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FOLLOW (P 10 COMMESION CoMMUNCATION O "THE EiL ROPE
AGREEMENTS AND BEYOND: A STRATEGY 10 PREPARE THE COUNTRIES OF
CENTRAL AND EASTERN EUROPE FOR A CCESSEN"

introducnon

he Commuson tecenth sent o the Counall a Communication ertitted “Furope Agreements
and bevond A stratern e prepare he counuaes of Cennal and b aviem Furope for accession’
This was 2 first response w0 the reguest of the Corfu Furopean Council for a strategy 1w
prepare for the accession of the assoctated countnies The {ounal held a prelimusian
grscussion on 18 Iuh and noted that the Commission would bring forward specific proposais
for impiementing s strategn The present Communicatien sets oul specific proposats
grouped under the following mam themes

) creating she framew orh for a2 Ceepemng relanonship
b crzaung the appropnate fepal and institutonal e vironment for sconomic development
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o opporiuniies

19 madio-ccenamg and structural change and other forms of co-eperanon
3 { emrmumth assstance 10 integranon and reform

A CREATG THE FRAMEWORK FOR A DEEPENING RELATIONSHIP

31 Proposals on the structured relationship with the institutions of the U'mon

The Copenhagen Furopean Counail concluded that "the Commumin proposes that the
sssocagted countnies enter nto a structured relationship with the insnhtutions ot the Unron
within the framework of a reinforced and extended mululateral dialogue and concenation on
mautters of common interest The arrangements  nclude dialogue and concertation on a broad
range of topics and m several fora”

The structured relaponship was viewed by the Furepean Counail as a means progressively o
mvolve the asseciated countnes 1n the European Umion's work in areas of common interest.
through pomnt meetings of an advisory nature with the Umon's institutions The European
LCouncil concluded that the structured relanonship would apply to all three areas ("pillars™)
of the Umon's actvities Thus jomt meectings in areas covered by Commumity policies.
especizily with a trans-European dimension, the common foreign and secuntv pehev, as well
85 jushice and home affairs, should all be included in the structured relanenship In order that
these meetings should be effective, they should be announced well in advance to enable the
TECELSATY PTEpATAnons 1o be made a joint meenngs with COREPER. the polincal commuttee
sndd the relevant workinp groups level



Jomt meennps at the level of the Councal on General Affars and sectoral yoant
meztings should be held on maners of common interest

Sectoral jont meetings could be useful in fields such as enerpy | environment. transport
and welecommumcanons where discussion will tahe place on irans-buropean netwaorks
Such meetings could provide important input 1o the Chnsiophercen Group which has
been imviied b the Puropean Council to conunue s study on the extension of Trans-
burepean networks to neighbounng countries, in particular central and eastern Furope

fornt mectings of the Councsl and associated countnes te be held in other areas a~
mentoned in this document. in particular macro-cconomic developments. the internal
markel. social policy, culture. vouth and health. where there is mutual benefit 1o be
vained from working topether to address commaon concerns

The Union should hold preparaton meeungs with the aswsociated countnies for the
United Natons General Assemblyv | an minal meeting at ministenal level could be held
i New York, to be followed by meetings at permanent representative level as issues
arse on which a common view would be mutually beneficial

The Umon should hold joint preparatony meetings with the associated countries for the
Budapest CSCE review conference and subsequent sumnut as well as joint mestings
on ssues of common mnterest wathin the CSCE framework

The Union representatives should concert with those of associated countries on the
follow-up 10 the Puns conference on Stabilin 1n Europe and on the implementation
of accompanving measures (lose cooperation will be essenuial of the Stabihin Pact
to achieve its objectives

- Regular joint meestings of Polincal Directors (of which three have alreadv taken placel.
Shadow cosrespondents and policy planners shouid also be envisaged

- Procedures sho i be esiablished 1o associatz the central and eastern European
countnes to the acunns relevant of the CFSP. such as the demarches. declaranons and
jomnt actions dec ded by the Union

On this basis, the Pre :.'~ - - moy wish to drav: up a schedule of joint meetings These should
be announced well » - wnc: to enable the necessary preparations to be made at joint
meenngs at COREPE, [ - ca Committee and working group level

it is suggested that the Pre-) iLcy and the Commission report to a joint meeting of the Essen
European Counail, wath th. parucipation of the _ssociated countries, on progress made in the
structured relationship ..nd _hat, on that occasion, a provisional schedule be agreed of jon -
meetings in 1995
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i) Co-operation in the fields of Justice and Home Aflairs

The procedures for conculting and informing the countnes of Central and Eastern burope
weititn a mare structured relanonship are under examination by Justice and Interior Ministers
whose urpeothy needed dect sons can be expected by the end of 19494

Although with repard 10 the content of such a dialogue. recent emphasis has been placed on
subjects related 10 the fight against orgamized cnme. including druy trafficking, 1lhicit trade
i nucicar matenals, sight should not be lost of other "Third Pillar™ related areas. such as

rmmigration and asvium policies mn particular, where closer co-operation between these
countries and the Union 1« also imponant

immugraton and asylum

The countrnies of central and eastern Furope are considered as one of the gatewavs towards
the Unton In the context of the Vienna. Berlin and Budapest Conferences on East-West
migratron. which took place between 1991 and 1993 the countnes con.cerned have committed
themselves to respect certain standards related to visa policies. border controls. admission
policies and repatnation of those found to be illegally resident  The implementation of these
commitments can, however. pose problems due to lack of 1echnical and financial resources

Co-operation between the Union and these countnies could help the establishment of adequate
procedures and standards in the interest of both partners and as essential preparanion for
eventual membership of the Union  Against this background. consideration shouid be given
to opening up the Phare programme 1o this type of cc-operation

Fight against drugs

The Union's existing agreements with the countries concemned. drawn up before the entryv into
force of the Treaty on European Union, already provide for a degree of co-operation against
drug trafficking. The Europe Agreements contain highly relevant provisions on the fight
against drugs.  In particular, they call for the introduction of legislauve provisions on
precursor chemicals and monev laundering It would be logical tc use the institutional
arrangements offered by these arrangements as an additional framework for dialogue on these

aspects.

Title VI of the Treaty on European Union provides a sti>ngthened basis for co-operation
between Member States of the Union 1n the fight against drgs. The Commission's recent
communication on how to turn these new possibilities to god use includes 1deas n the field
of relations with third countries inciuding therefore those of Ceiitral and Eastern Europe as
members of the Pompidou Group and potential members :.7 .he Union. The associated
countries could be invited to participate in the wider « ~:iic which the Commission's
Communication has sought to open up.

On the particular subject of the relationship between drugs and organised crime, the Corfu
Eurcpean Council called on the German Presidency "to arrange a conference with the central
st pnet Fppsoran statee an driec and orpamsed crime” The German Presidency has
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indicated that it will follow up this conclusion through the organisation of a conference which
will provide an opportunity to define new grounds for further co-operation.

Judicial and police co-operation

There are a number of areas curre)tly under discussion among Member States of the Union
which are natural candidates for co operation between the Union and the associated countries.
These include action to prevent illegal activities, such as trafficking , car cnime and
environmental crimie. This form of co-operation should help the associated countries to set
up necessary legislative and administrative infrastructure.

Many Member States are already engaged on a bilateral basis in some form of technical co-
operation with the countries concemed There is a need however for a co-coordinated
approach in this respect, which the structured dialogue envisaged could help to promote.

(iii) Intra -regionsl cooperntion

Co-operation between neighbours is an integral part of Union Membership Close co-operation
between the countries of Central and Eastern Europe will be economically beneficial and will
help to accelerate accession. Major imtiatives have already been taken by the associated
countries such as the creation of the Central European Free Trade Area (CEFTA), the Baltic
free trade area agreement soon to be agreed, the numerous bilateral trade agreements in the
region and the regional co-operation initiatives such as the Council for the Baltic Sea States.
the Black Sea Co-operation Council and the Central European Initiative.

Althcugh it is for these countries themselves to act, more could be done to foster co-operation
between the associated countries themselves. The Union, as the natural partner for such
cooperation in the region, can help to promote these objectives in a varietv of ways:

- the Community could put forward an initiative with the associated countries
to promote intra-regional trade. Such a trade programme would include the
Sfollowing elements:

- support for the introduction of modem trade legislation where necessary.
extension of EU know-how for export promotion and marketing

- support programmes which aim to spread European Union norms, standards
and proctices throughout the region both to promote trade within the region
but also 1o accelerate the development of a sounder business environment
across the whole continent

- the development of expont insurance and guarantee systems through the
provision of technical cooperation, the development of insurance facilities. the
improvement of bank clearing and payments systems, including the possible
use of the ECU, and support for credit facilities for the development of export
services, with particular reference to promoting trade within the region.
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- by creating a major fund 10 promote multi-country co-operation in Central and
Eastem Europe by bringing together certain Phare intra-regional programmes
as well as the recently introduced cross-border programme’, without, however.
reducing the efforts already envisaged for regions bordering the Community.
Such a fund could also stimulate co-funding with other sources of finance in
the Member States as well as in the associated countries themselves.

B. CREATING THE APPROPRIATE LEGAL AND INSTITUTIONAL
ENVIRONMENT FOR ECONOMIC DEVELOPMENT AND INTEGRATION

It 1s essential for the associated countries to build an environment which 1s conductve to the
market economy and to the alignment of their economic and regulatory structures with those
of the Union, adapted as necessary to take account of future accession. Their authonties are
progressively putting in place a legislative and regulatory system whick 1s compatible with
that of the Union. This huge task has the following components

(#) Approximation of laws

On accession, each associated country will have to adopt the "acquis communautaire” which
exists at that time. Alignment with European Union legislation can mean either sabstantial
revisions to existing laws, or where no relevant laws exist, European Union legisiat.on can
be used as a basis. Several of the associated countries have already .. v:ituted svstems for
ensunng that new laws conform to the Union's legal framework

This huge task of apuroximation of legislation can only be done by the assoctated countries
themselves. However, there is a need for close co-ordination and for technical assistance
along the following lines:

- In order to pave the way for accession and for participation in the Intermal Market
each country needs io draw up a programme of priorities and a time-1able for ensuring
approximation of legi<lation, technical harmonisation and development of common
European standards and certification procedures.

- Co-ordination avd monitoring can best be carried out in the specialised sub-comm ttees
of the Association Councils, including where necessary the development of specific
arrangements.

- Through Phare, the Union will continue to provide appropriate technical assistance.

- EtI Member States alse have a role to play here and shouid consider making resources

and experience available, where appropriate and feasible. The experience 1n the
transposition of Union legislation of EFTA members who are about to join the EU
will be particularly helpful in ihis area

' Renpintion 1898504 (4 1 1171 of NRNTI0A
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(ii) ompetition policy and the control of 8 ids

The implementation in the associated countries of competition and state aid policies which
are compatible with those of the Union is important in two respects. Firstly, an active
competition policy will help the transition process by creating healthy economic structures and
avoiding abnormal profits. There are also obvious public finance reasons for keeping state aids
under strict control. Secondly, in order for these countries to participate in the wider
European market it will be necessary to achieve a climate of confidence comparable to that
which exists between Member States to ensure that all economic operators are working under

the same rules and thus not enjoying any unfair advantage over competitors operating in the
same market.

In the Europe Agreements, the associated countries have undertaken to adopt rules on the
implementation of competition policy within three years. Work is already well advanced in
most of the associated countries in terms of the adoption of legislation and the setting up of
offices to deal with the application of competition policy to rcguiate company behaviour.
Implementing rules on anti-trust and merger cases have been agreed with Poland, Buigaria,
Hungary and the Slovak Republic, subject to confirmation by the relevant authorities, and will
shortly be agreed with the Czech Republic.

The definition of state aids and their control in a transparent way 1s less advanced and is an
area requiring immediate attention. While none of the associated countries have the budgetary

means to pay large subsidies, there are a variety of support mechanisms reliefs, classified as
state aids in the Community.

A number of steps can be taken in the short to medium term to put in place in the associated
countries, state aid control systems which are compatible with those of the Community:

- each associated couniry should empower a single authority 10 monitor and confrol all
state aids. Such an authority would assess each aid scheme according to the
obligations of the Europe Agreement and its potential compatibility with article 92 of
the EEC Treaty before final authorization is given

- together with the Commission, each associated country should drow up. and thereafter
update, an inventory of state aids. which should be defined and quantified on the
same basis as in the Community. The Commission will provide appropriate technical
assistance for this purpose and the empewered authority will manage the inventory.

- in the past, the Commission has drown up gwidance on the problems of controlling
state aids in the special simwation of new Member States. It will now indicate the
types of aid and the limits it would consider suitable for economies in the situation
of the associated countries.

- the Union should also set up a competition policy training programme in the

- asvocioted countries, to provide training for their authorities based on the experience

 of the Community and on their own experience This couid be funded by Phare and
supported by competition authoritics in European Union Member States.
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It will be necessary to ensure that the different national authorities maintain coherence in the
development of policy, its interpretation and application, linked to Community jurisprudence.
It may be considered desirable in the future to develop a "competition authority” along the
lines of the EFTA Surveillance Authority, to which several or all of the associated countries
could belong or some other appropriate mechanisms. However, the Commission does not
consider that such a step is necessary at this stage.

In time, the state aids control authority in each associated country should aim to reach a
degree of effective enforcement and transparency which is recognised as equivalent to the
authority exercised by the Commission inside the Union. Once satisfactory implementation
of competition policy and state aids control, together with the application of those parts of
Community law linked to the wider market, has been achieved, the Union could decide to
progressively reduce the use of commercial defence instruments for industrial products for the
countries concerned, since it would have a level of guarantee against unfair competition
comparable to that existing inside the Internal Market.

C ENHANCING TRADE OPPORTUNITIES

Since 1989 trade pattems between the Union and the associated countries have changed
radically. Although the European Union now absorbs over 50% of the associated countries’
exports they still only account for 4.2% of total European Union imports. In spite cf the
rapid rise in their exports to the Union, the Union's exports have risen even faster causing

concern in the associated countries about the large trade deficit (5.6 bn ECU in 1993). (See
Annex II for details.)

The Europe Agreements provide such far-reaching liberalisation in industrial goods, even in
the sensitive sectors. that it does not appear that further trade measures affecting tanffs or
quotas are necessary over the medium term. If the Europe Agreements are all brought inte
line with those of the Visegrad countries, the Community will offer free trade in industral
goods on January 1st 1995, with the exception of ECSC stee! products (on January 1st 1996)
and textiles {on January 1st 1998). However, a further impetus to exports could be given by
developing the access of the associated countries to European Union public procurement as
provided in the Europe Agreements.

There are a number of other areas of trade policy where the Union should consider further
action in order to facilitate trade flows and to reduce trade tensions, in addition to those
mentioned in the section on agriculture below:

(1) Anti-dumping and_safeguards

The strengthening of competition, state aids control end other relevant parts of the

- acquis communautaire w hich are related to the interal market will help to climinate
the need for anti-dumping and safeguard action. A ntidumping and anti subsidy duties
do not apply cither in the Urion or the EEA where this situation prevails.

',.V,‘The use by the Union of these commercial policy instruments is perceived by the
- Europe Agreement countries as both a political and an economic problem: they
believe tha the existence of these instruments is likely to have a dampening cffect on



(2)

(3)
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trade and inward investment.  Nonetheless it will be necessary for the Union to
maintain its commercial policy instruments until the associated countries have been
integrated into the intemal market.

In the short term, given that these countries are potential Member States which have
undertaken to apply KU rules, the Union should offer information to any Furope
Agrecsent country prior to the iritiation of any antidumping or safeguard proceeding.
Furthermore in cases where dumping and injury are found, the Union could give a

clear preference to price undertakings rather than duties in order to conclude the
investigation.

The EU should undertake a major exercise to inform the authonties and economic
operators in the Europe Agreement countries about the way in which the Union's

commercial defence instrumenis are applied.

Cumulation of rules of origin

While technical in nature, rules of origin can have a major impact on the way in
which trade develops. o draw full benefit from the approach suggested in this paper.
the region needs increasingly to behave as an infegrated unit for trade purposes. To
give maximum encouragement to integration, further progress should he made tow ands
Sull cumulation of origin in trade between the EU and the associated countries. This
would mean that goods made within the region could more easily benefit from
preferential trade access, in that manufacturing and assembly processes could be
spread across the associated countries (and indeed from the EU), without there being
artificial thresholds or barriers tp cross in order for products from the associated
countries to be considered as having the origin of one of those countries. Such an
approach would not, however, be without repercussions on EU manufacturing interests.
since competition would increase. Studies of the impact on particularly sensitive
sectors (textiles and electronics for example) are currently under way. and may lead
1o limited sectoral exceptions to the broad approach described, once it comes to
Sormulating specific proposals in this domain. Nonetheless, an overall approach
promises to be of great benefit to U business and the associated states alike.

trade_in_textiles

A proposal to implement the Copenhagen decision regarding the exemption from
customs duties for products concemed by ourward processing arrangements and
covered by regulation No 636/82 is before the Council, which is urged to adopt it
rapidly.

- . Creating the same base for all the associated countries

the Union could decide that the timetable of the Bulgarian and Romanian Furope
"~ Agreements will be aligned with that of the Visegrad Europe Agreements in the areas
“of duties and tariff quotas in industrial products. textiles. ECSC products, processed

- agricultural goods and non-processed agricultural goods.



D. MACROECONOMIC AND STRUCTURAL CHANGE

i) Macroeconomic policies

To alleviate the constraints on competitive growth, the associated countries will need to
develop macro-economic and reform policies that are conducive to mobilizing domestic
saving, curbing fiscal deficits, attracting larger flows of foreign direct investment and
expanding their exports, including maintaining adequate exchange rates that do not erode
external price competitiveness in order to dampen domestic inflation The Union should:

- be involved in a regular dialogue based on the Community's awn multilateral
surveillance procedures which would af course apply to the associated countries when
they become members Joint Ecofin ministerial mectings would provide peer-group
pressure towards the conduct of sound policies

(i) Promoting Inward Investment

One of the keys to recovery and development in the associated countries lies in an increase

in inward investment flows. In order to promote inward investment, it is proposed that the EU
should:

- Sfurther the initiatives taken through Phare 1o sct up inward investment agencies in all
the associated countries

- building on the work of the G24 investment group, seek ways of assisting the
associated couniries to introduce measuscs (o create a supportive invesiment

environment. This could include a study of the opportunities for and the obstacles to
investment.

- taking advantage of the Furopean FEnergy Charter and its Treaties. encourage
investment in the energy sector

- Surther develop the JOPP (Joint Venture Phare Progreenme) programme to promote
Jjoint-ventures between companies in the Union and in the ussociated countries

- promote indusirial co-operation. by organising Round-Table conferences inveolving
European Union and association country industrialists.

. (iti) . Trangport

kThe integration of the associated countries into a single European transport area wall
"j"wnmbuie both to improved economic performance and to the wider objective of their
;membershlp of the Union.

Tt ‘Ihe Commlmons aim has been to promote gradual integration through comprehensive
- aunsport agreements with Central and Eastern Europe covering as many countries as possible.
o The Eufope agreements, coupied with wider processes such as the Pan-European Transport
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Conference, have been regarded as the best vehicles for achieving this.

However, progress has so far been slow, for example in the inland waterways sector where
the achievement of 5 global approach is dependant on a rapid settlement of the Yugoslav
crisis, and in the a'r transport sector where little has yet been done apart from encouraging
the associated countries to harmonise their legislation with that of the Union. Negotiating
directives for EC aviation relations with the associated countries are now in preparation and
should shortly be submitted to the Council. The integration of the associated countries with
the Union will also require an extension of the relationship in the area of railways and
combined transport. ’

The Europe agreement approach is essentially a bilateral one. Although the Council 1s now
discussing a transit agreement with three of the asscciated countries (Hungary, Bulgaria and
Romania), this is considerably reduced from the Commission's original 1992 proposal for a
multilateral agreement on the road transport sector between all the Central and Eastern
European and CIS countries. Consideration needs to be given to arrangements which can
ensure that the institutional environment of the EC's relationship with the associated countries

reflects a balance between bilateral and multilateral elements, the absence of which can often
lead to discriminatory practices.

The Joint Transport Sub-Committees of the Europe Agreements constitute an appropriate
framework for co-operation. At the same time, the wider framework for consideration of
future actions and policy development will have to be developed, perhaps in the context of
the joint ministerial meetings between the Council and the associated countries.

iv) Ene
The energy sector will play a crucial role in the economic restructuring of the associated

countries. The current framework for energy co-operation is provided by the Europe
Agreements and the European Energy Charter.

Restructuring of the energy sector in these countries started from different points and has
proceeded at different paces necessitating a bilateral approach. Nevertheless three key areas

remain important across all the associated countries:

- the develspment of overall energy policies, taking into account policies within the
" Union, and the need for improved nuclear safety levels in the associated countries

B - >;‘:'> o 'the‘dcceleration of energy saving measures to improve energy efficiency and reduce
-, ‘environmental damage

- ", “the'promotion of competition in the sector..

. The following proposals are intended to assist in these areas:

. ‘ The Union should launch an intensive policy dialogue with associated countries, at
ministerial and official levels, covering all aspects of policy formulation, through an
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"energy contact group” to be established between the Commission and each
associated country. A joint ministerial meeting is due 10 take place during the German
Presidency.

- New ways of promoting private sector investments into new state-of-the-art generating
capacities should he studied.

- Where appropriate. the associated countries should, as soon and as closely as
possible.be associated with the Furopean Union's waork on Trmseuwropean energy
networks, possibly through the Energy Contact Group.

- Associated countries participation in Furopean Union energy programmes (e.g. SAVE
programme for harmonisation of energy cfficient standards) should be accelerated.

- Diplomatic suppont should be given to facilitate associated countries' accession (o the
International Energy Agency.

- Full suppont should also be given 1o those countries joining Furopean standards
organisations to allow them to adop! accepted standards, especially in the fields of
energy efficiency and grid interoperabilitv.

(v) Agriculture

Agriculture plays an important part in the economies of the associated countries, in most of
them it is far more important than in the European Union. Annex Il shows the share of
agriculture in employment and output in each country.

In all these countries output has fallen since the transition to a market economy has started.
The causes include a fall in internal demand but production was also affected by increased
prices for inputs, lack of capital and management problems related to the difficulties of
privatisation. The livestock sector was particularly hard hit by the fall in production.
Govermnments have responded by providing support for producer prices by setting minimum
_prices for certain major vroducts. Some even provide export subsidies.

Although the European market can never be the only outlet, the associated countries look to
© it as a'natural destination for their agriculturol yroduction, and as one which can ensure
o ~sausfactory prices. However, exports of agrict, :¢al products from the associated countries
v have decreased recently while their imports of ;40 tultura products from the European Union
. T'ﬁa‘v,e‘ﬁjincreas(ed rapidly over the same period. 1h: detaifs ar set out in Annex I'V.

; Wgth the exceptmn of Hungary all of these countries now have a negative agricultural trade
alance ‘with the EU, whereas in 1990 only Romania had a negative balance. This has

Y prompted some of them to consider applying measures to stem imports, which will have to
“ be exammed for their compatibility with the Europe Agreements.



1990 1991 1992 1993+

" Balance | - 960 NIt -30% 433

“ January to November
Source: EUROSTAT

Against this background, it is crucial that the agricultural policies of the associated countries
evolve in a way which is compatible with the reform of the CAP as well as with GATT
commitments entered into by the European Union and these countries  Therefore the
Co.mmission will prepare a revicw of options for future ugriculture polictes i a wider Europe
with a view to preparing for the accession of the associated countries to the European Union

In the short term, agricultural trade relationships have to be reviewed for the following
reasons:

- first, in order to adapt the Kurope Agreemenis to the new sruation created  for the
European Union and for the associated countries by the conclusion of the Uniguay
Round. This should go beyond a technical adaptation and provide the opportunity to
reassess the balance of the agricultural part of these Agreements in the light of recent
developments

- the second challenge is to adapt the Furope Agreemcents to the enlarged Union. in
particular 10 include the arrangements made by the future Membher States in their
bilateral agreements with the associated countries. At the same time, a thorough
examination has to be made of the reasons why only a few of the ranff quotas which
the Furopean Union has opened so far are fully wiilised. The causes have to be
analyzed, together with the associated countries and remedies have to be urgently
sought.

- finally, a similar review of developments regarding Union agricultural exponts to the
associated countries should be undertaken in order to evaluate the reasons for the
marked expansion of these exports, with a view to addressing any serious imbalances

(vi) Eavironment and nuclear safety

Pollution levels in certain pasts of the associated countries have reached alarming proportions.
~ In-extending its cooperation with these countries to environmental policy the European
- Union's main objectives should be:

- to contribute to solving major European transborder environment problems
especially in areas such as the Black Triangle, the Danube basin, the
Mediterranean and Baltic Sea regions.
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- to help the associated countries to integrate the requirement of sustainability
into their economic and sectoral policies,

- to help them to prepare for their future accession to the EU through
approximation and enforcement of their environment laws and standards.

The environment, nuclear safety and energy are already priority areas in Phare whose
objectives should be the creation of conditions permitting sustainable growth and etficient
energy nroduction. The EU, which has special responsibility for G-24 coordination, is the
leader in technical assistance aimed at introducing uniform norms, standards and practices
throughout the region. Such technical assistance should be extended to infrastructure
measures concerning legislation, liabtlity and insurance.

In the context of the structured relaticnship the EU and the associated countries should
jointly develop a common framework for consultation to guide their future cooperation. This
approach would avoid unnecessary duplication of effort and would atso facilitate cooperation
between the associated countries utemselves.

(vii) Regional development

The Europe Agreements provide for co-operation in regional development and land-use
planning between the associated countries and the Union. The co-operation will for the
-moment be based on the exchange of information anc ~fficials and the provision of technical

assistance as well 2s on joint action by regional and local authorities in the area of economic
development.

Such cooperation has been under way since 1990 through links between Member State towns
and regions and those in Central and Eastern Europe financed by the Ecos-Ouverture
programme. This has supported actions to help small and medium-sized enterprises and, by
means of exchanges of experience, l:as encouraged tourism, development, the rational use of
energy, better waste management, improved town planning and the strengthening of local
democracy. More recently much more intensive cooperation has started in the border areas
between the Union and Easiern Europe through a cross-border programme financed by the
Structural Funds Interreg Programme and Phare.

Cross-border cooperation also needs to be further developed between the countries of Central

and Eastern Europe themselves in order to break down barriers to trade and encourage
economic development.

On a more strategic level it will be tmportant to involve the associated countries in the
Cominunity's discussions on spatial pianning. The Commission is about to publish Europe
2000+ which analyses trends in land use and builds on the first such Community-wide
exercise, Europe 200, published in 1991. The new version pays considerable attention to
the impact of open: s to the east on the Community's territory and will provide a solid basis
for future dialogue with the associated countries. Such discussions have already started, most
notably at the 1993 Dresden Conference on Spatial Planning in the wider Europe. Further
studies are aiready being carried out, looking at the land use implications of the changing



14

relations with three rogions: the Balic rogion, the Danube basin and the Black Ser

These programmes of regional cooperation have a past 1o play  However, the most importan
task for the Community will be to draw on its experience of social and economic cohesion
within the Community, to assess the infrastructural, human resource development and other
structural changes vimch will be fundamental in preparing those associated countries which
so desue for access.on. The needs are formidable and new. Imaginative solnidns are
roquired 1f the burden 1s 10 be manageable.

{viii) Secial Policy

Accession 10 the Union also entails adoption of the acquis communautaire in the social policy
area. With a view 1o accession the Union will build on the Europe Agreements which aiready
provide for co-operation in certain areas, such as social security and health. They aim to
improve the level of protection of the health and safety of workers in the associated countries,
taking as a reference the level of protection exasting in the Community, to upgrade services
such as vocational training and to adapt social security svstems 10 the new economic and
social situation. In Copenhagen the European Council decided, in the context of furthering
sconomit integration throngh the approximation of laws, that it ts particularly important that
progress be made i» areas such 2s the protection of workers

In the light of the framework provided by the Europe Agreements and the decisions taken 1n
Copenhagen there are a number of areas where the Union and the associated countries could
develop their :0-operation on social policy. These include:

- employment and labour market policy. In order 1o help the associated countries to
mtzgrate the economic and social dimensions of the transformation process, assistance
should be provided 1o develop effective labour market policies in areas such as

o employment promotion including traiming. reform of 1abour legislaton, management
Ao cfficiency etc. These will be particule-ly important in the context of industrial
e restructuring which will have important labour implications.

- social security and social protecton: The European Union has adopted a
: recommendation on the convergence of social policy objectives (32/442/EEC) which
- while fally respecting the independence and diversity of systems in operation m each

;. coumitry, defimes three essential tasks of social protection. These are socisl and
.- #00DOMACT integration, guarantse of minimum resources and income maintenance. The
: c:qsenmoeuf Member States in these areas could serve as a useful point of retirence
. fcrﬂ!easommd countries as they adapt their secial security systems.

hdih :md safety ot work. Reducing work accidents and occupational disesses are
ﬁa&mem Union can provide sapport and expertise to the associated countries
M ‘should #im, over time, to introduce minimum requirements and 7ractices
Memﬂlﬂmeofﬁ:eijmm The Union could also provide technical s.sistance
-‘lia‘lp ‘fhe- associmnd countries draw up a programme znd timetable for the

mmm:m n’f Yegislution in this area.
‘M m:gsoumd countries shonld be involved in the activities described
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in the Commission's proposed action plans in areas such as cancer, drug dependence,
health promotion and information.

1X d on

Cultural co-operation contributes 1o mutual awareness and can create important links between
the Union and the associated countries. It should be fostered as a visible sign of our common
cetrwal heritage. In the Europe Agreements the parties undertake to promote cultural co-
v 2ration 1n areas such as the exchange of works of art and amists, literary translations,

conservation and restoration of monuments and sites, training and mutual awareness raising
n cultural affairs.

Where appropriate, the Europe Agreements provide for the Community's existing cultural co-
operation programmes 10 be extended to the associated countries. The Commission will be
proposing the extension of the following programmes to the associated countries:

- i{slaxdoscope, a programme which provides support for artistic activities with a
European dimension

- Anane, which supports literary works, and in particular their translation.

Since the entry nto force of the Treaty on European Union initiatives in the cultura! ur>a wmil
be based on article 128 Through its activities in this area the Union can contribuic 1o
strengthening the links and cultural dialogue between the Member States and the assomaved
countries, thus coraplementing their bilateral relationship. The Member States and t.2 Union
could consider additional ways of promoting cultural exchanges with the associated . =i :es
¢.3. by the establishment of Europe Houses in these countries to provide easier 2ccs v e
nich diversity of national and regional cultures in the Union.

x mn_sch ad

Co-opesation m science and technology between e Union and the associated countries ill
be mmnil!y beneficial. Since 1992 the Union has been engaged in a wide-ranging actinn
. wm;ova 150 MECU tw promote scientific and technical co-operation, which cover parua

- paticipatioa 1 the Third Framework Programme as well as joint research projects, so:n - fic
o nwmﬂ:s, conferences and mobitity.

" Ford!eﬁume two central theaves are envisaged:

 the opening of the whole of the Fourth Framework Programme to project by project
perticipation, sflowing for closer integration into the joint Community effort in favour
RDT, thus favouring the development of industry {(in particular small and medium
mes) in the wider European market including an open and integrated
infeastructure in Evrope.

Mmhmdmbwm(deﬁndmmmmmm these countries) in order to
permit the zelabilitation of the production system and to fmprove quality of life
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Science and technology can contribute to the resolution of some of the senious
difficulties which confront these countries. This operation will be carried out under
action 2 (international co-operation under the Framework Programme).

(xi) Informas

The Europe Agreements each contain an article on the mutual exchange of information.
Priority is to be given to programmes aimed at providing the general public with basic
information. For the Union this means a major effort to provide information to general and
specific audiences in the associated countries, including, where possible, giving them access
to Union databases. All indications show that there is a great interest in such information and
that a sustained effort will be needed in the years to come.

E COMMUNITY ASSISTANCE TO INTEGRATION AND REFORM
(i) The Phae programme

In addition to support for reform and economic transformation, Phare has provided financial
support for the implementation of the Europe Agreements and will therefore support many
of the elements of the strategy set out in this paper.

The Commission has taken measures recently to improve the operation of the Phare
programme in areas such as the programming cycle, the quality of programmes and the rate
of disbursement. Phare needs however to be strengthened further in order for it to become
an adequate tool for the realisation of this strategy. The major changes which are considered
necessary are as follows:

- The movement towards programmes which support investment and which
provide direct financing to end-users should continue as it is whart the partner
countries require at this stage of the transformation. The infrastructure facility
decided at Copenhagen should be developed beyond transport infrastructure
and the 15% limit should be dropped. Programmes providing finance for the
development of the private sector including privatisation and restructuring and
the development of small and medium-sized enterprises should be extended.

The further development of multi-annual programming over the period 1995-
1999 would enable the Commission through Phare to negotiate and adopt

multi-annual framework conventions. This would increase decentralisation,

stimulate investment through the predictability of Community assistance and
. improve the administration of the programme. In addition, Phare nceds to

have a sufficient degree of flexibility 1o determine the final allocation of funds
. between Phare countries and sectors on the basis of performance reviews.

©© The attached financial siatement sets out an indicative financing scenario for
' -Phare over the 5 year period 1995-1999. It is coherent with the financial
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guidelines agrecd in Edinburgh with the chapter on financial co-operation in
the Europe Agreements and gives concrefe substance to the Declaration of the
Copenhagen summit thar "the Community will continue to devote a
considerable part of budgetary resources foreseen for extermal action to the
central and eastem European countries, in particular through the Phare
programme”.  This political priority, for which an endorsement of the
budgetary authority will be sought, and which will be subject 1o the annual
budgetary procedure would pe.vide sufficient planning cenainty in order to
make the multi-annual progizmming approach worthwhile for the partner
countries and to improve Phare's efjiciency in terms of its ecanomic impact.

- Phare's programmes in suppont of democracy and civil society need to be
strengthened in order to consolidate political reform and 1o strengthen stability.

(i) Lending_instruments

The Community has a number of loan based instruments which are used to promote economic
development in these countries. The first is macro-financial assistance, which has mainly
been used in the initial stages of transition to ensure balance of payments sustainability and
the introduction of external convertibility. The second consists of project based loans, mainly
through the EIB, which have largely been used in infrastructure development. The
Commission therefore suggests that:

- The EBRD could become a genuine instrument of Union policy. following the entry
into force of the Maastricht Treaty. As the Union, Member States and EIB combined
hold the majority of shares, a decision could be taken that all Union directors would
uphold a previously agreed common position, according to Arnticle J-2.3 of the Union
Treaty.

- the Union could envisage providing macro-financial assistance to the associated
countries along the lines of that provided 1o Member States. The assistance would
take the form of medium-term loans to be financed by recourse to the intemational
capital markets, or where appropriate by the Member States. within specified ceilings.
Apart from being mobilised in balance of pavments crisis situations, this form of
guick-disbursing loan assistance could complement project reiated grants (Phare) and
loans (EIB. EBRD) and support the implementation of structural reforms and national
programmes of stnsctural adjustment. The gemeral terms and conditions applying to
this type of assistance could be systematized in a fromework decision by the Council

. the Union showld consider whether a full budget guarantee remains necessary for EIB
loan operations in associated countries.
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Possibilities for meetings between the Council of the Union_and_ Associated Countries of

Central and Eastern_Europe and sugpested items for discussion

Meeting

Date

General Affairs

September, UNGA, New York

Research

29 September

Environment

4 October

27 October

7 November

Telecommuncations

17 November

21-22 November

29 November

22 December
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Trade balance of associated countries with EU (in bn ECU)

Trade balance of associated countries with EU (in bn ECU)

1989 1992

Czech/Slovak 02 -0.7

Hungary -04 0.1

Poland -0.1 -1
CEFTA -0.3 -1.9

Bulgaria -0.9

| Romania 1.9

6 assoc. countries 0.6

Source: EURQSTAT

Share of asseciated countries exports in EU imports (%)

1989 1992
2.7 39

Share of associated countrics' imports in EU exports (%)
1985 1992
- 2.8 49

. ﬂSQurc;: EUROSTAT
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TABLE |

JO

Share of agriculture in employment sund output

% (91) GDP

% (92) Employment

Bulgania (3) 16
Czech Republic (1) 8.5
Hungary (1) 15 10

Poland (3)

7.3

Romania (3)

22

29

Slovakia (1)

83

13

EU (2)

Source: European Commission and OECD
FAO, UNICE, National Authorities

) 1990
) 1991
3) 1992




TABLE 2

EU AGRICULTURAL EXPORTS TO (MECU)

2

1990

1991

1992

615

996

924

119

152

225

149

267

418

300

243

324

83

155

125

Source: Eurostat

TABLE 3

1813

2016

EU AGRICULTURAL IMPORTS FROM (MECU)

1990

1992

1993+

1106

1991
" 1080

952

Source: Eurostat -




ANNEX IV
FINANCIAL STATEMENT

1. TITLE OF OPERATION

Community assistance towards integration and reform in Central and Eastern Europe
(Phare programme)

2. BUDGET CHAPTER INVOLVED
B7-60 Cooperation with the countries of Central and Eastern Europe

3. LEGAL BASIS

- Council Regulation (EEC) No 3906/89 of 18 December 1989 on economic aid to
the Republic of Hungary and the Polish People's Republic (OJ NoL 375 of
23.12.1989, p. 11);

- Council Regulation (EEC) No 2698/90 of 17 September 1990 amending
Regulation (EEC) No 3906/89 in order to extend economic aid to other countries

, of Central and Eastern Europe (OJ No L 257 of 21.9.1990, p. 1);

- Council Regulation (EEC) No 3800/91 of 23 December 1991 amending
Regulation (EEC) No 3906/89 extending economic assistance to other Central and
Eastern European countries (OJ No L 357 of 28.12.1691, p. 10);

- Council Regulation (EEC) No 2334/92 of 7 Augu:it 1992 amending Regulation
(EEC) No 3906/89 ex:ending economic assistance to Slovenia (OJ NoL 227 of
11.8.1992, p. 1);

--  Council Regulation (EEC) No 1764/93 of 30 June 1993 amending Regulation
(EEC) No 3906/89 on economic assistance for certain countries of Central and
Eastern Europe (OJ No L 162 of 3.7.1993, p. 1);

- 'Europe Agreements ratified with Poland and Hungary and in the process of being
mtiﬁed with the Czech Republic, Slovakia, Bulgaria and Romania.

”f‘*'iCOlmml Regulation (EEC) No 4253/88 of 19 December 1988 laying down
: *provmnns for implementing Regulation (EEC) No 2052/88 as regards
coordination of the activities of different structural funds between themselves and
with the operations and the operations of the European Invesiment Bank and the
othet existing financial instruments (OJ No L 374 of 31.12.1988, p. 1), as
' Regulatxon (EEC) No 2082/93 (OJ No L 193 of 31.7.1993, p. 20),
it cuiar Arﬁcle 1 thereof

lation (BEC) No 1360/90 of 7 May 1990,
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4. DESCRIPTION OF OPERATION:
4.1 General objective

The Phare programme is part of a much wider Western aid programme to help
Central and Eastern European countries. The aid is designed to facilitate each
country's transition from a planned economy to a democracy based on a market
economy. Furthermore, the Copenhagen European Council of June 1993 set the
accession of those countries to the European Union as an objective to be achieved.

The Phare programme is the special financial instrument for the Europe
Agreements signed or in the process of being signed with those countries.

The operations financed under this Chapter are therefore aimed, in the political
context outlined above, at:

stabilizing and supporting the initial transition phase (aid towards putting in
place institutions characteristic of the rule of law and a basic regulatory
framework);

implementing and supporting the process of economic reform;

developing a social framework in line with the Phare programme's general
objective;

cofinancing operations of a structural nature in third countries adjacent to the
Community which will be cofinanced by the structural funds.

These operations are carried out in the beneficiary countries according to each
one's needs to take account of varying stages of transition and development.

The programmes financed are as a rule defined in accordance with sectoral
priorities identified by the beneficiary countries as this is a basic feature of the
Phare programme (demand-driven approach).

" 4.2 Period covered and arrangements for renewal or extension

" Given the current state of the countries of Central and Eastern Europe, the
Community will contribute financially to the reform process until at least 1999.
Thig i3 in line with the financial perspectives approved by the European Council in
Bdinburgh on 11 and 12 December 1992.
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CLASSIFICATION OF EXPENDITURE OR REVENUE
5.1 Non-compulsory expenditure

5.2 Differentiated appropriations

5.3 Type of revenue involved: not applicable
TYPE OF EXPENDITURE OR REVENUE
- 100% subsidy

The financing generally takes the form of a 100% subsidy for the
programme's operational expenditure.

- Subsidy for joint financing with other sources in the public and/or private
sector

Joint financing may be organized in the G24 framework, with the EIB, the
IBRD and the World Bank, as part of initiatives by NGOs or in conjunction
with the Central and Eastern European countries themselves.

The joint financing will be used in particular in the context of trans-frontier
cooperation in the structural field.

- Interest subsidy

In some cases, particularly in programmes to develop and support small
businesses (SMEs), there will be need for interest subsidies.

- Other

.- . Should the operation prove an economic success, is there provision for all or

part of the Community contribution to be reimbursed? No

Will the proposed operation cause any change in the level of revenue? If so,
.. what sort of change and what type of revenue is involved? Not applicable

- Reulillzallon Not applicable
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7. FINANCIAL IMPACT
7.1 Method of calculating total cost of operation
See Table at Annex

The multiannual indicative financial programming set out in the Annex reflects the
guidelines adopted at the Edinburgh European Council and is in line with the
Copenhagen European Council's declaration in that the Community will continue
to allocate a major part of the budgetary resources earmarked for external
operations to the Central and Eastern European countries, in particular through the
Phare programme.

Even though the amounts of financial assistance that the Phare programme can
provide up to the end of the current financial perspectives is well short of what the
Central and Eastern European countries need, the Union, subject to the annual
budgetary procedure, is earmarking for 1995-99 ECU 7.072 billion under
Chapter B7-60 "Cooperation with Central and Eastern European countries”. This
represents an annual average growth rate of around 10% for the corresponding
period of the financial perspectives (1993-99).

7.2 Itemized breakdown of cost

The indicative breakdown by type of programme is as follows:

- national programmes for each country 80%
- multi-country programmes encouraging cooperation

between several countries 15%
- other programmes including support for implementation

of Europe Agreements 5%

7.3 Indicative schedule of appropriations

See Table at Annex.

/ 8 ; FRAUD PREVENTION MEASURES; RESULTS OF MEASURES TAKEN

'projects ﬁnanced under the Phare programme arc subject to regular monitoring
?systomatic audit by the Commission or its authorized agents and by the Court of
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ELEMENTS OF COST-BFFECTIVENESS ANALYSIS

9.1 Specific and quantifiable objectives; target population

Specific ohjectives: links with general objective

As part of the general objective described at 4.1, the operations undertaken
under this Chapter are aimed at partial or total financing of programmes in
the following fields:

restructuring and privatization of industrial and agriculiural state enterprises;
assistance to the private sector, particularly small businesses, and promotion
of private investment and tcurism;

modernization of the financial system, fiscal policy and financial services;
development of a social protection framework comprising active employment
policies and anti-poverty measures;

nuclear protection and safety;

reforms linked to the rchabilitation of basic infrastructure required to run a
modern economy in, for example, environment, energy, health and human
resources;

assistance to border regions in the Central and Eastern European countries to
overcome special development problems due to their relative isolation, to
benefit the national economy and the population as a whole and take account
of environment problems;

encourage the creation and development of cooperation networks on either
side of the frontier und establish links between those networks and the wider
Community networks;

assist the attainment of wider cooperation objectives on trade and cooperation
agreements concluded betwecn the Community and certain Central and
Eastern European countries, particularly with a view to integrating the
processes established under the Europe Agreements.

- Target population: distinguish as applicable for each objective;
indicate the end-beneficiaries of the Community's financial
contribution and the intermediaries involved.

The end-beneficiaries of the Fhare assistance are of course the citizens of
each country, More practically, the target population of each programme
depends on the type of programme and the ways and means chosen. Given
the diversity of the programmes, it is difficult to give a full list of the types

- of end-beneficiaries and intermediaries used.



9.2 Grounds for the operation

9.3

- Need for Communiry financial aid

The beneficiary countries' economic situation prevents theni from bearing the
heavy burden of transition to a market economy unaided. The European
Union, for obvious geopolitical reasons, is most keenly interested in the
development of those countries as it has made clear on several occasions at
European Councils. It should be at the forefront of Western aid to themr,

Moreover, the operations financed by the EU also serve to encourage
operations and investmerts by other donors (G24, EIB, EBRD, etc.).

- Choice of ways and means

The different ways and means adopted hy the Phare programme depend on
the type of programme referred to at point 7.2 and on the situation of each
sector and each country. The adoption of each programme is preceded by
identificaticn and feasibility studies necessary for the objectives to be
attained. The types of intervention are in general those described at point 6.

- Main factors of uncertainty which could affect the specific results of the
operation

The difficulty of the reform process and political events which could take
place in certain beneficiary countries are taken into account at the planning
stage of each programme in order to ensure tha. its objectives are not
jeopardized.

Monitoring and evaluation of the operation

The Phare programmes are for the most part run by management units set up
by the competent national authorities and bolstered by technical assistance
and monitoring by the Commission delegations. Over and above permanent
contacts and ad-hoc technical missions, general r onitoring of a more formal
kind is carried out on the basis of:

a new monitoriag, reporting and evaluation system set up in early 1994
(Manual for the Decentralized Implementation System), which is made up of
an annual strategic plan and a monitoring and assessment report, which are

~ technical in nature, and half-yearly work programmes, which are more
financial in nature, The quantitative and qualitative indicators are established
“when each programme gets off the ground on the basis of the logical
. framework matrix and monitoring is carried out using the documents alrcady

mentioned;
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a standardized computer system for financial operations {contracts and
peyments) carried out by each local management unit;

- aplan for systematic programme auditing;

evaluation exercises by independent experts aimed in particular at the
technical aspects of the programme and their impact on the sectors
:concerned.




(subject to annual budgetary procedure)

WCAL AND ECONOMIC COOPERATION WITH THE CENTRAL AND EASTERN EUROPEAN
§ (CHAPTER B7-60)
Ut fﬂd!ati‘le programming of commitment appropriations (1)

(ECU milllon, cutrent prices)
1993 1994 1995 1996 1997 1998 1999 TOTAL
95/99
Trend In the ceilings of 4,118 4,306 4,608 5.007 5.463 6.034 6.719 27.828
Keading 4 of the flnancial
perspectives, st current prices
St BUR-12 () ,
frternal programming 986 988 1.106 1.235 1.400 1.586 1,745 7.072
(indicative) of 1he multi-annual
sid to Cantral and Eastern
_Butopean ¢ountries 3) §

(1) Where payment appropriations are concerned, the schedule comprises a 20% annual expenditure spread over five years, including

the year of commitment.

(2) Hypothesis for 1996-99 with an annual inflation rate of 3%.

(3) These amounts confirm the priority given to Central and Eastern Europe assuming an average annual growth rate slightly higher than

that assumed under heading 4 of the Edinburgh financiai perspeciives.

512






