treaties, the Commission published its “White Paper on 
the Future of Europe: Reflections and Scenarios for the EU27 by 2025” (WP, hereafter), initiating a 
discussion for the direction of European integration. The Commission argued that challenges in the 
past decade - including border security - resulted in a decrease of the trust to the EU, widening the gap 
between expectations from the EU and its capacity to deliver. (European Commission, 2017c, pp. 9-13) 
WP developed 5 scenarios with their likely impact on European integration and the expectations-capacity 
gap. For the Commission, deepening will simplify decision-making will, increasing EU capability to 
deliver. Yet, a fast deepening on all policy areas (Scenario 5) may decrease the popular legitimacy of the 
EU, causing division within societies. (pp. 16-25) The scenarios refer to AFSJ as “Schengen, migration 
and security” (SMS), comprised of external border management (EBM), internal security policy (ISP) 
and Common European Asylum System (CEAS). The contents of these scenarios regarding SMS and 
the repercussions for TRBC are as follows:

• Scenario 1 - “Carrying On”: Common agenda continues. Deepening is expected to happen 
slowly in policy areas except the single market, including SMS (pp. 16-17). There will be less 
need for TRBC.

• Scenario 2 - “Nothing but the Single Market”: Integration retreats to the single market. 
Cooperation on SMS issues becomes bilateral. TRBC is expected to become the norm, making it 
difficult for the functioning of the single market. (pp. 18-19)

• Scenario 3 - “Those Who Want More Do More”: Resembling “enhanced cooperation” model, 
integration increases for a group of willing member states in some policy fields. As regards SMS, 
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deepening is expected for ISP (pp. 20-21). Although EBM is not mentioned in this scenario, deep-
ening of ISP would reduce the need for TRBC for the deepening group.

• Scenario 4 - “Doing Less More Efficiently”: Integration increases only in selected areas, includ-
ing SMS. (pp. 22-23) There will be less need for TRBC.

• Scenario 5 - “Doing Much More Together”: Integration increases in all policy areas (pp. 24-25). 
There will be less need for TRBC.

All predictions except Scenario 5 rest on differentiated integration or retreat from integration (Scenario 
2) in terms of policy areas or member states. Whereas current AFSJ law and policy (included in the 
SMS field in the White Paper) falls under “variable geometry” or “Europe a la carte”, the Commission 
expects deepening in almost all AFSJ fields in the near future (for some members in Scenario 3, for all 
members in Scenarios 1, 4 and 5) except in Scenario 2. Since the decision of The Five and France to 
apply prolonged TRBC initially rested on the incapability of the EU on EBM, ISP and CEAS in deal-
ing with the migration crisis or terrorism, it may be inferred that there will be less need for TRBC in 
the scenarios in which these policy areas are expected to deepen (all except Scenario 2). However, the 
decision to apply TRBC remains at member states’ discretion. This will continue with even more flex-
ibility for member states in the acquis, as manifest by PTRBC. Even though the Parliament amended the 
proposal to increase accountability, the positions of the Commission and the Council since September 
2015 suggest that they will support member states as long as procedural criteria are fulfilled. Therefore, 
deepening of AFSJ does not necessarily suggest the end of long term TRBC.

DISCUSSION AND FUTURE RESEARCH DIRECTIONS

The migration crisis and escalation of terrorism put pressure on the EU and member states alike. When 
security implications of irregular border crossings are considered, the decision of The Five and France 
to make use of TRBC is reasonable. However, its prolongation of TRBC by The Five after Council 
recommendations violated EU law. France’s application after the state of emergency is also unlawful. 
The discursive strategy of member states to present the same reasons under different justifications or 
proposed SBC amendments cannot conceal this fact. In addition to being unlawful, the continuation 
of TRBC during a time when the integration on external border management is improved, presents an 
anomaly. The very existence of an external border policy is justified by the lack of internal border con-
trol, as specified in SBC (Preamble).

SBC has no enforcement mechanism. Yet, the EU institutions could have called upon The Five and 
France to cease TRBC when it became unlawful. However, only the Parliament was critical. By approv-
ing ongoing TRBC applications or by remaining silent, the Commission and the Council legitimized 
the suspension of the main characteristic of the Schengen Area: The area without internal borders. SBC 
amendment process does not seem to provide a solution for the near future. If the Council acts as before, 
amendments will solidify internal border controls, rather than deter them. Most of the future scenarios 
for the EU suggest deepening in AFSJ policies, including border control policy. Yet, there is no evidence 
that indicates this will preclude member states from utilizing long term TRBC. They had continued 
TRBC despite the reduction in secondary movements. The restoration of the Schengen Area depends 
on the change of member states’ priorities, from security to the benefits of free movement.
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The crisis of the Schengen Area is far from being over. Despite developments in the security aspect 
of border control at the EU level, member states continue to act unilaterally. The duality of integration 
and disintegration within AJSF will remain significant for EU studies.This chapter utilized sources 
specific to border control. However, there is need for studies that evaluate developments in the related 
AFSJ fields comparatively, especially since the 2015 crisis.

The chapter focused on member states that applied prolonged TRBC and EU institutions’ reactions 
to these applications. Future studies on TRBC would benefit from information about member states 
that have not resorted to TRBC under the same pressures. Discerning their positions on TRBC clauses 
and applications by other member states, would provide useful for the analysis and prediction of border 
controls in the Schengen Area.

CONCLUSION

The establishment of “Europe without borders” took many decades of intergovernmental cooperation, 
widening and deepening. The Schengen Area appeared to be functioning smoothly, despite the peculiari-
ties of a la carte Europeanization in the field of AFSJ. However, the crisis of 2015 caused a suspension, 
if not a retreat. Members at the external borders could not cope with massive inflows, putting the overall 
functioning of the area at risk. Members at the transit routes refused the relocation of asylum seekers. 
Members at the destination of irregular movements started to use TRBC clauses in a way that surpassed 
the limits and violated the spirit of the law. This situation is harmful for the EU integration as a whole, 
as emphasized by the 2018 Resolution of the Parliament.

The lack of criticism of The Five and France by the Commission and the Council legitimized their 
actions. Like the positions of EU institutions, legislative action at the EU level does not necessarily 
promote integration or prevent disintegration. The extension of time limits brought by PTRBC, even 
with the Parliament’s amendments, is inconsistent with EU integration and spirit of the law. Procedural 
safeguards do not compensate for the action itself. Continuous TRBC is antithetical to the rest of SBC 
that regards it as an exception rather than the rule. Internal border controls that have been in place for 
four years and may be continued under SBC amendments, can hardly be characterized as exceptions. 
Furthermore, the tolerance of the Commission and the Council, followed by the initiative for increas-
ing the flexibility of the law, provides incentive for other member states. Members that have prolonged 
TRBC, some of which are among the architects of Schengen cooperation and EU integration, have acted 
unilaterally - except The Five during Council recommendations - and breached EU law. In the end, they 
were rewarded.

Since the crisis of 2015, contradictions in the field of border controls in the Schengen Area makes it 
difficult to ascertain any integration model for the present or the future. The simultaneous development 
of internal security and external border control policy under EU law and the breach of Schengen prin-
ciples and norms about TRBC show that even within a specific policy field, a la carte integration may 
be coupled with disintegration. In the meantime, the enlargement of the Schengen Area is under way. 
The Council is expected to confirm the accession of Bulgaria and Romania. The impact of enlargement 
in the context of the duality of convergence and divergence is ambiguous.

Most of the future scenarios for European integration predict deepening in the area of border controls, 
as well as related policy fields under AFSJ. Yet, the repercussions for TRBC is not clear. Although it ap-
pears that there will be less need for long term TRBC, the increased flexibility provided by the ongoing 
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amendments will not deter applications. As the Parliament pointed out in its 2018 Resolution, despite 
the economic and normative costs, once TRBC was introduced, member states became reluctant to cease 
it, owing to the fact that such security precautions are based on perceived threats, which will continue 
to affect decision-makers in the near future.
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ENDNOTES

1  They joined the Schengen Information System (SIS).
2  SBC was first legislated in 2006 (EC 562/2006), renewed in 2013 (EU 1051/2013) and 2016 (EU 

2016/399). 2016 version is used in this chapter.
3  This category was added to SBC in 2013, along with the procedure for Council recommendation.
4  Slovenia and Hungary placed TRBC at their common borders, based on “big influx of persons 

seeking international protection”. The timing (09.2015, 10.2015) and duration (less than 10 days) 
indicate that these measures were taken under immediate action (Art.28). Similar applications were 
made in the same period by Germany and Austria (all borders, for 8-10 days, renewed 4 times).

5  For neofunctionalists, on the contrary, widening accelerated deepening since the increased com-
plexity of decision-making necessitated the extension of qualified majority voting to more policy 
areas - including migration policy. (Niemann, 2008)
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ABSTRACT

This chapter deals with the adventure of Turkish workers’ upcoming 60th year in the Europe and EU’s 
cooperation with Turkey at the wave of immigration based on civil war in Syria to Europe, in accordance 
with the immigration policy of the European Union. In this context, the question of how the European 
Union’s human rights and freedoms-based rhetoric and its practices on the basis of protectionist border 
policy are conforming will be answered. In this study, literature review and resource collection are used 
by evaluating the available resources. As a result, the European Union’s human rights and freedom-based 
rhetoric against the threat of disrupting its own order and welfare is only consistent with the integration 
of qualified migrants who will provide the workforce that is compatible and in need. However, a rising, 
prejudiced phenomenon reaching Islamophobia and xenophobia emerged at the social and political 
framework that is against the immigrants who cannot achieve cultural integration.
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INTRODUCTION

With the development of the European Union, the phenomenon of migration has become an unchange-
able fact in the history of the EU. As the EU grew, it became the center of attraction for immigrants.

The changes in European Union (EU) migration policies are evaluated in three periods. The first 
period migration policy is a form of worker acceptance to rebuild the destruction of Europe after World 
War II. The second period of migration policy is aimed combining the families of guest workers at a 
period reducing the need for workers by technological developments. The latest immigration policy 
period is when the citizens of the Eastern Bloc began to migrate freely after end of the Cold War and 
the Union start to be more cautious against the migration, with the idea that migration was a security 
problem (Uzun and Özer, 2016:79). However, policy on border security and the cooperation with the 
third countries after the so-called Arab Spring that caused the wave of migration from North Africa to 
Europe should be considered as a fourth period.

In this period, the EU, which puts its values   support in its founding philosophy in to the second place 
with its security concerns, has taken all the measures to prevent the entry of immigrants in its borders, 
as well as trying to include the candidate countries in this policy (Uzun and Özer, 2016: 83). In order to 
legitimize its own security policies, the EU put forward that after illegal migratory mobility, organized 
crime such as human and drug trafficking, trafficking in human beings, and terrorism increased (Sever 
and Sever, 2013:94-95).

At the beginning of second millennium, the issue of irregular and illegal immigration to EU borders 
and the issue of refugees were considered not as a humanitarian dimension but as a political argument 
by the parties in terms of socioeconomic problems and unsuccessful integration discourses. With the 
added perception of security, the idea of   the Europe of the Protected Castle1 in the sense of defending 
the Union as a fortress was started to be expressed (Sever and Sever, 2013:91).

On the other hand, EU, Turkey and the concept of migration is seen that the two periods as the busi-
est intersection in historical perspective. The first of these periods is Turks becoming a fact of Europe 
era after going as labor for rebuilding Europe after the Second World War and their family reunion, the 
second is that as a country cooperates against the influx of refugees to Europe after the Arab Spring. 
Handling of immigration on these two periods in Turkey and the EU’s policy axis is important in the 
case of Turkey’s membership towards EU. In this study, these two terms in the context of migration in 
Turkey and the EU tried to reveal how the relationship will be formed. In this study, it is going to be 
held the question of whether the European Union’s immigration policies is compatible with the human 
rights principles of it, by analyzing the researches and official data in the literature.

THEORITICAL BACKGROUND

Before addressing the issue, it is necessary to be informed about the development process of the Eu-
ropean Union’s migration policies from a historical perspective and with this process the view of the 
Europeans towards immigrants.
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Migration Policies of the European Union

One of the most important problems faced by the EU after World War II, which started to transform into 
a political structure in the framework of common economic policies, is the migration towards its borders 
(Güleç, 2015:81). The integration movement that started after the 1950s and the developed European 
Free Zone have been reasons that made Europe one of the most important migration routes of the World. 
The Union, whose political boundaries have become clearer while the borders are obscured within it, 
has created a unique success in history (Canpolat and Arıner, 2012:11). In this respect, the fact that the 
Union has shifted from economic cooperation to advanced level cooperation has led to the establishment 
of common policies related to immigration problems towards its region (Genç, 2005:174).

Development of Migration Policies of the European Union

While European countries were in a situation that sending migrant until the end of World War II, then 
they embarked on a process of creating their own immigration policies by taking on immigration after 
the war II (Canpolat and Arıner, 2012:12). The integration process of the EU has demonstrated the 
necessity of harmonizing the national migration policies of the member countries with the Union and 
establishing a common migration policy (Güleç, 2015:83).

The first text in the framework of international law, which recognizes the basic right of asylum and 
is binding on EU member states, is the Geneva Convention signed in 1951 (Hopyar, 2016:62). In the 
1980s it was decided that the member countries of the Union would no longer be able to solve the im-
migration problem alone, and it was decided to address the issue at Community level. However, the 
different approaches and practices of the member countries have prevented the issue of migration from 
being dealt with in a common arrangement within the Union (Samur, 2008:3).

The Amsterdam Treaty, which emphasized EU citizenship and came into force in 1999, adopted a 
common foreign and security policy and the Schengen system emerged as a mechanism to lift border 
controls among member states. After the entry into force of the Schengen system, the member countries 
of the Union have adopted the policy of creating a solution together with political integration, but have 
not succeeded in acting jointly with the issue of migration. The EU has tried to establish a European 
Common Asylum System to establish a policy for all Union member states from 1999 on the issue of 
refugees. The system aims to cooperate with each other and with other countries as well as to assess the 
refugee policies of the member states of the Union (Hopyar, 2016:62).

The Dublin Treaty of 1990 has adopted a common policy to collect asylum in a single country. Ac-
cordingly, as long as the application made by any Member State is rejected, applications for asylum from 
other member countries will not be accepted (Genç, 2005:188).

Migration, asylum and visa issues are expressed as “common interests” in the Maastricht Treaty of 
1993; it was discussed under the third column on justice and home affairs with an intergovernmental 
perspective. Regulations on migration, asylum and border control amended by the 1997 Amsterdam 
Treaty have been taken under first pillar of the Union that contains Union’s basic policies. However, the 
Council’s effectiveness has continued, which made unanimous decisions on the support of the intergov-
ernmental structure in (Samur, 2008:3).

While entering the second millennium, the Union has been looking for new quests with the increase of 
the problems caused by illegal migration and the completion of the enlargement process. In this context, 
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after the Tampere Summit in October 1999, opinion of border control is a priority in the prevention of 
illegal migration has been sustained (Samur, 2008:5).

With a decision held in the 1999 Cologne summit established a Convention for the preparation of a 
catalog for the protection of fundamental rights and freedoms. Following the studies in the Council of 
Europe meeting held on 13-14 October 2000 in Biarritz, a draft of the Charter of Fundamental Rights, 
which aims to provide basic rights guarantee for the savings of the Union, is presented (Arsava, 2005:1). 
At the 2002 Seville Summit, the decision was made to expand the Union’s migration policies towards 
the countries of origin and transit (Değirmenci, 2011:29).

The Treaty of Nice which was signed in 26 February 2001 envisions a partial and postponed transi-
tion period by enlarging the scope of decision-making within the scope of the Union’s “Visa, Migration, 
Asylum and Other Policies Regarding the Free Movement of Persons” (Değirmenci, 2011:30).

At The Hague Summit, which was held in March 2003, a plan was prepared to reach the targets set 
at the Tampere Summit by 2010. Developing policies to develop asylum systems with third countries, 
combating illegal immigration, implementation of resettlement programs, development of policies to 
ensure the return of unregistered migrants to source countries, establishment of supporting funds to 
support the independent EU agency FRONTEX2, which provides operational cooperation on border 
security are all became the main principles approved in The Hague (Güleç, 2015:87).

In the Constitution of the EU, when the issues of illegal immigration and asylum were regulated, two 
boundaries were defined: the boundaries between the member states and the external boundaries that 
exist with non-member states (Değirmenci, 2011:30).

The European Union for Migration and Refugee Pact, adopted by the EU in 2008 but not legally 
binding for the member states, advocates rigid measures against illegal immigration and encourages the 
migration of qualified staff to Europe. In this respect, the main purpose of the Pact is to be a center of 
attraction for the EU. On the other hand, Pact was criticized by human rights and refugee organizations 
on the grounds that it could not provide adequate legal protection to refugees (Özay, 2008).

The Hague program, which was launched in 2004, focused on the establishment of joint policies that 
provide cooperation with third countries within the framework of migration humanitarian aid, in particu-
lar, to ensure the harmonization of those coming with legal immigration, combating illegal immigration 
and the establishment of a European refuge system (Değirmenci, 2011:31-32). Unlike other policies, 
the Hague Program, which envisages cooperation with third countries on the protection of borders and 
regulation of migration flows, could not reach all its aims due to its security-based approach and the 
EU’s bureaucratic structure and institutional problems (Özerim, 2014:32).

The Stockholm Program, which was adopted on 2 December 2009, became the document that starts 
third phase which determine the road map of the field in the period until 2014. While the program com-
bines migration with the global economic and financial crisis, it focuses on combating illegal migration 
and cross-border crime by increasing its understanding of security. The global approach to migration, 
which the Hague Program emphasizes, has been adopted in the Stockholm program and it is desired to 
include non-EU countries in the struggle. By combining the documents of Tampere, The Hague and 
Stockholm, the issue of immigration in Europe have taken a shape that determines the border manage-
ment with a security approach (Özerim, 2014:32-33).

Within this framework, the source of the EU’s targeted policies of preventing illegal immigration 
is the security approach, which is the result of the threat perception that emerged after the attacks of 
September 11 and Madrid. On the other hand, it is possible to say that the international security concept 
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which aims to ensure that the threat that is a threat to a country is accepted as a threat by other countries 
is also effective at this point (Uzun and Özer, 2016:83).

The Lisbon Treaty, which entered into force in 2009, introduced the regulations on immigration and 
asylum in the fifth chapter of the Freedom, Security and Justice Chapter in the Treaty on the Functioning 
of the EU. It has passed the ordinary legislative procedure within the framework of qualified majority 
principle on issues related to legal migration The decisive role of the European Parliament in this matter 
has increased with the right to veto the new legislative processes. The agreement is also important in 
that it gives partial authorization to determine how many immigrants can enter each EU member state 
(Özerim, 2014:32-33).

As a result of migration crisis by influx from Africa to the EU after 2011, a new report has been pro-
duced by the Union on the date of May 5, 2011. The report highlighted the need to protect the Schengen 
Treaty by addressing the issue of migration flows in the framework of the common migration and asylum 
policy at the EU level with the cooperation of the member states, preventing the illegal migration by 
increasing cooperation with third countries and increasing the security of external borders. On the other 
hand, in parallel with the European 2020 Strategy, it is supported that third-country nationals should be 
attracted to the EU by the incentives provided to meet the need for qualified human power due to the 
aging EU population (Güngör, 2014:27).

The case that many people die and force to leave from their country by the crisis known as Arab 
Spring that has lived in Middle East and North African countries in 2015 has caused the biggest migra-
tion crisis in Europe since World War II (Akdoğan, 2018:48).

This situation has led to the EU’s need to produce a new strategy in the areas of migration and border 
management, which have long been cooperated with existing regimes in the region. Although it is em-
phasized to support the people’s quest for democracy in the region, in the new conjuncture it has been 
seen that the EU’s approach to democracy and human rights is in the second place in the face of a policy 
of strengthening the EU’s external borders by means of control (Elmas, 2016:194-195).

EU Commission President Jean-Claude Juncker considers the issue of immigration as an important 
and priority area in order to identify the urgent measures to be taken in order to prevent immigrant deaths 
and to strengthen emergency interventions. Because of Immigration agenda suggesting a solution that 
combines cooperation all actors including national partners outside the EU by synthesizing internal 
and external policies, cooperation on migration management with Turkey has a crucial role. The Joint 
Action Plan dated 29 November 2015 and the EU-Turkey Declaration dated 18 March 2016, have been 
the basic regulations of the EU in cooperation with Turkey during this period (European Union, Access 
Date: 1.30.2019).

As a result, the phenomenon of migration, which is determined as a matter of common interest in the 
Maastricht Treaty, is taken under the roof of the Union by the Amsterdam Treaty and it is seen that the 
common policies tried to be produced in the EU on migration have not yet been in the expected level. 
EU has been criticized for only implementing blocking policies for migrants, regardless the deaths and 
negative conditions experienced by the immigrants in European countries. The positive efforts towards 
the rights granted to those who have entered the Union through legal means do not eliminate the nega-
tivity of forcing illegal immigration through the works done in order not to put people who are obliged 
to migrate (Uzun and Özer, 2016:84).
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Perception of EU Citizens on Immigrants

It can be said that the EU, which is in the principle of defending fundamental rights and freedoms, 
considers everyone as equal in this direction and that everyone has the right to live safely. In this frame-
work, although the EU has institutional mechanisms for active decision-making regarding asylum and 
migration cases, there may be differences in the practices of the member countries in this direction and 
their perspective to foreign countries (Sever and Sever, 2013:94).

Although EU member states have restrictive migration policies, there are also policies to facilitate 
the emigration of illegal labor and illegal employment from the employers’ demands for cheap labor in 
the EU. Illegal immigrants are used in informal jobs which contain low wages, heavy work time and bad 
conditions (Gülten, 2010:125). In instead of view of the fact that migrants are considered as economic 
and political values   or as groups in need of help and protection, the perception that there is a threat to 
the economy, cultural and social order in the society has started to emerge (Güleç, 2015:98).

The European Commission’s Avrometer survey reveals that Europeans have a perception that there are 
more immigrants out of EU in their countries than they are. In general, it is seen that there are different 
perceptions about personal experiences with immigrants in the EU countries, intimacy with them and 
comfort levels. In Hungary, Malta, Greece, Slovakia, Bulgaria and Italy, more than half of the respondents 
view immigration as more problems, while participants in Sweden, Ireland and the United Kingdom 
see this as an opportunity. In the study, it was concluded that the young and better educated participants 
consider immigration as more opportunities. In addition, it was found that the vast majority thought that 

Table 1. Significant treaties within the scope of European Union migration policies

Date Name of Agreement Reason for Made

1985 and 1999 Schengen Agreement Free Movement Principle

1990 Dublin Convention Status of refugees

1993 Maastricht Treaty Migration Policy in the Three Columns structure (justice and 
interior affairs, asylum policy and immigration policy)

1997 Treaty of Amsterdam Post-Maastricht Arrangements

1999 Tampere Summit Administration of Immigrant Flow

2000 and 2009 Charter of Fundamental Rights Civil, Political, Economic and Social Rights

2002 Seville Summit Expansion of European Union Migration Policy to Source 
and Transit Countries

2011 Nice Treaty The majority of qualified votes in the field of migration

2004 Treaty of European Constitution Common Migration Policies

2008 European Migration and Refugee 
Pact Common Migration Policy for Europe

2004 and 2009 The Hague and Stockholm 
Program Future Steps towards future

2009 Lisbon Treaty
The End Point (external border controls, asylum, 
immigration, crime prevention, free movement, freedom and 
security space without internal borders)

Source: Değirmenci, 2011,21-34
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the role of national governments was important for successful integration, but they are skeptical about 
their governments’ effort on immigrants (European Commission, 2018:469).

On the other hand, it is seen that the citizens of the member states face the threat of further migration 
to the new EU members due to the influence of the extreme right parties in the EU countries conducting 
xenophobic policies. It is also valid for Turkey’s membership by developing prejudice as a result of its 
huge population, underdevelopment of its economy, cheap labor (Demiray, 2014:62-63).

It is seen that the issue of migration and immigrants increased xenophobia within the EU and that 
radical right-wing parties from Eastern Europe to Western Europe were on the rise. On the other hand, 
Germany and Sweden, which show more moderate approaches to immigrants, are trying to produce 
policies towards migrants coming to Europe (Koçak and Gündüz, 2016:87-88).

After the failure of governments to be effective in immigrant integration policies, it is seen that there 
is a negative perception towards migrants starting from the Eastern European countries, which are more 
confronted with the immigrant population in the first place and continuing to spread all over Europe, and 
then the situation has evolved into security-oriented policies by the demand of the society.

Critics of the EU’s immigration policy argue that the issues which define the European identity such 
as the rule of law, democratic state structure, tolerance, respect for human rights and multiculturalism 
are also taken back while addressing the immigration problem with these policies   (Güleç, 2015:98). 
In this respect, it is expected that EU will embrace immigrants from different religions and new living 
areas for them in order to avoid appearing as a Christian club by encouraging multiculturalism in order 
to get rid of the perception that these values   are subordinated by EU (Koçak and Gündüz, 2016:88).

MIGRATION RELATION BETWEEN TURKEY AND EU

It is possible to evaluate Turkey and EU immigration relationship from two points of perspective. First, 
Turks as workers went to Europe after World War II for reconstruction and second, Turkey as a partner 
country in cooperation for cutting the flow of refugees to Europe after the Arab Spring.

Turks Who Goes to Europe From Turkey as Immigrants

Turkey’s relations with the EU in the context of migration began in 1960 together with the needs of the 
European labor force. This temporary process has become permanent in time when the Turks have a 
controversial but indispensable part of Europe.

Migration History of Turks in EU Countries

The Turkish immigrants first began to migrate to Western European countries in 1961 in the framework 
of the Guest Labor Agreements with the European countries first with Germany and later years with 
the others (Kaya, 2011:163). In the aftermath of the economic crisis that began in the 1970s, restrictive 
immigration policies were initiated by EU member states to limit the legal movement of migrants and 
halt the reception of migrants (Gülten, 2010:124). In this context, the number of foreign labor force in 
the EU countries, which has been increasing every year until 1973, started to decrease with restrictive 
policies and continued until 1985. This situation has decreased gradually between 1986-1990 years 
(Özdal, 2008:94).
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Within the framework of the Guest Labor Agreements, guest workers were not granted permanent 
residence rights or citizenship rights but some trade union rights were granted. This situation provided 
the opportunity for Turkish workers to influence the decision-making mechanisms by gaining efficiency 
in workers’ organizations. Thus, European governments had to make the temporary status of the work-
ers permanent, but they put forward some incentives such as early retirement for the workers to return 
(Kaplan, 2014:104). As result, Turkish migrants who have gone to European countries with the status 
of temporary workers have become part of European countries.

Table 2. Turks living in EU member states3 

Country4 Number of Turkish Citizens Total Population Rate

Germany 2.000.000 82.000.000 0,98

Austria 250.000 8.300.000 0,97

Belgium 240.000 10.500.000 0,98

Bulgaria 60.000 7.700.000 0,99

Czech Republic 3.500 10.300.000 1

Denmark 75.000 5.400.000 0,99

Estonia 600 1.400.000 1

Finland * 5.300.000 N/D

France 700.000 60.900.000 0,99

Southern Cyprus5 * 854.800* N/D

Croatia 250 4.400.000 1

Holland 500.000 16.300.000 0,97

Britain 400.000 60.400.000 0,99

Ireland 4.500 4.200.000 1

Spain 7.000 43.800.000 1

Sweden 62.500 9.900.000 0,99

Italy 50.000 58.800.000 1

Latvia 250 2.300.000 1

Lithuanian * 3.400.000 N/D

Luxembourg * 500.000 N/D

Hungary 3.000 10.200.000 1

Malta 850 400.000 1

Poland 4.000 38.100.000 1

Portugal 650 10.600.000 1

Romania 13.000 21.600.000 1

Slovakia 600 5.400.000 1

Slovenia * 2.000.000 N/D

Greece 296.000* 11.100.000 0,97

TOTAL 4.375.700 495.200.000 0,99

Source: Habertürk, Access Date:06.04.2019
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Today, the number of Turkish immigrants in Europe with the number approaching 5 million is the 
largest group from non-EU countries. In fact, Turks account for three-quarters of all immigrants from 
outside the EU (Kaya, 2011:163).

Status and Rights of Turks in EU Countries

In EU member countries, there are fundamental differences in status and rights between Turkish immi-
grants who have received citizenship and those who have not. Turkish citizens of EU Member States, in 
their EU member countries or in other EU Member States where they are employed within the framework 
of free movement; they can benefit from EU legislation. On the other hand, Turkish citizens, who do 
not have EU citizenship, can only benefit from the rights of the country that they work in the status of 
foreign migrant workers (Bayhan, 2010:204).

While Turkish citizens in the EU benefit from the freedom of family reunification, the free movement 
of workers, the freedom of establishment, or the freedom to provide services, they are first use the national 
rules of the Union member state; secondly, they use the Union’s norms for third country nationals, and 
finally, they use the Union’s common law norms (Göçmen and Tezcan, 2014:620).

In addition to the rights provided for the Turks in the EU member countries, education and especially 
language training has come to the forefront as an important issue. Although this process was not primar-
ily addressed by the member countries, it had to be considered as the biggest obstacle to integration in 
the future. However, the policies dealt with at this point are more likely to lead to assimilation rather 
than serving multiculturalism.

It is seen that the knowledge of German in the first generation immigrants, who are expected only to 
contribute to the economy by working in Germany and which are not requested for grammar, is insuf-
ficient. Low level of education of workers and long working hours can be said to be effective in this 
situation. In Austria, a study conducted in 2009 showed that 53% of the Turkish population could speak 
German as their mother tongue (Soytürk 2012:2324).

Although there are differences in the education system in Germany due to the practices of each prov-
ince, it is seen that it is not sufficient for integration of Turkish children and do not have a permanency 
(Bingöl and Özdemir, 2014:150). Some of these practices are shown to be the removal of Turkish lecture 
from schools or giving as non-credit. In addition, policies such as the prohibition of Turkish in schools 
and workplaces can be thought to be aimed to prevent the adoption of Turkish culture by the German 
culture rather than the coexistence of two cultures (Şahin, 2010:126).

In the Netherlands, Turks and Moroccans are groups that are considered as living most integration 
problems among immigrant groups. With an education system that includes early guidance such as in 
Germany, Turkish children are unable to attend tertiary education because they do not know enough 
languages   and they have to attend vocational schools where they can receive lower level of education 
(Bingöl and Özdemir, 2014:149-150).

Identity Problem of Turks in EU Countries

It is seen that the Union will continue to need migrants within the framework of the future projection of 
the EU with an aging population. In this context, the Union focuses on a holistic approach to integration, 
prioritizing the education of immigrants from an economy-based perspective, learning the mother tongue 
of country that they live at a good level and access to health and social services (Yücel, 2015:95). How-
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ever, this approach is not successful in practice. For example, the social security legislation in Belgium 
has a quality that makes it difficult for people who are educated except EU to have a job. Therefore, the 
increase in the unemployed young population living with social assistance, it leads to the development 
of unskilled, unsocial and an inward looking identity for these young people. This mass can then be 
perceived as a problem by the society and can be a target for racist behavior (Manço, 2000:126).

On the other hand, it is seen that the policies and discourses that support the racism and xenophobia 
in the incitement of extreme right-wing politicians and a number of media cause the non-integration of 
migrant workers into the society in Europe (Yılmaz, 2005:6). In response to this situation, it is seen that 
migrants and their children adopt transnational European and Muslim identities or local identity to be 
protected from the nation-states’ nationalist and exclusionist hegemonies (Kaya, 2015:74-75)

In a study on the French Muslim-Turkish minority, it was observed that the level of hopelessness of 
the Muslim-Turkish minority with high level of instinctive religiosity6 was lower than the group with 
External Guided religiosity7 (Koç, 2013:415). This situation shows that the religious group who live 
more intensely is more hopeful.

In a study conducted in the Netherlands, it was found that the Turks living in there had a lot of 
transnational activities such as “places of worship, businesses and consumption habits, establishment 
of new NGOs and participation to them, transnational marriages and leisure activities” and thus they 
are transnational immigrants (Bill, 2017:103). In the 50th year of migration to Europe Turks in Europe 
have become actors acting in the socio-economic and cultural changes in Turkey because of transna-
tional identity and relationships as result of continued strong cultural and economic ties with Turkey. 
The most concrete indicator of this is political influence of Turkish immigrants to the Turkish political 
life (Güngör and Baysu, 2014:1).

The Turks, who are now becoming more difficult to define as immigrants and who express themselves 
only in the identity of the European or the living country, are mostly in the third and later generations. It 
can be said that this group has completed its socialization in the country it is located in as well as defining 
itself with the culture of the country where it is living due to having one consciousness (Coştu, 2016:543).

In this respect, it is seen that Turkish immigrants are not assimilated in European countries but they 
are integrated in many points. According to this, it can be said that Turks are ahead of other immigrant 
groups in terms of organization levels, political participation, voting rates, economic participation and 
entrepreneurship levels (Kaya, 2011:164).

On the other hand, in a Belgian study, it was found that even high socioeconomic consolidation did 
not diminish perceived group discrimination. Accordingly, the second generation Turkish immigrant 
minority, who has work and education and following the news of the region they live in, perceives more 
group discrimination against themselves (Alanya and Swyngedouw 2014:62).

In another study, it was determined that the Turkish immigrants in Italy had a negative judgment 
about the immigration policies of Italy and that they did not have equal rights of citizenship and that 
they were exposed to discrimination (Göker and Meşe, 2011:80).

In a study in UK it was observed that causes of asylum seekers for immigration that went from 
Turkey to the UK compliance with the “push-pull” and “ethnicity” migration model. According to this; 
the percentage of asylum seekers who came to the UK for economic reasons is higher than those due to 
political and human problems. It has been determined that Turkish Asylum-Seekers have not been able to 
establish close relations with the indigenous people and have experienced events such as exclusion, verbal 
or physical attacks. Although, they are seen as ‘other’ and’ them’ they have stated that the conditions 
in England are much better than Turkey. While the first generation of them in the United Kingdom was 
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found to be relatively cultured in the patterns of customs, attitudes and behavior, no change in structural 
assimilation was observed (Erdoğan, 2007).

A research has shown that Western Europeans see migrants as a threat because of the perception that 
their culture does not compromise with their European culture. Therefore they prefer the assimilation 
of migrants, especially in the public sphere, instead of integration. In this sense, the terms of Turkish 
immigrants has been determined that European integration does not mean giving up the essence of the 
culture (Güngör, 2014:27)

While some countries in Europe maintain the immigration-immigrant policy dominated by security 
policies, the issue of “multiculturalism” that their societies occupy can be met with a threat perception 
in terms of Muslim-Turkish immigrants. According to this, the debates containing statements such as 
“Multiculturalism went bankrupt”, “Leitkultur”, “Islam is not part of Europe”, “conscience test”, “dual 
citizenship” and so on take place are mostly experienced in the Turkish immigrants. Therefore, the Turks 
have become the target of the Neo-Nazi, Racist and ultranationalist movements and have gave more than 
100 victims from 1990 (Erdoğan, 2015:140).

In addition, after the September 11 attacks, the new atmosphere began to emerge, which led Europeans 
contradict with the values such as ‘multiculturalism”, “freedom of expression” and “privacy of private 
life” that they support. Therefore, German Social Democrat T. Sarrazin’s book “Germany is Destroying 
itself” that suggests Muslim migrants, especially Turks are pulling down Germany and Western Societies, 
has been the best-selling book in the history of Germany by being sold 2 million (Erdoğan, 2015:143). 
Many problems such as assimilation, xenophobia, institutional discrimination, political exclusion are 
seen as an obstacle to the multicultural nature of Germany (Eren, 2007:286).

With the rise of Muslim immigrants in Europe, Western societies appear to develop new strategies 
within the framework of two main policies governing the management of Muslims. These states initially 
tried to converting Islam into a “Moderate Muslim” type by converting Islam into a quality that will be 
compatible with democratic values   and regimes according to the Liberal model approach, and then they 
have adopted the second political approach aimed at removing Islam from the main society by diminish-
ing Muslims into subclass (Bodur, 2008:17-18).

After all these processes, it is possible to mention that three different types of identity emerged in 
Europe as the cultural, political and religious level. The first is the ’hybrid identity” which develops 
culturally, the second is the “diasporic identity” which develops depending on the homeland, and the 
third is the “European Muslim Identity” which requires the Muslims to live in reconciliation with modern 
European culture (Kanık, 2018:243).

As a result, the Turks in the EU have an important role in this process because the EU represents a 
face of the local problems faced by the current national identity, inter-communal relations and multi-
cultural state formation. The impact of Turkish migration on the EU is part of the future of the Union, 
as there is no longer a way to return to an imaginary monocultural past that tries to transform migrant 
communities under some imagined in pure and homogeneous cultural identity. In this regard, the Turks 
in Europe have potential to be a unifying factor between the EU and Turkey (Schaefer, et al, 2005:43).

TURKEY, EU AND THE PROBLEM OF SYRIAN REFUGEES

The most intense relationship between the EU and Turkey about the immigrants after the Turkish Work-
ers who went to Europe after World War II was experienced in the context of the Syrian Refugees who 
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fled the Civil War in Syria in 2011. Before starting the subject, it is necessary to go to a conceptual 
separation between Turkish immigrants who went Europe for work and Syrian refugees trying to go to 
EU member countries by escaping from war.

As it is stated in national and international legislation the concept of immigrant is a broad concept 
that includes different categories such as short-term or permanent immigration, political, economic, 
environmental or social migration, voluntary or forced migration, international or national migration. In 
this context, it is possible to say that the concept of migrant includes refugee and asylum seeker (Çakran 
and Eren, 2017:22).

The 1951 Geneva Convention defined refugee as a person who has fear for persecution because 
of his or her race, religion, nationality or affiliation to a particular social group or because of his/her 
political thought and therefore leaves his-her country, cannot return or refuse to return due to fear (UN-
HCR, Access Date: 08.04.2019). The “asylum-seeker” is defined as a person who has applied to obtain 
refugee status through international protection but has not received yet. The concept of refugee status 
differs between the EU member countries and Turkey as Turkey’s geographical reservation by giving 
recognition to refugee status only to persons from Europe according to the Geneva Convention (Çakran 
and Eren, 2017:22).

Turkey gives “Temporary Protection” status to Syrians who cross into its border because of escaping 
the war massively, in the framework of 10.13.2014 dated and 2014/6883 numbered Temporary Protection 
Directive containing the principles of “open borders policy with admission to country’s territory, non-
refoulement, meeting the basic and urgent needs (T.C. İçişleri Bakanlığı Göç İdaresi Genel Müdürlüğü 
(b), Access Date:06.04.2019).

The concept of temporary protection status as defined by the United Nations Executive Committee 
Decision No. 100 of 2004, is a practical and complementary form of solution implemented in order to 
find immediate solutions in individual status determination procedures in accordance with the states’ non-
refoulement obligations in the case of mass influx (T.C. İçişleri Bakanlığı (C), Access Date:06.04.2019).

Readmission Agreement

Increasing immigration towards the EU from Turkey’s borders because of Turkey’s failure to take more 
hard measures has led to EU more seriously address the migration and refugee issues since 2015. In 
this respect, European Commission President Jean Claude Juncker defended the necessity of establish-
ing mandatory quotas and sharing responsibility by offering a plan in May 2015 to help refugees and to 
prevent smugglers from entering Europe (Demir and Soyupek, 2015:30-31).

Despite making the division of responsibilities between EU members against the refugee crisis, there 
is also idea that the EU should cooperate with Turkey for the prevention of refugees from the Balkans 
and the Middle East since 1998 (Demir and Soyupek, 2015:33). As a result of this, it appears that on a 
study dealt with 2000, 2005, 2010, 2015 EU Commission Turkey Progress reports Turkey is defined as 
a peripheral country to stop EU migrants rather than a member state with the effect of EU’s more secu-
rity based approach (Aydemir and Keskin, 2017:1470). On the other hand, Turkey has taken migration 
potential as a country that sustains its economical development strongly. Therefore, it is sure that there 
will be an undeniable increase in this potential after Turkey’s accession to the EU (Yontar and Savut, 
2016:284). However, Turkey still refuses the right of refugees to be accepted for citizenship and right to 
settlement via UNHCR as the third country. There is fear in Europe for Turkey will be a “buffer zone”, 
“unloading location”, “safe country of first asylum” in the future as result of Turkey’s geographic restric-
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tion removal at the 1951 Refugee Convention, as a condition of EU membership and there is also fear 
migrants will advance through the EU by this case (Çelik and Ayın, 2016: 843).

Nevertheless the EU against sudden emerging migration crisis, has decided to take Turkey as a part-
ner, to solve the refugee crisis occurred in Europe. In this respect, at December 16, 2013 Readmission 
Agreement was signed between the EU and Turkey. The agreement entered into force on 20 March 2016 
(European Commission, Access Date:08.09.2016).

While Readmission Agreement on the one hand predicted the readmission of Turkish citizens who 
go to EU member states illegally or that falls in an illegal situation in these countries and third country 
nationals who made transition from Turkey to the other countries or countries behalf of the agreement to 
Turkey, on the other hand Agreement predicted the readmission of EU member states and third country 
nationals who come to Turkey from EU countries illegally or that falls in an illegal situation in Turkey 
to related EU member countries. The agreement foresees a 3-year transition period and the parties are 
expected to begin accepting third-country nationals at the end of this period (Türkiye Cumhuriyeti 
Avrupa Birliği Bakanlığı, 2013:1)

EU has committed to make 3 billion Euros aid to support Syrian refugees in Turkey (European Com-
mission, Access Date: 9.8.2016). In addition, the EU has initiated a process to provide visa liberalization 
to Turkish citizens for entering countries in the Schengen area, with the entry into force of the Convention 
(Türkiye Cumhuriyeti Dışişleri Bakanlığı, Access Date: 20.05.2019).

On the other hand, there are discussions that the Readmission Agreement is contrary to international 
law (Çakran and Eren, 2017:21-22). It can also be said that the EU reduces its political institution and 
credibility with such agreements. This shows that the EU is no longer a transformative power in regional 
and global politics (Bilgiç & Pace, 2017: 8).

Visa Free Dialogue (Road Map)

Some rights are envisaged to Turkish citizens in the case of the freedom to establish or provide services 
and to work as workers in EU countries as result of EU Court of Justice’s decisions within the framework 
of the EU-Turkey partnership law (ECJ) and rights that are approved by member states courts.

Visa exemption process carried out between Turkey and the EU in the framework of Readmission 
Agreement has been started for making allow to visa-free travel for three months to all Turkish citizens 
in traveling to all EU member states except England and Ireland (Türkiye Cumhuriyeti Avrupa Birliği 
Bakanlığı, 2013:8-9)

In the framework of the process of visa liberalization for the Turkish citizens entering the EU, A Road 
Map has been created as an article of the Readmission Agreement. On the road map, Turkey’s harmo-
nization to EU has been required to the issues of “migration and border management, public order and 
security, visa policy, international protection” under 72 headings. The task of assessing the fulfillment 
of these criteria was given to the European Commission and final decision-making authority was given 
to the European Parliament and the Council of Europe (Şen and Özkorul, 2016:111).

Under these titles Turkey has three main drawbacks. These are; removal of article relating to geographic 
limitations of Turkey in the Geneva Convention, compliance with the EU’s visa policy and political 
criteria that is required. One of these political criteria is definition of terrorism (Nas, 2016:29). Although 
the law on this definition does not have any direct connection with the visa issue, it is seen that the EU 
is trying to add as many political issues to the process as possible before the visa is lifted (Erdoğan, 
2016:15). Due to this contradictory situation, in the Third Visa Free Progress Report published by the 
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European Commission on 4 May 2016, it is determined that criteria about the amendment of the Law on 
the Protection of Personal Data, the signing of the operational cooperation agreement with EUROPOL, 
the amendment of Anti-Terrorism Law, the enactment of the Political Ethics Law and making judicial 
cooperation with all EU countries, have not yet been met (Avrupa Komisyonu, 2016).

Consequently, the Readmission Agreement signed regarding the readmission of illegal immigrants 
between the EU and Turkey basically aims to protect the security of the EU (Erdemir, 2013:113). On 
the other hand, abolishing the geographical reservation to the Geneva Convention of 1951 required from 
Turkey in the EU harmonization process and Readmission Treaty signed with the EU is likely to have 
adverse consequences for Turkey. Accordingly, while Turkey having to provide permanent protection of 
the incoming refugees from Europe after abolishment of the geographic limitation, the transit migrants 
seeking to reach Europe will also need to be accepted back by Turkey depending on Readmission Treaty 
(Güleç, 2015:99)

On the other hand, it is sure that as a result of the Readmission Agreement third country nationals will 
be a burden for Turkey operationally that requires administrative and technical capacity (Nas, 2015:184). 
Moreover, when readmission demand come to Turkey, the need to built new immigrant reception centers 
that brings the economic burden, and how to evaluate the “third country nationals” and “stateless person” 
are likely to be two main problems Turkey should solve (Göçmen, 2014:76).

Grants

For the years 2016 and 2017, a total of 3 Billion Euros within the scope of the Agreement is going to be 
met by the Budgets of EU and member states. (European Commission, 2016, Access Date:30.01.2019). 
Second 3 billion Euros aid payment that will paid to Turkey for 2018-2019 was approved at the EU sum-
mit held on June 29, 2018. Money commitment by the EU under the Agreement is not direct financial 
support to Turkey, it is sent in exchange for the projects approved by a special committee established 
for the program (Mülteciler Derneği, Access Date:30.01.2019).

According to this; Under the Financial Aid Program for 2016-2017, the entire operational fund of 
€ 3 billion was contracted under a total of 72 projects. On the other hand, for the period 2018-2019, it 
has been committed 1.2 billion Euros and 450 million Euros is linked to the contract (EU Delegation to 
Turkey (a) Access Date:01.30.2019).

Table 3. Migration project statistics

Subject Project Total

Total Current Projects
EU 15

26
Bilateral Cooperation 11

Completed Projects EU, Bilateral Cooperation, National Budget 42 42

Ongoing Projects EU, Bilateral Cooperation, National Budget
8

16
8

IPA/SEI/ESEI Projects Which Will be Start EU 7 7

GRAND TOTAL 91

Source: T.C. İçişleri Bakanlığı Göç İdaresi Genel Müdürlüğü, “Göç Projeleri”, Access Date: 06.04.2019
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EU Financial Assistance Program for Refugees in Turkey operates in six priority areas namely, 
“humanitarian aid, migration management, education, health care, municipal infrastructure and socio-
economic support”. In the field of humanitarian assistance European Civil Protection and Humanitarian 
Aid Operations (ECHO); In other areas of Pre-Accession Assistance (IPA), Stability and Peace Contri-
bution Tool (IcSP) and the EU Trust Fund (EUTF) carry out the Implementation of aid activities under 
the program (European Union Delegation to Turkey (b) Access Date:06.04.2019).

Financial assistance provided by the EU is not used directly by Turkey; it is send to the projects de-
veloped for use of the Syrian refugees for their need as health, education, infrastructure food and other 
expenses. Social Cohesion Assistance provided by Kızılay Kart is an example of these projects (Refugee 
Association, Access Date: 30.01.2019). Program provides 120 TL cash assistance monthly per family 
member for migrants living outside the camps by “Kızılay Card” (AA, Access Date:06.04.2019).

Although, 3+3 billion Euros aid corresponds to project from EU expected to arrive depend on the 
agreement, it is seen that Turkey spent approximately 35 billion dollars until the end of 2018 for Syr-
ians under temporary protection from its own budget as a result of the expenditures such refugee camps 
in the border, the health and education services and infrastructure development and so on (Mülteciler 
Derneği, Access Date: 30.01.2019). This is close to 6 times the amount of aid that the 28 EU member 
states undertake to give.

Status of Refugees After the Agreement

According to the data of the European Commission, while there were approximately 1,740 asylum-seekers 
moving to the Greek islands in the weeks before the Readmission Agreement, after the agreement, it 
is seen that the average number of daily arrivals in the period from 21 March 2016 until October 2017 
was 90. On the other hand, 5.687 people came to the Greek islands from Turkey was recorded since the 
Third Report about the progress in the implementation of the Agreement between the EU and Turkey 
between 28 September-4 December 2016. In the same period of 2015, this number is around 390.000 
(European Commission, 2016, Access Date: 30.01.2019). These data indicate that the Treaty plays a 
deterrent role for asylum seekers on going to the EU.

According to the data of the UNHCR, Germany is the leading country among the member states 
by hosting 115,604 Syrian Refugees in 2016, when the Readmission Agreement was made. Number of 
Syrian refugees accepted by EU member states is 217.247 in total.

On the other hand, following the Agreement between April 4, 2016 and April 1, 2019, the number 
of irregular migrants received from the EU has reached to 1,842, including 351 Syrians.

On the other hand most of those who escaped from the war in their countries could not provide in 
Europe a source of livelihood, protection, rights and a long-term future for themselves and their families 
(Crawley and Dimitrisi 2008: 14).

While the number of Syrians under temporary protection status in Turkey was 2.5 million before the 
agreement made in the year 2016 by the end of the 2015, it has reached 3,641,344 according to the data 
taken on March 28, 2019. It shows that after this agreement Turkey hosts 1 million more refugees who 
could go to the EU countries potentially.

After 2016, with the increasing insecurity perception, Turkey, then again after the 1960s, has become 
an emigration country with asylum applications to industrialized countries. On the other hand, Turkey 
was regarded as a secure the country by millions of Syrians and other refugees (Sirkeci, 2017:138).
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Within the framework of these data, it is possible to say that the readmission agreement with the 
member states of the EU has succeeded in cutting an influx of asylum seekers. On the other hand, Tur-
key has been forced to host more than 1 million Syrian refugees by giving temporary protection status 
after the Agreement.

Therefore, Turkey should call for international support from developed countries not only for financial 
aid but also for sharing more issue against one of the largest immigration flow in the recent history. It is 

Table 4. Syrian refugees living in EU countries (2016)

Country Number of Syrian Refugees

Germany 115.604

Austria 14.894

Belgium 4.239

Bulgaria 13.819

Czech Republic *

Denmark 12.988

Estonia *

Finland 565

France 5.179

Southern Cyprus 3.110

Croatia *

Holland 16.184

Britain 6.496

Ireland *

Spain 1.992

Sweden 8.695

Italy 1.460

Latvia *

Lithuanian *

Luxembourg *

Hungary *

Malta 1.328

Poland *

Portugal *

Romania 1.591

Slovakia *

Slovenia *

Greece 9.101

TOTAL 217.245

Source: UNHCR, 2017, Access Date: 30.01.2019.
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Table 5. Delivery irregular migrants

Nationality Total Nationality Total

Pakistan 710 Ghana 7

Syria 351 Tunisian 5

Algeria 193 Ivory 5

Afghanistan 105 Haiti 4

Bangladesh 101 Lebanon 4

Iraq 92 Mali 4

Morocco 56 Dominican 3

Iranian 50 India 3

Egypt 23 Sierra Leone 3

Nigeria 20 Yemen 2

Sri Lanka 17 Congo 2

Democratic Congo 16 Burkina Faso 1

Cameroon 15 Gambia 1

Nepal 11 Comoros 1

Myanmar 9 Niger 1

Guinea 9 Sudan 1

Palestine 8 Jordan 1

Senegal 7 Zimbabwe 1

GENERAL TOTAL 1.842

Source: T.C. İçişleri Bakanlığı Göç İdaresi Genel Müdürlüğü, “Geri Alım”, Access Date: 06.04.2019

Figure 1. Temporary protection according to years
Source: T.C. İçişleri Bakanlığı Göç İdaresi Genel Müdürlüğü, “Geçici Koruma”, Access Date:30.01.2019.
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important that the developed countries accept more Syrian refugees with extended resettlement programs. 
If not Turkey will continue to be a center for sheltering more refugees (Stars and Uzgören, 2016: 14).

RECOMMENDATIONS

EU should develop new multicultural and hospitable migrant policies to protect its founding principles. 
It is needed for its future labor need because of its olding population.

FUTURE RESEARCH DIRECTIONS

The results of this research show that there is a need for researches on the EU’s development of multi-
cultural and humanitarian policies that will also provide the labor force it will need in the future without 
isolating.

CONCLUSION

Although the European Union has emerged on the basis of economic cooperation, it has taken its place 
in the world history as a supranational model that takes political and social integration under principle of 
protecting humanitarian values   based on freedom and equality within its borders. Therefore first it tried 
to respond the labor force that came with foreign immigration for developing collapsed Europe, with 
its own law supporting a multi-voice and multicultural social structure. Later, differences in immigrant 
policies of member countries appeared as a result of decrease in the need for employment as result of 
technological development and the integration of the Eastern Bloc countries to EU. This process has 
sustained later with the occurrence of a negative perception between migrants and indigenous people 
by the fact that EU was late in putting forward a common immigration policy as a single political struc-
ture and the governments of member states failed to produce multicultural integration policies for the 
adaptation of migrants to the European culture.

In this process, the fact that the Turks did not break their ties with Turkey and protect their Islamic 
identity caused them to become targets for radicals with the rise of political parties who advocate a 
single-cultural structure. Although the third generation of Turks started to define their self with the 
European Identity, Turks are the group that least fit to the integration in Europe because of their histori-
cal and cultural ties with Turkey. The fact that Turks came to Europe in a planned way as workers for 
contribution to the EU economy, and having a chance to open up a special field for them, has now made 
them an integral part of Europe.

At the beginning of the 21st century, the process called Arab Spring became a transcontinental hu-
manitarian problem while it was a political crisis in North Africa. While it expanded into Europe as a 
point of attraction for migrants with the level of prosperity and development, it also brought a crisis in 
terms of EU’s immigration policies. Therefore security policy that is the product of   Fortress Europe idea 
became initial policy. This policy has leaved millions of asylum-seekers who come to European Gates 
with their fate at the expense of their deaths. Only those who have the qualified labor force to substitute 
for the aging population of the EU have been the exception. It is clear that this population will not be so 
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fortunate in preserving their own identities compared to Turks in Europe who, in a planned manner, have 
migrated to Europe and have a chance to continue their ties with their own countries. With the adoption 
only of qualified employment, the EU has returned to its policy of establishment based on its economic 
motto. Turkey has been primarily partner as a result of The EU’s strategy for finding solution to immi-
gration problem by cooperation with countries outside of the Union at the scope of security policy of it.

Readmission Agreement has led to the burden for Turkey by hosting more than 1 million Syrian Refugees 
addition to present 2,5 million refugees and improving institutional and organizational capacity related 
to border security. 3+3 Billion Euros aid promised by the EU under the agreement is project-based and 
far behind 35 billion dollar spent of Turkey directly for 3,5 million Syrian asylum seekers. Again, Visa 
Exemption issue that was promised to Turkey under the Agreement is also inconclusive like Turkey’s 
EU membership issue because of EU’s political benchmarks that are considered sensitive by Turkey.

As a result, it can be said that the EU’s freedom, equality and human rights discourses are applicable 
in their own borders and for their own nationals and only migrants with qualified labor force and integra-
tion who will contribute to the welfare of the EU have a place in Fortress Europe.
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KEY TERMS AND DEFINITIONS

Grant: Unrequited financial aid.
Identity Problem: Uncertainty in social status in society.
Migration Policies: Creating and implementing law for immigrants.
Perception: Any sense or opinion that occurs as a result of a thing.
Readmission Agreement: Agreement between the two parties stipulating extradition of illegal migrants.
Status of Refugees: Title that determines the rights of immigrants.
Visa Free Dialogue: Negotiations between the two sides for the abolition of visas.

ENDNOTES

1  Concept of Fortress Europe emerged as a means of military propaganda used by Nazi Germany to 
express the need to protect European territory against the United Kingdom during World War II 
(Sever and Sever, 2013: 89).

2  While the control and supervision of the external borders is the responsibility of the member states, 
FRONTEX has been created to facilitate the implementation of existing and future community 
arrangements (Özer, 2010: 200-201).

3  It is the number belonging to the Turks who has Turkish citizenship.
4  T.C. Dışişleri Bakanlığı Avrupa Birliği Başkanlığı, 2011, Access Date:06.04.2019
5  Kıbrıs Gazetesi, Access Date:06.04.2019
6  Determining life as religious and accepting it above all other thoughts
7  When faced with dangers, it is aimed at reaching the utilitarian and non-religious goals that include 

personal safety.
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ABSTRACT

Media pluralism is one of the basic principles of EU media policies, which enables the protection of 
cultural diversity and the representation of different voices in the media. One aim of media pluralism is to 
provide a cultural flow between all member and candidate countries that make up the Union, giving right 
of representation to each component, while the other is to ensure that the different voices in the countries 
are heard. However, this economy-centered audio-visual policy, which is based on the free circulation 
of television broadcasts within the Union, has been criticized for increasing the commercialization, not 
supporting public service broadcasting enough, and for being inadequate against the concentration in 
the sector. This chapter examines steps taken when reviewing the legislation on media pluralism in the 
EU and the reflection of Turkey’s media policies and media pluralism in the application of these policies.

INTRODUCTION

The fact that Continental Europe has witnessed human rights struggles throughout the 18th century 
has led to the adoption of human rights-based governance for the new states established in the region. 
The empires were destroyed and the nation-state understanding was effective on the whole continent. 
In Europe, which is shaped by this understanding, there is a need to gather under the single roof of 
supranational framework while considering common values and economic interests. After the World 
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War II, the foundations of the European Union were laid with the association agreements. These agree-
ments, which aim to bring Europe to a level of development at which it can compete with the world 
economically, were demanded to be guaranteed through the provision of cultural unity and solidarity. The 
Treaty of Rome signed in 1957 for this purpose is one of the founding treaties of the EU and remains a 
mechanism that directly affects the domestic law of the member states. Starting with six countries, EU 
now has twenty-eight member countries and five candidate countries including Turkey. Although Turkey 
became a candidate country in 1999 and the negotiation process started in 2005, the process of Turkey’s 
EU membership has continued for more than half a century. Turkey has signed important agreements 
like the European Economic Community (1963) and European Union- Turkey Customs Union (1996) 
which are important agreements in terms of EU.

As mentioned above, the European Union has shaped its common framework around human rights, 
which have been violated for centuries and achieved through long and hard struggles. According to 
Article 2 of the Treaty on European Union (1957), one of the basic treaties of the European Union and 
also known as the Treaty of Rome, the Union is based on the values of respect for human rights includ-
ing respect for human dignity, freedom, democracy, equality, the rule of law and the rights of persons 
belonging to minorities. For this reason, the Union gives importance to the policies followed by the 
candidate countries in this respect. Referring to Turkey-EU relations, the periods during which human 
rights violations are experienced most in Turkey are seen as the periods where the relations are most 
damaged. After the 1980 coup in Turkey, the relations were suspended and a fifteen-year recession was 
experienced. The most important reason behind this situation are the anti-democratic decisions that were 
implemented by Turkish Government after the coup, such as death penalties, closure of non-governmental 
organizations and parties that provided multivocality. Turkey’s entry into the martial law period after the 
coup attempt occurred in 2016 and its domestic policy followed during this time has brought it’s relations 
with the EU to a breaking point. Therefore, it can be said that there is a direct relationship between the 
provision of internal democracy and the development of EU contacts.

EU policies are based on protecting values such as democracy, freedom, justice and equality. In 
order to achieve the desired democratic level, both the EU and each state within the EU must provide 
for each individual the rights of cultural diversity, plurivocality and legal equality. The policy of plural-
ism applied for the protection and development of these rights is a political method in which different 
voices are represented. Pluralist democracy is a form of government in which all dynamics in society 
are represented and included in the decision making process. Pluralism is a polical economy process and 
can have a positive effect if it is adopted as a mission in many areas. The media, which today penetrates 
a large part of social life, has an effective role in providing pluralism by incorporating all the dynamics 
of society. The fact that each segment of the society has a channel in which it can express its own cul-
ture, problems and values is related to the provision of media pluralism. Given its cultural effectiveness 
and role, the media provides a wide range of opportunities for the establishment and development of 
democratic values. The use of these broad facilities is made possible to the extent that is allowed and 
encouraged by the states’ media policies.

In this study, firstly, the pluralism approach adopted by the EU as a form of government will be 
explained and then the EU’s steps taken to ensure media pluralism and its reflections in the legislation 
will be examined. In this context, it is brought into light how Turkey’s rules, with Turkey’s status as an 
EU candidate country, adapt to the policies in question (pluralistic policies) and to what extent these 
laws are implemented. The data obtained in this study, are discussed in perspective of how policies of 
EU and Turkey are taken into consideration in media pluralism applications.

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



502

EU Media Policies in the Context of Media Pluralism and Turkey’s Consistency
 

PLURALIST DEMOCRACY AND MEDIA

The pluralist view that appeared and developed as a political attitude emerged as one of the basic con-
cepts of liberal democracy in the early periods of liberalism. In the classical sense, pluralism refers to the 
functioning of the state’s legislative, executives and judicial bodies to be independent of each other and 
be monitors of each other. In a modern sense, pluralism refers to a thought that advocates that all seg-
ments of society can express themselves, regardless of differences such as religion, language, ethnicity, 
gender, age, geographical distribution etc. The emergence of this view has been influential in the efforts 
of an uncontrolled majority to overthrow the minority. According to the pluralist view, differences are 
nutritional elements, not destructive (Aydın, 2001: 8). A sustainable social structure and management 
can only be ensured by the right of all segments of society to decide on the administration.

There are three distinct applications in pluralist democracy (Türköne, 2008: 202).

• Political power has been widely distributed among numerous groups competing with each other,
• Group leaders have a serious responsibility towards their members,
• There is a democracy that is open to the influence of each group and which is not monopolized by 

a particular group.

This participatory understanding of the administration is close to the understanding of democracy 
in parliamentary systems. However, the idea of pluralist democracy is to include all ideas in the man-
agement and decision-making process without any voting. Pluralist democracy does not only occur 
through representative democracy but also through creation of public opinion and direct decision-making 
through different groups such as civil society organizations, trade unions and political parties, with no 
involvement of elections. It is not for the states that have adopted participatory democracy in this day 
and age to possible to turn away from pluralism. Modern states have to give importance to diversity 
and pluralism in order to receive international recognition, to improve trade and to receive funds from 
certain aids (Gündoğan, 2002:2).

Two elements stand out in the provision of media pluralism: diversity and media ownership. Due 
to the natural connection among them, it is not possible to think about these three concepts separately. 
Diversity is a necessity in ensuring pluralism. The representation of different cultures, ethnic struc-
tures and languages in the media serves to provide diversity. However, political economy of media is 
determinative in assuring diversity. This situation creates problems in the production of basic policies 
related to pluralism. One of the most important obstacles in the implementation of the pluralism poli-
cies of contemporary societies is the media concentration. Concentration means that mass media are in 
the hands of few large companies, which results in the representation of a limited part of the society in 
the mainstream media.

The transformation of mass communication into a sector that needs large capital with developing 
technology causes the companies that do business in many different areas to dominate media sector. 
Businessmen operate in visual, auditory and printed media, bringing a significant portion of national 
broadcasting organs under their hands and leading to cross-monopolization (Kuyucu, 2013, 160). For 
these investors, the media is completely a business and operates on profit. In this sense, the social re-
sponsibilities on the media are taken into account as required by the relevant regulations.

Reporters Without Borders asserted in their report on media pluralism in 2016 that in order for a 
media organization to be pluralistic, the owner, partner or supporters (advertiser) should not be involved 
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in the content, and that the media organization should maintain its editorial independence. On this and 
similar practices, European Union lawmakers are doing researches and trying to find solutions.

The Principle of Pluralism in EU Media Policies

Freedom of expression and the right to information are prioritized in the Charter of Fundamental Rights 
of the European Union; according to Article 11, media freedom and pluralism should be respected (Eu-
ropean Commission, SEC (2007) 0032). The European Union has many differences within itself, along 
with the convergence of states with common values. In order to achieve its democratic initiatives, the 
Union must guarantee the right of all sections of society to express themselves in a way that is based on 
equal opportunities in all areas from politics to social life. The state taking the responsibility of ensur-
ing pluralism in media and the development of its laws in this direction is one of the policies that the 
European Commission has committed to and closely followed.

The EU ‘s Audiovisual Media Services Directive - AVMSD (2006) states that the media is a cultural 
as well as economic service. For this reason, the EU Commission states that member states should do 
what is necessary to improve the pluralism of the media and to ensure cultural diversity. First, it was 
found that lawmakers should be independent from national governments and audiovisual media service 
providers so that they can conduct their work impartially and transparently and contribute to pluralism 
(Commission of the European Communities, 2005, s.19).In order to ensure the pluralism of the media, 
it was decided that ‘independent regulators’ meeting the qualifications would manage and control the 
process.

According to the Media Pluralism report in the EU Member States in 2007, which was published 
by the European Commission in 2007, many analysts and observers stated that media pluralism meant 
almost exclusively the plurality of media ownership. According to this understanding, the expectation 
of the Commission from the member states is that the terms of media ownership should be followed to a 
level that it creates competition. According to the Commission, states should try to multiply the number 
of media ownership by practices such as low taxes, incentive allowances, flexible publishing rules etc. 
It was also stated in the report under discussion that pluralism in media ownership is necessary but not 
sufficient. In the media, it is necessary to support pluralism together with all other instruments and to 
diversify and enrich the media content.

The EU should support the development of this market. Media programs1 are designed to improve 
the European audio-visual market and to take necessary measures to prevent the destruction of cultures 
and languages in small countries (Gül, 2013, 239). Media programs are primarily aimed at training 
professionals in the media field, developing program construction projects, promoting and distributing 
films and programs, supporting film festivals and producing new technologies in this area. The Media 
2007 program, which was realized between 2007-2013, has invested in the development of the European 
audio-visual sector with a budget of 755 million Euros (eacea, 2013, para. 1). In this program, both the 
development of the market and the provision of pluralism were highlighted with the budget allocated to 
the member and candidate countries. When the outcomes of the program are examined, it can be seen 
that the concern of the emergence of minority cultures and their introduction is being emphasized.

Although the implementation of pluralist policies has been emphasized in order to make the European 
media more democratic, it has been too late to produce a direct policy on how pluralism can be realized. 
However, how the EU will behave in the face of violations of rights is determined from the first treaty. 
The founding treaty of the European Union states that in case of violation of rights, if 4/5 of the Member 
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States accept the risk of this violation, sanctions can be imposed on the state concerned. When these 
violations are identified, sanctions can be imposed on the member state, such as the suspension of the 
right to vote on the council (Akt. Gül, 2013: 85).

One of the most important attempts to create diversity in the media is public service broadcasting. The 
concept was first proposed by the BBC’s first director, John Keith, and it can be understood as ‘publishing 
for the people, funded by the public and controlled by the public’ (Bianet, 2013, parag.1-2).In this kind 
of broadcasting approach, the budget that finances the media organization is usually collected from the 
citizens through taxation. The construction of the system in this way means the equal representation of 
all citizens in the public service broadcaster. The Green Paper2of the European Commission published in 
May 2003, in its Public Broadcasting System Protocol, emphasized that public broadcasting in member 
states is directly related to protecting the democratic, social and cultural needs of all communities and 
the media pluralism (Green Paper on Services of General Interest, 2003, s. 5).Thus, a system has been 
developed to clearly differentiate public broadcasting from commercial and state broadcasting companies, 
and to decide the content in line with demands from the base, not from the top.

Whether media pluralism is ensured or not is supervised both by the EU Commission and by various 
non-governmental organizations. Brogi Elda, the scientific coordinator of the Centre for Media Plural-
ism and Freedom, explains the criteria which determine the pluralist structure in the media as follows 
(Erem, April 30, 2015, Birgün):

There are certain criteria we use in our research. These include the distribution of media ownership 
and the laws governing it, the media representation of different geographical, political and cultural 
groups and their access to the media, the existence of laws governing it, the prevalence and speed of 
Internet access, the working conditions of journalists, the freedom of the press and freedom of expres-
sion, independence of the regulatory authorities in media, the prevalence of censorship on certain issues, 
the regulations governing the representation and public broadcasting of different opinions in public 
broadcasts, the influence and pressure of politics and government on the media, the number of journal-
ists charged with crimes like ‘slander’, the function of the right to information, the presence of different 
media types and many other criteria.

It is seen that many variables ranging from the penalties taken by journalists to the ownership structure 
in the media are the gears of the pluralism mechanism. As stated at the beginning of the study, in order 
for liberal pluralist policies to be effective, the steps to be taken in this direction should be planned as 
a mission to cover all areas of social life. Pluralism can be operative when it is adopted by the state or 
government as a perspective, not a policy. But because the social structure always has a nature in which 
the balance of power is changing with certain sectors getting exalted and the others suppressed, pluralist 
policies are stuck in a limited area.

Media Pluralism Policies and Practices in Turkey

The Commission, which cannot place its initiatives on media pluralism on a level surface, has put leg-
islation on protection of minorities in the Amsterdam Treaty (1997) as a criterion to be fulfilled only 
by candidate countries as if they had achieved all pluralism targets within the EU (Gül, 2013:287).This 
has led to an incompatible development of the legislation between the member and candidate countries, 
along with the elimination of the obligation to develop legislation related to the minorities of member 
states. In the White Paper3 published in 2003, it was proposed that the issue of pluralism be left to the 
member states, as a precautionary cooperation between the Commission and the national regulators in 
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the Member States (Gül, 2013:283).In other words, one hand the states will take the measure of con-
centration in the media as if they are independent of the global economy and on the other hand they will 
be supervised by the Commission.

Turkish law has been harmonized with the European Audio-Visual Services Directive with the Law 
no. 61124, including RTÜK5 regulations, and it is stated on the official ground that a number of measures 
will be taken on media pluralism. Among the duties and powers of Supreme Council, it is mentioned 
that ‘to take essential precautions, in the field of media services, for securing freedom of expression and 
information, diversity of opinion, media pluralism and competitive environment, on the condition that the 
functions and powers of Turkish Competition Authority are reserved; for avoiding media concentration; 
and for protecting public interests’ (Law. No 6112, 2011).How these measures will be taken is still in 
an undecided position today. Turkish Competition Authority, referred to in the Article, states that one 
or more undertakings prohibit the dominance of all or most of the market while avoiding the abuse of 
dominance of the ruling company(Law No. 4054, 1994).

The fact that the EU legislation does not include media ownership regulators, leaves the national 
regulators without a compass. Cross-media monopolization caused by condensation, is not only observed 
in Turkey, but also in EU member states. Investors who want to do radio and television broadcasting 
in Turkey must firstly obtain frequency. Since broadcast frequencies are considered to be in the pub-
lic domain and are limited in number, they are distributed according to Article 26 of the Constitution 
(Kurban and Sözeri, 2012:25).The license fees for satellite broadcasting in 2019 are 37.320.00 TL for 
radio broadcasting services, 373.200.00 TL for television broadcasting services and 88.850.00 TL for 
on-demand broadcast services (www.rtuk.gov.tr).In view of these conditions, there is another reason for 
cross-monopolization in the media and thus the concentration. It is not accidental that the media entre-
preneur has emerged from investors fed from different sectors to finance this very costly infrastructure 
of the media sector.

It is important how the minorities in the society use the media to express and sustain themselves 
and their identities (Ova, 2018:334).The above-mentioned media economic structure adversely affects 
the development of the minority media. The economic system is not the only obstacle to the existence 
of minority media. A significant part of the problems that are linked to economic impossibilities are 
based on political reasons. It is not a new tendency for the rulers to weaken the opposition and minority 
media while supporting the media channels defending their views. During the one-party government 
period when newspapers were largely taken out by the elites, the Democratic Party nurtured its own 
press organizations and applied political and economic pressures on the opposition when having crossed 
to multi-party period (Sözeri, 2015:8). In the following course of time, successive coups prevented the 
media from being independent; some ideas were exaggerated by the media, while some were partially 
or completely silenced for national security reasons. In 1994, following the adoption of EU law, there 
was no significant change in the situation present at that time.EU Commission progress report on Turkey 
published in 1998, states that freedom of the press was guaranteed by the laws enacted in 1994, but also 
points out serious disruptions experienced in practice. According to EU law, the expression of thoughts 
that do not involve violence and provocation is not prevented. This report stated that even the peaceful 
expression of alternatives to the principles of the Turkish state gave rise to criminal prosecutions (1998 
Regular Report, 1998:13)and criticized the negligence of the freedom of expression practices.

Concentration in the media reduces the representation of different voices and causes the dominant 
to hypnotize the masses with excessive information power. Media pluralism expert Brogi Elda states 
that in many EU countries different voices occasionally fade away and then multiply, however, it is not 
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observed that the seven or eight newspapers have the same headline in Turkey (Erem, April 30, 2015, 
Birgün). This approach, which is a serious obstacle to the freedom of the people to reach truth and to 
evaluate events based on different opinions, became permanent and as a result EU’s democracy ratings 
for Turkey dropped. The budget allocated to Turkey to meet EU standards was lessened and visa liber-
alization negotiations were affected negatively.

Turkey, EU relations which gained momentum with the start of the negotiation process, despite of 
some disruptions till 2016 have progressed. However, from this year on, certain developments again 
hampered the results. As a result of the coup attempt that took place in Turkey on July 15, 2016, the 
process of a state of emergency started and with the State of Emergency Decree Law that came out in 
this period many media companies were closed. According to the European Commission’s report on 
Turkey published in 2018:

Since the beginning of the state of emergency, 36 TV channels (3 of which broadcasting from and 
licenced abroad) and 37 radio stations were dropped from TÜRKSAT and closed down. Many of these 
were critical towards the government, while some were closed down for alleged links to the Gülen move-
ment and several were broadcasting in the Kurdish language (“2018 Report on Turkey”, 2018, p.73).

The data contained in the report has increased EU Commission’s concerns about media pluralism 
in Turkey. These restrictions and closures have pacified the media of the minority and opposition and 
caused the remaining media organizations to broadcast in a single voice line.

The security practices that continued in the state of emergency process in Turkey in 2018, disrupted 
the freedom of expression and thus pluralism policy and the extension of the state of emergency nega-
tively affected the relations with the EU. The layoffs, closure of media outlets etc. due to the quickly 
issued emergency decrees has overshadowed Turkey’s democratic development. Such a process in which 
foreign investors’ distrust towards Turkey has also jeopardized the economy. In this period, it was under-
stood that democratic and economic development could not be considered as separate from each other. 
With the state of emergency ending on July 19, 2018, after seven times extension, EU-Turkey relations 
entered a normalization process and the search for ways of solution to regression in the field of   media 
pluralism started.

CONCLUSION

Turkey’s EU membership process is evolving over time. Turkey is constantly updating its legislation to 
comply with EU policies that permeate all areas of social life. Pluralism policies in the media are one of 
these areas. Pluralism is not only a requirement of EU law but also an essential part of democratic life. 
The components of society can make their voices heard and feel a sense of belonging as long as they 
have a voice in public sphere. Democratic, economic, technological progress etc. can only take place 
in this atmosphere.

One of the most effective areas of pluralism policies is the media. To be able to talk about democracy, 
the media must have a structure that represents all segments of society. However, the condensation of 
all sectors as an inevitable consequence of capitalism is dominant in the media sector. Cross-monopoly, 
which is formed by the accumulation of media ownership in certain hands, is the biggest obstacle in the 
way of plurivocality in the media. Both EU and Turkey legislations should take steps to ensure pluralism. 
Although the pluralism in the media has been continuously discussed among European law-makers for 
the last 40 years, it has failed to provide consensus and to develop effective legislation, laws and rules. 
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The failure to develop effective legislation to ensure pluralism in EU law leaves national regulators 
without any direction and the member and candidate countries fail to produce effective solutions on a 
national basis.

Referring to media pluralism in Turkey especially in the coup period, there appears to be a single 
voice in the media. These periods are recorded as the times when democracy is the most deteriorated in 
the national sense and the EU relations are the most damaged. Apart from these periodical crises, the 
world-wide trend of concentration in media also appears to be effective in Turkey. In a market where the 
circles close to the power hold large media outlets, the attempt of the minority media to exist is taking 
place under unequal conditions. The minority media are further undermined by heavy taxes, censorship 
and penalties while trying to survive in difficult conditions. Such practices suggest that pluralistic poli-
cies must be adopted by the state and government as a mission to ensure pluralism in the media.

As a result, both the EU and Turkey should take more friendly and effective steps for the development 
of pluralism. Turkey, as a component of EU, should become more powerful in the market, and should make 
every effort to ensure diversity of opinion within itself. It should not be ignored that the concrete steps 
taken to ensure the pluralism in the media will be reflected in the democratic and economic development.
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ENDNOTES

1 The project is carried out by the Directorate General of Education, Youth, Sport and Culture (DG 
EAC) in order to develop the European audiovisual market and to ensure cultural diversity.

2 The documents prepared by the European Commission to initiate a discussion and consultation 
process at a European level by offering a proposal in a specific area (www.ab.gov.tr).

3 The documents prepared by the European Commission that contain concrete proposals for Union 
action on a particular issue. In some cases, they are a continuation of the Green Papers aiming to 
initiate a discussion and consultation process at the European level and turn the conclusions reached 
in the report into proposals (www.ab.gov.tr).

4 the Establishment of Radio and Television Enterprises: The purpose of this Law is to regulate and 
supervise radio and television broadcasting services and on-demand media services; to ensure the 
freedom of expression and information; to determine the procedures and principles in relation to 
the administrative, financial and technical structures and obligations of media service providers 
and the establishment, organization, duties, competences and responsibilities of the Radio and 
Television Supreme Council (www.rtuk.gov.tr).

5 Radio and Television Supreme Council: to organize and supervise the activities of radio and televi-
sion in the Republic of Turkey, officials, members of Parliament within the scope of Article 133 
of the Constitution, elected by the General Assembly is autonomous and impartial public entity.
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with a university that provides public relations education in Turkey. The conditions of undergraduate 
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cussed. Anadolu University in Turkey, St. Sofia in Bulgaria, Kliment Ohridski University, Birmingham 
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and Iulm Milan University in Italy are the subjects of Public Relations training. Finally, the universi-
ties were compared and evaluated with an interpretive perspective of their similarities and differences.

INTRODUCTION

The fact that public relations is accepted as a discipline in itself has actually found meaning with the 
training in universities. Especially when we think that the trainings at universities are equipped and more 
systematic, public relations trainings have caused meaning in universities. When we consider public 
relations as a bachelor’s degree, master and doctorate, it is more appropriate to evaluate and examine 
public relations on an international scale. In particular, when we look at the past training in the public 
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relations education in the member states of The European Union, it has become a special discipline that 
includes different branches and different studies. The reason for this is that the employment of people 
with wider qualifications is considered by the employer in terms of employment.

Referring to The European Union member countries, public relations conception in Turkey we look 
at the more generic training modules, but I can say that much of a difference. This is due to the fact that 
countries in Europe offer almost similar courses to students as part of common courses. However, excess 
of applications in education not only to other departments for public relations in Turkey can say it. In 
European Union member countries, practice and especially internship is very important. In Turkey, the 
organization providing education qualifications in accordance with the qualifications required by the 
private sector, said it was less than the universities in member countries of The European Union.

In order to test the accuracy of these beliefs, it is important to compare the public relations curricula 
in the relevant countries, how public relations departments are named in universities and how the number 
of the elective courses are formed.

PUBLIC RELATIONS

Public relations is the function of adopting the policies pursued by the institutions to large masses, con-
tinuously and fully announcing the works, creating a positive atmosphere against the institution, know-
ing what the people think about the institution and what they expect from the institution and providing 
cooperation with the public. Elimination of the requests and needs of people depends on the mutual 
communication of persons, enterprises, institutions and organizations. In this context, public relations 
has an important place in establishing and managing the relations between individuals and organizations.

Definition of Public Relations

Although Ivy Lee and Edward Bernays began to focus on the historical development of public relations, 
they put the concept of public relations into a systematic approach and started to use public relations. 
in fact, the beginning of the concept of public relations is based on a historical past that is not entirely 
clear. There are public relations since people have efforts to gain the trust of other people, socially or 
commercially. Although these efforts differ from the public relations concept used today, it would not 
be wrong to say that the foundations of the concept of public relations have been laid with the begin-
ning of human history. The communication methods used to provide authority on the people in ancient 
civilizations are still seen in the context of public relations. Studies conducted with the techniques used 
in that period cannot be called public relations but are similar to the current studies in terms of their 
aims and effects (Akagün, Yozkat, 2018, p.8).

The concept of Public Relations has many definitions in the literature and it is very difficult to limit 
it with a single sentence. The understanding of academics, public relations practitioners, employers is 
different and therefore more than one but each of them has the right definitions. Some of these definitions 
include: “public relations is a management function based on collaboration, research and communication 
with target audiences to create mutually beneficial relationships.” Public relations is a strategic com-
munication process that establishes mutually beneficial relations between the organization and target 
audiences. ”Public relations is a strategic engagement process to achieve mutual understanding between 
organizations and target audiences and to achieve their goals“ (Okay, 2015, p.13). Apart from these three 
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examples, there are many different definitions. So many definitions have given birth to the need to put 
the definitions into a certain system.

Historical Development of Public Relations

1961 constitution has contributed greatly to the development of public relations in Turkey. The legal 
arrangements necessary for the society to have a say in management, workers and employers to seek 
rights through unionization and to reach their demands for management have started with this Constitu-
tion and contributed significantly to the development of public relations within public institutions and 
other institutions (Erdoğan, 2006, p.113). In 1962, the Central Government Organization research project 
(MEHTAP) is also of great importance today in order to examine and advise the activities of public 
institutions (Tortop, 2009, p.21). In May 1971, the government decided to form a ten-member advisory 
board to determine the general views and follow-up of 11 states. After completing his studies in Turkey 
and Middle East Public Administration Institute (TODAIE) in a short time, the board also conducted 
public relations research (Tortop, 2009, p.22). Public relations units working under different names in 
ministries have been transformed into “press and public relations consultancy” (Tortop, 2009, p.23). It 
was decided to transform the General Directorate of press and information into the General Directorate 
of State Information in order to provide central coordination in public relations services with the Public 
Administration research project (Kaya) which was completed and published in 1991. The institution is 
still continuing its activities as the General Directorate of press and information (Fidan, 2011, p.71).

Public relations departments in the private sector have started to show themselves since 1969. Koç 
Holding’s public relations activities were first started, followed by Eczacıbaşı and Sabancı holdings, 
mobile, BP, Shell, petrol companies (Asna, 1998, p.191). Public Relations Association was founded in 
1972. The first president of the Association Alaeddin Asna. In 1978, Betül Mardin took over the presi-
dency (Peltekoglu, 2007, p.130). A&b agency is the first public relations agency in Turkey. It was found 
by Alaeddin Asna (Asna, 1998, p.128). In 1990, the first private television channel Star 1 was established 
in Turkey. In 1993, the first internet was used in Turkey. In 1997, many organizations offered services 
over the internet. (Kalender, 2015, p.23).

Historical Development of Public Relations in The European Union

19. For centuries, Public Relations was the first person to use public relations in 1937 when Carl Hund-
hausen wrote an article on public relations in Europe and more specifically in Germany in 1937 (Flieger 
and Ronneberger, 1993, p.26). The case of Public Relations was actually discussed a long time ago, 
but it was discussed more in terms of social criticism within The European tradition. The main issue of 
scientific analysis was the relationship between the press and public relations, especially the impact of 
Public Relations or the Press bureaus on the media and newspaper reports. German literature often men-
tions Wuttke (1866), Kellen (1908) and Max Weber (1910), and proves that public relations is a subject 
of scientific debate at an early stage. The critical debate on public relations in Europe continued between 
the wars and reached its peak at the seventh German sociological Conference, which was held in Berlin 
in 1930, which was also interested in the press and public opinion (Kunczik, 1993, p.232). After the 
Second World War, Hundhausen and Oeckel (1950-1974) continued to encourage the public relations 
concept as we know it today, and developed the concept further both theoretically and practically. For this 
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reason, they are regarded as the fathers of the German people’s Republic. First, Germany’s “Die Zeit” 
for Public Relations announced a competition in February 1951. (Flieger and Ronneberger, 1993, p.38).

Function of Public Relations

Public relations is the function of adopting the policies pursued by the institutions to large masses, con-
tinuously and fully announcing the works, creating a positive atmosphere against the institution, know-
ing what the people think about the institution and what they expect from the institution and providing 
cooperation with the public. Elimination of the requests and needs of people depends on the mutual 
communication of persons, enterprises, institutions and organizations. In this context, public relations 
has an important place in establishing and managing the relations between individuals and organizations. 
We can list the social benefits of public relations as follows:

• Ensures the common harmony between institutions and groups.
• Helps the community to reach decisions by contributing to a common understanding between 

groups and institutions.
• Ensures the compatibility of private and public institutions.
• Ensures that people are informed about the issues that affect their lives.
• He mobilizes social awareness (Erdoğan, 2006, pp.235-236).

Public relations is an umbrella term that includes a large area and function. These; communication, 
social relations, industrial relations, customer relations, international relations, investor relations, agenda 
management, media relations, relations with members, press agency, promotions, publicity, communi-
cation with different publics, visitor relations and copywriting are functions based on establishing and 
managing relations (Marconi, 2004, p.22).

Tools Used in Public Relations Practices

By using public relations tools and techniques proven in public relations activities, it is aimed to encour-
age positive attitudes and behaviors by organizing relations with target audience. In order to convey the 
message to be conveyed to the target audience, public relations tools should be used together with the 
mass media. Public relations experts use a variety of tools and techniques to build a relationship with 
the target audience and maintain it at a high level. The most commonly used are:

Media Relations: Media strategies focus on messages transmitted through media channels to manage 
how organizations are promoted by the media. Media tools may include media disclosures and 
information notes, journalists report positive messages about the organization, and use of social 
media to attract journalists.

Press Releases: Similarly, information transmitted as part of press broadcasts, regular TV or radio 
programs, newspapers, magazines, and other mainstream media make a much greater impact than 
advertisements.

Events: Public relations experts benefit from every public activity and public speaking opportunity to 
participate in public events, attract public attention and keep in contact with a particular organiza-
tion or individual.
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Bulletins: Newsletters are a common way to establish and maintain a strong relationship with the public, 
as well as to send information directly to the organization or to provide information about products 
and services.

Brochures and Catalogs: Although, in some cases, one of the tools and techniques of the past century, 
public relations practitioners still use brochures or catalogs to manage the audience’s views on the 
organization.

Corporate identity: Corporate identity marks can be used to create an identity that the public recognizes 
immediately. These materials include logos, stationery, brochures, signs, business forms, business 
cards, buildings, uniforms, company cars and trucks.

Sponsorships or Partnerships: Supporting a nonprofit objective helps you to build goodwill and loyalty 
towards the organization.

Personnel Relations: We can say that employees are also ambassadors of every institution. Many en-
terprises develop the corporate culture and team relations by conducting the right relations with 
employees and sharing information.

Community Relations: Establishing good relations with the target groups of institutions helps to cre-
ate loyalty.

Internet: Indeed, the Internet has now become the most important public relations tool. Websites, 
blogs and social networks offer powerful ways to reach more people than other important public 
relations tools.

Blogs: In this method, which has been rapidly increasing in recent years, public relations experts use 
the digital formats of press releases and newsletters to reach online audiences. In addition to es-
tablishing a two-way communication, it enables them to establish and maintain a relationship with 
the target audience.

Social Media: As with the use of the same blog, the use of social media has become one of the tools 
used by public relations practitioners in recent times.

EDUCATION

This section provides information about the education of Turkey and the Member States of The Euro-
pean Union.

Education in Turkey

Education in Turkey is one of the main duties of the state, such as Justice, security and health, and is 
carried out under the supervision and supervision of the state. Education system, Constitution of the 
Republic of Turkey, relevant laws, regulations and other legal texts, government programs, development 
plans, national education councils and national programs are established in line with (Çelik, 2010, p.2).

In general, Turkey has a system that can change within the structure of education and sometimes 
cause confusion. Especially when we look at high school entrance examinations and university entrance 
examinations, there was frequent confusion and student grievances. However, Turkey aims to be compat-
ible with The European Union as educational standards.
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Education in The European Union

Europe has educational objectives as a unity and structure. In order to achieve these objectives, a devel-
opment plan has been prepared by preparing the legal infrastructure and this plan is called “Educational 
Policies”.

Education as a process is taken into consideration; culture in terms of society is the process of trans-
ferring. This process takes place in and out of the school through educational means. In this respect, it 
can be said that the most important aim of the union consisting of very different structures is to create 
“European culture” in these policies. In order to achieve this goal, ways such as increasing individual 
ability, improving human development are first tools. With this, people are being given a “European 
citizen” or “European culture” consciousness (Demirbaş, 2010, p.10).

On the one hand, The European Union maintains the autonomy of member states in the scope and 
structure of education and training systems, while on the other hand, it forms cooperation mechanisms 
between member states. In this context, the EU forms a framework for the establishment of multinational 
partnerships, the creation of exchange programs that allow for education abroad, the development of 
innovative educational and teaching approaches, the establishment of networks of academic and profes-
sional expertise, the use of new technologies in education and the mutual recognition of qualifications. It 
also supports the creation of a dialogue and negotiation platform where ideas are exchanged, experiences 
are shared, comparisons are made between different applications, successful practices are highlighted 
and finally, common policies and common objectives are identified (Aykın, Oğuz, 2003, p.366-367).

METHODOLOGY OF RESEARCH

In this part of the study; the aim and importance of the research, the questions of the research, the deter-
mination of the limitations of the research, the method and the detailed evaluations about the findings 
are included.

Purpose and Importance of Research

The aim of the research, public relations, Turkey and taught at the undergraduate and graduate levels in 
European Union member countries by comparing the features mentioned in the literature in the frame-
work of the curriculum is to demonstrate the similarities and differences between them.

Research Questions

The basic questions that form the starting point of the research can be formulated as follows:

• Which courses are taught about the public relations department in the relevant European Union 
member universities?

• What are the similarities and differences of these courses?
• How much of the courses should theoretically apply?
• What changes do public relations education make on the basis of countries?
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The Universe and Sample of Research

The universe of the research was determined as public relations education in Turkey and EU member 
states. The universities discussed as examples are as follows:

• Eskişehir Anadolu University, Turkey
• University of Sofia St. Kliment Ohridski, Bulgaria
• University of Birmingham, England
• Ludwig Maximilian University, Germany
• University of Sevilla, Spain
• IULM University of Milan, Italy

Limitations of the Research

It does not cover all of the member states of The European Union. Only certain universities have been 
selected as sampling. Because:

• Most universities only share their course curricula with their enrolled students.
• Although the communication department is located in many European Union member universi-

ties, public relations department has less

Method of Research

Content analysis method was used. While examining the course content of the universities, a foreign 
language study was conducted. It is translated into Turkish as close as possible.

The most important purpose of the content analysis method is that the comparison of course contents 
is handled in a more systematic way.

FINDINGS

In this section, the public relations course curricula of the countries are discussed.

Public Relations Undergraduate and Graduate Studies 
at Eskişehir Anadolu University in Turkey

The foundation of Anadolu University is the Eskişehir Academy of Economics and Commercial Sci-
ences, founded in 1958. The institution, which was converted into Anadolu University in 1982, is located 
in the center of Eskişehir and has 3 faculties, one of them is State Conservatory and 3 of them are open 
and remote and 30 Research Centers.
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“Public Relations and Advertising” Undergraduate Education 
Acceptance Condition and Educational Objectives

Acceptance Condition: In the exam which is the Higher Education Institutions Examination (YKS), 
it is necessary to take the exam from the TS score type and get enough points. As a result of the points 
obtained in the university system and ÖSYM system should be preferred.

Objectives: Public relations and advertising is a communication discipline. This discipline has 
an interdisciplinary structure that is closely linked to various disciplines such as social psychology, 
economics, politics, and neuroscience. Perceptions about products, institutions, services, brands are 
created, managed and measured within the structure. In advertising, when using conventional or digital 
communication tools, it is tried to create a perception change in public relations by using tools such as 
activities, face to face communication and announcement.

In the department, there are practical courses supported by the theoretical and sectoral professionals 
on how the processes involved in the research, planning, implementation and evaluation stages required 
to find the data-based insight obtained from the consumer in the advertising area, transform it into ad 
content, plan the targeted audience and measure the results.

Public relations courses are carried out in theoretical and practical ways by taking the support of 
sector professionals in the fields of image communication, crisis communication, global communication 
and corporate social responsibility.

Admission Requirements and Educational Objectives of 
”Public Relations and Advertising” Graduate Education

Master’s Degree

Acceptance Condition: Students who have successfully completed the undergraduate education and 
who have the right to be accepted in Ales and Yds or similar equivalent examination system can start 
the master program with thesis. There are a number of places in the program. The number of places in 
the fall semester of 2018-2019 was determined as 5 students.

Table 1. Some Universities providing public relations education In Turkey

University Department

Anadolu University 
Eskişehir - Turkey Public Relations and Advertising Bachelor / Master / Doctorate

Uşak University 
Uşak - Turkey Public Relations and Advertising Bachelor / Master

Ankara University 
Ankara - Turkey

Public Relations and Publicity 
Bachelor / Master / Doctorate

Marmara University 
İstanbul - Turkey

Public Relations and Publicity 
Bachelor / Master / Doctorate

Ege University 
İzmir - Turkey

Public Relations and Publicity 
Bachelor / Master / Doctorate
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Table 2. Undergraduate course curriculum

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

Research Methods in Social Sciences (Sos.Bil .Ar.Yön .) (ENG) 4.5 Basic Information Technology 5.0

Introduction to Communication 3.5 Basic Photography (ENG) 5.0

Business Management (ENG) 6.0 Communication Theories 4.5

Psychology (ENG) 3.5 Introduction to Marketing Management 6.5

Visual Communication 5.0 Verbal lecture 2.0

Sociology 3.5 Turkish Language II 2.0

Written Expression 2.0 Elective Courses (1) 2.0

Turkish Language I 2.0 Vocational Elective Courses (1) 3.0

2 YEARS

3rd Semester 4th Semester

Lessons Credits Lessons Credits

Economics (ENG) 2.5 Introduction to Press and Publications 2.5

Sociale Psychology (ENG) 3.0 Introduction to Philosophy 2.5

Introduction to Advertising(Introduction) 6.5 Introduction to Philosophy (Introduction to 
Philosophy) 2.5

Introduction to Public Relations 6.5 Theory and Applications in Public Relations 6.0

Communication Research 6.5 Consumer Behavior (ENG) 6.0

Atatürk’s Principles and History of Turkish Revolution I 2.0 history of art 3.5

Compulsory Foreign Language Courses (1) 3.0 Cinema and TV Information 4.5

Atatürk’s Principles and History of Turkish 
Revolution II 2.0

Compulsory Foreign Language Courses (1) 3.0

3 YEARS

5th Semester 6th Semester

Lessons Credits Lessons Credits

Convincing Communication (ENG) 4.0 Creativity in Advertising II 6.0

Creativity in Advertising I 6.0 Copywriting I 6.0

Media Planning (ENG) 3.5 Advertising Campaign Analysis 4.5

Political Science (Political Science) 3.0 Vocational Elective Courses (3) 13.5

Vocational Elective Courses (3) 13.5

4 YEARS

7th Semester 8th Term

Lessons Credits Lessons Credits

Advertising Campaign Design 8.0 Public Relations Campaign Design 8.0

Public Relations Campaign Analysis 4.5 Vocational Elective Courses (5) 22.0

Vocational Elective Courses (4) 17.5 Required Courses (1) 8.0

Required Courses (2) 12.5
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Table 3. Undergraduate course curriculum

Vocational Elective Courses

Lessons Credits Lessons Credits

Advertising Photography (TR) 6.0 Social Campaigns (TR) 4.5

Introduction to Computer Aided Graphic 
Design (TR) 6.5 Presentation Techniques in Campaigns (TR) 4.5

Social Media Applications (TR) 4.5 Digital Public Relations (TR) 4.5

Marketing Communication (TR) 4.5 Corporate Culture Management (TR) 4.5

Animated Graphic Design (TR) 5.0 Seminar I (TR) 5.0

Strategic Management (TR) 3.0 Media and Politics (Media and Politics) (ENG) 4.5

Qualitative Methods in Communication 
Research (TR) 4.5 Semantics and Visual Analysis (TR) 4.5

Spanish I (ISP) 4.0 Spanish II (ISP) 4.0

Ad Date (TR) 4.5 Communication Management (ENG) 4.5

Advertising Analysis (TR) 4.5 Brand Communication Management (TR) 4.5

TV Advertising (TR) 5.0 Communication Research Practices (TR) 4.5

Public Relations Writing (TR) 6.0 Academic English V (ENG) 3.0

Advertising Design II (TR) 4.5 Web Design in Advertising (TR) 6.0

Corporate Communication Management (TR) 4.5 Copywriting II (TR) 6.0

Seminar (Applications of Media Planning) 
(ENG) 5.0 Consumption and Beauty Representation (TR) 4.5

Advertising in the Digital Age (TR) 5.0 Community Service Practices (TR) 3.0

Digital Media Applications (TR) 5.0 Creative Studies at Computer II (TR) 6.0

Advertising and Subconscious Studies (TR) 4.5 Academic English VI (ENG) 3.0

Seminar II (TR) 5.0 Social and Political Communication Campaigns 
(TR) 4.0

Strategic Planning (ENG) 4.0 Marketing Communication in Sport (TR) 4.5

International Advertising and Public Relations 
(TR) 4.5 Advertising Project (ENG) 6.0

International Projects (ENG) 6.0 Seminar IV (ENG) 5.0

Table 4. Elective Courses

Elective Courses

Lessons Credits Lessons Credits

Bridge (TR) 3.0 Hall Dances (TR) 2.0

Graphics (TR) 3.5 Theater (TR) 2.5

Cultural Activities (TR) 2.0 Turkish Sign Language (TR) 3.0
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Objectives: The master’s program with thesis is a prerequisite for starting PhD education. In addi-
tion, it contributes to the training of qualified personnel in the private sector. At the end of the master’s 
program with thesis, you can apply for lecturers’ positions.

Doctorate

Acceptance Condition: Students who have successfully completed the higher education education and 
who have the right to be accepted in the exam system such as Ales and Yds or similar, can start the 
master’s program with thesis. There is a bachelor’s degree and application to the doctorate, but the quota 

Table 5. Compulsory foreign language courses

YÖK Compulsory Foreign Language Courses

Lessons Credits Lessons Credits

Academic English IV (ENG) 3.0 Academic English III (ENG) 3.0

Table 6. Master’s course curriculum

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

Advertising and Society 6.0 Statistical Analysis and Evaluation 6.0

Content Management and Planning in Marketing 
Communication 6.0 New Approaches in Public Relations 6.0

Mobile Advertising 6.0 Advertising Psychology 6.0

Science Ethics and Research Techniques 6.0 Seminar 6.0

Elective Course (1) 6.0 Elective Course (1) 6.0

2 . YEAR

3rd and 4th Semester

Lessons Credits

Thesis 30.0

Table 7. Elective courses

Elective Courses

Lessons Credits Lessons Credits

Global Marketing Communication (TR) 6.0 Crisis Communication (TR) 6.0

Brand Management (TR) 6.0 Measurement and Evaluation in Public Relations 
(TR) 6.0

Social Media and Corporate Communications 
(TR) 6.0 Theoretical Approaches in Public Relations (TR) 6.0
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is lower than the master’s degree. There are a number of places in the program. The number of places 
in the fall semester of 2018-2019 was determined as 3 students.

Objectives: Students who have completed their doctorate education can apply to the faculty. Apart 
from this, in the private sector, qualified labor force is trained as well.

Public Relations Undergraduate and Graduate Studies at 
Sofia University St. Kliment Ohridski in Bulgaria

Sofia Kliment Ohridski University was founded in 1888. This is one of the oldest universities in The 
European Union. Sofia Kliment Ohridski University has bachelor, master and doctorate programs. Sofia 

Table 8. Specialized field course

Elective Courses

Lessons Credits Lessons Credits

Area of   Specialization (TR) 4.5 Area of   Specialization (TR) 4.5

Table 9. Doctorate course curriculum

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

Advertising Theories 7.5 Understanding the Digital Age Individual 7.5

Research Project I 7.5 Postmodernism and Consumption Discussions 7.5

Philosophy of Social Science 7.5 Seminar 7.5

Elective Course (1) 7.5 Elective Course (1) 7.5

2 YEARS

3rd Semester 4th Semester

Lessons Credits Lessons Credits

Qualifying examination 0.0 Thesis 30.0

Thesis (Thesis Proposal) 30.0

Table 10. Elective courses

Lessons Credits Lessons Credits

Reputation Management (TR) 7.5 Cognitive and Affective Advertising 
Approaches (TR) 7.5

Global Public Relations Strategies (TR) 7.5 Digital Communication Strategies (TR) 7.5

Advanced Analysis and Reporting I (TR) 7.5 Integrated Marketing Communication and 
Digital Technologies (TR) 7.5

New Trends in Marketing Communication (TR) 7.5 Advanced Analysis and Reporting II (TR) 7.5
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In order to register for the departments of Kliment Ohridski, high school education is sufficient, but 
the test system of the university exam system (written, oral, and applied) is carried out by the candidate 
students. The student candidate must pass the language proficiency stage successfully as well as pass the 
examination system successfully. If the university student does not speak Bulgarian, scholarship students 
or those who are Bulgarian citizens who cannot succeed in the Bulgarian exam or those who wish to 
improve their language skills attend the preparatory course in Bulgarian and English.

“Public Relations” Undergraduate Education Acceptance 
Condition and Educational Objectives

Acceptance Condition: Bulgarian student admissions (scholarship status is exceptional) Kliment Ohridski 
A competitive (equal) written examination is conducted at the undergraduate level of Public Relations, 
followed by an oral examination of both the Department of Public Relations and Journalism (since it is 
opened within the Faculty of Journalism and Mass Communication). The classification of the candidate 
students is based on the grades obtained from the entrance exams and the graduation certificate (high 
school diploma) and the ranking is determined.

Objectives:

• Educational: The program provides students with a broad profile in mass communication, basic 
education, public relations, advertising and media, vocational education specialized in integrated 
marketing communication and vocational education of the student.

• Professionalism: Public relations: it is carried out professionally in institutions and organizations, 
advertising agencies and media organizations. In public relations departments and agencies, they 

Table 11. Specialized field course

Lessons Credits Lessons Credits

Area of   Specialization (TR) 7.5 Area of   Specialization (TR) 7.5

Table 12. Some Universities providing public relations education In Bulgaria

University Department

Sofia University St. Kliment Ohridski 
Sofia - Bulgaria Public Relations - Bachelor / Master

New Bulgarian University 
Sofia - Bulgaria Public Relations - Bachelor

Burgas Free University 
Burgas - Bulgaria

Public Relations - Bachelor 
Journalism and Public Relations - Master

South-West University “Neofit Rilski” 
Blagoevgrad - Bulgaria

Public Relations - Bachelor 
Public Relations in Business Administration - Master 
Public Relations - Doctorate

University of Veliko Turnovo St Cyril and St. Methodius 
Turnovo - Bulgaria

Public Relations - Bachelor 
Public Relations and Strategic Communication - Master
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serve as experts, consultants, members of the press, and communication managers as advertisers 
to work in the media.

Master’s Degree

Acceptance Condition: In order to receive master’s degree, it is necessary to have a minimum Bachelor’s 
degree. The duration of education is 3 semesters. Buying takes place in two ways. The first is for Bulgar-
ian citizens. The second alternative is for those who are not Bulgarian citizens and those who want paid 
education, the monthly fee is 750 Leva. There are 60 students quota in public relations master’s degree 
education. Minimum 15 students are required for paid graduate education.

Objectives: While presenting the information of the units specializing in public relations and adver-
tising, it also provides an opportunity to further develop the scientific and theoretical knowledge and 
professional skills of the experts. In this way, public relations professionals acquire new knowledge and 
skills about social, socio - psychological and other factors that are required to maintain understanding 
and trust in a particular college-institute, firm, government service, educational institution or elsewhere. 
Thus, the program actively supports public relations professionals to carry out more professional and 
scientific activities in the field of public communication.

Doctorate

In order to get a doctorate degree in Sofia Kliment Ohridski University, it is necessary to undertake a 
graduate education. The choice of course time in doctorate education is more flexible than other pro-
grams, and students are able to determine their time and hours.

On the other hand, when a doctorate education is taken in the university, it is also subject to the 
Doctorate School program. The main focus of this school is on the department (e.g. Journalism, Mass 
Communication).

Foreign language requirement in addition to the English language, the candidate student has to fulfill 
the requirement of success.

Doctorate course curriculum has not been uploaded to official websites.

Public Relations Undergraduate and Graduate Studies 
at Birmingham City University in England

It is a university founded in Birmingham in 1971. In 2007, he changed his name to the current Birmingham 
City University. Today, there are over 18,000 university students and over 11,000 postgraduate students.

The University’s website says: “focusing on our superior courses, state-of-the-art facilities, first-rate 
staff and practical skills and professional relevance produces the most employed graduates of the country.”

“Public Relations and Media” Undergraduate Education 
Acceptance Condition and Educational Objectives

Acceptance Condition: For international students it is necessary to have at least 6.0 to 6.5 overall scores 
in all groups of IELTS. Diploma of International Baccalaureate (or equivalent, including international 
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Table 13. Undergraduate course curriculum In Sofia University St. Kliment Ohridski

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

Public Relations Theory and 
History - I 3 Public Relations Theory and History-II 5

Fundamentals of 
Advertising - I 3 Fundamentals of Advertising-II 6

Sociology 3 World History 5

Social Psychology 7 Fundamentals of Economics Theory 7

History of Bulgarian 
Journalism 3 Text Editing Theory and Application 7

Media Act 3

information technologies 4

Bulgarian Language and 
Styles 4

2 YEARS

3th Semester 4th Semester

Lessons Credits Lessons Credits

Mass Communication 
Theory 3 Mass Communication Theory 3

Ethno- Psychology 4 Balkans: Comparative Ethno- Psychology 3

Political Science 4 Ethno -Psychology-II 5

Mass Communication 
Research Methods 5 Computer Mediated Communication 3

Media and Public Relations 
(Press) 2 Mass Communication Research Methods 3

Media and Public Relations 
(Radio) 2 Communication Skills-I (General) 5

Media and Public Relations 
(TV) 2 Communication Skills-II (Public Relations Writing) 5

Media and Public Relations 
(Cinema) 2 Social Conflicts (Elective Course) 3

Media and Public Relations 
(Photography) 2 Public Relations and Criminology 

(Optional lesson) 3

Social Conflicts (Elective 
Course) 4 Globalization and Regionalization of theWorld Economy 

(Elective Course) 3

Public Relations and 
Criminology (Elective 
Course)

4

Globalization and 
Regionalization of the 
World Economy (Elective 
Course)

4

3 YEARS

5th Semester 6th Semester

Lessons Credits Lessons Credits

Marketing 4 Brand Management 4

Psychology of 
Communication 4 Public Relations in Crisis 

Time 3

Media and Communication 
Research 4 Communication Skills - 4 

(TV) 4

continued on following page
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accredited preparatory courses). It is necessary to gain proficiency in the English Group A - Class 4 or 
above or in the English B and Ab Initio - Class 5 group.

Objectives: In addition to gaining specific skills in the undergraduate program, you can obtain wider 
areas through the graduate program, which will help you develop your employment options by helping 
with career development, employment activities, volunteering and part-time work experience.

Master’s Degree

Acceptance Condition: Applicants must have at least a bachelor’s degree diploma. They should have 
good speaking and written English and IELTS must have a score of 6.5.

Candidates must have strong academic skills (research, writing, presentation), an interest in ideas 
and practices, as well as some basic competencies in IT skills (word processing, internet activities, etc.).

First of all, applicants should have the desire to develop a questioning mind, the ability to conduct 
research, share and communicate, and as an independent and self-motivation thinker.

Objectives: The Master in Public Relations combines theory and practice, offers real intellectual 
challenges with a sharp focus on real-world events, and is firmly rooted in comprehensive industry links. 

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

Persuasive Communication 5 International 
communication 3

Communication Skills - 3 
(Radio) 5 Cultural Theory 3

Advertising Campaign 5 Graphic design 4

Book Publishing in Public 
Relations (Elective Course) 3 Image Setup 3

Financial Management 
(Elective Course) 3 Intercultural 

communication 3

Cultural Tourism in Public 
Relations (Elective Course) 3

International Organizations 
Public Relations (Elective 
Course)

3

Psycholinguistics (Elective 
Course) 3

Financial Management 
(Elective Course) 3

4 YEARS

7th Semester 8th Term

Lessons Credits Lessons Credits

Media Management 6 New Media 5

Corporate communications 6 Public Relations Strategies 
and Tactics 5

Integrated Marketing Communication 6 Business Communication 4

Public Opinion Theory and Study 7 entrepreneurship 5

Public Relations Agency Management 5 Advertising in Media 
(Seminar) 11

Public Security in Public Relations 5

Social Prognosis 5

Table 13. Continued
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Table 14. Master course curriculum In Sofia University St. Kliment Ohridski

1 YEAR

1st semester 2nd semester

Lessons Lessons

Mass Communication Theory Methods of Exploring Mass Communication

Public Relations Theory and History New Media

Persuasive Communication Marketing

Sociology Arrangement

Social Psychology Psychology

Advertising Theory Creative Communication

2 YEARS

3rd Semester

Lessons

Integrated Marketing Communication

Public Relations Strategies and Tactics

Public Relations During Crisis

Semiotics and Advertising

Graphic Design

Image Management

Table 15. Elective courses In Sofia University St. Kliment Ohridski

1st and 2nd YEAR

2nd Semester Elective Courses 3rd Semester Elective Courses

Advertisement History Communicative Skills (Newspaper)

Minorities and Public Relations Communicative Skills (Radio)

Advertising Management in Integrated Marketing Communication Communicative Skills (TV)

* First Semester Elective Course Not Offered.

Table 16. Some Universities providing public relations education ın England

University Department

Birmingham City University 
Birmingham - England

Public Relations and Media - Bachelor 
Public Relations - Master

University of Westminster 
London - İngiltere

Public Relations and Advertising - Bachelor 
Public Relations - Master

Manchester Metropolitan University 
Manchester - England

Public Relations and Marketing - Bachelor 
Public Relations - Master

University of Greenwich 
London - England

Public Relations and Communication - Bachelor 
Public Relations and Corporate Communication - Master

University of West London 
London - England Advertising and Public Relations - Bachelor
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It looks at techniques of awareness-raising, listening to stakeholders and influencing ethical policies. 
The strategic plans of the prospective students are being developed and the aim is to create expertise in 
using various social media platforms and tools.

There is no doctorate program on public relations in the doctorate program of the University. Sub-
categories (Media and Cultural Studies, Digital Media Technology) are doctorate programs.

Public Relations Undergraduate and Graduate Studies 
at Ludwig Maximilian University in Germany

Ludwig Maximilian University, founded in 1472, is one of the top five largest universities in Germany. 
Based on a long history, Ludwig Maximilian University is shown at the beginning of the major universi-
ties of the Bavarian state.

Ludwig Maximilian University has 18 faculties and a total of 51.000 students. The university has been 
awarded 34 Nobel prizes for teaching in 150 academic programs in Bachelor’s and master’s degrees.

Ludwig Maximilian University offers undergraduate education under the name of ”Communication 
Studies“.

Table 17. Undergraduate course curriculum ın Birmingham City University

1 YEAR

Lessons Credits

Understanding Public Relations 20

Events and Exhibitions 20

Media and Impressive Interaction 20

Global and Social Impact 20

Media and Communication Research 40

2 YEARS

Lessons Credits

Concepts and Context of Public Relations 20

PR Planning and Delivery 20

Attractive Content Creation 20

Optional lesson:
(Journalism, Photography, Event Management, Media Production, Music Industry courses) 20

Common Practice 
(Joint application work with faculty undergraduate students) 20

Live Production - Public Relations Agency 40

3 YEARS

Lessons Credits

Live Production - Public Relations Agency 20

Promotion Culture 20

Professional and Academic Development 20

Great Project 60
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Table 18. Master’s course curriculum ın Birmingham City University

1 YEAR

Lessons Credits

Public Relations Theory and Context 20

Communication Planning and Action 20

Research in Practice 20

Major Project (with Thesis) (Thesis Writing Process) 60

Table 18b. It is mandatory to choose one of the following two courses.

Lessons Credits

Entrepreneurship in Practice 20

Work Placement 20

Table 19. Elective courses In Birmingham City University (Only two courses are selected from the fol-
lowing courses)

Lessons Credits

Narrative: From Media to Interactive Media 20

Social Media as Culture and Practice 20

Live Events and Festival Management 20

Media Law and Regulation 20

Transmedian Terror 20

Film Festivals, Marketing and Public Relations 20

Strategic Communication for Social Change 20

Table 20. Some universities providing public relations education ın Germany

University Department

Ludwig Maximilian University 
Munich - Germany International Public Relations - Master

Otto Friedrich University 
Bamberg - Germany

Communication Studies - Bachelor 
(Public Relations only available in curriculum)

Catholic University 
Eichstätt - Germany

Journalism - Bachelor / Master 
(Public relations courses are available in both undergraduate and graduate 
curricula)

Duisburg University 
Duisburg - Germany

Communication Sciences – Master 
(Public Relations only available in curriculum)

Trier University 
Trier - Germany

Communication Studies - Bahcelor 
(Public Relations only available in curriculum)
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Master’s Degree

Acceptance Condition: In order to apply to the program, there must be a diploma in the degree of 
Bachelor’s degree.

The university holds candidate students for the talent exam. Quotas are determined as periods.
The training is in English and German. However, students who wish to study abroad will not be able 

to speak English only. Major lessons are in German.
Objectives: It prepares students to work in the professional field of public relations characterized 

by complex areas of interest, high internal and external success expectations as well as assumptions 
of accepted impact. The course content includes the use of research strategies in the social sciences 
in a targeted way to the questions regarding daily life, as well as the impact models undertaken in the 

Table 21. Master’s course curriculum ın Ludwig Maximilian University

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

International Strategic Communication 
- International Public Relations Practice 
(Seminar) - International and Intercultural 
Communication (Theoretical)

9 
(6) 
(3)

International Public Relations 
Strategic and Target Group Focused 
Communication (Advanced Seminar) 
Strategic and Target Group Focused 
Communication (Seminar)

9 
(6) 
 

(3)

Public Relations 
- Business Planning and Project Management 
(Seminar) 
- Mediation and Journalism Practices in 
International Comparison (Seminar)

6 
(3) 
(3)

Impact Research and International Comparative 
Public Relations Research 
- Theories, Models, Methods and Issues of 
Influence and Success Control of Public Relations 
(Advanced Seminar) 
- Theories, Models, Methods and Issues in 
International Comparative Public Relations 
Research (Seminar)

9 
 
 

(6) 
 
 
 

(3)

Graduate Project (Part 1) Public Relations e 
Regarding Establishment of a Special Research 
Project v e Theoretical Foundations (Graduate 
Seminar) 
- Research Design (Seminar)

12 
(8) 
 
 
 

(4)

2 YEARS

3rd semester 4th semester

Lessons Credits Lessons Credits

Master Project (Part 2) 
- Empirical Application and Data Collection 
(Seminar) 
- Method Implementation: Data Analysis 
(Seminar)

15 
(6) 
(9)

Thesis Process 
- Master Thesis 
- Research Colloquium

24 
(21) 
(3)

Internship 
- Internship in Public Relations Department or 
Public Relations Agency 
- Research Internship

15 
(9) 
 

(6)

Public Relations Theory and Application Linking 
Process 
- Special aspects and challenges of applied public 
relations in public relations theory and research 
(Seminar) 
- Special aspects and challenges of public relations 
theory and research for public relations (Seminar)

6 
 

(3) 
 
 
 

(3)

 EBSCOhost - printed on 2/8/2023 3:32 PM via . All use subject to https://www.ebsco.com/terms-of-use



530

Comparison of Public Relations Education at Undergraduate and Graduate Levels in Turkey and EU Member States
 

communication and public relations industry as well as the existing approaches. The special features of 
strategic communication in an international environment and public relations, theoretical and practical 
knowledge beyond the national and cultural contexts are discussed.

Only one of the elective courses above is chosen.
The Ludwig Maximilian University does not include any training programs within the scope of the 

doctorate program.

Public Relations Undergraduate and Graduate 
Studies at University of Seville in Spain

As of 2004, there are around 70,000 students. He started his education in the fifteenth century under 
the name of Colegio de Santa María de Jesús. His Founder, Archdeacon Maese Rodrigo Fernández de 
Santaella.

The University of Seville is an institution that provides public services for higher education through 
education, education and research, as well as the production, development and dissemination of informa-
tion to serve citizens and society.

“Publicity and Public Relations” Undergraduate Education 
Acceptance Condition and Educational Objectives

Acceptance Condition: In order to study at universities in Spain, at least B2 level must be known in 
Spanish. Subsequently, high school diploma must be provided. The institution that will give the approval 
of equivalence is the erece Spanish Ministry of Education, Sociopolitics and Sports op in Madrid. Stu-
dents who have confirmed must take the Selectividad (PAU) examination (Spain’s university entrance 
examination).

Objectives: Will be trained to develop the ability to analyze and interpret the customer’s commu-
nication needs and to provide a creative and convincing solution. All this is done by considering the 
socio-cultural, political and market reality.

In addition to professional ethics and deontology, it is aimed to enable students to know the order of 
legal information that affects both professional practice and communicators work, as well as to enable 

Table 22. Some Universities providing public relations education In Spain

University Department

University of Seville 
Seville - Spain Publicity and Public Relations - Bachelor

University of Malaga 
Malaga - Spain Publicity and Public Relations - Bachelor

University of Cadiz 
Cadiz - Spain Advertising and Public Relations - Bachelor

San Pablo CEU University 
Madrid - Spain Advertising and Public Relations - Bachelor

Pompeu Fabra University 
Barcelona - Spain Advertising and Public Relations - Bachelor
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students to make decisions through effective creativity and to have the capacity to implement consistent 
communication practices, and then to measure their results and produce appropriate results.

Only two of the 3rd year elective courses are selected.
Only four of the 4rd year elective courses are selected.
University of Sevilla offers education to students under the name of “communication and culture” 

as a master education. In the doctorate program, Cádiz, Huelva, Málaga and Sevilla universities offer a 
joint doctorate program under the name of “Communication” program.

Table 23. Undergraduate course curriculum ın University of Seville

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

Economics Applied in Advertising 6 Social Psychology of Advertising and Public 
Relations 6

Information Structure 6 Sociology and Social Structure 6

Advertising History and Public Relations 6 Advertising Theory and Structure 6

Spanish Language and Advertising: Grammar and 
Communication Skills 6 Public Relations Theory and Structure 6

Marketing 6 Communication Theories 6

2 YEARS

3rd Semester 4th Semester

Lessons Credits Lessons Credits

Creative Advertising 6 Advertising Regulation 6

Advertising Strategies 6 Advertising Research 6

Social Research Methods and Techniques 6 Copywriting 6

Audiovisual Media Technology 6 Theory and History Propaganda 6

Digital Technologies in Advertising 6 Art Regulation 6

3 YEARS

5th Semester 6th Semester

Lessons Credits Lessons Credits

Advertising Media Planning and Management 6 Digital Advertising Design 6

Programming and Techniques of Public Relations 6 Press Office 6

Advertising Photography 6 Advertising Management 6

4 YEARS

7th Semester 8th Semester

Lessons Credits Lessons Credits

Advertising in The Sector 6 Brand Management 6

Senior Project (Graduation Project) 6
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Public Relations Undergraduate and Graduate 
Studies at IULM University of Milan in Italy

The IULM University of Milan was founded in 1968 by the Fondazione Scuola Superiore in the Tradut-
tori region, inspired by Senator Carlo Bo and Professor Silvio Baridon. The purpose of the project is to 
meet the demands of the labor markets based on the analysis of current trends.

Table 24. Elective Courses In University of Seville

3 YEARS

5th Semester 6th Semester

Lessons Credits Lessons Credits

Advertising Discourse Analysis 6 Development of European and Spanish 
Economy and Their Environment 6

Advertising in Artistic Context 6 History of Communication 6

Image Theory 6 Mass Culture and Cultural Industries 6

The Theory and History of Advertising Boards 6 Advertising and Intercultural Studies 6

4 YEARS

7th Semester 8th Semester

Lessons Credits Lessons Credits

Political Communication 6 Account Management 6

Ethics and Social Responsibility in Advertising 6 Contemporary Cultural History 6

Discourse Strategies of Oral Communication in 
Advertising and Public Relations 6 Business Concept 6

Consumption Theory 6 Literary Trends in the Culture of 
Contemporary Trends 6

Design Theory and History 6 Direction of Advertising 6

Ceremonies and Protocol 6 Contact Us 6

Table 25. Some Universities providing public relations education ın Italy

University Department

IULM University of Milan 
Milan - Italy Public Relations and Business Communication - Bachelor

University of Cattolica 
Brescia - Italy

Corporate Communication - Master 
(Public Relations only available in curriculum)

IED European Design Institute 
Milan - Italy

Digital Communication Strategy - Master 
(Public Relations only available in curriculum)

University of Bari 
Bari - Italy

Communication Sciences – Master 
(Public Relations only available in curriculum)

University of Padova 
Padova - Italy

Communication - Bachelor 
(Public Relations only available in curriculum)
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“Public Relations and Business Communication” Undergraduate 
Education Acceptance Condition and Educational Objectives

Acceptance Condition: Candidates who will apply for Public Relations and Business Communication 
in Italy must have completed at least 12 years of secondary education and have high school diploma. In 
addition, “Academic Eligibility and Proficiency Certificate” should be obtained. As the majority of the 
courses will be in Italian, it is necessary to obtain a good score in the Italian exam.

Objectives: To train professionals who can face challenges and to assess opportunities that arise 
from international markets and scenarios, but also to shape women and men in awareness of themselves 
and their own values.

Table 26. Undergraduate course curriculum ın IULM University of Milan

1 YEAR

1st semester 2nd semester

Lessons Credits Lessons Credits

Sociology of Media 9 Business Economics 9

Information Systems and Digital Trends 6 Commercial Communication 9

Consumption and Corporate Culture 6 Semiotics 6

Advertising Languages 6 Professional English-I 6

Professional English-I 6

2 YEARS

3rd Semester 4th Semester

Lessons Credits Lessons Credits

Consumer Psychology have to Neuro Marketing 6 Marketing 9

Sociology of Change in the Digital Age 9 Statistics and Market Research 9

Public Communication Theory and Technique 6 Professional English-II 6

Professional English-II 6 Marketing Communication and Digital Media 6

Globalization 3

3 YEARS

5th Semester 6th Semester

Lessons Credits Lessons Credits

Public Relations Laboratory 6 Storytelling and Discussant Writing Workshop 6

Political Economy 9
Creativity Workshop 
- Creativity and Design 
- Advertising Creativity Techniques

9

Business Organization and Human Resource 
Management 6 Public and Private Law Institutions 6

Professional English-III 6 Professional English-III 6

IULM University of Milan offers graduate education to students under the name of “Marketing, Consumption and Communication”. 
There is no doctorate program at the university.
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CONCLUSION AND DISCUSSION

Public relations in Turkey and The European Union Member Countries is analyzed in the various levels 
of education it is emerging results. These results were compared and the following results were obtained 
for public relations undergraduate or graduate education among countries:

Similarities and Differences of Public Relations 
Education Between Turkey and Bulgaria

When looking at public relations education in Turkey, it is considered as an example of Anadolu Uni-
versity Public Relations undergraduate or graduate education at St. Kliment Ohridski University in 
Bulgaria. According to the public relations education at the St. Kliment Ohridski University, it is more 
comprehensive when compared. Public Relations and advertising at Anadolu University, when we look 
at the public relations department at St. Kliment Ohridski University, we can see that it is also wide in 

Table 27. Undergraduate level courses similar to the curricula of both Universities In Anadolu University 
and St. Kliment Ohridski University

Lessons Similar to Name or Content

Turkey Bulgaria

Sociology (1st Year / 1st Semester) Sociology (1st Year / 1st Semester)

Basic Information Technologies (1st Year / 1st Semester) Information Technologies (1st Year / 1st Semester)

Social Psychology (ENG) (2nd Year / 3rd Semester) Social Psychology (1st Year / 1st Semester)

Persuasive Communication (ENG) (3rd Year / 5th Semester) Persuasive Communication (3rd Year / 5th Semester)

Introduction to Marketing Management (1st Year / 2nd Semester) Marketing (3rd Year / 5th Semester)

Corporate Communication Management (TR) (Vocational Elective 
Course) Corporate Communication (4th Year / 7th Semester)

Digital Media Applications (TR) (Vocational Elective Course) New Media (4th Year / 8th Semester)

International Advertising and Public Relations (TR) (Vocational Elective 
Course) International Communication (3rd Year / 6th Semester)

Marketing Communication (TR) (Vocational Elective Course) Integrated Marketing Communication (4th Year / 7th 
Semester)

Table 28. Master’s Level Courses similar to the curricula of both Universities In Anadolu University 
and St. Kliment Ohridski University

Lessons Similar to Name or Content

Turkey Bulgaria

Content Management and Planning in Marketing Communication (1st Year / 
1st Semester) Marketing (1st Year / 2nd Semester)

Crisis Communication (TR) (Elective Course) Public Relations During the Crisis (2nd / 3nd Term)

Theoretical Approaches in Public Relations (TR) (Elective Course) Public Relations Theory and History (1st Year / 1st 
Semester)
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content. The number of elective courses, compared to the possibilities of vocational elective courses, 
shows that Anadolu University offers students a wider range of opportunities.

The compulsory courses offered at the university are: In the curriculum of the Department of Public 
Relations at St. Kliment Ohridski University, there are no courses to be considered similar. Some courses 
at Anadolu University are taught in English. St. Kliment Ohridski University, the lessons are Bulgarian.

When we evaluate the universities of the two countries at the undergraduate level, it is seen that the 
main courses have only the same or similar qualifications. Similar courses are taught in Anadolu Uni-
versity under the name of Vocational Elective Course. In Bulgaria It is understood that the density of the 
curricula at St. Kliment Ohridski University is based on public relations and economy. The reason for 
this is that it is observed that in European Union member countries, undergraduate education is mostly 
oriented towards the profession. It is understood that undergraduate education in Turkey remains more 
theoretical level. However, Anadolu University hosts functional courses in order to break this percep-
tion. The problem is that there is a problem in the post-graduate vocational education because of the 
inadequacy of the qualifications required by employers in universities.

With a master’s degree at Anadolu University, Bulgaria When compared to St. Kliment Ohridski 
University, it is seen that the acceptance conditions and the goals are differentiated. The thesis at uni-
versities in Turkey should take the necessary exam scores of Ales and to make postgraduate masters 
like Yds system of international students in Bulgaria are making purchases with direct examination. 
The similarities of the University of Anatolia. St. Kliment Ohridski University, international students 
register for a fee.

In the case that there are similar courses in graduate studies in both countries, but the thesis prepa-
ration courses are not available in St. Kliment Ohridski University, and the term semester training is 3 
semesters, the students are exposed to inadequacies in Master’s degree education.

Similarities and Differences of Public Relations 
Education Between Turkey and England

England is one of the member states of the European Union. However, this process of waiting for approval 
from the England parliament to leave the European Union membership. Turkey is one of the countries 
engaged in efforts to become a member of the European Union. However, forward-looking steps did not 
take place on both sides. Turkey is working to comply in various ways in education. Public Relations 
and Media section in this chapter of Public Relations and Advertising Department with Birmingham 
City University in England in Eskişehir Anadolu University in Turkey will be discussed.

There is a serious difference between the two department. Especially when the course contents are 
examined, the most important factor is that none of the courses are similar. The most important reason 
for this is that in the departments in universities that offer almost undergraduate education about com-
munication in the England, a course curriculum is set in which vocational orientation and employers are 
actively involved. The biggest factor here is that public institutions in the public institutions in the England 
have a wide range of professional relations, and public institutions choose people who will work more 
specifically. Universities in the England that offer undergraduate education provide a common course 
content that can meet the demands of both the private sector and the public sphere. This also applies 
to the Department of Public Relations and Media at the University of Birmingham. A large part of the 
courses should be practiced, and from the second year, students receive training in various public rela-
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tions agencies as an internship. Theoretical training is given only in the first year, and some universities 
in the England can only offer theoretical courses to their students in the first semester.

Public relations education at Anadolu University, as discussed in the previous section, is common. 
This is St. This is not the case in Kliment Ohridski University and University of Birmingham City. In 
the European Union member universities, public relations undergraduate education is seen to be more 
practical than theoretical.

Public relations graduate education at Anadolu University and public relations graduate studies at 
Birmingham City University are examined; She teaches at Anadolu University under the department 
of Public Relations and Advertising and teaches at Birmingham City University under the title public 
relations. Among the admission requirements at Birmingham City University, the student requires very 
good knowledge of English for international student candidates. The resume is requested from the stu-
dent candidates. Various activities performed during the academic period also offer the opportunity to 
be accepted. In public relations education, as in the license, there is a training for the profession.

It is seen that 3 courses are similar in terms of the graduate course contents of both universities. 
However, the master degree in England is limited to only one year. When the general courses are taken 
into consideration, the courses given in both universities are found to be sufficient to meet the expecta-
tions of graduate students.

Similarities and Differences of Public Relations 
Education Between Turkey and Germany

Public relations training in Germany and Turkey were discussed. At the Ludwig Maximilian University 
in Germany, master’s courses are offered for public relations education. The full name of the program is 
“International Public Relations”. When looking at other public relations education universities, there are 
very few universities with international names. In the context of graduate education, the reason for giv-
ing the name of International Public Relations to the program is to gain a global gain in public relations.

Germany is one of the most comprehensive countries in the European Union. It was observed that 
the majority of the undergraduate education in Germany was discussed in the context of communication 
as Journalism, Media and Communication departments. In Germany, where there is a public relations 
as a name, there is almost no university. Curriculum is not shared in the minority universities that open 
departments on public relations. It is seen that the trainings given in the universities in Germany are 
more technical and mathematical.

Table 29. Master’s level courses similar to the curricula of both Universities In Anadolu University and 
Birmingham City University

Lessons Similar to Name or Content

Turkey England

Theoretical Approaches in Public Relations (TR) (Elective Course) Public Relations Theory and Context (Year 1)

Social Media and Corporate Communication (TR) (Elective) Social Media as Culture and Practice (Elective Course)

Content Management and Planning in Marketing Communication (1st Year / 
1st Semester)

Film Festivals, Marketing and Public Relations 
(Elective Course)
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When the comparison of the public relations master’s program between Anadolu University and 
Ludwig Maximilian University is compared, another important point is that the lectures at Ludwig 
Maximilian University meet at one point. If expressed as follows, intermediate courses are offered as a 
sub-section on the main course.

No similarity was found between Anadolu University and Ludwig Maximilian University. The main 
reason for this is that the lessons in Ludwig Maximilian University are divided into main sections in the 
main sections. Another factor related to the International Public Relations Program is the International 
Relations Department. Some of the courses also cover scientific methods and methods.

Considering the similar aspects between Germany and Turkey, there are also courses in universities 
that provide undergraduate or graduate education in public relations, especially due to the intensity of 
German citizens of Turkish origin. However, this is not seen in the field of communication.

Similarities and Differences of Public Relations 
Education Between Turkey and Spain

The number of universities providing public relations training in Spain is extremely high. However, the 
presence of universities offering postgraduate education for public relations is few in Spain. The reason 
for this is that public relations training in universities in Spain is carried out jointly by the universities 
and the name is the name of the programs with the general names such as Media or Communication. As 
a public relations department, there are many educational institutions in Spain, but graduate education 
is usually taken in other European Union member states.

Spain’s position in other European Union member states is different. The main reason for this is that 
it contains Latin American culture. There is also an internal policy with countries in South America. 
This is reflected in education. Spanish citizens studying in Latin American countries are also interested 
in Spanish.

Anadolu University and Seville University undergraduate departments were named as Public Rela-
tions and Advertising department at Anadolu University, while Sevilla University was named as Publicity 
and Public Relations Department.

When we look at the course content of the University of Seville, it is seen that it is not similar with 
the European Union member countries. One of the reasons for this is the similarity of the public rela-
tions courses given by the graduates of the universities in countries in South America. In particular, the 
University of Sevilla is also in close contact with universities in North African countries, and therefore 

Table 30. Undergraduate level courses similar to the curricula of both Universities In Anadolu University 
and University of Seville

Lessons Similar to Name or Content

Turkey Spain

Introduction to Marketing Management (1st Year / 2nd Semester) Marketing (1st Year / 1st Semester)

Social and Political Communication Campaigns (TR) (Vocational Elective 
Course) Political Communication (4th Year / 7th Semester)

Communication Theories (1st Year / 2nd Semester) Communication Theories (1st Year / 2nd Semester)

Advertising Photography (TR) (Vocational Elective Course) Photography in Advertising (3rd Year / 5th Semester)
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we can say that the course content was created not only for South America but also for universities in 
North Africa.

When the course contents are examined, it is seen that the basic courses are similar. This is due to 
the fact that other resources can be added to the basic courses such as marketing and political commu-
nication, in terms of content detail. On the other hand, it is also important to have an advertising course, 
because at the other universities, advertising courses are seen to be less, but here we see similar courses.

Similarities and Differences of Public Relations 
Education Between Turkey and Italy

Considering the similarities between Turkey and Italy are particularly observed that the similarities in 
the cultural context. This is because they are the people of the Mediterranean climate. In the context of 
education in public relations, we can say that this similarity is reflected in the lessons. However, in Italy, 
undergraduate education is completed in 3 years. It is for the fourth year in Turkey.

IULM Milan University Public Relations and Business Communication Department, as the name sug-
gests, does not only provide trainings for public relations but also offers vocational trainings. It is observed 
that the courses related to marketing are given as much weight as the public relations and advertising 
courses. At Anadolu University, the lessons are mostly focused on communication and some theory is 
observed. IULM University of Milan also teaches some of the courses that it teaches in the workshop.

When the differences between the two universities are examined, as mentioned in the previous section, 
there are differences between the periods of Education. Apart from this, the quota of the departments 
is also included in the Department of Public and Business Communication of the University of Milan.

Anadolu University and IULM Milan University have three similar courses. Organizational culture, 
economics and marketing courses are similar courses in general terms. The common point in these courses 
should be in the basic course position. It has been observed that the concept of common courses in Italy, 
just like in universities in Turkey, was introduced as English language courses in Italy.

DISCUSSION

When the general lines of public relations were examined, it was found that public relations were similar 
both in close and far terms in terms of Public Relations curricula in EU member states. In general, the 

Table 31. Undergraduate level courses similar to the curricula of both Universities In Anadolu University 
and IULM Milan University

Lessons Similar to Name or Content

Turkey Italy

Corporate Culture Management (TR) (Vocational Elective 
Course) Consumption and Corporate Culture (1 st / 1 st Period)

Economics (ENG) (2nd Year / 3rd Semester) Business Economics (1st Year / 2nd Semester)

Marketing Communication (TR) (Vocational Elective Course) Marketing Communication and Digital Media (2nd Year / 4th 
Semester)
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biggest similarity was found to be almost the same as the basic courses. Since these similar courses are 
the basis, public relations education is the same in both European Union member states and Turkey. 
One of the most challenging issues for undergraduate and graduate students is that the application and 
theoretical aspects of public relations education are not fully gathered in a common set. It is seen that 
the European Union member states also have a separation within themselves during the implementa-
tion trainings. Especially in the context of public relations agencies, the member states of the European 
Union, which deal with the curriculum in a more intensive way, are weaker in Turkey compared to the 
institutions that provide public relations education in Turkey.

University in Turkey. It has been observed that the member states of the European Union have also 
diverged within the framework of the educational curriculum. However, the general principles of the 
private sector performs qualified employee training. In Turkey and less developed member states of the 
European Union, it is seen that these trainings are offered to public relations education not only to the 
private sector but also to the public. Both private and public public relations trainings are not efficient 
within the period of the training that students will receive within 3 or 4 years. In particular, developed 
member states of the European Union prefer an education focused on a particular area. Because the 
student who focuses on a certain area gains expertise in that area. In this way, the employer will work 
with more qualified and expert public relations.

Universities in Turkey have also presented certain competencies to their students during the public 
relations education process. These may be considered as internships in the field of practice. European 
Union member countries, especially the England internship training is very important. In other words, 
the main purpose of the practice training is to introduce students to the theoretical knowledge of the 
practice. In Turkey, internship is not compulsory for public relations students and is optional. Many 
institutions in Turkey do not provide internship opportunities for students.

Another detail that strikes the public relations trainings of some European Union member countries 
is that they do not usually hold undergraduate or graduate education together. For example, public 
relations education at Anadolu University undergraduate, graduate and doctorate levels are given in 
public relations in this similar situation is observed in Turkey in other education institutions. However, 
in some European Union member countries, public relations education focuses on a particular area and 
the student can choose his academic career or private sector career before starting his undergraduate and 
graduate studies. In Turkey, it includes a process which can be judged in this later stage. This situation 
is reflected in the course content.

Public relations training as well as overall education will be required to evaluate on a cultural and 
geographical basis. Because the education given can also be determined according to the condition of 
that environment. The most beautiful example of this is seen in Spain. Spain is a member of the Euro-
pean Union, but it is able to form course content according to the universities that provide education 
in Latin America. Because some of the students from universities in Spain are students living in Latin 
American countries. Therefore, it is possible to say that education can vary on a cultural basis. In general, 
the European Union member countries and Turkey is not seen as a common course content is another 
reason for the lack of a common share or is very rare. In this study, it is observed that the similarity of 
course content in the university which provides public relations education in Turkey and Bulgaria is 
related to the similarity of

Finally, when the public relations curriculum is examined in general, it has been determined that 
the public relations education varies both on the basis of the term and within the context of the course 
content, the trainings that students will be given on the basic level are not very common. It has been 
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observed that practice trainings are more intensive in European Union member states and importance 
is given to internship training seriously. In Turkey, public relations education is more theoretical and it 
has been determined that the application field is not formed in a widespread way. As a solution proposal, 
public relations undergraduate or graduate education should be more similar to public relations educa-
tion of European Union member countries, and it is especially important for Turkey to comply with the 
criteria on the subject of EU membership. A course content which is especially important for students 
where students can become more.
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