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EXECUTIVE SUMMARY'

The European: Council in Copenhagen (June 1993). had agreed that the. associated
countries: thatiso.desire shall become members of the.Union, as soon as they are.able.
to assume the:obligations of membership. In April 1994, Hungary and Poland introduced
their application: forr membership: Other countnes in- Central/Eastern Europe have.
declared theirintention to do so.

The perspective-of accession of the associated Central/Eastern European countries to
the Union implies: a qualitative shift in the relations .with the region. The fundamental
decisions taken: by the European‘Council -in Essen (December 1994) itustrate" the
dimension of the tasks ahead: It adopted the pre-accession strategy t6 prepare
associated. countries for membership. N

A main element: of the strategy is to prepare these countries for integration into the.
internal market of:ithe Union, and the Commission-will present'a White Paper,.on'this
subject to the next. European Council. This strategy also deals with investment
promotion, in which the need for an jricreased*volume of foreign investment is
acknowledged. The programme- covers. continued. support for investment promotion
agencies, the creation of a Business Advisory Council and continued support, through
the PHARE programme, for initiatives such as. the restructuring and modernisation of
production capacities and the development of small enterprises, as well as contributing
to the financing of infrastructure investments. In this context, industrial cooperation has
a key role to play.in the promotion of private-investment:

in April 1994, the Industry Council invited the Commission to prepare. communications
on industrial cooperation. with certain third countries, and took note of the Commission's
intention to-present, in the first half of 1995, a communication on industrial cooperation
with Central/Eastern Europe: (further communications. on industrial cooperation with
other third countries are to follow). On two previous occasions, the Commission
prepared communications on the subject!, and the Council adopted a resolution2
supporting the Commission's general approach and orientations.

The perspective of accession-has changed the overall context fundamentally. In
response, this communication intends to reflect upon- the industrial implications of
Central/Eastern Europe's progressive integration into the global European economy,
and in particular, how. industrial cooperatlon can contribute to the facilitation of this
process.

Therefore, this document focuses on those Central/Eastern European countries- which
have already concluded Europe Agreements with the Union or which are shortly.
expected- to. do so: Poland, Hungary, the Czech Republic and Slovakia, Romania,

I'SEC (90) 1213 final of 13 July 1990 and SEC'(92) 363 final of 13 March 1992. .

2 0I.C 178 of 15 July 1992
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Bulgaria, the three Baltic Republics.and Slovenia. Although the stage of development,
e.g. in terms of industry privatisation/modemisation, is very different from one country to -
another, overall the Central/Eastern European .industry continues to have very -
considerable - restructuring/modernisation needs, which are unlikely to be satisfied .= -
- without foreign investment, transfer of technology and know-how in cooperation with EU
industry, aiming at the development of an env:ronmentally sustainable industrial sector.

The European Union has already made an lmportant contribution to the transition
process through: R . :

- Europe Agreements wnth Central/Eastem European countries which inter alla aim at” SRR

-free trade and offer a broad platform for cooperat:on in virtually all areas aﬂ‘ectlng the
‘economy o

- the Essen European Council conclusnons which notably aim to encourage the' reglonalr
cooperation between the associated countries for the promotion of their economic
progress: a programme has been adopted to stimulate cooperation e.g. in trade

- European Union assistance and industrial and R&D cooperation which have been
launched to help to exploit and develop the industrial and R&D potentlal of
CentrallEastern European countnes

T e’ - 7 " ) - - -v .
« . the improvement of framework conditions for industrial development
the privatisation, restructunng and modemisation of industry :
. the promotlon of investment (e. 9. through synergies with, other operators like

: EBRD and EIB).

The proposed ' orientations . start from exlstmg mstruments and conS|der useful‘ '
adaptattons and addltlonal action. '

1. The Europe Agreements provide the basic orientation for the Union's assistance
policy, within which technical and financial ‘assistance under PHARE will increasingly
be a major tool to pave the way for cooperatnon and ultlmately mtegratlon Maln areas of
actlon will include ' '

o the exploitation of the mstmmﬂaj_&ej_umune_ﬁume_mngmﬁ (e. g. the

mixed commlttees)

. the White Paper on the preparat:on of the assoc:ated CentraIlEastern -
- European countries for the lntegratlon into the internal market ‘

. guahm_m_anaggmgm (standards/ certifi catlon) mfrastructures
-thelegaﬂadnlmsjnatmeitameﬂgrkjguny_asjmm
_» support to thenuxahsﬂmnue_simﬁmm_and_mg_dﬂmmm_oﬁnguﬂm ~

“e the promotlon of business links, investment and cross-bo ggm nter-regional _ -

"« competition policy, trade, environme ining. l_
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2. Scientific and technological cooperation should be further. promoted and

Central/Eastern European countries should be encouraged to participate in the move

towards the Global Information Society. .

3. Stronger m_nhiﬂ_saﬂ_en_QLE_le_duam{ is considered to be another key element to

achieve industry modernisation in Central/Eastern Europe.
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1. INDUSTRHAL COOPERATION IN THE FRAMEWORK OF THE UNION'S
PRE-ACCESSEON STRATEGY THE UNION"S MAIN GOALS AND ROLE

The European Counc:l in Copenhagen (June 1993) had agreed that the assocrated

countries that so desire shall become members of the ‘Union, as soon as they are able
"to: assume the obligations of membership. In April 1994, -Hungary and Poland introduced
_ their application for membership. Other countrres in CentrallEastern Europe have
: declared therr :ntentlon to do s0.’

) -

The perspectlve of accessron ‘of the assocrated Central/Eastem European countnes to

the Union implies a qualrtatlve shift in the relations with the region: The fundamental = - 7

- decisions taken by the. European Council in Essen’ (December 1994) |Ilustrate the

“dimension of the tasks ahead: It adopted the pre-accessron strategy to prepare; S

assomated countnes for membership.

PRIORI B CT

In response to thns qualrtatlve change thrs commumcatlon intends to reflect upon the ‘
" industrial implications of Central/Eastern Europe's progressive integration into- the global -
European economy, and |n particular, how industrial oooperatton can contnbute to the
facilitation of this process.- :

A brief survey of the industrial srtuatlon wrll show that’ CentraI/Eastem European industry - _. -

is still facing consuderable restructuring . and modemisation .needs. An - additional
challenge is the promotlon of sustainable development, an important element of both
the 5th Action Programme "Towards - Sustalnablhty" and the White Paper on Growth,
. Competitiveness and Employment, through, inter alia, the integration of environmental
objectives and criteria into - industrial cooperation activities. Furthermore, the
" development: of a competitive industrial sector will need to include a high level of
.- consumer protection, through appropriate quality and security standards.’ .

Therefore, t_hree priority objectives neéd to be pursued:

e the restructuring and modernisation of industry its
e the promotion of investment. ‘ K

Industrial cooperation will have to play a key role in all areas. Of course, a large|
part - of . the resources needed to accomplish the process of "industry
modernisation, has to be prowded by the trans:tron _.countries themselves. In

) addltlon, Western publrc financial assistance supports the transition. However -it|
must. be . recognised that the . industry .privatisation, restructuring and|

.|modernisation process cannot succeed without the broad ‘mobilisation of EU
industry, for investment and the transfer of technology and knowhow. This role of
EU industry in the transition process will gain relative rmportance compared to‘
the other elements the more. the process advances :

~




" In September 1994, the Commussnon has’ adopted a Commumcatlon on an Industnal :
Competitiveness Palicy3; which develops further the key features of its industrial policy.
The promotion of industrial cooperation - both inside the Union and with third countries -
is considered to be one of the priority action areas of the Union's mdustnal pohcy
Regarding Central/Eastern Europe, the promotion of industrial cooperation should
serve - the double purpose and interest of strengthening the economies of these
countries with- a view of integrating them into the ‘Union and of strengthening the
European ‘industry's ~presence ' on expandmg markets, - thus - enhancing - the
.competltlveness of industry throughout Europe. . ’ :
1t is clear that indusb'ial'cooperation has to be defined and carried out by the economic
.operators themselves, in all the different forms it may take, ranging from distribution and
licensed production arrangements to subcontracting, outward processing, joint ventures
and equity stakes. ' )
The main role of pubfic admlnlstratlon is to create favourable framework conditions and
to facilitate the active participation of EU companles in the development of industrial
‘cooperation, e.g. through
- the creation of appropriate structures for horizontal support to busnness operations
- the organisation of contact fora bringing together industry and administration and
- concrete cooperation projects (example: the consumer electronlcs components project
wath Japan).

, lndustnaL cooperatlon should also involve the soc1a| partners, accordmg to the objectlve
of promoting the social dlalogue :

The Commission's and-the Member States' actions should be complementary. -
Furthermore, increased synergy should. be achieved with the activities of other
institutions such as the EBRD and World Bank. Thus, mutual information and - to the
extent possible - coordination are essential.

A major task for the Comm:ss:on is to ensure that |n the overall EU relations with third
- countries, action continues to. be based on. the respectlve industrial situation and
national priorities, and is coherent with EU industrial cooperation and industrial policy
purposes. This applies notably to commercial relations (e.g. cumulative rules of origin),
technical assistance actions, and financial support: including through the EIB and the

EBRD, in which the Union participates. For example, in cases where the privatisation, - -

~creation, modernisation or conversion of productlon capacities. in Central/Eastern
Europe affects sectors where EU industry is itself in a restructuring process, the Union's
concerns need to be taken into account, through e.g. a dialogue -and exchange of views
between the partles .

3 COM (94)319 final



f:Thrs example refers to a broader issue: The rntegratmn process and the mdustnal ;
‘transition in Central/Eastern Europe will certainly lead to new patterns of division
- of labour among Central/Eastern Europe and the EU. This is already taking place, -
e.g. in the textiles sector for which Central/Eastern Europe .is highly important as a .-
.market and as cooperation partner (outward processmg ‘trade - OPT). EU industry
needs to be present on growth markets: this is one of the key objectives of EU industrial
policy. The cooperation in the field of OPT which has started already some time ago
‘between Central/Eastern European countnes and certain Member States is now going |
to be extended. and’ intensified . by almost all Member " States of .the Union.
Central/Eastern European .countries have become the most important partners for the-
Union's clothing industry's production ‘and ‘are essential for its competitiveness. By
granting duty—free entry of OPT imports from Central/Eastern European countries from .
'January 1994 and the necesssary quota increases, the Union has further encouraged-
such cooperatron .

For certain mdustry sectors thls process involves dellcate |ssues of employment and )
ongoing restructuring in Western Europe. While support measures have to be based on
the priorities and needs of the partner countries, these issues have also to be-taken into -
account in the design .of assistance, to ensure the overall coherence with other Union -
policies (e.g. in the field of competltlon) A main criterion should be the effect on’
' tndustnal competltlveness ' »

1

The mtegratlon process and mdustnal transrtlon in CentralIEastern Europe should Iead

to the development of new economiic actlvrhes based on complementary sets of

competitive advantage In order to ensure that these actlvmes are mutually benefi crai
for repatriating to Europe activities Wthh are wholly or partially sourced off-shore.
Integration through' the reconstitution of production chains has the added benefit of
providing Central/Eastern European countries with both technology and.a source of
hard currency income with which to purchase the investment-goods required for.their -

development. Possrbllmes for combining the advantages’ of Central/Eastern Europe in o

hlghty qualified manpower and lower operating- costs-with EU technology, capital and
managerial capacrty to create competitive enterprises in new growth markets on which
European firms are currently insufﬁciently represented should also be examined - s

‘Industnal cooperatron represents an effectlve way of rmplementmg such an.
approach since it aims at a long term strategic partnership between economic
_operators based around the mutual interest of both sides. By actlvely identifying
new. pOSSlblhtleS and ensuring that - potentlal partners are aware of these possibilities,

but leaving actual implementation and a maximum of the financing of ‘cooperation to the
interested partners, public authorities can play an actlve role W|thout lntervenlng in the
;efﬂcrent allocation of resources by markets



2. INDUSTRIAL SITUATION IN CENTRALIEASTERN EUROPE
A BRIEF SURVEY

Following decades charactenzed by state ‘ownership. of productlon means and by
central planning, the transition countries of Central/Eastern Europe inherited an
~economic and industrial set-up which. is generally characterised by serious
weaknesses. First of all; this relates to badly maintained and obsolete capital
equipment, as well as out-dated production technlques with low productivity, waste of

energy and bad environmental performance. Distorted incentives resulted in resource .- -

mis-allocation in production and investment decisions, with for example, an over-
emphasis on heavy industries. While management was often inefficient, business
support services have been weak, and the mandatory standardrzatlon and conformity

assessment procedures madequate '

’ At the start of the reform process, industrial production, for the economies in transition
as a whole, declined sharply by 30% during the period 1990-1993. The GDP contracted .
by roughly a quarter (1989-1993, weighted average for Central/Eastern Europe). The
decline of production. inevitably had negative consequences for the population in terms
of a decrease in real income. Inflation devalorised savings, and unemployment which
was almost unknown under the former central planning regime, increased in most of the
countries (see table in annex) As from 1993, a certain stabilization or even slight-

growth took place in some of the countrnes while others do not yet show significant .

signs of sustainable recovery.

.The Central/Eastern European industry can draw on some strengths, which have not .
yet been explorted to their full extent, mainly a good level of technical qualification in
many sectors and relatlvely low labour costs. These strengths will have a stronger effect
the more the governments. realise their intentions to complete privatisation, to.
restructure industries a'nd place companies on a sounder financial footing. ‘ o

Thus, pnvatlsatlon intense restructunng,, mvestment (both domestic and foreign), - -

stronger exposure to competition and training will be needed to address the inherited
weaknesses of the industrial - Iandscape and to penetrate highly competltlve Western
markets.

|NDU§_TBY PRIVATISATION AND RESTRUCTURING

Given the economic, social and political importance of the state-owned enterprise sector =
in most Central/Eastern European countries, privatisation and restructuring are among -
the ‘authorities' top priorities for ensunng a durable transformatlon from a planned to a

_market economy. : '
Major successes have been achieved in privatisation, with the private sector reaching a
level of 55% to 65% of GDP in the most advanced transition countries (source EBRD).
However, this overall success should not hide the remaining. problems.” While the
privatisation and the restructurmg of large state-owned enterprises (mainly in the
energy, mechanical, metals, agro-food ‘and chemical sectors) has been sometimes



delayed, the transformatron of smaller-scale companles (retail trade agnculture
services to companles tourism, etc ) has progressed well.

There are great disparities between the Central/Eastem European countries in the
degree to which they have created the base for a market economy, especially
concerning the sequence at which pnvatlsatlon and financial restructuring take place.

Two broad alternative policy approaches to restructunng and privatisation -can. be .
identified: priority on early privatisation leaving most of restructuring to private owners,
and priority on comprehensive financial restructuring before launching privatisation. The
second strategy targets high-quality owners for enterprises through comprehensive

financial restructuring before the sale takes place. The advantage of the first approach . g

lies in its higher speed, compared to the second. However, both approaches might not
always ensure high quality of corporate govermnance .and the necessary modernisation.

Apart- from the -degree of privatisation and restructuring achieved, further major
differences concern the creation of the basic institutions ‘which are necessary for the
functioning of @ market economy, the introduction of competition and the elimination of
subsidies, the ‘progress in price liberalisation and the development of an effective -
banking and financial sector. This implies that the instruments which should be used to
promote. transition, need to be adapted to the specrf c situation of the country
concerned : -

REI.' c T

The success of recovery in CentraIIEastern Europe depends first of all on the countnes
progress in macro-economic reform, but then needs to be supported by sustained high
rates of investment (and, as a necessary -corollary, "immaterial investment" - the
transfer of technology, -know-how- and modern management techniques). Domestic
savings ‘will have to be.the main source of investment, but they presently remain at a
level that will not permit a rapid catch-up close to that of the EU. Foreign direct
_investment should thus be of consrderable importance in the current reform .
phase :

“Inward investment flows have been-on the whole disappointing i in the region (see tab!e
in annex), despite of the partlcular importance given by the economies in transition to

the establishment of favourable conditions to attract investment. Indeed, the legal =

framework has made considerable progress in some .of the countries, while in others, it

-is far from congruent with the political statements of principle in -support of the“
liberalisation of the-economy. However, in all countries, a main shortcoming of the legal
and institutional _system are.. the difficulties of the admrmstratrons to appty the
regulatlons

Experience in the past years has shown that decisions on the location of investment
often foliow and strengthen prevailing trends. This explains to a large extent the
successes of Hungary, Poland and the Czech Republic (ie the early start-ups) which
keep attracting a lion's share of all inward investment in the- regron ’



The success of industrial development relies very much on macroeconomic progress
- towards a full market economy. In this respect, the Central/Eastern European countries'
reforms towards market-based pricing systems and exchange rates are particularly
important for industrial development.

Among the most important factors for investment are framework conditions such as
adequate infrastructures (telecommunications, transport and energy) as well as
business services (insurance, banks, business consulting, accountancy, chambers of.
commerce, industry associations), which play an increasingly important role for-the
economy as a whole. Their availability and cost have a large horizontal impact on
industrial activity. In the energy sector for example, the European Energy Charter is an
important EU initiative to create- a favourable investment climate for the sector, and
signatories of the Charter Treaty include the Central/Eastern European countries.

Prospering trade relations are another indispensible framework condition for industrial
development, both in terms of input supply and export revenues. Moreover, the potential
for trade is a major criterion for investment decisions. Traditional trade relations within
Central/Eastermn Europe and the Former Soviet Union have virtually collapsed, and
supply-production chains ‘have been disrupted. In fact, market reforms and economic
transition in Central/lEastern Europe were then supported by an unprecedented
expansion of trade between the Union and these countries. Coinciding with the very
rapid expansion of EU imports from the Central/Eastern European countries has been a
radical trade liberalisation by the EU towards them, formalised in the signing of the
Europe Agreements. One of the striking features of the trade between the Union and-
the associated countries is the high degree of intra-industry trade, which has been
growing significantly in the recent years, indicating a greater convergence of industrial
structures between the Union and the region: Associated countries are becoming
mature for industrial cooperation.

In conclusion, despite - positive developments in macroeconomic reform,
privatisation and investment growth (from low level), overall investment in the
region still remains too low: It does not meet the persisting industrial
restructuring and modernisation needs, and it does not permit the rapid growth
necessary if these countries are to catch up at least partially with the EU. This
situation cannot be overcome without further increased trade, foreign investiment
and industrial and technological cooperation with the European Union. The Union
has thus an essential role to play in the process of privatisation, modernisation

and integration of the Central/Eastern European industries.

3. PAST AND PRESENT EUROPEAN UNION ACTION |

The Union has consténtly and progressively improved contractual relations with
Central/Eastern European countries, has developed comprehensive technical and

financial assistance programmes and scientific & technological cooperation with the

A1



region (a more detalled desonptron of asslstance and S&T cooperation is guven |n '

annex).

‘The Union's consistent policy of rapldly grantllng market access to imports. from

' Central/Eastern European countries is a very substantial contribution to a favourable

framework for industrial development. As far as industrial products are concemned, the
~ process of liberalisation by the EU begun with the conclusion of the Europe Agreements

'in 1991/2 is nearly complete. The dismantling of EU tariff and quantitative restrictions -
‘was accelerated at the Copenhagen European Council in June 1993 and the terms of

the Europe Agreements with Romania and Bulgaria were aligned with those of the. other
Central/Eastern European countries at the Essen European Council in December. 1994.
Consequently, for industrial products there remain only some tariffs on stee! items until
. 1.January 1996 and on textiles until 1 January 1997. The last quotas on textile products

will disappear by January 1998. In the case of the Baltic States, under the terms of the -

Free Trade Agreements in force, all industrial imports into the EU except for textiles are
already completely liberalised from 1 January 1995 :

The Unron 3 assrstance is f rst of all related to the development of framework conditions,
such as the legal and administrative framework e.g. for investment and competition,

through the approximation of laws. This also includes ‘quality management: A

normalisation/certification system may either constitute new trade barriers or facilitate
exchanges: Without an appropriate ‘normalisation/certification- system, Central/Eastern
European industry will be unable to ensure sufficient product quality, to develop its

export opportunities and to iaunch cooperation with EU industry. The objective of mutuai

recognition of conformity assessment will also be harder to achieve. "
Furthermore, assistance has been .provided to the process of privatisation and
_ restructuring of companies, to the development of business links, investment promotion

and training. In ‘addition to the assistance, action has been ‘started to bring industry - '

representatives into direct contact to explore the cooperation possibilities (Round-Table
conference in nga 1994, with high-ranking mdustry and administration representatives

" from the EU and the three Bartlc states).

Screntlf c and technologlcal cooperation- has been developed ‘with CentrallEastem
Europe, to maintain the RDT potential of these countries as a source. for industry
modernrsatron Activities have now been mtegrated into the 4th Framework Programme

4. EUROPEAN UNION INITIATIVES FOR FUTURE COOPERATION

I

Past and present action have already provrded a substantral contribution to the

transition process. The proposed orientations for the future start from existing -

instruments and consider useful adaptations and additional action, to take
account of the pre-accession context. The implementation of the overall horizontal -

approach will have to take into. account the specific situation of thé country and

industrial sectors concerned on a case-by-case basis. A regional approach, to stimulate -

-cooperation among the Central/Eastern European countries themselves, is important in

many of the following areas of actlon (e g. trade cross- border cooperatlon sectoral

industry reviews. )



-The Europe Agreements provide the overall framework for a very close cooperation’

covering practically all areas of economic activity including industrial cooperation, and

they.contain specific provisions which aim to improve the business environment. Thus, -

they- provide a basic orientation for PHARE and other instruments. In the perspective of
progressing transition and future membership, following the Essen European Council,

the PHARE technical and financial assistance and other assistance measures will. A

increasingly assume the role of a major tool to prepare associated Central/Eastern
European countries for accession. :

EXPLOITING THE INSTITUTIONAL SET-UP OF THE EUROPE AGREEMENTS

The Europe Agreements offer an institutional set-up (besides a general joint'committee
e.g. contact groups for steel, mining, raw materials; sub-committees on economic
cooperation) which may serve as a vehicle for cooperation.

SIAB.HNQ_AN_I_NQ!.I_QIB!ALEQLLC.LQIALQQQE

An industrial policy dialogue should be started W|th Central/Eastern Europe using this

institutional set-up. This would serve two purposes:

« Administrations of the two sides should consider together which initiatives should be
taken to better exploit the potential for industrial cooperation, and which solutions
should be adopted to remove the obstacles which industry has expenenced in.
cooperation projects.

-« The European Union has developed further its industrial policy in view of enhancing
the competitiveness of its industry and, in the White Paper on Growth and
Competitiveness, adopted an approach on how to promote change in the economy

- in order to face the future challenges, such as sustainable development and the
information society. Central/Eastern Europe will very much be confronted with the
same challenges. Thus, the dialogue should include the exchange of views on this
adjustment process.

DEVELOPMENT OF REGULATORY FRAMEWORK AND APPROXIMATION OF LAWS

The. White Paper on the preparation of associated Central/Eastern European countries
for integration into the internal market is a core element of the pre-accession strategy,
as endorsed by the Essen European Council. Its purpose is to provide these countries
with a guide to those areas of the acquis communautaire which are essential to the
maintenance of the integrity of the internal market to facilitate integration. It will propose
a logical sequence of adaptation of internal market legislation, but without attempting to
.set a timetable for action.

Not only will the White Paper list the legislative core acquis on the internal market, but it
will equally describe the organisational and institutional structures and infrastructures
needed to enable effective application of EU legislation. Technical assistance would
then be provided under PHARE according to each country's specific needs.

715



‘With these indications the Whrte Paper will facrlrtate future rndustnal cooperatron
it will be tabled to the European Councrl in Cannes ‘ S

.

QUALITY MANAGEN.!'.NT: STANDARDSICERTIFICATION

In pnncrple the Union cou|d follow ‘the. . assistance already glven to some
4Centra|/Eastem ‘European countries as-.a model for further action, ie a bilateral
approach to satisfy the needs of the respective country, completed with a regional

| -approach _combining a number of countries to create a- reglonal quatlty management ‘

- infrastructure”, which would encourage intra-regional trade. -
" Technical assistance should be based on two principles:
« It should be linked to a political ‘commitment of the beneficiaries to adopt norms,
technical regulatlons and certifi catlon 'systems based on European and mternatlonal
-models.
e . The partlmpatron of these countries in the European norms certifi catlon and qualrty
" organisations (CEN, CENELEC etc.) should imply that they are subjéct to the same
rights and obligations as their European partners. This would" Iargely facmtate the
conclusion of mutual recognltlon agreements LT

In this context, consideration should be given to strengthenlng cooperatlon in particular B

_.in sectors-where mutuat recognltron agreemjents would be appropriate. .

. L - INVESTMENT—FBAMEWORK (LEGAL AND ADMINISTRATIVE SYSTEM)

:A_s a coroflary to the promotion of investment ,Vprojects_, the framework for investments
needs improvement. This relates in.the first place to the legal and regulatory framework

which the Central/Eastern European countries have to develop. themselves. While'much

_ progress has been achleved this differs substantially. from one: country to the other, in -
* particular‘in terms of more or less effective implementation and -enforcement of Iaws-

and regulations. Other common problems are related to the need to consolidate legal

decision-making and the existing legislation, and to the remaining inconsistencies (e.g.

" definition of responsibilities between' administrations - from national to local level -

involved in foreign investment and the " cooperation between them; complicated y
adrministrative procédures). A major effort will also have_to be made to enhance the
transparency -and. stability of the legislative and’ regulatory framework eg potential -

investor's access to information. -

in the discussion_on the investment framework too. many parallel efforts should bev
o avoided. To achieve a'certain homogenity, framework principles should be elaborated " -

together with.the Central/Eastern European countries, on the basis of the Europe
‘Agreements. In addition, other fora should continue to play a role_in this respect (such

*.as OECD/Investment Advisory Group, World Trade Organisation). The Commission has
" adopted. a Commumcatuon“ on the lmportance of establishing worldwide uniform rules -

on-Foreign Direct Investment, to strenghten the levels of transparency of rules, and the

-~ liberatisation and protectlon of . mvestment flows: Acceptance by CentrallEastem"”’A

4COM (95)42
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European countries of multllateral rules wculd help to mcrease the confi dence of
Western mvestors

PRIVATISATION, RESTRUCTURING, MODERNISATION OF INDUSTRY 1

Regarding further assistance to industry sectors, priority should be given to:

ML@MW Sectoral lndustry rewews’:

“should be done where important sectors have not yet been covered and where an’

operational value of such reviews is ensured. "To avoid any duplication, Commission
services -have started to explore with industry sectors, Member States and other

organisations (OECD, UN...) which data are already available. It is equally important to )
ensure, to the greatest extent possible, that much more than in the past, existing studies

are made available to the mdustrles concerned, so that they may base future action on
this information.

M&MMMIM&@LQM Within its pnvatlsatlon/

“restructuring branch, PHARE should also encourage Central/Eastern European

countries to pursue projects designed to examine the feasibility and viability of
restructuring and modemising Central/Eastern European companies, with an immediate
operational value to facilitate investments and cooperation with EU companies

~ (example: establishment of business plans, search for appropriate investors). Positive -
- examples for such projects are the study (financed by the PHARE- COOPME facility) on

the situation of the food, drink and tobacco industries in six associated countries and on
: potentlal cooperation_with EU industry, and the viability reviews of some 15-20

Central/Eastern steel companies made following the national restructuring programmes. -

As the example of the' ECSC loan facility for Central/Eastern European countries shows,

-in some cases such technical assistance can be combined with specific loan

instruments with a view to'supporting the restructuring of particular sectors.

Conversion into civil production is not only an important political goal, but in some
sectors (such as aerospace) also a valuable cooperation tool. The information
technology sector offers a considerable (R&D and industrial) potential for conversion,

which should be increasingly exploited (eg in the areas of microelectronics

" optoelectronics and mlcrosystems)

Socio-regional accompanyi ng measures, similar to RESIDER, RETEX, RECHAR etc

should be considered for industries characterised by excess supply of Iabour and strong
. regional concentration, in order to facilitate, as. soon as possible, the creation of

alternative employment opportunities. In fact, regional reconversion and- development'

_ programmes are being implemented in certain countries (Poland, the Czech and Siovak
Republics in particular). The Polish STRUDER programme, for.example, is clearly
based on EU programmes and experience, including a grant scheme for investments
and a risk capital company. The Union has a large experience with structural
programmes. Central/Eastern European'countrie's should draw from- the Union's
expéerience in the. design of such programmes supportmg the bunldmg up of a

' competmve mdustry
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BUSINESS LINKS AND INVESTMENT PROMOTION

i

Future action should consrder the areas of partnermg events and subcontractmg

" Regarding partnermg events, the quest:on arises in view of the interest expressed by,
Central/Eastern European countnes in extending the participation of their firms in
partnenng évents with" those from, the EU whether more such- events should be .
organrsed in the - Central/Eastern European countries. Merely . extendlng ‘existing .
schemes to Central/Eastein Europe would not appear an appropnate response to the -

specific needs for industrial cooperatlon of the region. -

A . more -.productive :approach . ‘cculd be to _develop specific : cooperatlonf
- instruments with the -Central/Eastern European countries based on existing ‘

formulas A precedent already exists with the Med- Invest ‘and Al-Invest schemes,
which provide under their facility one for the organisation of PARTENARIATS and
- INTERPRISES in these countries. Bearing in mind the experience with the pilot action
_ ~"Doing business with Central/Eastern Europe” and with existing EUROPARTENARIATS,
which dre becomrng very large, an mnovatory approach could be developed. For

" instance, it-would be possible to conceive a new "CEEC PARTENARIAT". Such events .
o could further specific models of -regional tntegratron between European regions. They '

* - could cover groups of inter-related industries, both manufacturing and services, instead
of many dlfferent industries, -as.in the case of. EUROPARTENARIATS or narrowly

‘defined ones, as in the case of regular INTERPRISES.

in the area of subcontracting, with regard to partrcrpatlon in-events organlsed in the
EU, the technique of "Salons Inversés" where assemblers -meet potentlal suppllersi )

lends itself to participation from firms from- CentraIIEastern European countries.
In addition, to participating in existing actions, a specific action to develop sub-

contracting amongst the Central/Eastern’ European countries and with assemblers from .

the EU would be warranted. It could comprise four types of measure:

- 1. .. interconnection of data baseslexchanges estabhshed in these. countnes for sub-'
. contracting with those in the EU;
2. evaluation-of the current srtuatlon of sub-contractlng in CentraIIEastern Europe
. 3. pilot actions in'specific sectors; - _
© 4. . ‘training of technicians and enterprises’ in the pnncrples of total qualaty :

management and |mplementat|on of certifi catron procedures and accredited -

Iaboratorles

'As wrth ‘the development of specral partnermg events suff crent resources would be_

required to run such a specific programme

?

' The Essen European Councrl has conf rmed the mcreasrngly lmportant role of PHARE -

i in the areas of investment support for both infrastructure and SME development

- . The JOPP programme has an lmponant role to play, in’ particular for projects with. .
* smaller amounts ¢of investment which ‘are less hkely to be consideréd by institutions
such as'the EBRD. An external evaluation of JOPP is currently underway, the results of
~which will be taken into consideration when considering any changes that need to be -
made to the programme The evaluation will look at e.g. the use of facility three (support -
- - for productrve investmenit), the response to rnvestment needs and the appropnate srze

of companles to be supported s . o -

16
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Fu:"’zher increased synergies should continue to be sougnt with organisations =~

involved in investment, notably the EBRD and the EIB, as it is the case in existing
PHARE operations  where EBRD and PHARE finances are combined to provide
techmcal assistance, training and capltal for industrial restructuring.. One example
concerns the Project Preparation Committee, which has been set up (following the
Ministerial conference "Environment for Europe" in 1993) to improve coordination
- between international fi nanc1al institutions and donors in the area of envuronmental
investments in Central/Eastem Europe.

On the basis of the experiences made with the ECSC loan facmty adopted in favour of
‘Central/Eastern European countries in 1990, the possibilities. of lending instruments

- which are linked to some sort of industrial cooperation between EU and Central/Eastern JEKH

 European companies should be explored further.

CROSS-BORDER COOPERATION

As the Essen European Council has ‘conﬁfmeo, a regional approach is important to

stimulate cross-border and inter-regional action among Central/Eastern European -

- countries and among them and the Union. This will also help to ensure that in future
" investments, duplications and misuse of scarce financial resources .are avoided. While
current actions (PHARE-cross .border cooperation, PHARE INTERREG and
. INTERREG) are aIready important contnbutuons a further strengthening - should be
considered.

There is conS|derab|e scope for developing mdustnal cooperatlon between craft and‘

small firms in border areas. The combination of INTERREG and PHARE programmes

opens the specific dispaositions of these programmes to cross-border cooperation. Since .
after the current round of enlargement all Central/Eastern European countries with the .-
exception of Romania possess a common border with the EU, possibilities: for-this local -

integration can be pushed forward as the basis for subsequent wider internationalisation
of firms and-broader forms of cooperation: it will beé necessary to ensure that cross-
border agencies be grouped in a network with other similar existing or planned agencies
in the EU in order to ensure the transfer of best practice and to-promote further
- transfers of business opportunities.”

The closure of missing links in the infrastructures . will strongly. promote cross-border

" cooperation. As the Essen European Council acknowledged, the integration of

Central/Eastern European countries into the Trans-European networks is a key element
in strengthening their ties with the Union. In the framework of EU work on Trans-
. European Networks, concepts such as interoperability are being further developed and
- their impact on the transport industry assessed. In a context of progressive integration
_of the- Central/Eastern European countries, the initiation of a dialogue with them to
explore possibilities of industrial cooperation in transport would be particularly helpful in
ensuring that their transport systems are compatlble with developments in the European
Unlon ,

7
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COMPETITION T 1

The establishment of a viable cbmpetition' and state aid control system is an éssential ]

condition for the development of the market economy and a healthy industrial sector in

the transition countries. The implementation of competition rules comprising rules on .
“monopolies and undertakings with special or exclusive rights is needed to avoid public -

‘monopoliés being replaced by private monopolies and to ensure that market structures
~ will become pro-competitive, whereas obvious public finance reasons speak for a strict
state aid control. Even more importantly, transparency in the field of state aids and their
control are essential elements in the process of transition towards a market economy
which is open to international competition. While state ownership should not be seen as’
inherently unacceptable, state-owned companies should be carefully scrutinised, e.g.

regarding their way of investment financing, to ensure that .normal private sector
. investment criteria apply. Hldden subsidies would Iead to senous drstortlons of
. competltlon

- The efforts of harmonlsatlon of Ieg|s|at|on undertaken so far under the Europe

Agreements still need to be pursued further in order to ensure that competitors may

g operate under the same conditions without undue advantages' for some, in a
competitive environment. The White Paper will also-include an analysis of the Union's
competition rules which form an essential element of the basic fabric of the internal

market. The Commission will set up a competition policy training programme which will = -

draw on the experience and expertise of the Commission’s and the Member States
competition authorities.

" In addition Central/Eastern European countries should be encouraged to adhere to
relevant international disciplines almlng at normal competitive condltlons such -as the
OECD agreement on shrpbunldlng - : -

TRADE " -

Not as a substitute, but as a complement to the Union's opening, increased efforts =

should be undertaken to multilateralize the reglons trade. These efforts should be
directed at two main areas. -

Promotion of intra-regional trade: Domestlc markets of the Central/Eastern European
countries are often undersupplied because of local production being exported to more
accessible  (infrastructures, networks) and better paying (hard currencres) foreign .

markets, normally-in the Union, despite the establishment of intra-regional agreements :

such as CEFTAS. The closer economic integration of markets in the region therefore
needs fo be encouraged, in order both to strengthen and diversify the trading
relationships and the division of labour between the countries themselves.

Promotion of a convertible trading environment ("Aid for Trade”): Assistance
should continue to be given, when needed, to the development of reliable and effective
bankmg and payments systems in Central/Eastern Europe. In particular, aid should be

3_CEFTA: Central European Free Trade Area,. agreement concladed between the Vrsegrad countnes m :

December 1992

A
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. directed -towards the establishment of payment clearing systems and export credit
- mechanisms; in erder to facilitate the growth of trade and to support the objective of
closer economic integration already mentionned earlier. Export credit mechanisms
would have to fulfil the same standards as those laid, down in .international rules (ie

OECD) and those applied in the Member States, which are part of the EU state aid rules -

and are therefore applicable under the Europe Agreements.

Rules of origin play an important role for growth and direction of trade flows. Following
the decisions taken by the Essen European Council, the impact of the proposed rules of
origin strategy$ will be carefully examined from an industry/trade point of view.

Similarly, agreements on the mutual recognition of conformity assessment can
stimulate trade. Efforts must thérefore be made to identify areas where mutual
recognition agreements could be feasible with individual Central/Eastern European
countries, and within particular sectors, during the pre-accession phase.

An initiative to promote intra-regional-trade is being launched under PHARE, following
the Essen European Council. This will include support for the introduction. of modemn
trade legislation, transfer of know-how for export promotlon and for the development of
export insurance and guarantee schemes.

ENVIRONMENT

The envisaged accession of Central/Eastern European countries to international
standardisation* bodies (CEN, CENELEC) allows for adapting environmental
requirements in this region. The creation of the Trade and Environmental Committee
within the World Trade Organisation provides a platform to discuss the questions of
environmental, technical and non-technical, standards in relation with trade.

The situation of infrastructure in the field of environmental services (waste and waste
water treatment, air pollution control) needs to be assessed. According to OECD,
Central/Eastern European countries might reach growth rates up to 25% by the year
2000. Industrial cooperation therefore would be an important instrument to
ensure that essential requirements are introduced in this region with a view to
both leading to better environmental performance and providing industry a level-
playing field. 7

Action should also include practical measures to contribute to sustainable development:
Industry holds a main responsibility to ensure a high level of environmental protection,
and the industry active in Central/Eastern Europe should adhere to an environmental
code of conduct on the basis of the "Guiding Principles on the Environment, Industry
and Investment Decisions in Central/Eastern Europe" (Budapest 1991). In addition to
the technical assistance provided under PHARE environmental programmes for clean-
up operations, priority action should also be given-to cleaner industrial production in
both the private and public sectors. In particular, there is a need to increase information,
to those who can implement cleaner production solutions, about both the technology

6 SEC (94) 1897 final. The strategy proposes (i) to extend diagonal cumulation with the Union to all
Central and Eastern European countries, (ii) to integrate EFTA countries into this cumulation, (iii) to
introduce full cumulation into all agreements

19
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mVoived and tne envuronmental tools which industry needs to make cleaner productlen
assessments of its activities and products. The improved access to information should
be complemented through technical assistance, demonstratlon projects and training.

RS

ENERGY ‘ - |

Implementation of SYNERGY, the energy cooperation programme with third eo’umrie's
Jincluding Central/Eastern Europe, in coordination with other technical assistance is of
~ considerable importance. it aims e. gd. at the implementation of the European Energy -
Charter- and_transboundary projects. The THERMIE programme on the transfer of -
. innovative energy technologies, has set up Energy Centers which play an 1mportant role
as a link'between EU and Central/Eastern European mdustnes ‘

TRAINING. R ' - J

Investr;rents and i‘echn_ology transfer will only achieve their objer;ti'ves if at the
same time, a massive effort will be undertaken to improve the managerial know-
how of Central/Eastern European company personnel in all areas of company

operation under transitional and market economy conditions (such as organisation,. -

cost planning and control, optimisation of production process, marketing/distribution,
- quality control). This should also include training of trainers, to facilitate dissemination. s
‘Training should as well include the environmental components, which are essential for - -
the establishment .of a sustainable market economy (e g. cleaner. product|on
environmental legislation). :
In the field of adult training and especially management training, the newly establlshed’
European Trammg Foundation is considering specific measures to foster the -
cooperation between organisations and institutions responsible for training in
~ Central/Eastern Europe and their counterparts in the Union. The aim will be further to
encourage the development of local structures, to improve their links with the industrial
world-and to orient curricula towards professions and labour structures relevant to the |
new market: conditions. The activities to be developed by the Foundation will draw on
..the experience with the Commumty action: programmes FORCE and, in the future,
LEONARDO. .
The dlalogue with EU industry should be used as well to explore opportunutles and to
mobilise ‘a broad range of EU host companies for traineeships offered to

. Central/Eastern European managers (e.g. .in the Industrial Training Attachments
~ Programme). Account should be taken of training initiatives set up by individual
industries (examples: shipbuilding, clothing, chemicals, steel; energy) independently.
Furthermore, more efforts should be taken regarding the training of Central/Eastern
European administration officials, in particular those who deal with the legal framework
conditions and restructuring programmes in their countries (e.g. traineeships in EU
administrations and companies). This would help to enhance. legal secunty and a stable
framework, which are crucial for the attraction of investment.

Flnally, the experience acquired by the Union in the framework of mdustnal réstructuring.
measures and redeployment of workers can also benefit the Central/Eastern European
~ countries. The Union has established networks for the purpose -of identifying .sound .
experience in these areas and disseminating it to other organisations in fthe Member
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States. Research-and assessment work has led to recommendations wndely publicised
- via these networks, to interested pames at local and.regional level.

B. Scientific and technological cooperation

Future action should pursue the following priorities:

Industry modemlsatlon rehes inter alia, on effective implementation of R&D results.

Thus, industrial. cooperation should build upon and valorise scientific-and technological

cooperation with, and where. appropriate supported by, the Union. Cooperation between
researchers and industrial companies should be strengthened by appropriate use of all
the available instruments, including the 4th Framework Programme and the agreements

with Central/Eastern Europe, bearing in mind the ultimate objective of strengthening the .

_scientific and technological base of the Union's -industry, and the commitment to
encourage. its international competitiveness. In that context, the Union's efforts to
promote - RDT cooperation aim at a stronger relationship between EU and
Central/Eastern European research communities to. their mutual benefit.
‘Central/Eastern European researchers should be encouraged to stronger participate in
EU RDT initiatives and programmes, particularly in areas. where their expertise and
know-how will add value to the results of cooperative work, and they should be helped
to maintain contact with their EU partners after participation in joint projects.
Dissemination and valorisation of RDT results, although not covered by "activity 2" of
the 4th Framework Programme, should also be encouraged.

IN N Ti (o] _

Europe and other major players are moving towards the Global Information Society.
This implies to modernise the physical telecom infrastructure, to develop and
disseminate new information services for business and individuals, to promote
information technology applications and user skills and to enlarge the use of electronic
data interchange (EDI). The Union will ensure that the process will indeed be global and
will graduately extend all its relevant programmes to Central/Eastern Europe, to bring it
into the realm of the Information Society. This will also help to assess the likely impact
of the Global Information Society on Central/Eastern European industry. The G-7
Ministerial Conference (Brussels, February 1995) has underlined the revolutionary
impact of the Information Society on business and individuals, has recognised the
necessity of worldwide cooperation for its achievement and has identified 11 pilot
projects which should help to support the objective of an international consensus on
common principles of the Information Society. The pilot projects will be open to third
* countries. '

The Commission plans to organise an informal Forum on the Information Society, at
ministerial level, with 10 Central/Eastern European countries, in 1995. '

C. Mobilisation of European industry

To stimulate the private sector's closer involvement in the transition process in
Central/Eastern Europe, the Commission should envisage a partnership with the private

Al
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sector as a complement to its assrstance programmes The objectlve would be to yleld
more complementanty and ‘synergy for example in market development strategres
through an exchange of mfonnatron and expenence . o

.DIALOGUEWITH EUROPEANINDUSTRY -~ . - . |’

To explore the opportunmes of and the obstacles to mdustnal cooperatlon the
European mdustry needs to-be more closely implied in a constant information and

ﬂ"consultatron .process with the Commission. Nost importantly, the ‘Commission -,

" -should continue to discuss with Commumty lndustry sectors, in a concrete country- and-

sector-specific” way, which problems industry  has ‘encountered when launching
cooperation projects, and which are the reasons behind the slow’ pace of investment in .

. many Central/Eastern European countries. The "Maritime.Forum™ is an example of an .

" instrument for permanent dialogue which cotild be used in other sectors.

4

.Dialogue with industry should also -explore the -usefulness of different forms ofg
- investment. promotion. For example, consideration should be given to the possibility. of

improving existing instruments and seeking solutions which ‘may partially guarantee .
investment, in order to stimulate specific’ projects for which there is demand in the -
‘partner countries (in Central/Eastern Europe) and which businesses in the European

- .Union have the capacity to meet (energy saving, water purification, telecommunications,
transport schemes, etc.). Such an initiative could be based on an analy3|s of existing -

' - guarantee schemes (e.g. Member ‘State and other schemes such as.the World Bank's - -

Multilateral Investment Guarantee Agency), to ensure that actlon taken by the Unron
genumely provides added value. :

B!

INTER-INDUSTRY DIALOGUE =~ -]

" Contact between CentrallEastern European and EU mdustnes should be promoted |n
_ ‘drfferent forms and at varlous Ievels : : . '

ADVI§ORZ BQ§INESS CQUNCIL

The pre-accession - strategy adopted by the European Councrl in December 1994

- . includes the establishment of an Advrsory Business Council, to provide advice to the
- Commission and the associated Central/Eastern ‘European ‘countries' authorities on
: \s_upport to_economlc recovery and especially the promotion of foreign inves_tme'_nt.

- INDUSTRY ROUND-TABLES - - R L - ,
Apart from general macro- and ‘microeconomic. obstacles to mvestment and other
cooperation, specific obstacles appear in individual industry sectors. (example specrf c

- importance of intellectual property’ protectlon in- pharmaceuticals). Industry .Round-~ '

Tables are an effective instrument to identify and discuss them, and they can offer a

_‘useful informal complement to the official contact fora between administrations created -

under the Europe Agreements

. The’ Commission should initiate further Round-Tables mvolvmg EU and Central/Eastern
" European industries as well as the appropnate interlocutors -in the Central/Eastern

~_ European adminlstrations, following the mode! of the Round-Table organised in Riga ‘
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‘with the Baltic states in. 1994. In order to avoid duplication of other bilateral or
intemational fora already in place (e.g. OECD Investment Advisory Group) these
Round-TabIes should avoid a too large and heterogenous participation and shouid rely
on agendas of immediate operational value. They should not be perceived as

permanent institutions: Organised on an ad-hoc basis when the two sides deem it.

-useful, they can help to initiate a cooperation prooess whrch should thén-be carried on
by the economic operators themselves.

- INDUSTRY-SECTOR SPECIFIC ACTIVITIES -
Depending on specific opportunities and the state of mutual knowledge/cooperatlon

already achieved, -sector-specific- mter-mdustry ‘contacts should take the form that. -
fits best: Examples include the ‘agro-food industry trade fair envisaged in 1995 and a :

Round-Table on consumer electronics industries.

Where appropnate EU companies could conclude sponsorshlp (parrainage)
arrangements with CentraIIEastem European enterpnses e.g. in view of training, or
further-reachlng cooperation such as distribution arrangements.

Another area should be the mter-mdustry follow-up to technical assistance actlons "
‘To increase the impact particularly of restructuring assistance, the establishment of

" inter-industry contacts could provide an operational follow-up. Such contacts could take
the form e.g.. of seminars to discuss the appropriate consequences of assistance
" actions/restructuring studies with CentralIEastem European and EU |ndustnes mcludmg
the design of cooperation projects.

Finally, concrete cooperation projects should be developed where they meet demand

from the industries of both sides. An example is the pilot programme to improve
competitive subcontracting for the consumer electronics industry in the EU. This project
- has allowed in the past three years European suppliers of components to visit factories
in Japan and.then-to design and implement improvement programmes in their own
_ companies. Programme participants are in favour of extending participation to suppliers

in Central/Eastern Europe, which is seen as an increasingly important market and

production’ location.” Consideration should be given to projects demonstratmg that

“pollution prevention pays"”, ie that no-cost or low-cost measures can reduce the use of

resources and pollutlon whlle yielding economic benef ts.

: "IN§[IIUZZQM§ ILDING"; | ﬂIEBL CUTORS FOR INDUSTRY

" The creation of industry associations in Central/Eastern Europe should be further
encouraged: This growing network in addition to-the other business services supported
by PHARE. - will provide the. competent advice which EU industry needs for the
development of cooperation. EU industry associations can help to broaden the process.

23
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" |The financing of the enwsaged actions relies fi rst of all on PHARE for the |

assistance part, on the 4th framework programme, pamcularly its international
' cooperatlon part, and. on. the . Information Sociefy budget line. In particular,
existing actions under PHARE will be developed further and new. initiatives
launched to facilitate industrial cooperation with PHARE fi inancing on the basis of
the Central/Eastern European countries’ own priorities and. demand. Inter-

industry dialogue mltlat:ves will be f' nanced to the extent possible, by both the|

PHARE-COOPME facility and through the industry budget for. industrial
cooperation. To that aim, a minimum of budgetary resources is envisaged in the
' |industry budget line, in order to broaden both the dialogue with EU industry and
the mter-mdustry dialogue (notably through the organisation of Round-Tables

.|and other ad-hoc mter-mdustry contact fora), and in order to facilitate concrete|
‘|inter-industry projects such as .the extention of the consumer electronics|

" |programme. descnbed above.’ While any duplication with PHARE needs to be
avoided and additionality ensured . between these financmg sources, the added
value would be to facllltate accompanymg actions dii rectly mvolvmg mdustnes of

thetwos:des o . o o : -

2y



(a) percentage chénge compared to previous y>eér'

(b). end of‘beriod' -

' - Source: European Economy .

No. 8/9 August/September 1994

. o _ 1992 1993 1994
Bulgaria Industrial Production " (a) - -7.0 -85 -48 (Jan-May) -
S Unemployment rate in % (b) 16.6 159| 134 (June) .
Estonia Industrial Production (a) -38.7 -284 ‘ .
. Unemployment rate in % (b) 15 171 2.1 (June)
Hungary Industrial Production = (a) 981 40 7.8 (Jan - April)
| Unemployment rate in % (b) 12.2 121| 11.0 (June) '
-Latvia “Industrial Production (@) { . -35.1 -396 1§ T .
S Unemploymentratein% (b) | - - 2.3 53| 324 (Jan-June)
Lithuania Industrial Production (ay | -516 -46.0 .
: Unemployment ratein % (b) | * 1.0 16| " 3.2 (June)
.| Poland Industrial Production  (a) 421 7.9 9.9 (Jan - June)
L Unemployment rate in % (b) 13.6 '16.1] 16.6 (June)
| Romania Industrial Production  (a) -21.8 13| -1.8 (Jan-May)
. Unemployment rate in % (b) " 84 10.2| 10.8 (June) ]
_Czech Republic . 1 Industrial Production. - (a) -11 -5 46 (June)
' ‘ ' Unemployment rate in % (b) 3 3 3.0 (June) .
Slovak Republic Industrial Production (a) . -13 -14| . 3 (February)
- Unemployment rate in % (b) 1 14| 139 (May)
-Slovenia | Industrial Production  (a) || -13.2 -2.8 5.8 (Jan - May)
Unemployment rate in % (b). 13.3 154 | 146 (April) .

a
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Foreign Direct Investment in transition countries. 1990-1 994 cumulative tohl

(cash basis) _
. Level (million US$) : FDi
: :  per
, s - capita
980 | 1991 | 1982 | 1983 | June
R . - 1994
Bulgaria Z 60 LR —57 T R B
Czech Republic % 94‘7_,i 9T | 2519 7l | 24z
Hungary 512 To71 3442 | 5781 6316 558
Forand (cash) % | 210 75 Tora | T35 | 28
Poland (BOP) | ' 218 509 1187 na i 0
_Romlahia: o 0 120 T 7 9
[Stovawa 28 T |20 354 390 83
Slovenia e | '41 ‘ 152 - 263  292‘ 130
Estonia 0 e 58 318 | 37 | 139
Tavia 0 0 o 2 T2 30
Tithuania 0 0 o 50 70 13
Stocks o FDI (ot
_ estimates) oo '
[[Czech Repubic 73 f‘sgs-f' 1556 2053 2490 na
Hungary - 6o | 2107 | 3424 | 576 6383 | na
S_Iovenfa - nfa n/a -nlé 762. - 7‘92_ : n/a

Source: UN/ECE; fi igures in italic are UN/ECE estimates; "0" means no ora neghgeable amount of
mvestment ‘occured; per capita figures are in US - o

-
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STEEL INDUSTRY: A CASE OF SUCCESSFUL COOPERATION

In many Central/Eastern European countries, the steel industry represents a major industrial
sector which requires an enormous technical and managerial restructuring, in order to survive. At
the same time, and considering the ongoing structural adjustment of this sector in Europe as a
whole, steel trade is creating certam tensions which can best be solved through cooperat'on and
better mutual understandmg

Due to traditional contacts with the countries of Central/Eastern Europe in the steel sector and to
internal EU restructuririg experience, Commission services were able to help to establish rapidly a
strategy and implement cooperation, with PHARE support. The approach has been worked out in
close cooperation with both government representatives and the industry of the countries
-] concerned and then been implemented by experienced consultants and with the assistance of
experts from the EU-steel industry. The assistance usually starts with a steel restructuring study
to provide an overview of the future of the steel industry in the country concerned. In parallel,
training programmes are organized to transmit specific.experience in such areas as marketing,
cost accounting, personnel, etc. from the EU steel industry (for example, training programmes for.
Central/Eastern European managers in EU steel companies). Finally, exchange programmes
were set up, pooling the experience of managers of steel companies from both regions. In
addition, Central/Eastern European steel companies have the possibility to apply for loans under
the ECSC Art. 95 loan facility adopted in 1990, provided that the project implies cooperation with
a EU partner and does not have disruptive effects on the market of the product concerned.

These types of programmes are successfully progressing in seven countries of Central/Eastern
Europe and will be started in Russia and in the Ukraine, .with a slightly different approach
considering both the different industry size and the historical background. In Central/Eastern
Europe, the cooperation will have to take account of future accession, requiring assistance in
adapting to the rules and norms of the European Union and the ECSC, and exchange of
experience with their counterparts in the European Union.

The project Global. Study Steel was set up in 1992. It brings together all steel producing countries
of Central/Eastern Europe under the guidance of a Steering Committee composed of the
European Commission, the EBRD, the World Bank, the United Nations and IISI. This regional
approach ensures that the restructuring is not done on a purely national basis without taking
account of the Central/Eastern European and CIS regional implications and the world steel
situation, and helps.to favour foreign investments and possible joint ventures. Regular meetings
allow an open exchange of experience, bringing together the people responsible for steel in
Europe. A first study under this- guidance looked at demand and capacity in the year 2000, thus
helping in the individual restructuring concepts. A second study has just started, dealing with the
possibilities, advantages and requ1rements for reg!onal cooperation, synergies and opportunities
in this sector.

After five years of industrial cooperation in the steel sector, the first results are not only a better
knowledge of the sectoral situation in this region, but also reasonable restructuring efforts.
Secondly, an exchange of experience is taking place with direct cooperation between managers
and government representatives from all over Europe, leading to the first jGint ventures or other
partnership arrangements and better mutual understanding. This has been possible due to the
involvement of EU steel producers. In the future as part of the technical assistance programme, it
should be possible to deepen the cooperation further. For this reason and in a period of growing
steel trade, trade tension has lessened so that in fact nearly all barriers to imports from
Central/lEastern Europe have been eliminated in steel.

Z7?
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information. and communication technologies are generating a new industrial revolution, critical to
the future of European society. For -Central/Eastern Europe, the emergence of the Information
‘Society is one of the keys to industrial, economic and social renéwal. These countries have highly
qualified human resources and significant industrial equipment in the fields involved. The global

nature of the issue calls for proper coordmatlon mechanisms at an mtematlonal level and for|

cooperation in the whole of Europe.:

Involving Central/Eastern Europe in the building of the European Information Society is crucial to -
reinforce social, economic and political cohesion in the whole of Europe, and to reach the critical |"

mass which is going to allow the Union to compete more efficiently with the USA and Japan. Also,
cooperation is essential for the achievement of key elements in the development of advanced
information and' communications’ infrastructure, in particular those related to standardisation,
proteotion of intellectual property rights, interconnection of networks and interoperability of
services and applications. Cooperation can play a fundamental role in ' favouring a- rapid
penetration of information and communication technologies and the dissemination of know-how in
Central/Eastern Europe, and open at the same time opportunities for investment in this market by
EU industrial and service compames This involves the removal of obstacles related to a number
of regu|atory aspects.

The European Commission. is organising an informal- Forum on the Information Society with ten|
Central/Eastern European countries in 1995, in order to ‘start a joint reflection and to launch| "

selected cooperation projects. The Forum will bring together the competent ministers and
representatives of telecom industries and operators from Central/Eastern European countries
interested in actively participating in the dialogue on the Information- Society, which has been
started notably in the G-7 Ministerial Conference organised by the Commission in February 1995
Initiatives such-as the trans-European public administration network, telematic services for SMEs
etc. could greatly facilitate- the integration of these countnes into the Internal Market and the
overall E.U. structures. . :

Ina s1de Iook at Russia, Article 77 of the Partnership and Cooperat|on Agreement between the
European Communities and.their Member States and the Russian Federation mentions various
aspects regarding possible cooperation in the area. of communication, informatics and information
infrastructure. The Commission and the Presidential Committee of the Russian Federation for
informatisation Policy will-start a dlalogue to exchange their views on the development of the
global information socuety

A substantial effort is to be put on co-operatlve research and deve!opment to share advances{

and expertise, to promote the interoperability of networks, services, systems and apphcatlons to
preserve the research excellency and human resources in Central/Eastern Europe, and to help
creating small knowledge-intensive companies and revitalising larger enterprises. Several joint

- }projects have already been undertaken under E.U. programmes such as COPERNICUS. More-

will certainly be initiated under the Fourth Framework Programme, since its”specific programmes
"Information - Technologies", . "Telematics appllcatlons of common interest’, "Technologies for
Advanced Communications Services" and “Intemational Cooperation” are now open to the

participation of Central]Eestem European organisations. Because of the strong reduction of funds |
available to Central/Eastern European countries under the 4th Framework Programme and| .

because some expensive Information Society-related aotivitiee are not research-oriented,
mobilisation of other Commission programmes and funds for this area should be considered.

2!



. Selective survey of EU assistance and RDT cooperation

Under the Europe Agreements, special working groups on approximation of laws have

been established and are addressing, on a regular basis, priority areas. The PHARE -

general technical assistance facility also provides support to-approximation of laws,

- . notably for the regulatory framework for investment. Other specific programmes cover. -

areas of importance to business development, such as customs and statistics.

Adequate and effective protecfion of intellectual property .is essential to encourage
R&D-and to stimulate foreign direct investment. In order to facilitate the compliance with
the provisions: of the - Europe - Agreements- (legal obligation .undertaken by the

Central/Eastern European states to provide in five years time a level -of protection -
similar to that in the Union), two specific regional programmes were set up in the-

framework of PHARE. RIPP (Regional Industrial Property Programme) started in 1993
and will continue until the end of 1996. It concerns especially patents, marks and
industrial designs. The second programme called “Intellectual Property" started in 1994
and concerns copyright and neighbouring rights.

Quality management covers certification and normalisation, -which are of high
importance for industrial development. Examples are pharmaceuticals (e.g. registration,
recognition of testing),. aerospace and motor vehlcles (harmonisation of technical
legislation to Western standards). :

The European standardisation bodies (CEN, CENELEC, ETSI) have granted the status
of affiliated member or corresponding member to the national standardisation bodies in
certain Central/Eastern European countries, without obliging them, when they adopt
- European standards, to withdraw their divergent national norms.

The Union has developed assistance programmes under PHARE (programme of

assistance for quality assurance) to help to adapt quality infrastructures to the new -
market environment, in the areas of approximation of legislation and of standardisation. -

Certain partner countries continue to adopt rules or standards which are not compatible
- with EU standards/regulations, which then lead to new trade obstacles. Ad-hoc groups

on certification are being created, under the Europe Agreements, to help the

Central/Eastern European authorities to allgn their certification system with the Union's
and to avoid in future the creation of new trade barriers.

PHARE. provides corhprehensive assistance for privatisation and enterprise

restructuring (250 million ECU 1990-93). In the first phase of transition, characterised -

by macro-economic stabilisation and the establishment of a legal, regulatory and
institutional framework, assistance concentrated on support to emerging (mainly public)
institutions and on traditional instruments such as studies, training and provision of
expertise. Major privatisation and restructuring programmes have been funded in almost
all the countries, adapted to the governments actions and country needs. Support has
been given horizontally (to privatisation ministries/agencies), to sectors and to individual
companies being privatised.

In addition to these actions, projects with strong cooperation components have been

undertaken in a number_ of industry sectors, such as steel (see separate text in this '
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“annex). Furthermore some support has already been provrded to facrlrtate the‘

.conversion of mllltary companres into civilian productron

-the Commlssron will have completed the extensmn of correspondence centres for theg
~ Euro-Info centre network to the CentraIIEastem European countries by the end of 1995. -
‘ "This ‘network -can act.as the first point. of .contact for a EU firm interested . in

CentraI/Eastern Europe and for firms from this region wishing to internationalise towards

the Union by direct exchange between members of the network wrthout the need to-

pass through Brussels.

" The Commission :is also in the process of extendlng its networks for mdustrlal

-~ cooperation to Central/Eastern Europe. The non confidential Bureau de Rapprochement

“des ‘Entreprises (BRE) has already - been lmplemented in most- of Central/Eastern -

Europe, whereas the more elaborate and fee-paying BC-Net has been extended to five
“countries. Expenence with those countries’ where BRE is already operational shows that
- this non-confidential partner search network is well suited to many_Central/Eastem

European countries.. Firms from Central/Eastem Europe also participate in the various -

. partnering ' ‘events organlsed by .the Commlssron These include ' the big

EUROPARTENARIAT events held on a regronal basis twice a year and smaller scale
- INTERPRISE events whlch bring together three or more regions usually on-a sectoral.

basis.
" "Regional cooperation -is encouraged by PHARE-CBC (cross-border cooperation), by
- actions undertaken along the Union's external borders under INTERREG; as well as by

PHARE: INTERREG and. by the OUVERTURE/ECOS _programme which aim at o

lnterregronal cooperatron between the Union and Central/Eastern European countries.

L Regardlng investment promotlon PHARE has supported the establlshment of . )

“investment promotion” agencies in Central/Eastern Europe. Furthermore, financial
. assistance has been provrded through JOPP (JOint ventures Phare Programme) which

supports the creation of joint ventures among EU and CentrallEastern .European (mostly‘ .
" small and medium-size) companies, from the feasibility to the - operational stages. .

Consrderable PHARE funds have been used to set up financial schemes (including
~ regional investment companies, credit lines, guarantee funds .and pnvatrsatron funds)
~ and to co- fnancmg wrth the EBRD. : ,

In view of reglonal trade promotron the Commission-has already taken measures to .
assist the creation of a-private payment and settlement system in these countrres In
April 1994 a new clearing and settlement system for payments in hard currencies .
among CentrallEastern European commercial banks (ABC ECU hnked Cleanng and .

4Sett|ement System) became operative in its f rst stage

Envrronmental degradatron in many CentrallEastern European regions is severe. The

iEurope Agreements acknowledge- the ‘need for envrronmental cooperation. In the
. framework of PHARE, envrronmental programms were launched and an "Environmental -

sector: strategy for Central/Eastern Europe" (adopted in 1991) identified the transfer of

information and__technology as one of the policy objectives and’ priorities. Moreover,;
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“Environment and Industry" is on the agenda of the Soﬂa Ministerial Conference m'

October 1995, part of the "Environment for Europe" process.
. Through the Europe Agreements and PHARE, exchanges of views take place related to
issues of envrronmental protection.

Support to training activities is being provided under PHARE and other programmes.
Apart from assistance to .the education systems of beneﬂcrary countries, - many
horizontal and sectoral pnvatlsatlon/restructunng projects contain training elements:,

‘The "Industrial Training Attachments Programme" sets an example for cooperatrve
training schemes: It supports proféessional traineeships for Central/Eastern European
managers in EU companies, to provide insight into production and working methods of
companies in a market economy environment. The TEMPUS programme (ccoperation
in higher education) provides support to -Central/Eastern European universities to
strenghten their links with enterprises, to develop degrees and courses which are in
~ tune with the needs of industry and to increase their capacities to provide continuing
education. The opening-up of the LEONARDO and SOCRATES programmes to “the

associated Central/Eastern European countries provides significant new opportunities to

_ pursue constructive cooperatlon in these areas between them and the Union.

Screntrf‘ ic and technologlcal cooperatlon with Central/Eastem Europe mainly intends:
o to help safeguarding. the scientific and technological potentlal of these countries in

order to redirect research towards social needs restore their productron system and -

improve the quality of life

o to help solving major social, economic’ and environment problems specrfc to
Central/Eastern European countries by means of targeted technical; scientific and
. socio-economic RDT.

The earlier PECO and COPERNICUS schemes already almed at industrial cooperatron

with Central/Eastern Europe in certain.areas. The approach has now been integrated

into the 4th Framework Programme (1994-98), which includes a new international
cooperation programme. 43% of the budget of this international cooperation programme
are devoted to finance cooperation projects with. Central/Eastern Europe (and the Newly
Independent States of the Former Soviet Union), representing less than 2% of the 4th
. Framework Programmes overall budget.
-Within the international cooperation programme, a substantral effort is put on applied
research directed towards industry, particularly in the fields of information technologles
advanced communications and telematics, materials technology, biotechnology. The
" budget for this programme is ‘signifi icantly lower than the corresponding one under the

previous schemes. Indeed, partners from all European countries may now participate in o

all programmes of the 4th Framework Programme, but the fact that only limited financial
support by the European Unlon is available, constrains the potential of this cooperation
policy. .

Actlon has been started to-promote direct contact between EU and- CentraIIEastern
European industries, for example through Round-Table discussions. A first Round-

Table has been held in Riga in May 1994. The conference gathered high-ranking-

representatives of EU companies and their Baltic counterparts in four sectors

(telecommunication, food processing, wood/paper, maritime industry), high level
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representatwes of the Commission and. the governments of the three Baltlc states to

discuss the conditions-for foreign direct investment and industrial cooperation. Potentiat

. cooperation opportunltles have been identified, and an appropnate follow-up agenda
has been agreed. The occasion-has also been used-to start the Baltic Information =
- Infrastructure Pilot: Project, designed to close some: of the bottlenecks in the -current™ .

information infrastructure and to help to develop some business information services.
The setting- up and the development of industry associations, chambers of commerce,

SME ‘business centers and similar |nst|tut|ons in CentraIIEastern Europe. has been a-

S|gn|f' icant area of support under: the relevant PHARE programmes



COMMUNICATION FROM THE COMMISS[ON REGARDING INDUSTRIAL CO-OPERATION
o WITH THE CENTRAL/EASTERN EUROPEAN COUNTRIES -

FlNANCl_AL SHEET
ACTION
Industrial C(\)-op'eration,with Central/Eastern European countries
RELEVANT BUDGET LINE
‘See point 7. (below)
LEGAL BAsIs
- Treaty establishing the European Coal and Steel Community and its .
transposition in the protocol no. 2 of the association agreements with the .
Central/Eastern European countries :
- - Treaty establishing a European Community and in particnlar its articles 3 and R
130, heading XIII (Industry), XV (Technological Research and Development -
© 130F and ss) and XII (Trans-European Networks --129 C) o :
DESCRIP’I‘!ON OF THE AcnoN :
4.1. . General objective of the action
To develop in the frame of the nre-accession strategy; the industrial co-
operation between companies in the European Union and the
Central/Eastern European countries with the aim of facilitating integration
of these countrles in the internal market, and for thlS purpose to: :
- improve th_e framework condmons for the mdustnal
development of the Central/Eastern European countries;
- encourage the restructuring and modermsatlon of the mdustry,
- promote. mvestments

' 42 Period covered by the action and the prbéedures set for its renewal

The actlons proposed in the Communication are for the most part, in
the frame of continuously pursued activities. -



S - CLASSIFICATION"OF THE EXPENDITURE
- NOE; DA N
6. . EXPENDITURE TYPE
‘Expenditure m_ainl§ consists of:
- funding of actions aiminé‘to facilitate partncrshipé with the different -
parties involved (co-ordination with the ministries of Industry, developing -
support services to industries in Central/Eastern European countries)
.- _funding of the operational actions aiming to gather the data needed for a
: ~ thorough knowledge of the enterprises and the. industrial sectors (punctual
analysis leading to a concrete mdustnal co—operatlon action -
..e.g. trade fau) ’
- fundmg of meetmgs between industrialists or between professxorial
' associations from both regions (mdustnal Round-Tables, sectorial

: _'mformatlon days...)

- financial contnbutlons to the scientific and technologlcal co-operatxon
actxvmes .

1 FlNANCIAL INcmENcE

7.1, Launchmg of concrete mdustnal co-operatlon actions (BS-41 10
. "Indlm") B

Previsions for 1996

a) Informatlon seminars, for example on the activities of the Agencnes for the -
_promotion of investments of the Centraleastem Em'opean countries for support
services of the EU industry R o 150. 000 o
(followmg Essen). -

b) Round tables/meetings at the time of trade fairs between EU
"~ industrialists and those of Central/Eastern European countries: \
- multi-sectorial or uni-sectorial actions - © - 350.000

TOTAL S " 500000

Ry



. These concrete industrial co-operation actions will be .developed in close relations. or
even as partnerships with the action.funded in the framework of other financial resources
and in particular of the PHARE programme (budget: line. B7-6000), the sectors covered
by the 4th research and development framework programme (B6) and of the activities in
the field of the Information Society (B5-722). .

7.2.

7.3

PHARE (line B7-600)

The general budget of the European Union forecast for the year 1995 the -

- global amount of 930 MECU on the line B7-600. The comments on the
* budget allow for the development of industrial co-operation actions such

as those suggested in the Communication and especially in the
following fields:

o Restructuring, privatisation;

e support to the private sector, especially for small and rnedlum size
enterprises (e.g. JOPP);

e promotion of private investments; ’

e reforms. linked to the rehabilitation of the fundamental infrastructure and
especially in the sectors related to transport, environment, energy and
human resources;

« education, training and research, especially for the actions linkéd to
industrial development. - '

- Activities within the 4th Framework Programme on

research and technologlcal development (B6-)

Research and development activities closely related to industrial
co-operation actions will be launched throughout specific programmes,
implementing the 4th framework programme, open to Central/Eastern
European countries. Activity 2 of the 4th framework programme
concerning the international co-operation directly, forecasts a global
amount of 208.98 MECU for the co-operation with the CEECs/NIS, that i is
14.64 MECU in 1995 and 59.25 MECU for 1996. The three important
fields and objectives forecast in this region are "stabilisation of the
research and technological development potential" (50 MECU),
"environment and health" (79.49 MECU) and "RTD oriented towards
industry" (79.49 MECU). The industrial co-operation actions suggested
by the Communication envisage the development of close links between
the researchers networks and industry which could certainly be part

of the field "RTD towards industry".



9.

74. Actlvmes relatlng to the development of the Informatlon Soclety (B5-
- T22) : _ L :

The global amount for this budget line is 10-MECU for 1995. Concrete
- projects linked to the development of the Information Socrety are forecast
: by the Commumcatlon in the followmg fields: :

- development of data exchange networks between admmrstratlons
- telematic services for the small and medium enterprises
- development of information and communication infrastructure -
" concerning standardisation, protectlon of mtellectual property nghts etc.

5o

ANT[ FRAUD PROCEDURES (AND RESULTS OF THEIR USE)

&

The Avenﬁc}atron of the funding or of the receptlon of serv1ees and ordered -
preparatory, feasibility or evaluation studies is undertaken by the Commission

- - - services.before payment, taking into account the contractual obligations.and the “
. economical and good financial or. global management principles. The anti-fraud .

+ procedures (control, preparing reports, etc.) are included in all the agreernents or

<, contracts signed: between tl_xe Commission end the paynrents beneficiaries.

s Cost:efﬁciency analysis elements ' e

o 9;1.:$peeiﬁe quantifiable objectives; target groups .

- a) Speeiﬁe objectives

.- Develop support services s 10 the Central/Eastem European countnes mdustry
.. (professional associations, chambers of commerce...) :

- Promote investments (organisation of meetings, forums, ‘sectorial round tables,

: vmformatron days with the Central/Eastern European agencies for 1nvestment

promotion aiming at support services for the EU industry)

- Improve exchange of expertise regardmg the industrial unphcat:on of the .
technological research development actlons (information seminars, use of the -
researchers networks) -

- take useful initiatives to promote the co-ordmatlon between adrmmstratrons -

- responsible for mdustry (espec:ally meetmg w1th dlrectors general of

- industry).

b) Target groups



Indusmi'a!é operators, professional associations; competent public: . -
:» administrations; international partners of the Community: in: the industrial - -
field o '

9.2. Justification of the-action
a).Cost

The requested:credit-will be:used to- undertake in.close collaboration: with:
DGI/PHARE the Essen summit conclusions that forecast among others:

- The establishment between the associated: countries: and: the. European Union
institutions of "structured relations" that will: favour mutual trust and: that will
provide a: framework for the study of questions:of common interest;.

- a-programme to:stimulate investments (use.of the services of the-agencies: for the
prometion of investment, the creation-of a "Business Advisory Council")

- the development of initiatives such as the modernisation of production - -
capacities. '

The Member States will be.informed: of the:acti'dns:iaunehedei’ther through the
PHARE management committees or at meetings of directors general of industry.

b) The following effects.can be expected from the launching of such-ce-operation:

- contribution to the development of a viable industrial structure in view of the
accession of the Central/Eastern countries to the European Union ‘
- better synergy between industrial partners

- development of competitiveness and investment.

9.3. Follow-up and evaluation of the-action

A regular evaluation is:foreseen according to the proper modalities of each
concrete industrial: co-operation. project. Furthermore, the: Commission has agreed
to: transmit to- the Council an.annual report on:the competitiveness:of the
European.industry;, the industrial co-operation with. Central/Eastern: Europe will:
be-one element of this:report. <
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