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1. INTRODUCTION

As indicated in Agenda 20001, the preparations by the Applicant Countries of Central and Eastern
Europe for EU membership will have to include considerable efforts to increase the competitiveness
of their industrial sectors and bring their laws into line with the «acquis communautaire».

In order to successfully meet the challenge posed by enlargement, industry in the EU Countries
and Candidate Countries will have to strengthen their competitiveness in increasingly competitive
markets. The EU and its Member States are aware of the possibility of adverse side-effects as a result
of enlargement. The need for restructuring and adjustment in specific regions or within industries is
clear, and in the case of certain heavy industries this will inevitably entail significant job losses.

The European Round Table of Industrialists, a grouping of 47 leaders of major European
companies, is convinced that enlargement offers an opportunity to raise the competitiveness and
prosperity of the whole European economy. However, the major responsibility rests on the Candidate
Countries themselves. «Candidate Countries must prepare themselves for major changes, implement
the rules of the Community without derogation, strengthen or restructure their economies to meet
Single Market competitive pressures, to improve the overall legal, financial and environmental
framework, to modernise their infrastructure and to reduce the role of the state»2.

                                               
1 Communication of the European Commission COM(97)2000 final.

2 European Round Table of Industrialists (ERT), message to the European Council, reported in Euro-east (E.I.S.
publisher), No.61 - December 1997, p.42.
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II. POSITION OF THE COMMISSION

The European Commission’s position is that industrial adjustment is one of the areas that requires
the most urgent action in order for the Central and Eastern European Countries (CEEC) to succeed
in their application for membership in the EU.

In 1997 the Commission prepared its opinions on the Applicant Countries and Community acquis
with a particular emphasis on an evaluation of their industries1. The Commission set out the
Community acquis for EU Industrial Policy.

    
EC Industrial Policy seeks to enhance competitiveness, thus achieving rising living standards and

high rates of employment. Its aim is to speed up adjustment to structural change, encouraging an
environment favourable to initiative, to the development of undertakings throughout the Community
and to industrial co-operation, and to foster better exploitation of the industrial potential of
innovation, research and technological development policies. EU Industrial Policy combines
instruments from a number of Community policies, and includes both instruments related to the
operation of markets (product specification and market access, trade policy, State Aid and
competition policy) and measures related to industry’s capacity to adapt to change (stable macro-
economic environment, technology, training etc.).

In order to cope with competitive pressure and market forces within the Union, the industry of
Applicant Countries needs to have achieved a certain level of competitiveness by the time of
accession. The Applicant Countries need to be seen as pursuing policies aimed at open and
competitive markets along the lines set out in Article 130 of EC Treaty. Co-operation between the
EC and the Candidate Countries in the fields of industrial co-operation, investment, industrial
standardisation and conformity assessment as provided for in the Europe Agreement is an important
indicator of development in the right direction.

The decision to admit Applicant Countries to negotiations was taken according to objective
criteria, making an assessment of the economic situation of the country. «This assessment comprises
first, macroeconomic conditions, concerning the budget, the structure of taxation, inflation, wage rate
growth; second, conditions for key input industries, namely infrastructure, degree of liberalisation of
markets, energy and labour costs; third, conditions regarding policies, in particular trade, competition
and framework policies; and fourth, the extent of privatisation»2.

                                               
1 COM(97)2008 final for Bulgaria; COM(93)313 final for Cyprus; COM(97)2006 final for Estonia;

COM(97)2001 final for Hungary; COM(97)2006 final for Latvia; COM(97)2007 final for Lithuania; COM(97)2002 final
for Poland; COM(97)2009 final for the Czech Republic; COM(97)2003 final for Romania; COM(97)2004 final for
Slovakia; COM(97)2010 final for Slovenia. These reports were updated at the end of 1998 by the Regular Reports on the
Accession Countries, COM(98) 700 to 710.

2 Stefano Micossi, Director General of DG III at the European Commission, speech at a meeting of the Brussels
Policy Centre (CEPS), reported in Euro-east (E.I.S. publisher), No.59 - October 1997, p.55-56.
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In this context Applicant Countries have to undergo dramatic industrial restructuring, possibly
requiring safeguard measures for their industries during a transitional period. At this stage however,
it is not possible to determine the extent of this transitional period. The EU will not be directly
involved in the management of these programmes of adjustment and restructuring, although the
European Commission will express opinions on them and their implementation1.

The industrial sector of EU Member States will benefit from enlargement because accession of
new countries will open new markets and increase business opportunities. However, the process will
generate both winners and losers, notwithstanding the overall positive balance for the European
Union. Particular industries might be losers with enlargement, such as the steel industry and labour-
intensive industries in general, because of the cost advantage brought about by cheap labour present
in the CEEC2. High technology sectors are less concerned, because their R&D activities tend to
concentrate in regions where highly skilled labour is pooled, and these activities are not very
developed in Applicant Countries. Winners would also be companies which are able to find either new
market outlets, or new production bases in those Countries3.

The European Commission has also pointed out the importance of Foreign Direct Investments
(FDI) and Foreign Investment Enterprises (FIE) - i.e. enterprises with foreign involvement -, for the
industrial development of the CEEC and for the growth of the level of competitiveness of their
industrial sector. Thus the European Commission stressed the positive role that industrial co-
operation has in preparing the industry sector for the challenge of enlargement4.

The November 1998 Composite Paper from the Commission, with the reports on progress
towards accession by each of the Candidate Countries, makes an assessment in terms of the existence
of a functioning market economy and of the capacity to cope with competitive pressure within the
EU. The Annex to the present paper highlights the Commission's opinions on the state of industry in
the Applicant Countries.

                                               
1 Stefano Micossi, ibidem.

2 COM(98)220 final, A Global Approach to Promote Regional and Social Conversion and to Facilitate Industrial
Restructuring in the Central and Eastern European Countries, the Case of Steel.

In this Communication the European Commission estimates that the funds needed for the restructuring of the
CEEC’ steel industry are about 10 billion USD between 1994-2002. These funds have to come from the companies
themselves and from strategic private sector investment with, where possible, the support of the international financial
institutions. Public sources available, both in the Associated Countries and the EU, are modest in comparison with needs
on the above mentioned scale.

3 Stefano Micossi, ibidem .

4 European Commission/Eurostat, Panorama of EU Industry - 1997 - industrial restructuring and emerging
patterns of industrial specialization in Central and Eastern Europe, (EUR-OP publisher), Luxembourg 1997, p.107-120.
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III. POSITION OF THE COUNCIL

At the informal meeting of the Ministers of Industry of the Fifteen on 3 October 1998 at
Klagenfurt under the Austrian Presidency and in the presence of European business and labour
representatives, confidence was expressed about the EU successfully meeting the challenge of
enlargement to the East. A strategy was discussed to prepare businesses in Applicant Countries for
competition and to stimulate industrial co-operation with EU enterprises, especially Small and
Medium Enterprises (SMEs). The Austrian Minister for the Economy expressed a positive view about
cross-border co-operation, referring to the example of the Austrian region of Carinthia, where co-
operation resulted in net positive job creation1. Mr Bangemann, the Industry Commissioner,
reaffirmed that fears about enlargement fuelling job losses were unfounded, adding that the process
had the contrary effect, significantly boosting the level of trade to the advantage of the EU
Countries2.

In connection with the Council meeting, a Conference on EU-CEEC industrial dialogue took
place in Klagenfurt on 5 October 1998. Industry federations and business representatives from the
EU and CEEC expressed the need to act as a catalyst for industrial co-operation to improve industrial
competitiveness in the eastern economies. The key issues discussed, besides competitiveness, were
co-operation on environmental issues, ways of improving co-operation between federations and
between federations and public authorities and effects of the implementation of Single Market rules
on business3.

Since its meetings in 1995 the Council of Ministers of Industry has welcomed industrial co-
operation between EU Countries and CEEC, underlining the importance of the European
Commission Communication of 16 March 1995 on the Development of Industrial Co-operation with
the CEEC4. The Council expressed concerns regarding the adaptation of CEEC legislations to the
«acquis communautaire», the setting up of suitable infrastructures, the authorisation and control of
medicinal products, the protection of industrial and commercial property and the development of
undistorted market conditions5.

On the occasion of the joint meeting of the EU Ministers of Industry with the Ministers of the
CEEC, in October 1996, the exchange of views was focused on a strategy and policy for the
Information Society6. In its meeting of May 1998 the Industry Council stressed the importance and
significance of the restructuring and conversion of the steel industry, inviting, after a European

                                               
1 The results of the EU Council of Ministers of Industry of 3 October 1998 are reported in Agence Europe,

No.7315, 5-6/10/1998, p.12.

2 Mr Bangemann expressed the European Commission’s position at the Conference on «Industrial dialogue on
enlargement: a challenge for east and west», which took place at Klagenfurt on 5 October 1998, and his speech is reported
in European Report (E.I.S. publisher), No.2348, 07/10/1998, III, p.1.

3 The results of the Conference on EU-CEEC Industrial Dialogue of 5 October 1998 are mentioned in Agence
Europe, No. 7315, 5-6/10/1998, p.12.; IP/98/85 Press Release.

4 COM(95)0071 final.

5Press release of the Council of Ministers of Industry of 28 March 1996.

6 Press release of the Council of Ministers of Industry of 8 October 1998.
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Commission Communication on the subject1, the CEEC to follow the EU experience in the same
field2.

As far as industrial policy is concerned, the state of affairs in the negotiations between the candidate
countries and the Member States' Permanent Representatives to the EU at the end of May 19993 can
be described as follows:

 Poland has been asked details of its steel restructuring plan, which was supposed to be completed
and agreed by June 1998 and had been rescheduled for September 1998;

 The Hungarian request for a transitional period on industrial property rights for pharmaceutical
products remains to be confirmed by the Council;

 All but Cyprus and Hungary have completed scoreboard discussions on telecommunications and
information technology.

IV.POSITION OF THE EUROPEAN PARLIAMENT

In its Opinion for the European Parliament’s Report on «Agenda 2000", the Committee on
Economic and Monetary Affairs and Industrial Policy pointed out4 the need for adjustment in the
industrial sectors for both sides involved in the process of enlargement. At the same time the
Committee underlined the necessity to avoid protectionist tendencies, therefore calling upon the
transition economies to strictly adhere to the Treaty rules on competition. Given the level of
competitiveness of the CEEC’ industrial sectors, however, transitional protective measures to restrict
market access might be pursued. Competitive problems are particularly concentrated in industries
based on know-how.

The European Parliament’s Committee strongly recommends that the CEEC adopt the guidelines
of the EU industrial policy promoting high-tech production: these guidelines consist of actions such
as promotion of intangible investment, development of industrial co-operation, achievement of fair
competition and modernisation of the public sector.

Another element of weakness that the European Parliament’s Committee pointed out as being
present in the CEEC’ industrial system is the predominant role of large businesses compared to small
and medium-sized businesses. Industrial policy should therefore favour SMEs, given their capacity
to create jobs, innovate and improve competition.

                                               
1 COM(98)220 final, A Global Approach to Promote Regional and Social Conversion and to Facilitate Industrial

Restructuring in the Central and Eastern European Countries, the Case of Steel. The Commission also organised a multi-
lateral forum on steel in the CEEC on 22 and 23 October 1998.

2 Press release of the Council of Ministers of Industry of 7 May 1998.

3European Report, May 22,1999, "EU Enlargement: Negotiations get tougher".

4 Resolution of 4 December 1997 on «Agenda 2000" - for a stronger and wider Union (COM(97)2000 final),
Report A4-0368/97. Opinion for the Committee on Economic and Monetary Affairs and Industrial Policy, rapporteur Mr
Rapkay.
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Industrial policy of the EU should be based on market oriented mechanisms such as trade and
direct investments which foster beneficial effects like greater integration in the European product
chain. Framework conditions should also be improved in order to achieve this result, in full
compliance with the Single Market.

As a result, the EU Member States will continue to be under pressure in the labour-intensive
industries, while the CEEC should prosper in the area of capital goods, strengthening their positions
in intra-industrial trade, and closing the technological gap, while accepting trade deficits in the area
of high-tech products.

In two Resolutions adopted in 1996, one on the Communication from the Commission on
Industrial Co-operation with the Countries of Central and Eastern Europe1 and one on Industrial
Restructuring and Relocation in the EU2, the European Parliament addressed the problems that the
industrial sector of the EU Member States would face because of the challenge of the next
enlargement.

As far as industrial relocation is concerned, given that this process occurs not only within the EU
but also between the EU and Third Countries, the European Parliament urged for particular
consideration to be given to the relocation and restructuring aspects of the enlargement process,
especially in traditionally labour-intensive industries, such as textiles, footwear and toy making. The
European Parliament criticised the absence of adequate social norms and the existence of social
dumping, and urged that the PHARE Programme should be reoriented towards the development of
wider and higher social standards in the CEEC. The European Commission should therefore monitor
the Association Agreements and the PHARE Programme, mainly in the application of the social
clauses, thus favouring the adoption in the Eastern European Countries of an effective model for
social consultations and good labour regulations.

The change in the relocation parameters for European industries due to the enlargement process
and the need for economic reform in the CEEC should be met by developing industrial co-operation
between the two sides. Industrial co-operation between enterprises however is a task for industry
itself, while the EU should provide only a legal framework, favouring for example round table talks
to assist national relocation policies.

In its resolutions of 15 April 1999, the EP adopted reports on the progress achieved on the
accession of Estonia, Hungary, Slovenia, the Czech Republic, Poland, Cyprus and Malta3. Generally
speaking, the resolutions emphasize the difficulties which have to be overcome despite the
considerable progress already achieved. The EP also supports the idea to extend the scope of the
PHARE programme to the social field.

                                               
1 European Parliament, Resolution of 24 May 1996 on the European Commission’s Communication

(COM(95)0071 final) on Industrial Co-operation with the Countries of Central and Eastern Europe (Report A4-0084/96),
in OJ C166, 10/06/1996.

2 European Parliament, Resolution of 13 November 1996 on Industrial Restructuring and Relocation in the EU
(Report A4-0335/96), in OJ C362, 02/12/1996.

3 Estonia (report A4-0149/99), Hungary (A4-0154/99), Slovenia (A4-0151/99), Czech Republic (A4-
0157/99), Poland (A4-0148/99), Cyprus (A4-0159/99), Malta (A4-015/99). The resolutions of 15 April 1999 gave the EP's
reaction to the Regular Reports from the Commission on the Candidates' Countries progress towards Accession.
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22. CONCLUSION

Taking into consideration the consequences of the enlargement process facing the industrial
sector, it is unlikely that EU Industrial Policy will change fundamentally. The CEEC’ industrial system
will have to go through a deep restructuring process instead, in order to be competitive in the Single
Market. The role of EU enterprises will be vital, through industrial co-operation, FDI, FIE, as well
as the EU Institutions' commitment, in preparing the next enlargement.

The role of the EU’s support for industrial restructuring through the PHARE Programme is to
act as a catalyst for mobilising such investment, by addressing the social and regional aspects of
restructuring. Restructuring in heavy industries will be particularly delicate and should be given
attention by the EU during the preparations for accession, notably in the area of compliance with state
aid rules.

From the positions expressed by the European Institutions, it emerges that relocation will provide
an overall positive effect on both the economies of the EU and the CEEC, although it is not yet clear
which safeguard measures are expected to be taken by either side in the transition period. The
European Parliament points out that this relocation process cannot be the result of any kind of
legalised social dumping, and therefore the EU has to make sure that the social principles of the
Single Market are respected along with the market principles.
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ANNEX:

COMMISSION’S OPINIONS ON THE STATE OF
 THE INDUSTRY IN THE CEEC

BULGARIA

In spite of positive policy changes, the European Commission considered, in its Opinion of 19971,
that integration into the European Market would pose serious difficulties for Bulgarian industry in
the medium term. Many sectors still face important restructuring and privatisation needs. A major
potential impediment to restructuring and diversification efforts is the lack of investment capital due
to the low levels of foreign investment and the bad debt situation which restricts the banking system’s
capacity to provide capital.

In its 1998 Progress report2, the Commission considers Bulgaria as advanced in the creation of
a functioning market economy. Considerable progress has been achieved in the field of
macroeconomic stabilisation.

As far as the industrial sector is concerned, State enterprises need to be restructured and all
enterprises need to invest to improve their efficiency. Investment by local firms will help to create a
network of small and medium sized enterprises able to compete on the Single Market. FDI has also
started to play a significant role in the Bulgarian economy.

The overall competitive position of Bulgaria remains weak: exports are concentrated in a small
number of product categories, such as base metals, clothing, chemicals and fertilisers. Continued
substantial investment, including inflows of FDI, will be needed over several years if Bulgaria is to
strengthen its competitive position and broaden its export base.
       

The reforms which are presently being executed are helping to improve Bulgaria’s international
competitiveness. They are still at a relatively early stage. Substantial enterprise restructuring is still
required. Due to the lack of market-oriented policies in the past, Bulgaria would still face serious
difficulties to cope with competitive pressure and market forces within the Union in the medium-term.

                                               
1 COM(97)2008 final.

2 The latest opinion of the Commission on the state of Bulgaria’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, Com(98) 707 final of 17.12.1998.
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CYPRUS

In its 1993 Opinion1, the Commission considered that industry in Cyprus, which is dominated by
family enterprises, had major deficiencies, for example regarding the use of technology, the
qualification of the labour force and the quality of production. It commented that a large number of
industrial enterprises which have failed to specialise or nationalise their activities are particularly
vulnerable to international competition on foreign as well as domestic markets.

Since the 1993 Opinion, developments confirm that the Cyprus economy possesses the ability to
adapt to the challenges posed by the adoption of the acquis. The November 19982 report recognises
that the general principles of Cyprus' industrial policy are compatible with the EU rules but also calls
for considerable further efforts to restructure industry. Though economic growth has decreased in
recent years, the authorities appear committed to restoring a stable macro-economic environment.
It commented that reinforced efforts are needed in a number of areas, including the internal market,
maritime transport, telecommunications and justice and home affairs.

CZECH REPUBLIC

In its 1997 report, the European Commission was of the opinion3 that most sectors of Czech
industry would experience no major problems in integrating into the enlarged EU market in the
medium-term. However, the Czech republic has to continue its restructuring and modernisation
efforts, and reinforce them in the case of heavy industries In the long-term, however, efforts to
improve the productivity and non price-based competitiveness of Czech industry are required if
competitiveness is to be maintained in spite of possible increases in wage and production costs.
  

In its latest report, the Commission4 considers that, although the Czech Republic can be
considered to be a functioning market economy, there is still considerable scope for improvement.
The recent worsening of the macroeconomic situation has highlighted the need for accelerated
structural reform and this should include the completion of the privatisation programme.

The acceleration of enterprise restructuring will be the challenge for the Czech Republic in the
coming years, both for the restoration of strong economic growth and for the creation of a dynamic
and competitive export sector.

The Czech Republic has enjoyed high overall levels of investment. Although the country also has
a skilled and educated workforce and a relatively well developed infrastructure,  these favourable
factors do not seem to have led to consistently higher productivity growth. This raises some questions
about the suitability of investments undertaken by both private and public sector managers.

                                               
1 COM(93) 313.

2 COM(98) 710, Progress by the Applicant Countries of Central and Eastern Europe, Cyprus and Turkey.

3 COM(97)2009 final.

4 The current opinion of the Commission on the state of the Czech Republic’s industrial sector is contained in the
Regular Report from the Commission on Progress towards Accession, COM(98) 708 final.
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Although FDI inflows have been relatively strong, inflows of FDI have declined somewhat in the
last year. To encourage investors back to the country, the authorities have announced incentives for
investment.

One important indicator illustrating the competitiveness of Czech industry is the degree of trade
integration already achieved with the EU. The Czech Republic’s main exports and imports tend to
be manufactured goods and machinery and transport equipment. The modernisation of industry and
the introduction of new technologies through the more widespread involvement of foreign investors,
together with continued restructuring of enterprises, should lay the foundations  for a more dynamic
and competitive industrial sector.

ESTONIA

In 1997, the European Commission considered1 that Estonia had made good progress in industrial
restructuring and in the adoption of EU industrial legislation. Provided that efforts and foreign capital
inflows continued, in the medium term one could expect that only very limited problems for industrial
competitiveness would remain, which should not develop into obstacles for full participation in the
enlarged EU market.

The current position of the Commission2 is that Estonia continues to be a functioning market
economy. It has strengthened the institutions of a market economy and improved the legal
environment for market participants. However, there is a need for further progress in land
privatisation, in the liberalisation and adaptation of prices and in the strengthening of the regulatory
framework of financial activities and capital markets.

In the industrial sector, State enterprises need to be restructured and all enterprises need to invest
to improve their efficiency. Furthermore, the more access enterprises have to outside finance and the
more successful they are at restructuring and innovating, the greater will be their capacity to adapt.

In 1997, for the first time in many years, the growth in productivity exceeded the growth in real
wages, thereby contributing to improving profitability and reducing inflationary pressures.

The proper working of the mechanisms of the market economy, together with the strong growth
in GDP and investment and the trade regime, have increased Estonia's capacity to cope with the
competitive pressure and market forces within the Union in the medium term. Further reductions in
inflation, increasing research and development and developing new skills for the labour force are
among the key factors that will further strengthen structural reforms.

                                               
1 COM(97) 2006 final.

2 The current opinion of the Commission on the state of the Estonia’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, COM(98) 705 final.
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HUNGARY

In 1997, the European Commission was of the opinion1 that, given the extent of restructuring and
modernisation efforts undertaken, there were good reasons to expect that most sectors of Hungarian
industry in the mid term would be competitive operators in the Single Market. This applied in
particular to those sectors with foreign direct investment involvement.

In its 1998 Communication, the Commission considers2 that Hungary remains a functioning
market economy. Sustained macroeconomic stability, further privatisation, and pension reform have
strengthened the workings of market mechanisms. Strengthening the regulatory mechanisms which
enable a market economy to function effectively is a necessary condition to keep reaping the full
benefits of all the reforms already implemented.

In Industry State enterprises need to be restructured and all enterprises need to invest to improve
their efficiency.

At the time of the publication of the Opinion, fast productivity growth, rapid increases in trade
integration with the EU and large FDI flows positively influenced Hungarian economic developments.
This suggests that restructuring has reached a relatively advanced stage and that a core of Hungarian
enterprises is already competitive in the EU markets.

Sustained increased in productivity and moderate rises in unit labour cost are making Hungarian
products more competitive.

Restructuring and competitiveness gains are taking place across a broad section of the economy,
but not at the very rapid place of the leading sectors. In some sectors, such as food processing, steel
and textiles, restructuring has lagged behind. In order to facilitate more widespread restructuring, the
authorities are implementing policies aimed at enhancing the functioning of the labour market,
improving infrastructures, promoting SMEs, supporting R&D activities and fostering regional
development.

Hungary should be well able to cope with competitive pressure and market forces within the
Union in the medium term, provided the conditions supporting trade integration and ongoing
enterprise restructuring are preserved. Efforts to foster restructuring in the sectors where it has
lagged behind need to be strengthened.

                                               
1 COM(97) 2001 final.

2 The current opinion of the Commission on the state of the Hungary’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, COM(98) 700 final.
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LATVIA

The European Commission considered in 19971 that the Government of Latvia, having ceased to
subsidise national industry, is even more urgently faced with consolidating its new industrial base. The
most pressing need was the strengthening of measures to foster domestic capital formation and
foreign direct investment. Provided that positive trends continue regarding privatisation, enterprise
restructuring and the ability to attract FDI, the Latvian economy would be able to cope with
European integration in the medium term.

In its latest report the Commission considers that2 Latvia has continued to make steady progress
in its programme of economic reforms and in the creation of a functioning market economy.
However, many important reforms are in progress, or have only recently started to be implemented,
which makes it difficult to give an overall assessment of the effectiveness of the reforms and of the
institutions that have been created.

In the industrial sector, state enterprises need to be restructured and all enterprises need to invest
to improve their efficiency.

Latvia continues to make strong progress on the creation of a fully functioning market economy.
This should improve Latvia's prospects for developing the capacity to cope with competitive
pressures within the Single Market. Enterprise privatisation and restructuring should lead to a more
flexible enterprise sector more responsive to market conditions.

Latvia has been successful in attracting foreign direct investment flows. However, a significant
proportion of the FDI accumulated has been in recent years, and these inflows need time to have a
significant impact on the reorientation of the economy. Continued strong inflows of FDI will help
improve the competitiveness of Latvian industry through the introduction of new management
techniques and new technology.

The completion of the privatisation process is an important step in preparing the Latvian economy
for competitive pressures within the internal market. The government has launched a comprehensive
SME development programme. This may also remove some of the remaining inertia in the creation
of new enterprises.

Higher investment in infrastructure is also required in Latvia, particularly in rural areas. The
government has acknowledged the need for greater infrastructure investment, and has been budgeting
for higher investment spending, but has so far undershot its spending targets.

Many of the conditions necessary for the acceleration of restructuring in the Latvian economy,
which would lead to sustained increases in competitiveness, are now in place. Moreover, investment
in Latvia has increased, and privatisation is progressing.

                                               
1 COM(97) 2005 final.

2 The current opinion of the Commission on the state of the Latvia’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, COM(98) 704 final
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LITHUANIA

Provided that positive trends continued with regard1 to restructuring and privatisation, the
European Commission was of the opinion that most of Lithuanian industry would be able to cope
with the problems of integration into the Single European Market in the medium term.

In its 1998 report, the Commission considered2 that there are indications that economic
restructuring has deepened and that the upgrading of the country's production capabilities has
accelerated.

FDI has increased sharply, contributing to the modernisation of the capital stock. However, since
a large proportion of the FDI has been accumulated very recently, the impact of these later inflows
on the restructuring and reorientation of the economy is only likely to materialise in the next few
years.

Privatisation has already become a main component of the restructuring process in an increasing
number of industries, such as shipping, telecommunications, dairy and sugar industries.

Other signs of enhanced economic restructuring are: the fall in the share of workers employed in
the agricultural sector, a sector that in the past acted as an important safety net; the rise in investment
spending; and the increase in the share of capital goods in total imports. There are also indications
that, on the back of the strengthening recovery, industrial production is picking up in various sectors
but remaining stagnant or failing in others, hinting at a deepening of industrial restructuring.

Although Lithuania has a relatively well-educated population, a large number of workers will need
to be re-trained and re-skilled before they can be productively re-employed, especially as new
technologies and working practices arrive with FDI.

The advance of reform in Lithuania is progressively increasing its competitiveness and laying the
structural basis for the long term sustainability of growth. Preserving macroeconomic stability and
completing the reform agenda, in particular the planned privatisation of banks and financial
enterprises and the reform of the energy sector, would strengthen favourable trends, enabling
Lithuania to make the progress necessary to cope with competitive pressure and market forces within
the Union in the medium term.

                                               
1 COM(97) 2007 final.

2 The current opinion of the Commission on the state of the Lithuania’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, COM(98) 706 final.
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POLAND

The European Commission considered1 that Polish industry is characterised by the existence of
both a vibrant and expanding new private sector which would be able to compete in the Single
Market in the medium term, and other sizeable industrial sectors, mostly State-owned, which need
urgent restructuring in order to be able to compete.

In the latest report the Commission2 points out that the Polish economy is a functioning market
economy. Poland has strengthened its macroeconomic stability and its legal framework. Privatisation
is continuing at a steady pace but needs to be speeded up. The financial sector is developing and
increasingly attracts the interest of foreign strategic investors.

In the industrial sector, state enterprises need to be restructured and all enterprises need to invest
to improve their efficiency. Furthermore, the more access enterprises have to outside finance and the
more successful they are at restructuring and innovating, the greater will be their capacity to adapt.
Overall, an economy will be better able to take on the obligations of membership the higher the
degree of economic integration it achieves with the Union prior to accession.

The boom in the emergence of small private enterprises is continuing, reflecting both the creation
of new enterprises and the registration of successful ones operating previously in the grey zone of the
Polish economy. The employment offered by SMEs, up to now mainly in manufacturing and services,
will be critical to absorb workers losing their jobs due to restructuring. The traditionally important
agri-food business faces considerable pressure due to the rapid entry of multinational companies and
foreign retail chains. Apart from agriculture, the need for restructuring is severe in the coal, steel and
defence industries.

Poland's infrastructure for communications, energy provision and transportation is obsolete, and
requires urgent upgrading. While private investment opportunities in these fields have been held back
by the slow pace of restructuring and privatisation, government investment has been limited by the
commitment to fiscal restraint.

Research and development is still regarded as a matter for the state budget rather than an activity
which should be carried out within the enterprise sector. Poland has established a programme for
technology transfer to small and medium-sized enterprises with the explicit objective of regional
distribution. Improvements in infrastructure, transport and telecommunications could also help to
spread economic development more equally across the country.

Poland's export performance has improved, but there is scope to enhance the competitiveness of
specific sectors. The restructuring of traditional sectors such as coal and steel and the modernisation
of agriculture need to be pursued with vigour.

                                               
1 COM(97) 2002 final.

2 The current opinion of the Commission on the state of the Poland’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, COM(98) 701 final.
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ROMANIA

In 1997, the European Commission was of the opinion1 that Romania did not yet have the
conditions required for the development of a dynamic and competitive private sector. Its industry
would only be ready to withstand competitive pressures in the Single Market in the long term.
Comprehensive restructuring was needed to prepare for accession. The removal of the remaining
barriers to private-sector growth would require a high degree of political commitment and
administrative competence. Although there were notable successes in industrial reform, considerable
work remained to be done, in particular to restructure the largest of the loss-making State-owned
enterprises.

Currently, the Commission's opinion2 is that Romania has not made further progress in
establishing a functioning market economy. There have been improvements in some fields - notably
in terms of price and trade liberalisation, control over inflation, and financial sector legislation. There
is a lack of political consensus on reform, privatisation is proceeding too slowly and the role of the
State continues to be predominant in many sectors of the economy. Capital and land markets are not
functioning well.

The low level of investment is hampering the development and modernisation of the economy.
In particular, Romania's infrastructure continues to suffer from a chronic lack of investment. Romania
will have to restructure the large utilities and service providers, and allow foreign strategic investors
to step in if it is to reverse this situation.

The relatively low level of FDI for a country of the size of Romania (both in terms of annual flows
and accumulated capital) has held back the modernisation of the economy.

Because of the trade, price and exchange rate liberalisation achieved in 1997 and early 1998,
economic agents are confronted with a more open and competitive environment than previously.
However, the worsening of the trade position in 1998 points to serious competitiveness problems of
the local industry in a more competitive environment.

More fundamentally, the absence of a properly functioning market economy, and the non-respect
by a large number of economic agents of their contractual obligations do not ensure a sound basis for
economic activity. The growth of the small and medium-sized private enterprises is stifled by the
complexity of administrative rules and the absence of long-term capital and working capital financing
from banks.

Romania's capacity to cope with competitive pressure and market forces within the Union in the
medium term has worsened since the 1997 Opinion. The low and declining levels of investment
including foreign direct investment, as well as poor export performance are indications of a fragile
and faltering restructuring process.

                                               
1 COM(97) 2003 final.

2 The current opinion of the Commission on the state of the Romania’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, COM(98) 702 final.
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SLOVAKIA

In 1997, the European Commission was of the opinion1 that Slovak industry might encounter
difficulties with integrating into the European market in the medium term. These could be avoided
if there would be diversification away from heavy industries and more effective restructuring of
enterprises. A major potential impediment to restructuring and diversification efforts was the lack of
investment capital due to low levels of foreign investment, the bad debt situation and the privatisation
process which was oriented towards insiders and therefore insufficiently transparent.

The Commission2 has underlined that, although Slovakia has implemented most of the reforms
necessary to establish a market economy, the outgoing government continued to intervene in price
formation and resource allocation, using non-transparent or non-market-based mechanisms. Therefore
the functioning of the Slovak market economy still needs to be improved. Nevertheless, the Slovak
economy has a number of important assets to be able to face competitive pressure and market forces
in the single market. Despite rapid increases in wages in past years, wage costs remain relatively low
and the labour force is highly qualified. Slovakia is upgrading its infrastructure to exploit its location
at the crossroads of important North-South and West-East trans-European network (TEN) corridors.
Investment in the energy sector is also high.

Progress on enterprise restructuring has been limited. There are indications that profits have been
declining in 1997. The speed of enterprise restructuring is hampered by the continued involvement
of the state, a weak banking sector, and insufficient foreign direct investment. Although measures
have been introduced to promote FDI, it will only increase significantly when the authorities refrain
from non-transparent or inequitable intervention in the economy.

In a number of important industrial sectors (steel, petrochemicals) there is little domestic
competition, with the bulk of production often concentrated in one enterprise.

Efforts will have to be made to diversify towards lighter assembly industries and services, which
are more in line with Slovakia's natural endowments. However, the present capacity of Slovakia to
innovate and diversify production is hampered by limited expenditure on research and development.
Imports of skills and technology from abroad remain limited because of insufficient foreign direct
investment. The diversification and restructuring effort is hampered by a lack of investment capital.
So far, Slovakia has not been able to attract significant amounts of foreign direct investment.

Progress in improving Slovakia's competitiveness has been mixed. The reduced degree of
macroeconomic stability and the lack of a consistent medium-term economic policy framework are
distorting the planning horizon of economic agents. The pace of structural reforms has remained slow
and the situation in the banking sector has worsened.

                                               
1 COM(97) 2004 final.

2 The current opinion of the Commission on the state of the Slovakia’s industrial sector is contained in the Regular
Report from the Commission on Progress towards Accession, COM(98) 703 final.
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SLOVENIA

In the 1997 Opinion, the Commission said1 that the level of competitiveness of most of Slovenian
industry was such that it would probably be able to cope with the competitive pressure and market
forces within the Union in the medium term. Some problems were experienced in connection with
certain inflexibilities in the labour market, and sectors and companies which have not yet undergone
restructuring.

The Commission2 considers that Slovenia can be regarded as a functioning market economy,
although there is still room for progress. There is a satisfactory degree of macroeconomic stability
and price liberalisation is continuing. Competition remains limited in a number of sectors, partly
because the state remains heavily involved in the running of the economy. In particular, progress is
needed in privatisation.

State enterprises need to be restructured and all enterprises need to invest to improve their
efficiency. The biggest increase has been recorded for investment in infrastructure, mainly in road
construction. This type of investment understandably does not produce immediate improvements in
productivity, but lays the foundation for future gains.

Although the amount of FDI increased significantly in 1997, it remains low compared to the size
of the economy and it decreased again in the first half of 1998. Higher amounts of foreign direct
investment would promote the competitiveness of the concerned enterprises not only through the
increased investment, but also through the introduction of new technologies and management
techniques. Infrastructure is well developed and further investment in telecommunications, transport
and energy are being implemented or planned.

In recent years, the level of competitiveness in Slovenia had been affected by rapid wage growth.
Enterprise restructuring, which has proceeded slowly in Slovenia in the past, seems to be accelerating.
The overall profitability of Slovene commercial enterprises is improving. Other positive signals are
the acceleration of foreign direct investment in 1997 and the increase of investment in equipment.
However, incentives to restructure remain weak enterprises where management practices have not
changed sufficiently, such as state-owned enterprises, non-privatised enterprises.

Slovenia should be able to cope with competitive pressure and market forces within the Union
in the medium term. Trade integration with the Union continues to be high and diversified. Wage
moderation and investment in infrastructure and human capital are helping to increase
competitiveness. Attracting higher levels of foreign direct investment would promote enterprise
restructuring.

*   *   *
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2 The current opinion of the Commission on the state of the Slovenia’s industrial sector is contained in the Regular
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