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ABSTRACT

The literature on economic integration provides useful information for examining costs and benefits of custom unions. However, the necessary conditions of creating a beneficial custom union are not clear as there is an ambiguity on role of “competitiveness” of member states in assessing benefits of custom unions. This issue is particularly important in studying affects of forming a custom union between unequal partners where the difference in factor endowments and therefore comparative advantage of member states is notably large.     



Given the uncertainty on effect of competitiveness in analysis of customs unions and the lack of interest in assessment of customs unions between unequal partners, it is clear that a study of similarity between Turkey and the EU may not only  shed some light on assessment of Turkey’s “competitiveness” with regard to the EU but also fulfil the gap in the custom unions literature. This analysis clearly can be very useful in examining possible effects of Turkey’s accession to the EU. 
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ÖZET

Ekonomik entegrasyon literatürü gümrük birliklerinin fayda ve maliyetlerinin incelenmesi için yararlı bilgiler sağlar. Fakat, gümrük birliklerinin faydalarının değerlendirmesinde üye ülkelerin rekabet gücünün rolü üzerinde belirsizlik olması nedeniyle  yararlı bir gümrük birliğinin gerekli şartları açık değildir. Bu konu özellikle üye ülkeler arasında faktör donanımları ve dolayısıyla rekabet güçleri bakımından farkın çok büyük olduğu eşit olmayan ülkeler arasındaki gümrük birliği kurmanın etkilerinin incelenmesinde önemlidir.



Gümrük birliklerinin analizinde verilen bu belirsizlik ve eşit olmayan ülkeler arasındaki gümrük birliklerinin değerlendirmesine yönelik ilginin yetersizliği nedeniyle Türkiye ve AB’nin benzerliğinin bir araştırması sadece Türkiye’nin AB karşısındaki rekabet gücünün değerlendirilmesi için ışık tutmanın yanında gümrük birliği literatüründeki boşluğu da dolduracağı açıktır. Bu analiz Türkiye’nin AB’ye katılmasının muhtemel etkilerinin incelenmesinde oldukça yararlı olabilir.



1.- Introduction

This paper examines the similarity between exports of Turkey and the EU12 between 1975-1990. The first objective is to asses to what extent these two groups are complementary (or competitive) in their exports to the world. The second goal is to compare the similarity of exports from Turkey with that of southern European members of the EU; Spain, Portugal and Greece, which are largely considered as opponents of Turkey in terms of the similarity of their factor endowments.



Apart from the factors such as the tariff levels, the differences in unit-costs and the size of the countries, the degree of complementariness (or competitiveness) of the countries is regarded as a crucial element in evaluating the effects of forming a customs union. However, there are different views on the role of complementariness on the success a customs union. Viner (1950)� argued that a customs union is more likely to be beneficial  “… the less the degree of complementarity – or the greater the degree of rivalry- of the member countries with respect to protected industries, prior to customs union.” Meade (1955)�, however, criticised Viner’s analysis and concluded  that a customs union is more likely to raise standards “… the more substitutable for each other are the products of the countries forming the union”. Meade’s argument has received a considerable support from Lipsey (1960) who argued that the trade diversion effect of forming a customs union would be small for complementary countries as they will continue to import the commodities that they all have a comparative disadvantage. More recently, Wonnacott and Lutz (1989) discuss that the competitiveness between member countries would be beneficial only if the costs of the member countries were close or below the cost level of the world. 



Given this ambiguous structure of theoretical arguments on the role of  complementariness upon the countries forming a customs union, this work shall only look at the similarity of exports between Turkey and the EU12 overtime without making very strong conclusions on consequences of Turkey’s possible entry into the EU by comparing similarity of exports of the two parties.



The work is organised as follows. In section 2, I provide a brief description for the theoretical background of Finger and Kreinin export similarity indices and present an example on how the similarity indices are calculated. Section 3 examines the similarity between exports of Turkey and the EU12 for both agricultural and manufactured commodities over the period between 1975-1990.  In section 4, I first analyse the similarity between the overall exports of Turkey and the southern European members of the EU; Spain, Portugal and Greece. Secondly, I examine the similarity between the exports of Turkey and the three southern European countries to industrialised EU5 (namely, Germany, the UK, France, Italy and Netherlands) over the same time period. Policy implications of our results are discussed in conclusion.



2.- The theoretical background of taste and export similarity 

“The most widely taught and understood theory of international trade is the Hechscher-Ohlin theory, which explains patterns of trade in terms of factor productivity and relative factor endowments”�. However, Linder (1961) challenged this orthodox notion and argued that Hechscher-Ohlin (H-O) theory is too simplistic and ignores systematic demand-related factors that are important in explaining trade flows. In particular, Linder suggested that “taste similarities” between nations are a key determinant of bilateral trade patterns in manufactures. In Linder’s view: “International trade is really nothing but an extension across national frontiers of a country’s own web of economic activity”�. 



Since exports are viewed as an extension of the domestic market in Linder’s analysis, it follows that exporters will look to countries with similar demand patterns as most likely potential markets for their products. Therefore, the more similar the range of products demanded in the two nations, the greater will be the overlap of potential exports. Linder emphasises the role of product differentiation between nation’s goods and monopolistic competition as a trade creating factor. 



In sum,  Linder’s hypothesis basically implies that countries will trade - in manufactures-  relatively more (other things being equal) with countries of similar per capita incomes. Regarding the two contrasting theories, it can be said that the Linder model of trade in manufactured goods is a “demand” theory of trade while the H-O model is essentially a “supply” theory of trade.



In empirical studies on international trade issues, several measures for comparing the commodity composition of trade have been introduced. For example, Linnemann (1966) has introduced a measure which was also used by Hufbauer (1970) in testing the Linder hypothesis�. A substantial literature has risen testing the Linder hypothesis, a literature which has, in general, found support for the hypothesis. However, many of these studies have been vulnerable to criticism from a number of standpoints.  First, though Linder’s hypothesis is stated in terms of manufactured goods, total trade rather than manufactured goods trade data are often used in the tests. Second, the effect of distance on transportation costs and trade has often been ignored or inadequately addressed. Hence, the results showing an association between income levels and trade may be the result of the geographic clustering of high income countries which produces low transportation costs and large trade flows. 



Apart from the Linnemann’s measure which has been used to test Linder’s hypothesis, two better-known measures are the Grubel-Lloyd (1975) index for estimating the extent of intra-industry trade and the export similarity index proposed by Finger and Kreinin (1979). In our work attention will be focused on the Grubel-Lloyd index and the Finger and Kreinin index of export similarity rather than testing the Linder hypothesis.  In what follows we first examine the similarity in exports of Turkey and the EU using the Finger and Kreinin index.



2.1- A measure of ‘Export Similarity’ and its possible uses

The index of export similarity measures the similarity of the exports of any two countries (or country groups) to a third market and was firstly used by Mac Dougall (1952). MacDougall described the export similarity index as the ratio of the product elasticity of substitution (in demand) between imports from two different sources to the aggregate (across all products) elasticity of substitution of imports from those sources. Finger and Kreinin (1979) proposed a different index to measure export similarity and pointed out that “… the MacDougall index is sensitive to the relative scale of exports of the two exporters, and tends toward unity when one exporter is notably larger than the other ”. An advantage of Finger and Kreinin index is that it requires only international trade data and these are available on a standardised basis for all countries. 

Finger and Kreinin (1979) argue that a number of propositions in international economics can be used to examined by the use of an export similarity index. First, Finger and Kreinin discuss that the General System of Preferences (GSP) -granted by all industrial countries to the manufacturing exports of LDCs (less developed countries) – gives rise to two effects: trade creation and trade diversion. They point out that the latter effect would be important if and only if LDCs export the same type of commodities as industrial countries to the market of donor countries.  Therefore, if exports are dissimilar – subject to little or no ‘commodity overlap’, then there is little scope for trade diversion. Secondly, they argue that only to the extent that LDCs’ exports to OECD countries overlap the commodities exchanged by the industrial countries themselves, would any benefits flow to the LDCs from such GATT (General Agreement on Trade and Tariffs) tariff cuts. Finally, they discuss that the similarity of exports between any two countries or groups of countries can be used as a criteria to assess the degree to which their economic structure is becoming more similar or more divergent. 



2.2- Methodology of Finger and Kreinin index	

Finger and Kreinin define the index of export similarity by the formula;



     Si (ab,c) = {  �EMBED Equation.3���Minimum [ Xi (ac), Xi (bc) ]  } 100                        (1)

where  Si (ab, c) is similarity between exports of country  a  and  b  to a common market  c in commodity i,  Xi  (ac) is the share of commodity  i  in  a’s (Turkey)  exports to  c (world);  and similarly  Xi  (bc)  is the share of commodity  i  in  b’s (EU12) exports to  c (world). 



In equation (1), if the commodity distribution of  a’s and  b’s  exports are identical  ( Xi (ac) = Xi (bc) for each  i), the index will take on a value of 100. If  a’s  and  b’s  export patterns are totally dissimilar ( for each  Xi(ac) > 0,  Xi (bc)  = 0 ,  and vice versa) the index will take on a value of zero.



The export similarity index in equation (1) can best be illustrated by the following example. Suppose two exporters, a  and  b,  sold the following amounts of each of two products to the same market, c:



             Exporter

���		

                                                   a                                          b

�������                                                     

�       Product                      Value             Xi(ac)                  Value          Xi(bc)

             1                             $10                  0.1                    $500              0.5

             2                             $90                  0.9                    $500              0.5

          Total                        $100                 1.0                    $1000             1.0



                     

	         S (ab,c)  =  [min(0.1, 0.5)  +  min (0.9, 0.5)] 100 =  60                     (2)



Since the index in equation (1) is intended to compare only patterns of exports across product categories, it should not be affected by the relative sizes or scales of total exports. To remove the scale effect, the exports of,  say,  a  must be rescaled so that they are equal in total to those of  b. Therefore,  a’s  ‘hypothetical’ exports of products 1 and 2 would become $100 and $900, respectively. Given this example above, the whole $100 of  a’s (scaled) exports of product 1 is  matched  by  b’s exports of the same product, with $400 of  b  exports to spare. Of the $900 of  a’s  (scaled) exports of product 2, only $500 is matched by  b  exports of the same product. Therefore, of   a’s  $1000 of scaled total exports, $600  ($100 + $500), or 60 % is  ‘matched’ by  b  exports, and the export similarity index would assume a value of 60.





3.- Results on Finger and Kreinin similarity indices

3.1- The similarity between exports of Turkey and the EU12 

In this section I examine the similarity between exports of Turkey and the EU12 as a group for the period 1975-1990 using the Finger and Kreinin indices. The indices are calculated for sixty-five commodities; twenty-four of which are defined as agricultural (SITC  0,1,2 and 4) and forty-one of which are defined as manufactured  (SITC 5-9), at two-digit level�. 









Table1: The Similarity between Exports of Turkey and the EU12,    1975-1990    %

SITC �1975�1978�1981�1984�1987�   1990��Agricultural

[0+1+2+4]�42�53�44�46�42�42��Manufactured

[5+6+7+8+9]�37�29�43�44�49�46��All goods

[0+1+2+4+5+6+7+8+9]�26�23�34�41�46�44��Note: Calculated using Finger and Kreinin indices.





Table 1 above presents export similarity indices for Turkey and the EU12. It appears that the overall similarity between exports of Turkey and the EU12 has increased particularly due to rising level of similarity in  manufactured goods between 1975 and 1990. Table 1 also shows that the similarity of exports in agricultural products has been greater than that of manufactures in all periods except 1987 and 1990. Although there has been some fluctuations, Table 1 suggests that the overall similarity between exports of Turkey and the EU12 has increased over the time under consideration. 



It is interesting to note that following Turkey’s 1980 liberalisation program  there has been a significant rise in similarity of exports in manufactured commodities while the similarity of exports in agricultural products has not changed particularly. This is consistent with our previous finding on the shift in Turkey’s exports towards  manufactured goods after the 1990s. The picture in Table 1 suggests that the overall structure of exports of Turkey and EU has become more similar after Turkey’s trade reforms. 



In sum, our analysis on the similarity between exports of Turkey and the EU12 as a whole indicates that the economic structure of the areas has become more similar (or less divergent) over time. As discussed before, however, it is difficult to reach a  final judgement on the overall impact of similarity on achievement of forming a customs union. 



After analysing the similarity between exports of Turkey and the EU12 as a group, in what follows I shall focus on the similarity between exports of Turkey and the three southern European countries; namely, Spain, Portugal and Greece.



4.- The similarity in exports of Turkey and the southern European countries

In this section, I first analyse the similarity of total exports of Turkey and the three southern European countries to EU between 1975 and 1990. Secondly, I examine the similarity between the exports of Turkey and the other three countries to industrialised EU5 (namely, Germany, the UK, France, Italy and Netherlands) over the same time period.



4.1.- The similarity in overall exports of Turkeys and the southern European countries

Table 2, 3 and 4 below show the similarity between exports of Turkey and the three southern European countries to EU12 in all goods, agricultural goods and manufactured goods, respectively.

	



Table 2: The Similarity of Exports to EU12  in All goods,             1975-1990      %

�1975�1978�1981�1984�1987�   1990��Turkey(Spain�16�14�24�30�36�31��Turkey(Portugal�24�22�37�46�52�51��Turkey(Greece�24�23�38�45�50�53��Note: Calculated using Finger and Kreinin indices



Table 2 shows the overall similarity between exports of Turkey and the other three countries and indicate that the similarity between exports of these increased notably over the period 1975-1990 and that, compared to Spain, the aggregate total exports of Portugal and Greece are more similar to that of Turkey.  



Table 3 shows the similarity between exports of Turkey and the three southern European countries in agricultural goods. It appears that the similarity between exports of Turkey, Spain and Greece increased while there was no significant change in the similarity between exports of Turkey and Portugal during the period under consideration. Table 3 also shows that, compared to Spain and Portugal, exports of Greece in agricultural goods is more similar to that of Turkey. 







Table 3: The Similarity of Exports to EU12 in Agricultural goods,   1975-1990    %

�1975�1978�1981�1984�1987�   1990��Turkey(Spain�48�52�62�55�73�67��Turkey(Portugal�26�25�24�27�26�24��Turkey(Greece�65�68�70�68�70�73��Note: Calculated using Finger and Kreinin indices



Finally, the similarity between exports of Turkey and the others in manufactured goods is given in Table 4. It seems that there has been no significant change in similarity of exports of manufactures in the cases of Spain and Portugal while there has been a significant rise in the case of Greece after the 1980s.  It appears that Turkey and Spain are not competitors in exports of manufactured goods as only a small proportion (i.e., less than 30 percent) of their exports to EU12 are similar.  





Table4: The Similarity of Exports to EU12 in Manufactured goods,   1975-1990    %

�1975�1978�1981�1984�1987�   1990��Turkey(Spain�28�24�25�18�20�29��Turkey(Portugal�54�52�51�49�53�56��Turkey(Greece�67�51�56�73�76�76��Note: Calculated using Finger and Kreinin indices





4.2.- The similarity in exports of Turkeys and the southern European countries to the industrialised EU5

In this section I compare the similarity between exports of Turkey with the other three countries to the industrialised EU5 (namely, Germany, the UK, France, Italy and Netherlands) over the same time period. 





Table 5: The Similarity of Exports to EU5  in All goods,      1975-1990      %  

�1975�1978�1981�1984�1987�   1990��Turkey(Spain�46�37�36�32�34�38��Turkey(Portugal�39�36�34�41�46�50��Turkey(Greece�64�55�57�70�71�69��Source: Calculated using Finger and Kreinin indices



Table 5 shows that the overall similarity of exports from Turkey and the three EU countries to the industrialised EU5 is greater than that of EU12. Table 5 also indicates that the similarity between the exports of Turkey and Spain decreased while there was an increase in similarity between exports of Portugal and Greece (which has the greatest similarity). 



Table 6 shows the comparison of the similarity between the exports of Turkey and the others in agricultural goods. It is clear from Table 6 that the similarity between exports of Turkey and Portugal is rather low and  it has slightly increased between 1981-1990 while the similarity between exports of Turkey and Spain and Turkey and Greece is relatively high. 





Table 6: The Similarity of Exports to EU5 in Agricultural goods,     1975-1990      %

�1975�1978�1981�1984�1987�   1990��Turkey(Spain�55�62�70�64�74�71��Turkey(Portugal�27�20�16�16�16�20��Turkey(Greece�65�70�77�64�63�67��Note: Calculated using Finger and Kreinin indices



Regarding manufactured goods, the comparison of the similarity of Turkey’s manufacture exports with that of  three southern European countries is given in  Table 7. It appears that only the similarity between manufacture exports of Turkey and Greece increased while there was no significant change in the similarity between exports of Turkey the other two, namely, Spain and Portugal.













Table 7: The Similarity of Exports to EU5  in Manufactured goods,  1975-1990    %

�1975�1978�1981�1984�1987�   1990��Turkey(Spain�28�24�25�18�20�29��Turkey(Portugal�54�52�51�49�53�56��Turkey(Greece�67�51�56�73�76�76��Note: Calculated using Finger and Kreinin indices



Our results on similarity of exports from Turkey and the three southern European countries appears to be consistent with the findings of Özkale (1993) and suggest that one should be cautious in assessing the similarity among these countries as the similarity of exports among these countries varies significantly in different product groups. Our results indicate that, as one might expect, Turkey and the three EU countries are competitors especially in exports of agricultural goods. Özkale (1993) argues that following Turkey’s possible accession to the EU Turkey is likely to export more agricultural goods to the EU as exports of agricultural goods are extensively restricted under Common Agricultural Policy (CAP). A study carried out by State Planning Organisation (SPO) in 1990 on evaluation of world prices of agricultural goods suggests that although Turkey is likely to be a net importer of some agricultural goods where world prices are lower than domestic prices, the overall net effect of Turkey’s possible membership to the EU is expected to be positive.	



In relation to manufactured goods, it seems that the similarity of exports from Turkey and the three EU countries to industrialised EU5 is greater than that of exports to EU12. This suggests that the four countries concerned are particularly competitors in their exports to the large markets in the EU.  





5.- CONCLUSION

This paper first examines the similarity between the exports of Turkey and the EU12 as a group and, secondly, it compares the similarity of Turkey’s exports with that of the three southern European countries; namely, Spain, Portugal and Greece, in order to assess to what extent these three countries are competitors of Turkey in their total exports to EU and in their exports to industrialised EU5.



Given the uncertainty on the welfare effect of “complementariness” (or competitiveness) on the countries forming a customs union, it is very difficult to draw firm conclusions on magnitude of trade creation and trade diversion effects. Therefore, this work only analyses  the similarity between exports of Turkey and the EU12 overtime without making any powerful conclusion on the consequences of Turkey’s possible entry into the EU. Therefore, this work should be considered as an attempt to use the similarity of exports between Turkey and the EU12 as a criteria to assess the degree to which their economic structure is becoming more similar or divergent.



Our results on the similarity between the exports of Turkey and the EU12 as a group suggest that the overall similarity of exports and the similarity in exports of manufactures from the two areas increased particularly after the 1980s between 1975-1990 while similarity of exports of agricultural goods slightly decreased mainly after the 1980s. 



Our results on the similarity between exports of Turkey and the three southern European countries indicate, first, that the comparison of Turkey with these three countries should be made by considering the type of products exported as some of these countries do not appear to be a competitor of Turkey in some commodity groups. Spain, for example, does not seem to be a competitor of Turkey in the exports of manufactured goods (less than 30 percent of Spain’s manufacture exports to EU12 is matched with that of Turkey). Besides, the similarity between the exports of Turkey and Portugal in agricultural products appears to be also rather small (only about 25 percent of Portugal’s agricultural good exports to EU12 is matched with that of Turkey). It appears that compared to Spain and Portugal, Greece has the highest similarity in exports of both manufactured and agricultural products. The overall similarity in exports to the industrialised EU5 seems to be greater than that of the exports to EU12 not only in the case of agricultural goods but also in industrial goods. The high similarity in exports of manufactures may be due the fact that Turkey’s exports of agricultural goods are restricted under Common Agricultural Policy however trade restrictions on manufactures have been largely removed since the 1973 Additional Protocol between Turkey and the EU. 



All in all our results suggest that freeing trade flows between Turkey and the EU12 has made the production pattern of the two regions more similar. Therefore, further integration of Turkey into EU may result in closing the technology gap between the two areas.  
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