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Explanatory Hemorandum

This Communieation examines the Impllgations of recent daveiomnan
central and eastern Europe for the Communitys relatlions with the
seuniries eoncernad.



The Pressnt S)tumtion

The new suthorlties which have recently taken office !N the countriag
of sentral and east Europs have expressed their wish that the
Community should play an [mportant role In reinforcing the process of
poiitical reform and econonle ilberallsation which Is underway and in
anabiing thelr countries to participate more fuily In European affalrs
and the wlder International economic eystem. For these countriss, tha
Commun ity offers an attractive framework for ovarcoming the dlvislon
of Europs and encouraging = peaceful transition to demoeracy and

marketl oriented economlss.

¥hile progress achlieved In the different countries variss
conslderably, only Poland thus far having a predominant!y non-
communist government resulting from &lections, frés slections havs
hean ahnounced for the first half of this year througheut central and
east Europe,

Democratic forces opposing the present governments gensrally seek more
time to organise, better access to the media and sufficlent funding
from solrces within thelr respsctive countries. In soms cases these
foress have Indicated thelr concsrnh to ehsurs that the alectlions are
arganised falrty and have ralsed the question of International
supervizion., If these concetfns become formal requests, Inetlitutions In
the Community, nhotably the European Parliament, should be ready to

respond mppropriately.

Moanwh!le governments are acutely aware of their provisiona! status
ghd, with varying degrees of effectivensss and conviction, are geeking
ie satablish the necessary lagal framework for z peaceful transi¢lon
t6 dsmocracy. There Is a generdal commliment to ending constitutions!
provisions egtablishing the leading role of the Communist Party but,
e gome cases, Iingaring ambigulty over prev[;?ghs eétabtishing &
"waciziigl” system. Whlle such ambiguities remain and pending the
forngtion of stahle governments resUlting from free and fair
glectiong, the process of reform remiins fraglie, Affirmations of |ts
irreverglpllity are convineing I'n most cases although the possibi|lty

of sct-bgcks remalns, notably In Romahia.



The goal of economic liberalisatlon and progrees towargs market
sconomies has besn proclalmed In all countriss. (n soms esges thils
goal le quallfled by an atiachment to ths concept of a sociajist
markat sconomy; In mogt, however, tha goal 13 unambliguous. Laglslation
e being introduced estrbllshing new property righte, permitting
private entarprises to entsr trads snd commerce, and relaxing
regtrictions on direct foreign Inveatment. There Is & strong degire to
obtain western technology and managerial skil|s; forasign capital le
welcomed, although rules governlng sharse In Joint venture companies
vary. Particular otrese l# pleced on the need for management and
vocational tralining and the nesd to create & modern services

Infreetructure.

The point of departure for |iberallsation Ig uneven, wlith soms
économies, notably the Czechowlovak, In overall Internal equllldrium,
and othars with savere imbalsnses. In every cage fundamental
distortiong exist ag a result of centrally imposed planning
requlrements and subsidies which amoumt to a conaidersbie proportlon
of government expenditure and nattonal Incems, Liberalisation implles
fundamental restructuring In which fult émployment may not be
guarantesd ang Turther I[nflatlonary presaures may develop, Soma
autheritliss, notably In Poland, have respeonded to this ehallehge by
making a dagh towards market sconomies, through the freeing of priess
and deregulation, whlle others prefer r gradusted approgch to the seme

ebjective,

All are convinced that the condltiens for currency convertlbility must
be met as rapidiy as posslble and that irede with free market
economies must he gtepped up. This Implles major sfforis to Improve
the quallity of manufaciured goody so that they can find outlety in the
markets of Industriallsed countries, Untll nhard currency earnings from
these sources build up, there 18 & reluctéit redognition that the
GComecon contrlew, and notably the USSR, will continue to zcgount for s
algh proportion of trade. This ig reinferced by dependencs on enhergy

Imports from ths USSR.



Nonesthelegs It Is widely felt that Comscon as presently constituted
fatle to provide a useful framawork for sxternal economic relations.
The outspoken position of the Czechoslovak dalagation at the Comecon
meeting In Sofim on 8 January envisaging a dismant!ing of the
organisation If [t provad resistent to reform, was mot, howsver,
foliowed closaly by other delegations. The general preference appears
te be for a fundamental restructuring of Comecon, eliminating al{
unsqua! requiremente governing trads with the USSR and allowing each
country to pursue (ts trade relatlons bllaterally on the basis of
comparative advantage and normal compstitltve conditions, Soviet
proposals for rapld movemsnt towards trade In hard currsney et world
prices on selacted items are, howevar, viewsd with susplelon &s the
sslactivity proposed would 1imlt the capacity of Indlvidual countrles
and entsrprises to earn and retain hard currency for use according to

thelr own priorities .

Under these c¢lrcumstances, the members of Comecon In central! and sast
Europs look to the Community to take a prudsnt position, avolding
actlon which might relnforce outmodad structurse while strengthening
bifateral |inks with.Comecon membars.

Closer commercgiel and sconomie [Inks with the Communlty are welcomsd
both for thelr Inhsrent value and as steps towards the open
Internationg! trade gystem. Countries which have not already concluded
trade and economi¢ cooperatlon agresments with the Communlty look
forward to doing so In the first half of thle year an terme at jeast
as favourable as those hegotiated with Hungary, Poland and the Sovlet
Unfcn. Atthough these agressments do not themselves inciude provislons
far Tinanclal support or food asslistangs, & number of measures hava

&

ziready besn taken in favour of Poland, Hungary and Romania. With
{ffersnces of emphasls and with the appargnt ezcept(mn of
Czachoslovakia, all countriss concerned ook to the Cammunity for

agproprlats Torms of 7ingncial gooperation. Poland and Romaniz

drsaatly require additiong) food suppllee and requests Tor food have

u.').

baisn made by Bulgaria.



The declaration of the Group of 24 at the Ministar!al KHeetlng Iin
Brusselg on 13 December conflirming thair commltn{ent fto this nrogramme
as well &g thelr wiliingnsss to respond posltlively o other countries
In east Europe at the time they put Into place polltical ang sconomie
reforms, has been duly ﬁotod by ths countries concerned. The
authorities In Prague, Sofla and Buchareet are preparing requests to
the Group of 24 fo become benaficiarlee of its programmes of
coordinated asgletance. [n general, the priorit]jes astablishad by the
24, noptably tralning, Investment and the environment, correspend with
thelr own heeds.

The {aunching of the negotiations on the European Bank for
feconstruction and Development |s weicomed, as witnessed by the
participation ¢of the countrlies concerned in recent preparatery
mestings. They have also expressed an Interest {n the Europsan
Training Foundation and the Communlitiy’s proposed scheme for youth
sxchanges which wlil be presanted to the Ganeral Affalrs Councl! In

Egbruary .

#ithin the wider multilateral framework of the CSCE, the authorliies
In ceniral and sastern Europe expect deolislons to be taken which will
craate & positive environment for {helr own peaceful transitleh to
gystems based on tTundamsntal pelltical and economic fraedoms. The
Halslinki process !z expactsd to esesist [n overcoming the divislong In
Europe which pravented the deévelopment of normal poilitical and
gcenomic |inks with thse Community, [t® Member 3tates and pther western

countriag,



New Community |nitiatives

The pace of ¢hange In east Europe, the expsctations of tha psapiss
concernad and of thelr governments &s well as the Community’s own
Intsrests [n the politice! &nd ecohomic future of Europe now require
the Community to take further Inftiatives.

These should provide support for reform and should complets the
Community’s network of agreements with the countrles concernsd. As
democracy and economic lfberallsation take root, the agresments can bs
applled flexltbly, aw with the acceleration of the dismant!ing of
quantitative restrictions applyling to Poland and Hungary. Already the
Community has concluded trade und coopsration ggreements with Hungary,
Poland and the Sovist Union In addition to more |Iimited agreements
with Romania (1880) and Czechosiovakia (1988).

In Dacember, the Counclil author!sed the Commission to open
negotlations for a trade and cooperation agresment with the German
Demogratic Republic; 1t la expscted that thase negotiations wl]l be
completed within the first half of thim year, The Commission fully
aubscribed to the declaration of the Strasboury European Council on
the solf~determination of the German people. This prineciple is
-enshrined in the German Baslc Law of 23 May 1949 and is reflected In
the protoce! to the Treaty of Roms on Inner-German trade. Maanwh! la
the German Democratic Republlc Is to ba viewed by the Community and as

apscltic cas.



The development of bllsteral relations with the sountrias of cantral
and e#stoern Europe should take place within the framework of an
pverali Communlty pollcy. Once the first gensratlon of agrespsnis Iy
compléte, the Community should respond poalitively to asplratisng for
cloger !linke with the Community by means of a form of assoolatlon.
Asgoclation agreements with the countrles of gentral and east Eurepe
would have common elements covering trada, cooperation and financlal
support, modulated according 0 the nesds and the capacltles of each
sountry ae well gs its progress towards open polltical and sconomic
systems. With respect to trede, such agreements would alm at attaining
frae trade when the conditleons for this were right. In this way the
countriss concernsd could eventually be linked to the wider European
framework which the Community and EFTA are now In the process of

doveloping.

There is a common Interest on the part ef the Community, lts
ns!ghbaurs and all states sharing ite fundamental values in ensuring
that reform in sast Burope does not foundsr. This wiil require further
financizl efforts by the Community to suppert economlc regiructuring
In gagt Eurepe. As demonstrated In the camse of Poland and Hungary,
Dopmun ity Tunding acts as a catalyst, bringing ferward eontributicns
frot other souress with added Guhulative effect,

The Commuenity must now squip Itself with the budgetsry instrumenis
hseded to ensUre an sdeguate respongse to the nasds and the requests of
aur nelghbours. New polley Instrumsnts showuld also be dsveloped in
such zroas 33 export credit and [nvestmsnt oromotlon and protectien.

¥inter has now set in and the Community should alse be rasdy to
respond rapldly to urgent requests from Poland mnd Romanla for vacd
gssigtance, Such gssistance helpe to satisfy Immedliats ngeds ang
soniylbutes to restructuring by freging rescurces for lnvestment,



Agalngt thle background and bearing In mind requests from ths
countries concerned, the Commission wlll pressent to the counci|

ghortly proposals along the following lines

With respeot to Czechoslovakia, the Commission wil| compiets
sxploratory conversations and pregant draft dirsetives for the
negotiatlon of a trade and economlc codperation agreement, whlgh
Will replace the more [Imited agreement on trade In industrial
products now In force: the new egreement should Ih prinelple has
signed within the flret half of this year;

‘now that the Bulgarian author!tles have repsaisd meapures which

undermined the human rights of a significant part of the

‘Population, negotiations for a trade and economic cooperation

agreament should be brought to a satisfactory conglusion; tha
agresment 5h6uld, In principie, be ready for sighature during the
firet halt of this year;

WIth respect to Romaniz, the Community should respond positively to
the Romanian authoritles’ decigion to []ft thelr country's reaerves
on the CICE Vienna concluding dosumant and to their request to
sstablish diplomatie relations with the Community; tha jolnt
commlittes, providsd for by the 1880 agraement, should bs rapldty
convenad; this will provide 8 forum both to review existing trads
rg!atldns end to discuss their extsnsion; [7 necgssary, the
commigsion will bring forward proposale to med!fy the 1986
negotiating directivas to permlt tha negotlation of & trade and
soopsration agresmsnt similar to those consluded with other
vountriseg in ¢entral and sastern Europe: In principie the new
tgresment should be signed during the Yirgt half of this Yedr; on
the besis of commitmente that Rotanisn food sxports, netably to the
USER, will remain blocked, the Community ehouid be ready rapldly to
respond to Romania's request for food aselstance;



- With respect to Poland, the Community whould congldsr Tavourably
requests for addlitional food asslsetanse and should ba regdy o
provide the nacessary suppllies rapidly; other aspects of
cooperation underway with Poland should be maintalinsd and

strengthened;

~ withih the framework of the Qroup of 24, sympathetic conslideration
ghould be given to requests from the Czechoslovek, Bulgarlan, and
Romanian authoritles that ecordinated assistance should be axtendad
to thelr countrles; followlng the declaration of Ministers of the
@roup of 24 of 13 December, the Commlsslon will put forward
errangements for strengthened acoperution to ensure that the
benaticlar fes obtaln full additional value frem the efforts of the
24. 8uch coordination will be all the more necessary with the
extehsion of the actions of the R4 to other eountries In east

Europe,

= the Council should consider favourabiy proposals from ths
Commiggion for adequate multlannual budgatary provisiong to snahie
the Community to gontribute slgnificantly fo Biistera! and
multllatersl assietance for the countries of central ang azstern
Europe; the Counsl! should alzo conglder favourahly propessls for
Community astion in the arems of suport oredit, Investment
oromotion gnd protectisn;

- by lending it full support to the Helglnk) pracess, whils ad the
game time strengthening linke with zil I¢g pariicipants, the
Commun 5y can help malniain siability and c¢entlidence which are
segential conditlons for pesse and prosgerliy throughout Surese,
Tela Implies sioser Communisy coordination within the framewsrk of

the T3CE, The Twelve should devend with dotarmination and

fmagingt(on @ common pos!tior within the™C8sE 6n Issues in ths
saeond ahd third haskets regarding sconomie and industrlal

%

&ogreratison and humseh rights. This common appreach should have an

ol

tiprot Loth 4t the forthcoming scondmic conference In Hoann end ai

-

e CELY summlc propomed by Mr, Gorbaichov,



