DOC/97/6

Strasbourg, 15 July 1997

Agenda 2000 - Volume | - Communication :
FOR A STRONGER AND WIDER UNION



INTRODUCTION

PART ONE: THE POLICIES OF THE UNION

|. INTERNAL POLICIES

1. SETTING THE CONDITIONS FOR SUSTAINABLE GROWTH AND EMPLOYMENT
2. PUTTING KNOWLEDGE AT THE FOREFRONT

3. MODERNISING EMPLOYMENT SYSTEMS

4. IMPROVING LIVING CONDITIONS

|. E CONOMIC AND SOCIAL COHESION

1. CONTINUING TO STRIVE FOR COHESION

2. GREATER CONCENTRATION

3. THE FUTURE OF THECOHESIONFUND

4. STRUCTURAL SUPPORT FOR THE NEWIEMBER STATES

5. BENHANCING COST-EFFECTIVENESS

[1l. T HE COMMON AGRICULTURAL POLICY

1. THE ASSESSMENT OF THE REFORM PROCESS

2. LONG-TERM OUTLOOK

3. PoLICY OBJECTIVES FOR THE CAP

4. NEw REFORMS

V. T HE UNION IN THE WORLD

1. ASTABLE EUROPE THAT IS OPEN TO THE WORLD

2. A STRONG AND COHERENT EUROPE

V. AN EFFICIENT COMMISSION AT THE SERVICE OF EUROPEAN CITIZENS

PART TWO: THE CHALLENGE OF ENLARGEMENT

|. ASSESSMENT ON THE BASIS OF THE ACCESSION CRITERIA
1. ROLITICAL CRITERIA

2. ECONOMIC CRITERIA

3. OrHER OBLIGATIONS OF MEMBERSHIP

[l. THE PRINCIPAL QUESTIONS ON THE WAY TO ENLARGEMENT (IMPACT STUDY )
1. AGRICULTURE

2. COHESION POLICY

3. IMPLEMENTING THE SINGLE MARKET

4. IMPLEMENTING ENVIRONMENTAL STANDARDS

5. TRANSPORT

6. NUCLEAR SAFETY

7. FREEDOM, SECURITY AND JUSTICE

8. BORDER DISPUTES

9. APPLYING COMMUNITY RULES IN ADVANCE OF ACCESSION



[1l. A STRATEGY FOR ENLARGEMENT

1. ACCESSION NEGOTIATIONS

2. REINFORCING THE PREACCESSION STRATEGY
IV. CYPRUS

1. ECONOMIC DEVELOPMENT

2. PROSPECTS FOR A POLITICAL SETTLEMENT

3. RELATIONS WITH THE EUROPEANUNION

V. THE EUROPEAN CONFERENCE

VI. RELATIONS WITH TURKEY

VIl. F INAL RECOMMENDATIONS

PART THREE:THE NEW FINANCIAL FRAMEWORK (2000-2006)

|. WHAT IS AT STAKE

. COVERING AN ADEQUATE PERIOD

. HNANCING ESSENTIAL REQUIREMENTS

. SOUND MANAGEMENT OF PUBLIC FINANCES
. D EVELOPMENT OF EXPENDITURE

. AGRICULTURAL EXPENDITURE

. STRUCTURAL EXPENDITURE

. OTHER CATEGORIES OF EXPENDITURE

. RESERVES

. FROPOSED REFERENCE FRAMEWORK

[1l. T HE FINANCING ARRANGEMENTS

1. THE FUNCTIONING OF THE SYSTEM

2. THE INTRODUCTION OF A NEW OWN RESOURCE
3. MAIN TRENDS TO2006

4. THE FUTURE FINANCING SYSTEM

GONWNRERPZ=WNPRE



INTRODUCTION

The Madrid EuropearCouncil in December 1995 reaffirmeithat the necessary
decisionsfor launchingthe accession negotiations with the countagglying for
European Uniormembershipivould be takerwithin six months of theconclusion of
the Intergovernmental Conference (IGC) and inligffe of its outcome. It called on
the Commission to submit asoon aspossibleafter the IGC theopinions on the
individual applicationsand to embark ornhe preparation of a composite paper on
enlargement. It further asked t®mmission toundertake a detailednalysis of the
EuropeanUnion’s financing system inrder tosubmit, immediatelafter the IGC, a
communication onthe future financial framework of the Union as from
31 December 1999, having regard to the prospect of enlargement.

The present Agenda 2000 communicatidogether with the opinions on each
application for accession, constituté® comprehensive Commission reply tioese
requests. It outlines in a single framework the broad perspectives fdeua®pment

of the Union and its policies beyonthe turn of the century, the horizoniasues
related to enlargement, and the future financial framework beyond 2000 taking account
of the prospect of an enlarged Union.

Enlargement plays a fgreater role ilAgenda 2000 than iany ofthe largefinancial
packages of the past. Thember of applicant countries attte differences between
them aregreater than ever before, atitey will all be net recipients of Community
funds. Moreover, both theolicy reforms andhe absorption of newnemberswill
have to be accommodated in a tight budgetary framework.

What has been achieved since the Single Act

Europehas undergone considerable changeth@ space of a single decade. Two
successive enlargements have radeinumber of MembeiStates tofifteen. Two
major Treaty reforms the Single Act and the Treaty on Europedsmion - have
radically modified the Union’s institutional and political framework. And two
comprehensivefinancial packages have redefinetthe oljectives and means of
integration that have accompanied these changes.

These developments contributed to a rigwamic ofintegration parallele@nly by
that of theearly years othe Communities. Thdaunching ofthe Single Market was
instrumental to thigprocess, as was the unprecedented effodotifiarity between
Member Statesexpressed in the rapid development of economic and smhalsion
policies. Theroad toeconomic and monetary uniggMU), which was opened up by
the Single Act andformally established ithe Maastricht Treaty, further strengthened
this development by encouraging greater economic stability and confidence.



This regained momentum the history of European integration was based on both a
strong ancevolutive treaty framework and on sound and stai#dium-termfinancial
perspectives, coupled with an interinstitutional consensuh@meed for budgetary
discipline and moderation in the development dhion policies. In spite of the
considerable expansion of Union actover the past decade, t®mmunitybudget

has stayedvell below the expenditureeilings. Inactual paymentshe 1997 budget
remains afl..17% of GNP ircomparison with dinancial perspectiveceiling of 1.23 %
GNP.

But the historic acceleration of the pace of European integratidhisnpast decade
was alsanfluenced byoutside events. The end of the Cold War and the break-up of
the SovietUnion opened up new horizons of internatioca@bperation, and propelled
the Union into a key roldor promoting change amstability across Européelhis was
notablythe case through itsupport for Germannification, andthe major assistance
effort for the countries of Central and Eastetaurope (CEEC). The
1993 Copenhagen Europeddouncil opened up the perspective @nlargement
towards these countrieSubsequently, an ambitiowstrategy of pre-accession was
launched at Essen.

Closer relations have also been established wh#hn New Independent States
emanating fronthe former SovietUnion and withthe countries on the Southern and
Easternrim of the MediterranearSimilarly, the breadth and strength of thkion’s
relations with the West-European partners and the Ufitates waseflected in the
establishment othe European Economic Area and the New Transatlantic Agenda. On
the economic front, the Union played a decisive role irstiveessful conclusion of the
Uruguay Round and thestablishment othe World Trade Organization (WTO). It
thus confirmed its stature as a key player in the context of growing globalisation.

But thesegenuine advances shouldt maskthe difficulties encountered by thenion

in recent years. These were first and foremost economic. #estrongeconomic
performance at the end of the 1980s a&aaly 1990s,when 9 million jobs were
created, the subsequent downturn causgtg unemployment ithe Union and made
budgetary and structural reforms in tMember States mordlifficult to achieve.
Nevertheless, consideralppeogresshas been made sinaaot least as a result of the
convergence programmes established uritler Maastricht Treatyprovisions to
prepare for EMU. AUnion level, policycoordination has been strengthened and new
initiatives taken to make better use thfe potential of Europe as a singleonomic
entity. Although these actions contribute goving the Union a béter economic
outlook nowthan it has had fomany years, unemploymerievels are still at an
unacceptably high level.



The difficulties were also of golitical and psychologicahature. The debate on the
ratification ofthe Maastricht Treaty revealdldat thegeneral public hadot kept up
with the accelerating pace wistitutional change, in which they ditbt feel properly
involved. The importanceaken by theUnion in daily newsstood in contrast to the
persistence or even aggravation of their alifficulties. Sincethe Union has become
so important, people expect a lot oflihey want to be listened to and to be involved,
they want answers to their concerns - be tim@ymploymentthe environmentpublic
health, the problems of drugs and crime or the instability near our borders.

The Treaty of Amsterdam

Before embarking on a crucial nestage in the history dEurope, it wasiecessary to
modernisethe Treaty in order to strengthéitizen’s Europe,improve the Union’s
capacity for external action and refothme institutional framework. Those were the
stakes of the IGC which has just finished. The Treaty of Amsterdam made considerable
progress on these fronts, but thstitutional reforms werenly partial and need to be
completed before the forthcoming enlargements. Pphavisions on an area of
freedom, security and justice atite integration of the Schengen Convention into the
Treaty constitute a major step towards a Citizen’s Europe. The incorporatidritlef a
on Employment translatabe importance of théght for employment inthe Union

into Treaty language. The changes to theiat and environment provisiomsanifest
the concern to build a Europe that is more human, closer to the citizen.

The new treatymprovesthe provisions onthe common foreign and securipolicy

(CFSP) and the coherence between it and external economic relationnidhean
now gradually enhance its presence and effectivenesgheimternationalstage and
develop an external policy which is commensurate witlpatential and more itine

with the expectations of the Europeans.

At theinstitutional levelthe role of the EuropedParliament as co-legislator hasen
strengthened quite considerably thg extension of the codecisipnocedure and the
simplification of procedures in general. The extensionqoélified majorityvoting is
more modest, even though important new areaiity, such as research, will now
be subject to majority decisions.

There isall the more reasonpending later reforms, to makell use ofall the
possibilities offered byhe new Treaty as regards the changeoveutdified majority
voting. This applies in particular tine measures concerning the area of freedom,
security and justice, the common commercial policy and the CFSP.

The introduction of enhancecboperation will alsomake it easier tdake up the
challenges of a broader and more heterogeneous Union.



The substantial strengthening tbie status and powers of its President wilse the
profile and efficiency of the Commission. Atthe same time,the internal reforms
announced by th€ommission and mentioned in a Declaratiorthat Conferenceavill
prepare the institution for the requirements of the 21st century.

Strengthening the institutions

The Treaty of Amsterdam is thus a nstgp on the road to thanification of Europe
and allows tostart theenlargemenprocess. But that processust not getcarried
away. Theeuro must therefore be in place by 1 Janue®99, as laid down in the
Maastricht Treaty.Similarly, allthe Union’s policies must be developed and deepened
in order to build a wider and stronger Europe.

Above all,the institutions and thefunctioning must be strengthened in good time, as
foreseen by th€rotocol on the future of thiastitutions annexed tthe Treaty. Any
delay in this respect wouldonly serve to compromise th&nion’s effective
enlargement.

The Commissiontherefore proposes that, as from now, a date be set foefthren
regarding theveighting ofvotes in theCouncil whichmust accompanthe reduction
in the number of Commissioners tone per MemberState prior to thefirst
enlargement. Regardless of the likdte of thaenlargement, thpolitical decision on
this reform should be takewell before 2000. Howevetthis reform will not be
sufficient toproceedwith a substantial enlargement, as is also clear from Article 2 of
the Protocol on the future of thestitutions. TheCommissiortherefore suggests that
a new Intergovernmental Conference be convened as sqaossible afte000 to
produce a thorough reform of tpeovisions ofthe Treaty concerning the composition
and functioning ofthe institutions. This would, in any event, have tanvolve the
introduction of qualified majority voting across the board.

Enlarging the Union

Enlargement to includthe countries of Central and Easté&uaropeand Cyprus is a
historic challengdor the Union.But it isalso an opportunity - in terms of its security,

its economy, its culture and its placetlire world. The continent-widapplication of

the model of peaceful and voluntary integration among free nations is a guarantee of
stability. The Union, witmore than 100@nillion new citizens, Wl see enhanceiade

and economic activity, and a new impetustf@ development and integration of the
European economy as a whole. Europe’s cultdieérsity wil be a source of
creativity and wealth. The accession of new Men8tetes willenhancehe Union’s
weight and influence internationally.



At the same timethe sheemumber of applicants anithe very large differences in
economic and social development which they will bring vtlitem, will present the
Union with institutional and political challenges fgreater than ever before. The
Union population will potentially increase by more than a quarter to ngd@ynillion,
but total GDP wouldrise by barely5%. Notwithstanding the enormous efforts
undertaken by these countries, their integration iekisting programmes and
structureswill be a very delicatetask. Theenlargement process will also require
careful management in the Union’s relations with other partnésnopeand beyond,
in order to ensure that it contributes to thmverall objectives of strengthening
international security and cooperation.

The challenges ahead

With the help from a newfreaty, the support from a strong ewod a vasinternal
market and the driving force from the dynamics of enlargement, the Union should enter
the next century in conditionshich are better than thosehich it facesoday. Inthis
perspective, a reflection is needed lbow longer term trends, botimternal and
external,will shape events andfluencethe ways in which it carhope toachieve its
objectives.

This reflection must alsaddress the question of how to develop the Europesatel
of society in the21st centuryand how to best respond to thejor concerns of the
citizens Theprimary ofthese concerns relates to the presmaicceptably highates
of unemployment and social exclusion whielr at thevery fabric of society. At the
same time, growinghreats to naturagénvironment have become a major istueall
citizens.Similarly, drug abuse and organizedme are increasingly at the forefront of
citizen’s preoccupations.

The demographic evolutionin the Union over the next 25years will be quite
dramatic :the number of people ageaver 60 vill grow by 37million, whereas the
working population will decrease by I8illion. This will put increasing strains on
pensions and social gectionsystems, which iV require a combination of reforms
and strengthened economic performancerater to guarantee thaustainability of a
high level ofprotection. At thesame timethe shift inthe age structure of theorking
population strengthens the needinoreasethe qualifications of young people and to
offer the perspective offall-length working life through continuoukearning. Special
attention must bgiven tothe growing participation of women in the world wbrk
and society and to changing family patterns.



New technologiesdevelop at an ever increasimce, and theiimplications are
becomingmore and more widespread. They will haverafound effect orall aspects
of society. A special effort is required to expldite new possibilities for the
organisation of workthey offer, allowing to combindlexibility with individual
interests. Technological change can raise productiviteryancing people’skills,
improvingtools andfacilitating production processes. In areas whige combination

is particularly successful, such ahe information society, biotechnology or
environmental technology, this evolutioreatesonsiderable opportunities fgrowth
and jobs. To maké&ull use of thesgossibilities,the necessary investments must be
made in research, new equipmehe adaptation omanagemenstructures and the
constant upgrading of human resources. Special attention should be given to make sure
that technological progress benefits all sectors of the society.

The ongoing process ofestructuring of markets and enterprisefjelled by
innovation, competition and internationedde,has been accelerated tye creation of
the Single Market. This process will entail the modernisation of manufacturing industry
alongsidethe rapidgrowth in theservicessector,which is particularly favourable to
the development o$mall and mediumsized enterprises (SMEs). this context,
public services will need tadaptaccordingly. The majochallengehere is tobalance
the dynamicand social aspects tife restructuring process bgmbining flexibility for
enterprises with security fandividuals. Whilerestructuring is botmecessary and
beneficial in overalterms,labour market rigiditiesand mismatches betweskills and
demand have made it difficult takefull advantage of its employmepotential. This
problem has been aggravatedthg persistent low geographiaalbobility of people,
both in the Member States and between them.

The Unionwill have to adjust to thecontinued process of globalisatioit is well
placed to draw advantages from this process; its overall economic balance nat$t the
of the world is positive and hggown more so with markéberalisation. The external
dimension of Community policies - dhe environment or energyor instance -will
more than before become an integral component of its external relationsnibime
will also have to adapt to tlemergence of anulti-polar world. Its economic and
geopolitical weight give ithe possibility of becoming ammportantactor on thewvorld
stage. To that end, it will have ttevelop a coheremverall approach to its external
relations.



It is against this backgrounthat the Commission presents its Agenda 2000
communication which setsut to deal in a comprehensive manner witte future
challenges of the Union.

The first part deals withthe development obnion policies. Building orthe new
Treaty of Amsterdam, internal policies shoskt theconditions forsustainablgrowth

and employmeniut knowledge at the forefrontodernize employment systems and
improve living conditions. Further reforms of structurgolicies and of the
common agricultural policy (CAP) will deepen the commitment to economic and social
cohesion asvell as toagriculture and rural developmeushile preparing theJnion for
enlargementFinally, it addresses the question of how achievegreaterunity and
effectiveness in the Unions external relations.

The second part addressesc¢hallenge of enlargement.dtaws the mailconclusions
and recommendations from the individual opinions on the applicant countrigszesd
the Commission’s views onthe launching of the accession process and on
reinforcement othe pre-accession strate@folume Il of this communication contains
an analysis ofthe impact of enlargement othe Union’s policies and a detailed
presentation of the reinforced pre-accession strategy.

The third part provides the newinancial framework for the period 2000-2006. It
demonstrates that thwin objectives of deepening and enlargihg Union can be
achieved withirthe 1.27 % GNReeiling for own resources, thusnsuring continued
budgetary discipline, and addresses the question of the future financing system.

Taken together, thes'lements offer a clear armbherentvision of the Union as it
enters the 21st century.



PART ONE: THE POLICIES OF THE UNION

Beyond 2000

The Union’s internal and external environment is istae ofrapid changeEurope

must adaptdevelop and reform. Even more than in gast it must concentrate on
what is essential and focus its attention on areas where it can provide reayaldded
Through its right of initiative the Commission has a crucial role to play in reshaping the
policies ofthe Union. At thesame time it must rethink its action and improve its
administrative, coordination arabntrol capabilities. In a bigger anaore diversified
Europe,its role as defender of tewmmon interest iV be evenmoredecisive than in

the past. To succeed in this, it must reorganise and modernise its structures.

The development ofnternal policiesis a first priority. This should be done in
four directions: setting the conditions feustainable, employment-intensigeowth,
putting knowledge and technology to the forefrantdernizing employment systems
and improving living conditions.

The objectives oftohesionare clearly stated in the TreatyEconomic and social
cohesionwill become even more important in an enlarged, and therefore more
diversified Union. The cohesion effort is an investment in our own future. The question
is how to adapt theéJnion’s instruments tahe future and to thehallenge of
enlargement.

The 1992 reform of th€ommon Agricultural Polichas beerighly successful. But
the time has come to deepéne reform and tdake further thenovementtowards
world market prices coupled to dirantome aids. Severatasongnilitate for such
an approach : the risk of new marketbalancesthe prospect of a netvade round,
the aspiratiortowards a moreenvironment-friendly and quality-oriented agriculture,
and last butnot least the prospect adnlargement. At thesame timethere is a
growing need for a fully fledged rural development policy.

In its external relationsthe time has come for the Union to develdpligt operational
foreign policy. The Amsterdarireaty gives itmore adequate instruments to develop
the CFSP. The eurprovides it with a unique opportunity to becomee of the
leading financial plays. Enlargement will enhance its influenc&here is agenuine

call for Europe whos@artnership and cooperation is sought after worldwide. The
Union mustrespondpositively, both because has political and economic interests to
defend and because it has a major contribution to brimmpace, democracy and the
defence of human rights and values.
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l. INTERNAL POLICIES

The successful passageEMU and thefull exploitation of the potential of thangle
marketwill enhancdeurope as aeconomic entity, contributing to sustainaglewth.

Its competitiveness depends dynamicenterprises and thekills and knowledge of its
people. In order to turn growth injobs, employment systems should be modernised.
Beyond these economic goals, Europeans also want a cohesiueclaste society
based on solidarity, asell as a high quality of lifesound environment, freedom,
security and justice. The internpblicies of the Union should be more resolutely
oriented towards meeting these objectives.

1. SETTING THE CONDITIONS FOR SUSTAINABLE GROWTH AND
EMPLOYMENT

The procesgadingtowardsEconomic and Monetary Uniotontinues to be a
major drivingforce for the Union. All the technical preparationsre now in
place to ensurthat the euro will see tHght of day on 1 Januard©99. As a
result of the enormous convergence efforts of Nfeenber States, there is a
good prospect thatlarge number of them will be readlyr participationfrom
the start. The movetowards the euro will noonly provide an anchor of
stability, improvemarket efficiency and encourage investment. It will also
open newpossibilities for more effective macroeconomic managemeint
Europe. TheAmsterdam Resolution oGrowth and Employment and the
Stability and Growth Pactprovide a favourable framework fagconomic
growth and new job opportunities.

The Single Market can play a central role in furtheringgrowth and
employment, provided its potentialfidly exploited. To this endhe Action
Planendorsed by the Europe@wouncil of Amsterdam must be implemented in

all its components. Makinthe rules moreeffective and removingall market
distortions and sectoral obstacles will turn Europe into a dynamic and attractive
market place. Moreover tHgingle Market must be there for tHeenefit of all
citizens. The assets of the Single Market must be used to promateidimés
interests and presence internationally.
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With further integration,the strict application by the Commission of
competition rulesincluding close surveillance of state aids, becomes ever more
important for the market operatossmd will enhancethe overall economic
performance of the UniorRules will be made simpleand surveillance and
enforcement structuresilikbe modernised in partnership with Memlfgtates,

with a view to decentralisatiowhere possible. The Union should also press
for more international cooperation in competition policy.

Given their proven potential for job creationmproving the operating
conditions forsmall and medium-sized enterprises the Single Market
remains a higtpriority. This must be done by reducing administrative and
regulatory red tapestimulating new forms o€ooperation betweesmall and
large companies and improvinBME access tdinance and capital. The
projected nevEIB lending facility wil be of particular importance. Moreover,
the Union should continue to fund actioasmed at improvinghe operating
conditions of SMEs.

Following the inclusion of sustainable development @se of theUnion’s
objectives intothe Amsterdam treaty, progress must benade towards
environmentally sustainablg@roduction and consumption patterns. The
incorporation of the lategechnological evolutions into environmentalicy
and the use of new instruments like market based incentivesataally
enhance the competitiveness of European industry and services.

The continued development of theanseuropean networKg ENs) will serve
to enhanceboth sustainable development anide internal cohesion of the
Union by tying regions closé¢ogether.This will need to be accompanied by a
movetowards sounder transpa@ystems, drawingully on new technology, to
address th@roblems of congestion, pollution aotimate change. TENs also
have a particularly important role ptay increating newinks with the Central
and Eastern European candidate countries. prasiselythe trans-European
nature of thebenefits fromthese projectsvhich justifiescontinued substantial
contributions at the Union level towards their realisation.

Community funds caplay a cruciakole in getting TEN projects in transport,
energy and telecommunications tfie ground. The nexXtnancial period will
see the main construction phase many ofthe priority projectsjnvolving
higher overall spending than ithe period 1994-99 duringvhich the
Community essentially financepreparatory worksEnlargement will extend
the geographical coverage of thENs, andconsequently thénancingneeds.
There is a range of sourcesfioiancefor TENSs, includingthe Cohesion Fund,
the EuropeanRegional Development FundERDF) and the European
Investment Bank/European Investment FundEIB(EIF). Effective
coordination of these instrumentscluding development of public/private
financing, is essentiahut will not besufficient tocover theidentified needs in
this sector. Additional funding mustherefore bedentified beyondpresent
appropriations.
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PUTTING KNOWLEDGE AT THE FOREFRONT

The key feature of today’s world economy is a ragbitdit towardsglobalisation

and information and communication technologies. These technologies
determinethe global competitiveness ddll economicsectors and foster the
emergence of new immaterial goods.

In order toderive the maximumbenefit from thisprocess in terms of growth,
competitiveness and employment, speastention must be paid to the
development, dissemination ande of theseammaterial goods. Knowledge

policies - research, innovation, education and trainingre therefore of
decisive importance for the future of the Union.

In response to thehallenges of technological development and innovation
coming at a time when Europet®ompetitors are stepping up their efforts
significantly, it is vital thatthe Community research and technological
developmeneffort begiven new impetus. CommunifTD must provideeal
addedvalue in relation to national programmes. Thishis mainobjective of

the 5th framework programmeshich will need tosee itsfinancial allocation
increased above tHevel of the present programme. Tlnion must focus
research activities on improvinige competitiveness ahe Europeareconomy,
thereby promoting the creation of new jobs. Ipéaticularly importantthat
Europeshould be able to transforatientific and technological breakthroughs
into industrial andcommercial successes. In this connection, innovation by
smallandmediumsized enterprises is a particularly importéadtor on which

to build. The creation of innovativligh-tech companies irEuropemust be
encouraged. The Union also has to improvéhadissemination of technology
and the system of intellectual property rights for its discoveries.

Like research, education and training represent essential immaterial
investments. The Union will go ogiving priority to concreteinitiatives to
promoteexchanges of young people, scientists and teachers thietiges of

the Socrates, Leonardo dénci and Youth for Europe programmes. The
success of scheméke the Erasmus programme sholgdd to new initiatives

to promote transnational mobility for European citizens. Anexchange
programme for young apprentices should be developedly. At the same

time the European youth volunteer programme should be developed. The new
generation of programmes would seek to encoulitggong training through
innovative transnational projects and the exchange of good practice.

The information society holds major opportunities for Europe’s
competitiveness and its development mustppemoted in areasuch as
electronic commerce and thaudiovisualsector. But ithas also become a
formidable mediunfor educationtraining and cultureFamiliarity with these
new technologies must therefore be improved, in particular in schools.
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MODERNISING EMPLOYMENT SYSTEMS

In order to draw thenaximumbenefit fromgrowth and competitiveness for
employment,labour market and employmepblicies must be modernised.
Whereas theesponsibilityfor thesepolicies is largely nationathe Union has
provided a reference framewobkiilding onthe process started iBssen and
amplified in Amsterdam. It shouldully exploit all the possibilities offered by
the newemployment title othe treaty such as pilot projeceschange of best
practices,benchmarking exercises and specific recommendations to Member
States. Inthis way, atrue coordination of nationaémployment policieswill
take place involvingall relevantactorsand stimulating social dialogue. The
aim must bemaximum flexibility for the enterprises andaximumsecurity for
the individuals.

The Community and its MembeBtates will have tarethink a number of
policies inorder toachievetheseaims:how toinvest permanently ithe skills
of the existingwork force; how toincreasehe participatiorrate byproviding
new forms ofwork organisation; how to encourageobility; and how to
anticipate and respond to restructuring by appropriatefgrming and
consulting workers, improving their reintegration and stimulating
entrepreneurship. The present social ptatacsystems should be made more
employment-friendly, unemployment schemes should geared towards
greateremployability inthe context of amove towards life-long learning.
Furthermore, taxregimes should also providéhe appropriateincentives
towards job creation.

Thereform of pensions and health care systamainst the background of an
ageing population presertse MemberStatesand theUnion with a particular
challenge. It must be reconciled withe need for budgetary rectitude.
Modernisation of protectionsystems mustbuild on common analysis,
coordination ofpolicies and joint dialogue witthe social partners. THenion
will continue to serve as a forum for promotingtéramutual understanding of
long-term perspectives and fadentifying common challenges. Where
necessary, regulatonyitiatives can provide a new commdramework, in
particular for pension funds in the euro financial area.
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IMPROVING LIVING CONDITIONS

The overallgrowth and employmeniprospects in thecoming decade are
encouraging. At thesame timethere couldstill be very differentpatterns of
employment and social development withive Union, orwithin individual
MemberStates.Special efforts will be required to ensubat thebenefits of
growthcan be used tpromote a moreohesive and inclusive sociegeyond

the targeted use of structurkinds andother Community instruments, the
Union canplay asupporting role by encouraging best practicesfaattitating
cooperation in the fight against social exclusion and all forms of discrimination.

Recent events have increased $leasitivity of Europeans as regailblic
health There is an urgent need to draw fgssons from this situation, notably
for improving food safety. As a matter of priority, a reflection is needed on the
system of authorisations for the production and distribution of products with an
impact on public health. In this context, Artid@9 ascomplemented by the
Amsterdam Treaty should lbaly exploited. The Union should also defend its
approach and high standards in fie& attheinternationalevel inaccordance

with multilateral rules.

In order to beable torespond tahe environmental challenga&s an enlarged
Union, a better implementation and enforcementhefenvironmentalacquis
must be ensured. Further efforts will have to be madeards integrating
environmental considerations irtee design and implementation afl relevant
Community policiesthus responding tgublic demandfor creating higher
“quality of life”.

Globalization and increased economic integratmply that cost-effectiveness
becomes a crucial determinant of somyironmental policy and sdoes an
extended cooperation with the stake-holdersswasessfullypractised in the
Auto/Oil Programme. This not only preserves and improves the sitwation
the Union,but also presents way to achievethe objectivesthe Union is
committed to in the follow-up of th&pecial Session ahe United Nations
General Assembly on the environment and sustainable development.

The right to move and settle freely is fundamental to the European citizen. The
free movement of persons must however be accompanied dgeguatdevel

of security and justice if it is to be seen as a genuine advantagk. byn
Amsterdam, this twin requirement was written itfte Treaty in the form of a
progressive establishment of area of freedom, security and justice. The
integration of the Schengen cooperation into the Traaylifiesthe acquisin

this area.
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Migratory pressures on Europe widmainstrong in thecoming years and will,
as in the past, have a stroimgpact on economic and social development.
Europe will continue to attract people in need of international protection.

Crime, fraud,corruption, trafficking in human beings or smuggling of drugs
and other illicit goods all call for clear common responses. With the new Treaty
there is now scope fadeveloping a comprehensive Union policy covering
border controljmmigration, asylumthe fight against crime irall its forms as

well as judicialcooperation incivil and criminal matters. The ActiorPlan
against Organised Crinagreed in Amsterdam bears witness athaypolitical
determination to move forwaithmediately in thisarea of great interest to the
European Citizen.
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Il. ECcoONOMIC AND SOCIAL COHESION
1. CONTINUING TO STRIVE FOR COHESION

Maintaining the political priority

Economic and social cohesion was introduceth@Single European Actpaving the
way for the 1988 reform of the Structural Funds. The Treaty on Europeam
turned cohesion into one of the thyakars of the European constructiomlongside
economic and monetary union aride Single Market. Finally, the Amsterdam
Resolution on growtland employment enshrindise priority to begiven to fighting
unemployment.

There is no doubt thatconomic and social cohesion must remain a political priority.
In fact, the prospect aénlargement to new countries withidely differing levels of
development makes #till more essential. Europeasolidarity will become more
important than ever imchievingthe major goal of reducing disparities lavels of
developmenexplicitly set byArticle 130a. Itmakes a vitatontribution to thestability

of theUnion andthe promotion of digh level of employmenthere isstill a need to
address theinequal abilities ofthe regions to generatistainable development and
their problems in adapting to new labour market conditisstsch require a more
forward-looking adaptation of thekills of working menand women. The Structural
Funds shouldaim at fostering competitive development and sustainable and
job-creating growth throughout thénion andthe promotion of akilled, trained and
adaptable workforce.

Assuring financial solidarity

The EuropeanCouncil in Edinburgh decidedhat this solidarity should reach a
significantproportion of theUnion’s GNP (0.46%) at thend of the currerfinancial
perspective.

The priority given to economic and social cohesion has bganslated into
comprehensive programmes implemented in partnership with Me8thérs and
regions, both for regions where developmenragging behind (Objectives 1 and 6),
and for declining industrialareas (Objective 2) and rural areas (Objective 5(b)). A
substantial effort is alsdeing devoted to employment and industrial change
(Objectives 3 and 4).
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The first Cohesion Report drawn up under Article 130thefTreaty showed theeed
for and relevance othe Community’s structural supporsystem and allowed for
lessons to be learnt fohe future. It also demonstratéaat theMember States and
regions which lag behind anare eligible under Objective 1 have madgeogress
towardsreal convergencejot least as a result of assistance fribia StructuraFunds
and the Cohesion Fund. However, desgigmificantsuccesses, theressll much left
to be done,particularly asregards employment: unemployment hasot fallen
significantlyand is growingnhot only in manyless-developed regions where disparities
arewideningbut also in the more prosperous parts ofinen. The effort tasupport
both the balanced development of @on andthe development ohumanresources
throughout it will thereforehave to continuever the next period of th&nancial
perspective.

However, budgetary constraints witlake it impossible to go beyoride effortmade

in terms of UnionGNP in 1999 (0.46%)Nevertheless, with the extra resources
generated by growthnd a moreefficient use of the resourcesvailable, it should be
possible to financeoth the development of structuglicies inthe Union of 15 and
the gradual integration of new Member States from the moment of their accession.

Category 2 of theCommunitybudget, covering structural operations, will therefore
have to retain a privileged place time budget. However, automatic aggstematic
rebudgeting in the framework of multi-annual programming is to be avoided.

An amount of ECU 27%illion (at 1997 prices) will be available for Structural
operations (under both the Structural Funds and the Cohesion Fund) as compared
with ECU 200 billion for1993-99. On théasis ofthe assumptionsiade inPart Three

of this communicationCU 45billion will be earmarked for the neMemberStates,
including ECU 7billion by way of pre-acession aid. The increase in transfers to the
acceding countries will be gradual in line with their absorption capacityall Avents,

total transfergrom the Structural Funds and the Cohesion Fund to a present or future
Member State should not exceed 4% of its GDP.

A better division of responsibilities

Making the Structural Funds mosedfective will requiresimplification of management
and greatefflexibility and decentralisation in implementation, line with modern
management principles amgkture staffing restrictions. In return, th€ommissionwill
require greateselectivity andrigour when prioritiesare defined atthe outsetThis is
where the concept of partnership betweenGbmmission anthe MemberStateswill
have to be given a real meanifitne monitoring and evaluation systems will diswe
to be improved and checks made more efficient and rigorous.

-18 -



2. GREATER CONCENTRATION

The Commissionproposes to consolidate the budget effort of the Struckuatls
over the period 2000-2006 at lavel of ECU 210billion for the 15 existing
MemberStates. This means thabver the new period averagenual fundingor the
EU-15 will fall slightly from the 1999 level.

For reasons ofisibility andefficiency,the presenseven Objectives should be reduced
to three: two regional Objectives and a horizontal Objective for human resources.

The percentage of the population of theion of 15covered byObjectives 1 and 2
should be reduced fror81% to 35%-40%. This figure Wil be smallerthan the
population covered byrticle 92(3)(a) and(c), which should also beeducedfrom
1 January2000. Furthermoremeasures for the regionshich will benefit from
transitional (phasingut) support fronthe Structural Fundsilvhave to comply with
the competition rules on state aids.

A continuing high priority for Objective 1

The regiondagging behind in development whielne eligible under Objective 1 and
which face the most serioudifficulties in terms of income, employment, the
productive system and infrastructure, shoeijby the same priority as at present. It
should benoted thattheir averagdevel of unemployment i$0% higher than the
Community average. In some regions, over one quarter of the labour force is
unemployed.

That iswhy the total amount of the Structualinds to be allocated to tkjective 1
regions should coveabouttwo thirds of the Structural Fundsvailablefor the 15
MemberStates, ashare comparable to the average for the curpgagramming
period.

In future, the threshold of ger capitaGDP of 75% of th&€€ommunityaverage should
be applied strictly. Care should also th&en that there is cqutete congruenceith
the regions assisted by tMemberStates undeArticle 92(3)(a) of the Treaty. The
efforts made following the 1993 revision of the Structural Funds regulaticachieve
indicative financialallocations whichare more objective, transparent aeqguitable
should be continued. Using objective criteria broagiitgilar to those for the current
period, only the eligible population, the gap betweeegional prosperity and the
Communityaverage, and national prosperity should be takenaotount.Additional
support would be granted to regions with a high level of unemployment.

-19-



For thoseregions currentlyeligible under Objective but which will have passed the
75% thresholdphasingout of the relevant transfers over a transitional period will be
required. The precise ways athieving this will be defined atlater date. In iew of
their particular situation, theutermostregions covered by a new Treahyticle and
Protocolwill be treated a®©bjective 1 regions on ad hocbasis. Similarlythe most
northern regions with aextremely low population densityhich do not qualify for
Objective 1but which are at presentligible under Objective 6 shouldnjoy special
arrangements.

As is presentlyhe case, an integrated approach shouldgpdied tothe development

of structurally backward regions. The success of efforts undertaken in partwatship
the Member Statesdepends on appropriate coordination afifthe components of
structural assistance, whether from tRegionalFund, the European Agriculture
Guidance Fund (EAGGF - Guidance Sectiotl}e Social Fund orthe Financial
Instrument forFisheries Guidancé-1FG). Each region will have to be looked at in
terms both ofspecific needs and Community priorities. Programmes widlraen up
taking account amuch as possible dhe priorities voiced by the regions concerned.
Therewill be special emphasis on improving competitiveness, which is vital if jobs are
to be created andnaintained. This W require support formeasures to assist
infrastructure, innovation, SMEs and human resources.

Redefining Objective 2 - economic and social restructuring

A new Objective 2devoted to economic argbcial restructuringvill bring together
measures forother regions suffering fromstructural problems. These are areas
undergoing economic change (in industry or serviggsjliningrural areasgrisis-hit
areas dependent on tfighing industry omurban areas idifficulty. All these areas are
facing structural problemsvhich take the form okeconomic restructuring problems, a
high rate of unemployment or depopulation. lAnited number of significant areas
should be identified inorder to facilitate an integratedstrategy for economic
diversification.

Almost one fifth of the population of thénion outsidethe Objective 1 regiongves in
areas where the nemployment rate is above the Community average.
Youthunemployment is stilbver 30%. Insome urbamreas,unemployment ranges
from 30% to 50%.

Vigorous structural measures are required to faditesrsification,restoreeconomic
dynamismand promote aactive businessulture. Such measures shotlelp exploit

the very high economic developmepbtential of such areas, accompany restructuring
and encourage the adjustments required. Particular attentidmave to bepaid to
education and training and to access to new technologid textent thaskills do

not meet the requirements of a modern economy.

-20 -



The new programmes tsupport the Objective 2 areas illv favour economic
diversification, including irregionsheavily dependent on a singtéeclining economic
sector.Thiswill require increasegupport forsmalland medium-sized enterprises and
innovation as well as greateremphasis on vocational training, local development
potential, the protection of thenvironment and combating social exclusion,
particularly in urban areas idifficulties. Investment in humaresources, based on
anticipation and on activatinte labour market and on permangatning, should be
increased in these areas undergoing changes. The development of rural areas should
build beter links between the countryside atatal towns. This should facilitate the
diversification of industrial, craft, cultural and service activities.

The Commissiorwould like to see simpler, transparent aspecific eligibility criteria
developed for the various types of areas covered by theDmgetive 2. Accountwill
have to be taken of relevant socio-economic criteria, and in particular cdtéhef
unemploymentthe levels of industrial employmenthe level and development of
activity in agriculture and ithefishing industry, and of the degree of so@atlusion.

In the interest of simplification, the different funds (ERDF, Social Fund,
EAGGF Guidance Section, FIFG) will bevolved through a single programme per
region. The use c€ommunity criteria irthe context of partnershigith the Member
States,and with due regard for theiegional priorities, should result in geographical
concentration on the areas most affectecCatmmunity level. This will lead to a
zoning which is lesscattered and as consistentpassible withthe areas assisted by
the Member States under Article 92(3)(c) of the Treaty.

The areas currentlgligible under Objectives 2 an8i(b) which would no longer be
eligible under the future selection criteria shoelgjoy limited financialsupport for a
transitional period.

In addition to theaid provided under Objectives 1 and 2tleé structurapolicies for
changes taking place the fisheriessector, the=IFG couldsupport restructuring on
the Union’s coastline from category 1 of the financial perspective.

Developing a strategy for human resources: a new Objective 3

The development of human resources will be a key elebmhtin theObjective 1 and

2 regions and elsewheretime Union and should be implemented ic@nsistent way.

A determined effort should be made to modernise labour markets in a way consonant
with the multi-annual plansfor employment andthe new Title on employment
introduced in the Treaty of Amsterdam. Priority should dieen to access to
employment, the development ofife-long learning andthe promotion oflocal
employment initiatives, including territorial employment pacts.
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A new Objective 3 will be introduced for regions not covered by Objectizesl 2. It

will help the Member States to adapand modernise their systems of education,
training and employment. This is requiredth to make their economies competitive

and for reasons related to safeguarding the European model of society. Education is, in
fact, a powerful tool for social equity and inclusion.

The new Objective 3 will be based on a comntamopean framework, buwith
sufficient flexibility so as toreflect a variety of systems, approaches kewtls of
development in theMember States. Strategyand funding shouldtherefore be
sufficiently flexible so as to bemodulated as a function of Memlf&tateand thescale
of intervention foreseen. Thaolicy dialogue with MembeBtatesshould ensur¢hat
Objective 3 programmes provide concentratiothin a realistic and effectiveange of
measures anthat moniesare used in aay whichboth ensuresonsistency with the
mainstream of national policies and also guarantséslity of the Union contribution.
Objective 3will promoteactivity in four areaswvhich will complementhe guidelines
developed as part of the European Employment Strategy:

— accompanying economic and social changes;

— lifelong education and training systems;

— active labour market policies to fight unemployment;

— combating social exclusion.

Reducing the number of Community Initiatives

There are at present 18ommunity Initiatives, which haveaesulted in 400
programmes, agiany as althe other structuraheasureput togetherThis is clearly
excessive, particularly singbe Initiatives often deal with he santepics as thenain

programmes.

Reform is obviously required to brirgut more clearly the Communityinterest of the
Initiatives and their innovativeharacter. Th&Commission isherefore proposing to
restrict them to three fields where the value added by the Community is most obvious:

— cross-border, trans-national and inter-regional cooperatipnotnoteharmonious
and balanced spatial planning;

— rural development;
— human resources, paying special attention to equal opportunities.

The schemesovered by othetnitiatives wil be incorporated in the programmes
financed under the various Objectives. This will enable the share of the resources of the
Structural Funds allocated to the Community Initiatives to be reduced to 5%.
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Finally, innovative measures and pilptojects, which currentlyabsorb 1% of the
Structural Funds must be improved. Such an arrangemema¥t it possible ttest

innovative measures, to provide an interestingncial lever and to developtronger
partnerships. However, a scatteringroéans andhe proliferation ofmini-projects

which aredifficult to manage effectivelgnd to monitor should be avoidedaditcosts.

Consideration should therefore gazen to concentrating orsignificant progcts and
making implementation simpler and more transparent.

3. THE FUTURE OF THE COHESION FUND

One of themajor innovations othe Treaty of Maastricht was tlgecision to establish

a Cohesion Fundto provide afinancial contribution to projects in théelds of
environment and transtiEopean networks in the area of transport infrastructure.”
(Article 130d).

Assistance from this Fund is subject ttoree conditions: it goes to tho$éember
States whosper capitaGNP is less than 90% of ti@mmunityaverage. It imimed
exclusively atprojects concerned with thenvironment andtransportand it is
applicable onlywhere a national programme leading toe fulfilment of the
requirements of economic convergence referred to in Arlidde of the Treaty has
been drawn up.

It is proposed thathis fund be maintained in ifgresent form; MemberStateswhose

per capitaGNP is less than 90% and which take part in the third phase of EMU should
remain eligiblefor assistance from the Fund. The latterational coverage enables
Community support for the whole territory of the less prospekeraberStates to be
continued. Macroeconomic conditionality should continue to aplgr countries
taking part in thethird phase of EMU, this will require compliance witie Stability

and Growth Pactand in particular thestability programmes. A review dligibility

under the criterion gber capitaGNP being lesgshan 90% of th&Community average

will be carried out half-way in the period.

It is proposed that the Fursthould have availabldor all its beneficiaries, aotal of
some ECU 3 billion per year.
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4, STRUCTURAL SUPPORT FOR THE NEW MEMBER STATES

As soon as the neenlargement ofhe Union takes placesupport from the Structural
Funds and the Cohesion Fund should in themply to allthe countriesvhich join.

There isample reason forCommunity solidaritytowards thesenew democracies,
which have enormous development needs, particularly regards infrastructure,
including in the environmental field, the productive sectors and human resources.

To avoid major problems withegard to absorption, thevel of annual aid should
increase gradually, subject tioe generallimit of 4% of national GDP, which would
apply to the Structural Funds and the Cohesion Fund together.

As a result, the resources under category 2 o€Ctimamunitybudgetavailablefor the
new membeisstates would be about ECU Bilion for the Structural Funds and the
Cohesion Fund. At the end of that period, ldneel of structural transfers to the new
member states would represent approximately 30% of the total for category 2.

Pre-accession aid, to be drawn from the ECWilibn allocation for the new
MemberStates, would benade available fronthe year2000. This assistance, to be
granted at a constant rate of ECUillion peryear, wouldinitially be granted to all
the applicant countries and would subsequently be focused on codogi&s join the
Union at a latestage. It would beprimarily intended to help bring the
applicant countries’ infrastructures up t@ommunitystandards,particularly in the
transportand environment fields, alortge lines of existingCohesion Fund transfers.
It would alsoenablethe countries concerned to becofamiliar with the procedures
concerning structural operations.

5. ENHANCING COST-EFFECTIVENESS

The reduction of economic and social disparities depeatlenly on a real redium-
term vision of territorial development anlumanresources supported by adequate
resources, but also on demanding and decentralised partnership to facilitate the
preparation of integrated regional and social development stratégies.is the
background againsthich the Union’s structural instrumentwill be radicallyadapted

to make them more effective through simplification, evaluation and auditing.

The reduction in theumber of Objectives and Community Initiativanstitute dirst
step towardssimplification. Other approachesaiming at the simplification of
operational procedures, should also be explored. There would be ansittifiennual
programme for each region f@bjectives 1 and 2For the hoizontal Objective 3,
there would be anational programme or set ofregional programmes. This would
substantially reduce theadministrative burden whilestrengthening the integrated
strategic approach to development and furtheilding on the political dialogue
between theMember States, the regions, trezonomic and social partners and the
Commission concerninthe effectiveness anthe results of measurésanced by the
structural policies.
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Simplifying the systemfor implementingthe structurapolicies requires first oéll a
clear division of responsibilities between the national, regional and local authorities and
the Commission. This division should be based on the following elements:

— The Commission andhe national,regional and local authorities wiklentify in
partnership the priorities for development and assistance in relatigerifiable
targets.

— Management in thélember Statesand the regions will be decentralisesith
special treatment of majorprojects. It will be facilitated by simplerfinancial
management dioth Commission leveandthat of theMemberStates. In return for
decentralised managemetiie Member Statesand the regions wilsystematically
have to account directly for the use made of the Structural Funds.

— To provide more stringent checks arstification of results, theCommissionwiill
ensure that th&¥emberStates have adequatgstemdor managemengvaluation
and auditing.

Finally, increased effectiveness could be backed up Ibgsarve,which should be
substantialat least10%) and allocatednly half-way in the period to regionsith
goodperformance in terms of resuttsat areverifiable, including fronthe standpoint
of budget implementation. It should be simple and transparent in application.

The multiplier effect of structural resources should be increased by greateratiserof
forms of assistance than grants (interest-matlsidies,guarantees, ventureapital
holdings,otherholdings) inorder to better respond szonomic needs aridke better
account of the returns from projecthis would alsapply toinfrastructurejncluding
the trans-European networks. this repect, greater cooperation between the EIB,
the EIF and the Structural Funds appears to be an essential first step.

1.  THE COMMON AGRICULTURAL POLICY

In Decemberl995, theCommissionpresented its Agricultural Strateddaper to the
Madrid European Council.This stresed the importance ofimproving the
competitiveness othe European agricultural and agri-fosdctors oninternal and
world markets, in the context of tratlberalisation and amexpected growing world
food demand. It highlighted the need for a further evolution of the CA&eg\sloping
the approach successfully started by the 1992 reform. The Paper also outlinegidthe
for an integrated rurgdolicy whichwould accompanyhe reform process. Moreover,
it called for aradical simplification of legislation at Union levehd for asubstantial
decentralisation of policy implementation.
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Later on, inNovember 1996, the First CohesiBeport argued iparticular in favour

of a more rational development of agricultural production, througheater market
orientation of prices and continuing structural adjustment. Uiien should make a
paralleleffort to enhancéhe economic potential and tleavironmental value of rural
areas and their capacity to provide sustainable jobs.

Building onthese ideas, it is notime to formulateconcrete proposals to reshape the
common agricultural policy and prepare it for the next century.

1. THE ASSESSMENT OF THE REFORM PROCESS

Agricultural market policy

After the 1992 reform, there has been a considerable improvemeniarket
balancesand a decrease of public stocks in most of the reformed sectors. In the
case of cereals, set-aside has helped to keep production under control, while the
increased price competitiveness has allowed significant additional quantities to be
used on the domestic market, mainly for animal feed. In the beef sector, the market
situation evolved favourably and intervention stocks were diminishing rapidly until
the outbreak of the BSE crisis in March 1996.

The general evolution @fgricultural incomeper capitéhas been positiveince
the reform wasmplementedgrowing by + 4.5 % oryearly average between
1992 and 1996with a diversity of situations according to Meml&tates and
farm orientations. The improvement dhe market situation, the strong
adaptation capacity of farmer)e agri-monetary context and, last but not
least, the continuing decline in agricultural employment have contributbdto
result. In the case of cereals the market priogsoved muchmore than
originally expected. This has led to an over-compensatiorpajducers in the
last few years. Inhe case of oilseed#yo, the observed market pricésve
been most of theéime significantly higherthan the reference price gbat
producers have benefited from the franchise in four years out of five.

The reform effects on thenvironmenire mixed. Some positive elements can be
identified: the more rational use of fertilisers and pesticides resulting from price
decreases, the possible environmental benefits of set-aside (if well managed),
incentives for a long-term improvement in the territorial distribution of livestock
rearing. But there are also negative elements, mainly the encouragement given to
irrigated crops through the regionalisation of direct payments to cereals, oilseeds
and protein crops, as well as the relative advantage given to intensive livestock
farming through lower feed prices and subsidising silage.
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The reduction of price support and the introduction of direct payments have
benefitedconsumersas part of the burden of agricultural support has shifted away
from them. Budgetary expendituris therefore significantly higher in the sectors
concerned. It is also under better control since factors of uncertainty (world prices,
dollar exchange rate, level of intervention stocks) that strongly affected its past
evolution have become less determining. At shene timethe shift to direct
payments has made the support for farmers more transparent.

Rural development policy

Since almostwo decades, attempts have beeade to integrate agricultural
structuralpolicy into the wider economic andosial context of rural areas.
Experiencegained shows howrural diversification can be exploited in

a flexible way as a necessary complement to farming. Activities
which had hitherto been marginal - the development and marketing
of high-quality produce, rural tourism, investment projects linked
with the environment or the region’s culture, small and medium-
sized enterprises - have been developed and opened up new
perspectives.

The 1992 CAP reform stressed tavironmental dimension @griculture as
the largestand user. Among the accompanying measures thfe reform, the
agri-environmental measurese of key importance andhave in general
been welcomed by the public and well received by farmers.
However, the scale of support still provided through prices and crop
specific payments (e.g. silage maize and flax) may discourage
farmers from committing themselves to more extensive practices or
dedicating land to environmental purposes.

On the whole, as a result of thediferent developments, rurgbolicy in the
Union still appears as a juxtaposition of agricultural market pobtyctural
policy and environmental policy wittathercomplex instruments anidcking
overall coherence.
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LONG-TERM OUTLOOK

According to the major forecasting institutes world-wide, the long term
outlook for the main agricultural markets is favourable for exporting
countries. Prospects for increased food consumption, mainly in
developing countries, combined with the limited possibility of a
proportionate growth in domestic production, are expected to boost
world trade and sustain world prices over the next decade.

Two key factors influence food demand: population growth and rising
incomes. The world population is expected to increase by more than 85
million people a year between 1995 and 2005. Moreover, growing
urbanisation will influence the pattern of food consumption. The
second factor determining increasing food demand is the favourable
prospect for world incomes and economic growth, particularly in
developing countries.

An increase in world agricultural production is expected over the next
decade, but at a lower rate than in the past. In particular in many
developing countries, the increase will be less than the growth in
demand. This is firstly due to the limited availability of land, because
of urbanisation and environmental constraints and, secondly, to a
slowdown in the growth of yields. The development of genetic
engineering, if well controlled, could enhance production but may raise
guestions of acceptability to consumers.

Almost all analysts expect generally strong prices for agricultural
commodities up to 2006 and even beyond. Prices are projected to
strengthen or remain strong for cereals, oilseeds, beef, poultrymeat,
cheese, milk powder, but may weaken for pigmeat. However, price
variability could increase in the future, as world stocks are expected to
be relatively low compared to in the past.

Despite this favourable world contestte agricultural commoditie®utlookis

not very promising at European level. Supposivag presenpolicies continue,
over thecoming years @ap betweertunion and world prices wililemain for
many sectors.Taking into account currerdommitments undethe Uruguay
Round Agreement, in particular on expsubsidies, non-exportable surpluses
are likely to emerge after 2000, for the existing Union. A structural surplus was
already projected forbeef before itwas madeworse by the BSEcrisis.
Increasing problemsnay also appear for cereals, sugavine, olive oill,
skimmed milk powder and somether dairy products,and theUnion risks
losing more and more of its share in expanding world markets.
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New multilateral trade negotiationsvill start in 1999 as dollow-up to the
Uruguay Round. Cutting border protection, reducaxgport subsidies and
reshaping internaupport towards mor&lecoupled” instruments will enhance
the Union’s negotiating stance ithe new Round. Anotherincreasingly
sensitive, issue e need to introducenvironmental and social standards at
international level and to take into account consumer concerns.

Eastward enlargememill add over a 100nillion consumers, whose average
purchasingpower would however benly roughly one third ofthat of the
current consumers in the UnioAgricultural area would be expanded Hhogif

and the agricultural labour force would at least double. The Central and
Eastern European Countries have a serious need for strustpralement in

their agriculture andup- and downstream sectors. Restructuricgn be
expected to reduce the labour absorptapacity of agricultureimplying a
need for diversification of their rural economies.

If the CAP instrumentsmainly support prices and direct payments, were
applied at theipresentievel bythe Central and Eastern European Countries,
particular problems would arise. Inordinate cash injectitmsugh direct
payments would risk creating income disparities and socsabrtions in the

rural areas of these countries. In addition, surpluses would increase, in
particular for sugamilk and meat, reinforcinthe growing markeimbalances
predicted after 2000.

Consumer requiremenfsom agriculture and the food industry are also evolving.
Health, notablyfood safety, is the maimne. Conveniencgfast-food, ready-
made mealsind snacks) is becomimgore and more important in the context
of changing life-stylesBut at thesame time, typicalvell-identified products,
linked to specificareas or cultural values (traditionptoduction methods,
animal welfare, etc.) are increasingly sought after.

Rural trends in the Union show a sharp decline in the number of
farms and in the number of people employed in agriculture. In terms of
regional income and employment, agriculture (&estry) no longeforms
the main basis of the rural economy It representsonly 5.5 % of total
employment oraverage, and imery few regions is its share higher than 20 %.
The long term trend is a furthdrop in thenumber of farmers, at r@ate of 2-

3 % per year.

New activities and nevgsources ofncomeare emerging on-farm and off-farm.
Among those, the production ofenewable rawmaterials for non-food
purposes inniche markets or the energy sectocan represent a new
opportunity for agriculture and forestry and contribute to job creation in rural
areas.
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Society is increasingly conscious of the importancthehatural environment
and of theenvironmental effects both positive and negative - dfuman
activity. Rural areasre in aunique position to respond to these concerns by
maintaining and creating environmentally attractive living, working and
recreational spaces. In this contettte concept ofpublic paymentfor the
protection of natural resources and taehancement ofhe countryside is
increasingly gainingicceptance and offers agriculture and forestry, am#ie
land users, both new challenges and fresh opportunities.

While the successive reforms have improved transparency and effectiveness, a
number of inconsistencies and overlaps between different polices
developedToo many programmes and measures can apply simultaneously in
the same area under different policy headings, affecting consistency. There is an
urgent need for eadicalsimplification of rules and greaterdecentralisation

of policy implementation, with morenargin being left to Membe$tates and
regions. More decentralisation should ofy however, lead to any
renationalization of policies.

The CAP absorbs around 0.6 % of themmunity’'sGDP. Considering both

the decliningshare of agriculture in theconomy andhe increasingoudgetary
constraintsmanyMemberStates ardacing, this publicsupporthas to bdully
justified. This meanshat thecrucial rolethat agriculture plays, in producing

high qualityfood, in maintaining a livingcountryside, in protectintandscapes

and preserving cultural values, has to dearly demonstratedWhile the
generalisation of direct payments to farmers dfier1992 CAP refornrmade
financial support for agriculture more transparent, it also increased the need for
it to be economically sound and socially acceptable.
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POLICY OBJECTIVES FOR THE CAP

In order tohelp European agriculture take advantage of the expeudsitive
world market developments, further reform of the CAP muogirove the
competitivenessf Union agriculture orboth domestic and external markets.
Lower prices will benefit consumers and leavmore room for price
differentiation in favour othigh quality specialityproducts). Greater market
orientation will facilitatethe progressive integration of neMember States
and will help prepare the Union for the next WTO Round. It will b&dp the
Union to reinforce its position as a major world exporter.

Pricesare, howeveronly one aspect of competitivenes®od safety and food
quality are at least as important. It iSumdamental obligation tguarantee the
safety offood to consumers bothithin andoutside the Union, anthis must
therefore be @op priority for the CAP. As far apossible it will continue to
support quality products, which are oftenlinked to specific geographical
origins or specific production methods identifiable by consumers.

Completereliability from the point of view of foodsafety, and continuous
efforts to improve quality, iV also determin¢he image ofEuropean products

on domestic and international markets. Of growing importance in this area too
are questions of thenvironmental friendliness géroduction methods, and
animalwelfare considerations. kil these respects, Europei@nmersareable

to offer quality products deserving to be known worldwide.

Ensuring a fair standard oliving for the agriculturalcommunity and
contributing to thestability of farm incomesemain key objectives ahe CAP.
In this context the questions differentiation, redistribution of incomsupport
among farmers andhe preservation ofsustainable farmingare gaining
importance, not least from the point of view of social cohesion.

The integration of environmental goatgo the CAP and the development of
the role farmers can and shoulglay in terms of management of natural
resources and landscape conservatwa another increasingly important
objective for the CAP.

The creation of complementary or alternativcome and employment
opportunitiesfor farmers and theifamilies, on-farm and off-farm, remains a
major aim for the future, aemployment possibilities iagricultureitself fall
away. Rural areas amulti-functional, and farmers should kacouraged to
exploit all opportunities for rural entrepreneurs.
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Last but noteast,while recognizinghe need o#ll rural areas foimproving
agricultural competitiveness and enhancing economic diversification,
agricultural and rural policies have tontribute toeconomic cohesiowithin

the Union.

NEW REFORMS

The Commission confirmghe policy choiceexpressed irthe “Agricultural
Strategy Paper” of December 1995. It proposes deepening and
extending the 1992 reform through furthshifts from pricesupport to direct
payments, and developing a coherent rpdicy to accompany thiprocess.
Direct payments will beset at an appropriatével while avoiding any
overcompensation.

Crop sector: Cereals, Oilseeds and Protein crops

Over the coming years, the areas devoted to the cultivation of these crops and to
set-aside are expected to stabilize at a level of about 53.5 million hectares. In the
present policy framework, and supposing that the set-aside rate returns to its
reference level of 17.5 %, the areas devoted to each of the three crops would also
be relatively stable over time.

Cereals yields are forecast to resume their upward trend and production is therefore
expected to rise from 20tillion tons iN1996 to 214million tons by2005. Total
consumption of cereals is also forecast to further increase, though at a slower
rhythm, in response to the development of white meat production. Up to 2000, the
situation is likely to remain relatively tight, in particular for wheat. From 2001
onwards, the current GATT commitments on subsidised exports become
constraining for both wheat and coarse grains, leading to a rapid increase in
intervention stocks (some 58 million tons2605).

Oilseed yields are expected to increase very modestly and the area cultivated is
strictly limited by the outcome of the Wyuay Round Agreement. Production is
expected to increase slightly, from 12.2 million ton$996 to 12.8nillion tons in

2005. Trade deficits in oilseeds and oilseed meals would remain very substantial.
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In theory, it would be possible to react to new cereals surpluses by increasing the
compulsory set-aside rate. But this could then risk gradually increasing to over
20 %. Furthermore, the Union could well fail to benefit from the positive
developments expected on the world market, since internal prices could be
expected to remain above world prices. A maféensive strategy could
simultaneously avoidthe routine use of exporsubsidies, reinforce the
competitiveness of cereals on the Single Market, overcome the Uruguay Round
constraints for oilseeds and, labut not least, bring a good deal of
simplification.

The Commission therefore proposes the following measures:

— The cereals intervention pricefigsed in one step (2000) atsafetynetlevel
of 95.35 ECU/ton, (presently 119.19 ECU/ton);

— A non crop specificareapayment is established at 6€8/ton (multiplied
by theregional cereals referengeelds ofthe 1992 reform);this payment
will be lowered if the market prices are sustained dtigher levelthan
currently foreseen;

— Set aside: the referenceate for compulsory set-aside iBxed at 0 %,
voluntary set-aside is allowed, extraordinary set-aside is abolished; set-aside
areas get the non crop specific payment;

— Silage cereals (mainly silage maize) are excluded from the regime;

— Special casegor protein crops, aupplementary aid is established d¢\al
of 6.5 ECU/ton in order to presertteeir competitiveness with cereals; for
durum wheat the present supplements are maintained

As it already isthe case in théeef and sheepectors, theCommissionwill
table a proposaknabling MemberStates tomake the granting of direct
paymentsfor arable crops and set-asideonditional onthe respect of
environmental provisions, allowing them to be increasingdgd to pursue
environmental objectives.

Beef regime

Over thecoming years, beedroduction will beinfluenced orthe one And by
the short termmeasuresadopted in 1996 (i.e. thealf processing anarly
marketing of veal calves schemes) andlanother by thelimination ofadult
cattle over 30 months in the UK from the food &eeld chain. The first will be
felt mainly in 1998 and 1999, whereas consequences of the sewdhd
continue until2001.Beef consumption is expected goaduallyrecoverfrom
the 1996 shock and return to its long term (declining) trend.
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These factors add tocgclical downswing of productionntil 2000 and should
lead to a substantial reduction in stocks over the next few years, frdaevelse
built up during 1996 and997. After 2001 however, if the markpblicy
remains unchangedyroduction would return to itdull potential whereas
consumption would continue its long term decline. Intervergiocks would
tend to accumulatagain (giventhe GATT limited export possibilities) and
could reach some 1rillion tons by 2005.

It is notacceptable in the long run smlvethe problem ofover-production in
this sector by theslaughtering of young calves a few dajter birth.Nor can
the surplugproblem be solveefficiently by pure supply managemerftjuotas
on animal numbers or onproduction), asthis would presentmajor
administrative complications.

A more offensive strategy, on the othehand, could at thesame time
substantiallyreduce exporrefunds to traditional destinations, help develop
new export outlets withousubsidies and rebalance internal meat consumption
to the benefit of beef.Moreover, it would reduce th&centive for higher
carcass weights.

The Commissiontherefore proposes tgradually establish effective market
support at devel of 1 950 EEU/ton (presently at 2 78&CU/ton), over the
period 2000-2002. It should h@ossible to stabilizenarket prices around or
above this level through border protection, expomneasures and the
introduction of a private storage regime, as already exists for pigmeat.

Single Market prices can be expected to remaigher thanthe newsupport
price levels. In addition, as observaiter the 1992 refornfarmersare likely
to adjust their productiogystems and investment behaviour to sab&s, and
some input pricesnay welldecrease. On the whole, threome loss farmers
perceive due to the reform measures pyitibably be lower than a goe static
analysis would indicate. Nevertheless there will be losses.

The Commission proposes to respond through direéocome payments,
gradually increasing angtill paid per head of cattle anavhile avoiding

overcompensation. In permanent regime, they would réediollowing level

(the present level is mentioned in brackets):

— Suckler cow (yearly payment) 215 ECU (45ECY
— Male bovine bull (one payment) 368 ECU (35ECU

steer (two payments) 232 ECU 100 ECY
— Dairy cow (yearly payment) 70  ECU no premium
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The different mechanisms governindheadage payments and favouring
extensification(the density factor, individual and regional ceilingsyvould be
adapted in order to take into account teemination of thesilage maize
regime. Atthe same timethe Commission will reflect orhow incentives to
extensify production can be strengthened withview to improving their
effectiveness in relation to environmental objectivathout amajor change in
the global level of support.

Dairy regime

If milk quotas renain unchangedver thecoming yearstotal milk production
is forecast to decline slightly from 121.@illiontons in 1996 to
118.1 milliontons in 2005, due to amall increase inmilk fat content and
adjustment of production to thguotalevel. Globalmilk demand (in whole
milk equivalent) is expected tdecline from 112.2nillion tons in 1995 to
108.7 milliontons in 2005This isthe net result of decreasing consumption of
some dainyproducts hotablybutter,and increasing demarfidr other products,
such as cheese and frgsfoducts.On-farm consumptioganimalfeed) should
alsodrop in linewith the expectedecline incattle numbers. Theet surplus is
likely to vary betweer®.0 and 9.5 milliontons ofmilk equivalent inthe 1996-
2005 period, with a tendency to increase by the end of the period.

Turning to thedifferent milk products, which are all covered by GATT
commitments, and supposing no policy changes, it appears that:

— further export growth in theheesesector would appear to lm®nstrained
by GATT limitations on subsidized exports;

— interventionstocks ofskimmed millpowderwill tend to increase from 1998
onwards and reach some 200 ®0s in thefirst half of the next decade, as
the GATT export commitments become binding;

— for butter, GATT exportcommitments give sufficient margfor subsidized
exports, so that naccumulation of interventiostocks wouldhecessarily be
expected; it is however questionable whether real outhets on world
markets for a quantity as large as the expected surplus of around
300 000 tons.
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After an in-depth examination of the different options, the Commission discards
radical solutions, such as drastic pra#s and rapidabolition of the quota
system. Expected market developmentsndbjustify such extreme measures.
The Commissionsees no strong reason fotroducing freshgquota cuts ¢her,

since no majodeterioration of the markdialance isexpected.Finally, the
Commission also discards a double price - doghl®asystem, which would
raise serious questions of WTO compatibility, could be quite distortive,
depending orhow it were shaped anchplemented, and woulddd to current
administrative complexity and control problems.

However, day farmers shoulchot begiven the impressionthat the present
system, with its intrinsic rigidities, can ldst ever. The recent debate mmg
term prospectdas revealed factors of uncertainty; in particullae, results of
the next WTO Round could also affect the dairy sector.

The Commissiontherefore recommends a cautious approach atsthge. It

proposes to:

— extend the quota regime up to 2006;

— improve flexibility and simplify the present common market organization;

— gradually decreassupportprices, by an average of 10 % in total over the
period;

— introduce a newearly paymentor dairy cows adjusted to averageld, at
a level of 14%ECU.

Togetherwith the newpayment introducetbr dairy cows in thebeefcontext,
the totaldairy cow premiumwould be 215 ECUgqual to the suckler cow
premium.

Mediterranean products

As a continuation of the 1992 reform process, the Commission
presented in December 1996 a report on the tobacco regime to the
Council and the Parliament. This report gives a positive assessment of
the 1992 tobacco reform and proposes further strengthening the
market orientation of the sector, while recognising the important
economic role it plays in some rural areas. In February 1997, the
Commission presented a report on the olive oil regime. It suggests as a
possible option a further shift from price support to direct payments
and a radical simplification of these payments. As soon as the
necessary debates have taken place, the Commission will table
detailed legislative proposals on these two sectors.
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For fruit and vegetablesa major reform wasdopted by theCouncil in July
1996: budgetary efforts weshifted from supporting prices to strengthening
producer organisations and their competitiveness, and emplassislaced on
the structural adjustment of the seaod on its environmental dimension. The
Commission will follow the implementation of this reform carefully.

For wine a reform proposal has bepanding at Council level sincE994. In

view of the latest developments, and in particular the new context created in
this sector by theUruguay Round Agreement, tHéommission intends to
review thependingproposal and to table mesh one as soon as the 1997
situation has beefully analysed. The nepwroposal would take into account
the guidelines which have irthe meantime been defined ithe 1995
“Agricultural Strategy Paper”.

Differentiation and ceilings for direct payments

The Commission intends tpropose the introduction of andividual ceiling
covering all direct income paymentggranted under the€Common Market
Organisations. In additiorwhile excludingrenationalization, Membe®Btates
would be allowed to introduce differentiation criteria accordingdmmonly
agreed rules.

Rural policy

Over thecomingdecade, agriculture will have to adaptftwther changes in
market evolution, markgtolicy andtrade rules. Thesehanges willnot only
affect agricultural marketdyut alsolocal economies in rural areas in general.
Many of them are already confronted withacute economic development
problems. Moreover, rural areas have @asinglyimportant environmental and
recreational functions ttulfil, and requirements linked tbese functions may
well imply additional adjustments for agriculture, #s mainland user.
Converselythe increasing importance of environmental and recreational needs
will also offer new development opportunities frevhich farmers and their
families should be able to benefit.

The Commissionsuggests that theskevelopments should be encouraged and
supported by a reorganisation of the existing rural policy instruments.

— Existing accompanying measures financed thg EAGGF, Guarantee
Section (agri-environment scheme, afforestatiesw]y retirement) will be
supplemented by the Less Favoured Areas (LFA) schieonleding its
application inthe regiondagging behind in their development (Objective 1
regions).All these measures will be applied horizontally mmolemented in
a decentralized way.

-37-



— For thosaural areasvhich are located in regiondigible under Objective 1
of the Structural Funds, the current approach of integrdéselopment
programmes will be maintained, as described in the chapter on economic and
social cohesion.

— In rural areaseligible under the new Obftive 2, operations(formerly
Objectives 5(a) and 5(b)) will be financedthg EAGGF Guarantee Section
as accompanying measures. These measures will intervene together with the
ERDF, theSocial Fund and, where appropriatee FIFG in thesame
programme within the Objective 2 region.

— In all rural areas outsid®bjective 1 andthe new Objective 2, rural
development measures to accompany and complement rpaticits will
be co-financed byhe EAGGF Guarantee Sectiofhey will embrace all
types of measures supporting structural adjustment and rural development
as presently co-financed tiye EAGGFGuidance Section. Included into the
same legaframework as the preseatcompanying measures, they will be
applied horizontally and implemented in a decentralized way at the
appropriate level, at thaitiative of MemberStates. The same approach
will apply to fishery coastal areas as far as the interventions of
the FIFG are concerned.

Agri-environmental policy

In the coming years, a prominemble will be given to agri-environmental
instrumentdo support austainable development of rural areas r@spond to
society’s increasing demaridr environmental services. The measumesed
at maintainingand enhancinghe quality of the environment shall besinforced
and extended.

With respect to better integrating tleavironment intathe CommonMarket
Organisations, th€ommission will make @roposalenabling MembeStates
to make direct payments conditional dhe respect ofenvironmental
provisions.

A possibility whichdeserves further consideration is to take into account the
considerable overlap betweérAs and areas of high nature vajuand to
gradually transformthe related support scheme intobasic instrument to
maintainand promote low-inputarming systems. Such systerbgcause of
specificgeographic conditions or just as the result of centuries of traditional
farming, often have a high landscape and nature value.
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Moreover, targeted agri-environmental measures should be
reinforced and encouraged through increased budgetary resources
and, where necessary, higher co-financing rates. Most relevant are
services which call for an extra effort by farmers, such as organic
farming, maintenance of semi-natural habitats, traditional
orchards or hedgerows, continuation of alpine cattle keeping,
upkeep of wetlands. A high level of commitment is also needed
where actions result in a significant loss of yield, for instance due to
the establishment of buffer strips along rivers or field margins.

-39-



V. THE UNION IN THE WORLD

It is imperativethat Europe steps ufs activities inthe external relations field. The
European project will remaicredible only if itresponds to the growingalls from its
citizensfor greaterunity andmore effective ways of buildingand defendingpeace,
stability and prosperity on the European continent and throughout the world.

The MemberStates of thédJnion havemany common interests The Union must
increase itanfluence inworld affairs, promote values such as peace and security,
democracy and humaights, provide aidor the least developed countries, defend its
social model, and establish its presencetlo@ world markets. In addition to
maintainingthe territorialintegrity of the Union,MemberStatesmust combine their
forces to combat organized crime, terrorism and the proliferatiomuctear,
bacteriological and clneical weapons, prevent major damagethe environment and
ensure sustainable growth with an optimum use of world resources.

Collective action bythe EuropeanuUnion is an ever increasing necessity if these
interests are to be defended,full advantage is to be taken of thenefits of
globalization and ithe constraints itmposesare to be faceguccessfully. Europe’s
partners,beginning with the applicant countries, expect it to carput fully its
responsibilities.

The enlargement othe European Union willaffect not only the destiny of the
Europeans, th&lemberStatesand theapplicant countries. Through isternational

implications, enlargement will have an impact far beytimel new frontiers of an
enlargedEuropebecause it W increase Europe’s weight the world, give Europe

new neighbours and forfBurope into an area ainity and stability.The geopolitical
impact of the enlargement process wafready underlined inthe Madrid European
Council conclusions concerning “The Political Agenda for Europe”.

1. A STABLE EUROPE THAT IS OPEN TO THE WORLD

Over the last four decades and in line with Hasic intentions oEurope’s
founders, theMemberStates haveeveloped between them a r€dmmunity

of security within which it is inconceivabliat there would be thslightest
threat of recourse to force asreans of settlinglisputes. Thehallenge is

now to extend thatbasic achievement ofthe European project to new
MemberStates. The enlargement of the European Union must therefore aim to
make an additional stabilizing impact complementarythat made by the
enlargement of NATO. This stability should facilitate the gradual definition of a
common defence policy thabuld lead to a common defence, in accordance
with Article J.7 of the Amsterdaireaty.
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An enlarged Union will have more direct frontiers with Russiawa$i as
frontiers with Ukraine, Belarus and Moldova. liflvenjoydirect access to the
Black Seawhich will lead to intensifiedcontactswith the countries of the
Caucasus and Central Asia. An enlarged Uniah also surround the
Kaliningrad oblast, which is part of Russia, andvill contain several hundred
thousand ethnic Russiani/ing mainly in Estonia and Latvia. It will be
important for the enlargednion to deepen its relationship with Russia,
Ukraine and theother NIS on thebasis ofthe Partnership and Cooperation
Agreements (PCAs). Amorite Union’s new neighbouring countries will be
those of theéBalkan region. Stability through cooperation ithis region will be
all the more important for the enlarged Union.

The Union will have to continue arstiep up itgolicy of providingsupport for
democracy, and assistinthe reform process and the transition to the
market-economy system, which constitute kb@gn guarantees of security and
stability. There islikely to be anincrease irtradeflows, a rise in energy and
raw material imports fronCIS countries, aexpansion otransport networks
and increased cooperation @mvironmentalprotection. Moreover, these
developments could lead to changes the content andgeographical
organization of Community programmes such as Ta@sdar to take account
of new geopolitical circumstances.

Active measures will have to Ib@ken to reinforcéinks between théJnion and

its Mediterranean partners. The stable development of the southern
Mediterraneamim is a challenge oéver increasingroportions. The potential

of the Barcelona process will have tofolly exploited tothat end. ThéJnion

will also have tamaintain an increasedgsence in thdliddle East as one of

the main promoters of peace in that regi@mlargement should therefdesad

to an intensification of economic and commercial relations between the
EuropeanUnion and itssouthern partners, based on the pursuit of reciprocal
interests.

Development cooperation constitutes the tmrdjor element othe Union’s
external action. The Union’s development assistance and its efforts to reduce
poverty andinequalitiesaround the world arelosely linked tothe search for
peace andstability, the need for bettemanagement of global risks and
interdependence, and the promotion of a sound develograémnt As part of

the new partnership arrangemenisich will have to be established between
the European Union and the ACP countries, whpskical and economic
situations differ,the question of thenclusion of developmentooperation in

the Community budget will have to be examined.

-41 -



The Union should alsstensify its relations with the Unite&tates,with the
implementation of the New Transatlantic Agenda agreed in Madrid in
Decemberl995. Asia and Latin Americaare also among the regioagich
should be given particular attention.

A STRONG AND COHERENT EUROPE

The enlargedeuropewill have richer but inevitably more complex relations
with therest of the world. In order to be mog#ective andmore present, in
order to prepare amuch as possible to exercise wider responsibilities and in
order to assume its role onhe international scenekEurope will have to
reinforce its political decision-making capacity and ensure consisteratlyah

its actions.

Making the European Union a global actor

It is in the interests of the European Unionebercise political responsibility
commensurate with its econompower. Theinterdependence of modern
economies and the increased importance of transnational fastarghat an
active and effective foreign policgannot belimited to the more traditional
aspects of international relationsThis applies in particular tehe Union,
characterized by its strorggonomic dimension. Ultimately, a common foreign
and security policy can become realdgly if the MemberStates accept, in
terms of working methods and in substance, that progressivalyterated
approach to external relationaust be built.

This integrated approach will make possible tosupport acommon political
will with the instruments of the CFSRhose of commercial policy,
development aid oothercommon policies anthe operationatapacity of the
Western European Union to cawyt tasksrecently included irthe Treaty. It
should also strengthen tleomplementarity, which is currentiypadequate,
between the activities of the Union and those of the Meiatades.

The provisions othe new Treaty fodesigning andmplementingthe common
foreign and security policy W make it possible to strengthéhe overall
cohesion and continuity of external action. The Council taedCommission
will have to cooperateclosely tothat end. It will of course bessential to
resort mordrequently to a qualified majoritior the Union to be able tdake
rapid, specific action.
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The European Union wilincreasingly have tacquire thecapacity totake
foreign-policy decisions involvinghe use ofmilitary resources. This is
essential ithe Union’s external action is to be credible. It will therefore be
necessary to strengthére operational resources of the WEU, botbriher to
carryoutthe new task&id down in the Treaty of Amsterdam and witlview

to the WEU becoming increasinglyntegrated in the development of the
EuropearUnion itself.

Maintaining the commercial power of the Union

The international environment musbt beseen as a tkat to theUnion, but
rather as a positivehallenge and developmefactor. TheEU, the biggest
trader on the world staghas astrong interest iconsolidatingthe new WTO
structures and ipromoting further international trade liberalisatiobeyond
thatwhich is alreadyprogrammed. The alternative to a multilatexpproach is
likely to be arisk of less advantageous conditions of access and competition. It
is also essentighat thedismantling oftrade barriers baccompanied by the
development of competition policy principles within the WTO framework.

Taking account of the neferms of internationalrade, itwill be necessary to
makefull use of the new opportunities offered Asticle 113, asamended by
the Treaty of Amsterdam, for conductingnternational commercial
negotiationsin thefield of services and intellectugroperty. Inthis way, the
enlarged Unionwill be able toact more decisivel\and morecohesively in
international organizations such as the WTO or the OECD.

Ensuring complementarity between internal and external policies

The advent of the eurwill give Europe akey role toplay in economic and
monetary matters. During the next eighteen months, it will therefore be
necessary to definde relationship with internationdinancial institutions and

the arrangements for external representation in this field.

The external potential of the Single Markstould be developedBoth the
strength and thexperience ofhe Internal Market can be usedpgmmote the
Union’s interests and presence internationaltr, example inthe area of
aeronautics and satellites. Another example is greater European assertiveness in
international standard-settinigut the potential extends intoanyother areas,
including financial services, intellectual property and competition policy.
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Greater care will have to be taken to ensure coherenceamnplementarity
between thenternal and external dimensions in Union polidgnergy policy
provides a good example of such a consolidaggroach, where the
achievement of market integrationillwprovide theessential basisor the
diversification andflexibility of energy supplies as well as reinforcing the
competitiveness of European enterprises in this field. A careful coordination of
external energy policy W also contributesimultaneously to enhanced supply
security and the achievement of international environmental objectives.

Betterintegration isequally necessaripr otherinternal policies othe Union,
for example inthe field of research, in order to promote thénion’s
international interests.

Handling transnational issues which are at stake

The process of globalization, from which the Union has benefited so much, also
exposes it to both economic apdlitical risks inthe international arena, such

as the consequences of demograpimbalances, failures in governance and
environmental mismanagement. These must be handled resolutely with the
Union’s international partners in multilateral fora.

The increasing importance tireats to theenvironment, like global climate
change, is alreadhigh onthe international agenda. The Union has, on
various occasions, confirmed its leadingle in this field, where it is
particularly wellplaced for taking théeadership in international negotiations in
order to reconcile conflicting interests.

The proliferation of drugrafficking and organised crime also requicederent

and concerted action at thaernational level. This should be developed in
close cooperation with thgnion’s mainpartners and with the countries most
afflicted by these phenomena, focusing on preventive action nmukilateral
framework as well as on measures aimed at eliminating the social and economic
sources of these scourges of society.

Increasing the visibility and adapting the procedures for the
Community’s external assistance
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External action should become mowsible The Community and its
MemberStatesfinance half ofthe international development assistance effort,
in particular through thecomprehensive partnership embedded in the
Lomé Convention. Thegreresponsibldor well overhalf of the humanitarian

aid distributed throughout the worl@hey provide one third dbtal aid to the
Middle East,including halfthe assistance granted to taestiniarilerritories,
nearly 60% of international aid to Russia aritle republics ofthe former
Soviet Union, andi0% of the reconstruction iBosnia-Herzegovina. These
figures, often unknown, shotkat theUnion isthe most important provider of
international aid - a situation which should be consolidated by enlargement.

The reality of Europe’s presence will have to éoglained and enhanced in
order to increase the margins of manoeuvre in the common foreign policy.

Strengthening decision-making capacity, &mel effortswhich may beequired
in order toincreasethe speed withvhich action can be taken, will beecisive
in improving the impact of the Union’s external assistance programmes.

The effectiveness of Community instruméntbe external sphere dsirrently

limited by slow, complex internalprocedures. Areflection should be
undertaken on how to overcome these constraints where rapid action by the
Union is required. In addition, here as elsewhere, it willjiggropriate to limit

as much as possiblthe spread offinancing over too many smaliscale
measures. It will also be necessary goomote closercoordination of
Community programmes and national action by Member States

Where the Union’s external financial action is concernadiilibe necessary to
foster the synergy between theCommunity instruments andhose of
institutions such as the EBRD or the IMF, @art of a balancedinancial

burden sharing.

Given the prospects foreconomic growth, the maintenance offinancial

resourcesin terms of percentage of GNP willake it possible to ensutkat
Europe has a strong presence at world level.
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V. AN EFFICIENT COMMISSION AT THE SERVICE OF
EUROPEAN CITIZENS

Armed with its right of initiative the Commissionmust remain adynamicforce for
renewal, including inthe new domains opened up by theAmsterdam Treaty.
Nevertheless, thkegislative activity ofthe Union will be lessintense than ithe past.
Implementation and enforcement of existing legislatidh meed to haveéhe highest
priority. Greateidecentralisation will require closer monitoring on greund. More
generally, the Commission will have an enhanaae in the promotion of cooperation,
the launching of partnership and network activitiesel as an effectiveoordination.
Managing a high level ointegration will require a thoroughe-evaluation of the
Commission’s executive and management funcaoxsa change in its administrative
culture.

Budgetary constraints will reaintight, with aninevitable impact on spending policies
and themanagement of human afidancialresources. With increased competition for
limited funds, there will be a need itentify more clearly the core functions which
the Commission shouldconcentrate. Therelevance of policiesstructures and
procedures should Bxamined critically in a screenimpgocess precedingdecisions on
funding programmes and allocatirgsources to their management. liniperative to
make more efficient and effective use of available resources.

In this contextthe quality of available humaresources and use of théill potential
arecrucial. A Europeapublic serviceoperating on théasis ofthe threeprinciples of
competence, independence and permanence must therefore be preserved; it must
nevertheless be capable of adapting and modernizingrder to take up the
ever-evolving challenges of European integration and of a profoundly changing world.

Therefore, the Commission has already initiated a far-reaching programme of reform of
its administration inthe Sound andEfficient Management(SEM 2000) and
Modernisation of Administration and Personnel policy (MAB00) initiatives. This

will involve a review of its structures,modernisation of themanagement and a
streamlining ofproceduresDecentralisation, rationalisatiorand simplificationare

key words forsuch an undertaking. It will be necessary to determine for pelay

area the appropriatealance betweetore policy andcontrol functionswhich need to

be retained withirthe Commission, and executive functions whaite moreeffectively
administered at a level closer to the end users.
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Consideration should be given tbe appropriatesize of programmes and projects
supportedinancially bythe Community toensure that thprogrammes deliver a clear
addedvalue atEuropeanevel andthat the require@dministrativeresources are not
excessive. Administrative functions can sometimes be caoigdby executive
agencies reporting taghe Commission, by administrations in Memb&tates in
partnership with th€ommission or even by non-governmental organisatiorcshaar
private sector organisations on aontract basis. In someareas, new network
managementstructures involving both Community and nationalevels may be
appropriate. Inall cases, however, a clegolicy framework wil have to be
established.

Ultimately, the Commissiondepends on the competence and motivation «ft#f to
be able torespondeffectively to the demands ofthe integration process. More
emphasis should therefore be put on the upgrading of skills and competeraer ito
take full advantage of synergieseated in the reform of structures andetthance
flexibility in view of the new challenges ahead.

In recent yearshe Commission has had take on a growinghumber of newtasks,
resulting in successive reorganisatiovisich haveoften had to be carriedut hastily
and without adequate preparatioNow that anew phase in Europeamification is
beginningandthat theshape ofEurope in the 21st century énerging more clearly,
thetime has come to embark ortteorough review of the organization and operation
of the Commission beyondhe year 2000. It was along thesknes that the
Commission defined itposition in its recent contribution to the IGC, which it
announcedhat it would be regroupingnd redefiningtasks,including those of its
Vice-Presidents. It also announcetat it would undertake a corresponding
restructuring of its departments. By strengthening dtagus and powers of the
CommissionPresident, thémsterdam Treaty has introduced a ref@ought by the
Commission which will heightethe effectiveness and profile ¢dhie Commission as a
body. In a declaration annexed tloe Final Act of the Amsterdam Treaty, the
MemberStates have taken note of tBemmission’s intention t@repare the above
mentioned reorganisation in time for the new Commission due to take office in the year
2000.

The Council must alsglay its part, e.g. byreducing thenumber of different

compositions in which it meets and by assigninthesGeneral Affairs Councils true
overall coordinating role.
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PART TWO: THE CHALLENGE OF ENLARGEMENT

This part of theAgenda 2000 communication tise composite paper @nlargement
which the Commissionwas invited to prepare by the Madrid European Council. Its
aim is to explainthe way in which the Commission has examineithe different
applications for accession afifte main questionthey raise, asvell asthe timetable

for opening negotiationghich appears most realistic. It drawee main conclusions

and recommendations fromme opinions and presentie Commission’s views on
launching the process of accession negotiations. It also tackles the horizontal
guestionslinked to enlargement as well #se practical arrangements for thmdial
phase of the negotiations and ttenforcement ofthe pre-accession strategy as a
whole.

These conclusions and recommendatians based on the criteredopted by the
European Council when it met in Copenhagen in June 1993:

“membership requires that the candidate country:

— has achieved stability of institutions guaranteeing democracy, the rule of law,
human rights, and respect for and protection of minorities,

— the existence of a functioning market economy as well as the capacity to cope with
competitive pressure and market forces within the Union, and

— [has] the ability to take on the obligations of membership, including adherence to
the aims of political, economic and monetary union.”

l. ASSESSMENT ON THE BASIS OF THE ACCESSION CRITERIA

At the request of theCouncil, the Commission has preped opinions oneach
application for membership. Its assessment draws on numerous sounfesTadtion,
taking as a starting point threplies to questionnairesent to each of thapplicant
countries inApril 1996. Bilateral meetingswere held with each ofthe applicant
countries, which were given an opportunity to provideany further information
concerning their preparations for accession by the end of May 1997.

The Commission alsdook into accountassessments made tye Member States,
particularly with respect to theolitical criteriafor membership established by the
Copenhagen European Council. The EuropRariament’'sreportsand resolutions,
and thework of various international organisations, non-governmental organisations
and other bodies were also used by the Commission.
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The Commission alsaonsidered the progressade undethe bilateral agreements
which are the mairelement inthe Union’s relations withthe applicant countries.
Europe (Association) Agreementsyhich cover economic cooperationtrade and

political dialogue haveentered into force wittsix of the applicant countries. For
Estonia, Latvia and Lithuanithe agreements need to tadified byall MemberStates

before they come into force. In the cas&lmiveniathe Slovenian Parliament still has
to ratify the agreement.

The Commission’dask was unprecedented because the Copenhagen criteria are broad
in political and economic terms and go beyahe& acquis communautair€for
example, assessing administrative amdicial capacity),and because thacquisitself

has expanded considerably since previous enlargemdmtacquisof theUnion now
includesthe common foreign and security policy and justice and home affainsglas

as theobjectives andhe progressiveealisation of political, economic and monetary
union.

The Commission not only gives a picture of the situation in 1997 and apfiieants’
progress in recent years.Has also made amnalysis of expectedrogress over the
medium term, as far as the economic criteria and the countries’ ability to implement the
acquisare concerned. Imaking thisforward assessment, ti@mmission has taken

into account trends ipolicies and programme®r progressivelyimplementing the
acquisunderway inthe applicant country. Th€ommission has alsanticipated the
future development of thelnion’s policies, particularly in certaifields such as the
environment,the Single Market and theinformation society wherghe acquis is
evolving rapidly.

With regard to thepolitical criteriafor membershipthe Commission considethat an
assessment could be conductedy onthe basis of elements dhe present situation
which it has been able te@rify and confirm. The effective functioning of democracy is
a primordial question in assessitig application of a country fomembership of the
Union. The Amsterdam Treaty hesshrined in Article F a constitutional principleat
“The Union is founded orthe principles of liberty, democracygespect forhuman
rights and fundamental freedoms arbe rule of law”. Accordingly the
Intergovernmental Conference has decidethtalify Article O tomakethe respect of
Article F an explicit condition for membership.

The Commission considers therefdnat the respect of th@olitical conditions defined

by the European Council in Copenhagen by an applicant country is a necessary, but not
a sufficient, condition for opening accession negotiations.

=49 -



POLITICAL CRITERIA

The Copenhagen Europeanudoil indicated thatmembership requires that
the candidate country has achieved stability of institutions guaranteeing
democracy, the rule of law, human rights, and respactnd protection of
minorities'.

In order toevaluate the extent tahich applicants meet this condition for
membership,the Commission, in each opinion, went beyond a formal
description of political institutions, anthe relations among them, &ssess
how democracyactually works in practice, in terms of series of detailed
criteria. Itexaminedhow various rights and freedoms, such as the freedom of
expression, are exercised, through, égample,the role ofpolitical parties,
non-governmental organisations and the media.

Democracy and the rule of law

Countrieswishing to become members tife Union are expecteaot just to
subscribe tahe principles of democracy aritle rule oflaw but actually to put
them into practice in daily life.

On the whole, theapplicant countries’ constitutions guarantee democratic
freedoms,including political pluralism,the freedom of expression and the
freedom of religion. They hawet up democratimstitutions and independent
judicial and constitutional authorities, which permit differstaite authorities to
function normally, have held free and fair elections, permitiggalternation

of different political parties ipower and, irgeneral, recognise the role of the
opposition.

Some of theapplicant countries - beyorde normal cycle of elections - do not
have stability of institutionenablingthe public authorities to function properly

and democracy to be consolidated. All the applicant countries have flaws in the
rule of law which they need tput right. There is a lack dfuitably qualified
judges and guarantees of their independence. Police tme@®orlypaid and
require better training amdiscipline. The autonomy of local government also
requires a firmer legal basis in several cases.
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Romania did not experience a genuine change of government until the
Junel997 eledions. Thepolitical system has long been characterized by the
persistence of practices inherited frdlhe communist system, wittbo much
government interference in the media andjtldécial system. The changésat
have taken place ithe wake of the election of a new president and a new
government majority have alteréide situation of the countrgonsiderably: it
has thus improvethe functioning and stability of its institutionsThe reform

of the secrepolice services anthe judicial systemhas been completedery
quickly.

The changeghat have takerplace this year irBulgaria and thereforms
announced by the government should ats@mble it to achieve decisive
progress in terms of democracy and the ruldawf andthe stability of its
institutions.

In Slovakiathere isstill a gap between the letter of constitutional texts and
political practice. TheCommission isconcerned that the rule daw and
democracy areot yet sufficiently deeplyrooted. This would require greater
openness to opposing views, the prdpeactioning ofstateinstitutions and the
respect for theiindividual roles in the constitutionabrder. A democracy
cannot be considered stable if the respective rights @bldjations of
institutions such as thpresidency,the constitutionalcourt or thecentral
referendum commission can be put into question by the government itself and if
the legitimate role ofthe opposition inparliamentary committees is not
accepted.

The failure of the May 1997 referendum oNATO membershipand on the
direct election of the presideninsuccessfuattempts by the government to
reform thepenalcode,with a view tolimiting the freedom of expression, the
efforts to block an enquiry intihe activities ofthe secretervices and various
forms of pressure exerted bye government oofficials and cultural bodies,
are symptomatic of the instability of the country’s institutions.

Human rights

Respect forfundamental rights is in principlguaranteed in most of the
applicant countriesAll have acceded tthe Council of Europe’s Convention
for the Protection ofHuman Rights and Fundamental Freedoms and the
Protocol allowing citizens totake cases to the Europe@ourt of Human
Rights.
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Romania inherited fronthe Communist regime a system which placgedny
children in state institutions in conditions which violate conventions on
children’s rights. This concernmore than a hundred thousand orphans.
However, the formeregislative provisions dating from 1972 haween
abrogated and thbasisfor reforms, founded on diredupport tofamilies,
established.

Freedom of expression and of association is assuraltlapplicant countries
but theindependence of radio amelevision needs to be strengthened in some
cases.

Respect for minorities

Many of the applicant countries havainority populations, whose satisfactory
integration into society is a condition for democrasiability. Minorities
account for 44% of the population liatvia (where34% areRussian)38% in
Estonia (30%Russian),20% in Lithuania (9% Russian, 7% Polish}18% in
Slovakia (11% Hungarian, 5% Roma}% inBulgaria(9% Turks, 5% Roma)
and 13% in Romania (8% Hungarian, 4% Roma).

A number oftexts governing the protection afational minorities have been
adopted by th€ouncil ofEurope, inparticular the Framework Convention for
the Protection oNational Minorities and recommendation 12@dopted by

the Parliamentary Assembly dhe Council of Europe in 1993. The latter,
though notbinding, recommendthat collective rights be recognisedhile the
Framework Convention safeguards thdividual rights of person$elonging

to minority groups. Bulgaria has not yet signed the Framework Convention; the
Czech Republic, Latvia, Lithuania, Poland and Slovemia among the
countries that have not yet ratified it.

In Romania, the Hungarian minority is represented in Parliament by 25 deputies
and 11 senators and in the government byirfisters. It is alsoepresented in

local authorities and benefits frothe right to education iHungarian in
primary and secondary schools and fribva right to uséHdungarian incontacts

with the administration and the judiciary.

In Slovakia, however, where such rights arepiinciple recognised, the
Hungarian minority faces a number of problems in exercising its rights.
Following the adoption of théaw onthe national language and the absence

of a law onthe use ofminority languagesthe exercise of several of the
Hungarian minority’s rights have begput into question. Certain recent
developments with regard teuts in cultural subsidies and changes in
administrative sub-divisions of the country give cause for concern.
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Non-citizens constitut28% of the population in lteia and25% in Estonia.
There is no evidencihat thesaminoritiesare subject taliscriminationexcept
for problems of access to certain professions in LatBiat the rate of
naturalisation of non-citizens has been slowath countries and it should be
accelerated to ensure the integration of non-citizen minorities into society.

Except for the situation of the Romanority in a number of applicantahich
gives causdor concern, the integration @hinorities in their societies is, in
general, satisfactory.

Minority problems, if unresolved, could affect democratiability or lead to
disputes with neighbouring countries. It is thereforahe interest of the
Union and ofthe applicant countrieshat satisfactory progress in integrating
minority populations be achieved befailee accession process is completed,
using all opportunities offered in this context.

Conclusion

Even though progress has still to be made in a number of applicant countries as
regardsactually practising democracy andofecting minorities, only one
applicantState -Slovakia -does notsatisfythe political conditions laiddown

by the European Council in Copenhagen.

2. ECONOMIC CRITERIA

The Copenhagen Europe@ouncil indicatedhat, in theeconomic areanembership
requires“the existence of a functioning market economywadi asthe capacity to
cope with competitive pressure and market forces within the Union”

The applicant countries have made considerplagress in the transition to a market
economy, including with privatisatioand liberalisation, although their economic
situations vary considerablfzor all of them, the break-up of the CMEA, tiamer
communist trading bloc, anthe beginning ofmarket reformsmplied a major initial
shock. However, for sonmthis was aggravated by sevelisequilibrium atthe outset,
while othersinherited comparatively stable conditions and higher standartiangf
Moreover,half the applicant countries needed ¢ceate the institutions of a nestate
while at the same time conducting a fundamental overhaul of their economies.

Reform has taken different course from country to country. In some, reform has
benefited from widersupportand policy hasproved relatively constant everwhen
governments changed. Although almaktapplicants haverogressedubstantially in
recent years, often withigh growth rates,several stillfind themselves in fragile
economic conditions. There have also been some reversalsheitihtroduction of
administrative forms of control, e.g. on prices or imports.
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The average GDP parnhabitant ofthe applicant countries ienly about one-third of
the Union’s. Some applicants, and by means alwayshosewith the lowestincome
per head, havechieved annuaGDP growth of 5-7% in recentears,while others
have lagged behindpr a variety of reasons. Some have achievedigh degree of
price stability andare close to budgddalance, whileothersface large and/orising
tradedeficits, resulting from imports of capital equipmentiadl asconsumeigoods.

In general, structural reformstill has along way togo, particularly asregards the
banking and financial systems, andegards gcial security. Mst apficants still need

to restructurdarge state-owned industrieshich dominate local economies and are
very hard to reform for both social and economic reasons.

None of theapplicantdully meets théwo economic conditions of Copenhagen today,
although some should be able to do so a few years from now.

The existence of a functioning market economy

The first economic criteriomdentified bythe Copenhagen Europe&ouncil is the
existence of a functioning market economy.

This requires a number of conditions to be mubich are analysed in each opinion,

namely that:

- equilibrium between demand and supply is establishedhbyfreeinterplay of
market forces; prices, as well as trade, are liberalised,;

- significant barriers tomarket entry (establishment of nefwms) and exit
(bankruptcies) are absent;

- thelegal system, includinthe regulation of property rights, is jplace; laws and
contracts can be enforced;

- macroeconomic stability has been achieved includohgquate pricstability and
sustainable public finances and external accounts;

- broad consensus about the essentials of economic policy;

- the financial sector issufficiently well-devéoped to channel savinggowards
productive investment.

The opinions assess each applicanthmlight of these conditions. ThEommission
finds that five of them (the CzechRepublic, Estonia, Hungary, Poland &ldvenia)
can be considered functioning market economies, even all ithese cases some
important features, such as capital markgtt need tomature and develop further. A
sixth applicant (Slovakia) comes very close in terms of legislation sgstémic
features, but lacks transparency in implementation.

The otherapplicants have made substanpabgressespecially inrecent times, and
should be able to eet this first economic criteriogarly inthe next century. Fdhese
countries, the maichallengenow is to strengthen thenplementation of theitegal

and institutional reforms, and in some cases to avert the risk of further macroeconomic
instability.

The capacity to withstand competitive pressureand market forces within the
Union
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The second economic criterion is tbapacity to withstand competitive pressure and
market forcesvithin the Union. This will require aminimum level ofcompetitiveness

in the main parts of the economies of the applicant countries.

The necessary evaluation is mdiicult than for thefirst criterion. Onthe one hand,

a comprehensive view needs to thkenincluding a considerable number faictors

and on the other hand, an assessment of future developments needs to be made. A key
guestion is whethefirms havethe necessary capacity tadapt,and whether their
environmentsupports further adaptation. Tleements to bdaken into account
include:

— the existence of a functioning market economy, withswficient degree of
macroeconomic stabilitjor economic agents to makkecisions in a climate of
stability and predictability;

— a sufficientamount, at an appropriate cost, lefiman andphysical capital,
including infrastructure (energy supply, telecommunicatidransport, etc.),
education and research, and future developments in this field;

— the extent tavhich government policy and legislatiamfluence competitiveness
through trade policy, competition policy, state aids, support for SMEs, etc.;

— the degree and the pacetdde integration a countrgchieves withthe Union
before enlargement.. This applibsth to thevolume andthe nature of goods
already traded with member states;

— the proportion osmall firms,partly becaussemall firmstend tobenefitmorefrom
improved market access, and partly because a dominance offitargecould
indicate a greater reluctance to adjust.

The analysis carried out by the Commission services ithe opinions led to the

following overall picture :

— trade integration in most countriemd Foreign Direct Investment (FDI) gome
countries have progressadbstantially. However, in some countries, there has
been reversal from initial trade liberalisation, mainly for macroeconomic reasons;

— the functioning of capital markets and competition rulesriproving everywhere,
but generally still far from satisfactory;

— the state of infrastructure remains poor;

— wage levels are still well below Union levels;

— privatisation has progressed different rates and the procesemains to be
completed.
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A major difficulty in assessinghe applicants according to the second criterion is its
forward-looking nature. Althoughll the countries have opened up faveign trade
substantially, enteringthe Single Market (including harmonisedVAT, public
procurementpanking insurancegtc.) will takethem considerably further along the
road of integration. In particular, they will need to ladle to produce products
conforming toEuropeantechnical requirements which will be helped by takawgr

the acquis creating thenecessary institutionatructures andanaking themwork, and
appropriate standardisation activitilow they will perform with regard to this
criterion thereforeemains difficult topredict. In themeantime, furtheprogress in
implementingthe measuremdicated inthe 1995White Paper on the&ingle Market

will remainboth anessential method of preparation and an approximate yardstick for
the applicants’ degree of preparedness.

In support of the applicants’ domestic policy efforts, continued external support will be
required from Phare, artle Internationafinancialinstitutions (IFls). After accession,
the structural funds will take over the leading role in this regard.

While keeping inmind the difficulties inherent irsuch an assessment, themmission
finds that two countries (Hungary and Poland) shosktisfythe second criterion in
the mediumterm, provided they stay on th&urrent course. Three others (fGeech
Republic, Slovakia and Slovenia) should béhimsame position on conditidhatthey
strengthen their efforts and avagoblicy reversalsBecause Estonia has modernized
andradically liberalizedits economy, it comes close to this Igsbup, butits large
externalimbalance is a&ause for concern. Latviajthuania and Romania have made
great stridesecently,but will require further consolidation of their efforts. Bulgaria is
sheddingthe difficult legacy of the past; ithas made considerabjgrogressvery
recently and is on course to join the others during the next decade.

Conclusion

For thetwo criteria takentogether, therefore;lungary and Poland come closest to
meeting themwhile the CzechRepublic and Sloveniare notfar behind. Estonia
meets the first criterion, but has some progress to make tatmeestcond criterion of
capacity to withstand competitive pressure. Slovakia nihetsecond criterion but
cannot yet be fully regarded as a functioning market economy.
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OTHER OBLIGATIONS OF MEMBERSHIP

The Copenhagen Europe@ouncil concludedhat membership requirehe
ability to take on the obligations of membership, including adherence to the
aims of political, economic and monetary union”.

The aims of political, economic and monetary union

In applying for membership,the countries of central and eastdfarope
accepted the obpéives of the Treaty on European Uniamcluding political,
economic and monetary union.

As regards thecommon foreign and security policyhe apticants have
demonstrated, througholitical dialogue andconcrete action, their will to
contribute toeffective action bythe Union. In its opinions, th€ommission’s
assessment is that they could fulfil the obligations of membership in this field.

With respect to thaim of economic and monetary union, ituslikely that the
applicants will be able to joithe euro areammediately uponaccession.
Indeed, further progress in structural reform willfezessary before theill

be able to maintain sufficient macroeconomic stability the long run.
However, new ramberstates will have to adopt thecquis of Stage 2 of
EMU. This impliescentral bank independence, coordination of economic
policies (national convergence programmes, multilateral surveillance, excessive
deficit procedure, ...)and adherence to the relevanovisions ofthe stability

and growth pact. New member states will foregoy direct centralbank
financing of public sector deficits as well as privilege@ccess ofpublic
authorities to financial institutions. Thelall havecompleted thdiberalisation

of capital movements. Also, theye expected to participate in archange
rate mechanism and avoid excessive exchange rate changes.

Adoption of the acquis

The adoption andmnplementation ofthe acquis upon accession is difficult
challengefor the aplicants to meet and considerable additional efforts need to
be made. This is a fgreaterchallengethan in earlier enlargements. thme last
enlargement, the newnembers, as participants e EEA with highly
developed economies, had alredalyen on larggparts of theacquis This is

not the case with presendipplicants Moreover, Community legislation has
expanded considerably. Certain policiedich werelimited atthattime, today
consist of an impressivaet ofprinciples and obligation®ew obligationshave
arisen regarding the Single Market, CFSP, EMU, and justice and home affairs.
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As in previous enlargements, the Europ€aincil has ruledut any idea of a
partial adoption of theacquis The Commission’s observations othis
guestion in the context of treecession of Spain arRbrtugal are relevant to
the forthcoming enlargement. “A partial adoption of #equis without
solving the underlying problemwhose solution wouldnerely bepostponed,
could create newlifficulties whichwould be even more considerable. If one or
the other partyobtained such an exception, it is cl¢lat this would not be
without compensation. Little by little, a process wolbddjin, going beyond the
principle that problems of integration can be gradually solved by transitional
measures whickwvould considerably dilutéhe acquisas a whole. In addition,
the problem would arise ofhe institutions’ capacity totake decisions on
policies which would no longer be common”.

The capacity totake on theobligations of membership, which include the
whole range opolicies and measurdkat constitute th@cquisof the Union,
can be judged, to some extent, by thpplicant countries’record in
implementing existing commitments.

Firstly, their performance in carryingut obligations underthe Europe
agreement, or other contractumdreements with th&nion, for example, in
tradepolicy andthe approximation ofegislation, provides some indication of
their capacity toimplement the acquis In most cases, however, the
agreements dmot stipulate precisdargets, butonly that countriesshould
endeavour to ensure that their legislation gradually becomes compeitible
the Union’s. Thereare howevespecific previsions on ruldsr stateaids and
competition.

Secondly, the 199%/hite Paper on th&ingleMarket setout the key elements

of theacquisto be adopted in each sector. However, none oépipécants
has yet been able toanspose a largproportion ofCommunity laws on the
Single Market into national legislation and a major effort is needed before
accession, according to a precise timetable and monitoring procedure.

Thirdly, there is theacquisin areasnot covered oonly partly covered by the
White Paper, thaincludes manyther important areas of thénion’s activity
such as agriculture, environment, energy, transport and social policy.

The progressive adoption of tleequisin these different areas in this three
stage framework is a task which the applicant countries need to complete as far
as possible before accession. Thmiogress so far is uneven, taking into
account the trends shown by tli@lowing indicators considered by the
Commission in each opinion:

a) theobligationssetout inthe EuropeAgreement, particularlyhoserelating
to the right ofestablishment, nation&leatment, free circulation afoods,
intellectual property and public procurement;
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b) the progress in transposition aeffiective implementation athe measures
setout inthe White Paper particularly key SingléMarketdirectives in areas
such as taxation, public procurement and banking;

c) the progressive transposition angplementation othe other parts of the
acquis In thisarea, the situatiomaries considerably amorige applicant
countries. For most of the countriesignificant and far-reaching
adaptations will be needed in thelds of environment, energy, agriculture,
industry, telecommunications, transport, social affairs, customs
administration and justice and home affairs. The assessment ardhiss
therefore more prospective than in the other areas.

From this, and taking the applicants in tbeder of their applications for
membership, it emerges that :

- Hungary is making satisfactogrogress with regard tall three main
criteria, suggestinghat it should be in a position tadopt themain
parts of theacquisin the mediumterm; particular progress should be
made in the area of environment, customs, control and energy.

- Poland, despite its comprehensive strategy has run into protligms
regard to (a) (trade disputes) hitg record on (b) issatisfactory;
concerning(c), current efforts need to be stepped up in avdae
progress idagging (such as agriculture, environment émashsport); if
that is donePoland should be in a position &@opt themain part of
theacquisin the medium term.

- Romania, despite the efforts it is making on (a)rf@yetimplemented
key parts of (b) andc) and will not be in aposition to take on the
obligations of thecquisin the medium term.

- Slovakia is welladvanced with respect to (b) ar{d) but some
problems remairfor (a). Provided current efforts amggnificantly
stepped upSlovakia should be in a position &mlopt the main part of
the acquis in the mediumterm, even if furthework is required in
certain sectors, particularly for the environment.

- Latvia has anticipated important obligationsttedé EuropeAgreements
but very substantial effortare needed on (b) arfd) to adopt thenain
part of theacquisin the medium term.

- Estonia has anticipated important obligations of the Europe Agreements
but substantial effortere needed for (b) ar{d) to adopt the ain part
of theacquisin the medium term.

- Lithuania has anticipated important obligations tfe Europe
Agreements buvery substantial effortare required on (b) an@) to
adopt the main part of trecquisin the medium term.
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- Bulgaria has made satisfactquyogress on (a) but netith respect to
(b) and (c) and will not be in a position to take ondhkgations of the
acquisin the medium term.

- The CzechRepublic hasrun into problems with(a), but ismaking
satisfactory progress with regard to (b); concerifg)g currentefforts
need to be continued;tifat is done th€zech Republic should be in a
position toadopt the main part of thacquisin the medium term.
Particular efforts will be required in sectomich as agriculture,
environment and energy.

- Slovenia, as a result afelays inthe signature andatification of the
Europe Agreements, is considerably behind witbgard to (a). In
addition, (b) andc) areunsatisfactory and no national programme has
been drawn up on thienplementation ofthe acquis Considerable
efforts will have to be made by Sloveniagdopt theacquis including
the Single Market (indirect taxation).

Administrative and judicial capacity to apply the acquis

The applicant countries’ administrative apedicial capacity is of crucial
importance for the adoptiommplementation and enforcement thfe acquis
and forthe efficient use offinancial support inparticular fromthe structural
funds. It is vitalthat Union legislation béransposed into national laBut this

is notsufficient toensure itorrectapplication. It is equallymportant for the
applicants’ administrations to be modernisedilsat they can implement and
enforce theacquis This will often require new administratig¢ructures asvell
as properly trained and remunerated administrators. The appligaaitsal
systems must be capable of ensuthmaf thelaw is enforced. This requires the
retraining and in some caséise replacement of judges, to enstlrat courts
are able to operate effectively in casesinvolving Community law. It is
important that these countriesburtsshould be able, from accession,aaply
the principles of Community law, such as primaayer national law or the
direct effect of some legislation. It is also esseftinthese courts to have a
sufficient number of judgesained in Community law iorder tomake use of
the preliminary ruling procedure inArticle 177 and to ensuresffective
cooperation with the Court of Justice of the European Communities.

Yet in manycases theplicants still lackthe structures needed &pply new
regulations, forexample on environmental and technical inspectibasking
supervision, publi@ccounts and statistics. There are also widesgnedaems
of corruption which are now being tackled by most governments of the
applicant countries.
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Each opinion setsut the national administrations, aritle supervisory bodies,

with the number of employeewho will be in charge of implementing the
acquis The general situation gives rise to considerablecern. The efforts

undertaken arebeginning to bringresults in Hungary, Poland, Estonia,
Lithuania and the Czech Republic.

Each of theapplicant countries should be asked to introduce a timetable for
reinforcing institutions administrations andudicial systemsresponsible for
applyingthe acquisas part of thgre-accession strategy with thel of Phare.
Training for this purpose is one of Pharetso priorities. 30% of Phare’s
resources could be usedfioance exchangesnd the long-term detachment of
experts fronthe menber states to thapplicant countries ithe framework of
twinning programmes. This training of specialiststie application of the
Communityacquisshould be accompanied by measures to eribatehestaff
trained remain in the public service for a number of years.

Conclusion

In the light of the maintrends observed in the candidate countriesmerges
that if current efforts areeinforced, Hungary, Poland and the Cz&gpublic

should be able ithe mediumterm to take on thenajor part of theacquisand

to establishthe administrativestructure toapply it, while Slovakia, Estonia,
Latvia, Lithuania and Slovenia would k@ble to do so only ithere is a
considerable and sustained increase in their efforts.

. THE PRINCIPAL QUESTIONS ON THE WAY TO ENLARGEMENT
(IMPACT STUDY)

The Essen Europed@ouncil askedhe Commission taconduct &'detailed analysis of
the effects of enlargement ithe context of thdJnion’s currentpolicies and their
future development”. Th&€ommission prepad aninterim report for theMadrid
European Council, drawing attention tiee advantages anlargement in terms of
peace and security as well as econognavth and development iBurope as avhole.

It identified certaimareas inwhich enlargemenwvould have a marked impact a&mion
policies. In response to the European Council’s requesarihlgsishas been pursued
in greater depthwith particular reference to theommon agricultural policy and
structural policies.
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The results of this work (see volume Il of COM 2000) confiat Union enlargement
to some 25 countries and 4ibllion inhabitants will bring considerable political and
economic advantages, and will further Union policies if certain conditions are met.

Enlargementwill, however, bring greater heterogeneity to tHénion and some
sectoral and regional adjustment problems will result. These mitldhe benefits of
enlargement and make modéficult the further development of thecquis unless
adequate preparations are made.

It is vital to use the pre-accession period to filleto ensure that the afipants make
adequate preparations fonembership. This W require substantial investment in
sectors such as the environment, transjgoktrgy, industriatestructuring, agricultural
infrastructure and rural society. The funds needed will have to comepiubhe and
private sources in thepplicant countries themselveéise Union andother providers of

foreign capital. Standards among the applicant countries are generally low in the social

sphere, in particular in the areaspoblic health, unemployment and health and safety
at work. Too slow an adaptation of their standards couwlddermine the
unitary character of thacquisand possiblyistort the operation of th&nglemarket.
Supporting the process of adaptatioili e necessary ithe reinforced pre-accession
strategy.

1. AGRICULTURE

In most of the candidate countries currently important price @ajpse sense
of lower prices than in thEU) exist forthe main commodities. In therop
sector theseary fromaround 10-30% for cerealsilseeds and protein crops
to 40-50% for sugarbeet (although for sugar the price gagenerally
somewhat smaller) and the livestocksector from 30-40% fomilk anddairy
products to 35-45% fobeef. For the cereals based meats (pigmeat and
poultry) price differencearerelatively small. For certain fruit and vegetables
important price differences exige.g. up to 80% for tomatoes). A fer

increase in producer prices in these countries can be expected from here

towards themiddle of the next period ofinancial perspectiveswhich will
somewhat reduce, but not eliminate the price gaps.

-62 -



By then, the gaps for cereals abdef may have largelydisappeared if the
proposedreforms are carried oukor sugarand dairy and certain fruit and
vegetables price gaps in tbeder of 20 to 30% ohigher carstill be expected
to exist inthe mediumterm. For the sugaand dairy processing industry in
these countries overnight priedignment(i.e. full integration into CAPfrom
day one) would imply an important hike in theaswv material pricewhile at the
same time facingthe full competitive pressure fronthe Single Market.
Introduction of quotas would counteract ttemdency to increase sugarbeet
andmilk production undemfluence ofthe higher goducer prices.Domestic
demand could be expected toriegatively affected, increasisggar andiairy
surpluses in these countrieBor certain fruit and vegetablesimmmediate
integration in the CAP would provoke market imbalances.

The primary sector incandidate countries, with r@latively largeaveragesize
of holdings, in particular inhe arablecrop sector, wouldace relatively few
problems in integrating intthe CAP market and prigaolicy. In the livestock
sectorsuch integration wiltake longer, inview of the capital investments,
restructuring and the reorganisation mminagement stilheeded. In some
candidate countries agriculturstructures are weaker due to thach smaller
average farm size.

In the downstream sectotiacluding the first processingstage, large efforts in
restructuring and modernisation ra@m necessary ill countries, although
those countriewith relatively large foreign investment the food processing
industry would seem to be more advanced. Adjustipesgsure on the CEEC
food industry when enteringhe Single Market is expected to be large, in
particular in thosendustries faced with increasesraw material prices and in
those countries with a weak primary sector.

The weakness of thefarm sectorand agrfood industry andthe foreseeable
price differentials make it necessary to envisége most of theapplicant
countries a transition periddat couldvary in length according tthe country
concerned. Such a transition period would make it possible to cushion the
shock of price adjustment to the extemicessary and would avoid exposing
the applicant countries’ processing industry to excessive competition. In all
events, there would be no need durthgs period to provide diredhcome
supportsuch aghatresulting fromthe 1992 CAP reform. On thegher hand,

the applicant countries should hbeble to receive aidor developing their
agricultural and processirgfructures in order tgradually prepare them for

full integration into the common agricultural market.
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COHESION POLICY

The continued commitment to economic and social cohesiunh results
from thefirst part ofthis communicationmplies thatnew membestates as of
accession will progressively - and in line with their absorption capacity -
benefit fromthe co-financingunder theUnion’s structuralpolicies. Towards

the end of the next period tiancial perspectives (2000 - 2006) it would thus
be possiblethat financial transfers from the structurgdolicies would be
comparable tahose attributed t@nion MemberStatedagging behind in their
development.

It is of utmost importance tdamiliarise the applicant countries with the
structuralpolicies’ principles angprocedures in order to prepatem before
accession for the progressive introductiorofon structuralpolicies. To this
effect - inthe context of theenhanced pre-accession strateggpplicant
countries should benefit from pre-accession assistance to prepare themselves.

It should also be pointed out that the high level of co-financing by the Cohesion
Fund (85%) should permit from tloaitset ofaccession and givehe existence

of a convergence programme, financing of important projects insaatbrs as
environment and #&ns-European networksvhich are crucial to their
integration into the Union.

IMPLEMENTING THE SINGLE MARKET

A fully operatingSingle Market is ofcrucial importance tdhe newmember
States as ibffers potential forgrowth and jobs. Hence the importance of
applying in advance of accessialt the elements othe White Paper on the
Single Market, through apecificprocedure. Only then fall application of a
Single Market without border controls is conceivable.

Possible difficultiesrelated to trade inagricultural products or tofree
movement ofworkers and of persons meneral shouldhot prevent thefull
implementation bythe candidate countries of the measures foreseen in the
White Paper related to the abolition of border controls.
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IMPLEMENTING ENVIRONMENTAL STANDARDS

Environment is a major challendger enlargementwhile the adoption of the
Union’s environmental rules and standards is essential, notie afandidate
countries can be expected comply fully with the acquisin the near future,
given their present environmental problems anthe need for massive
investments.

These problemsre far more severe thahose faced by presenMember
States. Theersistence of a gap betwdemels of environmental prettion in
present and newnembersvould distort thefunctioning ofthe Single Market
and could lead to a protectionist reactidrnis situation would affect the
Union’s capability to develop its environmental policy.

Nonetheless, effective compliance with Union environmestaidards would
necessitate, apart from importadegislative and administrativefforts, massive
investmentin the tenapplicant countries. Suclevels of investmentvould
appear unsustainable for national budgets even in the long terranidrewill
not be in aposition to cover thaesulting financing gap by thetime of
enlargement. Investment for the adoption ofabguis however, is one of the
priorities of the reinforced pre-accession strategy, fands the basis of the
reorientation of Phare.

This apparent impasse can be tackled through a two-fold approach:

- In partnership with the Uniomgalistic national long-term strategies for
gradual effective alignment should lbdrawn up andstart being
implemented in albpplicant countries before accession, in particular for
tackling water and air pollution. These strategies shouddntify key
priority areas and objectives to héfilled by the dates of accession as
well as timetable$or furtherfull compliance; ensuing obligations should
be incorporated in the accession treatd.new investments should
comply with theacquis

- Important domestic anidreignfinancialresources, in particular form the

private sector,will have to be mobilised isupport of these strategies.
The Union will be able to make only a partial contribution.
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TRANSPORT

Very important investment ithe applicants’transport infrastructure witave

to be made, to avoid bottlenecks resulting from increasing flows and to allow
for the full benefits of integration to besaped. Development dfansport
infrastructure is alsdikely to be a highpriority for the applicant countries
themselves. Investment needdriansport infrastructure will beery high and

an importantpart wll have to befinanced fromsources other thanational
budgets. Substantialupport will beneeded from th&Jnion for TEN-related
corridors.

Full adaptation to Union safety awthertechnical normsvill be necessary for
a smooth enlargement. On the whalperatorshould be able tbear thecost
of gradual adaptatiomvolving substantial renewal dieets. Howeverspecific
measures might be@eeded,mainly in the railway sector, to encourage a
favourable modal development in line withe orientations of th€ommon
Transport Policy, and to address the consequences of restructuring.

NUCLEAR SAFETY

The nuclear industry accounts for 30%etdctricity-generation in thapplicant
countries, on average, and m@&sich as80% insome countries. Most of the
power stations werebuilt using Soviet technology and daot meet
international safety standards.

The solution is not simply to close them down, as thegat@ll pose thesame

risk and thecost ofobtaining alternative energy supplies woulddxtremely

high. Several othe applicant countries have already begun constructing new
nuclearpower plantswhich they considethe leastexpensive way of meeting
growth-led energy demand and of achieving independence in the energy sector.

The Union mustprotect thelife and health of its present and futuwiézens.
This implies thathe applicants shouldo-operatdully in efforts to bring their
levels of nuclear safety up to internatiosédndards, in accordance with the
approach of the G7 since 1992. This implies that:

- Where western-designed nuclear plaat® in use(Romania and
Slovenia), developments should be monitored to erthateoperations
comply withthe appropriatsafety standardg.echnical assistance can
be provided if necessary.
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- Where thesafety of Soviet-designed nuclgaower stationswhich are
in operation or under construction, can be upgraded to meet
international safety standards, modernisation programmes should be
fully implementedover a period of 7-10 yeargThis applies to
Dukovany andTemelin inthe CzechRepublic, Paks in Hungary, and
certain units at Bohunice and Mochovce in Slovakia and at Kozloduy in
Bulgaria.)

- The timetablesigreed by the governments concerned, subject to certain
conditions, for the closure of non-upgradeable units must be respected.
(This applies to Bohunice in Slovakia, Ignalina in Lithuania and certain
units at Kozloduy in Bulgaria.)

- Meanwhile,the urgenimprovements calletbr by international experts
should be carried out.

The plant closure commitmengsven by Bulgaria and Lithuania ieturn for

loans granted byhe EBRD/Nuclear Safety Account were subject to certain
conditions. The Nuclear Safety Account Agreement entered into in 1993 by
Bulgaria provided fothe closure of the four units concerned at Kozloduy as
soon as otheduly specified energgourcesbecame availableThe necessary
work was to be completed by the end of 19@&s timing having slipped, it is

now thought thatinits 1 and 2 could be closed in 2001 and units 3 and 4 in
2001/2002. The Nuclear Safety Account Agreement concluded in @94
Lithuaniafor the closure ofwo units at Ignolina providetbr thefirst to close

in 1998 and the second in 2002; however, their operation could be extended
until 2004 and 2008 at the latest if certain criteria were fulfilled.

Slovakia hasnot taken onany international commitmentsoncerning the
closure of thetwo reactors concerned @ohunice, but the government
adopted a resolution in 199%hereby theseeactors would be closed down by

the year 2000 at the latest if the two new units under construction at Mochovce
have in the meantime entered into commercial operation.

Agreement should be reached mon aspossible betweerhe institutions
providing financial supportand each of the countries concerned onetimiest
practicaldate for the closure of theuclearpower stations in questicend a
supportprogramme to make their closure possible. These programmes should
be prepared by the EBRD, togethdth PHARE, EURATOM and th&Vorld

Bank, which should co-ordinate closely.

Such co-ordination should be extendedalbassistance and modernisation
operationsGiventhe amounts in question (some 4iflion ecus for themain
operations over ten years), thion will be able to make only a partial
contribution.
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The Union should co-operate closely with the safety authorities of the countries
concerned to createciimate favourable to nuclear safegnd shouldsupport
their independence vis-a-vis the political authorities.

FREEDOM, SECURITY AND JUSTICE

Justice and Hom@ffairs becamepart of theUnion’s agenda wittthe entry

into force of the Treaty of Maastricht. The Treaty Avthsterdam transfers
some of these areas iffmmmunitycompetence and reinforces cooperation in
the residual thirgbillar areas. It moreover integrates the Schengen agreements
into the Treaty on the European Union. All applicant countries aredryiag
degree confronted with thehallenges othe fight against organised crime,
terrorism, trafficking in women and drugs.

The control of external frontiers and respectifdernational norms itfields
such as asylum, visaand immigration brings aradded dimension. The
geographical situation of some of the appiitsaexposes them to risks of
importing problems from their neighbours.

The impact of these factors dime presentnion is alreadyapparent. But the
enlargement ofhe Union provides an opportunity to address meifectively
common problems in thedelds whichaffectboth the presertnion and the
applicants.

Some applicant countries began determined reforms in this eara on.
Others have experienced delays notably due to changes in government. Overall,
their achievementboth inlegal terms and in practical implementatigaries
considerably.However thelack of trained and experienced manpower is a
common feature.

In thesefields institution building in the pre-accession period will also be of
utmost importance.

BORDER DISPUTES

Enlargement shoulshot mean importingborder conflicts. The prospect of
accessioracts as a powerfuhcentivefor the states concerned to settle any
border disputes. Th&tability Pact promoted by thenion betweerMay 1994
and March 1995 has also beetfluential in thisregard. Todayseveral
disputes, of low intensity, among applicants remain to be resolved.

- 68 -



The dispute between Hungary and Slovatv@r thedam onthe Danube is
before the Internationalourt of Justice,while the question of thenaritime
frontier between Lithuania and Latvia istive process dbeingsettled. Some

of the applicant countries also have unresolved disputes with third countries.
The Commission considerthat, before accession, applicants shoutke
every effort to resolvany outstanding border dispute amotigemselves or
involving third countries. Failing this they should agrethat the dispute be
referred to the International Court of Justice.

In any event, all candidate countries should therefore, before accession
negotiations are completedpmmit themselves to submit unconditionally to
compulsory jurisdiction, including advance rulingtbé InternationaCourt of
Justice in any present or future disputes of this nature, as Hungary and Slovakia
have already done in the abovementioned disagreement.

0. APPLYING COMMUNITY RULES IN ADVANCE OF ACCESSION

The applicant countries must abide by commitments they have made in the
framework of the WTO and the OECBut there have been mumber of
disputes between thgnion and certain applicant countries, in cases where the
latter have puinternational rules, such &se most favoured natiotlause or
certain trade arrangements, above pihevisions ofthe EuropeAgreements

and their future obligations asemberstates. Such an approach is contrary to
the spirit of gradual adoption dhe acquis communautaireStepping up the
pre-accession strategy should therefarelude finding solutions to these
problems.

The application before accession of cert@ommunity rules on competition
andstateaid is also needed. Thispliesthat theCommission should basked

to approveor, in any event, be consulted on national decisions by the
authorities in the applicant countries.

II. A STRATEGY FOR ENLARGEMENT

Negotiationswill define the terms and conditions omhich each ofthe applicant
countries accede to the Union. As in the pastp#sisfor accession will be thacquis
of theUnion as it exists ahetime of enlargementVhile transition periods ofiefinite
and reasonable duration may be necessary in certain justises, thebjective of the
Union should be that the new members applattggiison accession.
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This will ensure a balance of rights and obligations. The mewbers shouldccept
the basic obligations on accessiostherwise their right to participateilly in the
decision-makingorocessmay beput in question. The Union shoulabt envisage any
kind of second-class membership apt-outs. Goodoreparation formembership, on
the part ofall the applicant countries, is therefore falndamental importance. The
actual timetable for accessiorllvdependprimarily onthe progressnade byindividual
countries in adoptingmplementingand enforcingthe acquis. This should continue,
and be accelerated, in parallel with accession negotiations.

A successful strategy for enlargement thus needs to combine:
— negotiations, based on the principle thatabguiswill be applied on accession.

— a reinforced pre-accession strategy, dbbrapplicant countries, designed to ensure
that they take on as much as possible oattguisin advance of membership.

1. ACCESSION NEGOTIATIONS

Principles

The position to be presented by tbaion to the applicant countriewith
which negotiations are opened should be based on the following principles:

new members W take on thaights and obligations of membership on
the basis of thacquisas it exists at the time of accession;

- they will be expected to applyimplementand enforce thacquisupon
accession; in particulathe measuresecessary fothe extension of the
Single Market should be applied immediately;

- transition measures - bobt derogations may beagreed in the course
of negotiations, induly justified cases; they should ensure the
progressive integration of the nawembersinto the Union within a
limited period of time;

- during the accession negotiations, #pplicants’progress in adopting

the acquisand inother preparations fanembership will be regularly
reviewed on the basis of reports from the Commission.
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The negotiations wilbegin withthe screening of secondary legislation by the
Commission and each tfie applicant countries witkvhich negotiationshave
been openedrThis preliminarystage willidentify the main problem areas for
subsequent negotiation.

In the last accession negotiationwhich took place with particularly
well-prepared applicant countriedifficulties occurred in the conduct of four
separate, buparallel, accession conferences of an intergovernmeataie.
The Union’s arrangementsr the future accession negotiations will need to
take full account of thecomplexity ofthe mattersinvolved, the degree of
preparation of th@pplicant countries, aritie need fooverall coherence with
the reinforced pre-accession strategy.

Transition Periods

In its interim report onenlargement tahe Madrid EuropearCouncil, the

Commission indicated that the basis for accession iadfeisof the Union, as
it exists atthe time, but thattransitional arrangementsay beneeded in some
areas such as agriculture and free movement of pelsonstansition periods
should, however, be limited both in scope and duration.

REINFORCING THE PRE-ACCESSION STRATEGY

At the request of th®ublin European Councithe Commission is proposing
the reinforcement ofthe pre-accession strategy fall CEEC applicant
countries, whatever the statieey have reached the transition proces3his

will enable assistance to lbrected towards thespecific needs of each
applicant, with a view tdhe negotiations, in a coheremierall approach. In
this way,the Union will be able to providesupport forovercoming particular
problems identified itthe opinions, without the need for long transition periods
which would put into question theacquis and the economic andocial
cohesion of the Union as a whole.

The reinforced pre-accession strategy outlined belovivkasnain objetives.
First, to bringtogether thdlifferent forms ofsupport provided by th&nion
within a singleframework, theAccession Partnerships, andwork together
with the applicantswithin this framework, on thebasis of a clearly defined
programme to prepare fomembership, involving commitments by the
applicants to particular priorities and to a calendar damrying themout;
secondly, tofamiliarise the applicants withUnion policies andprocedures,
through the possibility of their participation in Community programmes.
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The existing pre-accessiatrategy is founded on theuropeAgreements, the
White Paper on the Single Market, the structured dialogue and Phare.

In thelight of the intensity ofcontacts between thdnion andthe applicants
during thecoming phase othe accession process, the framework of the
negotiations, the Europ@greements andhe Accession Partnerships, the
present structured dialogue no longer appears appropriate.

Most accession-related issues of principahcern to theUnion and the
applicants will be discussed bilaterally. the event thataccession-related
issues of a horizontalature arisevhich could advantageously be taken up in a
multilateral framework, an aldoc dialogue could be arranged tbis purpose
by the Presidency andhe Commission withthe ten Central and Eastern
European countries. This approach should enable the dialogue to fomushon
issues with a minimum of formality.

Pre-accession aid

In addition to Phare (ECU 1Mllion per year), the pre-accessiaid to be
granted to theapplicant CEECs fronthe year 2000will consist of two
elements:

- aid for agricultural development amounting to ECU &tilllon a year;

- structuralaid amounting t&ECU 1billion. This aidwould be directed
mainly towards aligning thesepplicant countries onCommunity
infrastructure standardsparticularly -and by analogy with the
assistance currently provided under tl@ohesion Fund -in the
transportand environmental spheres. It would alamiliarize these
countries with the arrangements for implementing structural measures.

Accession Partnerships

The new instrument of th&ccession Partnership will ibe key feature of the
reinforced strategy and withobilise allforms of assistance tthe applicant

countries in central and eastelBurope within a single frameworkor the

implementation of national programmespi@pare them fomembership of the
Union.
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Accession Partnerships would involve:

- precise commitments oine part of theapplicant country, relating in
particular to democracy, macro-economic stabilisation and nuclear
safety, aswell as a nationalprogramme for the adoption of the
Communityacquiswithin a precise timetable, focusing e priority
areas identified in each opinion;

- mobilisation of allresourcesavailable tothe Communityfor preparing
the applicant countries for accessiorhis means first anfbremost the
Phare programme but alsany new forms of assistancthat the
Community could provide in the context of futurdinancial
perspectives. Other resources couldnebilised from international
financial institutions forwork on standardsind the development of
SMEs. Phare could be used as a catalystdfinancingoperations
with the EIB, the EBRD and the World Bank with whom the
Commission will conclude framework agreements. Given the enormous
requirements, in particular in tfield of environment andransport, the
Commissiornsuggests that around 70 % of the PHargls be used for
investment.

The programme for adopting thacquis would be drawn up with the
Commission irpartnership with each of trepplicant countries. The priorities
set should initially correspond to the sectordentified as deficient in the
opinions. Worktowards the objectives would be covered byiradicative
timetable. The granting of assistance - the basis of annual financing
agreements - will be conditional @chievingthese objectives and on progress
made. Implementation othe programme would thus depend on strict
“accession conditionality” based on suitable evaluatiechanismsand a
continuous dialogue with the Commission.

The Commissionwould regularlyreport on progress to the Europé&awuncil.

The firstreportwill be submitted at the end of 1998 and then oraanual

basisthereafter. The progress of thpplicant countries ifulfilling the targets
setout in eachindividual AccessiorPartnership will serve as thmasis of the
reports. When aapplicant country is judged to hatdfilled the necessary
conditions to enter into accession negotiations anchbiaready doneo, the
Commission willforward a recommendation to thf@ouncil that accession
negotiations should be launched.
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Each Accession Partnership widke the form of &£ommission decision to be
taken after consultinthe applicant country concerned and with degard to

the opinions of the management committees involved in administering
assistance which has hitherto been granted from a range of different sources.

Preparation of the Accession Partnerships will begin in the second half of 1997.

Participation in Community programmes and mechanisms to apply the
acquis

As the applicant countries progressivedopt theacquisin preparation for
membership, they should be givenaoportunity to participate i€ommunity
programmes.

This is providedor in the EuropeAgreements and doemt raise problems of
principle. As these programmes encompass Qostmunity policies, covering
education, training, research, culture, environment, SMEs thadSingle
Market,they will provide a usefubreparation for accession familiarising the
applicant countries and their citizens witie Union’s policies and working
methods.

The problem is to make this participation effectioe all programmes. Iwill
be necessary, depending thve budgetary resources of each countrypenit
the Phare programme tomfinancethe applicant countries’ participation in the
programmes beyonthe 10% assistancdimit laid down by the European
Council in Essen.

The gradual integration of the Central and Eastern European countries into the
different programmes will enable their representatives to beooonefamiliar

with Community legislation and proceedings andatke advantage dflember
States’experience in areas such @slic procuremant, the right of residence

and VAT. Nevertheless, thdoes noimply giving decision-makingpower to
countries which are not yet members of the Union.

Theinvolvement of certain Community agencies or bodi#isalso helpbetter
prepare the adoption of tlaequis More frequent contactsithin these bodies

will enable certain problems to be resolved at a technical level. A special effort
will be made to familiarize the applicants with Community agencies, such as the
Medicines Evaluation anthe Environment Agencythe European Statistical
Office (Eurostat),and the Veterinary and PhytosanitaBffice, and with
certification and standardisation bodies.
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IV. CYPRUS

In July 1993 the Commission delivered a favourable opinion on Cyprus’s application

for membership. The European Council subsequently reaffirmed on several occasions,
most recently at Florence in June 1996, that accession negotiations with Cyprus should
start six months after the conclusion of the IGC.

1. ECONOMIC DEVELOPMENT

In its 1993 opiniorthe Commissionnoted theRepublic of Cyprus’s advanced
level of development and economitlynamism. This stilholds good withfull
employment(2.5% jobless rate), moderatanflation (3%) and public debt
standing ab3% of GNP in 1996. The southepart of the islandhould not
encounterany major problems imdopting theacquis communautairer in
coping with competitionnside the EU. However, there is meed toalign
regulations and practices in tfieancial sector morefully with thosewhich
apply inthe Union and to reinforceo-operation and controls &l areas of
justice and home affairs.

In northern Cyprus the trends observed by @menmission in 1993 remain
unchanged. Average inconper capita is about ECU 3 600 pamnum, one
third of that of the southern part of theland. The economy ibecoming
increasingly dependent on tipeblic sector,which ultimately meandénancial
transfers from Turkey. Investments remain low despitdutean and natural
resources.

2. PROSPECTS FOR A POLITICAL SETTLEMENT

The 19930pinion noted thecontinuing division ofCyprus. Effortssince then,
chiefly under UN auspices, tavork towards apolitical settlement, in
accordance with various UN proposals, hawé achievednuchprogress. The
UN conductedintensive contactswith the leaders of théwo communities
during thefirst half of 1997 which haveow led to face to face talks between
them under UN auspices. There is a chance to rpa#igress before the
Presidential elections due in Cyprus in February 1998.
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The shape of a settlemesstablishing a bicommunahd bizonal federation, is
well established,and supported by th&nion. A number ofoptions for
constitutional and territorial arrangementsrplement it have beeexplored,
and thebeginnings of a possibleonsensus have sometimes been discernible.
But therehasnot hitherto beersufficient incentivefor thetwo communities to
reach agreement.

The Union is determined tplay apositive role inbringing about a just and
lasting settlement in accordance witie relevant United Nations Resolutions.
The status quo which is at oddgh international law, threaterise stability of
the island, the region anchas implicationsfor the security ofEurope as a
whole. The Unioncannot, and doesot wish to, interfere in thenstitutional
arrangements to be agreed between the palBigst is available to advise on
the compatibility of such arrangements withe acquis of the Union. The
prospect of accession, whogelitical and economic advantagese now
becoming clear to Turkish Cypriots a&ll as toGreek Cypriots, can iitself
provide such an incentive.

RELATIONS WITH THE EUROPEAN UNION

The timetable agreed for accession negotiations to start with Cyprus means that
they couldstartbefore a political settlement isached. The Union shares the
view expressed by the UN Secretary Genetfaht the decision to open
negotiations should be seen as a positive development which could promote the
search for a political settlement.

Negotiations on accession would be facilitateduifficient progress isnade
between the parties in conta¢kss year undethe auspices of th&nited
Nations to allow representatives tfe Turkish Cypriotcommunity to be
involved inthe accession process. Agreement goolitical settlement would
permit a faster conclusion the negotiations. If progress towardsedtlement
is notmade beforghe negotiations are due begin, they should be opened
with the government of thdRepublic of Cyprus, aghe only authority
recognised by international law.
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V. THE EUROPEAN CONFERENCE

Enlargement is a loaterm processaffecting the whole of Europe. The
MemberStates of théJnion andall those European countries aspiringitembership
and linked to itthrough an association agreement should be browogfether in a
single forum.

The European Conference would provide an opportunity for consultations on a broad
range of issuesrising inthe areas of th€ommon Foreign and Security Policy and
Justice and Home Affairs.

With regard to the CFSP, the conference would provide a framework for dialogue on
international problems of common concern, such as relations with Russia, Ukraine and
other CIS countrieand European security. The conference weuldble participating
countries to benvolved more closely inthe preparation antginplementation of joint
actions, declarations and demarches. This wouldriborte to theoverall weight and
coherence of decisions and actions taken under the CFSP.

In thefield of Justice and Hom@ffairs, the Union andthe otherparticipants in the
conference shammanyconcerns in areascluding the fight against organised crime,
terrorism, corruption, drugafficking, illegal armssales, money laundering anliegal
immigration. TheEuropean Conference wouiakilitate cooperation betweenational
authorities, including police and judicial officials, and cooperation with Europol.

The Conference would meet each yeathatlevel of Heads ofState orGovernment
and the President of the Commission and, where necessary, ministerial level.

VI. RELATIONS WITH TURKEY

Turkey'’s eligibility for EU membership, first raised ithe 1964 AnkaraAssociation
Agreement, was reiterated in tl@ommission’s 1989 opinion on TurkeyE987
application formembership. On 29 April 199the EU-Turkey Association @uincil
reaffirmed Turkey'seligibility and confirmedhat Turkey will bejudged by thesame
objective standards and criteria as other applicants.

The entry into force of the custorasion on 31 December 1995 marked a majep
forward in relations between the EU and Turkey. The custonisn is working
satisfactorily and provides a soudsis for the further development aklations
between the EU and Turkey. Howevpolitical circumstances havet sofar allowed
for the pursuit offinancial co-operation angolitical dialogue, asagreed when the
customs union decision was taken on 5 March 1995.
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The Turkish economyasgrown rapidly inthe last ten years$:ollowing the entry into

force of the customgniontotal EU-Turkey traddas increased from 22 Becu in 1995

to an estimated 27 Becu in 1996 (with an estimated EU surplus of 9 Becu). The
customs union has demonstratée Turkish econonig ability to copewith the
competitive challenge of freeade in manufactured gats, aswell as the trade,
competition, and intellectugbroperty components of thacquis communautaire
However, macroeconomianstability continues to givecause for concern. Over the
past decade, Turkdyas been unable toreak thecycle of inflation, public spending
deficits and currency depreciation. Téteuctural causes of macroecononmstability

need to be tackled e.g. byiprovingthe efficiency oftax collection, restructuring and
privatizing public sector enterprisesyeforming the ®cial security system and
reviewing publicexpenditure. Efforts are also neededbting abouteconomic and
social cohesion, to modernize agriculture and to focus more on investment in
infrastructure and human capital.

In political termsTurkey has a government and parliament resulting from multi-party,
democratic elections and an administration capabfeanfing andapplying legislation
compatible withthe acquis communautaireDespite political recognition dhe need
for improvement and certain recéegislative changes, Turkeyecord onupholding
the rights of thendividual and freedom of expressidalls well short of standards in
the EU. In combating terrorism in the south east, Turkey neesletaise restraint, to
makegreater efforts to uphold thele of law and human rights andfiod a civil and
not amilitary solution. Persistent cases tirture, disappearances and extra-judicial
executions, notwithstanding repeatedfficial statements of the government's
commitment to ending sucpractices,put into question the extent tavhich the
authorities are able to monitor and control the activities of the security forces.

Recent developments in the administration tededucatiorsystem, whilentended to
strengthen secularism, nonetheless undettiree particular role of themilitary in
Turkish society. The National Security Council has a specie under the
Constitution in thdormulation and implementation of national security policy and the
Council of Ministers is required to give priority to its decisiofisere areambiguities

in the Turkish legal system with regard to civilian political control of the military.

The further pursuit of democratization in Turkey should be accompaniedfiby a
commitment to resolve a number of problemthim region. As was pointezlit at the
EC-Turkey Association Council on 28pril 1997, tensions in thédegean can be
overcomeonly through the settlement of thesues between Greece and Turkey in
accordance with international lamgcluding means such dle InternationaCourt of
Justice, as well as through goeeighbourly relations anithe rejection of the threat or

use of force in accordance with the UN Charter. Moreover Turkey should contribute
actively to a just and lasting settlementtoé Cyprus question in accordance with the
relevant United Nations resolutions.
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The EU should continue tsupportTurkey’'s efforts to resolve its problems and to
forge closerlinks with the EU. The Association Agreement and the customs union
provide the foundations fobuilding an increasinglyclose political and economic
relationship which should evolve in parallel witime democratization processside
Turkey, progress towardasting good-neighbourly relatiotewards Greecand the
achievement of a just and lasting settlement in Cyprus.

A number ofproposals designed tiake therelationship forwardare setout in the
Commission’s communication tihe Council onthe future development a€lations
with Turkey (COM(97)394). As requested by th@ouncil on 24 MarcH997,they
aim totake therelationship beyonthe customanion inthe light of the decisions of
the April 1997 Association Council.

Several of the proposatait forward by the&Commission willrequirefunding from the
Communitybudget. Without it most of these proposals cannaimpéemented. The
Commission considetfat thespecial financial regulatiodesigned to accompany the
customs union should kedopted as soon gmssible. It alscotes thatMEDA is
availablefor financial co-operation with Turkey antitusts that theconditions will be
established for the full use of this instrument.

VIl. FINAL RECOMMENDATIONS

1. The Commission inviteshe Council toendorse the approach to ttieallenge of
enlargement set out in this communication.

Enlargement, as thémsterdam Europeari@ouncil indicated, is annclusive
procesembracingall of the applicant countries. The overallocessncludes the
opening of accession negotiations withividual countries, according to the stage
which each haseached irsatisfyingthe basic conditions of membership and in
preparing for accession; and aocompanying frameworkhich consists of the
reinforcement othe pre-accession strategy for countries of Central and Eastern
Europe, asvell asthe creation of anultilateral forum ofcooperation in théorm

of a European Conference.

2. As regards the opening of accession negotiations, the Eur@pmancil has
already concludethat they should commence with Cypras months after the
end of the Intergovernmental Conference.
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3. Concerning the countries of Central and Eastern Europ€gtinenission has now
presented in its Opinions an objective analysighélight of the criteria laid down
by the Copenhagen Europe@ouncil. TheCommission considerhat none of
them fully satisfy allthe criteria at the presetime. However,nine countries
satisfy the political conditions,while certain countries have madeifficient
progress towards satisfying the economic conditions and those relatedtbehe
obligations of membership.

In the light of its analysis,and in accordance with their respective merits, the
Commission considers that HungaBpland, Estonia, the Czedkepublic and
Slovenia could be in a position gatisfy allthe conditions omembership in the
medium term if they maintain and strongly sustain their efforts of preparation.

The Commission underlineghat a decision to open accession negotiations
simultaneously witlthe countriesnentioneddoes noimply that negotiationsvill

be concluded simultaneously. Thiing of the conclusions of accession
negotiations will depend in largert on theaccomplishment afhe further efforts
required from each applicant country in the respective opinions.

4. On this basighe Commission recommendbBe Council toopen negotiationgith
the following countries (listed in chronologicatder oftheir accession requests):

Hungary

Hungary presents the characteristics of a democracy, with gtatiitions
guaranteeing the rule of laviaumanrights, and respect for and protection of
minorities. It can beegarded as &unctioning market economy, and should be
able tocopewith competitive pressure and market foreathin the Union in the
mediumterm. It would be capable the mediumterm of taking on thacquis
particularly of the Single Market, provided that itcontinues its efforts of
transposition and implementatiorHowever, particular efforts will be needed in
the fields of environment, customs and energy. Further reforms will also be
necessary fothe country to have the structuresaaply and enforcéhe acquis

Poland

Poland presents the characteristics of a democracy, with Stailgitions
guaranteeing the rule of laviauman rights andespect for and protection of
minorities. It can beegarded as &unctioning market economy, and should be
able tocopewith competitive pressure and market foreathin the Union in the
mediumterm. It should beble inthe mediumterm to participatdully in the
Single Market, provided that it continues its efforts on transposition @iciipas
and intensifies work on its implementation.

-80 -



However, particular effort anshvestment will be needed to mdée acquisin
sectorssuch as agriculture, environment atndnsport. Furtheadministrative
reformwill also be indispensable if Poland is to h#we structures tapply and
enforce theacquiseffectively.

Estonia

Estonia presents the characteristics of a democracy, with staileitions
guaranteeing the rule of laviauman rights andespect for and protection of
minorities. However, measures need to be taken to accelerate the naturalisation of
Russian-speaking non-citizens, to enable them to bedmtier integratednto
Estonian society. It can be regarded as a functioning market economy, and should
be able to makéhe progressiecessary to cope with competitive pressure and
market forceswithin the Union in the medium term. Estonia hasmade
considerableprogress in transposing anidhplementing the acquis relating
particularly tothe Single Market. With further effort itshould become able to
participatefully in the single market in thenediumterm. Particular efforts,
including investment, iV be needed to applyhe acquisfully in sectorssuch as
environment.  Strengthening ofhe administrative structure will also be
indispensable iEstonia is to have the structuresaaply and enforcéhe acquis
effectively.

Czech Republic

The Czech Republipresents the characteristics of a democracy, wiéile
institutions guaranteeing the rule of lalwuman rights andespect for and
protection of minorities. It can be regarded dsrectioning market economy, and
should be able to cope with competitigeessure and market forcesthin the
Union inthe mediumterm. It should be capable ihe mediumterm of applying
fully the acquisrelating tothe SingleMarket, provided that itontinues its efforts
on transposition anohtensifieswork onits implementation.However, particular
efforts, including investment, will beeeded to meet trecquisin sectorssuch as
agriculture, environment and energfurtheradministrative reform will also be
indispensable ithe CzecHRepublic is to havéhe structures tapply and enforce
theacquisfully.
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Slovenia

Slovenia presentshe characteristics of a democracy, with stainistitutions
guaranteeing the rule of laviaumanrights, and respect for and protection of
minorities. It can beegarded as &unctioning market economy, and should be
able tocopewith competitive pressure and market foreathin the Union in the
mediumterm. Howeverconsiderable efforts will be needed take over the
acquis particularlyfor the effective application othe Single Market. Important
progress will be needed in thelds of environment employmeand sociakffairs
and energy. Further reforms will also ihdispensabldéor Slovenia to equiftself
with administrative structures to apply theguiseffectively.

Slovenia hasot yet ratifiedthe EuropeAgreement, although its government has
committed itself to obtaininghe necessary modification dhe Constitution and
ratification of the Agreement asoon aspossible; such action othe part of
Slovenia should be considered a precondition the opening ofaccession
negotiations.

As regards theeinforcement othe pre-accession strategy, tbaion is firmly
committed to working with each of the PEC&pplicant countriesnotably
through the Accession Partnerships, to overcome the difficulties which they face in
preparation formembership, and whiclare identified in the Opinions. The
Commission willreportregularly tothe EuropearCouncil onthe progressnade.
The firstreport will besubmitted at the end of 1998 and then orammual basis
thereafter. The progress of thpplicant countries ifulfiling the targets set out
in eachindividual AccessiorPartnership will serve as tHmasis ofthe reports.
When an applicantountry is judged to havelfiled the necessary conditions to
enter into accession negotiations and has not already done so, the Commiiission
forward a recommendation to ti@ouncil that accession negotiations should be
launched.

In place ofthe existing structured dialoguemultilateral meetings with the
applicant countries of Central and East&urope could be arranged by the
Presidency andhe Commission to discusaccession-related issuesher than
those arising in the individual accession negotiations.

The overall framework should be completed the creation of a European
Conference, to address issues related¢doperation in thdields of Common
Foreign and Security Policy, and Justice and Honfairafthe Conference would
comprise theMember States of theUnion andall those European countries
aspiring to membership and linked to it through an association agreement.
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PART THREE:THE NEW FINANCIAL FRAMEWORK (2000-2006)

l. WHAT IS AT STAKE

Since 1988he Communitybudget has been containethin a mediurmterm financial
framework accepted jointly by the Council, Parliament #w@dCommission. Subject to

a guaranteecteiling of own resourcesthis arrangement haproduced asteady
evolution in the broad categories of expenditure in accordance with the priorities set
for the development of Community policies. The rules@modeduresvhichwerealso

laid down by interinstitutional agreement have undoubtdaiiped to ensure more
trouble-free annual budgetary procedures.

This financialframework system hademonstrated itezorth in political, economic and
budgetary circumstanceghich haveafterall undergone far-reaching changer the
past decade. It is th€Eommission’sstrong opinion that this arrangement must be
continued.

The newfinancial framework to be laid down for the periadmediatelyafter 1999
will have to provide coherent coveragajithin reasonablebudget limits, for the
development of Community policies artde impact of the Union taking in new
members, along the lines set out in this communication.

An assessment needs also to be made of whittherurrentinancing system should
be amended, in particular to take account of likely changes in budgetary circumstances.

The new financial framework will have to satisfy three major concerns. It must:
- cover a sufficiently long period of time;

- be capable of financing essential requirements;

- ensure the sound management of public finances.

The Commission is assuming thtitere wil be afirst wave of accessiortewards the
middle of the period covered by the new financial perspective (2000-2006).
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1.

COVERING AN ADEQUATE PERIOD

The period covered by the néwancialframework must be long enoughdater
for:

— the likely impact of changes to certain Community policies;

— the impact of the first enlargement andthe subsequentransitional
arrangements for the countries concerned;

— the development of pre-accession aid for all the applicant countries.

The period to be covered is therefore 2000-2006.

FINANCING ESSENTIAL REQUIREMENTS

The reform of theeommon agricultural policy to makerntore consumer-friendly
will, in the first instance, entail additional expendituidowever, given the
content of the proposed reform, these cebtauld be relativelyow and theevel

of agricultural expenditure should be stabilized.

The existindiifteen MembeilStates willcontinue to give priority to cohesion with
greater thematigyeographical an@inancial concentration of aid. There will also
be efforts to improveefficiency throughsimplification of the implementation of
aid, improved division of responsibilities and systematic evaluation of results.

Other Union priorities whose financial implications will have to be accommodated
in the new framework are:

- the development of aumber of internal policies intended to serve priority
objectives shared ball the Member Statesand where there is an obvious
added value;

- giving the Union a higher profile onthe world stage, bycontinuing
cooperation with third countries, economic and financial development aid and
humanitarian aid;

- financing amodernized Community administratiomhere humanresource
and financial costs will be kept under control.
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The new accessions will entail substangakra costs for theexisting fifteen
members. However, enlargement li&kely to take place in stages. Prior tihis,
pre-accession aid will bestepped up to support theecessary adjustment
processes in the applicant countries and to spread them over time.

SOUND MANAGEMENT OF PUBLIC FINANCES

Public finances will have to beept on a tightein in all the Member States in
order to consolidate sound growth. The same applies to the Community budget.

This budgetary discipline is not incompatible wiitle considerable challengésat
will have to be met by the new financial perspective.

There are variousmdicationsthat it should be possible tcover thedevelopment
of priority measures to be financed frahee Communitybudget over the period
2000-2006 withoutaisingthe own resourceseiling from its level of 1.27 % of

GNP.

* The 1999 budget should be adopted well beneath the keéififg, leaving a
fairly substantial margin right from the beginning of the period.

*  With economicgrowth forecast to beunning at2.5% ayear forthe period
2000-2006 for thexisting fifteen MembeBtatesand at 4% a year between
now and 2006 for thapplicant countries, ithe own resourceseiling is
maintained at its 199®vel interms of GNP, by the end of the period there
would be potential additionagsourcesslightly in excess of ECU 20illion
(1997 prices).

* Disregarding pre-accession aid andtbebasis ofthe working asumptions
used, thanitial round of accessions wouttbt begin to have anpudgetary
impact untilabout 2002-2003. lanycase, transitional arrangements will be
in force, particularly asregards the&eommon agricultural policythrough the
rest of the period covered by the financial perspective. Allocatiotisetoew
members for structural measures will only increase gradually.
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DEVELOPMENT OF EXPENDITURE

Expenditure needs have been estimated tlom basis of the expenditure
classificationused in the currentinancial framework under thdollowing six
major categories:

The common agricultural policy, expenditure on which is limited by
the agricultural guideline

Structural actions

Other internal policies
External action
Administrative expenditure

Reserves (monetary reserve and reserves for emergency aid and loan
guarantees)

Where appropriate, requirements have been broken dowthoge needed for
the existing fifteen Membef6tates pre-accession aid and expenditioéowing
the accession of new Member States.
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1.

AGRICULTURAL EXPENDITURE

Maintaining the current method of calculating the agricultural guideline would not
pose any difficulty in covering identified agricultural expenditure needs.

Expenditure under the reformed agricultugadlicy for the existing fifteen
MemberStates would cover:

- market intervention measures aegport refunds; followingthe reform
(which is to bring Community pricedoser to prices on the world market)
these costshouldfall by about ECU 3.7billion (1.4 billion for cereals,
1.2 billion for beef and0.9 billion for milk products) by theyear 2006
compared with what they would be if there were no reform;

- direct compensatory aid; here the refoxith entail additional expenditure
of about ECU 7.7billion by the samedate (1.7billion for cereals,
4.1 billionfor beef,3.0billion for milk productsand a saving of.0 billion
as a result of direct payments for silage maize being abolished);

- existing accompanying measures (agri-environment, afforestaaoty,
retirement); about EC.8 billion a year plusthe new ruradevelopment
accompanying measures and the horizontal measuresfishessector
(FIFG), costing from 1.9 to 2M8illion a yearover the periodwhich are to
be taken over by the EAGGF Guarantee sectionjthat occasion a
proposal will be made fothe appropriate adjustments to tBAGGF
financial regulations.

At the same time, agricultural expenditure for the applicant countries would comprise:

Pre-accession aid, currently estimatedalabut ECU 500million a year, for
modernizing farms and agri-foodstuff distribution channelghia applicant
countries. Followinghefirst accessionghe total amount allocated firis aid
would remain the same, meanithgit each of the countrie®t due to joiruntil
later would receive more.

Expenditure relating tahe accession of the neMiember States to market
organization measures (estimated at betwédnand 1.4 billion a year),
enhanced accompanying measures and special modernization aid following on
from the pre-accession measures ddditional amountising from0.6 to 2.5

billion over the period from the time of accession).
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Application ofthe guideline as istands would leave marginthat wouldgrow from
2003 onwards, to reach a very substantial amount by the end of the period.

There are iranycasegoodreasons foleaving a large margin iorder to covemarket
uncertainties and to enaldlee reform of thecommon agricultural policy to continue
before the end of the period covered byfthancial perspective. In addition, it should
be made feasible idue course to put aend to transitional arrangements for new
Member States. TheCommission nevertheless finds, irrespectivetlté accession
effect (ECU 1.3illion to ECU 1.4 billion), that it inot theright moment to review
theway the guideline is calculated novlut that thessue should be reviewed in about
2005.

2. STRUCTURAL EXPENDITURE

Financingfor structural operationsncluding those for the neviMember States,
would be maintained, in relativerms, at the 199fvel, namely0.46% of the
Union’s GNP. The totahllocation for the period 2000-2006 would therefore be
ECU 275 billion at constant 1997 prices.

Of this amountECU 210 billion would be allocated to the Structufalinds
proper formeasures in thexisting fiteen Membe$tates ifine with the changes
proposed above:

- about two thirds would be allocated foreasures in Objective 1 regions,
including the transitionalschemedor regions above th&5% threshold in
terms of GDP pemhabitant, whichwould be gradually phaseaut of the
Objective 1 arrangements;

- the remainder, for measures undéner objectives, wouldslightly decrease
over the period at theame time as concentratiggeaterfunds on asmaller
target population; this would be doneithout prejudice tothe new rural
development accompanying measures whare now included in the
agricultural guideline.

Generally speaking, and particular in areas wher€ommunity aid is to be
appreciably reduced, ways will have to be developed to get the best leivenage
operations funded bhe Communitybudget byusing public-privatgartnerships
as well as combining subsidarrangements, loans and venture capital
contributions.

The new MembeStates wouldeceive aotal allocation of some ECU 4billion,
to be phased in over the period and accountingafmut 30% of the total
allocation for structural measures by the end of the period.
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Pre-accession aid, to be drawn from the ECWilibn allocation for the new
MemberStates, would benade available frorthe year2000. This assistance, to

be granted at a constant rate of EChlllibn peryear, wouldinitially be granted

to all theapplicant countries and would subsequently be focused on countries due
to join the Union at a later stage. It woulddvenarily intended to help bring the
applicantcountries’ infrastructures up @ommunitystandards, particularly in the
transportand environment fields, alonthe lines of existing Structural Fund
operations.

The allocation for the Cohesion Fundlivbe ECU 20billion. A review of
eligibility under the criterion oper capita GNP beinglower than 90% of the
Community average will be carried out half-way in the period.

OTHER CATEGORIES OF EXPENDITURE

The proposediguresfor agricultural and structural expenditure and for the own
resourcegeiling are determined by reference to tirewth inCommunityGNP,
which must also be thé&enchmarkfor determiningthe development obther
types of expenditure.

The 1999 budget shouldave significant margins belotle ceilings incategories
3 to 5. Theceilingscould then bemaintained in realerms at thesame level in
2000 and would not need to be increased until after that date.

The growth inexpenditure under categories 3 to 5 from 2000 onwards must be
looked at in thdight of the specificfeatures of the measures concernedtaed
future development, awell as inthe light of enlargement, which will affect
expenditure on different policies in different ways.

Internal policies

The development of internal policieser the period covered by the nérancial
perspective will have to satistywo considerations, bottlesigned to enhance the
effectiveness of measurezken atCommunity levelFirst, the resourceavailable
for internal policies will have to beargeted so thathey are not wasted on
measuresthat areunlikely to have a significanimpact. At thesame time,
allocationsmay beincreased faster than GNffowth for certainprogrammes,
which have been given priority becausetioé value-addedhey derive from
Community-levelaction, forexample interms of growth.employment and the
development and dissemination of new technologies. Wbigd essentially mean
the trans-European networks, research, educatiornraiméhg, the introduction
of environment-friendly technologies and measures to support SMEs.
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Regardless of enlargement, redirecting internal policies in this wayd in
overall termamean raisinghe category &eiling slightlymore than the rise in the
GNP of the fifteen Member States.

The effect of enlargement will vary from programme to programme. Although
increases in line witthe new countries’ GNP would be appropriate fayomd
number of programmes, requirememtay begreater in certain areabhis will be

the case fopolicies wherehe population or the language concerned are more
relevant as criteria than GNP (education #&mathing, culture, informatioretc.).

The development of the trans-European networks will almessarily have a
different dimension in an enlarged Union. dddition, all the programmeshat
contribute to the propdunctioning ofthe Single Market, andwhich are at the
heart of Community action (such as statistics, standardization, administrative
cooperation and controls in agriculture afisheries) are alsolikely to be
substantially affected by enlargemertior to enlargementhe Phare programme
will finance the applicant countries’ participation in certain internal policies,
including the research anéchnological development programme past of the
pre-accession aid, but ontteey have joined, this funding will have to cofmem
within category 3 for the new Member States.

This meansthat theincrease inthe allocations forinternal policies following
enlargement will have to be more than juspioportion to the newnembers’
GNP. Theincrease Wl not only have to financemeasures in the new
MemberStates, bummust also enablhe Union to cope efficientlwith a broader
and less homogeneous what&hout crowdingout operations in theexisting
Member States.

The upshot ofthis is that theceiling under category 3vill have to risemore
rapidly than the GNP of the enlarged Community after the first accessions.

External action

From the beginning ofthe next period, theCommunity should pay special
attention to the development of pre-accession aid, one of teetiobg of which,
in addition to the measures under categories 1 and 2, lielpofinance the
applicant countries’ participation @ommunity programmesncluding research
programmes. After thirst accessionghe total amount ahis aid shouldemain
stable at ECU 1.Billion and be concentratezkclusively onthe countries due to
join at a later date.

As regards other external action by the Union, mti@astwith what was done for
the last enlargement, there will be increase based dhe new countries’ GNP,
since the acceding countries will have been in receipt of externalpaior to
accession.
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For thewhole period 2000-2006 theeiling for category 4 should therefore on
average rise istepwith the GNP of theexisting fifteen Membe6tates. Irthis
way, the Community will be able to develop its internatior@operation, in
particular with its closest neighbours, such as the former Swepeblics, the
former YugoslaviaAlbania,the Mediterranean countries and Turkey. It ai#io
be in a position to step up ismanitarian aid, givethe primary responsibility it
has acquired in thisrea. This assumeshowever, that ndarge increases in
Community financingor thecommon foreign and security policy will be required
in the coming years.

Administrative expenditure

The Commission’sefforts to modernizehe way it operatesshould make it
possible tokeepany increases in administratiexpenditure withirtight limits.

The ceiling for category 5 may therefore rise more slowly than the fifteen Member
States’ GNP, ifall the institutionsapply the same budgetaryliscipline. This
allocation will have to coveitems such asuildings programmes already under
way and pension commitments which will risediyout ECU 25@nillion over the
period.

In contrast,enlargementvill involve an increase inosts proportionatelarger
than theincrease iINGNP provided by the neMember States. Thenstitutions

will have to be equipped tawork in new languages, to assume a bigger role in a
more diverse&Community and taaccommodate nationals frothe newMember
States.

The Commission, nonethelessglsthat if theentry of the newMember States
into the various institutions isnade a sufficientlygradual process and is
accompanied bthe necessary rationalization measutég,overall administrative
expenditure ceilingafter taking enlargement intaccount,may increase more
slowly than the GNP of the enlarg&€bmmunityover the whole period 2000-
2006. This would make it possible teeduce therelative cost of running the
Community institutions.

Overall development of categories 3 to 5

The guidelines proposed aboymint to different development®r the three
different categories. However, between 2000 and 2006pveeall rise in these
headingdaken togetheshould beslightly below that of the GNP of thenlarged
Community.
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4.

RESERVES

The monetary reserveyhich was set up in 1988and the guarantee and
emergency aid reserves set up in 1993 have, by and large, operated effectively.

It should, however, be possible to reduce the reserves during the coming period:

¢+ Thephasingout ofthe monetary reservey 2003 should be possible view
of the reform of theommon agricultural policy, which supposed tdoring
Community pricedor several majoiproducts into linewith world market
prices, thereby significantly reducing the Community budget’s vulnerability to
fluctuations in the dollar.

¢+ The emergency aideservecould becut back to ECU 20fillion. This
reserve has beesystematicallyused to supplement allocatioasailable for
external action and this rurunter to proper budgetadiscipline. The
relevant items underategory 4 should bgiven bigger allocations and the
emergency aid reserve shouldrestored tats originalrole as a reserve to
be mobilized to deal witkituationsthat weregenuinely unforeseeable when
the budget was drawn up.

PROPOSED REFERENCE FRAMEWORK

The figuresfor the broad categories of expendit{reterms of commitments) at
1997 prices produce d7% increase between 1999 and 2006 in total
appropriations for commitmentsyhich is lessthan the growth in GNP (24%
according to forecasts for tlsameperiod, taking account of thigst wave of
accessions). However, because ittease inotal commitments will be lower
than in the preceding period, tirecrease in payments would be more marked
(20,5%) and the appropriations foommitments/appropriations fgrayments
ratio would tend tdall in relation to what was used for drawing up the current
financial perspective.

A significant marginwould, nonethelessremain availablebeneath an own
resource<eiling maintained at.27% ofUnion GNP. This wouldmostlikely be

more thansufficient to cover requirements should econongiowth turn out
lower than forecast. There are amy casegood reasons forleaving such a
margin:

- The integration of thapplicant countries wilhot have been completed by
the end of the next period. It would therefore wise to leave some
resourceswvailable tocover the end of the transitional arrangements for the
first wave of new countries and the subsequent accessions.
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- Political circumstances permittinghe issue of includingthe EDF in the
budgetmay come up again 2005, even thouglthis would not have a
significant impact orthe appropriations fopayments required until some
time later.

II. THE FINANCING ARRANGEMENTS

Over the period covered by the néxiancial perspective, it is possible to face the
challengeposed by thaecessary reforms of sometbheé most importan€Community
policies andthosederiving from a first wave of accessiomsthout exceeding the
existingown resourceseiling (1.27% of GNP). As a result, there aretechnical or
legalreasonavhich impose a modification dhe decision athe basis ofthe financing
arrangements. The current own resoudsession will remain irforce as long as it is
not modified by a new one.

The question of the opportunity of proposingnadification ofthe currentfinancing
arrangements rests therefore on an assessment of their current and expected
performance. This assessment will havetake into account the fact that a
modification of the own resourceslecision would requiraunanimity among the
Member States and ratification by national parliaments.

1. THE FUNCTIONING OF THE SYSTEM

As demanded by Article 10 ¢he own resourcedecision,the Commissionwill
present in the course of 1998 a full report on the functioning of the own resources
system covering also the mechanism used to reduce the contributiori it
Kingdom andthe possibility to introduce a new own resource.ist however,
already possible, even at this stage, to draw some broad conclusions.

The current arrangementave providedhe Union with an adequate amount of
financial resourcesand looklikely to do sofor the period covered by the next
financial perspective. Thenargin availableinder the own resourcesiling has
never beerfully utilised. This has beeatue to various factors such sgstematic
underspending,e.g. in the agricultural area, anddelays in carrying out
commitments,e.g. in structuralspending.  Since 199the reduction in the
increase in expenditure, measured as a percentdgi®fhas beerthe result of
cautious budgetary decisions, in line witie budgetary consolidation efforts of
the Member States,. These trendsgcombined withthe increases irthe own
resourceceiling for the years1997-99, are creating margin which will help to
accommodate a first wave of accessions.
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The last modification othe own resourcedecision, whose effect hadarted
being felt from 1995 omards, has made thsystem more equitable Hyinging
national contributions more in line withe shares in GNP. The weight of the
VAT resource, whosgield is porly correlated with contributive capacity, is
beingreduced. Whereas in 1992 the VAT resoustiérepresented 61.6 % of
the total resources put at theptisal ofthe Union, in 199@his share was down
to 51 % and is expected throp to about 33 % by 1999.The increase in the
relative share ofthe GNP contribution, howevehas been less rapid than

anticipated as actual Union spending (and contributions) is increasing less than

what is allowed bythe own resourceseiling and less than what hdoeen
anticipated in 1992. While some improvement ithe “fairness” of the financing
system has already taken place, the largest part is still to come.

The share of th€ommunitybudgetfinanced bythe socalled “traditional own
resources” (custom duties and agricultueafies) has also continued to decline.
In 1992 these resourcssll represented 22 % of total receipts, but in 1889
are expected to drop below 15 %.

2. THE INTRODUCTION OF A NEW OWN RESOURCE?

The trend described in the previous paragraph often promptiethand for the
introduction of a new own resource itwreasehe percentage of tax-based own
resources. The VAT and GNP contributions are perceiveddogberStates as
transfers fromthe national exchequers amibt asreal own resources of the
Community.

However, the introduction of new own resourct#l presents technical and,
aboveall, institutionalobstacles. One important consideratiothet thefiscal
autonomy of théJnion wouldnot besignificantlyenhanced by an increase in the
share ofiinancingprovided by tax-based own resources. As long aseidual
financing of the budget is covered by “@omplementary”’resourceactivating
transfers from thenational exchequersny increase in Community spending
would still translate in a corresponding increas@wn resourcepayments. A

real modification would be brought about only by the passage to a situation where

the whole of theCommunity budget would bdinanced byautonomoudiscal
resources. Howevelhis would represent significant institutional development
that would havdittle chance of beingountenanced bgll MemberStates in the
present phase of the integration process.
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In addition, the introduction ainynew resource ibkely to makethe system less
equitable asheyield pattern of the new resource MemberState isunlikely to
correspond to the GNP shares and require the introduction efj@adisation
mechanisnthat would adjushational contributions to make therorrespond to
the GNP shares.While this mechanismvould makethe system more equitable,
it would also raisg¢he question of whether it wouttbt bemore costeffective to
switch to a system entirely based on GNP contributions.

Indeed, a strong case couldrbade forreplacingthe VAT resource. Its weak
link with contributive capacity has already led time decision toreduce its
importance. Furthermore, in the countries whereéndliienonised base is capped,
the resource ialready effectively &NP resourcaince its base is a conventional
“50% of GNP”. A good case could also l&de forreplacing traditional own
resources with GNP contributions.  As the importance of traditional own
resources for thdinancing of the Community budget decreases, thmlance
between their advantages and disadvantages as a souoenofunity finance
shiftstowards the latter. In particulgheir collection and recovery procedures
are very complicated, exposed to fraud and very costly in terms of confrbls.
would not meanthat theUnion could ignorehe effective collection of customs
duties by MembeiStatessincethese duties constitute an instrumentUsfion
tradepolicy, but wouldmodify substantiallythe perspective of itsivolvement in
this complex area.

On the whole, the considerations presentethis section danot suggest the
existence of a strong case for a rapid modification of the present arrangements.

3. MAIN TRENDS TO 2006

A first wave of accessions will affethe budgetary positions @l the present
MemberStatesyeducing the positivbalances ohetbeneficiaries and increasing
the negative ones of the others. The applicant countrieddwal® ofprosperity
significantly below those of theéUnion and will have therefore strongclaim to
substantial amounts &tructural Fungayments. In additiorthe experience of
the enlargement to Spain arrbrtugal suggests that long transition periods for
the “own resources” payments of the applicant countries might be introduced.

Future expenditurdows in the Union will also be influenced bthe necessary
reforms of the rain policies. The common agriculturpolicy will be modified
along thelines ofthe previous reform and the changes waifect essentially the
sameproducts. Thaew reform will therefore affe¢he budgetary positions of
the MemberStatesalong thepattern of the previous one. However,dttects
on the budgetary positions might &maller as income lossed! only be partially
offset by increases in direct aids.
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tructural Fundspending inthe newMember Stateswill be financedthrough a
combination ofgreater concentration ajpending inthe presenMember States
(which may supply about one third of the amounts neededyl of use of the
margins created by economigrowth (the othertwo thirds). However, the
regions which will remairclassified as “objective 1and which experienchigh
rates of unemployment will benefit from higher per capita transfers.

Internal policies W focus more on some key themes such as research and
development efforts and theupport of thecompletion of the trans-European
networks. This concentration will be accompanied Isyrongeremphasis on
selection criteria such &xcellencyand Communitynterest. This should lead to

a more balanced distribution of expenditure among Member States.

Whereas the future budgetary trends for the UnK@&mydom are no more
difficult to forecast than those for the othBtember States, aconsiderable
amount of uncertainty surrounds its future position in terms of relative prosperity,
which is one of the factors at the base of the rebate grantedigccountry.
Producing a projection of thelative prosperity othe UnitedKingdom to the
year 2006 depends on forecastimyer a period ofnine years, the rates of
economicgrowth and of inflation ofall MemberStatesand therelative trend of

the pound sterling if the United Kingdom decided not to join EMU. In a Union of
15 members, it is likely that in 2006 the relative prosperity of the UKitegdom
would still be below the average of the Union. The accession of fofiveoof

the applicant countries, however, might change this tentative conclusion.

At the time of the enlargement, it will beecessary tadapt thedefinition of the
expenditure on whicthe calculation ofthe rebate is based to avoid wamjustified
increase in its amount due porely statistical changes. This is made necessary
by the fact thatwith enlargement some expenditure flows directedh& new
MemberStates,which are now consideretexternal expenditure” and therefore
do not enternito the calculation, will be replaced Ipayments undeinternal
policies, which enter into the calculation.

THE FUTURE FINANCING SYSTEM

National contributions to th&nion budget have become more proportional to
GNP shares, thusnproving the degree of faiess ofthe currentfinancing
system. Community expenditure has been isangly directed at acéving
cohesion goalsyhich hasmplied asubstantial amount of redistribution. Even if
relative positions have developed in line with what had been expedtesitiate

of the negotiation of the present own resourdesision, in some cases the
combination of theseends and of low returns from agricultural expenditure has
resulted in budgetary positionghich are perceived asxcessivenet financial
burdens.
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The next enlargementyhich will take place duringthe period covered by the
nextfinancial perspective, W inevitably provoke a deterioration in the budgetary
positions ofall the curreniMemberStates. This cannot come as a surprise and
should not give rise to claims for compensation.

However, over thesame period, the maintenance ofthe currentfinancing
arrangements and tleffects ofthe reform of the maiCommunity policies are
not expected to lead to major changesha relative budgetary positions of the
Member States.

The uncertainties surrounding the futurgative prosperity situation of the
United Kingdom, however, leadhe Commission topropose postponing a
re-examination ofthe rebate mechanism until immediatehafter the first
enlargement.

At that moment, it will be possible to proceed to an assessment of the situation on
the basis ofmorereliabledata. If therelative prosperity of this countryere to

be above theJnion’'s average, it would bappropriate to reviewthe current
arrangements and to foresee a gradual reduction of the current rebate.

The reviewmight be extended tthe financing ofthe budgetary rebate. If the
data were to show that thedfects ofthe reform of thecommon agricultural
policy weresignificantly different fronthose expected artatthey wereleading

to unjustifiablebudgetary positions it might be conceivable to adjudingncing
key. A firststep inthis direction was takealready in Fontainebleau when it was
decidedthat Germanywould paytwo thirds of the amountesulting from the
standard GNP key.

If and whenthe Union were to require an increase in fisancial resources
beyondthe present 1.27% of GNgeiling, amorefundamental reform might be
considered. In such a casemight become possible to re-examime whole
structure of thesystem ofown resources. If, in addition, the budgetary positions
were to be significantly affected by the increase in expenditure or by the reform of
the structure ofinancing, itcould be appropriate tenvisagehe introduction of

a generalised system of corrections, which would also address the problems of the
United Kingdom, aimed at smoothinfurther deteriorations of the largest
budgetary imbalances.
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ANNEX TO PART 3: TABLES AND CHART

Table 1: Overview of the new financial framework 2000-2006. 1997 prices.
Table 2: Category 1: Agricultural expenditure. Current prices.
Table 3: Category 2: Expenditure on structural operations. 1997 prices.

Table 4: Pre-accession aid and expenditure connected with the accession of new
Member States. 1997 prices.

Chart: Expenditure in categories 3 (Other internal policies), 4 (External action) and 5
(Administration). 1997 prices.

Main assumptions (Tables 1 to 4 and Chart)

- 1999: Current financial perspective. 1997 prices. Based on May 1997
economic forecasts.

- Real GNP growth after 1998: average of 2.5% per year for all current
Member States; average of 4% per year for applicant countries.

- Implicit GNP deflator in ECU after 1998 (for calculation of agricultural
guideline at current prices): average of 2% per year.

- Technical working assumption that five central or east European countries
and Cyprus will join in 2002.

Table 5: Own resources ceilings and effective budgetary resources (1993-1999).

Table 6: Percentage shares in the financing of the Union and in total GNP (1992, 1996
and 1999).
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Table 5

Own Resources ceiling and effective budgetary resources

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999
Ceiling as a % of GNP 1.20 1.20 121 1.22 1.24 1.26 1.27
Total resources (% of GNP) 1.11 1.12 1.15 1.17 1.17 1.15 1.15
Unused margin 0.09 0.08 0.06 0.05 0.07 0.11 0.12
1993-1997: Budget; 1998: draft budget presented by the Commission; 1999: projections based on an
extrapolation of the 1998 budgetary orientations
Table 6
Percentage shares in the financing of the Union and in total GNP
1992 1996 1999
Budget GNP Budget GNP Budget GNP
B 4.0 3.1 3.9 3.1 3.8 3.0
DK 1.8 1.9 1.9 2.0 2.0 2.0
D 30.2 28.2 29.4 274 27.7 26.2
GR 1.3 14 15 15 1.6 1.6
E 8.6 8.2 6.3 6.8 6.7 6.7
F 18.7 18.6 175 18.1 175 175
IRL 0.8 0.7 0.9 0.7 1.0 0.8
I 14.7 17.0 125 14.1 134 14.3
L 0.2 0.2 0.2 0.2 0.2 0.2
NL 6.3 4.6 6.2 4.6 5.9 4.6
A 2.7 2.6 2.6 2.5
P 15 1.3 1.3 1.2 14 1.3
FIN 14 1.4 1.4 14
S 2.6 2.9 2.9 2.8
UK 11.9 14.8 11.6 134 11.9 15.1
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Table 1

Overview of the new financial framework 2000-2006

1997 prices

ECU billion - 1997 prices - Appropriations ~ for commitments 1999 2000 2001 { 2002 2003 2004 2005 2006
AGRICULTURE (guideline) 43,3 441 45,0 46,1 470 48,0 49,0 50,0
STRUCTURAL OPERATIONS 36,1 35,2 36,0 388 398 40,7 41,7 428
of which past adjustments 1,8
INTERNAL POLICIES 6,1 6,1 6,4 7,3 7,5 7,7 7,9 8,1
EXTERNAL ACTION 6,6 6,6 6,8 7,0 7,1 7,3 7,5 7,6
ADMINISTRATION 45 4,5 4,6 51 5,2 53 54 55
RESERVES 1,2 1,0 1,0 0,8 0,5 0,5 0,5 0,5
APPROPRIATIONS FOR COMMITMENTS - TOTAL 97,8 97,5 99,8 105,12 107,12 109,5 112,0 1145
APPROPRIATIONS FOR PAYMENTS - TOTAL 92,5 94,1 96,6 ; 101,1 103,9 106,5 108,99 111,4
Appropriation for payments (as percentage of GNP) 1,25% 1,24% 1,24% 1,22% 1,22%  1,22% 122% 1,22%
Margin 0,02% 0,03% 0,03% 0,05%  0,05% 0,05% 0,05% 0,05%)
Own resou rces ceiling 1,27% 1,27% 1,27% 1,27% 1,27% 1,27% 127% 1,27%
)
|
Internal policies if growth at same  rate as total GNP 6,132 6,285 6,442E 6,856 7,031 7,211 7,395 7,584
External action if growth at same  rate as total GNP 6,596 6,761 6,930: 7,375 7,563 7,756 7,955 8,158
Administration if growth at same rate as total GNP 4,535 4,648 4,765: 5,070 5,200 5,333 5,469 5,609
I
I
I
|
INTERNAL POLICIES 6,132 6,132 6,442) 7,303 7,493 7,687 7,886 8,089
)
I
EXTERNAL ACTION 6,596 6,596 6,796, 6,955 7,119 7,287 7,461 7,640
I
I
ADMINISTRATION 4,535 4,535 4,617, 5,060 5,185 5,322 5,410 5,500
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Table 2

Heading 1: Agricultural expenditure

Current prices

ECU billion 1999 12000 2001 i2002 2003 2004 2005 2006
Guideline (current prices) (*) 15,0 6,7 485 50,6 526 547 569 592
Aadricultural expenditure (current prices) 440 459 49,7 521 532 539 545
Communit v of fifteen
Reformed CAP 41,7 416 434 454 473 479 479 479
Neyv rural dgvelqpment accompanying measures and 1.9 2.0 2.0 2.0 2.0 21 21
horizontal fisheries measures
New Member States
CAP (market measures) 0,0 0,0 11 1,2 1,2 1,3 14
Specific rural development accompanying measures 0,0 0,0 0,6 1,0 15 2,0 2,5
Pre-accession aid  (**) 0.5 0.5 0.6 0,6 0.6 0.6 0.6
Margin 2,7 2,6 0,9 0,5 1,5 3.0 47
(*) Assumed 2% deflator per year from 1999 to 2006.
(**) Equal to ECU 500 million at constant 1997 prices.
Table 3
Heading 2: Expenditure on structural operations
1997 prices
ECU billion (1997 prices) 1999 2000 2001 : 2002 2003 2004 2005 2006
I
Community of fifteen :
I
I
Structural Funds 31,4 31,3 32,1 : 31,3 30,3 29,2 28,2 27,3
I
Cohesion Fund 2,9 2,9 29 1 29 29 29 29 29
1
I
New Member States (*) 0,0 00 | 36 5,6 7.6 96 116
I
Pre-accession aid 1,0 1,0 : 1,0 1,0 1,0 1,0 1,0
|
TOTAL 34,3 35,2 36,0 : 38,8 39,8 40,7 41,7 42,8

(*) Including participation in the Cohesion Fund
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Table 4

Pre-accession aid and expenditure connected with the accession of new Member States

1997 prices

ECU billion - 1997 prices 1999 2000 2001 2002 2003 2004 2005 2006
TOTAL PRE-ACCESSION AID 1,3 3,0 3,0 3,0 3,0 3,0 3,0 3,0
Heading 1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
Heading 2 1,0 1,0 1,0 1,0 1,0 1,0 1,0
Heading 4 (*) 1,3 1,5 1,5 1,5 1,5 1,5 1,5 1,5
Other applicant countries (**) 0,5 1,2 1,2 3,0 3,0 3,0 3,0 3,0
New Member States (**) 0,8 1,8 1,8

Amounts for the new Member States 58 82 10,8 13,3 15,7
Heading (***) 15 1,9 2,4 2,9 3,3
Heading 2 3,6 5,6 7,6 9,6 11,6
Heading 3 0,7 0,7 0,8 0,8 0,8

(*) The 1999 amount is intended as a guide.
(**) The breakdown for 1999 to 2001 is purely indicative.
(***) Figures converted to 1997 prices for purposes of comparison. Only the estimates in current prices are relevant.
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