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EU Enlargement and Trade

The impact that Enlargement will have on trade levels within the EU and in Ireland is, as of yet, uncertain.  Much of the evidence suggests that Ireland will not reap significant financial gains and that it will be the Accession Countries themselves who benefit the most in the early days of Enlargement. The impact on trade, especially in Ireland, will be gradual as new opportunities are explored and the purchasing power of the new Member States increase. Over a period of time Enlargement should  

· Present opportunities for Irish companies to outsource production to cheaper locations.

· Make it more feasible to relocate production facilities to a less expensive, more competitive, environment.

· Make it easier for Irish SMEs to export to and import from the new member states as current barriers to trade will be removed.

· Provide opportunities for Irish companies to capitalise on their expertise in business, technology and services and to even sell their negotiating skills. 

· Enable Irish companies to take advantage of business opportunities with local companies and multinationals operating in the markets

· Increase the negotiating weight of the EU in international trade talks leading to more favourable international trading terms for members of the EU.

· Ensure even greater competition for foreign direct investment in the EU.  

Outsourcing and Relocation

On average, wages in the accession countries are one sixth of the average hourly labour costs in the EU. For many owner managers sustaining the kind of wage levels that have become normal in Ireland since the late nineties is no longer consistent with the low skill / low wage jobs that they require filled.  A solution for many Irish owner managers may therefore be to move all or part of their operations to a cheaper location!
The accession of the member states, will have a measurable impact on the area of outsourcing and relocating. Already many companies, both Irish and international, have opted to take advantage of the ready supply of labour available at significantly lower wages than in Ireland. A combination of continuing cost increases in Ireland and the ever-increasing attractiveness of other lower-cost locations explain how a recent ISME survey found that 35% of Irish manufacturers were considering setting up in Eastern Europe.

	Outsourcing
	Relocation

	You buy
	You produce

	How is your future core capability?
	Can you bear the financial risk?

	You focus on procurement and on how to buy
	You focus on producing and how to produce


Outsourcing and relocation are two different activities with different advantages and disadvantages. While they both offer solutions to a cost and production problem they do not address the same question. They are based on different causes and each one has a different risk conception. While relocation of production might involve a financial risk, outsourcing may jeopardize your business idea due to issues such as the different production knowledge, lack of know-how and technology, etc.

In the EU, outsourcing is associated with a large package of benefits: economic, technical, organisational and administrative advantages and in an East European context, outsourcing to local companies is an option. However while it may be a cost efficient solution it is not necessarily easier, faster or more flexible. Most companies in the area can only contribute with a qualified and disciplined work force and basic production facilities such as buildings, machinery and tools. 

Relocation is another popular option for Irish companies looking to take advantage of cheaper labour, a skilled workforce and better infrastructure and distribution paths. In the past, many Irish SMEs have opted to establish operations in Eastern Europe either to follow an existing customer (typically MNC), create or explore new markets, improve competitiveness or take advantage of opportunistic acquisitions. 

Any company considering relocating or outsourcing production should contact Enterprise Ireland who can offer assistance on assessing the opportunities and challenges in entering these markets. 

Trade between Ireland the new Member States

While trade levels between Ireland and the accession countries are relatively small, they are growing at a significant rate. For the last few years Enterprise Ireland has regarded countries such as the Czech Republic, Hungary, Poland, Romania and Slovakia as “key markets”. The combined value of the export market of the accession countries has increased by over 240% from €295 million in 1995 to €718 million in 2002. Imports have grown even faster and were valued at €400 million in 2002 compared to €124 million in 1995, an increase of over 320%.

Many of the new Member States have worked to established reputations in particular areas. For example in Poland, with 38 million consumers will be one of the largest markets of the EU, one million enterprises opened between 1992 and 2002. The Czech Republic has become a leader in a number of manufacturing sectors, Hungary has attracted a significant proportion of FDI and is considered a country that’s relatively easy in which to do business and Romania is considered a low-cost economy with a skilled workforce that is geographically well placed.

Poland and the Czech Republic are Ireland’s two largest trading partners in the Accession Countries. Data processing equipment was Ireland’s biggest export to Poland in 2001, followed by miscellaneous manufactured articles, general machinery, pharmaceutical and cosmetics. Ireland’s biggest import from Poland is crude materials and fuels, animal products and general machinery.  The main export from Ireland to the Czech Republic in 2001 was data processing equipment followed by telecommunication equipment. Ireland’s largest imports were transport equipment and general machinery.  

In conclusion, Enlargement will have a positive effect on trade levels between Ireland and the new member states, however it may also further expose Ireland’s uncompetitiveness as indigenous and multinationals companies alike consider the options of relocation.   
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