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Thepurpomofthjsmemorauimistopmmaseriwofmmfo&
memﬂmmmwm
ard Bastern . The concept of "industrial cooperation" is taken
here to include action ranging from measures to promote industrial
activity, e.g. by belping to establish the right framework
conditions, to joint activities between industrial firms in the
Commnity and in the countries of Central and Eastern Europe. The -
industrial sector is broadly defined as covering both mamifacturing
and service activities. Scientific and technological cooperation in
general with Central and Eastern European countries and cooperation
in the field of telecommmications were the subject of recent
commmications (**) to the Council and to the Europeen Parliament.
Inthesmway,theﬁomissionreoentlyiwuedaninfom&tionmte
g‘ivinga.nov&raﬂlviewoftheeo@nonicaspectsoftherefomproo%s
in these countries (***).

Thepo]itina.lazrleconomicrefomsthatamebm.ngcarriedthrmlgh
withMeasingvigauthheoountri&ofCentralandFastemEmope
offerthanauniqueopportunitytoheoanem@mtedintome
Ruropean and world eoconomy. They bring to an end a period of
relative economic autarky within Comecon. This process will also
openupnetvpo&sjhﬂ_ttiesfortradebetweenthecommunityamme
countries concerned.

meyea;pI%Oisbeingh&raldedasaturm.ng—pomtinmtematimal
ecanomic relations. The meeting of Heads of State or Govermment in
Paris at the end of November 1980 bad already reasserted the
Commnity’s determination to support the reforms now under way with
all the means at 1ts disposal. Adoption by the CSCE Conference on
Economic Cooperstion in Europe on 11 April 1990 of a document
acknowledging the importance of market mechanisws bears witness to
the resolve of the participating countries to speed wup the
liberalization of thelr economies and to strengthen cooperation
throughout Europe.

Tn order to support the on-going reform process in Poland and Hungary,
the Group of major industrialised countries (G-7) decided at the Summit
of the Arch in Paris in July 1989 to launch an operation of economic
assistance to these countries (PHARE operation) to which 24
industrialised countries now participate (G-24).

e
i i

¥ajor Commmity initiatives bhave al
industrial cooperetion vith the ccuntries

of Centrel and Fastern Europe

*F
£33 3

For the purposes of this memorandum, the group of countries under
discussion comprises Poland, Hungary, Czechoslovekia, Romania and
Bulgaria. This paper also discusses possibilities of cooperation
with the USSR.
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sestis. 3). As part of the PHALY operation, vwhich the Commission is
coordivating, «n initial surport programme bas been launched to assist
fungary and Pois . !B:e;p@ammhasbeenextem&bytbea—%m
sther oountries (Czesoicrakia, Bulgaria, the GIR, Yugoslavia) and
financial resources will scon be increased.

The priorities identified Include in particular the opening up of
markets in the West, investment and restvucturing aid, and vocational
tralning. :

The Community has concluded or is negotiating trede and cooperation
agreements wvhich ave also designed to improve the framework for
industrial cooperation and which should, therefore, be put fully into

effect pending the conclusion of association agreements with these
countries.

At the same time, initiatives such as the establighment of the EBR

(Buropean Bank for Reconstruction and Development), the granting of
BCSC loans and the increase in EIB resources will make it easier for
the countries of Central and Eastern Europe, most of which are saddled
with heavy debts, to finance structural improvement in thelr economies.

'ﬂ:xe £irst of these imp@ments is
mpetitivensss in these countries lags
planned economies - most of which bave a

laxge iMustria,l hase - to market economies will have major
implications for subsidized and structurally umprofiteble industries.
The speed of transition will, 1t is true, tmgmommmgto
another Int the risks of inflstion and unemployment present
evergvhere and may jeopardize the W ‘.{‘m

counbries, notably by In

in t‘hme aounmi% i:hm; a:re capa;hle of
through cooperation the technologleal content, performance

and strucbures of the sconomies making this m&mimm Alongside poor
competitiveness, there 1s o sevious problem of lxensparency as regards
the resl industrisl sitwation wbich is deterring fareign jrwestors.
lastly, coonsiderable headway has been mede receptly in developing
cooperation between firms in Vestern Furope and thelr counterperts in
Central am Eastern Burope although it bas not been sufficient to
nter alls the legal, tax and benking frameworks necessary for
vigcmus immml expangion.

1.3 Major programmes have alveady been decided, that alm at reviving
productive activity in these countries. However, given the prevailing
Wi@&ﬁmtimin@h%m@i%, morem&stobemmem
to improve imvestments climate and frensparency, as well as to promote
an entreprise culbure. In the fmrmork of the cooperetion agreenent,

soistance on the besis of its own

This could also add tc the fostering of a ocherent development of the
legisiative framework in the comitries of Central axd Fastern Purope and
would 1linmlt the risk of distortions in ccmpetition.

*# wop furthar detalls, sec the recsnt Comission Commundicabion on the

economic sltuation in the countries of Central and Essterp Europe
(sEC(e0)8R?).
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}f%i?i FEBEST tw be taken must involve as fer eas pcﬁsihls
Commnity industry and must complement those already teken or should
strengthen certain initiatives that have elresdy been launched in Poland
and/or Hungary under the PHARE operation (Seotion 4). Such measures
should teke account of esch country’s specific char scteristics and
situation, i1t being understood that the GR is a special case that will
have t0 be dealt with in a different context.

Measures should be taken for:
~ improving the investments climate, conditions and transparency;

-~ assisting furthermore SME development, the creation of a more favourable
business enviromment and cooperation in the field of standards;

- developing exchanges of industrial experience.

The implementation of the outlines of the present commmnication in projects
to finanoe within the framework of an extended PHARE action (article €66 of
the 1980 budget), will be subject to the procedures of the Council
Regulation EBC/3808/89. Other possible actions which have not the
characteristic of economic assistance or which do not correspond to the
framework of this regulation would have to be accounted for on the
appropriate budget line, notably article 990 of the budget (actions in the
framework of trade and economic cooperation with third countries).

L3 3 3 3

2.  CONSTRAINTS AND LIMITATIONS AFFECTING THE PRESENT INDUSTRIAL

2.1.1 The economic reforms under way provide a better insight into what
industrial structures in Cemtral and Eastern Europe are really like.
Basically, we find:

- a high percentage of cbsolete capital goods in the industrial and
energy sectors - some of which date back to the pre-war pericd -
and of antiquated buildings; hence the very high levels of energy
oonsunption and pollution;

- the virtual absence of any measures to combat poliution;

~ an ipadequate and ill-adapted infrestructure vhich, while already
deficient in the capital cities and the major economic centres
(e.g. telephones, fax machines, buildings, market services), is now
to cause concern in the outlying vegions (road
infrastructure, rallways, energy, telecommunications, etc.);

- a structural mismatch between supply and demand for most basic
necessities and consumer durables;

~ overmaming, a workforce largely demotivated by the absclute
guarantee of employment, and a wage structure which does not
adequately reflect real productivity;



Y

—mnagenentspoorlyeqxﬂppedtoworkinadeoenﬁalizedmsums
enviromment and lacking appropriate management tools (e.g.
acoountancy) .

2.1.2 Apart from the excessive industrial specialization of its wnembers
involved by the principles of OOMEOON as they existed until now, the
highdegreeofoentraﬂ.izationoftheeoonmies,thempomtameof
heavy industry and the excessively  concentrated integration of
industry in the countries of Central and Eastern Europe are largely
respmnsihleforthelackofoompetitivewssinthosecounuies

relative to the West.

Industrial specialization taken to the extreme represents an
incomplete and misunderstood application of the principle of the
international division of labour. By setting in place an arrangement
whe;rebyoneocuntrywasrwponsiblefortbemtirecutputofa
parﬁmﬂarpwodnctwiﬁnﬁmm(e.g.mgforhwm
lorries, the GIR and Czechoslovakia for certain capital goods and the
USSRforthehﬂkofsupinasofoﬂazﬂoMmmteri&Js)m
beingisdatedfrmtheratofﬁmwoﬂd,tb&eommtrmwe
largely shielded from the effects of international competition and
created monopoly situvations within Comecon.

Taking trade in industrial products, 7O% goes to other COMEOON
countries whereas only 15% can be sold to the industrialised
countries (the remainder being accounted for by the developing
countries).

This isolation from the world market goes & loog way towards
explaining the technology gep between East and West and the lack of
international competitiveness. As the pace of technological
progress,  characterized essentially by the diffusion of
microelectronics, picked up in the early 1880s, the gap in
productivity and living standards contimued to widen between the
developed countries and the countries of Central and Eastern Burope.

For wost of them, the loss of interpational competitiveness has led
to a chronic shortage of foreign exchangde and to greater
interdependence in trade. This bhas contributed to a further
deterioration in competitiveness since capital goods appear on
Comecon markets ten years or more later than in the Vest.

The energy market in the countries of Cemntral and Eastern Europe is
characterized mainly by a precarious balance between supply and
demand, overdependence on a single source and, in many ocases,
supplier and domestic prices bearing no relation to international
market prices. These countries are having to contend with a yawning
technology gap, & manifest shortage of energy resources, and
inadequate and ill-sdjusted infrastructures at all levels of energy
supply and comsumption. Need for adjusiment will be considerably
increased by the shift to hard curvencies for the financing of trede
between COMBECON countries in the energy sector.

) modernizetion of the capltal-goods
infrastructure in the countries of Central and Eastern Europe are
enormous. However, while managements and govermments would like to
purchase capital goods abroad, they are hampered in this by the
shortage of foreign exchange and by the high level of indebtedness.
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Under the circumstances, if purchases of capital or consumer goods
were replaced by indnstrial ocoperetion projects (notsbly in the foxm
of joint vemtures), thie would bs an insxpsosive and efficient way of

acoess to techmology. However, it is not without its
difficulties.

Iack of trepsparency

The changes taking place in the countries of Central and Eastern
Europe are entailing upheavals which, for the time being, will change
the reference framework for potential investors.

The situation is compounded by debt-related constraints and by a lack
of knowledge of international markets, both of which may cause
potential investors to be somewhat wary.

The dearth of statistics and information on trade mokes it difficult
to assess the changes that are taking place. A large mumber of
economists in the countries of Cenmtral and Eastern Europe themselves
admit that many statistics, including those on industrial output and
GDP, were often influenced by political oonsiderations. In
estimating GOP, for example, the results may differ by a factor of
two.

¥hile 1t is true that statistics are still a useful indicator of the
level of industrial output, they still do not depict correctly the
inadequate relationship between supply and demand. lastly, the
statistics do not take account, for example, of the inefficlent use
of energy and raw materials or of the quality of production.

The lack of reliable and accurate statistics on the economy and
market, conditions in these countries may hamper foreign investment.
For want of adequate accounting data, the same uncertainties
camplicate any attempt to evaluate the competitivemess of possible
partners as regards industrial cooperation.

Forejgnmvwmentmthewm@muiwisstullmited,bemg
put at some $ 2 Im (the bulk of which in Hungary and the USSR), an
inadequatefigurewhenomparedwithanyass%smentofwhatisneeded
tom‘ingabouteoonmuicreocvm'ymtheoounuiesofmtmalam

Eastern Europe.

Direct investment in these countries rose prior to the second oil
crisis, whentheywerehﬂjdﬂaguptbejrstockofoapitalgoodsand
had few, if any, financing problems. However, most filrms had
reckoned on industrial cooperatiom. bringing rapid results and,
disappointed by the worsening industrial cooperation climate, shied
away from investing there, notably on account of:

- the scale of countertrade and the difficulty of obtaining the

foreign exchange necessary for imports or for transferring part of
their profits elsewhere;
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cunbersome and complicated buresucratlc prosedqures
reglonal and local levels;

- gifficulties in cbtaining supplies of raw materials amd
high-quality seml-mamfactures, and delays in supplies.

The firms that remained behind kpew how, and were able, to adapt o
the difficult conditions of industrial cooperation. Some slmply
decided not to transfer profits abroad and reinvested them locally
while others simply took adventage of the cheap and well-trelned
local workforoe.

Nevertheless, in an enviromment bardly conducive %o Iindustrisl
cooperation prior to the recent economic liberalization, some foras
of cooperation have proved relatively successful. Take, for emerpls,
investment in electrical engineering end in footwear and textiles
(notably in Hungary).

The mmber of cooperative venbures bas risen in the last year or 50
as all the countries of Central and Fastern Europe have brought in
laws on joint ventures. For the host country, this arrangement has
theadmt@eefpmvﬁdingam%smtenlymmmw&i&lm
technical know-how but also to foreign capital (vhere appropriate, in
the form of imported capitsl goods), and as such it is a highly
visible form of cooperation. For foreign investors, 1t allows entry
to a new market with high growth potentisl (given the unsatisfisd
demand and existing bottlemscks) in conjunction with a partner
already esteblished there. Nevertheless, the eovirooment for such
joint venbtures will remsdn difficult, even in ths mediom term. T

menid
take so long

Pastern Burope has also improved the basic enviromment for SMEs
which, compared with State-owned enterprises, faced discriminstion in
the tax, legal and financial spheres.

The faster rate at which joint ventures are now belng set up is
clearly illustrated in the car izdustey. The shortage of cars
(attributable in part to the export policy pursued) explains the
large demsnd which present capacity is unable to meet. Henoce the new
investment by foreign mamufacturers (including from Europe).

Jjoint venbures more welcoming., In praé’ﬁice, they tivolve ast e
such. as:

- the role of the plan, which would, from now on, bheve to provide
guidance rather than a binding framework;

- decentralization of foreign trade, abolition of the monopoly
enjoved by the public import-export agencles, and vevisiop of ibe
Comecon mechanisns;




- price deregulation;

— currency convertibility; .

- special conditions for foreign investment,” e.g. proteotion or
profit repatriatiom;

- pew laws on property and more suitable employment and social
security laws; however, emigration is intensifying in scme cases
and is tending to accentuate the shortage of skilled labour;

the introduction of rules on competition for firms, particularly in
the public sector.

All in all, these countries have embarked on major reforms, notably
as regards privatization, currency convertibility and the freedom to
import, even if the pace of them may vary from country to country.

The plamed easing of export restrictions, especially those
coordinated by CoCom, should also improve the conditions for
technology transfers and hence for closer industrial cooperation.

t!hepossihilitqofnewmeasur&atconmunityleveltoreinforoe
e:dstingmveﬁmentandexportinsuramescmoouldservethem
of reducing the risks associated with investment in the countries of
Central and Eastern Europe.

Any attempt to lock into ways of improving industrial cooperation
with the countries of Central and Eastern Europe must take acoount
of, or complement, the bilateral or multilateral measures already .
taken by the Community, the most prominent of which are discussed
briefly below.

3.1 PHARE operation
Commnity assistance for Poland and Hungary is based on an action
prograrme centred on five priorities most of vhich are of special
interest for industrial cooperation:
- improved access to the Commnity market for Polish and Hungarian
products by scrapping quantitative restrictions and granting GSP
treatment;

- promotion of vocational training (motebly under the aegls of the
Europesan Training Foundation and the TEMPUS programe) ;

- measures in support of econcmic reform and investment promotion;

- food supply for Poland and restructuring of argriculture in this
trys

— cooperation on envirommental protection, including for projects in
the energy field.

* A brief swmary of the essential characteristics of the arrangements for
joint ventures is attached.
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@MWWW&%WW&%%MWE
tical and economic reform to the GDR, Czechoslovakis, Bulgaria
animoslammomertosuyportthismooess.

The financial perspectives for 1900-1092 have been modified in order
to allow for an appropriation of ECU 500 million in 1920, riging to
almost ECU 1 Im in 1992.

Starti.ngthisyeaz,theﬁnamialﬂameworkpmvidedformme
cmmmityhxigetomﬂ.dmakeitpossibletosuppomformof

opening up the Commnity market to imports of imdustrial products
from these countries ard, in so doing, 1mprovingsale5prospecrtsin
the eyes of foreign investors.

ting.
Tn these agreements, the chapter dealing with trade cooperation is
designed notably to fapilitate o whole range of business operations,
ipcluding the exchange of market information. .

Onz of the purposes ofthechapt@onmﬁmiecoopemtimmm
promote cooperation between econcmic agents with a view to fostering
investment and setting up joint ventures or other forms of industrial
cooperation. Among the possible fields of cooperation mentionsd are
industry, environmental protection, research, ensrgy,
telecommmications, vocational training, standards and statistics.
Within the joint comittees, the pertners can identify the economio
sectors and industries vhere thsy. would like o mee an expansion of
cooperation. Indusirial cooperation at Comwnlty level complements
the instruments available to Mewber States in this field.

Eventual replacement of these wrade and cooperation agreements by
association agreements will lead o a strengthening of industrizl
cooperation and will be aimed 2t establishing a free trade ares
petween the Community and the associate countries.
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mcammmityhastakenmitiativesaIdsupportedmemesmmte
new financial resources to which these countries will have access:

anmUB?OmﬂJionloanmsupportofthemntjmingsmmtural
ad justwent prograxme and reforms in Hungary;

mmgaryampolaxdareengﬂbleforKSCIMtoMupto
maOOmiJlionforoertainmvestmentprojectsmtheco&ammeel
mmieﬁcrmsteel—oonsxmmgseetorssmhasmfrasmmtures:

theEIBhasavajlahleforthreeyearsanammmtofﬂmlhnmatmy
be used to extend its lending activities to Poland and Hungary;

establishment of the EBRD, which, with a capltal of BCU 10 Im, will
mkeiteasiertofmameprojectsintheoountriesofcentmalam
Eastern Europe. Smoeitwﬂlapplymarketoozﬂitiomsoasmtto

The transition to pluralist democratic systems is already well under
way in the countries of Central and Fastern Europe. In a mmber of
them, major macroeconomic adjustments bave been started and are
begimming to bear fruit. Some are getting about implementing
measures to support business activity, particularly in the form of
legislation favourable to joint ventures.

Despite these initiatives, discussions with western industrial
concerns and the perception of the real situation in the countries of
CentralaxrlFasternEuropeconfumtha,tthestepsbm:gmkmm
revivemsi.newesamiprod\mtiveactivityasm-ydMam
i1l far below what is necessary. The development of produoction,
and particularly industrial prod tion, in these countries is vital
if their economic liberalization strategies are o be successful.
Consideration should therefore be given to additional industrial
cooperation measures.

madditiomimeasurestobeemisagedshmﬂdst@nfmme
realization that the current lack of progress is due 0 a combination
of three major deficiencies:
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(1) The first is t~, &3 vet, incomplete nature of the measures taken to

establish in a c.ofscent manner all the fremework oonditions
myforamdernmrketeommyhoﬂmﬁm‘popeﬂy. The
rapid transition l.cm plamned to market economies calls for the
croation of mew framework conditioms in the legal, tax, accounting
MO‘t’nersphereﬁjntheoountriesofmtralammtemE\mope.
mmumwmﬂdoontnmetopmﬁdesupportammckmgform
transition by offering substantial assistance (in the fleld of
standardization too) to help create conditions favourable to a modern
industrial economy with a network of small businesses;

(ii)'ﬁxeseeanddeficiewyisthedmsttot&labsmoeofammb&rpﬁse

culture necessary for a market econowy to operate. This is due to
the fact that in practically none of the countries concerned have
mmgmentshadtoocnfrontthevitaldecisionswesta'nﬁmhaveto
face. The result is a serious lack of management know-how in such
basic fields as cost accounting, investment apalysis, price
determination, etc.;

(i1i) The third deficiency is that the economic prospects of the countries

of Central and Eastern Europe suffer from the serious bandicap of &
lankofmm:sparemyamme:ﬁctalﬂitg,mgdegreeof
uncertainty all too often deters or delays investment decisions,
vhich are themselves essential for the expansion of productive
activity. The economic liberalization and gradual integration of the
economies of the countries of Central and FEastern Europe into the
worldeconmnyentailthedimantljngofcomeoonmitsprmtfom.
As a counterpart to this dismantling process, however, a major effort
mustbemadetopromobegreamtransparemyammaﬁctahilityso
that economic operators can take ratlonal investment decisions.
Given the size of each of the economies comcerned, & multilateral
framework could offer — as was the case in the western economies apd
tmcmmﬂmearlylgsos~anoptimmdegeeofuanspammyam
predictability.

The proposed measures set out below will increase the effectiveness of
existing initiatives, and in particular the instruments for encouraging
investment and promoting vocational training referred to in the previous
section. They could be supplemented by specific sectoral measures.

4.2. Improved transparency

Actiomisbangtakemtomprovewommictmnspaxmundertbe
PHARE operation to assist Hungary and Poland, involving a practical
investment guide (pending the sebting-up of a data bark) apd various
studies of these countries. This action should be stepped up in the
following ways:

Given the ever—changing legal and economic enviromsent for
cooperative ventures, interested Comminity firms could bheneflt from
greater transparency of the conditions governing dirvect investment in
host countries, incivding information on the economic enviromment in
those countries not included in the PHARE operation (e.g. the USSR).
SMEs in particular could be made wmore aware of the scope for
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meetingsonjnvesmaentintheoountriesofCenbralam&stemEumpe
reomtlym\g_am.zeiwi’chintheframork of the CSCE;

~ 'Ihem\ganizationofh:sjn%sdaysonsectoralthms,whichmnﬂdbe
toimMstrialistsﬁomEastamww,omﬂdbeenvjsaged, They
eoruldtakeplaoeamnmllyineachoftheommﬁ*iesofcentmlani
Restern Furope and would constitute an appropriate framework for

®)

- As knowledge of the market is vitally important for imvestors,
pmacﬁmlsbepswu]dbetakentorednfmoeﬁnjmmm&m
analysis, where appropriate through the use of comsultancy £irws,
with a view to demonstrating the potential, the needs and the
specific characteristics of markets.

ﬂmesizeofthemketandthecompamativeadvantageﬁofeachofthwe
countries should be ascertained more precisely, particularly in those
sectors benefiting from special investment conditions.

mmimmmammmmfomﬁmmmmmsmy
through appropriate channels.

To this enxd, Amrereg‘ulareontactsbetweeninmstryinmommtﬂesam
Etmopeantradeorganiza.tiorsooulda.lsobemmaged. They could serve as
a forum for the exchange of information on, say, investwent.

4.3 Horizontal measures

Whilesomehorizontalmeasur&sha.vea]readybeenlaumhﬁdona
1imited scale under the PHARE operation (e.g. in the fields of
standardization and certification) or under cooperation agreements,
it would seem desirable to incorporate them into a systematic
approach, whilea.tthesametimetakingaooountofthespecific
characteristics of each country. These measures should pursue three
main aims: creation of a favourable enviromment for husinesses,
support for the development of SMEs, and cooperation an
standardization.

4.3.1

(a) The introduction of a market economy makes 1t necessary for the
anthorities in the countries of Central and Eastern Europe to
supplement their legislation with legal and accounting rules
favourabletofirmSaIdermmpassirxgamodernbodyofoompanyand
taxlawamaregxﬂatoryframeworksdbedtotheneedsof industrial
expansion.



-12 -

- The absence, in most of these countries, of a proper body of oompany
]woomparablewithﬂntinthem:sm.alisedommtmesisa
considerable obstacle to greater industrial ocooperation. In some
countries, public and private limited liability oompanles are
unknown; bankruptcy law and rules governing the settlement of
disputes are inappropriate or even non-existent.

- ﬁ?nesamdegreeofpmioritymustbeattachaitotheimlusianof
accountancy and company taxation in such action.
The valuation of property and other assets ralses major difficulties
not only in the case of the privatization of State-Tun enterprises
but also in commection with the setting-up or winding-up of joint
ventures. Similarly, the calculation of anmual profits is impeded by
the lack of appropriate rules for calculating depreciation and/or for
the tax treatment of re-invested profits.

In the fields of worker protection at the place of employment,
consumer and envirommental protection and also indirect taxatiom, the
prospectoftheeoommi%oftheoountriwofcentralammsm

and those of the Commmnity gradually moving closer together
requires closer aligmment of legislation affecting firms. In the
meantine, a code of corduct for firms in these areas would make up
for the legislative deficiencies and preserve the enviromment when
new industries are set up.

- Finally, steps should be taken to introduce or, where appropriate,
reinforce a set of suitable competition rules in order to emsure that
the market economy functions smoothly.

The Commmnity’'s achievements in these flelds are considerable. The
Comissiomoouldprwmeassjstaxm(ifne%ssamy,intheformof
vocational or professional training, e.g. for accountants) once these
countries have decided to undertake radical reforms of their legal systems.
This type of cooperation could be carried out within the framework of
bilateral agreements or within the framework of the coordination of G-24
activities. '

Mention should be made in this context of the help given to Polish and
Hungarian privatization agencies and of the technical assistance provided
for the reform of the bamking system and for the creation of a stock.
exchange in Hungary.

(b) Adequate and effective protection of intellectual, industrial and
‘commercial property is one of the key conditions for establishing and
reinforcing industrial cooperation with the countries of Central and

Esstern Europe.
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Althmsgntheseoomtriwarepartyteammbmofmtammmalmts
in this field odministered by WIPO (World Intellsctual Property
(rganization), only & few of them are signatories to certain sgreements,
such as the 1970 Patemt Cooperation Treaty or The Hague Arrvengement on the
Internationsl Deposit of Industrial Designs. Furthermore, on in
these countries was closely linked to the prevailing econcmic system, which
,mibas&onoollectivem*shipoftbemamofpm@wbion. This had
major consequences: N

- firstly, the legal systems relating to intellectual, industrial and
commercial were isolated from international developments,
1y those in the Community. Furthermore, thig field is mot

generally accorded priority in national legislation;

- secondly, Commmity nationals were not very interested in seeking
protection in the countries of Central. and Eastern Europe.

Sowe rights (e.g. patents) receiwve :’me.dequa.te protection, and special
attention should be paid to them. o

The Commission could take steps (where approriate, within the framework of
joint ocommittees) to promote the adaptation of national legislation in
these countries to past and future economic changes and could endeavour to

ensure that these countries comply with existing multilateral agreements
this field.

Irdustrialoooperationisausefulmansofa&istingsmsinthe
countries of Central and Eastern Europe. The main problems in this
area seem to be to provide European firms with the necessary
information on the legal, tax and administrative framework for the
setting-up of joint ventures in those countries, to identify
potentisl partners on both sides wishing to endage in industrial
cooperation in specific fields, and to bring the two sides together.
%emstprmnisiz:gwaysofachievﬁ::gthis—&stamtonsomeofvfhich
has been made under the PHARE operation — would seem to be:

- the setting-up of a data bank containing all the information
for western operators in the countries of Central and
Eastern Europe to teke investment decisions; a feasibility study is

to be finalized in the very near future;

- use of a data bark to match offers of, and requests for, cooperation:
The BG-Net (Business Cooperation Network) set up by the Comwission is
a computer-backed network of European busipess advisers. Ite
extension to the countries of Central and Eastern Furope could speed
up identification of potential partners. Admittedly, the technology
gap in date-processing equipment and telecommnications networks
means that a fully operational.service can be set up only in the
medium term;
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- the development of structures for supporting or assisting SMEs in the
countries of Central and Eastern Europe: the Community is already
preparing a programme for SME development in Poland and Hungdary,
including the possible set-up of Euro-Info centres.

- participation in international fairs and exhibitions: (see
_ point 4.2): personal contacts between potential partners (cf.

projects of the Europartnership type) are of vital importance for
SMEs;

The Commission’s departments are also studying the possibility of launching
a programme to encourage investment by Community operators in the countries
of Central and Eastern Europe that would involve minority comtributions of
risk capital. It goes without saying that this action should be in
addition to any similar measures taken at national level. Use will be made
of the experience acquired by the Commission's services since 1888
encouraging Commmity investments in other regions of the world.

~ Greater convergence in the fields of standardization and conformity
assessment should be one of the priority aims of oooperation.
Generally speaking, the countries of Central and Eastern Europe would
welcome the application of international standards. They have
identified international and European standards as an effective and
rapid means of improving the quality of their products and production
methods and hence of boosting the opportunities for exporting goods,
particularly to the Community and to the EFTA countries (the latter
already take part in the Community’s work on standardization).

~ The economic benefit to the Comwunity is also clear because, in €O
far as Comecon or national standards were replaced by internaticpal
and FEuropean standards (or, in their absence, by standards
established in the Member States), trading opportunities would
increase. Through +the adoption of interpational and European
standards in these countries, the technical bases could be
established for the conclusion of agreements with the Community on
the mutual recognition of tests and certificates.

- If effective assistance is to be provided by the Community, the
countries of Central and Eastern Europe should indicate their special
needs axnd priority sectors. Deperding on the situation in each
country, such assistance could take the form of detailed information
on standards and procedures, training of staff or technical seminars.
These countries should also consider a relaxation of the compulsory
mature of their standards and a transfer of competence Iin the
standardization/certification field to the private sector.

- &s to the question of possible direct participation by these
countries in the work on developing European standards, discussions
could begin, in conjunction with the organizations concerned (CBN,
CENELEC, ETSI), on possible solutions.
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The relevant department in the Cammission are preparing programmes
for cooperation in the field of standardisation and ocertification in
coordination with competent European organisations.

4.4 Sectoral measures

4.4.1‘meabovemeasurescwbe&1pplmtedbyacticmofaseotorﬂ

(a

€))

nature. Tt would be useful to institute a dialogue on the future
development of the different sectors of industry not omly with the
public authorities but also with the private sector, end in
particular between industrial federations. The objective would be
twofold: togajnabetberideaofnewdevelopnmtsmthesectors
underoonsidmation,axdtomakeavaﬂahletotheommﬂiesof

Bﬂstwofoldobjectiveoouldbeachievedthrcughaseriesof
operational measures which fall into the categories indicated below,
itbeingmﬂmstoodthatthedeg‘reeofsmo&svdlldepetﬂonthe
determination shown, and priorities specified by, the Central and
Eastern European countries concerned:

toena.bletheseocuntri&toachievea.bett@rmen&%of
the potential of firms and markets on the basis of objective criteria
normally used in market economies in the VWest.

This expertise, whichtheComissionoouldfostm‘bypmvidingeasim‘
aooesstoconsvﬂtamyfimsard/orgroupsofexpertsfromthe
correspording sectors in the Commnity, would make it possible, where
appropriate:

- to propose short—, medium- and long-term measures for improving the
oompetitiverwsofthefn-msamlysedintheteehm.cal, commercial
and general management fields;

- t0 adapt possible measures for modernizing and/or rationalizing
certain industrial sectors to anticipated market trends,
particularly in the countries of Central and Fastern Europe.

Vocational training through specific seminars in industrial
enterprises in the countries of Central and Eastern Europe or perlods
of uajzﬁlgformvamioustyp%ofmg@aMsPeGMtSworm
from those countries in industrial enterprises in the Community; this
would cover production, marketing, accounting, management, eto.
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(c) Technical assistance, where appropriate through pilot schemes within
enterprises. The aim here would be to implement the different
measuresforimpmvingompetitiven&esthatarementifiedasa
result of expert appraisal and which do not necessitate susbstantial
investment programmes: management methods, accounting systems, eto.
Here again, experts—eitherfromspeciaustoompaniesomfranthe
firms themselves — could carry out technical assistance measures.

The introduction of modern menagement and accounting systems 18 a
_ priority under the PHARE operation described above at point 3.1.
Theyshmﬂ.denabletheirdustﬂalauthoritiesanieoowﬂ.cop@ators
in the countries of Central and Eastern Furope to take the major
strategic decisions on industrial investment (and, where appropriate,
disinvestment) which will be necessary to modernize their priority
industries and which will probably entail substantial financial
moumaxﬂ/orvﬂllcarrysocialimp]icationsforthelevelof
employment in most industrial sectors.

4.4.2 The choice of sectors in which these measures could be carried out
will 1ie with economic operators in the countries of Central and
Eastern Europe. These measures are nevertheless likely to ke
concentrated in two main types of sector:

- sectors (and enterprises) in which radical restructuring will be
needed to achieve levels of productivity and competitiveness
comparable with those in the Community; steel, shipbuilding, basic
chemicals, paper and cement are notable examples;

- sectors in which major develomments are anticipated as the

oorrespo:ﬁingnewpmoductionordjstrimuonstmctmwaresetm

; the car industry, agri-foodstuffs and the consumer goods and

equipment industries gemerally are likely to appear in this group in
the medium and long term.

Some industrial cooperation initiatives have already been launched by
private firms in the West.. For example, the oement Iindustry
represented by CEMBUREAU, hasalreadytakenstepstodeveloppossible
forms of cooperation with the Polish cement industry (particularly in
the fields of training and emvironmental protectiom).
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4.4.3 At Commmnity level, an important industrial cooperation initiative
wes launched a few months ago in the steel industry. During
discussionsinthemumﬂonthemgotmmngbmeffortheexte:ml
measur%mderthel%steelplan,ammberofsuggesmmepxt
fmmﬁbyscmeﬁaubasmmamwmesteel-mlstmwm
associa.tionsmtheccmmmitywithaviewtosupplmﬁngme
gradmltradeliberahzationsetintradnwlthﬂveofthecmtral
and Eastern European countries through an offer of industrisl
cooperation in this sector. The Commission undertook in the Council
todrawup,inocnjumtionwiththeﬂmmunitysbeelinh:stry.a
programme of cooperation with the Central and Eastern European
countries through an offer. The implementation of this programme is
described in detail in an annex. '

'mismenorandumhasdiscussedammberofmeasurestosupplenentor
expard existing measures.

Measureﬁtompmovetrampmooummmplmtedmwy, vhere

appropriate with the help of industry and the authorities.

The "horizomtal" proposals aim to place industrial cooperation on a

more systematic footing.

They would reinforce the action taken under trade and cooperation
ts in certain fields. Someofthemoouldbeimpleneuted

rapidly (e.g. practical measures to assist SMEs) while others merely

constitute offers of cooperation or assistance which, in sowe cases,

will necessitate the assistance of national bodies (e.g. in the field

of standardization).

As in the steel industry, for example, practical steps could be taken
atsecbor&llevel,withaviewtoamangingdemﬂeddjsmmiozsard
paving the way for additional measures. Tt is probable that, as has
h&ppenedintheoementazﬂshipbm.ding industries, discussions have
takenplaoeoroontactsbeeneﬁta.blishedinothersectors. The
Oonmissionbelievesitwﬂlbeusefultoreachagreementwith
industry, onmakingsuchsectoraldjscussionsormeas:m%mre
transparent and visible.

Commmnity measures would usefully supplement the bilateral industrial
cooperation measures 'takenbythemﬂbersmt&smdothmuanbevsof
theGroupofzécwithreﬁpecttotheoountri%ofcentmlandEastem
Europewhenethea.ssistameisoooxdinatedbythemmission.



there are no restrictions on the level of forelgn participation or the
composition of the management;

themjmlmmoontrmmionofforeig‘noapitaliswwooomzo%of
the total; ' :

aforeignmtormaybecomeashareho]dermapﬂvaﬂzedptmuc
enterprise by purchasing shares;

profits are taxed at a rate of 40%, althoughememptionislaossiblefor
threeyearsazﬂ'thenforaf\mtherperiodofthreeyearsifthe
activity in question is carried ontjna.priority sector;

the repatriation of profits in foreign currency is guaranteed in part;
there are double taxation agreements with almost all EC countries;

the effects of the policy to combat inflation and the devaluations of
theﬂotyare]dkelytoposemjorpmblmsforpobentjalmvestors.

HUNGARY

the 1imit on foreign participation (50% of capital) may be exceeded
only with the agreement of the Ministry of Fimance; a joint venture
mybesetupthrdughtheforeigninvwbor'sparticipatimmaplbuc
enterprise (privatization is autamatic where a foreign investor
undertakes to subscribe for 20% or more of the shares);

the maximum rate of tax on profits is 50%; it is reduced to zero for
five years if the activity in question is carried out in a priority
sector;

as in Poland, there are legal or administrative arrangements 4o ensure
that profits can be transferred; there are also international
agreements for preventing double taxation.

The conditions in Poland and Hungary for foredgn investors are
substantially more advantageous than those in the other oountries of
Central and Eastern Europe.

&

Situation as on April 15th, 1990
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egislation governing Joint ventures has been greatly liberalized;
transfers of profits and forelgners may acquire majority holdings;

it will be possible for jointventurestobesetupinﬁxefomof
public limited companies :lmorpora.tedmﬂ@r(‘izechoslcvakm;

the tax regime is fa.vmmableintha.ttaxonpwoﬁtsisleviedatonly
40%; agzeernentstowmtdoubletmtionhavebeenoonelxﬂedwithm
countries;

thaearenoagreexmtsonmthmentpmtection.

BOMANTA AND BULGARIA

Foreign trade has not been 1liberalized in either of these countries;
subject to authorization, both countries allow foreigners to aoquire
majority holdings; neither country has introduoced convertibility, although
Romanmpermitsdomwtictradetobetransactedinforeignmrremies.

X % =3

USSR

the limit on foreign participation in the capital of joint ventures has
been scrapped and the conditions governing the nationality of managers
ecased; ' .

after two years, joint ventures pay & 30% rate of tax on profits and a
rate of 20% on repatriated profits; tax relief may be granted for
certain categories of investment (in remote areas and for the
production of consumer goods) and exemptions from the employment and
social security laws are possible;

joint ventures are free to import or export but must themselves obtaln
the foreign exchange they need, possiblybyseuingonthequiet
foreign exchange market.

L2 3 33



INDUSTRTAL COOPERATION IN THE STEEL INDUSTRY

Apalysis of the steel industry

‘Ihesteeljndustryplaysanimportantrolemtheeoommiwofthe
countries of Central and Eastern Europe, not only in terms of its
contribution to GDP but also and particularly because of the mmber of jobs
involvedmﬂtheforedgncurrewyeamedfranexpoﬂsofsteelpmdlwts.
Cmﬂesfeelpmoductioninthesixommtriescomemedamuntstomomtmn
60 million tomnes, with Czechoslovakia, Poland and Romania accounting for
between 14 and 17 million tonnes each, the GIR for 8 million tonnes and
EungaryardBulgariaforbetweenSani4m1m°ntommeach(thisoanpares
with production of 140 million tomnes in the EC).

Steel plants are generally obsolete, have a low level of energy efficiency
ard cause serlous envirommental problems. This is illustrated by the
oontimingre]ianoeonSianem—Martﬁnfumaoes(mtusedmtheECsjme
1980), which still account for 40% of crude steel production, and by the
contimuous casting rate, which averages only 20% compared with o5% in the
EC.

Overall productivity is very low. The industry employs 700 000 people

with a figure of 400 000 for the EC. Given the respective
production figures and assuming comparable statistical data, this means
that these countries achieve only a quarter of the average level of
productivity in the Commnity. The cost of production as measured by
objective criteria is probably therefore too high. In addition,
organization is, in many cases, I1nefficient, with excessive ocentral
plamning and defective distribution and marketing systens.

Rationalization and modernization measures and, where appropriate, capacity -
reductions will, therefore, have to be underteken in any event and
mploymtmmaﬁwiﬂimﬁt@lywlsemmmpmmmm._

Objective of cooperation

The objective of cooperation should be to offer these countries the
acpertiseazﬁadvioewhichCammﬂtyacp@tsposs%swhenitoomto
restructuring the industry and managing steel enterprises £0 as to emable
them to cary through, in a manner consistent with their general economic
development, the reorganization and modernization of their stesl
industries.

This objective, which would be supplemented in the longer term Xy
industrial investment, could be achieved through a series of operational
measur&svhi&canbegroupﬁtogetherintheoategoriesrefmﬁtoE
point 4.4.1 of the memorandum: expertise,- vocational training and
technical assistance.
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The decisions regarding investment (and disinvestment) which might stem
from these measures will have to be approached cautiously by the Central
and Eastern Buropean countries concerned, in view of thelr major financial
and, in particular, social implications. Nevertheless, oertaln types of
imvestment, such as that designed to improve the emwviromment or to
estahlich infrastructures for steel firms, could be carried out rapidly.
This would necessitate the direct participation of steel firms or
capital-goods suppliers as well as -monitoring by the Comeisgion if
Community financing (e.g. ECSC lending) is requested.

FCSC loans totalling ECU 200 million and earmarked for finmencing certain
types of investment (infrastructure, emviromment, joint ventures) in the
cosl and steel industries will be supplemented shortly by other publio
financial instruments (EIB, EBRD) to which the countries of Central and
Bastern Furope will also have access for steel lnvestments vhlch comply
with the criteris applicable in each case. Recourse O foreign capltal
will undoubbedly be necessary given the anticipated volume of investrent in
thig irdustry.

The practicalities of industrial cooperation were discussed with Hungary
a;ﬁ?ol&midurmgthenegomtionshemmmusselsjnMEm:&nm

t on comercisl and economic cooperation. The Commission staff
expl&in&thebroadhmoftheﬂonmunityapymachassetﬁutmwmt%.@
of the memorandum and, following the responses of these two countries,
exploratory visits designed to ascertain real needs are now taking place.
Czechoslovakia has shown great interest in industrisl cooperation of this
kiniamion-the-spotdjsmlssimshavetakenp]aoewiththeheaﬁsofthe
steel industry and the ministries concerned. During past visits,
considerable interest was shown by the authorities responsible for the
steel iIﬂustrya;ﬂbysteelmaznganentsintherestmcturingprooeﬁsumg‘
way in this industry in the Commmnity since 1980, in the viability criteria
app!iedtofirnsm_shjngtogadnamtopzbncﬂmmingam,

y, in the social and regiomal back-up measures specifically

to cushion the impact of restructuring on the workers ard reglops
bardest-hit by the steel crisis. Bulgaria and Romania were informed of the
broad lines of this plan during the negotiations on the steel arrangements
in March 1980.

Following the liberalization moves in the countries of Central and Eastern
Furope, more and more contacts have been established between
representatives of governments and especially steel firms in Member States
eod  their counterparts in those countries. Interest has focused on
commercial or industrial cooperation (and even joint ventures), exchanges
of information, vocatiomal training, and technical and menagememt advice.

¥Mention should also be made, however, of the activities of non-Commnt ty
countries in this region. Austria has always bad close links with these
countries for geographical and historic reasons but Scandinavian,

Japanese, Australian and US campanies are "also offering cooperation and
assistance.

EERK
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Strasbourg, Brussels,
11 July 1990

INDUSTR 1AL COOPERATION WITH-CENTRAL AND EASTERN EUROPEAN COUNTRIES:
SUPPORT FOR ECONOMIC REFORMS

The Commisslion considers that, If practical support is to be gliven to the
radical economic reforms announced in the countries of Central and
Eastern Europe, measures should be taken to develop industrial activities
In those countries.

It Is not snough for those countrlies to acquire caplital goods, to engage
In joint ventures with firms from Western Europe and to have access to
new technoiogies. In the Commission’s view, they also need help In
creating an entirely new legal, administrative, banking and tax
environment in order to pave the way for Industrial expanslon and to
improve the condltions for forelgn investors, thereby enabling hitherto
closed economies to integrate into the European economy and to

participate 1n world trade, from which they have been aimost entirely cut
off.

Such Is the message contained In 'a discussion papéer which the Commission
has now adopted on Mr Bangemann’'s initiative and the maln lines of which

wlll serve as a basls for the debate called for by the Ministers for
Industry of the Twelve.

In essence, the document sets out the practical measures already taken
under the PHARE programme. The aim Is not to modify this major programme
but to supplement it with speciflic measures - to be defined at a later
date - to help all the countries of Central and Eastern Europe, including
those, such as the USSR, which are not included in the PHARE programme.

Handicaps suffered by plannsd sconomiss

The bottlienecks In planned economies are well-known: obsolete factorles,
polluting and energy-intensive heavy industries, overmanning, managers
inadequately trained for the modern management of decentralized

enterprises, poor-quality products, technological backwardness, economies
isolated from the world market. =

KOMMISSIONEN FOR DE EUROPAEISKE FELLESSKABER - KOMMISSION DER: EUROPAISCHEN GEMEINSCHAFTEN .
COMMISSION OF THE EUROPEAN COMMUNITIES ~ COMMISSION DES COMMUNAUTES EUROPEENNES ~ EMTPONH TON. EYPOIAIKON KOINOTHTON
COMMISSIONE DELLE COMUNITA EURCPEE ~ COMMISSIE VAN DE EUROPESE GEMEENSCHAPPEN
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The extreme sectoral speclallization within Comecon and, consequently, the
isolation of these economies from the world market are very largely
responsible for the technological backwardness of the countries of
Central and Eastern Europe.

It Is Interesting to note a number of facts concerning the operation of
industrial cooperation bstween the Comecon countries.

Hungary, for example, was alone responsibie for producing buses and
lorries for all Its partner countrles while the GDR and Czechoslovaklia
produced the bulk of capital goods, with the USSR being primarily
responsible for supplying Its partners with oll and other raw materlals.
In this way, Comecon absorbed some 70% of trade in Industrial products,
with only 156% being sold:to.the_lindustrialized countrles; .the remaindsr
was accounted for by developing countries,

These practices not only had the effect of Isolating these countries from
the rest of the world; they also sheltered them from healthy
International competition.

A further major handicap. Is that foreign Investment In the Comecon
countries Is still limited despite certain liberalization measures (see
annex). Capital invested by forelign companies Is estimated at some

$2 bliifon, the bulk of which has gone to Hungary and the USSR..

improvements still Insufflc]ent

Although, as the.Commission points out, substantial. improvements have
been made to the legal and administrative environment by most of the
countries of Central and Eastern Europe (particulariy for jolnt
ventures), much remains to be done. Western partners stiil complain
about the underdevelopment of communications and banking Infrastructures,
a defectlve or non-existent network of services, bureaucratic procedures

and the non-convertibliltty or, at any rate, insufficlient convertibillity
of currencies.

Faced with thils situation, the Commission Is proposing a serles of
practical measures:

- improved transparency of conditions for direct investment in
. - host countrles (the organization of "business days" focusing on
particular sectors of the economy and open to Industrialists
from East and West wouid provide an appropriate framework);

- lmproved transparency of market trends by reinforcing the
insutrments permitting closer analysis of markets, particulariy
through the forging of more regular contacts between Industry

. in these countries and European trade organlzations;

- promotion of a new legal framework: the introduction of a
market economy means that the authorities in these countries
will need to establish a genuine body of company law (at the
moment virtually non-existent), rules governing the accounts
and taxation of firms, provisions relating to worker protection
at the place of employment, consumer and environmental
protection and competition rules adapted to a market aconomy;
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effective protection of Intellectual, Industriai and commerclal
property;

support for the development of small and medlum-sized firms:
use of a data bank for comparing offers of, and requests for,
cooperation. The Business Cooperation Network set up by the
Commlission —~ a computer-backed network of European business
advisers - would be extended to the countries of Central and
Eastern Europe and could speed up Identificatlion of potential
partners;

cooperation in the filelds of standardization and certification
which will substantially improve the quallty of products made
In these countrles and thus glive them better access to world
markets;

finally, sectoral measures; the cholce of sectors would Ile
wlth economic operators Iin the countrlies concerned and could
focus on:

— sectors and enterprises In which radical restructuring wii!
be necessary to achleve levels of productivity and
competitiveness comparable with those In the Community; steel,
shipbullding, basic chemicals, paper and cement are notable
examples;

~ sectors which are expected to expand sharply, provided that
proper production and distribution structures are established;
these sectors Include the car Industry, agri-foodstuffs, and,
consumer and capltal goods generally.
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CZECHOSTOVAKTA

the legislation governing joint ventures has been greatly libevsliized:
transfers of profits and Foreigners may aoquire majorlity %cldings:

it will be possible for joint vemtores to be set uwp in the form of
pubilic limited companies Incorporsted under Czechoslovak laws

the tex regime is favourshle in that tax on profits is levied abt only

40%: agreewents to prevent double tazation have been concluded with EG
eoumbries:

there are no agreements on investment protectlion.

ROMARTA AND BUIGARTA

Foreign

trade bas oot been liberalized in elther of these countrles:

 subject to anthorization, both countries allow foreigners o acguire
majority holdings; neither country has introduced comvertibiiity, although
Remania permite domestic trade to be transacted in foreign curremcies.

£ 2+ 34

USSR

the 1imit on foreign participation in the capltal of joink vemtures bas
been scorapped and the conditions governming the ngtlonglity of managers
eaged;

after two years, joint vembures pay a 30% rate of tax on profite and &
rate of 20% on repatriated profits; tax relief may be granted for
certain categories of investwent (in remote avess enxd for the
production of consumer goods) ard exemptions from the employment and
goial security laws are possihle; :

joink ventures are free to import or export bub must themselves cbtain
the forelgn exchange they need, possibly by selling on the Soviet
foreign exchange warket.

EL 243



