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Summar-y 

This 

dicators 

paper- provides a br-ief overview of available in-

for natural and industrial resources of Czecho-

slovakia, Hungary and Yugoslavia. The purpose of this paper is 

to provide a framework which may be of assistance when dis-

cussing issues relating to the future economic growth, economic 

restructuring programmes toward market-oriented reforms and 

reaching international competitiveness of these countries. 

The first part /1./ of this paper contains the overview 

of available indicators of natural and human resources and the 

second part 12.1 is devoted to indicators of economic and in-

dustrial potential of the above-mentioned countries. 
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Introduction 

There is no universally accepted system of natural and 

industrial resources classification comparable to the System of 

National Account /SNA/ developed by the United Nations Sta

tistical Office or to the System of Balances of the National 

Economy which has been introduced by the Member States of the 

Council for Mutual Economic Assistance /CMEA/. 

For the purpose of examining the interrelations between 

economic activities and natural resources, a basic distinction 

is made between resources which are used as direct inputs into 

production /e.g. raw materials/ and those, like air, water, and 

soil, which do not provide physical inputs into the production 

processes but mainly fulfil! general support functions. The 

first category of resources can be briefly referred to as ma

terial inputs, and the second as environmental resources. 

Despite considerable differences in both their physical cha

racteristics and the economic functions they perform, most na

tural resources have in common the property of being subject to 

intricate physical and ecological mechanisms, the mismanage

ment of which may result in severe and often irredeemable 

damage. 

For 

oriented 

the analytical 

on three main 

purposes the 

categorries of 

their relations to the economic growth: 

natural rsaurces 

land area and use 

comparative survey 

resources according 

reserves and resources of commercial energy 

environmental quality 

human resources 

- size and growth of population 

is 

to 
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- employment by industries 

basic characteristic of economic and industrial potential 

economic growth potential 

manufacturing potential 

international division of labour 

The selection of indicators characterizing natural and 

dustrial resources of the three countries compared is given 

in-

by 

their availibility and mutual comparability in time and space. 

1. Natural and human resources 

1.1 Natural resources 

For general identification of the countries· supplies of 

natural resources we can use the indicators characterizing the 

area and structure of soil in their disposition, the reserves 

and resources of commercial energy and the environmentaL qua

lity. Assumably, the specialization profile of the national 

economy of individual countries is, ceteris paribus, to 

extent affected by the soil structure /though the impact 

this factor on the specialization profile is falling with 

growth of the economic level/. 

some 

of 

the 

cial 

well 

Similarly, the level 

energy affects the 

of reserves and resources of commer

dynamics of the economic growth, as 

as the specialization profile of individual countries and 

their dependence on external sources of energy. 

Under present domestic and international conditions of the 

economic growth /the growth of globalization and inter

nationalization/ there increases the significance of environ

mental quality /mainly in the countries where quantity was con

sidered to be an indicator of nation's economic performance; in 
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Eastern European countries the importance attached to this 

criterion lead to ''tonnage idelogy'' as a basic characteristic 

of the ''state'' of natural resources. 

The acreage of the land area, i.e. the basic condition for 

the development of agriculture, is quite different in the 

countries compared. Czecho~lovakia has only about 49% and 

Hungary only 36% of the acreage of the land area.of Yugoslavia. 

With regard to the number of population the reserves of land 

area /number of ha per 1 inhabitant/in both smaller countries 

is also lower, i.e. 0,80 ha in Czechoslovakia, 0,87 ha in 

Hungary, and 1,09 ha in Yugoslavia /see Table 1.1/. 

Table 1. 1 

Land area and use (thousand hectares) 

-----------------------------
Czechoslovakia. F!ungary 

Land area total (1987) 12547 9237 
People per thousand 
hectares (1987) 1249 1156 
Land use: a) 

cropland 5169 5295 
permanent pasture 1665 1269 
forests, woodland 4582 1436 
other land 1132 1034 

a) 1982-1984 

Source: U.:;-. Food and Agricultural Organization 
U.H. Popula.tion Division 
World Resources 1987, Basic Book 
Inc., lTew York 1 988 

Yugoslavia 

~-5·o ~J ,, . 

919 

7803 
6378 
9269 
2089 

Available data of the land area structure in the countries 

compared make it possible to identify comparatively more fa

vourable conditions for agricultural production in Hungary /the 

share of crop land is 57.3 X in comparison with 41,2% in Cze-
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choslovakia and only 30,6% in Yugoslavia/. More significant 

differences are apparent in both smaller countries in case of 

the share of permanent pastures /Czechoslovakia - 13,3% and 

Hungary- 13,7/./ in comparison with Yugoslavia with 25%. 

Czechoslovakia and Yugoslavia have larger reserves of 

forests and woodlands /Czechoslovakia - 36,5% and Yugoslavia -

36,3% of the land area/ than Hungary /17,7%/. This precondition 

shows that both these countries are better equipped for the 

development of the complex of wood manufacturing /ISIC 331, 

332, 341, 342/ and for the development of international co

operation between these subcomplexes of Czechoslovakia and 

Yugoslavia. 

1.2 Reserve~ and resources of commercial energy 

In today·s economies, mineral resources fulfil! two basic 

functions: firstly, as sources of energy /mainly in the form of 

coal, oil, gas and uranium/ and, secondly, as raw material in

puts into industry. The utilization of mineral resources for 

production purposes depends on a variety of factors, of which 

the most important are the size of assessed reserves, their 

accessibility and the cost of their extraction and processing. 

As a consequence of technological progress, the range of econo

mically exploitable resources is constantly expanding, and re-

sources previously considered to be ''sub-economic'' or "non-eco-

nomic'' are being used as inputs into the production process. 

Furthermore, new opportunities are being opened up by the re

cycling of used products, the development of low- and non-waste 

technologies and other energy- and material saving tech

nologies. 



7 

Table 1.3 

Production, trade and consumption of commercial energy 
(Quantifies in thousand metric tons and in kilograms per 
capita coal equivalent) 

Czechoslovakia Hun~rar;y Yugoslavi: 
1975 1987 1975 1987 1975 1' 

Primary energy production 64548 67914 19692 22012 25351 35f 
Prim~.!"'J· energy production 

4362 4364 1868 2075 1188 1 r per capite. 
Imports 33981 43590 17864 24310 14371 26" 
Exoorts 6640 7429 2w67 5715 484 1 ' 
Consumption 88643 98220 33678 40510 37638 56' 
Consumption per capita 5989 6311 3195 3819 1763 
Imports/Consumption, in r:• 38.3 44.4 53.0 60.0 38.2 ;J 

Source: Energy Statistics Yearbook 1987, UN New York 1989 
Cost and prices as well as dependence on energy and raw 

materials are basic determinants of growth /as demonstrated by 

the impact on the world economy of various "oil shocks" after 

1973/ and much depends on which policies will be adopted to 

achieve a proper balance between raw materials demand and 

supply in compared countries. A main challenge tor decission

makers in these countries is the development of domestic 

supplies through adequate energy policies /R and D/ and ade

quate investment in the exploration of domestic energy sources 

to prevent 

ratio/. 

deterioration in the energy import dependency 

Among three countries compared Czechoslovakia has tar the 

largest proved recoverable reserves of bituminous coal /see 

Table 1.2/. Only the proved recoverable reserves of lignite and 

sub-bituminous coal are larger in Hungary and much larger in 

Yugoslavia. Also proved recoverable reserves of crude oil and 

natural gas in Hungary and Yugoslavia are larger than in Cze

choslovakia. 

2· 
4• 
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Significantly larger reserves of proved recoverable 

reserves of bituminous coal is reflected in permanently higher 

domestic production of primary energy in comparison with Hun

gary as well as with Yugoslavia /see Table 1.3./. This fa

vourable natural condition has affected, even in the past, the 

development of metallurgy of iron and steel /ISIC 371/. 

Table 1.2 

Reserves end resources of commercial energy 

Czechoslovakia Huns~J Yugoslavia 

Bituminous Coal 
(mill. metric tons) 

Proved reserves in place 
Proved recover9.ble reserves 
Lignite and sub-bituminous coal 

(mill. metric tons) 
Proved reserves in place 
Proved recoverable reserves 
Crude oil (mill.metric tons) 
Proved recovere.ble reserves 
Natural gas (bill.cubic meters) 
Proved recoverable reserves 

Source: U.!J. Sto.tistical Office 

5750 
2700 

7220 
2860 

3 

10 

450 
225 

4400 
4000 

16 

120 

80 
70 

17760 
16500 

41 

40 

World Resources 1987, Basic Book Inc., Iiew York 1988 

Appreciating significantly higher production of primary 

energy in Czechoslovakia, we must take into consideration not 

only the impact of more favourable energy sources reserves /in 

comparison with both countries/, but also the influence of more 

marked orientation of manufacturing industries on production 

with significantly higher consumption of energy and lower 

efficiency of its consumption /which is, however, cha-

racteristic also for both other countries/. A comparatively 

lower effectiveness of energy consumption in Czechoslovakia is 

reflected also in the growth of the share of import in its to

tal consumption. This trend of development is typical also for 
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Hungary and Yugoslavia, but Czechoslovak import is much higher. 

Obviously, the comparatively higher energy consumption in Cze

choslovakia is given by comparatively higher level of the eco

nomic development, nevertheless, the influence of lower 

effectiveness of its consumption is significant. 

1.3 Environmental quality 

The ·problems of energy and raw materials cannot be dis-

sociated from a broader question of the natural resources base, 

environmental resources !i.e. air, water and soil/ and the re

lated ecosystems should be regarded as basic determinants of 

future 

quality 

economic growth and its sustainability. Environmental 

is now widely recognized as a survival issue, both na-

tionally and internationally. 

Environmental resources /or ''status resources'' as they are 

sometimes called/ are comprised of physical systems which ful

fil! a number of basic, life-supporting functions. Environ

mental resources are characterized by the fact that, instead of 

providing material inputs for production and consumption pro-

cesses, they mainly provide services in 

to the community at large. 

the form of amenities 

One of these general functions is the capacity of environ-

ment to act as the ultimate receptor of all products, emissions 

and wastes generated by human activity. It should be stressed, 

however, that in addition to these general suport functions, a 

number of environmental resources, such as air and water re

sources, may also provide specific material inputs into pro

duction and consumption processes. Example of such inputs are 

the water consumed by households, industry and other economic 

sectors or, in the case of air resources, the industrial gases 

used by the various branches of the manufacturing sector. 
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In considering the environmental quality /as a part of 

natural resources/ and the environmental impacts of production 

and consumption, one can discern three aspects: (a) absolute 

environmental impact; (b) impact per capita, and (c) impact per 

unit of the gross domestic product /GDP/. With regard to the 

absolute impact, it is the change over time that is of in

terest. Without reference to the size of the country, its popu

lation and output, however, the absolute impact is unsuitable 

for international comparison. Such comparison becomes feasible 

by using the per capita impact and the impact per unit of GDP. 

For the assessment of the level of structural environ

mental impact in countries compared the result of study exami

ning the correlation between structural changes and environ

mental pollution in thirty-one industrialized CMEA and OECD 

countries between 1970 and 1985 can be used /Janicke, M. -

Ranneberg, T. Simonis, U. Structural change and environ

mental impact. M: Intereconomics 21, 1989, p. 1.1. For this 

purpose there was computed an aggregated environmental impact 

index, consisting of the per capita impacts resulting from the 

consumption of primary energy and crude steel, weight of 

freight transport and cement production. The aggregated index 

gives equal weight to these four factors and marks the 

deviation from the mean value of all countries for 1970 and 

1985. Thus the relative position and the patterns of change of 

the countries can be studied. The abbreviations used are the 

internatinal signs for motor vehicles. The results of the com

putations are presented in Figure 1. 

As Figure 1 shows, there was a significant connection 

between a country's per capita GDP in 1970 and the structural 
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Figure. 1 
Index of Slructural Environmental Impacts per Capita' and Economic Performance Level 

(1970 = •, 1985 =+)and Change(-•) 
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Source: Intereconomics, 21,1989,No. 1 

impacts on its environment regarding the four selected factors. 

The correlation coefficient for the aggregated environmental 

impact index and the per capita GDP was 0,76 for all the thirty 

-one countries. This means that around 1970 the domestic pro-

duct of the industrial countries was based strongly on "hard" 

factors /high volume production/. In the group of product in 

countries with high environmental impacts per capita /Sweden, 

the United States, the Federal Republic of Germany, Canada, 

Norway, Switzerland, Japan, Belgium and Finland/ there was also 

Czechoslovakia. In the lowest third of the scale were Hungary 



and Yugoslavia /Spain, New 

Po~tugal, Tu~key/. 
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Zealand, Romania, G~eece, !~eland, 

Du~ing the 1970s this ~elationship between economic pe~-

fo~mance /GDP/ and st~uctu~al impacts changed to a conside~able 

extent. The co~~elation coefficient in 1985 was only 0,3!, 

significantly below that of !970. The p~ocess of st~uctu~al 

change in several countries pushed back the "hard" factros 

/high volume of production/ in the economy. Accordingly, the 

position of the countries has changed over time. Several 

countries were able by 1985 to improve their international 

placing considerably. 

In contrast, the placing of several count~ies had de

teriorated by 1985. This is especially true of Czechoslovakia, 

Hungary and also Yugoslavia. The group with the highest 

structural environmental impacts is led by member states of the 

CMEA, namely Czechoslovak1a. 

The main message from the dynamics and the international 

pattern of structural changes from 1970 to 1985 shown in Figure 

1 is the variation as to direction of change. In the group of 

the medium -income countries two different patterns emerged, 

i.e. increasing environmental impacts on the one hand and de

creasing environmental impacts on the other. The fact that the 

economically advanced Western industrialized nations occupied 

leading positions ~egarding per capita impacts in 1970 is not 

surprising. At that time Sweden the United States and Japan, 

being confronted with high pollution, had to recognize the need 

to~ sweeping environmental protection measures. The fact that 

Czechoslovakia was leading in 1985 indicates by contrast -

the problem of that country's economic structure. 

The environmental quality or the degradation of environ

mental conditions and the emissions and diffusion of trans-
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Table 1.4 
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boundary flows of compared countries can be identified by flows 

of sulphur and nitrogen dioxide in Europe /see Table 1.4, 1.5/. 

Only part of the original emissions of a given pollutant re-

mains inside the country where it originated, while a sub-

stantial, and in some cases increasing, portion of pollution 

fact come from other inside national boundaries does in 

countries. Data included in Tables 1.4 and 1.5 show that the 

proportion of depositions originating from other countries can 

be considerable, particularly in small countries. 

In analyzed countries the proportion of depositions origi-

nating from other countries is comparatively high /in per-

centage/: 

Czechoslovakia 

Hungary 

Yugoslavia 

Source: Tables 1.4 and 1.5 

Sulphure dioxide 

47,2 

41,2 

56,9 

Oxidized nitrogen 

100,0 

84,9 

93,3 

The very high environmental impact on Czechoslovakia can be 

proved also by the level of sulphur dioxide and oxidized nitro

gen per capita emissions /per capita, in tonnes/: 

Czechoslovakia 

Hungary 

Yugoslavia 

Source: Tables 1.4, 1.5 

Sulphur dioxide 

1988 

0,42 

0,29 

0,22 

Oxidized nitrogen 

1985 

0,77 

0,47 

0,47 
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Albania 
t\ustria 
Belgium 
Bulgaria 
Czechoslovakia 
Denmark 
Finland 
France 
German 
Dcm.Rcp. 
Germany 
1-cd_l~cp.of 

Greece 
Hungary 
Iceland 
1 rcland 

AL 
AT 
BE 
BG 
CS 
DK 
Fl 
FR 

DD 

DE 
GR 
1-!U 
IS 
lE 
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Italy 
Luxembourg 
Netherlands 
Norway 
['oland 
Portugal 
Romania 
Spain 

Sweden 

Switzerland 
Turkey 
USSR 
United Kingdom 
Yugoslavia 

Table 1 · 5 
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Achievement of more sustainable patterns of development in 

compared countries can result only from concerted and si

multaneous action on the main economic determinants of pol

lution including, as main policy variables, all the actions 

directed at decreasing material intensity of output /through 

shift towards less material- and energy- intensive types of 

consumptions, through improvement in quality and durability of 

products, through energy- and materials- conservation policies/ 

and at pollution abatement /through cleaning of emissions, 

through recycling of waste, through introduction of low-and 

non-waste technologies/. 

Attainment of a more sustainable pattern of development 

will undoubtedly be facilitated by the process of structural 

change, especially in manufacturing industries of the countries 

compared. One of the main contributing factors in this respect 

will be the decline in energy consumption per unit of output 

/i.e. increased energy efficiency/ and increased penetration in 

the economy of less polluting sources of energy /such as new 

and renewable sources of energy/. Another of the main con

tributing factors is constituted by changes in consumption 

patterns away from material-intensive types of consumption to-

wards servces, which, except for 

generally characterized by lower 

consumption per unit of output. 

private transportation, are 

levels of energy and materials 

In the long run, a decisive contribution of sustainable 

development is expected to come from the development and 

diffusion of /''closed-cycle"/ pollution- control technologies, 

which are rightly considered to be most effective way to 

protect the environment from harmful emissions, while at the 

same time decreasing 

ments. The potential 

energy and other material input require

inherent in existing technologies is re-

parted 

will be 

to be significant but nonetheless considerable efforts 

required on the part of governments, scientists and the 

------- ______________________________ _j 
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business community to promote the 

technological processes and their 

production. 

development of new, 

successful introduction 

clean 

into 

Generally speaking, the implementation of sustainable de

velopment will require, together with appropriate regulatory 

standards /particularly in the form of environmental quality 

standards/, powerful economic incentives to ~onserve natural 

resources and develop new environmentally-friendly tech

nologies. In a context characterized by an increasing inter

nationalization of both domestic economies and ecological 

problems it is felt that only concerted international action 

/also between countries of the Adriatic - Danube region/ can 

lead to the formulation of appropriate policies and the proper 

sharing of corresponding costs and benefits. 

1.4 Human resources 

In spite of the fact, that the human resources development 

in the countries compared is affected by different historical 

and economic factors, we can find numerous mutual development 

characteristics. 

The basic characteristic of demographic development in the 

three countries is slowing down of the average annual dynamics 

of the population /which is especially apparent in Hungary 

see Table 1.6/. 

In the period till the end of the 1990s there is supposed 

some acceleration in 

population in both 

the development dynamics of the number of 

Czechoslovakia and Hungary. The trend 

towards moderate decrease of its average annual dynamics 

continue in Yugoslavia. 

should 
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Table 1.6 
Estimated size e.nd gro•.vth of population 

Czechoslovakia Hungary Yugoslavir 

Estimated population, 
thousands 

1960 
1987 
2000 

Estimated average 
1961 - 1987 
1988 - 2000 
1986 - 1990 
1996 - 2000 

13654 
15673 
16581 

annual population change 
0.81 
0.43 
0.32 
0.52 

9984 
10679 
10714 

(percent) 
0.40 
o.c3 

-0.07 
o. 10 

Source: U .rr. Popul:".tion Division \'lorld Resources 1987, 
Basic Book Inc., ~;ew York 1988 

18402 
23461 
25206 

1.44 
0.55 
c.63 
0.50 

According to the basic indicators of the reproduction of 

population /see Table 1.7/ all three countries are cha

racterized by birth rate decrease while in Yugoslavia and Czec

hoslovakia the birth rate is comparatively higher. in all three 

countries we can see a tendency towards increase in the death 

rate,, which is highest in Hungary and lowest in Yugoslavia. 

Table 1. 7 

Estimated crude birth rate, death rate, fertility rate 
and age dependency ratio 

Czechoslovakia HungaT'J Yugoslavi. 

Births per thousand population 
1965 - 1970 
1985 - 1990 
Deaths per thousand population 
1965- 1970 
1985 - 1990 
Estimated total fertility rate 
1965 - 1970 
1985 - 1990 
Ratio of people age 0-14 and 65 
1960 
1970 

15.5 
14.6 

10.4 
11.4 

2.09 
2.09 

+ to those 
56.4 
52.3 

1985 
Estimated life expectancy at 
1 965 - 1 970 

55.2 
birth (years) 

70.1 
1985 - 1990 72.0 

Source : U.IT. Population Division 

14.3 
1 2. 1 

10.8 
12.8 

1. 99 
1.84 

15-64 
52.4 
47.8 
51.9 

69.2 
71.3 

19.8 
15.2 

8.8 
8.9 

2.49 
1.99 

58.3 
54.4 
46.8 

World Resources 1987, Basic Book Inc., New York 1988 
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While in Hungary and Yugoslavia we can observe the fall in 

fertility rate, in Czechoslovakia its 

stabilized. 

level is more or less 

The trend typical for most European countries the 

growth of the age dependency ratio, i.e. the share of the popu-

lation in the age groups of 0 - 14 and 65+ years in the total 

size of population, is observed in Czechoslovakia as well as in 

Hungary. Only in Yugoslavia the decrease of this indicator is 

perm an en t. In all three countries there increases the expected 

duration of life /for people born in 1985-1990 the level 

about 72 years/. This trend is more apparent in Yugoslavia. 

Table 1.8 

Urban and rLtro.l settlements 

Czechoslov3l:ia 

Urban populatio~ as 
1960 

percenta?e of total 
4o.9 +O.O 

45.6 
57 .o 

1970 
1 ')85 

Average 
Urban 

Rural 

e.nnu~l chc..nge 
1966-1970 
1976-1380 
1986-1990 
1960-1970 
1976-1980 
1936-1990 

55.2 
66.3 

in populc.tion 
1.8 
1.9 
1.3 

-1.4 
-1.2 
-1.5 

Source: u.::. Population Division 

(percent) 
1.7 
1.6 
1.2 

-0.7 
-1.1 
-1.6 

Yugoslavia 

27.9 
34.8 
46.3 

3.1 
2.8 
2.3 

-0.1 
-0.4 
-0.9 

is 

·:Jorld Resources 19fr7, Basic Book Inc. :;ew York 1988 

In spite of the above-mentioned different historical and 

economic factors /differences in achieved economic development 

level and its impact on the life of the society/ in all three 

countries in general we can see the growth of urbanization rate 

/see Table _1.8/. All the time it is the lowest in Yugoslavia 

and highest in Czechoslovakia. For all three countries there is 

typical a permanent fall of the size of rural population. It 

can be supposed that everlasting differences in the urbaniza-

tion rate between the three countries are affecting many 
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elements of the "economic growth and will influence the future 

cooperation among these countries. 

2. Basic characteristic of economic and industrial potential 

To identify the economic and industrial potential of the 

countries"compared we have used three groups of 

racterizing 

indicators cha-

achieved level of economic development 

manufacturing industry potential 

level of 

labour. 

involvement into the international division of 

In selecting this scale of indicators we have emphasized 

achievement of some extent of their space /international/ corn-

parability. We have used the indicators derived from the 

systems of national accounts /SNA/ from the UNIDO data bank. 

2.1 Economic growth potential 

To characterize the achieved level of economic development 

it is possible to use the indicator of gross domestic product 

/GDP/ expressed in internationally comparable currency 

equivalent, i.e. in USD international prices /see Table 2.11. 

According to the absolute value of this indicator the 

economic dimensions of national economy in Czechoslovakia and 

Yugoslavia are nearly the same at the end of 1980s: the GDP 

value reaches /in 1987/ in Czechoslovakia ·98% of its value in 

Yugoslavia. Its value in Hungary is 54% of the level in Czecho-

slovakia and 53% of the level in Yugoslavia. While between 

Czechoslovakia and Hungary there have occured no significant 
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Table 2.1 

Estimated GDP at constant international pricesa) 

Czechoslovakia Hungary Yugosla· 

bill. US dollars GDP, 
1950 38.703. 20.618 17. 99' 
1965 69.504 39.099 43. 96i 
1973 90.757 50.837 67 .ss, 
1980 106.605 58.996 105.52. 
1987 i 14.820 61.560 i 17.1 L 

US dollars GDP !)er capita, 
1950 3124 2208 11 o· 
1965 4913 3851 226 
1973 6238 4876 3241 
1980 7002 5508 473. 
1987 7373 5802 500i 

Relations GDP !Jer capita 
1950 100 71 
1965 100 78 
1973 100 78 
1980 100 79 
1987 100 79 

a) Inte~ational prices 1980 

Source: The Review of Income and '.7ealth 34, 1988, i·Jo.1 
Eeddison, A.: The World Economy in the 20th century, 
OECD Paris 1989 

changes in mutual proportions of economic dimensions of 

national economy during the last 27 years /in 1950 the value of 

internationally comparable GDP was about 531. of its value in 

Czechoslovakia/, in case of Yugoslavia the proportion in rela

tion to Czechoslovakia is changing for the benefit of Yugo-

slavia. In 1950 the GDP value in Yugoslavia was only about 471. 

of its value in Czechoslovakia. 

We ~an suppose, that preserving the differences in the 

scope of economic dimensions of national economy in Hungary in 

relation to both Czechoslovakia and Yugoslavia affects to some 

3' 
4i 
5. 
6: ,. 
0• 
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extent 

between 

the cha~acte~ and functioning of economic ~elations 

these count~ies and st~uctu~al diffe~ences in involve-

ment of economic complexes of 

·inte~natinal division of labour 

the th~ee count~ies into the 

/e.g. count~ies with smalle~ 

dimensions of national economy, cete~is paribus, usually show 

highe~ sha~e of expo~t in p~oduction and highe~ sha~e of impo~t 

in consumption/. 

When· using the indicate~ of GDP exp~essed in inte~-

nationally compa~able equivalent pe~ capita in identification 

of the achieved level of economic development it is clea~, that 

Czechoslovakia is still in position of economically mo~e 

advanced economic complex in ~elation to both count~ies, du~ing 

the pe~iod unde~ study, howeve~, the levels of economic de

velopment have become conside~ably nea~e~ to one anothe~, main

ly in ~elation to Yugoslavia. While in 1950 the pe~ capita 

level of GDP in Hunga~y was 75'l. and in Yugoslavia 35'l. of the 

level of this indicate~ in Czechoslovakia, in 1987 it was 79'l. 

and 68'l. ~espectively. 

We can suppose, that Czechoslovakia should have an 

economic level some compa~ative advantage f~om economic 

this 

eo-

ope~ation with these count~1es. 

The diffe~ences in achieved level of economic development 

between compa~ed count~ies a~e ~eflected to some extent in cha

~acte~istics of GDP dynamics /see Table 2.2/: count~ies on 

lowe~ levels of development p~ese~ve /cete~is pa~ibus/ usually 

compa~atively highe~ dynamics of economic development. This 

~elation is valid in compa~ison of GDP dynamics between Czecho-

slovakia and Yugoslavia, as well as between Hunga~y and Yugo-
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Table 2. 2 

Growth rates of gross domestic producta) 

Czechoslovalda Hungai"J Yugoslavia 

Indices 1350 = 100 
1950 100.0 100.0 100.0 
1965 180.8 190.5 231.5 
1973 236.6 248.3 358.1 
1980 280.3 287.6 544.-i-
1987 301.9 300.1 6:J4.2 

Growth re.tes in percentage 
1951 - 1965 4.0 4.4 5.8 
1966 1973 3.4 3.4 

- ,. 
?eO 

1973 - 1980 2.5 2.1 6.2 
1981 - 1987 1 • 1 0.6 1.5 
1 951 - 197 3 3.8 4.0 5.7 
1974 - 1987 1.8 1.4 3.8 

-----
a) At consta.'l.t prices 

Source: ~.leddison, A.: The World Economy in the 20th Century, 
OECD Pa.:::."is 1989 

slavia. This ~elation is t~ue also in long-~un dynamics of the 

inte~nationally compa~able GDP pe~ capita /annual g~owth ~ate, 

in pe~centage/: 

1951 - 1973 

1974 - 1987 

Czechoslovakia 

3,0 

1,2 

Hunga~y 

3,5 

1 '2 

Yugoslavia 

4,8 

3,1 

Apa~t f~om global cha~acte~istics of the economic poten

tial of compa~ed count~ies /GDP, GDP pe~ capita/ we can use 

also st~uctu~al indicato~s. Thei~ development and levels can 

also be used fo~ identification of the achieved level of eco-
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nomic development. One of basic indicato~s of such type is the 

level of the manufactu~ing indust~ies sha~e in the GDP value 

and development /see Table 2.3/. 

Table 2.3 

Share of manufacturing value addeda)in GDPa) (in %) 

1980 1985 1987 

Czechoslovalcia 55,2 5- ~ 55.1 ::~,o 

!Iunge.I"'J 26.4 29. ·1- 28.5 
Yugoslavia 27.9 30.8 31.2 

a) At constant 1980 prices 

Source: Industry and Development. Global Report 1989/90 
UNIDO Vienna 1989 

Significantly highe~ sha~e of the manufactu~ing indust~y 

in the GDP st~uctu~e in Czechoslovakia may ~eflect highe~ level 

of economic development achieved in this count~y in compa~ison 

with Hunga~y and Yugoslavia, but it has its causes also in p~e

vious stages of development of Czechoslovak economy in which 

the~e was implemented a development st~ategy o~iented mo~e 

appa~ently on manufactu~ing indust~y than in othe~ count~ies 

with a simila~ level of development. Also the ~ale of Czecho-

slovak economy and especially of this indust~y in the in-

dust~ialization p~ocess of a the~ Eu~opean CMEA membe~-

countr-ies, when Czechoslovakia played the role of p~oduction 

supplie~ /mainly in case of enginee~ing/ with high level of 

manufacturing, has affected to some extent such development 

/and level/ of the sha~e of manufactu~ing indust~y in the GDP 

in Czechoslovakia. 

The value of this st~uctu~al indicate~ can also show the 

compa~atively highe~ level of indust~ialization development of 
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Czechoslovak economy in comparison with Hungary and Yugoslavia. 

According to this indicator it seems possible /potentially/ to 

get higher comparative effects of this position of Czechoslovak 

economy towards both countries compared. 

2.2 Manufacturing potential 

In spite of the fact that with the growth of achieved le

vel of economic development there are changing basic structural 

parameters of the national economy in favour of non-agriculture 

and non-manufacturing industries, i.e. in favour of services in 

the wide sense of the word, the level and d~n~mics of manu

facturing industry development remains a decisive factor of 

economic strength of individual countries and a prerequisite of 

getting effects from involvement into international division of 

labour. this conclusion is true also for the three countries 

compared. 

If we use for characterization of the manufacturing in

dustry potential in these countries the value added expressed 

in comparable currency equivalent /USD/, we can state, that 

Czechoslovakia is still maintaining the position of a country 

with the highest econom1c dimensions of this potential /see 

Table 2.4/. 

Table 2.4 

Value added, cross output ~~d emploJ~ent in ~~ufacturing 

Czechoslovakia Hungary Yugoslavia 

Value added, !:!ill. us dollars 
Constant prices 1980 29036 5856 19526 

1985 31761 7101 22283 
1987 33620 7290 22954 

Current prices 1980 22411 5907 21750 
1985 19809 5356 17171 
1987 23655 ,..,....,..3 ooo 2:57 51 

Gross output, ro.n us dollars 
Current prices 1980 53983 24898 72629 

1985 68299 21690 57021 
1987 87096 26970 79713 

Employment, thousands 
1980 2518 1384 2106 
1985 2588 1278 2467 
1987 2612 1266 2634 

Source: Industl"'J and Develooment. Global Report 1989/90, 
Ui:JIDO Vienna 1989 -
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According to the data from the UNIDO data base in com

parable prices /1980/ the level of the value added is in Hun

gary about 20-211. and in Yugoslavia about 67-68/. of its level 

in Czechoslovakia. A bit different picture is given by the data 

of gross production of this industry in current prices: in 1987 

the volume of gross output produced in manufacturing industry 

amounts in Hungary to about 31/. and ~n Yugoslavia to about 90/. 

of its volume in Czechoslovakia. 

Using data on employment in this industry is getting 

nearer mutual relations of economic dimensions of manufacturing 

industry toward the data on the basis of gross output, i.e. in 

1987 employment in this industry reached in Hungary about 48/. 

and in Yugoslavia about 1011. of its value in Czechoslovakia. 

Table 2.5 
Growth rate of manufacturing valuea) (in "') ,, 

1971- 1971- 1974- 1976- 1981-
1985 1973 1975 1980 1985 

Total 
Czechoslovakia J.9 5.4 8.0 ).8 1.8 
Hungary 5.J 8.7 7.9 4.9 ).4 
Yugoslavia 5.9 7.4 8.7 7.J 2.5 
Per capita 
Czechoslovakia J.J 4.8 7.J ).1. 1.5 
IIungal"'J 5.1 8.) 7.5 4.5 ).4 
Yugoslavia 5.0 6.4 7.7 6.4 1.7 

a) At constant 1980 prices 

Source: Handbook of Industrial Statistics 1988, 

UNIDO Vienna 1988 

In dynamic characteristics of this industry production 

there are reflected similar mutual relations towards achieved 

level of economic development as in case of the GDP /see Table 

2.5 and Figure 2/. The dynamics of this industry production is 

lower in Czechoslovakia than in both countries compared. This 
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Figure 2 
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trend, however, is significantly slowing down in all the three 

countries /mainly in the,course of 1980s/. 

The quality of manufacturing industry potential can be 

globally characterized through indicators of the level of this 

industry production per worker. According to these data, Cze

choslovakia preserves a favourable position in relation to both 

Hungary and Yugoslavia /see Table 2.6/. In 1987 Hungary 

achieved about 47/. and Yugoslavia about 68/. of the level of 

labour productivity in this industry in Czechoslovakia. 

'J~able 2. 6 
Value added ill !:la.nufacturi::lg per e!:lployees 

Czechoslov2.kia 3ungar:l Yugosl8: 

Value added in us dollars 
at const2.nt prices 1980 11531 4231 

1385 12272 
___ ,.. 
JJJO 

1987 12871 5758 

Relations of V8.lue 1980 100 37 
added at constc..:;..t 1985 100 45 
prices 1987 100 46 

Source: Industl"'J and. Develoor:wnt. Global Report 1989/90, 
m:rno Vien.:1.a 1989 · 

9272 
3032 
8714 

80 
74 
68 

Also on the basis of mutual relations of this indicator we 

can judge on comparatively more favourable position of Czecho

slovakia from the point of view of getting relative comparable 

effects from mutual economic cooperation with both countries. 

Differences in the achieved levels of economic and in

dustrial development between countries compared are reflected 

also in industrial structure of the manufacturing industry 

potential characterized through the structure of the value 

added /see Table 2.7 and A1 and Figure 2/. 
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a) 
structure of value added in manufacturing 

.(in percentage) 

Cz.echoslovaki.a Hungl3rJ 

Table 2.7 
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---~---~""~·~u~<~··~·~u~r=i~~-~----_JL:l=o=o~.o:__JL:l~c~o~.~c-~l~o~o~.~c--·~ll~o~o~.~o-~l~l~o~a,_,.~c'---ll~r~c~a,_,.~o 

a) 5csed on v~lu~ Gdded in US dollurs ~t current prices 
Source: Industr'/ .::nd Oevelopmer.t Glob:l Report lC:B£/£0. 

UNIOO Vienno 1~89-
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In all three countries there are asserting trends cha

racteristic for the growth of economic and industrialization 

level: the structure of industry is shifting away from tradi

tional unskilled labour-intensive industries, such as textiles, 

clothing and leather and towards more advanced, capital- and 

especially skill-intensive industries such as chem1cals and 

engineering. However, the constraints which have appeared in 

the last decade or so, particularly on the side of energy avai

libilities and import possibilities, have noticeably affected 

the performance of the energy- and material-intensive branches. 

The expansion of some of these branches was also constrained by 

restricted investment allocations. 

Czechoslovakia is producing significantly higher share of 

the group of heavy manufacturing industries, mainly the group 

of machinery and electrical industries /ISC 381-385/. In 1987 

the level of the group of heavy manufacturing industries in 

Hungary got nearer to Czechoslovakia. In spite of the fact that 

Yugoslavia is showing more significant changes in the structure 

of the value added of manufacturing industry /together with 

Hungary/ than Czechoslovakia /see Table A2/, it preserves corn-

paratively stable proportions between branches of 

heavy manufacturing industry. 

light and 

It is obvious from the level and development of indicators 

of the degree of specialization, that the structure of pro

ductive potential /value added/ of the Czechoslovak manu-

facturing industry is 

dustries, i.e. iron 

/ISIC 382/, which is 

more markedly concentrated on two in

and steel /ISIC 371/, machinery n.e.c. 

reflected in considerably higher in-

dicators of the degree of branch specialization in comparison 

with Hungary and Yugoslavia /see Table 2.7 and A 2/. 
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2.3 Involvement into the international division of labour 

For general characteristic of involvement of the economic 

potential of the three countries into the international di-

vision of labour we can make use of the share of expott of 

goods in the GDP value. In evaluating these indicators, how-

ever, it is necessary to consider economic dimensions of in-

dividual countries /usually countries with smaller economic 

dimension!; show lower share of export in GDP/. According to 

OECD data (OECD Economic Outlook, 1990, No. 47) this share 

in 1988 was 19,7/. in Czechoslovakia, 14,71. in Hungary and about 

29,4/. in Yugoslavia 

Yugoslavia 1988/90, 

/incl. services/ (OECD Economic Surveys 

OECD Paris 1990). With regard to a lower 

share of services in Czechoslovak export"s value it seems that 

the degree of involvement of Yugoslav economy into the inter-

national division of labour is significantly higher in corn-

parison with both other countries. 

The goods structure of export and import 

manufacturing production reflects, to some extent, 

potential of 

differences 

in manufacturing industries structures of the countries 

compared. The export and import structure of Czechoslovak manu-

facturing 

electric 

production is more significantly oriented 

machines /SITC 71/ /see Table A3/ than in 

pared countries /see Table A4, AS/. 

on non-

both corn-

The above mentioned characteristics of involvement of eco-

nomic and industrial complexes of .compared countries into the 

international division of labour also show higher degree of 

achieved industrialization level of development in Czecho-

slovakia, which could be utilized for development of mutually 

advantageous cooperation between the three countries. We may 

suppose that acceleration of the process of their connecting to 
' the international trade flows and to the international eo-

operation with economically advanced countries with market eco-
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nomies could help to accelerate the transformation 

economies of the three countries compared in their 

mation toward the market system. 

process in 

transfer-



Branch 
(ISIC Code) 

Food preo;;lucts 1311/21 
hvrr1;~s 1313) 
Tobacco 1 J HI 
Te•tllu 13211 
wurtng ~pp~rel 13121 
luther ~ncf fur products 13231 
Foohur (3241 
'll'ood and cork pro~vcts Ill!) 
Furntt .• fiaturts t•cl. r.et~l.lll21 
Paper tlJ I) 

~~~! i~fa ;n~h~~~!~~ 1 ~~5 ~~ 42 1 

Other c~r~tcals tl52) 
Petroteu• reftnertu 13531 
Prods. of petrolevo and coal (350 
Rubber prott-JCII 1355) 
Phsllc prod"Jcts 13561 
Pottery, chin~. earthenware 13611 
GIUI {362) 
Other tH)'l·•etal. •In. prods. 13691 
Iron ano stul {Jll) 
Nort·hrrous •etats 13J2) 
~tal proCiucts {3811 
NQI'I•electr1cal IIJChlnery ll8ZI 
Electrlnl .,.ach\nery 1383) 
Transport tQulp~t~ent (3UI 
Prof., scttnt. tQ'Jip.or.ent (3851 
Other lfJ:"'ufaclvres 13901 

a) Based on value add ad 

Source: Handbook of 

\. 

Table A.l 

STRUCTURAL CHANGE IN THE MANUFt..CTURU~G SECTOR, SELECTED PERIODS 

Sh1re cl br~nch in the sector 

v~ lue ~dded 
a) 

[,.p1oy .. eot 

Czechoslovakia Hungary Yugoslavia Czechoslovakia Hungary Yugoslavia 

·----------- ----·---·---·--·---

19J:I·IS61 IS53·19E5 1919-1561 19El-1SES 1919· 1981 ISEJ-1965 1919· 1~81 19~3-19E5 1919· 198 I 1953·\S£5 1919· 1981 1953· t9ES 

'. 2 ' ' 8 ' ' 8 8 8 6.' ' ' ' 6 •2 0 ,, ' 6.6 8.6 
I 6 I. 5 I 6 2 I 2 I 2. 0 I l 1.3 I 9 ; I " I 6 

0. 2 0 2 
0 ' 0.5 0 6 ' I 0. 2 0. 2 0 .• 0 • 0.6 0 • 

6 5 5 5 ... 5 I • 3 9 I 6 .• 8.' 6 5 8. 3 10. 1 10.6 
I 1 " 3 ' 2.' c. I • 3 • 3 6. I 

' 5 ' 6 
6. 6 6.8 

0 6 0. 5 0. 8 0.' '-' ' 3 '-' I 0 0 9 0 ' '-' I. I 

1.6 I 9 1.6 1.6 2. 2 2 8 2 • 2 1 2 6 2 • 3 I 3. 6 

2.2 2. I I 3 0 • u 3 2 2 6 2.5 ' 3 0 9 6.1 6 5 

1.2 I l 1.1 I 5 l. J 2. 6 2 5 2. 6 2 2 2 2 •. J • 2 

2. 2 2 I '. 1 2.0 2. 5 2. J " 1.9 '-' I I 1.9 1.9 
0 .• 0.' I. 5 ' 1 

6.1 2 ' 
I. 2 I I I. 6 ... 3 3 J. 2 (}j 

1.0 6 5 6. 1 6.0 l. I J. 8 3 ' 3.' 3 0 J. 2 2. I 2. 3 lJ.I 
1.1 ' 0 •. 3 5 5 3. I l I 09 0. 9 1.9 2. 0 2. 0 2. I 

2. 8 J 0 l I l.O 2.0 2. I 0 ' 0.' 0 5 0. 5 0.5 o.a 
0. 1 0. 5 0. 6 0.6 0. J 0. 6 0. 2 0.3 

I. l I l 1.0 1.3 1.6 15 I 0 I 0 0 .• 0 .• I. 6 ... 
0. J 0. J 1.2 ... 1.9 1.1 0. J 0. J 0.0 1.0 1.6 1.5 

O.l 0. J 0 9 0.0 0. 6 0. 6 0.6 O.l I. I 0 • 0 1 0.1 

2 • 2. 0 1.1 1.3 0 • 0 6 2. 9 2. 9 I. 2 I l 0.0 0.0 .., 
J ' l J J. J u J. 0 3. 5 l 6 ... 2 • c. I 3.8 

9.9 9 2 5. 9 6 .0 5.6 5 9 6 6 6 5 5. 5 5 0 • 9 •. 1 

1.9 I 5 2 9 1.1 2.0 l 0 1.1 I I ... 1.5 ... I. 6 .. .., J. 1 3 .• 9.1 9 I •• • • . 5 .., .. 9 • •• 
20.5 21.5 •• 10 .• ••• •. 5 20.3 21 0 • l •• ••• ... 
5 2 6 2 11.5 13.6 ... 8 l 6 0 6. 2 " . " . 1. I 1 2 

9. 9 10.' • 1 •. 2 6.9 1. 3 9. 1 9 • 1. 5 1 I 1. I 6.9 

0 6 0.6 • 6 '-' 0. 5 0.5 0 1 0. 6 ... • 2 0 5 0.5 

1.3 1.2 ... l 2 0.6 0.5 1.1 I 8 ' 1 .. ' 0.5 0.5 

in us dollars at current prices 

Industrial Statistics 1988. UNIDO Vienna 1988 
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Table A.2 
Indicators of structural cP~nge and degree of specialization 
in manufacturing a) 

Czechoslov~~ia Hunga~J Yugoslavia 

Structural 
1980. 
1985 
1987 

change (in degrees) 
0.71 
1.05 
0.98 

1. 75 
1.92 
1.99 

Structural change 
structural change 
1980 

as a percentaee of average 
1970-1975 (=100) 

62 66 
1985 
1987 

Degree of specialization 
1980 
1985 
1987 

93 72 
87 85 

16.0 
17.9 
18.2 

9.9 
10.4 
10.4 

1. 77 
1. 99 
2.H 

77 
136 
93 

8.8 
8.9 
9.0 

a) In 3 Die;it ISIC branches ( 28) at current prices (US dollars) 
Source: Industry and Development Global Report 1989/90, 

U1TIDO Vienna 1989 

The mcasun: for structural change, 0, is defined by: 

[s;(l) ·<;(I- I) 
; 

cos 0 = :;::~===~=== 
V([s;(t)')·([s,(t-1)1 ) 

; 

where si(t) is the share of the i·th branch in total manu
facturing value :a.IJcd in the year t. 

The valuc fl can he interpreted as the angle between the 
two vectors si( I - I) and si( I) measured in degrees. 

The thcorL"tic:d maximum v:duc of 0 is 90 degrees. 

The degree of spcci:dization is defined as follows: 

''s.·lns. 
L.- ' ' 

h = 100( I + ..!.'-,
1
--
1m;u 

where si is defined as above and hm:u = In (number of 
branches), and In is the naturallog:1rithm. 

If the sh<1rcs of all branches are equal, the degree: of 
specialization equals 0. If only one branch exists, the: value: 
is 100. 
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CROISSANCE ET STRUCTURE DU COMMERCE PAR GRDUPE DE PRODUITS MANUFACTURES 

" 

ProWct group 

Food proO.lcts (part ol SITC 0) 
Beverages and tobacco (part of SITC 1) 
SlliPl)' processed •aterlah (part of SITC 2) 
Petroteu11 pr011Jch (SJ1C 332) 
Anlaa1, vegetable oils, fats (SITC C) 
Che•lcal eluents, co~unds (SITC 51) 
Mineral tar etc. {SITC 52) 
Oyes, hnntng, colouring proOJcts (SITC 53) 
Medicinal, pharaaceutlcal products (SITC 54) 
Perfu•e, cleaning etc. products (SITC 55} 
Fert lllzers, •;anufactured (SITC Sli)-
hploslves, pyrohcMic products (SITC 57) 
Plastic •atertals etc. CSITC 51!1} 
Chealcal •atertals n.t.s. (SITC 59} 
leather, dressed fur ate. CSITC 61) 
Rubber •anUhcturts n.t.s. CSITC 62) 
Wood, cork aanuhctures n.t. s. ISITC 63) 
Paper\ paperboard and aanuhctures (SITC 64) 
Teat I e yarn, fabric etc. CSITC 65) 
Non·•ttal •tneral •anuhctures n.e.s. (SJTC 66) 
Iron and ateel (SIJC 67) 
Non·ftrrous ••tah (SITC. M) 
Metll toanuhctures n.1.1. {SITC 69) 
Non·electrtc •achtnery CSITC J I) 
Electrical •achlnery (SITC 12) 
Transport equl~ent (SITC 731 
Sanitary, ptuJibln¥ etc. fl•turu ISITC an 
Furniture (SITC a l 
Tnvtl OQOCII tic. (SITC aJ) 
Clothing (SITC at) 
Footwear (SITC IS) 
lnstru•ents, ·~tcl'les, clocks ISITC 1!161 
Mile. •anuhctured goods n.e.s. (SITC 89) 

Czechoslovakia 

Growth r~tes 
Tau11. de crolsHnce 

bports 
bpartllll loos 

1975 - 1985 

-c. 1 
-6. 2 
9.0 

15.0 
19.0 
5 1 

-19. 2 
-11. 4 
- 11. I 
-15.3 

21.4 
-15.! 

11.3 
-6.9 
21L 4 
-3.8 
3.0 

-1.15 
·0.3 
-z. g 
-3.7 

1.9 
·7. 2 

-12. a 
~ 10.6 
-11.4 

3.1 
-I. g 
12.0 
·6. 8 

-IS.6 
-7.0 
·li. 9 

l11ports 
___ !!'i!Qrl~t tons 

1975 - 1985 

·7.9 
-13.7 
·7. 2 
-c. c -1.' 
·0. 4 
10.0 
0 9 
0.0 

·1.6 
·4. I 
11. 3 
-I. 2 
-1.6 

1. 9 
- J. 7 
-1!1.7 
-a. 4 
·2 .IS 
·3. I 
·9.0 
-8. c 
-2. 4 
-a.c 
-2. I 

-10 9 
·0.0 

- IO.S 
12.0 
-6. a 
-4.3 
·2. 0 
·4.3 

Tchecoslovaquie 

Sh~re tn tohl 1unuhctures 
~_r LC!~~Ll ~!.Q.H_Lcles _Q!OG.l !.!L ... a nut ac lures 

bports 
__ E~tat tons 

1915 1985 

3.3 • 0 
0.6 0.6 
1.3 5. 1 
0.8 6. 3 
0.0 0. 3 
1.6 5. 1 
0.< 0. 1 
0.9 0.5 
0.9 0.5 
0.3 0 1 
0. 1 0. 1 
0. 3 0 1 
0.6 J. 3 
0.6 0:5 
0.0 0. 2 
1.0 1.3 
0.' 1.1 
0 9 ... 
3.6 6.1 
3. 2 •. 6 

11.5 15. 1 
0. 3 0.1 
2 2 2.0 

32. I 15.8 
6 a u 

13. I " 0. 2 0.6 
1.0 1.6 
0.1 0.5 
3.' J. 3 
• 5 1.6 
1.2 1.1 
2.9 2. 8 

/q>arts 
J~r~oortatlons 

1915 1985 

•. 9 .., 
1.l 0.1 
•. 5 C. I 
0.9 I. I 
0.9 0.8 
J. 1 5.0 
0.0 0. 2 
0.8 1 6 
0.9 " 0. 1 12 
0.8 1.0 
0.0 0. 3 
1.1 2. 9 
2. 6 2. J 
0.2 1.0 
0.1. 0.6 
0.5 0.< 
1. 1 0 .• 
1.9 2.1 
1. 1 1.5 
5.1 '.0 
6 3 5.1 
1.5 2. 3 

36. t 29.0 
6.9 10.9 
1 6 ' 6 0. 3 0 6 
0.1 0.5 
0.0 0.1 
2.0 1.9 
0 .• 0 .• 
2. 2 3.< 
1.1 2. 2 

Source: Hsndbook of Industri~l Statistics 1988, UNIDO Vienna 1988 
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Table ,\.3 

Groupe de proO...I t s 

ProWits Jl\llentalres {lnclus dans CTCI 0) 
Botssoos et tabacs (tnclus dans CTCI I) 
l.btteru de bne (tnctus dans CTCI :U 
Prod'lllts d!rtvh du petrole {CTCI 332) 
!lulles, gratssu.antllales,v~gl!tales CCTCI ~~ 
Eltments chl~iQUeS,COifiPOSts (CICI 51) 
Goudron atner~l etc. (CTCI 52} 
Prod. telnture,tannage et cotor~nts CCTCT 53) 
Prod.J~tdlcln;au", phirlllaceutiQ\Jes (CTCI 54) 
Hulles essenttelles,parfu.,erie etc. (CTCI 55) 
Engrals 11anuhcturh (CTCI 56) 
bptoslfs,artlcles de pyrotechnle CCTCI 57) 
iQt ttres pint lques etc. CCTCI 58} 
JY.tl~rn.prodults chi•IQUes, n.d.a ICTCI 59) lN 
Culrs,fourrures apprhtes etc. (CTCI 61) (JI 
Caoutchouc tnanuhcture n.d.a. (C7CI 62) 
Arllcles en bols et 11~oe. n.d.a. (CTCI 63) 
Papler,carton et articles CCICI M) 
Fllb.tlssus etc. ICTCI 65) 
Articles •ln6rau.~~ non eHaliiQUes CCTCI 66) 
Fer et acter CCTCI 61) 
~tau• non ferreu" (C7CI 61!1) 
Art. •anuhcturh en 11etal,n.d.1. (CTCI 69) 
Machines non 61ectriQUes (CTCI 71) 
Mattrlet 61ectr1Que {CTCI 72) 
lotattrlel de tr.1nsporl (CICI 73) 
Appar.santtaltes,de ploJ~berle etc. (CICI 81} 
~ubles IC1CI 8Zl 
Art tctes de voyaie etc. CCTCI 831 
vete111ents (CTCI 0 
Chauuures CCTCI 85) 
lnstru~ents,llontres et horloges ICTCI 86) 
Articles roanuhcturh dlvers,n.d.a. (CTCI 89) 



GROWTH AND STRUCTURE OF TRADE BY GROUP OF MANUFACTURES, SELECTED PERIODS AND YEARS 

CROISSANCE ET STRUCTURE DU COMMERCE PAR GROUPE DE PRODUITS MANUFACTURES 

ProOJcl gr~p 

Food prcxt.Jcts (part of SITC 0) 
Bever;~oes and lob<ICCO (part of snc 1) 
St.ply processed utertals {part of SITC 2) 
Anlul, ve9thble olh, fats tSITC 4) 
Che•tcat eh•ents, co-ooo,.nas iSilC 51l 
Mineral tar etc. ISITC 521 
Oyes, tanning, colouring prod.Jcts ISITC 53) 
Ue'dtclnal, pharuceutlcal proO.Jcts (SITC 54) 
Perru ... cleaning elc. proructs (SITC 55) 
Fert lllzers, sanufactured (SJIC 56) 
hploshes, pyrott!(;Mic prod.Jcts ISITC 57) 
Plastic saterhls etc. (SITC 58) 
Ole•lcal s;~tert;~ls n.e.s. ISITC 59) 
Leather, dressed fur etc. ISITC 61) 
Rubber sanuhctures n.e.s. CSITC 62) 
WoOd, cork nnuhctures n.e.s. iSITC 63) 
Paper, p~erboard and •anuhctures !SITC 6') 
Textile yilrn, hbrlc etc. ISITC 65) 
Non·~~etal •lneral aanufacturu n.e.s. ISITC 661 
Iron and steel (SITC 61) 
Hon•hrrous .. tah (SITC 68) 
Metal unuhctures n.a.s. ISITC 691 
Hon·electrlc sachlnerv (SITC 11) 
Eleclrlcal •achlnerv (SITC 12) 
Transport e~tp.~ent ISITC 13) 
Sanuarv, plutrblng etc. fh.tures (SITC !1) 
Furntture (SITC 112) 
Trnel goods etc. (SITC 831 
Clotl'ting (SITC 84) 
Footwear (SITC 15) 
lnstruents, •atehes, clocks (SITC 116) 
Ntsc. •anuhctured· goods n.e s. ISITC 119) 

Hungary 

Gro•lh r~tes 
------~Til_l!_Ut;_~[p_!s~~.n-~.,: _______ _ 

bports 
hport;~t ton~ 

1975 - 19!5 

•. 3 
3. 0 

IL2 
12.3 

-i: 2 
2 .• 
9.2 

33.2 
1.5 

19.2 
16.9 
12 
6.1 
1. 3 
•. 2 
1.0 
6.2 
0 .• 
I. 2 

·3.3 
2. I ... 
2.5 
1.5 
1.8 

-1.1 
1.0 

-2.6 
9.! 
0. 2 

I~~~POr Is 
111100rtat Ions 

1975 - 1985 

1 • 
2 2 

-11.3 ... 
1.0 
8.5 
•. 6 

-1.6 
·13 .6 

5 2 
2 0 

11.2 
0. 2 

-2.11 
-0.0 
3. 2 
5 .• 

-~ .11 
·3. ~ 

I. 3 
·0. 1 
3.0 

·2. 6 
6.0 

·0. 9 
-s. o 
5 .• 

••• 5.0 
I. I 

Hongrie 

Sture In total •~nuhcturu 
r;~rt dans it total des proo..tlts unuhcturh 

hports 
--~illQ!l_,_ 

t9lS 1985 

1.0 ••• 3. 0 2 9 
0. I 

0.6 1.1 
1.1 • . 0 

0.3 0. 2 
5 .• 5. 2 
0.2 0.3 
0.1 1.6 
0.0 0.0 
0. 3 1.5 
0.5 1.1 
0.1 0.6 
0.8 1.0 
0.3 o.• 
0 .• 0 .• 
3.' 3. I ... 1.9 
5. 1 u 
2. 1 2 2 
2 ' 1.5 

18.3 16.5 
11.6 11.2 
15.5 U.6 
0. 3 0.5 
1.2 1.0 
0.6 0 • 
5.5 ... 
u 2. I 
2. 2 •. 2 
2. 2 1.1 

IIIP()rls 
__l!'fl...9!..!.!UQ!'ls __ 

1975 1985 

3. 6 3 .• 
0. 9 1.0 

1.0 
0 .• 0.1 
5. 2 6 .• 
0.0 
0.' 0.! 
12 2.6 
0 .• 0.6 
3. 2 2.5 
0.0 0.0 
1.9 3.0 
3. 5 •. 0 
0 3 0. 1 
I. I 1.0 
0. 1 0.5 
2. 6 2 .• 
3. 6 •. 6 ... 3.1 
•. 1 5.0 
6. I •. o 
2 2 ... 

23.2 21.5 
1.3 9. I 

U.O 10.0 
0.3 0 .• 
0.5 0.5 
0.1 0.0 
I.' 2. 3 
0 .• 0.9 
1.! 2.' 
2. I 2. I 

Source: Handbook of Industriol Statistics 1988, UNIDO Vienna 1988 

Table i\.4 

Groupe de prodults 

Prodults allaentalres (lnclus dans CTCI Ol 
Botssons et tabacs ( lnctus dans CTCI 1) 
M.JtUres Ut base (tnclus dans CTCI 2) 
~ties, oratsses,ant•alesf·6g!tates (CTCI 4) 
Elbents chi•IQUn,ca-pos I (CTCI 61) 
Goudron •tniral etc. (CTCI 52) 
Prod. telnture, tanna~ et colorants (CTCI 53) 
Prod.lltdlcinault, phanuceutiQUes (CICI 5'1 
Hullu essentlelles,parfu11erle etc. (CTCI 55) 
Enorals •anuhcturh ICICI 56) 
bplos1fs,artlcles de pyrotecmte (CTCI 57) 
Mat tins plast icrJes etc. (CTCI 5!) 
~~ ltres,proo.Jtts chl•l~es, n.d.a ICTCI 59) 
Culrs,l01.1rrures apprUf,es etc. ICTCI 61) 
Caoutchouc •anuhcturf,~.d.a. (CTCI 621 
Articles en bols et H • n.d.a. (CTCI 63) 
Papter,carton et articles (CTCI 6U 
FIUs,tlnus etc. (CTCJ 65) 
Articles alnt!!rauK non •HalliCJJes (CTCI 661 
Fer et acter (CTCI 6}} 
Wtau .. non ferreua (CTCI 68) 
Art. eanuhctur6s en •Halc",d.a. (CTCI 69) 
Machines non llectri(l.lel C TCI 11) 
Matirtel 61ectrlc,Je ICTCI 12) 
~o~atertel de transport (CTCI ll) 
Appar.unltatres,de piOIIberle etc. (CTCJ'81) 
l.leubln !CTCI 82) 
Articles ae vov•je etc. ICTCI !3) 
Yet"entt (ClCI 4) 
Chaussures (CTCI 15) 
lnstruaoents,IIOI'Itres et horloges ICTCI 86) 
Articles •anuhcturh d\vers,n.d.a. (CTCI 89) 

~ 

•l: 

"' 0'1 

!, 



GROWTH AND STRUCTURE OF TRADE BY GROUP OF MANUFACTURES. SELECTED PERIODS AND YEARS 

CROISSANCE ET STRUCTURE DU COMMERCE PAR GROUPE DE PRODUITS MANUFACTURES 

rroo...ct group 

Food prOO...cts (part of SITC 0) 
Beverages and tobacco (part of SITC I) 
Staoly proeessed·eatertals (part of SITC 2) 
Petroleu• proructs CSITC 332) 
Anleal, vegetable ol1s, hts (SJTC 4) 
~steal eleaenta. eo-pounds CSITC 51) 
Mineral tar etc. {5\TC 52) 
Dyes, tanning, colouring prod\lcts CSITC 53) 
iledlctnal, ph.araaceuttcal proructs CSilC 5() 
Perfuee, cleaning etc. proQ.Jcts (SilC 55) 
Ferttltnrs, aanufactured (SITC 56) 
hploslves, pyrotecM\c products (SITC 57) 
Plasllc aaterlals etc. ISITC $8) 
Chrt•lcal •aterlals n.e.s. (SITC 59) 
Leather, dressed fur etc. ISilC 611 
Rubber unufactures n.e.s. (SITC 621 
Wood, cork unufacturts n.e.r. ISITC 631 
Pope• I paperboard and unuhc:turn (SITC 1!41 
Teatl e larn, fabric: etc. CSITC 651 
Non·•tta •lntral •anuhc:turu n.t.l. ISITC 66) 
Iron and steel (SITC 61) 
Hon-hrrous •eta Is (SflC 68) 
Mltal tanuhctur .. n.e.s. (SITC 691 
Noo·tltctrtc aachlntry (SITC 11) 
E.ltctrtcal •aehtntry (SITC 72) 
Transport ~lp~~tnl (SITC 131 
Sanitary, plueblnj etc. llatures (SilC !11) 
Furniture (SITC 8 ) 
Travel QOOds etc. (SITC 83) 
Clothing (SITC Ul 
Footw11r (SITC 15) 
lnstru•tnta, •atcr.u. clocks ISITC 861 
Mise. tanuhctured goodS n.e.s. (SITC 89) 

Yugoslavia 

Gro•th rates 
Taua de c_rolsunce 

hports 
hportat Ions 

J .. ports 
I!Qortatlons 

1915 - 1985 

9.2 
1. s 
6. I 

26.0 
22.0 
11.9 
79.3 
0.3 

10.6 
11.6 
10. t 
23.3 
16.0 
·5. 3 
6. 2 

15. ti 
1. 9 

12.1 
1.8 
1.1 
1. 6 
3 .• 
1 .• 

15.5 
10.9 
10.3 
u.o 
12:.8 
6. 2 

10.5 
u.z 
u.z 
12.1 

1975 - 1985 

-1.8 
·3. ~ 
'-' 

12.6 
0.1 
1.8 
1. 2 
5.2 
3. 2 
9.8 

13. I 
18.6 
5 .• 
6.6 
1 2 
3. 1 

-3.5 
0. 3 
3. 2 
0.9 

-0.5 • •• -1.5 
0.9 
3.6 
0.5 
-~ .1 
-2.6 
-9.0 
-9.0 
-0. ~ 
u 
-I.~ 

Yougosla...,ie 

Share In tott~l aanuhctures 
_f_ar_U;ms le .lB.!.!.!.__!;!~;_p_rodu!!!... aanuf a~ct.!_ 

bports 
____!!P.PI.!..!!!~ 

1975 

6. 2 
0.9 
3.8 
0.6 
0 0 
2. 9 
0.0 
1.2 
1.8 
0.3 
1.2 
0.1 
1.1 
1.0 
0. 1 
0.9 
1.5 ... ... 
2. 2 
s. 1 

10.0 ... 
1. 3 
9. 5 

14. I 
0.3 
2.9 
0.2 
5.5 
•. 9 
o.• 
1.2 

1985 

5.5 
0.1 
2.6 
2. I 
0.1 
3. 3 
0 .• 
0 5 
1.8 
0.5 
12 
2 2 

" 0.2 
0 s 
I 5 
I. 2 
I. 1 
3.8 
I. 1 ... 
5. 2 
3 .a 

11.3 
9.9 

13.1 
0 .• 
3. 5 
0. I 
5 .• 
6.0 
0.0 
1.5 

IJ~ports 

J~r~portat Ions 

1975 

3. 3 
0. 2 .., 
" " 5. 5 
0.1 
1.3 
1.2 
0. 3 
0 .• 
0.0 
2. 6 
1.6 
0.6 
13 
0.5 
1.3 ... 
1.5 

12.5 
3. I 
3.2 

25. I 
1.0 

10.1 
0.3 
0.1 
0.0 
0 .• 
0.1 
1.8 
1.8 

1985 

2. I 
0.1 
1. 3 ... 
13 
8.9 
0.1 
1.6 
I 2 
0. 1 
2. I 
0. I 
3. 3 
2 .• 
0 • 
I.' 
0.1 
1.1 
• . 3 
1.3 
9.1 
1.8 
2.1 

21.0 
1.6 
5.2 
0.1 
0.1 
0.0 
0.1 
0.1 
2. I 
1.2 

Source: Handbook of Industri£1 Statistics 1988, UNIDO Vienna 1988 

Table A.5 

Grovpe de pr~dults 

Produlls aJI•ent.11res (lnclus dans CTCI 0) 
Bolnons et hbacs (lnclua d.1ns CTCI 1) 
Matltres de base (lnclus dans CICI 2:) 
Produlls derlvh w ptlrole (CTCI 332) 
1-lJIIes, gnlsses.anl•ales,vtgUales (CTCI ~~ 
Elbenls cf'II•IQUes,coilposh (Cl.:l 51) 
Govdron •Intra I etc. ICTCI 52) 
Prod.telnture,tann.llge et colorants (CTCI 53) 
Prod.•tdlcln.llua, phanaceutiQuU (CTCI 5~) 
l~llcs enentlelles,parfumerte etc. (CTCI 55) 
Engr.11IS unuhcturts (CICT 56) 
hploslfs,arllcles de pyrotecmle (CTCI 511 
Matl~res phsttQues etc. (CJCI 51) 
lol.ltltres,produtts chi•ICloJe&, n.d.a (CTCI 59) 
Cutrs,fourrures apprittes etc. (CTCI 61) 
Caoutchouc 11.11nufacturl n.d.a. (CTCI 62) 
Articles en bets et lttoe, n.d.a. CCTCI 631 
Papler,carton et artlclu CCTCI 6~) 
F11b,lluus etc. (CTCI 55) 
Articles •lniraull non •6talltquu (CTCI 66) 
Fer et ICier CCTCI 61) 
1.16taua non ferreua (ClCI 68) 
Art. •.11nufac:turh en ll~hl.ln.d.a. CCTCJ 691 
IQc:hlnes non 61ecttl(l.Jes h.TCI 71) 
lotaUrltl ~lectrlque (CTCI l2) 
Matertel de transport (CTCI U) 
.I.PP.llr.unllalres,de plo•berlt etc. (CTCI 80 
Meubles {CTCI 82) 
Articles de vov.119t etc. (CTCI 83) 
Vite•ents (CTCI 84) 
Chaunures CCTCI 85) 
lnstru11Mis,110ntre1 et horlogn CCTCI 86) 
Articles •anuhcturts dhers,n.d.a. (CTCI !9) 
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Aspetl Insi1tute Italia 
Conference COOPERATION IN THE ADRIATIC-DANUBE REGION 
'Ji.enna, Dctobt-Y 14- 16, 1'3'30 

dr.Da_Yko Bekic 
international Relations Adviser 

' PYesidetlcy.of the Republ-ic of Croatia 

CF.:ISIS IN YUGOSLAVIA IN THE CONTEXT OF THE ADRIATIC - DANUBE 
I 

COOPERATION 

( Introductory remarks) 

l_adies at1d Gentlemetlr 

The recent "Policy Document on the Pentagonal Initiative", of 

I st August I ·:r:~o, had identified, i'nter alia, the folowing main 

objectives of the Initiative: 

IIA) 

8) 
C) 

i)) 

El 

establishing and strengthening ~utual ly beneficial partnership 
structures based o::Otl the shared ~al ues of par I iamentary d,;,mocracy 
and human rights. I 

beginning to work, within its geographically defined limits, 
on a solution to the problems of national, ethnic, religious 
and linguistic minorities within existing borders, while 
awaiting a broader codification of such matters within the 
framework of the Helsinki process and the Council of Europe) 
contributing towards the consolidation of democratic institu
tions and economic recovery and development. 
promoting a general participation in the construction of a 
new Europe, a process that has been accelerated fol I owing the 
democratic changes and in particular the free ·elections held 
in some of the member States •••• '' 

With gr,;,at deal of concf>rn, I havf> to inf•::orn·, you that it is 

particularly those, above mentioned objectives of the Pentagonal 

Initiative, t•1at ~1ave been threatened in Yugoslavia, in t~1is very 

riiCifll(~tl t . 

As yotJ w~l I knc)w, in the two most advanced, north-westertl fe-

deral replJblics of Yugoslavia, i.e. ,~roatia atld Slovetlia, the 

first free electiotls have been ~1eld eaYiieY in the year, and new 

By the series of cotlstitutional and I erJisl C:\tl.on 

l 



republican level t~1e system of parliamet1tary democracy, .. free 

market economy, as wel I as various programs of deregulation and 

re.-privatisation pf economy. T 

This process of democra~ic transi~lon was absolute! ly peace-

ful and proved of the maturity and political expedience of both, 

the winning democratic pa~'ties, 'and their electorate. As a 

consequence, an asymmetric political and economic system was esta-

blished and stil) exists.iri Yugoslavia. 'The north-western part, 

bordering with Italy, Austria, and Hungary ,,is now making an 

... ·;' . 
integral part of the Western demociatic system, while the south-

eastern part of the countr9',, :bordering with Bulgaria and Rumania 

is sti I I ruled by one~pa/tyfcommun1st regimes, and a sort of cen-

trail y adrroinistered, goveniment.:.contr,oll ed ec•:>twroic ·system. 

Since recent I y, under thJ; pressure,, of events that have altered 

the political scene ir\ ~,he' ~i~rth-westen~ part of the •:•:>untry, the 

:·(:·.· 
preparations for democratic"E.Iections in the south-eastern repub-

I ics have also advanced. Udfortunatel I y, the forces of the CorMhu- · 
:-.· 

nist 
"' .. . .. ,·, -!;,? . ·._: :· ·.·: : J •• • •• -·.. :· 

"Ancien regime" are sti 1:1 .prevai I ing there and,, evident I y, 

consolidating their posture~nd t~king·counter-offensive, The main 
c. 

objective of this counter,-offensiVe is to prevent the democratic 

el e•:tions, I ater this ye-ar, •in their own part of the •:ountry, as 

wel I as to destabilize and, eventually reverse the results of 

tt1e democratic elections in the republics of Croatia and Slovenia. 

Since the latter are roost advanced and strong enough to stand the 

pressure, in the most recet1t period, the count~r-offensive from the 

east has taken the most dramatic, violent forms. 

By mar1ipulatit1g historical frustrations of the Serbian mino-

rity in Croatia, the dogmatic, 11 Greater Serbia 11 forct-s are actu-

ally instigatinq an armed insurgence atld teYYorism in the local 

communities of Croatia, inhabited mostly by ethnic Serbs. Their 
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'" 
otJjective is to- provok~ ar1 armed respor1se by the Croatian forces 

of order, .i.e. the r~vival of the old hatreds and the bloodshed 

i tse I f. This scenario, orchestrated frr0ro Bel grad,;,, is aimed to 

portray th,;, Croatian d,;,mocratic gov•fnment as right-wing, even 

pro-Fascist, and thus to tarnish its imag,;, in th,;, d,;,mocratic world. 

Th~ final outcome of this scenario would'be, in fact, prov.:)cation 

of a military coup of the Latin American typ,;,, th,;, d,;,struction of 

Yugoslav fed,;,ral ism, and r,;,establ ishro,;,nt ol a "Gr,;,at,;,r S,;,rbia", an 

authoritarian or quasi-parlamentarian syst,;,m. At th,;, int,;,rnational 

l,;,v,;,l, this antid,;,mocratic ahd anti-Europ,;,an sc,;,nario is objecti-

v,;,lly leading towards forming of an "Unholly Alliance" with the 

similar forces in Bulgaria nad Rumania. 

For almost fifty days now, the Croatian Gov,;,rnm,;,nt was trying 

to solve th,;, pr•:>blem peacefully, to reo::lp.?n th,;, blocked railway and 

road communications be,;,tw,;,en th• coastal, Adriatic part of Croatia, 

and. its int,;,rior, and in fact, ·the whol,;, o:::.f Middl,;, Europe, that is 

normally servic,;,d by the th~s~uthern Croatian h•rbours of Split, 

' Sib,;,nik and Zadar. Despite (:·onsid,;,rabl,;, damage inflict,;,d to tourism 

and transporation service • two of the most profitable Croatian 

industri,;,s - th,;, gov,;,~nmen~ of Croatia has not adopt,;,d y,;,t any 

forceful measures ag'ain·st·' 1n$urgent,s, since· this could ,;,asi I y bring 

many Victims. ltlSt.?adr .. tfl.?·. gQV.?r.n.ment ·i·S trying· to n,;,gotiat,;, - with 

'' 
the assitanc,;, of the f,;,d·~ral ·.governmeht .o,fficiali;. 

Itl spit,;,· o( these·, eff()rt,E\,' tf;e··inst1gato'rs.hav,;, now announced 
t · __ i i . ·_· . •.•i - '' . 

the n.>w stage o.f their.:·,s.ce:t)·ario: in·order' to: faci I ifat,;, "show down" 
... ,;' .', •. -.. . .. I ' - . ' . 

' ;_; :;· '·l '.,.·:. ' .... _·.· •·.: . . 
with th,;, Croati·an de["'"cracy,·· th,;,y hav,;, d·,;,vised a\i:>l'an t•::o I it,;,rally. 

"throw out" Slovenia frorn Yugoslavia, by forcing it to st~cede, and 

t~1us to weaketl tJp tl1e existitlg democratic Croatiatl-Sioveniatl 

coalition, to eliminate easier t~1e ot1ly r~maining democratic 

qovt·Ynr.-.ent in CYoatia, and rnt·rg~ its tt·rrit.::.ri\:OS with th\:- '1 Greater 

,., 
•. J 



Ser-bia••. 
,, 

_,_,_, ···' ~ i;>i;::·-,. -.·•:r.,.R:;. .• ~ 1i:.,. . .. ..i>.-~-.-.-, ........... ,, "· ·! -,-.,.,.,._.,··. ·tc•··-~·"•i·,o.. -.,.,,., .. , .... ·., . .,..,"" · ·c·.· · ~-..-r-• 1-,..,_ ""' •~l~.· " ·-~, . -~· 

both the 

Repub-lic of Croatia and Slovenia have aynounced a week ago their 

joint model for the con•titutional ••form of Yugoslavia. This 

model in fact, represents the basic elements of the future Confe-

deration, which should replac~ the existing, conflict-laden Yugo-

slav federation • .,_______ Only three days ago, Republic of Croatia had 

announced its own draft p~oposal of the final text of the 

Yugoslav Confederation, which is considered as the only way, the 
I 

only institutional framework;~ which the very idea of Yugoslavia 

could be preserved in th~actu~l circumstances. 

Both of these documents Bre attached to these. introductory 

remarks and offered to yd~~ ki't,d consideratiot1. Thank you 1 

. \··· 

:'£,', 
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Draft-VERSION 3 

THE. PRESIDENCY OF THE REPUBLIC OF CROATIA 

D R A F T 

OF THE TREATY OF THE YUGOSLAV CONFEDERATION 

-~THE ALLIANCE OF SOUTH SLAVIC REPUBLICS 

The Presidency of the Republic of croatia is publishing tl•e 
text of the Draft of the Treaty of Yugoslav Confederacy--The 
Alliance of South Slavic Republics, which has been compiled by 
the professional team of the Presidency of the Republic of croa
tia and represents a possible concrete model of a confederacy i.n 
Yugoslavi.a. This model was made public on October 3, 1990 and has 
been deposited with the Presidency of the SFRY and with the other 
republics. 

fi~agreb 
octoner 11, 1990 

J 
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D R A F T 
OF THE TREATY OF YUGOSLAV CONFEDERACY 

--THE ALLIANCE OF SOUTH SLAVIC REPUBLICS 

The Republic of Croatia, The Republic of Slovenia ..... in tl1e 
name of their peoples, 

-. reaffirming the moral values which are the joint heritage 
of all 'European peoples, founded on the principles of individual 
liberty, political freedoms, and the rule of law, and which form 
the basis of every true democracy, 

- rejecting any type of oppression of any nation or of any 
ethnic or religious group under the yoke of any other national 
group, 

- reaffirming the principles of private, cooperative, corpo
rate, public, or mixed ownership, as well as free enterprise and 
the freedom of expression, 

- believing in joint economic and social advancement and in 
mutual solidarity a~ the basis of the economic, social a11d per
sonal security of every man, 

- uniting for the purpose of maintaining _the security of the 
Alliance from external factors and safeguarding the independence 
and territorial integrity of every member state, 

- attempting in this manner to contribute to European secu
rity and stability and to initiate the process of integration of 
all contemporary European peoples and states, 

- on the basis of the inalienable and unspent right of every 
people to self-determination, including the right to secession 
and union with other nations and states, 

HAVE DECIDED TO UNITE INTO 

"THE YUGOSLAV CONFERATION -
ALLIANCE OF SOUTH SLAVIC REPUBLICS 

(Further referred to as Alliance) 

.. c 

J 
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I. PRINCIPLES AND MUTUAL GUARANTEES 

1. Member states .of the Alliance mutually acknowledge the 
basic rights of every member state to existence, independence, 
equality, international commerce, and to respect. 'l'hey agree not 
to interfere in the internal affairs of other member states, 
except when this is permitted by international law or by this 
Treaty. 

2. The member states agree not to enter into any interrla
tional.~reaties or agreement which would be directed against the 
Alliance, or which may in any other way be in conflict with this 
Treaty or damaging to any other member state. 

3. Member states agree to safeguard the independence of the 
Alliance as a whole from every foreign attack, and to tl1is er1d, 
this Treaty shall establish a system of collective security and 
mutual defense. 

4. All the member states shall acknowledge and respect the 
full extent of rights to equal treatment, to cooperation in 
political decision-making, to language and alphabet, and to the 
cultural institutions of all the ethnic groups that live in their 
area. 

5. The member states agree to steadfastly respect and make a 
commitment to the European Convention for the Protection of Human 
Rights and Basic Human Freedoms of 1950, and its Articles nos. 1, 
4, 6, and 7. Application for membership in this Convention by 
the member states of this Alliance or by the Alliance sl1all be 
executed in accordance with this Treaty. 

6. The citizens of every member state who are permanent 
residents in any other member state of the Alliance shall have 
rights equal to the citizens of the member state of residency, 
including all civil and political rights. 

7. Citizens of every member state shall have freedom of 
movement within tha territory of any other member state of tl1e 
Alliance. Freedom of movement shall not be restricted by the 
examination of passports or other documents, with tl1e condition 
that abuse of this right is forbidden in accordance with section 
I/1 of this Treaty. 

8. There shall be freedom of movement for the work force on 
the territory of the Alliance. There shall be no discrimir1ation 
among the citizens of member states based upon their citizensl1ip, 
with regard to their employment, compensation, and otl1er work 
conditions. .e 
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9. Physical and legal entities from every member s t;-, te sha 11 
haye the right to form enterprises and corporations on the tcrT.i
tory of the Alliance and their activities shall be governed by 
the same conditions for all. 

10. Because the Alliance forms part of a single Europe'"' 
ecological territory, the established norms confirmed by interna
tional agreement ~hall be followed in protecting and advancing 
the environment. 

11. The member states shall execute the decisions and other 
individual acts bf the organs of other member states on the basis 
of reciprocity and according to the agreements which will he 
entered into for those purposes. 

II. MEMBERSHIP 

1. The founding members of this Alliance shall be the> r:Lth'" 
which are party to this Treaty. 

2. Other states which accept the terms of this Treaty may 
become members of the Alliance, provided that they have estab
lished a democratic,·· parliamentary system of government based on 
free, secret, multi-party elections, with the full and equal 
right to vote, which guarantees freedom of expression and repre
sents the will of the voters, and which guarantees property 
rights, free enterprise, and complete freedom of union member
ship. 

3. Every such state shall be accepted as a meutber or l:he 
Alliance when an agreement for that purpose goes into effect 
after having been ratified by the authorized bodies of that state 
and all the member states of the Alliance. 

4. If the Confederate Court determines that a state is 
obstinately and consistently transgressing the terms of this 
Treaty which are crucial for maintaining the Alliar1ce, tl1e mcur
bership of that member state may be revoked by a verdict of tire 
Council of Ministers. The said member state shall have no right 
to vote in reaching such a verdict. Under these same conditions, 
such a member state may be expelled from the Alliance. 

III. JURISDICTIONS 

1. Member states of the Alliance shall have their own armed 
forces. A designated portio~cof the forces of eacl1 member state 
shall be placed under the command of the Alliance and they shall 
create appropriate bodies ~J that effect. 
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2. A technologically and economically coordinated railway, 
postal and telecommunication system shall operate on the territo
ry of.the Alliance;; 

•,'3. The territory of the Alliance shall form a single juris
diction for customs purposes. There shall be no customs or other 
duties on the transport of goods and services within the 
Alliance. 

4. The territ6ry of the Alliance shall be a single market. 
The commerce of goods, services and capital within tl1e Alliance 
shall be free and there will be no restrictions to free market 
competition. Moreover, the Alliance shall comprise a joint 
monetary territory. 

5. Member states of the Alliance shall develop a jol11t 
agricultural policy for the purpose of increasing agricuJ.tural 
production, to guarantee the standard of living for the agricul
tural population, for stabilizing the market, and for guarante~
ing an agricultural supply to the population at a reaso11nble 
cost. 

6. Within the framework of the Alliance, member states shnll 
coordinate measures designed to improve living and working comli
tions for the population. 

{This is not the final listing of mutual activities. A comprehen
s~ve, supplementary listing of mutual jurisdictio11S will be 
formulated which will become an integral part of this Treaty.) 

IV. INSTITUTIONS 

1. Main Institutions 

The chief branches of the Federation shall be the Advisory 
Parliament, The Council of Ministers, the Executive Committee <~ncl 
the Confederate Court. 

a) Advisory Parliament 

1. The Advisory Parliament shall be comprised of rcpreseJJta
tives of the member states of the Alliance. It executes an advi
sory and supervisory authority in accordance with this Treaty. 

I. 

'2. The citizens of each member state shall elect by direct a11d 
secret ballot approximately fifty representatives to the Adviso
ry Parliament by uniform electoral procedures which will be 
confirmed by the council of Ministers. 

3. The Advisory Parliament shall convene four times per year. 
Emergency meetings shall be ,~lled at the request of the Council 
of Ministers or of the Exe~utive Committee. 

J 

,, 
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4. The Advisory Parliament shall choose officers and a president 
from the membership. 

5. Members of theExecutive Committee shall have the right to 
participate at all of the sessions of the Advisory Parliament and 
shall .have the right to debate discussions on their own ir•itia
tive in the name of the Executive Committee. 

6. The Executive Committee may answer questions from the Advisory 
Parliament verbally or in writing. 

7. The Council of Ministers may deal with the Advisory ParU.<11nent 
in accordance with its by-laws. 

8. The Advisory Parliament shall reach its decisions by means of 
an absolute majority vote. 

9. At the March session, the Advisory Parliament shall examJ.ne 
the annual report submitted by the Executive Committee. 1\t the 
December session, the Advisory Parliament shall discuss the 
proposed budget of .the Alliance for the following year. 

10. If a vote is proposed to recall the Executive Committee based 
on its activities,· the Advisory Parliament shall decide tche jo,,;ue 

with an open vote. If the proposal for recall is adopted with a 
two-thirds majority of votes, the members of the Executive shall 
jointly resign. They shall continue to perform in their capaci
ties until new members of the Executive Committee are elected. 

11. The Advisory Parliament shall conduct business with a majori
ty vote of all the members. 

b) The Council of Ministers 

1. The Council of Ministers shall be comprised of one represerJta
tive per member state in the Alliance. 

2. The post of Presid~nt shall be filled by the members of tt1e 
Council of Ministers, on a rotational basis, each serving a term 
of six months in the alphabetical order of the member states. 

3. The Council 
the president, 
request of the 

of Ministers shall convene at the discretion of 
at'the request of one of its members, or at the 
Executive Committee. 

4. The Council of Ministers shall execute its decisions unani
mously, except in matters concerning procedure. 

5. The Council of Ministers shall rule on all matters in this 
Treaty and its addenda as specified herein. The Council of Minis
ters may transfer to the E,~cutive Committee the authority to 
carry out the measures thBJt it enacts. It may also transfer to 
the Executive Committee the authority to make decisions regarding 
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certain issues. Such authority may be revoked if it is deemed 
necessary. 

6. 'The Council of Ministers may request that the Executive Com
mittee undertake any type of investigation it may deem necessary 
for establishing the aims of this Treaty and may request appro
priate proposals from the Executive Committee. 

7. If the Council of Ministers makes a ruling based on a proposal 
from the Executive Committee, such a proposal can only be changed 
by unanimous vote. 

8. The Council of Ministers shall be responsible for the duties 
described in Articles 28, 31, 32 and 54 of the European Conven
tion for the Protection of Human Rights and Basic Human l'reecloms 
in relation to every member state of the Alliance which has not 
become a member of that Convention. 

9. The Council of Ministers shall write its own by-laws. 

c) Executive Committee 

1. For the survival of the Alliance and the realizatio11 of all 
the goals of this Treaty, the Executive Committee shall be re
sponsible for applying the terms of the Treaty and its adde11da, 
as well as the measures that the governing branches of tl1e Al
liance shall carry out, or shall be required t·o carry out, in 
accordance with this Treaty. 

2. The Executive Committee shall make recommendations and convey 
opinions regarding matters governed by this Treaty and its adden
da when it is specifically stipulated or when it is deemed Jleccs
sary. 

3. The Executive Committee shall have the independent autl1ority 
to rule on matters which have been assigned to the Executive 
Committee by the Council of Ministers. 

4. The Executive Committee shall publish its report on the work 
of the Alliance every year, no later than one month before thC' 
convening of the Advisory Parliament. 

5. The Executive Committee shall be comprised of thirteen mem
bers who shall be nominated by the governments of the member 
states. They shall have a four-year term of office with the right 
of reelection. The number of members on the Executive Committee 
is subject to change by the Council of Ministers. 

6. The members of the Executive Committee must be citizens of the 
member states within the Alliance. Each member state must have 
at least two representatives ctfDn the Executive Committee. 

h th J t. 7. T e members of e Exedu lve Committee shall perform their 
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duties independently and in the common interest of the Alliance. 
They shall neither seek nor accept any advice or directio11 from 
any government or from any other body. They shall avoid any 
objectives which are not in keeping with their responsibilities. 

8. Member states ofthe Alliance shall vow to respect the princi
ple of section 7, and shall not interfere with the members of the 
Executive Committee in the performance of their duties. 

9. For the duration of their term in office, members of the 
Executive Committee may not engage in other paid or unpaid pro
fessional activities. By accepting these responsibilities, mem
bers shall give their solemn pledge in accordance with the by
laws of the Executive Committee. 

10. At the suggestion of the Council of Ministers or the 
Executive Committee, the Confederate Court may expel any member 
of the Executive Committee who no longer fulfills the conditions 
necessary for the performance of his duties, or who has been 
found guilty of negligence in his work. 

11. The President and two Vice-Presidents of the Executive Coun
cil shall be appointed by the Council of Ministers for a term of 
two years with the right to reappointment. 

12. The Executive Committee shall execute decisions IJy n,;1jrnity 
vote. Sessions of the Executive committee shall have a quorum if 
the number of members required is prescribed in the by-laws. 

13. The Council of Ministers and the Executive Committee sh<tll. 
consult and advise one another and shall establish methods of 
cooperation. 

14. The Executive Committee shall write its own by-l<twn. 

d) The Confederate Court 

1. The Confederate Court shall guarantee respect for the law in 
the interpretation and enforcement of this Treaty and its adden
da. 

2. The Confederate Court shall be comprised of fifteen judges 
chosen from a pool of individuals of the highest moral caliber 
who fulfill the requirements for the highest position of magis
trate, or who are recognized as consummate legal professionals. 

3. Judges are appointed in cooperation with the governments of 
the member states.of the Alliance for a nine-year term. Every 
three years the term shall expire for seven, and alternately 
eight, judges. After their term of office has expired, the judges 
may be reappointed. tB 

4. The President and' vide-President of the Co11federate Court 
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shall be elected by the judges of the said court for a three-year 
term. 

5; The Confederate Court shall select its own secretary and may 
select other necessary employees of the court. 

6. Any member state of the Alliance which feels that i1nother 
member state has not· fulfilled its duties in accordance with this 
Treaty and its addenda may file a grievance with the Co11federate 
Court. Before filing such a grievance with the Confederate Court, 
the grievance shall be directed to the Executive Committee. Tl1e 
Executive Committee shall then reach a ruling after giving the 
respective states an opportunity to state their own case, either 
verbally, or in writing. If the Executive Committee does not act 
upon this grievance within three months, the lack of a ruling 
from the Executive Committee shall not prevent filing the said 
grievance with the Confederate Court. 

7. If the Executive Committee rules that a member state of the 
Alliance has not fulfilled its duties in accordance Hith this 
Treaty and its addenda, it shall provide a substa11tiated ruling 
after having given the said member state the opportun.i ty t.o st<1t.c 
its case. If the member state does not act in accordance with 
the Executive Committee's ruling in the time allotted, then the 
Executive Committee. may file a grievance with the Confederate 
Court against that member state. 

8. If the Confederate Court establishes that a member state has 
not fulfilled its duties in accordance with this Treaty and its 
addenda, the state will have to undertake the necessary measures 
to act in accordance with the Court's ruling. The Confederate 
Court delivers the verdict to the member state and to the Council 
of Ministers who shall be responsible for its execution. 

9. The Confederate Court shall supervise the lawful11ess of tl1e 
acts of the Council of Ministers and of the Executive Committee, 
except for their recommendations and opinions. The Confederate 
Court shall be authorized to rule on cases submitted by member 
states, the Council of Ministers, or the Executive Committee, in 
the event of lack of authority, the transgression of crucial 
rules of order, violation of the Treaty or of any regulations 
dealing with its implementation. 

10. Under the conditiOns of Section 9, every physical and legal 
entity has the right to submit a grievance to the Confederate 
Court regarding any ruling which affects said entity or which 
affects some other entity, but has an immediate or practical 
effect on that entity. A grievance may also be submitted if some 
body of the Alliance. fails to make a necessary ruling. 

11. If the grievance mentiol),f'd in Sections 9 and 10 has merit, 
then the Confederative Court shall declare the ruling null and 
void. If a statute is invollved, the Confederate Court shall, if 
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it is deemed necessary, make a ruling regarding which effects of 
the statute that has been declared null and void shall remain in 
eftect. 

12. The body whose ruling has been declared null a11d void or 
whose failure to act is deemed to be contrary to the t:enns of 
the Treaty, will b~ required to take the necessary measures to 
carry out the sentence of the Confederate Court. 

13. The Confederate·Court shall be authorized to rule on matters 
of prejudice at the.request of the court of a member state, when 
the interpretation of this Treaty is at issue, on the validity of 
an interpretation of one of the bodies of the Council, or on the 
interpretation of the statutes of the bodies which have beei1 
established by the Council of Ministers. If there is any question 
about a case tried in a member state court which has received a 
final ruling with no appeal, then, that court shall direct such 
a case to the Confederate Court for ruling. 

14" A Commission of seven members shall be appointed by tl1e 
Confederate Court from a roster of candidates who fulfil! the 
requirements of section 2. This Commission shall perform the 
duties described in Articles 20 to 37 and in Articles 44 to 48 of 
the European Convention for the protection of Human Rights and 
Basic Freedoms in the cases of physical entities, non
governmental organizations and groups of individuals <lgainc,\: 
every member state of the Alliance which has not yet become party 
to the Convention. 

15. The Confederate Court shall have full jurisdiction with 
respect to Articles 38 to 54 of the European Convention for tl1e 
Protection of Human Rights and Basic Freedoms vis-a-vis every 
member of the Alliance which has not yet become party to the 
Convention. 

16. The Confederate Court shall have jurisdiction over all cases 
involving the organs of the Alliance and their employees a11d 
under established regulations in matters regarding employment and 
conditions of employment. 

17. All of the rulings of the Confederate Court or of its Com•nis
sion shall be reached with a majority vote of the judges present. 
In the case of an even split of votes, the preside11t or wl1oever 
is substituting for him shall decide the outcome. 

18. A ruling must be explained. If the ruling in its entirety or 
in part does not express the unanimous opinion of the judges, 
every judge has the right to contribute to the ruling by express
ing his personal views. 

19. A ruling made by the Con~<ederate Court is final with no right 
to appeal. In the event tha't there is disagreement in reaching 
and explaining a ve~dict,J~he court shall have the rigl1t to ex~ 
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plain the ruling at the request of each party. 

20. The Statute of ,the Confederate Court is an ir1tegral part of 
this Treaty. The Copfederate Court shall write its own by-laws. 

2. Other Institutions 

By special agreement among the member states in executing 
joint authorities and interests, additional institutions and 
organizations of the Alliance may be created. 

3. General Regulations 

1. The location of the institutions and organizations of the 
Alliance shall be determined by the member states by mutual 
agreement. 

2. In order to fulfil! their responsibilities and the duties 
entrusted to them, the institutions and organizations of tlte 
Alliance may form permanent or ad hoc assisting bodies. 

3. The Alliance shall enjoy the full legal capacity neces
sary to fulfill its responsibilities and to achieve its goals on 
the territory of every member state. 

4. The buildings and offices of the confederate bodies sltall 
be inviolable. The organs of the state where these buildings and 
offices are located shall not enter without the authorization of 
the responsible bodies of the Alliance. That state is obligated 
to take all necessary measures to prevent these buildings and 
offices from being forcefully entered or damaged and to maintain 
peace so that the dignity of the Alliance shall not be violated. 
The property of the Alliance, including its buildings, may not be 
searched: taken over, confiscated, or subject to court seizure. 

5. The representatives of the member states and tiH' cmpl oy
ees of the Alliance shall enjoy the privileges and exemptions 
necessary for independently performing their jobs for tlte Al
liance. 

V. JOINT DEFENSE SYSTEM 

1. The member states of the Alliance reaffirm their faith in the 
principles and goals of the U.N. Charter and their desire to live 
in peace with all peoples and all Governments, seeking to promote 
peace and stability in South[~ast Europe. Within the framework of 
this Alliance, they shall establish the principles and bodies for 
a Joint Defense System. ~ 
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2. This System is based on the principle that all the member 
states of the Alliance agree that an armed attack oil the territo
ry; the vessels or the aircraft of one of the member states shilJl 
be considered an attack on all of them. In such a case, the 
member states of the Alliance agree that each of them in exercis-. 
ing collective self-defense recognized by Article 51 of the U.N. 
charter, will assist the attacked member state, immediately 
taking individual or. collective action which may be deemed rreces
sary, including the use of armed force, but with the exclusive 
aim of reestablishing peace and security in the Alliallce. 

3. In principle, only those portions of the armed forces of the 
member states of the Alliance which make up part of a ·joint 
command will participate in joint military actions. Every niember 
state shall decide independently about the military irtvolvement 
of that portion of the armed forces which is under its owll com
mand. 

4. For portions of the armed forces of the Alliance, the member 
states shall establish a Joint Command, as well a Military Polit
ical Council, which shall be ready to meet promptly to dcliberilte 
arid decide about the implementation of joint defenses. 
(Or will this function remain the responsibility of the Executive 
Committee or the Council of Ministers?) 

5. With the consensus of the member states of tite Alliance, and 
on the basis of the proper invitation by the Military Political 
Council, or the Executive Committee, any state it1 ti1e world may 
join the Joint Defense System of the Alliance, and after applyillg 
for membership, may engage in the joint defense of the peace attd 
stability of the Alliance. 

6. The member states of the Alliance agree not to enter into ally 
international agreements or to accept any obligatior1s toward a 
third state which would be in conflict with the terms of tite 
Joint Defense Syst~m of this Treaty. Furthermore, tite member 
states of the Alliance solemnly declare that they will 11ot 
abuse the Joint Defense System through their acts, nor will they 
question its strict defense orientation. 

7. Member states of the Alliance declare that their Joint Oefense 
System is not in conflict with the laws and commitments of tile 
Alliance as a signer of the U.N. Charter or in its responsibili
ties toward the United Nations Organization in maintaining inter
national peace and security. Therefore, the Alliance will inform 
the U.N. Security Council of every action of the Joint Defense 
System and will cease its action as soon as the Security Council 
takes necessary and sufficient measures to establislt pcilce and 
security. 

VI. FINANS:,ING 'l'IIE ALLIANCE 

l. Every member state shal'l offer the necessary buildings alld 
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office space, and will finance the maintenance and functioning of 
those joint bodies of the Alliance (The Advisory Parl.i<Jment, 'l'he 
Council of Ministers, The Executive Committee, The Joint Comm<Jnll, 
The.Military Political Council and so on) which shall be located 
on its territory. 

2. The general and joint expenses of the activities of the Al
liance (diplomatic and consular representations, The Joint Com
mand, administrative expenses, etc.), miscellaneous expenses, artd 
those expenses which are agreed to by a consensus of the member 
states shall be financed by all member states of the AlliMtce, 
each state's share being determined by the combination of per 
capita income (40%), size of state territory (30%), and popula
tion (30%). 

3. Each member state of the Alliance shall finance tlte mainte
nance of that portion of its own armed forces which shall be 
placed under the joint command of the Alliance and they will 
finance their military involvement. 

VII. FOREIGN AFFAIRS OF THE ALLIANCE 

1. Within the scope of the authority delegated by this Treaty, 
the Alliance may maintain diplomatic relations with any third 
states and appropriate inter-governmental organizations. 

2. Member states of the Alliance may have joint or 
diplomatic or consular missions, and informative, 
commercial representations in any third state. 

independent 
tourist and 

3. Within its jurisdiction, the Alliance may enter into interna
tional agreements with any third state or appropriate inter
governmental organization. such agreements shall be made by the 
Council of Ministers, and they shall be ratified by the authori
tative bodies of all the member states of the Alliance. 

VIII. TRANSITIONAL AND CONCLUDING STIPULJ\TIOIIS 

1. The member states shall enter into a separate agreement re
garding all questions of succession resulting from the rcorgiln\
zation of the Yugoslav Federation into a confederation. 

2. The agreements among the member states which have been extend
ed shall form an integral part of this Treaty. 

3. The member states of the Alliance and the parties to this 
Treaty shall ratify the Treaty and its provisions shall be car
ried out in accordance with their constitutional processes. 
Instruments of ratification shall be deposited with the govern
ment of the Republic of Croatia as soon as possible, wlticlt will 
inform all other member states of the Alliance about every depos
it. The Treaty shall enter 'i-nto force between the stcat.es lvhich 
have ratified it on the d~y when the ratification ir1strumer1ts 
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have been deposited. 

4. After the Treaty has been in force for ten (five?) years, or 
at any time thereafter, the member states of the Alliance, shall, 
if'any of them so requests, consult together for tl1e purpose of 
reviewing this Treaty or of dissolving the Alliance. 

5. Depending on the further development and expansion of European 
integration, the member states of the Alliance may individually 
secede from, or jointly dissolve the Alliance on their own initi
ative, or by the decision of the Council of Ministers and apply 
for membership in the European Community. 

6. Thiq Treaty has been written in the official languages of tl1e 
member states and is equally valid in any one of those languages. 

Signed this 
1990. 
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A CONFEDERATE MODEL AMONG THE 
SOUTH SLAVIC STATES 

Introductory Remarks 

The Presidency of·the Republic of Croatia and the Presidency 
·of the Republic of·Slovenia in mutual cooperation, on the basis 
of an agreement in the Presidency of the Socialist Federal Repub
lic of Yugoslavia (SFRY), created the framework for a confederate 
model qf relations among the republics of present-day SFHY. Other 
republics and both autonomous regions would prepare tlte fourtda
tion for a model of contemporary federation on the basis of the 
same agreement in the Presidency of the SFRY. In accordance witlt 
the decision of the Presidency of the Republic of Slovenia and 
the Presidency of the Republic of Croatia, the draft for a colt
federate model was prepared by a group of experts from both 
presidencies. The model was prepared on the basis of theoretical 
generalization of confederate examples from history ond t.hc 
experience of the European community. 

Possible solutions proposed in the model should not preju
dice the real interests and the real possibilities for tlte repub
lics to become party to the confederate treaty and should par
ticularly not bias the starting point for discussions by irtter
ested parties. The Confederate Treaty, as an act of international 
law, may be entered into only by independent, sovereign states, 
that is to say those republics in present-day SFRY whic)t are 
constituted on the basis of the rights of nations to self-deter
mination, or which have decided to create a federatio11 among 
themselves and through this federation to enter into a confedcr~ 
ate treaty with other independent states which have heretofore 
been republics. 

Considering the variety of interests which the republics of 
present-day SFRY have, and the fact that the range of possibili~ 
ties of entering into confederate treaties with each otlter is 
open, the model offers alternatives for certain solutions r<~nging 
from minimum to maximum degrees of realization of mutual inter~ 
ests within the framework of confederate relations. Of course, 
this framework for the model does not exclude other possibilit.ies 
which the interested republics may agree to later, durinq the 
negotiation phase. The model is an aid to discussion, consult.a
tion and the formation of confederate elements around \vhich 
negotiations could later be undertaken. It should be kept in mind 
that confederate relations can, in accordance with the confeder
ate treaty and the_principles of international law, be amended 
later by agreement among the member states of tlte Alliance. 

c.C' 
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The analysis of the actual situation and the developmcental 
possibilities in certain areas, and in the entire territory, must 
answer the question of whether there are reasons for a cotlfedera
cy, in other words, which interests exist and how the mutual 
goals are to be achieved. Periodical negotiations atld agreements 

·among the representatives of governments and the coordination of 
their activities can be achieved within the £ramework of estab
lished international cooperation. Therefore, they can11ot be con
sidered a confederacy. A confederacy is justified only if her 
members find lasting interests for a mutual system confirmed by a 
confederate treaty, one based on reciprocity, a joint decision
making system, the implementation of such decisions by every 
member,state, while at the same time preserving the sovereignty 
of every member state. 

Fundamental starting Points 

--The future Confederation must be an alliance of sovereigtt 
states for the purpose of realizing mutual goals. 

--It is presupposed that the basic interest of the Confeder
ation shall be economic, to ensure a mutual marketplace. It is 
also of mutual interest to be included in the Europeatt itltegra
tive process. 

--The Confederation must also guarantee the realization of 
defense and security interests, in other words, defense from for
eign attack, or more precisely, the defense of the borders of all 
member states. 

--The confederation must ensure the same standards in t.he 
protection of human rights of every individual and alt·ethnic 
communities. 

--The confederation must contribute to the generi1l strength
ening of the international position of the member st0tes in tlte 
international community. 

--To that end. the member states shall transfer certaitt 
authority to the confederate bodies whose decisions shall be 

. executed in accordance with the Confederate Treaty. 

--In the Counci·l of Ministers there is to be no outvoting, 
and all motions, other than procedural, shall be unanimous. 

--In order to maintain the cohesion of the Confederation and 
her stability, the Confederate Court shall have a central posi
tion among the bodies with jurisdictions modeled after the Court 
of the European Community in Luxembourg. 

n 

--The Confederation sha.ll have an Executive Committee 1>1!10se 
members shall not take directions for their activities from any 
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·member states. 

--The Confederation may have a representative body which may 
either have the right to execute decisions or only the right to 
make suggestions, as prescribed by the Treaty. 

--Such a confederation would be an internatio11al orgattiza
tion modeled after the European Community. 

* 
--The confederation must be voluntary and not imposed upo11 

the member states of the Alliance. 

--Member states shall realize in the confederate bodies 
·those authorities which they wish to entrust to them and which 
they will fulfill in a bona fide manner while the confederate 
agreement is in force, or until a member state secedes from tlte 
Alliance. 

--In determining the goals of the Confederation it would be 
valuable to keep in mind the possibility that the Conrecleriltion 
as a whole might be able to obtain membership in the Europeati 
Community because this is the goal of all her pote11tial member 
states. 

* 
--The Confederate Treaty shall consist of a preamble il!Hl the 

following sections:·- (I) Principles; (II) Membership; (Ill) Juris
dictions; (IV) Bodies; (V) Financing the Alliance; (VI) The· 
Question of Succession; (VII) Language Use; and (VIII) Provisory 
and Concluding Provisions. 

Preamble 

--The Preamble would, along with other functio11s, reaffirm 
the moral values of European civilization (modeled after the 
statue of the European Council) ; condemn the hegemo11ism of one 
nation over another; confirm the principle of all forms or owner
ship (except collective), including free enterprise and creiltivi
ty; reaffirming the belief in mutual economic and sociill aclvatlce
ment and the solidarity of people; maintaining the securi·ty of 
the Alliance and of member states from external attack as a goal 
of the Alliance, ~nd the establishment of the Alliance as a 
contribution to the security and integrative processes of Europe. 

--The preamble would especially stress that the union is 
entered into "on the basis o,f the inalienable and unspent right 
of every nation to self-det'ermination, including the right to 
unite with and separate from other nations and st<1tes." 

-------------------------" 



I. PRINCIPLES 

In this section the following principles and oblicFltions of 
the member states in realizing the goals of the Alliar1ce would be 
confirmed: 

1. The principle of mutual acceptance and respect for the 
basic rights of every member state to existence, independence, 
equality, international trade and on respect and the principle of 
non-interference. 

2. The obligation that no agreements will be entered into 
which are directed against the Alliance, or which are ir1 cor1flict 

·with this Treaty, or which are harmful to other member states. 

3. The obligation of mutual defense from foreign attacJ: of 
the Alliance, and toward that goal the establis!Jment of a system 
of collective security and mutual defense. 

4. The respect and fulfillment of duties toward the Eul~opeiln 
Convention of Human Rights from 1950 and its protocol. 

5. The principle of the prohibition of discriminution 
against the citizens of any member state. 

6. The obligation that member states acknowledge and respect 
the full extent of rights to equal treatment, to cooperation in 
political decision-making, to language and alphabet, and to tl1e 
cultural institutions of all the ethnic groups that live in their 
area. 

7. The principle of executing decisions and other ir1dividual 
acts of the organs of the member states in other member stutes or1 
the basis of reciprocity toward reached agreements. 

8. The freedom of movement without examination of passports 
or other documents in any other member state with the condition 
that this freedom shall not be abused. 

9. The freedom of movement of the work force vd th no dis
crimination among the citizens of the member states witf1 regard 
to employment, benefits, orc6ther work conditions. 

J 
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10. The freedom of forming enterprises and subsidiaries 
whose activities shall be governed by the same conditions within 
the entire territory of the Confederation. 

11. MEMBERSHIP 

The membershiP. is to be divided into basic members that are 
parties to the Treaty and those that may later become members. 
An established democratic parliamentary system of goverr1mer1t 
based on free and secret elections, guaranteed property rights, 
free enterprise and union membership shall be conditions of 
member?hip in the Confederation. 

For every new state to become a member, a separate treaty 
shall be entered into, which will have to be ratified by that 
state and by every other member state. 

A state that obstinately and consistent!~ transgresses tlte 
·obligations of this Treaty shall be subject to suspension or 
revocation of membership by the Confederate Court. 

III. JURISDICTIONS 

~ Economic Relations 

This should be the key component of the Confederate Treaty. 
We list the following possible elements. 

1.1 customs Union 

Among member states of the Confederation there would be no 
customs duty, whereas toward third states there would be mutual 
customs regulations. 

1.2 Mutual market 

The territory of the member states of the Confederation 
would represent a mutual marketplace. In this mutual marketplace 
there would be free flow of goods, services, capital and the 
freedom of movement for the work force. With regard to residency 
and obtaining the right of ownership of real estate, every member 
state would have the right to take adequate measures for the 
purpose of protecting its legitimate interests. 

The Confederate Treaty would specify the responsibili t.ies of 
the member states toward the gradual coordination of elements of 
a joint market with the norms and standards of tl1e European 
community. "" 
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1.3 Monetary Union 

Member states, in principle, shall each have their own cur
rencies, and will coordinate monetary policies. 

l..,_ Alternative 

Member states, in principle each have their own currency, 
while also having a joint accounting currency. 

L Alternative 

Member states would have joint currency, with a centr<:ll 
issuing bank. 

1. 4 Policies of the Basic Infrastructure ill .the n __ r:_ei:\9 9_f _<;!_6m=
merce, Communications, Energetics and Agriculture 

1. 4 .1. With regard to the basic infrastructure in the areas of 
commerce, communications, energetics and agriculture. 

Members of the Confederation: 
--shall coordinate policies. 

Alternative 

--shall define joint policies. 

Financing shall be determined by separate agreement. 

1. 4. 2. The territory of the Confederation shall have coordinated 
systems in electrocommerce, railway commerce, and in postal a11d 
telecommunications. 

1.5. Regulations Regarding Competition 

Anti trust laws shall be a component of the Confederate 
Treaty. They shall include regulations regarding competitio11, tl1e 
prohibition of dumping, prohibition of preferential treatment 
when state orders are placed, and state subsidies with regard to 
those orders. 

~ Preservation of the Environment 

Joint policies regarding the preservation 
shall be an element of the Confederate Treaty. 
the preservation of the environment 
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--joint preventive measures 

--joint criteria regarding compensation in the case of a 
polluted environment. 

--other measures in conjunction with a separate treaty. 

3.Defense and Security = Armed Forces: 

Taking into consideration that every member state l1as its 
own armed forces (this element encompasses the period before 
possib~e demilitarization): 

--on the level of the Confederacy there shall be coordina
tion and cooperation in defensive preparations; these duties may 
be organized within the framework of the Council of l1inisters who 
coordinate strategic questions, and recommendations of the minis
ters of defense who shall resolve concrete issues. 

--In the case· of aggression, the presidents of tii<c mernt>r:>c 
states shall form the joint autl1ority for all confederate armed 
forces which will guide the defense of the Confederation or one 
of her components. 

--every member state ensures the ConfederatioiJ a11 agreed 
upon portion of her armed forces and ensures the minimum estab
lished quantity of devices for defense preparations. 

--Every member state shall independently determine the 
nature of military duty (professional or conscripted armed 
forces) and shall independently train its soldiers. 

--Member states may agree upon a singular organization of 
certain types or branches of armed forces (i.e. aviation, anti
aircraft defense, navy) and to execute the singular traiiliiJg of 
the members of the armed forces. To that end, the means for these 
purposes shall be proportionately shared. 

1_,_ Alternative 

Other than the armed forces of each member state, in the 
case of immediate military danger or war, the Confederatio11 may 
have joint armed forces as a contingent. The commander shall be 
nominated by agreement by the members of the Confederation.' 

£..,_Alternative 

In addition to the armed forces of each member state, the 
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commander shall be 
Confederation. 

have joint armed forces as a contingent. The 
nominated by agreement by the members of the 

~ International Relations 

4.1. Joint Resolution of Specific International Questig~rs 

Every member state of the Confederation is a sepQrQte sub
ject of international law which independently enters into inter
national agreements. The Confederation enters into internatior1al 
agreements in those areas authorized by the Confederate Treaty 
which are, by previous agreement, subject to ratification by the 
member states. 

Member states may authorize the Confederation to enter ir1to 
international agr~ements for any or all of them, even in areas 
outside the jurisdictions established in the Confederate Treaty. 

4.2 Diplomatic Representation 

Member states of the Alliance shall have independent diplo
matic, consular, economic, informative and tourist represerrtative 
bodies in third states, and by agreement may hold joint represeh
tations. 

Within the scope of the jurisdictions transferred by this 
Treaty, the Alliance shall maintain diplomatic relations with 
third states and with responsible intergovernmental organiza
tions. 

4.3. Cooperation and Coordination of Foreign Affairs 

The Confederate Treaty anticipates that: 

--member states shali cooperate in the area of foreign af
fairs . 

.L.. Alternative 

--member states may cooperate in the area of foreign affairs 
and shall coordinate their international activities. 

Le 
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£,_ Alternative 

-the member states shall establish the principles and the 
manner of realizing a joint policy of international 
relations~ including the areas of economy, defense and security. 

~ Living and Working Conditions for the Population 

Within the framework of the Alliance, member states sl1all 
agree on measures intended to improve the living and working 
condit_ions of the population. Joint funds may be established for that purpose. 

~ Scientific and Technical Research ~ Development 

Within the framework of the Alliance, the member states 
shall agree upon programs for scientific and technical research and development. 

* 
Note: 

This listing of mutual activities is not final. For comple
tion of certain mutual jurisdictions, a comprehensive, supplemen
tary listing will be created which will become an integral part of this Treaty. 

IV. INSTITUTIONS OF THE CONFEDERATION 

1. The Chief branches of the Confederation shall be the 
Advisory Parliamen~, the Council of Ministers, the Executive 
Committee and the Confederate Court. 

£1 Advisory Parliament 

1. In each member state the citizens shall elect, by direct 
and secret ballot, the same number (i.e. 50) of representatives 
to the Advisory Parliament by uniform electoral procedures which 
shall be confirmed by the Council of Ministers. 

Alternative 

The parliaments of the member states shall select represen
tatives to the Advisory Parliament by parity. 

c.C 
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2. The Advisory Parliament shall have advisory and supervisory 
authority in accordance with the Confederate Treaty. 

Alternative 

The Advisory Parliament shall execute its decisions on the 
basis of the previous consent of the member states. Such deci.
sions would have to be ratified by the member states. 

3. Members of the Executive Committee shall participate at 
the sessions of the Advisory Parliament and shall have the right 
to debate on their own initiative on behalf of the Executive 
Committee. The Executive Committee shall answer questions from 
the Advisory Parliament verbally or in writing. 

4. The Council of Ministers shall consult with the Advisory 
Parliament in accordance with its by-laws. 

5. The Advisory Parliament shall discuss the an11Ual report 
submitted by the Executive Committee. It shall also discuss the 
proposed budget of the Confederation for each year. 

6. The Advisory Parliament may by direct ballot propose a 
vote of no confidence for the Executive Committee. If the pro
posed recall is adopted with a two-thirds majority of votes, the 
members of the Executive Committee shall jointly resign. They 
shall continue to.serve in their capacities until new members of 
the Executive Committee are elected. 

Alternative 

The Confederation shall have no Advisory Parliament. 

The Council of Ministers 

1. The Council of Ministers shall be comprised of one repre
sentative per member state in the Alliance. The post of PrcsidcJJt 
shall be filled by the members of the Council of Ministers, Oil a 
rotational basis, each serving a term of six months ill the alpha
betical order of the member states. 

2. The Council of Ministers shall rule on all matters .in this 
Treaty and its addenda as specified herein. The Council of Millis
ters may transfer to the Executive Committee the authority to 
carry out the measures that it enacts. It may also transfer to 
the Executive Committee the authority to make decisions regarding 
certain issues. Sudh author~tY may be revoked if it is deemed 
necessary. 

J 
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The Council of Ministers shall carry out the dc'c i '"i.ow' o [ 
the Advisory Parliament which are accepted by the member states 
of the Confederation. 

3. The touncil of Ministers shall execute its decisions 
unanimously, except in matters concerning procedure. Abstaining 
votes would not prevent reaching a valid decision. 

4. The COuncil of Ministers may request that tl1e Executive 
Commit.tee undertake any type of investigation it may deem neces
sary for establishing the aims of this Treaty and may request 
appropriate proposals from the Executive Committee. If the 
Council of Ministers makes a ruling based on a proposal from the 
Executive Committee, such a proposal can only be changed by 
unanimous vote. · 

5. The Council of Ministers shall be responsible for the 
duties described in Articles 28, 31, 32 and 54 of the Europea11 
Convention for the Protection of Human Rights and Basic llurnan 
Freedoms in relation to every member state of the Alliance which 
has not become a member of that Convention. 

Alternative 

The above authority is deleted. 

Ql Executive Committee 

1. For the survival of the Alliance and the realization of 
all the goals of this Treaty, the Executive Committee shall be 
responsible for applying the terms of the Treaty and its addenda, 
as well as the measures that the governing brancl1es of the Al
liance shall execute out, or shall be required to execute, in 
accordance.with this Treaty. 

2. The Executive Committee shall make recommendations and convey 
opinions regarding matters governed by this Treaty and its adde••
da when it is specifically stipulated or wl1en it is deemed tJeces
sary. The Executive Committee shall have the independent authori
ty to rule on matters which have been assigned to tl1e Executive 
Committee by the Council of Ministers. 

3. The Executive Committee shall publish its report on th~ 
work of the Alliance annually. 

~ 

4. The Executive CommiU:ee shall be comprised of a certain 
number of members (i.e. 17)J who shall be nominated by the govern-
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~· ments of the member states. They shall have a four-year term of 
office with the right of reelection. The members of the Execti
tive Committee must be citizens of the member states vd.thin the 
Alliance. 

5. The members of the Executive Committee sl1all perform 
their duties independently and in the common interest of tl1e 
Alliance. They shall neither seek nor accept any advice or direc
tion from any government or other body. During their term, the 
members shall not engage in any other professional activities. 

ity 
6. The Executive Committee shall execute decisions by major
vote. 

7. 'l'he Council of Ministers and the Executj V<' Cullllllitlce 
shall consult and advise one another and shall establish methods 
of cooperation. 

Ql The Confederate Court 

1. The Confederate Court shall guarantee respect for the linv 
in the interpretation and enforcement of this Treaty a11d its 
addenda. · 

2. The Confederate Court shall be comprised of fiftrcen 
judges chosen from a pool of individuals of the highest moral 
caliber who fulfill the requirements for the highest position of 
magistrate, or who are lawyers recognized as consummate profes
sionals in the areas of international, constitutional or adminis
trative law. 

3. Judges shall be appointed in cooperation with the govern
ments of the member states of the Alliance for a determined term 
(i.e. a six-year term.) After their term of office has expired, 
the judges may be reappointed. 

4. Any member state of the Alliance which feels tl1at ai•other 
member state has not fulfilled its duties in accordance with this 
Treaty and its addenda may file a grievance with the Confederate 
Court. Before filing such a grievance with the Confederate Court, 
the grievance shall be directed to the Executive Committee. The 
Executive Committee shall then reach a ruling after giving the 
respective states an opportunity to state their own cases. If 
the Confederate Court determines that the member state has not 
fulfilled its obligations, it may undertake the necessary meas
ures, in accordance with the ruling. The Council of Ministers 
would be responsible for carrying out the ruling. 

5. The Confederate Court shall supervise the lawfulness of 
the acts of the Council of Ministers and of the Executive Commit
tee, except for their recommendations and opinions. The Confeder
ate court shall be autho~ized to rule on cases submitted by 

13 



-~ member states, the Council of Ministers, or the Executive Commit
tee. In the event of lack of authority, the transgressior1 of 
crucial rules of order, the violation of the Treaty or of any 
regulations concerning its implementation, the abuse of authori
ty, not passing a necessary ruling, or not taking necessary 
action. 

6. Every physical and legal entity has the right to submit a 
grievance to the Confederate Court regarding any previous ruling 
which affects said entity or any general regulation which affects 
the entity. A grievance may also be submitted if some body of the 
Alliance fails to make a necessary ruling. 

Alternative 

The previous point is to be omitted. 

7. A special commission shall be appointed by the Confeder
ate Court which shall perform the duties described in Articles 20 
to 37 and in Articles 44 to 48 of the European Convention for the 
protection of Human Rights and Basic Freedorns of 1950. Tile Con
federate Court sh~ll have full jurisdiction witl1 respect to 
Articles 38 to 54 of the European Convention for the Protection 
of Human Rights and Basic Freedoms vis-a-vis every member of the 
Alliance which has-not yet become party to the European Conven
tion. 

Alternative 

The previous point is omitted. 

8. All of the rulings of the Confederate Court, or of its 
Commission, shall be reached with a majority vote of the judges 
present. In the ca~e of an even split of votes, the president or 
whoever is substituting for him shall decide the outcome. A 
ruling made by the Confederate court is final with no right to 
appeal. In the event that there is disagreement in reaching a 
verdict, the court shall have the right to explain the ruling at 
the request of each party. 

9. The Statute of the Confederate Court is an integral part 
of this Treaty. The Confederative Court shall write its own by~ 
laws. 

Other Bodies 

Depending on the nature of the permanent mutual goals, tl1e 
Confederation shall establish other bodies and orgar1izations. 
These may include: 

.. e 

--a development bank J 
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--specific funds for accepted projects 

--an institute for standardization 

--an institute for Weights and Measures and Base Metals. 

(All possibilities are to be listed.) 

Alternative 

A central issuing bank. 

~ Location of Confederate Organs 

The institutions of the Confederation shall be located in 
various cities by agreement of all the member states. 

Alternative 

The convening of various institutions their activities would 
at certain times be relocated to various cities. In any case, all 
the institutions of the Confederation shall enjoy extraterritorial status. 

All members of the institutions and employees of the Confed
eration shall enjoy the appropriate privileges and immunities in 
accordance with the general principles of international law. 

V. FINANCING THE ALLIANCE 

1. Every member state shall offer the necessary buildi11gs 
and office space, and will finance the maintenance and function
ing of those joint bodies of the Alliance (The Advisory Parlia
ment, The Council of Ministers, The Executive Committee, The 
Joint Command, The Military Political Council and so on) whicl1 
shall be located on its territory. 

2. The general and joint expenses of the activities of the 
Alliance (diplomatic and consular representations, Tl1e Joi11t Com
mand, administrative expenses, etc.), miscellaneous expenses, and 
those expenses which are agreed to by a consensus of the member 
states shall be financed by all member states of tl1e Alliance, 
each state's share being determined by the combination of per 
capita income (40%), size of state territory (30%), and popula
tion {30%). 

3. Each member state
0
of the Alliance shull finance the 

maintenance of that porti<Dn of its own armed forces which c:hall 
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~~ be placed under the joint command of the Alliance and will fi
nance their military involvement. 

"Alternative 

Each member state would finance its own participation in the 
institutions of the Confederation. Other expenses shall be 
financed with specific allocations for every institution or 
project, or by agreement in the form of participation fees. It 
shall bye possible to budget for an estimated year. A portion of 
the participation fee could be allocated according to the follow
ing criteria: 

--every member state pays an equal fee 

--projects in the areas of commerce, communication and ener
getics, in principle, shall be financed witlJ relation 
to the portion of the project in the member state. 

--for certain issues or institutions, it is possible to 
provide financing: 

a) in relation to the benefit to the member state 
b) in relation to the power of the member state 

* 
To control the income and expenses of the Confederation, an 

Accounting Department (Financial Court) shall be established. 

VI. THE QUESTION OF SUCCESSION 

All the problems of succession which arise from the reorgan
ization of the Yugoslav Federation into a c6nfederation, sl1all be 
resolved with an agreement based on the generally accepted prin
ciples of international law codified by multilateral coJJventions. 

The Confederate Treaty would regulate the principles of 
succession of states in the case of the cessation of membership 
of some state in the.Confederation. 

VII. LANGUAGE USE 

The languages of all t'Ke member states would officially be 
used in the bodies and ins!titutions of the Confederation. All of 
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the acts of the bodies the Confederation and the rulings of the 
Confederate Court shall be published in these languages. 

VIII. TRANSITIONAL AND CONCLUDING STIPULATIONS 

1. The member states of the Alliance and the parties to this 
Treaty shall ratify the Treaty and its provisions slrall be exe
cute in accordance with their constitutional processes. Instru
ments of ratification shall be deposited with the goverr1ment of 
one of the member states. The Treaty shall enter into force among 
the states which have ratified it on the day when the ratifica
tion instruments have been deposited. ' 

2. After the Treaty has been in force for ten (five?) years, 
or at any time thereafter, the member states of the Alliance 
shall, if any of them so requests, consult together for the 
purpose of reviewing this Treaty or of dissolving the Alliance. 

3. Depending on the further development and expar1sior1 of 
European integration, the member states of the Alliance may 
individually secede from, or jointly dissolve the l\lli<::~rrce on 
theit own initiative, or by the decision of the Council of Minis
ters and apply for membership in the European Community. 

J 
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FOREIGN DIRECT INVESTMENT, AND JOINT VENTURES IN PARTICULAR, AMONG 
'PENTAGONALE' COUNTRIES 

'1. Lntroduction 

Although difficult to quantify, the capital requirements of the central 
and eastern European "economies in transition" are undoubtedly very large. 
In order to achieve the stated policy aims of economic restructuring, 
modernization, the creation of a market-oriented system of economic 
management, and re-integration into the world economy, domestic savings cannot 
be expected to suffice. In the short term, the austerity measures which are 
part and parcel of stabilization programmes will add to the constraints on 
additional capital outlays which already exist after decades of high rates of 
domestic accumulation combined with a heavy burden of debt-servicing (although 
Czechoslovakia and Romania are in a more favourable position in this latter 
regard). 

Now that ideological objections to foreign ownership of the "means of 
production, distribution and exchange" have been swept away by the momentous 
political, economic and social changes of 1989, foreign direct investment 
(FDI) is regarded by the authorities in the economies in transition as a means 
of accelerating the achievement of the policy goals listed above. Legislation 
and institutions have been put in place with a view to attracting FDI, and 
directing it towards what several host countries have designated as priority 
sectors or regions of their economies. 

There is still an unsettled debate about the role that FDI can play in 
restructuring, about the scale and time-frame of foreign investment 
requirements, and about the absorptive capacity of the capital-importing 
countries. From the point of view of the potential foreign investor, the 
attractiveness of the opening-up of new investment opportunities is tempered 
by many uncertainties surrounding the prospects for political and economic 
stability in these new destinations for their capital, by the difficulty of 
assessing prospective rates of return over the medium-term, by unfamiliarity 
with operating and legislative conditions in these countries, and by doubts 
about the security of assets and the repatriation of profits. This is a 
summary, and far from exhaustive list, of the factors which have so far 
inspired caution in the approach of potential investors to the opportunities 
now available in the economies in transition. Nor should it be forgotten 
that the potential investor will always compare prospects and conditions in 
alternative destinations before committing his funds to any one project or 
country. Uncharted territory can hold out the promise of high rewards - but 
possibly also high risks. 

The prudence of foreign investors is reflected in the relatively small 
sums which they have so far committed to projects in central and eastern 
Europe. The cumulative total of FDI in the European CMEA countries up to 
end-September 1990 did not exceed USD 5.3 billion, over one-half of which was 
in the Soviet Union. (USD 3.14 billion) For Yugoslavia, the total invested 
on the same data was USD 1.2 billion. The average sum invested per project 
(joint venture or wholly-owned subsidiary) was thus small. This is only a 
trickle in comparison with the flows of FDI within western European countries 
and between them, the United States and Japan (See also Section 2 below). 

ID. 2258c 



. 
-2-

Such caution is unde~standable in view of the ~elatively sho~t pe~iod 
du~ing which app~op~iate legislation admitting FDI has been in place, and the 
time necessa~y to identify suitable investment p~ojects and b~ing negotiations 
to the point of signatu~e of cont~acts. Undoubtedly, the~e has been a 
quickening of inte~est on the pa~t of fo~eign investo~s in ~ecent months, and 
a flu~~y of new investment deals. Mo~eove~ the ~esults of a ve~y ~ecent 
su~vey (tabulated below) of the investment intentions of la~ge-scale weste~ 
ente~p~ises in cent~al and easte~n Eu~ope ove~ the next five yea~s indicate a 
g~owing ~eadiness of weste~n fi~s to invest in the a~ea. 

The most significant findings of the su~vey may be summa~ized as follows: 

the p~efe~~ed destinations of investment a~e east Ge~any, followed by the 
USSR 

the most favou~ed fo~ of investment is the joint ventu~e 

nea~ly two-thi~ds of the ~esponding fi~s a~e planning investments and 42% 
a~e al~eady investing in the ~egion 

one-thi~d of the ~espondent fi~s indicated that they plan to invest, all 
told, some USD 3.3 billion ove~ the next 5 yea~s (the equivalent of just 
unde~ USD 15 million each pe~ yea~). 

the main sou~ce of west Eu~opean investments seems likely to be the 
Federal Republic of Ge~any, followed by companies in F~ance, Belgium and 
the UK 

Japanese fi~s intend to invest substantially la~ger sums over the longer 
te~ than their west European o~ North Ame~ican competitors, and account 
for about one-thi~d (USD 1 billion) of the investments planned by 
~espondent firms 
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SURVEY OF INVESTMENT INTENTIONS IN CENTRAL AlllD EASTERIIl EUROPE 

Countries Firms Firms Firms 
SUt"- with EE planning 
veyed strategy investment 

Finland 2 2 2 

France & 
Belgium 17 14 16 

Germany 4 2 4 

Italy 4 1 3 

Norway 5 5 5 

Sweden 2 2 2 

UK 10 5 9 

Canada 15 2 5 

us 39 15 23 

Australia 4 1 1 

Japan 19 n.a. 12 

New Zealand 7 1 1 

Totals 128 50 83 

Source: Corporate Investment Plans for 
Eastern Europe-A Global Survey, DRT 
International, 24 Avenue des Arts,B-1040 
Brussels. Reproduced in Business 
Eastern Europe, Vol XIX, No 41-90, 
8 October 1990, published by Business 
International, whose permission to 
include it here is gratefully 
acknowledged. 

Proposed Firms EE ·target countrie 
investment currently 
in USD mn investing 

11.5 2 USSR,Germany(E) 

830 14 Germany(E),Hungar 

290 3 Germany (E), USSR 

33 2 Germany(E),USSR 

217 4 USSR,Poland 

n.a. 2 Germany(E),Poland 

358 6 Hungary,Germany(E 

1 3 USSR,Hungary 

332 15 Germany(E) ,CSFR 

150 0 Hungary,CSFR 

1,004 3 Germany(E)USSR 

0.5 0 Germany(E) 

3,227 54 

Legend: Germany(E);former GDE 
n.a. ;not 

applicable 

Note: The survey concerned firms in all regions of the world which have 
USD 1 billion or more in assets or annual revenue. There were 128 such 
firms which responded to the survey of their investment ·intentions in 
central and eastern Europe over the next five years. 

I 
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Japanese finns have a clear preference for investment in export/import 
activities, followed by joint ventures, and gave the following reasons for 
not investing in new projects: 

(i) lack of profitable prospects 

(ii) lack of adequate infrascructure 

(iii) lack of advanced technology 

The remainder of this paper takes a closer look at the investment activity 
of Austria and Italy in the three capital-importing economies in transition of 
the Pentagonale. As a preface, some consideration is given first to trends 
in international foreign investment in general and the FDI undertaken by 
Austria and Italy in particular. This should help to place in perspective 
the small scale of investible resources so far committed, as well as their 
potential volume, while bearing in mind the countervailing attractiveness of 
investments in the post-1992 Single Market. 

2. The background: global trends in international flows of foreign direct 
investment 

The 1980s witnessed a resurgence of FDI, although rates of growth have 
varied widely from year to year. Between 1984 and 1987 worldwide outflows of 
FDI tripled from USD 41 billion in the fonner year to USD 140 billion in the 
latter (at current prices and exchange rates). Even when allowance is made 
for the declining rate of exchange of the US dollar, the provisional figure 
ascribed to the value of FDI in 1989 - USD 180 billion - shows the continuing 
upward trend. 

At the same time, major changes have occurred in the geographical origin 
and destination of worldwide FDI in the general direction of greater balance 
between capital-exporting and capital-importing regions. Thus, the United 
States is no longer consistently the world's leading foreign investor as it 
was in the 1960s and 1970s when its share of total FDI outflows was regularly 
over SO per cent. By 1968 both Japan and the united Kingdom had substantially 
larger FDI outflows than the United States, with France running a close 
third. Although Japan, with FDI of USD 34 billion in 1988 had become the 
world's largest foreign investor, the western European countries, taken 
together, accounted for more foreign direct investment than any other region 
of the world (approaching USD 100 billion). Significantly, if unsurprisingly, 
the attractiveness of developing countries as a destination of FDI diminished 
throughout the 1980s as their external indebtedness increased. As a result, 
developed countries tended to invest ever more intensively in one another's 
economies so that their share as hosts of total FDI increased from 73 per cent 
on average between 1981 and 1983 to 80 per cent in 1984-1988 (with the United 
States capturing the lion's share of over SO per cent). 

FDI overall and especially in developed countries has shifted towards new 
service industries. This shift concerns to investment in wholesale trade 
activities but also in the financial services industries, banking, insurance, 
etc. The rest of the direct investment in the service sector is generally 
accounted for by activities such as tourism, advertising and distribution. 
This shift in FDI reflects the increasing role of the service sector in 
general. Furthennore, the expanding foreign activities of TNCs in the 
manufacturing sector, necessitated an increase in support services abroad in 
the fonn of finance, insurance and advertising as well as in the machinery and 
distribution of their goods and services. 

-------------------------------------------------------------------------------------------
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The manufacturing sector still attracts sizeable inflows, especially in 
the chemical, engineering and automobile industries. While these flows are 
not always easily distinguishable in terms of their distribution between low, 
medium and high technology activities in their respective industry branches, 
there is a clear trend for FDI to concentrate in the higher technology 
branches within these industries e.g. speciality chemicals rather than bulk 
chemicals. A similar trend towards higher skilled activities is apparent in 
the services sector as well. Within this sector, information technology, data 
processing, software industries are also increasingly attracting new FDI 
flows. At a general level the patterr of FDI currently observable i.s towards 
software, skill-, knowledge, and technology-intensive industries. 

Future trends in FDI will depend on a large number of factors. These will 
include host and home country policies which play a considerable role in 
determining the pattern and flow of investments and other activities of 
transnational corporations. Nothing is, however, certain. For example, the 
recently observable increase in FDI outflows will not automatically continue. 
The fact that FDI among developed countries has become more balanced may mean 
that there will be less need for firms, as in the preceding two decades, to 
attempt to 'catch' up on their more established counterparts by undertaking 
major new FDI projects. 

The future industrial pattern and geographical spread of FDI will, too, 
depend on numerous factors. For the last ten to fifteen years the most 
influential factor on FDI has been the new technologies, their application to 
production processes and their contribution to the development of a new range 
of products. Overall such developments have reduced the attractiveness to 
foreign investors of cheap labour, offshore locations in some developing 
countries certain manufacturing industries. The development of new materials, 
by diminishing the need for certain raw materials, has contributed to the 
decline in FDI flows to developing countries in the primary sector. The 
reason why TNCs have been concentrating their investments on developed country 
markets has also been linked to these new technological developments. 
Generally speaking, firms have invested in developed country markets because 
it gives them access to new technologies and allows them to keep abreast of 
new technological developments; while the broadening of their market base has 
become the only means for firms in certain industries to afford the very high 
R and D budgets required to stay in an increasingly technology-driven race. 

For the foreseeable future these trends seem likely to continue. If this 
is the case then investment locations which can provide the correct 
combination of access to a large market, a highly skilled workforce and 
advanced computer-driven infrastructures look best placed to attract new FDI 
flows throughout the 1990s and beyond. 

Foreign direct investment by Austria and Italy 

Both Austria and Italy have participated actively in the upsurge in 
outward FDI in recent years. Thus, for Austria, the stock of outward FDI 
amounted to approximately USD 2.8 billion in 1958 and the cumulative outflow 
for the years 1981-1988 was USD 1.59 billions, or around three times the 
comparable figure for the 1971-1980 period. 
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The regional distribution of Austrian outward FDI in 1982-1988 in 
percentage terms was as follows: 

North 
EFTA EC America Others Total 

Austria 82-85 11.3 37.4 37.0 14.3 100.0 
86-88 11.5 41 2 35.9 11.4 100.0 

Within the large share of the EC, the Federal Republic of Germany was 
the favoured destination for Austrian investors, accounting for about 
25 per cent of total Austrian nominal capital invested abroad. It is 
noteworthy from the above figure's that the share of "others" - which includes 
the central and eastern European countries - has been falling to just 
over 11 per cent. 

For Italy according to the IMF, the stock of capital invested abroad by 
Italian firms in 1988 (the latest year available) was 29.6 billion SDRs. This 
represents an almost twofold increase from 1985 when the figure stood at 16.1 
billion SDRs. According to the OECD, the cumulative flow of FDI for 1981-1988 
of outward FDI was USD 18.8 billions. This amount was much less than the main 
industrialized countries - e.g. Germany and the United Kingdom - but around 
5 times more than for the 1971-1980 period. This rate of increase in FDI 
stock owned by Italian firms abroad was far higher than for other 
industrialized countries. Italian annual outward FDI flows were rather 
constant throughout the 1980s until 1988 when they doubled from the previous 
year to stand at US$ 5.4 billion. 

Offical information on the geographical distribution of Italian FDI is 
not available, but unofficial estimates for the early part of the 1980s 
indicate a high concentration of Italian investment actively in other EC 
countries and in Latin America, with the total share of developing countries 
being distinctly high in comparison with the outward investment of other 
industrial countries. 

3. Foreign direct investment and the requirements of restructuring 

The drive to achieve high rates of growth of industrial output, based 
on the creation and expansion of industrial capacities in all major branches 
of production, was the strategic economic policy aim of the central and 
eastern European countries throughout the postwar period. Since foreign 
direct investment was ruled out as being ideologically inadmissable (a 'Trojan 
horse' of capitalist imperialism), the considerable investment requirements of 
these anbitious and rapid programmes of industrialisation had to be met from 
domestic accumulation (or from inter-CMFA investment projects, which turned 
out to be few in number, with the Soviet Union a net· importer of capital in· 
exchange for the supply of crude materials). 

The social costs of the sacrifice of consumption curtailed by sustained 
and high rates of accumulation have often been discussed, and must surely be 
regarded as a contributory factor to the final collapse of the centrally 
administered system of economic management. The full cummulative social 
costs of environmental deterioration, caused by investment in high-polluting 
products and processes, are now recognized as being considerable, although 
probably unquantifiable. 
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In the ena, the abandonment of decades of investment rates almost twice 
as high as those in the industrial market economies was caused by their 
failure to arrest the deterioration in a whole series of economic performance 
indicators. Growth rates of net material product continued to decline or 
stagnate; labour productivity gains continued to slow down; the rate of 
return on invested capital was falling; the products generated by new or 
expanded capacities were often of poor quality and rarely competitive on 
international markets; as mentioned above, waste and pollution levels were 
high; and the scale of the investment effort, combined with lax control of 
the completion of investment projects once started, resulted in the 
unproductive immobilisation of construction equipment, materials and plant, 
dispersed over a large number of uncompleted projects. 

A further weakness of investment policy was the limitation, imposed by 
scarcity of convertible currency, on imports of capital goods from developed 
market economies. Some of the foreign debt incurred by Hungary, for 
instance, was used to fund or equip factories whose production was destined 
principally for the "soft" requirements of CMEA markets. The diversion of 
such goods - whose technological, safety, environmental or other features do 
not match international standards - is, consequently, one of the problems 
facing policy-makers in these countries. By the same token, there are ample 
opportunities for foreign investors to participate in upgrading these 
factories to reach internationally competitive standards. 

Another problem (and, as a corollary, opportunity for foreign 
investors) has been caused for countries such as Czechoslovakia and Hungary by 
the ageing of their capital assets. This has occurred partly as a result of 
the squeeze on investment - already referred to above - imposed by the 
convertible currrency restraint. Thus, in Hungary, the share of accumulation 
in net material product (NMP) used fell from 25-28 per cent in the mid-1970's 
to 10-12 per cent by the end of the 1980's. As a result, Hungary's capital 
stock became more and more obsolete, as illustrated by the following 
figures. In Hungarian industry the share of assets less than five years old 
declined from 41 per cent in 1975 (and 1980) to 25 per cent in 1988. 
(Moreover, even this obsolescent capital stock was poorly maintained, so that 
its productive efficiency was further reduced.) In Czechoslovakia a similar, 
though less pronounced, process of ageing capital stock occurred, the 
corresponding proportion of assets less than five years old falling from 32 
per cent in 1980 to 23 per centin 1988. 

Tables 4 and 5 show the comparative distribution of current investment 
and fixed assets in Czechoslovakia and Hungary in the 1980's. It is against 
this background that domestic policies of redirecting investment have to be 
viewed (for example, correcting the excessive investment effort in the energy 
sector in Hungary in recent years, when it has absorbed as much as 40 per cent 
of total capital outlays in industry). This is also the structural context 
within which foreign investors will be selecting branches and projects. 

4. Scale and distribution of Austrian and Italian investments 
in Czechoslovakia, Hungary and Yugoslavia 

It is important to recall, at the outset, that Yugoslavia (1967) and 
Hungary (1972) were pioneers, amongst the countries of central and eastern 
Europe, in introducing legislation permitting FDI in the form of joint 
ventures. Although their regulations have been amended several times in the 
direction of liberalization (to render conditions for their foreign investor 
more attractive), the cumulative effect over almost twenty years of enabling 
legislation has been to give these two countries a head start over 
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Czechoslovakia, where FDI has been permitted for less than two years. (For 
the sake of completeness it should be added that Roumania was also, in its 
fashion, a pioneer in this respect, having admitted FDI in joint ventures 
since 1971; but since no significant improvements were introduced in Romania 
until March 1990, that country was until recently host to only 9 joint 
ventures with western partners, only 5 of these ventures having been still 
operational at the beginning of this year.) 

For that reason, the larger number of joint ventures in Hungary and 
Yugoslavia should not be interpreted a~ reflecting the greater attractiveness 
of these two economies (or their relevant legislation - but see also the 
discussion in Section 5 of their respective FDI/JV regulations) as a 
destination for foreign investors. It is the result, rather, of the earlier 
presence of the two former countries in the international. market for FBI, and 
a 'catch-up' effect is likely to occur in Czechoslovakia, although there will 
obviously be strong competition between Czechoslovakia and other central and 
east European destinations for FDI - notably, in neighbouring Poland and the 
former GDR territories. 

At the beginning of this year (i.e. on 1 January 1990) the total number 
of FDI projects (wholly-owned subsidiaries and joint ventures, as the case may 
be) was as follows:-

Czechoslovakia 
Hungary 
Yugoslavia 

80 
about 1000 

750. 

These numbers have increased significantly in the past nine months (e.g. to 
3082 in Yugoslavia by 1 October 1990), but accurate and up-to-date data
particularly on the sums of capital invested by the foreign partner - are 
difficult to obtain. There is obviously a case for setting up arrangements 
for the regular collection and dissemination of such information, which is 
useful - indeed, indispensible - for potential foreign investors, and 
policy-makers, alike. 

The available data for Austrian and Italian investments in 
Czechoslovia, Hungary and Yugoslavia are brought together in Table 1. For 
purposes of comparison data on the investments of these two countries, taken 
separately, are shown alongside their investments in Poland and the Soviet 
Union in Tables 2 and 3. 

Austria has over three times more investment projects in Hungary (174 
projects) than in any other central and eastern European country. Indeed, it 
has more investment projects in that country than in all the other European 
CMEA countries combined. Czechoslovakia was lagging far behind at the 
beginning of this year as a destination for Austrian investment projects with 
only 19 investment projects and a total sum invested by the Austrian partners 
of only USD 11.7 million. The average size of the Austrian investment in 
each project was thus just under USD 1 million. By contrast, the average sum 
invested by Austrian partners in the 53 investment projects in the Soviet 
Union was USD 1.5 million (to give a total of USD 72.2 million at the official 
monthly average exchange rates), while it was much larger in Hungary, where 
the average sum invested in 168 projects , whose capitalisation is known, was 
USD 540,000. 

Nonetheless, with 19 out of the total of 80 foreign investment projects 
in Czechoslovakia, Austria was a major foreign partner, accounting for 24 per 
cent of the total number of projects and llper cent of the total inflow of 
FDI. 
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Tucning to Hungacy, thece too Austcia is an impoctant pactnec, 
pacticipating in 28 pec cent of the total numbec of FDI pcojects and 
contcibuting 20 pec cent of the total foceign capital invested in joint 
ventuces and wholly-owned subsidiacies domiciled in that countcy. 

The pattecn of Italian investments in centcal and eastecn Eucope is in 
sevecal cespects significantly diffecent (see Table 3). Engaging in a much 
smallec numbec of FDI pcojects in these countcies (107 as compaced with 303 
foe Austcia), Italian investocs' favouced destination is the Soviet Union 
(whece it has 53 pcojects, the same nu~bec as Austcia) but its avecage 
investment - though still small by any bcoadec intecnational standacd - is 
almost twice as lacge as that of Austcia. By contcast, Italy is not 
pacticulacly active in Hungacy (19 pcojects, compaced to 174 foe Austcia), but 
vecy stcongly pcesent in Yugoslavia whece it is cepoctedly engaged in 
one-thicd of the 302 foceign investment pcojects concluded in the ficst ten 
and a half months of 1989. Poland canks second on the scale of intecest of 
Italian investocs (33 pcojects), who had at the beginning of this yeac 
committed themselves to only 2 pcojects in Czechoslovakia. 

Total Italian investments at the beginning of this yeac in the fouc 
host countcies identified in Table 3 amounted to USD 152 million, as against a 
compacable amount of USD 190 million foe Austcia. In Hungacy, Austcia had 
committed about USD 95 million, while Italy had only about one-foucth (USD 24 
million) of that sum. Cleacly, Austcia is much the moce active investoc in 
the cegion both in total and, in pacticulac, in pec capita teems. 

Beacing in mind the dispacities and gaps in the data pcesented above, 
it is nonetheless of some intecest to combine the infocmation on FDI foe 
Austcia and Italy to see what pictuce emecges (see Table 1). At the 
beginning of 1990 thece wece 21 foceign investment pcojects involving Austcian 
and Italian ficms in Czechoslovakia and 193 such pcojects in Hungacy. The 
bulk of these, in both cases, wece accounted foe by Austcia (19 and 174 
cespectively), with Italy pacticipating in 2 and 19 pcojects, cespectively. 
Looked at fcom the pecspective of the host countcies, Austcia pcovides 20 pec 
cent of the total foceign capital invested in joint ventuces and wholly 
foceign-owned subsidiacies opecating in Hungacy, as against a shace of only 5 
pec cent foe Italy. 

The shace of Czechoslovakia is acound 6 pec cent and that of Hungacy 
about 57 pec cent in total Austcian investment activity in the fouc countcies 
listed in Tables 2 and 3, as measuced by the numbec of pcojects. The 
coccesponding shaces of these countcies in the total Austcian capital 
committed wece 10 pec cent and 50 pec cent. Taken togethec these two 
countcies ace host to 64 pec cent of Austcian investment pcojects in the 
cegion and 20 pec cent of Italian joint ventuces in the fouc countcies. 
Jointly, Austcia and Italy account foe 26 pec cent of FDI pcojects in 
Czechoslovakia and 31 pec cent of those in Hungacy. 

What sectoc of activity oc bcanches of industcy have so fac been 
pcefecced by foceign investocs when establishing joint ventuces, oc setting up 
wholly owned subsidiacies in Czechoslovakia and Hungacy? In Czechoslovakia, 
Austcian investments have been dicected mainly towacds hotel constcuction and 
opecation; the management of health spas; wood-pcocessing; and business and 
pecsonal secvices. Manufactucing investments ace conspicuous if not by theic 
absence then at least by theic scaccity, only a few joint ventuces foe the 
manufactuce of aic-conditioning equipment, tciple-glazed windows, wooden 
chalets and some photogcaphic matecials and equipment having so fac been 
launched. The two joint ventuces involving Italian pactnecs engage in 
food-pcocessing and the installation of agcicultucal equipment. 
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In Hungary, the largest Austrian investment projects are in the 
production of building materials, metal products, computer equipment, business 
services and tourism. The main Italian investment activities in Hungary are 
in the manufacture of textiles, food-processing, and the manufacture of 
chemicals and insulating materials. A joint Austro-Italian company - A B 
Generali - engages in insurance in Hungary. Italy's Banca Commerciale 
Italiana participates, together with French, German and Japanese financial 
institutions, in the Cent~al European Inte~national Bank Ltd. Also in 
Hungary, the Italian Instituto Bancad 1 San Paolo di Torino has established 
the Inter-Eu~opa Bank Ltd. 

Detailed data on foreign investments in Yugoslavia, which constitutes 
the thi~d predominantly capital-importing member of the "pentagonale" g~oup of 
count~ies, are not available. However, the total number of foreign 
investments in Yugoslavia is known to have g~own f~om 368 in Janua~y 1989 to 
an estimated 3100 as on 1 Octobe~ 1990. Acco~ding to the Belg~ade Institute 
of Economics, during the first nine months of this year, 2332 fo~eign 
investment p~ojects were ~egistered. Of these, 423 or 18 pe~ cent we~e wholly 
foreign-owned subsidiaries. The cumulative value of foreign investment which 
did not exceed 300 mn USD by the beginning of last year, more than doubled 
during 1989 and amounted to 700 mn USD by the year end. By the end of the 
third quarter this yea~, the cumulative value of foreign investment in 
Yugoslavia reached 1163.7 mn USD. 

Very little is known about the or1g1n of fo~eign pa~tners of companies 
affiliated with enterprises abroad. As noted earlie~, the total numbe~ of 
joint ventu~e agreements concluded in the fi~st ten and a half months of 1989 
(302), 98 o~ 33 per cent had fo~eign pa~tners from Italy. Du~ing the first 
nine months of this yea~ the bulk of the fo~eign investment was from the EEC 
count~ies, in particula~, the German Federal Republic and Italy, but also from 
Aust~ia and the United States. 

5. The Czech and Slovak Laws on Foreign Investment in comparison with the 
regulations in fo~ce elsewhere in eastern Eu~ope 

In the light of the changes which came into force on 1 May 1990 in the 
Law on enterprises with foreign participation, the question arises whether 
these represent a more favourable legal regime in the Czech and Slovak Federal 
Republic for foreign investo~s. 

The following can be considered as favou~able measures for foreign 
investors: 

the possibility of 100 per cent foreign ownership has been established 

app~oval p~ocedu~es have been simplified and centralized within one 
clearly defined state agency, the Ministry of Finance 

ventu~es with private Czech and Slovak citizens have been legalized 

the number of special funds has been reduced 

On the othe~ hand, the following legal requi~ements can be seen as less 
att~active for foreign investors: 

a new obligation to sell a part of foreign currency earnings to the 
Federal Republic's State Bank 
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the new Law offers no fiscal incentives to foreign investors (the 
existing fiscal regime for foreign joint ventures is treated under a 
separate law on taxation which fixes income tax at 40 per cent and tax 
or remitted dividends at 25 per cent for foreign joint ventures) 

the new Law still retains Section 7, para. 1 which makes approval of a 
joint venture conditional on whether the activities of the enterprise 
'correspond with the interests of the Czech and Slovak economy' and 
whether it generates sufficient financial resources in the Federal 
Republic and in foreign currency 

the new Law makes the permission of the Federal Republic State Bank 
necessary in order to open foreign currency accounts with foreign banks. 

It has to be stressed that the Law itself does not address all issues 
concerning the activities and establishment of enterprises with foreign 
participation in the Federal Republic. An assessment of the whole investment 
regime in the country would also have to take into account the tax system 
which; is treated separately. and which will be reformed so as to encourage new 
foreign investments. Moreover, the Government is in the process of concluding 
a number of treaties with investor countries which will avoid double 
taxation. According to press reports, the new obligation on firms to sell a 
part of the foreign exchange earnings to a state bank may be removed if and 
when the Government introduces the internal convertibility of the Federal 
Republic's currency. 

In comparison with other east European countries the Czech and Slovak 
Federal Republic has not until recently been particularly successful in 
attracting foreign investment. How far the new legal provisions which came 
into force on 1 May 1990 will now succeed in attracting new foreign investment 
will depend to some extent on how foreign investors perceive their legislation 
in comparison with that prevailing elsewhere in eastern Europe. The most 
important aspects of these laws for all countries in eastern Europe are laid 
out in the accompanying Table. 

In Czecho-Slovakia (as in Romania), the new changes have simplified 
the approval and registration procedures for joint ventures and fully-owned, 
foreign affiliates. The power to approve joint ventures has been devolved to 
the Ministry of Finance which has now clearly been assigned responsibility for 
granting approval. 

Yet, as shown in the accompanying comparative tabulation of joint 
venture provisions, some countries of eastern Europe have moved much further 
and, in fact, are beginning to adopt the current practices of developed 
western countries in granting foreign firms the automatic right of 
establishment. For example, under Hungarian legislation, Government approval 
is only necessary if a company is fully or majority foreign-owned. 

Even in cases where approval is necessary, as in Poland, the country 
has established a special Foreign Investment Agency to deal with all requests 
by foreign investors. Such agencies, as they are constituted in developed and 
developing countries, have proved helpful to foreign investors, who have often 
been discouraged from entering a particular country by the difficulty of 
identifying the appropriate ministry or ministries where official 
authorization for their investments can be given. 
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Foreign investors have often complained about the amount of 'paperwork' 
which has to be prepared and submitted in east European countries and the 
length of time it takes to get their proposed venture approved. In this 
respect the Czech and Slovak Federal Republic's new legislation abolishes the 
requirement of the foreign partner to provide a feasibility study. Under the 
Soviet legislation too, various documents have to be produced. Nevertheless, 
the new Czech and Slovak laws cut down on the time between the lodging of a 
request and its approval/rejection to :ust 2 months and this is the same, more 
or less, for other countries of eastern Europe. 

As regards full control by foreign investors over their affiliates, the 
new legislation in the Czech and Slovak Federal Republic (also in Romania) now 
grants foreign investors full ownership rights. With the passing of this new 
legislation in Romania and the Czech and Slovak Federal Republic, full foreign 
ownership of equity has now become widespread legal practice in eastern 
Europe. The laws of the Soviet Union in force up to October 1990 do not 
explicitly permit the full foreign ownership of corporate assets, even though 
they nowhere prohibit it. In the Soviet laws it is assumed that a domestic 
partner will own some share of the enterprise's equity. 

The level of taxation applicable to a joint venture or on a fully-owned 
foreign affiliate can be an important consideration for a foreign investor 
choosing a particular country, especially if the enterprise concerned is small 
with limited resources. In both cases the new legislation does not affect the 
rate of tax. Romania's rate therefore remains at 30 per cent, the same as in 
Bulgaria and in the Soviet Union (if enterprises are foreign-majority owned). 
The rate is higher in the Czech and Slovak Federal Republic at 40 per cent, 
the same as in Poland and Hungary. 

The use of fiscal incentives to attract new investment is widely used in 
eastern Europe. Poland offers an initial 3-year tax holiday to new foreign 
investors, a longer holiday than any other country in eastern Europe. In 
Romania, a joint venture is now exempted from tax on profits for a grace 
period of two years and may receive a further tax reduction on profits of 50 
per cent for the following 3 years. In contrast, the new legislation in the 
Czech and Slovak Federal Republic offers no automatic fiscal incentives 
although there does remain, under the still valid provision of the previous 
law, the possibility of applying for reduction or exemption from taxation for 
a period of 2 years. Neither Romania nor the Czech and Slovak Federal 
Republic offers special incentives to promote investment in certain 
geographical areas (as does the Soviet Union) or in certain industries (as do 
Poland, Hungary, Bulgaria and the USSR). 

Another aspect of joint venture legislation which is important to the 
foreign investor is the extent to which he is able to remit the profits he 
earns to his country of origin. The scarcity of convertible currency in east 
European countries has given rise to various laws in these countries which 
restrict, to differing degrees, the rights of foreign investors to take 
profits out of the country. 

In the Czech and Slovak Federal Republic, as noted above, a company is now 
obliged to sell a part of its foreign currency proceeds (a separate law 
determines that this amount shall be 30 per cent) to the State. Thereafter, 
profits may be transferred abroad, but only from the convertible currency 
resources of the joint venture itself. In Romania, under its new legislation, 
while the transfer abroad of the foreign partner's share of hard currency 
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profits must come from the foreign currency resources of the joint venture, 
the company is not obliged first to sell a portion of these proceeds to the 
State. Moreover, 8 per cent of the foreign partner's share in local currency 
profits may also be transferred abroad and may be exchanged for foreign 
currency by the Romanian Bank for Foreign Trade, if such payment cannot be 
made by the company's foreign currency account. In Poland the foreign 
investor is entitled not only to transfer his share of foreign currency 
profits of the company, but also 15 per cent of his share of local currency 
profits - almost double the amount permitted in Romania - which he may 
exchange for convertible currency at t',e foreign exchange bank. In Hungary, 
the foreign partner's share of the profits of the company (the law makes no 
distinction between convertible and local currency profits) may be transferred 
abroad, but only in the currency of the original investment and only from the 
foreign exchange resources of the ~ompany itself. 

To conclude, Romania has clearly widened the scope of foreign business 
activity in its country and improved the investment climate from a legal point 
of view, but in comparison with the investment regimes existing in other 
countries of eastern Europe, has not moved quite as far in streamlining its 
approval procedure. In the Czech and Slovak Federal Republic, an overall 
assessment may be premature in view of the fact that its legislation may 
change further as a result of economic reform measures. Foreign investors 
will, however, no doubt note the lack of any automatic investment incentives 
and the new restrictions on profit remittances in the new legislation. 



Country 

BULGARIA 

CZECH & -
SLOVAK 
FEDERAL 
REPUBLIC 

GERMANY 
(EAST) 

HUNGARY -

POLAND -

ROMANIA -

SOVIET -
UNION 

Foreign Investment Legislation in the countries of 
Eastern Europe and the USSR 

Approval/Registration Foreign Equity 
Legislation 

T a x a t i o n 

Permission required from 
state body only if foreign 
equity exceeds 49% (for ltd. 
liability companies) or 20% 
(for joint-stock companies); 
no feasibility study required 

Request may be made by either 
partner; approval required 
from Ministry of Finance, in 
agreement with Ministry of 
Finance, Price & Wages in the 
respective republic; approval 
within 2 months; no feasibility 
study required 

No set limit 50% (30% if foreign 
equity exceeds 49% & 

w h 0 1 1 y 
foreign
owned 
companies 
allowed 

5 m BGL in convertible 
currency or 50 m 
transferrable SUR) 
tax on income from 
dividends, shares, fees 
royalties is 15% (10% on 
dividends if foreign 
equity exceeds 49%) 
1) No specified tax for 
joint ventures; 
2) Income/profits tax 
is 40 %; 
3) Tax on remitted 
dividends is 25% 

Requirements: feasibility 
study, draft of status, 
opinion of trade union 
org.,approval of special 
executive committee 

20-49%; 
exceptions; 

foreign equity 
may be allowed 
to exceed 49% 

No specific tax regime 
for joint ventures 

(after consulting with 
committee of experts & 

for SHE's or 
if it is in 

state organs); joint the national 
venture approval must be interest 
in national/regional 
economic interests 
Joint approval of Ministries 
of Finance & of Trade required 
only if company is majority 
or fully foreign-owned; 
approvalwithin 3 months; 
no feasibility 
study required 
Permit & feasibility study 
approval within 2 months; 
Foreign Investment Agency 
has been established 

Approval required from appro
priate ministry & from 
Ministries of Trade, Finance 
& National Economy; approval 
within 3 months; registration 
fee of $500; feasibility study 
required 
Feasibility study & draft 
foundation documents required 
(to be submitted by Soviet 
partner); approval required 
from respective superior 
administrative organs; 
registration required with 
Ministry of Finance 

W h o 1 1 y 40% up to 3 m forints, 
foreign-owned 50% if over 3 m forints; 
companies 20% tax allowance if 
permitted foreign statutory capital 

is 20 % or more of total 
capital or 5 m forints 

Wholly 
foreign-owned 
companies 
permitted 

w h 0 1 1 y 
foreign-owned 
companies 
permitted 

40% tax on income/pro
fits; 3 year tax holiday 
to encourage investment; 
dividends may be paid 
in PLZ or hard currency 
& are subject to 30% 
taxation 
30% on income/profits; 
profits exempted from 
taxes for 2 years from 
first showing of taxable 
income; possible further 
3-year 50% tax diminution 

W h o l l y 30% tax on profits/ 
foreign-owned income; initial 2 year 
companies not tax-free period from 
explicitly moment when profits are 
prohibited declared; foreign profits 
but wording transferred abroad are 
implies a taxed 20% 
Soviet partner 



Foreign Investment LJgislation in 
Eastern Europe 1and the USSR 

Incentives 

Tax exempt for 5 yrs in FTZs, then 20% tax; 
profits of foreign majority-owned company 
& of subsidiary foreign company are tax 
free for 5 years when operating in 
high-tech areas; raw/prime materials & 
equipment for production for 
export are customs free when imported 
by foreign partner 

Possible application for reduction of or 
exemption from taxation for a maximum of 
2 yrs; contributions in kind to joint 
ventures by foreigners are customs free 

May offer fiscal incentives to encourage 
high-tech, high quality consumer goods/ 
services, exports or environmental pro
tection; foreign contributions in kind 
to the joint ventures are customs free 

Tax cut (60% for 5 yrs, then 40% if statu
tory capital exceeds 25 m HUF, if foreign 
share is 30% or more & if over 1/2 of sales 
is from product or hotel built by joint 
ventures; further cut (100% for 5 yrs, then 
60%) if all of the above requirements are 
met, plus joint venture is operating in a 
designated sector; foreign contributions 
in kind to joint venture are customs free 

6 yrs tax holiday for special sectors; no 
special incentives for export; all property/ 
machinery imported within first 3 yrs is 
customs free 

Tax on profits reinvested is reduced by 50%; 
no differential tax rates to attract foreign 
investment into specific sectors; foreign 
contributions in kind to joint ventures are 
customs free 

3 yrs tax free period plus 10% income tax for 
joint ventures in Far East Economic Region; 
reductions or exemptions from withholding tax 
on profits due to foreign partner in certain 
sectors (medical, consumer or high-tech goods) 
goods); minimal or no customs duties on 
imports of goods for joint venture production; 
preferential customs regime for foreign employ
ees of the joint venture 

the countries of 
(continued) 

Repatriation of profits 

Profits earned in foreign currency 
may be transferred abroad as well 
as profits in BGL earned "from 
economic activity by contract with 
the relevant state authority" 

Part of foreign curt·ency receipts 
must be offered to State Bank for 
sale; salaries & profits of for
eign employees/executives may 
be transferred abroad from hard 
currency resources of the joint 
venture 

Part of hard currency earnings 
must be sold to the government; 
remaining profits/salaries may be 
transferred abroad, including GDR 
marks transferred as hard currency 

Foreigners are free to transfer 
profits abroad in currency in 
which the investment was made; 
foreign executive/employees may 
repatriate 50% of after-tax in
come in currency of domicile 
country 

Transfer abroad allowed of (a)sur
plus of export revenues over 
expenses plus (b) 15% of profits 
earned in Polish currency (may be 
converted to hard currency) 

Profits in hard currency may be 
transferred abroad; maximum of 8% 
of after-tax profits of foreigners 
earned in ROL may be transferred 
abroad in hard currency 

Unutilized portion of foreign 
employees' pay may be transferred 
abroad in foreign currency; 
foreign partner may transfer 
abroad from foreign currency re
sources of the joint venture his 
share of profits 

Legend: SHE's : Small and Medium-sized enterprises SUR: Soviet rouble 
PLZ: Polish zloty 
ROL: Romanian lei 

FTZ Free Economic Zone 
BGL: Bulgarian leva 
HUF: Hungarian faring 
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Turning to a quantitative assessment of experience of FDI in central and 
eastern Europe there are unfortunately, too few data yet available on the 
operating results of joint ventures to allow even an approximate assessment of 
their effects on domestic economic activity or export performance. Indeed, 
when reviewing any of the statistics provided in this text it has to be borne 
in mind that only about 10 per cent of the JVs registered in the Soviet Union, 
for example, are actually operational. This is true, in particular, of JVs in 
the manufacturing sector, where there are inevitably longer lead-times between 
registration and start-up. Nevertheless, it is precisely in manufacturing 
that the difficulties of the interface between the operation of the joint 
venture and the domestic supply network are likely to be most acute. 

Western investors complain of the poor quality of imports provided from 
domestic sources, irregular deliveries, complex and obscure local legislation 
- especially as regards taxation and ownership (lack of adequate investment 
protection guarantees in some countries) accounting rules, and procedures for 
repatriating assets in the event of bankruptcy. Above all, criticism has been 
directed at the requirement (notably in the Soviet Union) that the foreign 
partner's profits must be obtained from the joint venture's earnings in 
convertible currencies. This means, in the manufacturing sector, that the 
joint venture must be capable of producing goods of a price and quality which 
are competitive on western markets. In the view of these critics, this 
approach ignores the fact that part of the JVs production is substituting for 
imports and should therefore be permitted to share in the resultant foreign 
exchange savings. 

6. Privatization and Foreign Direct Investment 

In the discussion of the means by which the system of predominantly 
state-owned industry, subject to central planning, can be dismantled and 
replaced by the market mechanism, pride of place has been given to the pivotal 
role of privatisation. It is widely (though not universally) believed that a 
system of privately-owned profit-oriented enterprises will produce a wider 
range of goods of better quality, corresponding more closely to consumer 
demand, while at the same time reducing the waste (especially of energy and 
raw materials) and inefficiency often associated with state-owned 
enterprises. In addition to these gains in allocative efficiency, 
privatization is expected also to encourage better maintenance of capital 
stock, since private owners are more likely to pursue policies preserving or 
enhancing the value of their firm's productive assets. (The superior 
maintenance of privately owned dwellings over the public housing stock is a 
case in point.) 

Put differently, the debate does not centre on "why privatize" as much as 
it does on "how to privatize and what to privatize". These questions, in 
turn, are sustained under the still more difficult issue of deciding "when", 
in the context of measures to achieve macro-economic stabilization and a 
sequence of institution-building innovations (e.g. a commercial banking system 
plus supervising bodies), without which markets cannot function smoothly and 
efficiently. 

As a commentator, reviewing in the "Financial Times" (13 September 1990) 
Professor Kornai's latest book entitled "The Road to a Free Economy", 
observed: "in every university library there are whole rooms full of learned 
books on the transition from capitalism to socialism. Until recently it had 
hardly occurred to anyone to write about a move the other way". The gap is 
now being filled quite rapidly, as national and international institutions 
turn their attentions to a whole series of practical issues surrounding the 
drafting and implementation of privatization legislation. 

-- -------- -- ----------------------------------
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Some of these issues, such as p~inciples and p~ocedu~es of valuation, o~ 
the ~andate of institutions ~esponsible fo~ the sale (o~ flotation of sha~es) 
of p~eviously state-owned ente~p~ises, a~e la~gely of a technical-economic 
natu~e. Othe~s conce~n the c~eation of suppo~ting inf~ast~ctu~al 
institutions such as a stock exchange and capital ma~ket. Cutting ac~oss 
both sets of issues a~e such policy decisions as which ente~~ises to 
p~ivatize fi~st - the p~ofitable o~ unp~ofitable - and what p~opo~tion of the 
eme~ging p~ivate secto~ should be vested in fo~eign owne~ship. These a~e 
cont~ove~sial and potentially divisive matte~s. as can be seen f~om ea~ly 
~eactions to p~ivatization p~actices and policy intentions in Hunga~y. Poland, 
Czechoslovakia and Romania. 

In the following obse~vations, fo~ the sake of b~evity, only the issue of 
the ~ole of fo~eign investment in p~ivatization is conside~ed. 

The ~easons why cent~al and easte~ Eu~opean count~ies seek fo~eign 
pa~ticipation in the pu~chase of fo~e~ly state-owned ente~p~ises a~e ve~y 
simila~ to those fo~ wishing to att~act FDI fo~ the establishment of new 
p~oductive capacities and othe~ ente~p~ises. In summa~y. these aims a~e 

(a) to lighten the bu~den of indebtedness (pa~ticula~ly in Hunga~y and 
Yugoslavia amongst the Pentagonal membe~ count~ies) by att~acting a new 
inflow of conve~tible cu~~ency 

b) to ~aise p~oductivity by the int~oduction of mode~ weste~n technology, 
know-how, and management and ma~keting skills 

(c) to b~ing standa~ds of quality, safety, envi~onmental acceptability and 
competitiveness close~ to those p~evailing on inte~ational ma~kets, 
the~eby gene~ating new flows of expo~ts, winning la~ge~ sha~es of fo~eign 
ma~kets and inc~easing conve~tible cu~~ency ~evenue 

(d) to augment the total amount of capital available to mode~ise the 
obsolescent inf~ast~ctu~al and p~oduction st~ctu~es associated with the 
ageing capital stock noted ea~lie~. 

Given the st~ength of these motives, it comes as no su~p~ise that the 
cent~al and easte~n Eu~opean count~ies have been vying amongst themselves to 
int~oduce and p~og~essively amend legislation designed to att~act fo~eign 
investo~s. Fo~ the latte~. the question is then one of deciding why to 
invest in these count~ies at all when the~e a~e many alte~native destinations 
fo~ investible funds, whe~e the ope~ating envi~onment is mo~e familia~. ~ates 
of ~etu~n less unce~tain, and conditions of ~epat~iation of p~ofits and assets 
mo~e secu~e. These unce~tainties a~e. mo~eove~. compounded by 
nea~-~ecessiona~y economic t~ends in many of the count~ies of cent~al and 
easte~n Eu~ope, and doubts about the p~ospects of the auste~ity o~ 
stabilization p~og~ammes being unde~taken. It must su~ely be the combination 
of such unce~tainties which accounts fo~ the caution which has so fa~ 
cha~acte~ised the ~esponse of fo~eign investo~s who have, in gene~al, limited 
the amounts of capital committed to the economies in t~ansition to sums which 
a~e small by national o~ inte~national standa~ds. 

Nonetheless, fo~eign investo~s who take a medium to long-te~ view (which 
is not always the case) of p~ospective ~ates of ~etu~n should not be 
insensitive to the following advantages of cent~al and easte~n Eu~opean 
destinations fo~ thei~ funds: 

(a) labou~-costs a~e lowe~ in these count~ies than elsewhe~e in Eu~ope, and 
hence compa~atively att~active, even when allowance is made fo~ distinctly 
lowe~ ave~age p~oductivity (which would be expected to ~ise when suppo~ted 
by impo~ted mode~n equipment unde~ efficient management) 
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(b) ievels of education and tt"aining of the labour' fot"ce compat"e favout"ably 
with those in westet"fi Eut"ope 

(c) complementat"y intet"mediate industt"ial imputs at"e t"eadily available ft"om 
domestic sout"ces, thanks to the policy of compt"ehensive industt"ialization 
put"sued over' sevet"al decades. In bt"anches such as heavy engineet"ing, 
metal-pt"ocessing and basic chemicals, the deficiencies noted eat"liet" as 
det"iving ft"om obsolescent technology and poor' quality contt"ol at"e less 
set"ious than in finished manufactut"es. Availability of such impot"ts can 
add to the value of fot"eign investments in labour'- and skill-intensive 
bt"anches of manufactur'ing, chosen •·ecause of advantages (a) and (b) above. 

(d) pt:"ospective domestic-mat"ket gt"owth if cut"t"ent pt:"ogt"ammes of stabilization 
and t"efot"m succeed. The most obvious sout"ce of gt"owth of the intet"fial 
mat"ket is the 'catch-up' pt"essut"e of pent-up demand for' the volume an4 
t"ange of consumer' goods enjoyed by households and entet"pt"ises in westet"fi 
Eut"ope. Automobiles at"e a case in point - hence GM's CUt"t"ent 
negotiations, and the bids by Volkswagen and Renault/Volvo to acquit"e 
cat"-manufactut"ing capacity in Czechoslovakia; so at"e most items of modet"fi 
business and household equipment such as photo-copier's and telefax 
installations. Satisfaction of this latent demand - the ft"uit of decades 
of consumer' austet"ity - will call for' inct"eased output and capacity along 
the whole suppply chain, to include modet"fi food-pt"ocessing, t"etailing and 
ancillat"y set"vices. These include telecommunications, and tt"anspot"t and 
distt"ibution facilities. 

(e) the pt"ospective gt"owth of fot"eign demand for' nationally-located 
set"vices. Tout"ism, but also health and spot"ts facilities (e.g. spas and 
ski-lifts), is the pr'ime example whet"e existing hotel and t"ect"eation 
inft"astt"Uctut"e will have to be expanded to meet the upsut"ge in westet"fi 
demand to visit the societies in tt"ansition. 

Finally, thet"e is the question of the most suitable fot"ms of fot"eign 
investment, once the pt"efet"t"ed bt"anch, pt:"oduct gt"OUp Or' plant has been 
identified, using the type of ct"itet"ia discussed above, t"efined by mot"e 
specific accounting data. In making the choice the fot"eign investor' will 
have to assess the degt"ee of contt"ol, accessibility and tt"anspat"ency offet"ed 
by each fot"m. 

(a) Joint Ventut"es 

So fat" this has pt"oved to be the most popular' fot"ffi of FDI, pat"tly because 
legislation in centt"al and eastet"n Eut"ope gave pt"efet"ence to it until 
t"ecently. It has to be t"ecalled, however', that in business t"elations 
between entet"pt"ises in developed mat"ket economies, joint ventut"es at"e 
ft"equently a tt"ansitional fot"ffi of t"elationship, which often culminates 
either' in the pat"tnet"s going their' sepat"ate ways Or' one Or' the other' 
assuming (by met"get" Or' acquisition) complete contt"ol of the ventut"e as a 
wholly-owned subsidiat"y. 

(b) Establishment of wholly owned subsidiat"ies 

This is now possible in all centt"al and eastet"fi Eut"opean countt"ies (with 
some implicit limitations, likely soon to be t"emoved, in the Soviet Union 
and Romania). It offer's the advantage of total contt"ol of the opet"ation 
of the investment pt"oject, but the disadvantage of not having local 
pat"tnet"s possessing the "know-how and know-who" which facilitate the 
intet"face with sut"viving allocative ministt"ies and local authot"ities. 
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(c) Outright purchase, or acquisition of a controlling interest, in existing 
enterprises 

This is permitted in Hungary and - with some qualifications - in 
Yugoslavia. There have been several well-reported cases - notably, the 
General Electric investment in Tungsram, or the sale of the Lingarhotel 
chain. This form of FDI is likely to increase in scale as the process of 
privatization by means of the conversion of state-owned enterprises 
(SOE's) into joint-stock companies gathers pace. 

(d) Portfolio investments 

A number of investment funds have been set up over the past eighteen 
months, some of which focus on particular countries - notably, Hungary, 
followed by Poland - others whlch take the whole set of economies in . 
transition as the target-region for their investments. 

* * * 

. ! 1!"0: 'I .l .'·1 .·.,,'1·'• 
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• TABLt;: 1. Austrian and Italian Foreign Investment in capHaHmporting "pentagonale" countries 

as on 1 January, 1990 

CSFR Hungary Yugoslavia 
number mnUSD number mnUSD number mnUSD 

Austria 19 11.7 174 94.4 ... ... 
Italy 2 ... 19 24.3 ... . .. 

Total 21 11.7 193 118.7 ... . .. 

Memo item: 

Total Foreign Investments 80 108.8 615 485.3 750 700.0 

Austrian Investments (%) 23.8 10.8 28.3 19.5 ... ... 

Italian Investments (%) 2.5 ... 3.1 5.0 ... ... 

Note: In addHion, 35 Austrian and 22 Italian firms were engaged in muHi-party 

joint ventures, that is those which involve Western partners 

from two or more countries 

Source: ECE Data Base on Joint Ventures 

Total (3 countries) 
number mDUSD 

193 106.1 

21 . .. 

214 130.4 

... . .. 

... . .. 

... . .. 
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'Table Q. Austrian Foreign Investment in Eastern Europe and the USSR, 

as on 1 January, 1990 

Statutory capital 

Host country Total Foreign 

mn national currency• mnUSD 

Czechoslovakia 288.8 123.4 11.7 

Hungary 10130.9 5111.4 94.4 

Poland 17053.8 6l..J4.2 4.8 

USSR 1) 142.9 45.5 72.2 

Total 4 countries ... ... 183.1 

Memo item: 
Total Foreign Investments ... ... 2318.9 

(4 countries) 

Per cent of Austrian ... . .. 7.9 

Foreign Investments 

1) as on 1 October 1989 

~ 
Note: In addition, 35 Austrian firms were engaged in multi-party 

joint ventures, that is those which involve Western partners 

from two or more countries 

Source: ECE Data Base on Joint Ventures 

Number 

19 
174 

57 

53 

303 

2542 

11.9 



Table-3. Italian Foreign Investment in Eastern Europe and the USSR, 

as on 1 January, 1990 

Host country StaMory capital 
Total Foreign 

mn national currency mnUSD 

Czechoslovakia ... ... ... 
Hungary 3555.2 912.6 24.3 
Poland 96n.8 4137.1 2.8 
USSR 1) 227.7 77.2 124.9 

Total 4 countries ... ... 152.0 

Memo item: 
Total Foreign Investments ... ... 2318.9 

(4 countries) 

Per cent of Italian ... ... 6.6 
Foreign Investments 

1) as on 1 October 1989 

Note: In addnion, 22 Italian firms were engaged in multi-party 
joint ventures, that is those which involve Western partners 
from two or more countries 

Source: ECE Data Base on Joint Ventures 

Number 

2 
19 
33 
53 

107 

2542 

4.2 
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TABLE 4 

lndu s tr·.!~!.!!~e.1 tmen~_!l~(!.!:_J:!!anch~~ 
(Percentage shares) 

Czechoslovakia 

1980 1985 1988 1980 

Hungai"Y 

1985 1988 

----------------·----- -------····-------·----------------

1. 

2, 

3, 

4, 

5, 

6, 

7, 

8. 

9, 

10, 

11. 

Energy 16,4 15. 1 14,6 

Fuel 13.4 14.1 11.7 

Metallurgy 9,6 8,4 7.2 

Engineer-ing 23.6 27.4 29.9 

Chemicals 7,2 7.2 10.7 

Constr. 4,6 3.7 2.7 

materials 

Wood and paper 8,9 4,4 4.2 

Textiles 3.8 3.8 4.1 

Other light ind, 3.7 4.7 4,6 

Food 7.4 9.2 9,2 

Other branches 1.4 1.9 1.3 

Total 100,0 100.0 100,0 

Source: ECE secretariat Common Database, 
derived from national statistics. 

ID, 2198c 

19.8 20.7 15.5 

14.2 22,0 20.5 

12.0 5.7 4,9 

17.0 12' 1 12.7 

11,2 17,4 20 0 

4.9 4' 1 4.0 

1.6 2.6 1.6 

2,4 2.0 2,2 

3.1 1.5 2.8 

12.5 11 '3 15.0 

1.2 0.5 0.7 

100,0 100,0 100,0 
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1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

TABLE 5 

Industrial fixed assets b~_major branches 
(Percentage shares) 

Czechoslovakia 

1980 1985 1988 

Energy 13.5 14.7 15.9 

Fuel 10.8 10.8 10.6 

Metallur·gy 14.2 13.5 12.5 

Engineering 22.3 22.6 23.5 

Chemicals 11.1 10.9 10.3 

Constr. materials 5.7 5.2 5.0 

Wood and paper 4.9 5.7 5.4 

Textiles 4.8 4.4 4.3 

Other 1 ight ind. 4.2 3.9 4.0 

Food 7.6 7.3 7.4 

Other branches 1.0 0.9 1.1 

Total 100.0 100.0 100.0 

Source: ECE secretariat Common Database, 
derived from national statistics. 

ID. 2198c 

1980 

13.4 

9.4 

10.5 

18.9 

16.1 

6.6 

2.4 

3.8 

5.2 

12.0 

1.6 

100.0 

Hungary 

1985 1987 

15.0 16.7 

10.7 11.2 

10.3 9.9 

18.4 17.6 

15.8 16.0 

5.9 5.6 

2.3 2.1 

3.0 2.7 

5.0 4.9 

12.1 12.0 

1. 5 1.4 

100.0 100.0 
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INTRODUCTION 
The European Bank for Reconstruction and Development (ERBDJ has 
been established to foster the t.ransition t.owards open market.
orient.ed economies and t.o promote private and entrepreneurial 
initiat.ive in the Cent.ral and East.ern European countries commit.t.ed 
t.o and applying principles of multi-party initiative in the 
Central and East.ern European countries committ.ed to and applying 
principles of mult.i-pai·t.y democracy, rule of law, respect for 
human rights, and market. economics. 

On May 20, 19"90, forty countries spanning six continent.s t.ogether 
wit.h t.wo European inst.itutions pledged a t.ot.al of 10 billion ecus 
($12 billion) for t.he formation of EBRD. Mr. cTacques At.tali, 
Special Advisor to French President. Franco is Mitterand, was 
designated to become President of the European Bank for 
Reconstruct.ion and Development. ' 

To respond t.o its unique .mandate, the European Bank for 
Reconst.ruct.ion and Development. will be an unprecedent.ed blend of 
merchant bank and development bank. Aggressive in its approach to 
financing project.s and fluid in its organizat.ion, EBRD will be 
flexible t.o respond t.o t.he ever-changing needs of t.he market.place. 

OBJECTIVES 
To foster t.his t.ransi t.ion t.o market.-oriented economies and t.o 
promote private and ent.repreneurial initiat.ive, EBRD shall assist 
its l.'ecipient members to implement structural and sectoral 
economic reforms, including demonopolization, decentralizat.ion, 
and privatizat.i•:>n, to help their economies become fully integrat.ed 
into the international economy. Thus, the European Bank for 
Reconstruct.ion and Development aims t.o: 

*work with members t.o est.ablish and foster t.he rapid growth 
of t.he privat.e sect.or wit.h emphasis on small and medium
sized ent.~rprises 

* ident.ify investJnent. opport.uni t.ies and assist. in bringing 
t.ogetJ1er t.he capit.al, management., and t.echnology necessary 
to est.ablish and finance efficient., competit.ive ent.erprises 

*cat.alyze foreign capit.al to complement investment. financed 
out. of domestic savings; part. of this will be acheived by 
attract.ing foreign direct investment. in t.he region through 
joint. vent.ures or other arrangement.s witJ1 businesses of all 
sizes, including multi-nat.ional corporat.ions 

·*fost.el.' productive investment in infrast.ruct.ures which 
direct.ly leads t.o support. of private and entrepreneurial 
initiative, thereby enhancing the compet.i t.i ve environment 
and raising product.ivit.y, t.he standard of living, and labor 
condi t.ions in count.ries of operations 

*st.imulat.e and encourage t.he development. of capit.al 
market.s, essent.ial t.o t.he t.ransit.ion t.o a market.-based 
economy as well as accelerat.ing development. 

*advise on regulat.ory and financial rest.ructtiring, 
Pl.'i vat.izat.ion, and project. preparation 



''leverage i t.s own resources by keeping its investments t.o · a 
reasonable proportion of project. financing or investment. 
and encouraging investn1ent. from otl1er sources, bot.h public 
and privat.e; t.his ;.1ould lead to a range of financing 
activit.ies from direct. investment. to privat.e placements and 
underwri t.ing securi t.ies issued by East. European and USSR 
client.s 

*promot.e regional t.rade and economic integrat.ion by 
support.ing sound and economically viable project-S in more 
t.han one member count-ry 

:t.promot.e environment.all y sound and sust.ainable development. 
in t.he full range of it.s act.ivities 

To achieve t.hese ends, a minimum of 60% of the Bank 1 s funds ( bot.h 
the t.ot.al as well as on a country-by-count.ry basis) will be 
dedicated t.o privat.e sect.or enterprises. The remaining maximum of 
!10% will be dedicated t.o government. infrast.ructure projects 
supporting private sect.or development .. 

MID1BERSHIP 
In general, membership t.o the Bank is open t.o European countries, 
International Monet.ary Fund members, the European Economic 
Community, and t.he European Investment. Bank. (Please refer t.o 
last page for a list.ing of member donor and recipient. count.ries. ) 

FINANCING INSTRUMENTS 
The European Bank for Reconst.ruction and Development will offer a 
full range of financial services and instruments to projects in 
recipient. countries. While concessionary funding will not. be 
provided, EBRD will provide bot.h equity and debt financing on 
commercial terms. According to EBRD 1 s charter, up t.o 30% of its 
subscribed capital may be dedicat.ed t.o equity infusions. However, 
the Bank will neit.her seek t.o obtain a controlling int.erest. in 
ent.erprises nor assume direct. responsiblitiy for managing 
enterprises. 

The Bank shall charge, in addition t.o int.erest., a commission <jf 
loans made or participat.ed in as part. of its ordinary operations. 
In guaranteeing a loan as part of its ordinary operat.ions, or in 
underwriting the sale of securities, t.he Bank shall also charge 
fees t.o provide compensat.ion for i t.s risks. 

FUNDING 
The init.ial t.otal aggregat.e subscribed capital of t.he Bank will be 
t.en billion ecu·s, t.he paid-in-capital being t.hree billion ecus. 
Each of t.he fort.y-t.wo members of EBRD have t.hus pledged 30% of its 
subscript.ion fee as paid-in-ca[Oit.al t.o be paid annually in five 
equal inst.allment.s. 

METHODS OF OPERATION 
The Bank will carry out. i t.s funding operat.ions by: 

*making, or cof inancing toget.her wi t.h mul t.ilat.eral 
inst.it.ut.ions, commercial banks or ot.her int.erest.ed sources, 
i.:n .. participat.ing in, loans t.o privat.e sector ent.erprises, 
loans t.o any st.at.e-owned ent.erprise operat.ing compet.itively 
and moving t.o part.icipat.ion in t.he market.-orient.ed economy, 



and loans t.o any st.ate-owned ent.e:rp:rise t.o facilitat.e 
t.ransit.ion t.o private ownership and cont.rol, in part.icular 
t.o facilit.ate or enhance t.he part.icipat.ion of private 
and/or foreign capi t.al in such enterprises 

•invest.ing in t.he equit.y capit.al of privat.e sect.or 
ent.erprises 

•invest.ing in t.he equity capit.al of any st.at.e-owned 
ent.erprise operat.ing compet.i t.ivel y and moving to 
part.icipat.ion in the market.-orient.ed economy, and 
investn1ent. in the equit.y capital of any stat.e-owned 
ent.erp:rise to facilitate t.ransi tion to privat.e ownership 
and cont~·ol; in pa:rt.icular· t.o facilit.ate or enhance t.he 
part.icipat.ion of privat.e and/or foreign capital in such 
enterprises 

:t.underwri ting, where ot.her means of finance are not. 
appropriat.e, t.he ectui t.y issue of securities by bot.h privat.e 
sect.or ent.erprises and such state-owned enterprises 
referxed t.o above 

*facilit.ating access t.o domest.ic and int.ernational capit.al 
by privat.e sect.or enterprises or by ot:J1er ent.erprises 
referred t.o above for t.he ends mentioned, through t.he 
provision of guarantees, where other means of tJ.nancing are 
not. ·appropriat.e, and through financial advice and frr:m1 
ot.her forms of assist.ance 

*deploying special funds resources 

·*making or part.icipat.ing in loans and providing t.echnical 
assist.ance for t.he reconst~·uct.ion or development. of 
infras t.ruct.ure, including env ironment.al programs , necessary 
for privat.e sect.or development. and t.he t.ransit.ion t.o a 
market-.-orient.ed economy 

APPROACH TO BANKING 
EBRD will creat.e a wholly new bank model, fusing principles of 
development. banking and merchant banking. Three features 
surrounding EBRD' s creat.ion call for a novel approach t.o banking: 

•specif ic regional focus on eight. count.ries 
*unusual mandat.e t.o develop the privat.e sect.or 
:t.need for speed and flexibili t.y in responding t.o t.his 
unprecedent.ed and significant. historical development. 

EBRD vrill t.hus be characterized as: 

Unique and Unprecedented 
Unlike such existing models of development. banking as t.he World 
Bank or t.he IFC which cover hundreds of countries all over the 
world needing t.he most. basic aid for infrast.ruct.ure and economic 
development, EBRD will concentrate on a limit.ed region of 
count.ries already having in place infrastruct.ures and development 
economies. With t.he twist. of developing free market economies, 
EBRD will t.ake from merchant. banks t.heir crit.ical ability t.o 
respond t.o t.he ever-changing requirement.s of t.he privat.e sect.or 
marketplace. Furt11ermore, the unforeseen rapidity at which 
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events in Eastern Europe t.ranspired has put. speed of react.ions by 
t.he "ivest'' at an absolut.e premium in continuing t.he progress in 
Eastern Europe and t.he USSR. 

As a result. of its unique positioning, EBRD will start. wi tJ1 a 
fresh slat.e, with no preconceived not.ions regarding it.s 
philosophy, product.s, or modus perandi. It will cont.inuousl y 
evaluat.e and evolve it.self in defining and addressing it.s unique 
niche. 

Focussed on the Private Sector 
EBRD will be client-driven with it.s client.s being ent.erprises· and 
governments in not. only its eight count.ries of operat.ions but. also 
the private sect.or in all other member countries. Unlike some 
exist.ing development banks, EBRD want.s to become the part.ner of 
choice for t.he privat.e sect.or. EBRD ••ill t.herefore 'operate as an 
integral part of the world's privat.e sect.or and not. simply as a 
passive byst.ander~ 1 

Flexible and Responsive 
The pace of change in Eastern Europe has been extraordinarily 
fast.. Therefore, t.he pace of EBRD must. be ext.raordinari1 y fast. 
As a client-driven inst.it.ut.ion, EBRD must. adapt itself t.o the pace 
of change in t.he private sector. Like a merchant bank, EBRD will 
respond t.o t.hese ever-changing market. condi t.ions wit.hin East.ern 
Europe and t.he USSR with new product.s, new systems, new ideas, and 
new solut.ions. 

International 
What happens in Eat.ern Europe and in t.he USSR is of vit.al interest 
and concern t.o the entire world. EBRD' s fort.y member countries 
span t.he globe, and t.he Bank's progress will address the ideals 
and object.ives out.lined by this internat.ional body. To meet his 
end, EBRD will encourage t.he sha1:ing of experiences from all 
countries, and its st.aff will be drawn from professionals from all 
over the globe. 

Profit-Oriented 
As the Bank will not. provide concessionary funds, EBRD will 
support. only t.hose operat.ions which will ult.imately be able t.o 
turn a profit. and reflect a t.rue exemplar of a privat.e ent.erprise 
operating in a free market economy. Hence, threshold criteria for 
EBRD' s part.icipat.ion will be financial viability. 

CURRENT STATUS 
The Bank is act.ively exploring financing opport.unit.ies current.ly 
needed in t.he market place and seeks communicat.ion wit.h t.hose 
inst.itut.ions and individuals wit.h specific, viable project.s of 
ideas. Formal commi tment.s for funding will be made once t.he 
Ban}:'s t.reaty is officially ratified by its members, which is 
expect.ed by March 31, 19 91. 
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E.\J:ropeaJL Commu.n_i t_y CQJJ!l:l;:;J,:i,s;J; 
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E.\J~o p e<m_ c O!!!!!)!!!li.tY__Il2P_t,it1!:ti_Q_n_;; 
European Economic Community 
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_i.;;__q.J,!J1 t.r i e s __ o LJ2 . .!2e r a tiQ!l.§ 
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Romania 
Union of Soviet. Socialist Republics 
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Summarizing in just a few minutes a 4-year experience and 
relationship with Hungary allowed me to relive some pivotal 
moments and I must say that, in the context of my extensive 
experiences abroad, .it has been a unique and defini~~ly 

positive one at that·. 
At this conference, however, rather than hearing about the 
many positive aspects such as the unstinting cooperation 
received from our partners, the highly professional nature 
of the personnel selected, the willingness to integrate with 
and learn new techniques and methods as well as the will to 
change, I think people would rather hear about the 
uncertainties, difficulties and differences we encountered. 
I would therefore like to apologize to the Hungarian 
delegation present. today if what I am about to say will 
mainly underscore the hurdles to overcome rather than the 
level of understanding reached. 

In order to provide an overall picture of the context within 
which the project was drawn up, its size and the nature of 
the agreements, it is best to premise: 

11 WHAT"IS DUNAMONT" 

(show transparencies) 
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NOW THAT WE KNOW WHAT DUNAMONT IS, WE SHALL EXAMINE THE 
PREMISES ACCORDING TO WHICH IT WAS POSSIBLE TO REACH 
OPERATIONAL STATUS. 

THE PREMISES 

It took about three years for the team of partners to reach 
the situation shown in the trasparencies. This first aspect 
should be borne in mind, although I believe that nowdays the 
foundations have been laid to allow for a much shorter time 
frame. That is to say: 

The structures involved 
existing problems. 

have become attuned to the 

The new laws and 
implemented. 

regulations have been understood and 

Scores of joint ventures have been started up and the 
knowledge base, the institutions, the intergovernme.ntal 
agreements necessary to facilitate such ventures have come 
into being. 

- Internal political forces are aware Of the difficulties 
and are actively seeking to bring the infrastructure up to 
date. 

The length of time needed to fully establish Dunarnont was 
partly tied to the complexity of the project, the high level 
of technology used, the time necessary to complete 
construction and the sheer size of the outlay. Each of 
these aspects had to be agreed on by all the parties 
involved. 
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As far as Montedison was concerned, this was an·act of faith 
in a future characterized by sweeping changes,· such as: 

increased productivity 
- economic integration 

growth in consumption 
currency convertibility 
inflation control 
appropriate monetary and fiscal policies 
improvements in education, research, infrastructure, safety 
and environmental control. 
reaching of a social consensus 
rising entrepreneurial drive 
business ethics, etc. 

These aspects had to be carefully evaluated. Therefore, 
both we and the other party had to effect choices with great 
care and after double-checking them. 

The long lead times required by our Hungarian counterpart 
were due to lack of knowledge, continuous changes in the 
legislation, the need for constant oversight and approval of 
negotiations on the part of local authorities and the 
newness . of this endeavor which rightly compelled them to 
examine issues more carefully than would be expected from a 
partner more accustomed to this type of business. 

The idea of a joint venture originated from exchanges 
between DKV General Manager Mr. Raatosi and Montedipe 
President Mr. Mattiussi. From the Hungarian point of view 
the project was motivated by the wish to integrate 
downstream by producing monomers and polymers in order to 
utilize some raw materials available from refineries. 
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Two different approaches developed out of a different.way of 
looking at investments. For this very reason, we realized 
that we had found the right partner, one that accepted and 
defended our proposals with local authorities as if they 
were -their own. 

HUNGARIAN OUTLOOK 

TO BUILD SEVERAL PLANTS, WITH LARGE CAPACITIES, DEPENDENT ON 
EXPORTS IN ORDER .TO UTILIZE TO THE UTMOST AVALIABLE RAW 
MATERIALS. 

INTERNAL CONSUMPTION AND GROWTH RATES WERE NOT TAKEN INTO 
CONSIDERATION AND WERE ONLY MARGINALLY KNOWN. 

THE MARKETING .OF PRODUCTS WAS NOT THEIR RESPONSIBILITY, THE 
TASK BEING ASSIGNED TO MARKETING COMPANIES. 

MONTEDIPE OUTLOOK 

TO GIVE PRIORITY, WITHIN THE PROJECT, TO THE PROPER SIZING 
OF PRODUCTION CAPACITIES IN THE NEW PLANTS, FULLY EXPLOITING 
ALL THE COMPETITIVE ADVANTAGE STEMMING FROM THE LOCATION OF 
THE ENTERPRISE WHILE ENVISIONING AN INTERNAL DEMAND EQUAL TO 
AT LEAST 50% OF A BUDGET-SIZED PLANT. 

TO CAREFULLY EVALUATE POTENTIAL MARKET GROWTH RATES AND TO 
COMPARE THEM WITH THOSE OF WESTERN. COUNTRIES,. AS WELL AS 
IMMEDIATELY UNDERTAKING POSSIBLE APPLICATIONS-RELATED 
PROMOTIONAL ACTIVITIES. 

TO MARKET OWN PRODUCTION DIRECTLY BOTH ON THE DOMESTIC 
MARKET AND FOR EXPORT, FOLLOWING INDEPENDENTLY-DEFINED 
MARKETING POLICIES. 

TO PROCURE RAW MATERIALS DIRECTLY. 
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STAGES OF THE PROJECT 

Meeting of top Montedipe/DKV 
managers 

Establishment of task force 

Agreement on a feasibility 
study for 45 KT/year of IR 
PST and 20 KT/year of PST 
foam 

Signing of letter of intent 

Agreement between the two 
parties 

Authorization by decree of 
the Hungarian Finance 
Ministry. "Turn-key" offer 
by an engineering firm 

Charter meeting for 
Dunamont 

Approval of Dunamont art. 
of association by Finance 
Ministry 

Registration of Dunamont 
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CARRYING OUT THE PROJECT 

A task force was established in April of 1986 with the 
purpose of confucting the preliminary studies, obtaining the 
necessary authorizations, chartering the company a:nd 

. negotiating contracts between the two parties as well• as 
others involved. 

Amongst the two partners ( DKV and MONTEDIPE) , the latter 
bore the main responsibility for preparing the feasibility 
study based on Western financial criteria, drawing up the 
AGREEMENT BETWEEN THE TWO PARTIES which would define the 
committment and relationship between the partners, the 
contracts and the ~rticles of association. DKV was mainly 
in charge of guaranteeing compliance with local legislation 
and preparing the Hungarian version of the texts to be 
submitted to their authorities in order t? receive all 
necessary authorizations. The task force was also aided by 
the other partners, Chemolimpex and IFC, who made their 
contribution felt throughout the ·negotiati~n process. 
Specifically they provided both commercial (Chemolimpex) and 
financial backing ( IFC). · IFC offered its services as focal 
point for the process and coordinated the granting of 
financing necessary for the project. 
Montedipe, on the strength of its relationship with them, 
brought into the fray some Italian banks which might be 
interested in financing the project. .The final agreement 
envisons that Monte dei Paschi di Siena will join IFC in 
providing hard-currency financing. From the start, the 
leading provider of financing for local needs, which, also 
belonged to the team as auditors, was Budapest Bank. 

The Montedipe team consisted mainly of ·four people: 

Myself and a colleague of mine followed. the negotiations; 
.An expert on contracts, to write and discuss the texts; 
A comptroller, who followed the financial aspect. 
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Naturally, our team made use of the company•s infrastructure 
and in-house experts as de.emed necessary on a case:-by-case 
basis. Additionally, we availed ourselves of a lawyer, who 
in turn chose a Hungarian colleague to ensure a correct 
interpretation of local legislation. 

The Hungarian delegation was made up of several people, a 
good portion of whom almost never took part directly in team 
discussions. 
The language barrier was greatly felt, since only a small 
portion of the delegation spoke English and even those 
members preferred to used an interpreter. 
The negotiation and discussion of agreements was thus 
continuously interrupted by internal consultations on the ' . 
part of delegation members during which we were unable to 
contribute to the discussion. 

In February of 1987, the team reached an agreement on the 
preliminary feasibility study that described a plan for a 
joint stock company, the purpose of which was to build a 
plant and successively to produce and market impact
resistant polystyrene at a rate of 45,000 tons/year and 
polystyrene foam at a rate of 20,000 tons/year. The plan 
was submitted to the management of the companies .involved as 
well as to the Hungarian Ministry of Finance together with 
the applications for authorization. 
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Montedipe specifically emphasized a series of aspects with 
regards to which a clearly defined position should have been 
adopted by the authorities in charge. The project was 
subject to receiving certain responses, such as: 

. 
Guaranteed approval of licence and know-how purchases. 

Guaranteed 5-year tax exemption, as set forth by existing 
legislation. 

Guaranteed taxation level of 20% on joint-venture profits. 

Guaranteed granting of all 
production. 

import licences necessary to 

Granting of extentions on the payment of import duties on 
machinery and materials. 

Exemption from import duties on engineering outlays. 

Free convertibility of.dividends and part of the salaries 
received by any members of our staff relocated abroad. 
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Having received the __ go-ahead to continue working, on the 
basis of the results of- the preliminary feasibility . Study, 
the parties involved perfected a series of agreements which, 
on March 15, 1988, culminated in the signing of a letter of 
intent. Said letter established the basic principles 

.underlying the joint venture and the agreements that 
governed the contribution of the parties (criteria used to 
determine the price of raw materials supplied by the 
partners, valuation of the property, criteria for supply of 
utilities services, agency mandates, licensing costs, cost 
of services rendered by DKV and Montedipe, etc. ) • In the 
months that followed, this allowed the team to reach a final 
AGREEMENT BETWEEN PARTIES, to draft a final version of the 
FEASIBILITY STUDY as well as other contracts and to identify 
the type of financing for the joint venture. 

THE AGREEMENT BETWEEN PARTIES was signed on June 17, 1988. 

The sealing of this agreement, made possible the submission 
to the Ministry of Finance of the applications for 
authorization for the establishment of the company in 
compliance with existing laws. The authorization was issued 
by decree N. 37.784/1988, granted in September of 1988. 

In the meantime, the parties received the uturn-key" offer 
for the construction of the plant from a consortium formed 
by the Tecnimont engineering concern and DKV. They 
negotiated the terms and in the course of a lively final 
meeting set down the definitive "scope of work" and related 
remuneration. 
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On 5-12-1988, the charter meeting for Dunamont was held and 
the ARTICLES OF ASSOCIATION and the contribution in-kind of 
55,000 sq. meters of land by DKV were approved. At the same 
time, the BOARD OF DIRECTORS and the BOARD OF STATUTORY 
AUDITORS were formed.and a PRESIDENT and MANAGING DI~C~OR 
were appointed. 
On that date, Dunamont signed binding agreements with the 
financing party which, however, would only legally take 
effect ·after the company was registered with the court so 
that the related contracts were kept in custody by the 
Hungarian National Bank. A response satisfactory to all 
parties was also received concerning those critical aspects 
mentioned previously. 

The Ministry of Finance approved the articles of association 
on 22-12-1988. 

The formal submission of a request for registration was 
taken care of with the Ministry of Industry on 31-1-1989 and 
the company was registered 15 days later. Court 
registration lag-times, unfortunately, have become longer 
lately. 

Throughout this period (June 1988 to February 1989) the main 
shareholders shouldered the burden of daily expenses for the 
preparation of the initial-engineering -stages as well as the 
cost of supporting the company which had no staff of its own 
yet. 

Only after being registered was the company able to: 

finally draw from the paid-up capital, until then frozen 
by the bank to which it was paid, 

- sign the other contracts, 
put into action the contracts already signed at the time 
of the charter meeting. 
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WHERE DO WE STAND NOW 

(Show tape) 
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SOME DIFFICULT MOMENTS AND UNFORSEEN PROBLEMS 

- WHEN THE BANK, 12 HOURS BEFORE THE SIGNATURE CERIMONY FOR 
THE AGREEMENTS, REQUESTED A COMMISSION IN ORDER TO ISSUE A 
GUARANTEE ON LOANS. THE COMMISSION HAD NEVER BEEN 
MENTIONED BEFORE IN ANY OF THE MANY DISCUSSIONS. 

- WHEN WE WERE TOLD THAT THE "TURN-KEY" CONTRACT, AS FAR AS 
THE FOREIGN CURRENCY PORTION WAS CONCERNED, WOULD BE 
SUBJECT TO A 1% IMPORT DUTY. 

- THE MARKETING COMPANY DEMANDED A COMMISSION ON THE VALUE 
OF THE MACHINERY IMPORTED. 

- THE CUSTOMS DUTIES AND LEVIES WERE NOT FULLY KNOWN UNTIL 
AFTER THE TRANSACTION WAS PERFECTED 

- SOME ASPECTS OF THE LICENSES WHICH WERE HELD TO BE EXEMPT 
FROM IMPORT DUTIES WERE, HOWEVER, SUBJECT TO CUSTOMS 
DUTIES AND STATISTICAL LEVIES AMOUNTING TO 5/7%. THE 
IMPORTATION OF MATERIALS WAS ALSO SUBJECT TO UNFORSEEN 
STATISTICAL LEVIES. 

- SINCE LAWS AND REGULATIONS ARE CONSTANTLY CHANGING, THE 
GOVERNMENT OFFICES RESONSIBLE FOR THEM WEREN'T VERY SURE 
ON HOW TO BEHAVE AND, LACKING INSTRUCTIONS TO THE 
CONTRARY, FOLLOWED THEIR PREVIOUS COURSE OF ACTION. 

- BANKS DO NOT COMPLY WITH DEADLINES OR INSTRUCTIONS GIVEN 
TO THEM, THEY DO NOT PROVIDE REQUESTED INFORMATION, THE 
TIME REQUIRED TO RECEIVE AN ANSWER IS EXTREMELY LONG AND 
THEY EXPECT TO BE ABLE TO CHARGE COMMISSIONS THEY HAVEN'T 
MENTIONED IN AGREEMENTS. 
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- IT IS DIFFICULT TO FIND A PLACE AMONGST AND TAKE THE PLACE 
OF POWERFUL MARKETING COMPANIES IN THE BUREAUCRATIC 
PROCESS. AT TIMES, WE HAD TO WAIT FOR MONTHS FOR AN 
IMPORT LICENSE, WITH THE CONSEQUENCE THAT WE THUS HAD 
ZERO-RETURN CAPITAL FROZEN UP IN THE BANK. WE ALSO HAD• TO 
WAIT WEEKS FOR SOME LETTERS OF CREDIT AND OBTAINED •THEM 
WHEN THEY HAD PRACTICALLY ALREADY EXPIRED. 

COMECON PRICES DO NOT FOLLOW ANY SORT OF ECONOMIC OR 
MARKET LOGIC. QUALITY-CONTROL AND TOXICITY CONTROL 
AGENCIES ARE STRICf, BUT ONLY WITH IMPORTS FROM THE WEST. 

None of these problems 
entail delays, loss of 
unforseen costs. 

is unsurmountable but they do 
opportunities, friction and 

If I may make so bold as to give my Hungarian friends a 
piece of advice, ·I would like to say ... that opportunities for 
cooperation with the West will grow at the same rate at 
which it will be possible to speed up banking reform, to 
effectively liberalize internal and external marketing and 
to simplify and make clear bureaucratic processes and 
customs procedures. 
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WHAT HAS TAKEN PLACE IN THE MEANTIME AT THE _LEGAL, 
REGULATORY AND LOCAL LEVEL: 

IT IS UNNECESSARY TO REMARK ON THE SOCIO-POLITICAL CHANGES 
WHICH ARE A MATTER OF PUBLIC RECORD. THE ASPECTS THAT ~' 
INSTEAD, OF GREATER INTEREST TO ENTERPRISES ARE AS FOLLOWS: 

- A NEW COMPANY ACT WAS PASSED 

- VALUE-ADDED TAX WAS INTRODUCED 

- AN INCOME TAX SYSTEM WAS INTRODUCED 

- SALARIES INCREASED BY ABOUT 25% PER YEAR SINCE 1988 

- THE OFFICIAL FORINT / DEUTSCHE MARK EXCHANGE RATE WENT 
FROM 29 FORINT/D.MARK TO 38 FORINT/D•MARK (AUGUST 1990) 

- INTEREST RATES ON LOANS ROSE FROM FROM 12-18% TO 30-35% 

- IMPORT LICENSES ARE NO LONGER REQUIRED ON MANY PRODUCTS 

15 



To conclude, I would like to reaffirm my company's 
satisfaction with its choice, the great willingness to 
cooperate on the part of all the enterprises we came in 
contact with, the strong will to change in a socially 
stimulating and culturally refined environment. 

. 
·I BELIEVE THAT THOSE. RESTAURANTEURS WHO HOSTED US AFTER WE 
CAME OUT OF EXHAUSTING MEETINGS CONSISTING OF MANY HOURS OF 
DISCUSSION DESERVE TO BE THANKED. HUNGARIAN AND ITALIAN 
CUISINE PROBABLY HELPED US SETTLE MATTERS IN THE FACE OF 
UNCOMPROMISING STANCES FROM BOTH SIDES AND TO IRON OUT OUR 
DIFFERENCES. 
WE WILL NOT SOON FORGET THE PATIENCE, SENSE OF FAIR PLAY AND 
AMICABILITY OF ALL INVOLVED. THE CONCRETE RESULT. OF THAT IS 
A WINNING COMBINATION THAT, TO OUR MUTUAL SURPRISE, HAS 
SHOWN A COMMONALITY OF VIEWS UNTHINKABLE AT THE START. 

16 
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THE FACTS 

On the 17th June 1988 in Budapest, 
agreement with seven partners to set 
the form of a joint-stock company 
Polisztirolgyarto RT 11

• 

Montedipe 
up a joint 
in Hungary: 

The initial aims of the new company were to: 

A) Produce and sell polystyrene. 

B) Develop this important plastic material 
applications on the domestic market. 

signed an 
venture in 

uounamont 

and its 

C) Export a share equal to 50% of the production capacity. 
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THE HUNGARIAN PARTNERS 

sHARES 

35% 

D.K.V 
4% 

CHEMOLIMPEX 

NITROKEMIA 
l% 

CHEMOKOMPLEX 
8% 

BUDAPEST BANK RT 
l% 

HUNGARIAN FOREIGN TRADE BANK 

50% 

TOTAL 
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THE WESTERN PARTNERS 

SHARES 

MONTEDIPE 35% 

INTERNATIONAL FINANCE CO. 15% 

TOTAL 50% 
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PROFILE OF THE PARTNERS 
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D.K. V. (DUNAI KOOLAJIPARI VALLALAT) 

D.K.V. is the key Hungarian partner. 

As a company it manages a refinery, 
the venture downstream in order to 
materials (benzol), diversify its 
advanced know-how and technologies. 

interested in 
exploit its 

products and 

joining 
own raw 
acquire 

D.K.V. approached Montedipe in 1986 to set out its project 
for the production of monomer styrene and its potential 
derivatives (polystyrene- ABS- SAN). 

The D.K. V. strategy appealed to Montedipe who. then drew up 
and proposed a preliminary project, accepted Py. the partner, 
and which led, not without a certain amount of difficulty, 
to the setting up of Dunarnont. 
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SOME INDUSTRIAL FACTS ABOUT OUR KEY PARTNER 

REFINING CAPACITY 

OF WHICH: LOCAL CRUDE 
IMPORTED CRUDE 

EMPLOYEES 

MAIN PRODUCTS 

REFORMING GASOLINE 

NAPHTHA 

AROMATIC COMPOUNDS 
(including Benzol 120) 

MALEIC ANHYDRIDE 

LUBRICATING OILS 

FUEL 

BITUMEN 
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7,500 KT 

2,000 KT 
5,500 KT 

3,000 

1,200 KT 

700 KT 

300 KT 

10 KT 

240 KT 

1,000 KT 

540 KT 



CHEMOLIMPEX 

Chemolimpex is a trading company with whom the Montedison 
Group has for years kept up trade relations for the buying 
and selling of raw materials and chemical products. 

Known to both partners, it has contributed its commercial 
experience and will guarantee Dunamont flows of primary raw ' 
materials and marketing of the Dunamont products in the 
COMECON countries. 
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Nitrokemia is 
polystyrene. 
intention of 
downstream. 

NITROKEMIA 

the major Hungarian consumer of foamable 
It has token shareholdings (1%) with the 
involving and spurring the relevant market 
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CHEMOKOMPLEX 

Chemokomplex 
importing and 
company whose 

is a trading company mainly concerned with 
exporting plant and equipment. Here too ib a 
presence is symbolic. 

Chemokornplex is involved in 
ensure the correct management 
materials and machinery. 

9 

the implementation phase 
as regards the importation 

to 
of 



BUDAPEST BANK RT 

A Hungarian merchant bank. 

It will fund Dunamont RT for that part of the investment in 
local currency. The loan amounts to 1,500 million forints. 
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HUNGARIAN FOREIGN TRADE BANK 

A bank which deals with export-related transactions. 

It is to manage the inflows coming from loans and from the 
Dunamont share capital in foreign currency. 
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I.F.C. 

(INTERNATIONAL FINANCE CORPORATION) 

Originated from the World Bank. 

Concerned with encouraging industrial development in Hungary 
by setting up joint ventures with western partners, and 
with forming the bases for a future stock market. 
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MONTEDIPE 

Formerly a Montedison company, for whom it managed the 
petrochemical and plastics (with the exception of 
polypropylene) activities, in 1989 it became part of Enimont 
and is currently the leading company in the area of business 
"materials". 

It is one of the major European producers of polystyrene and 
copolymers, occupying a prominent position both as regards 
process technologies and for the rang.e and quality of its 
products. 
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THE PROJECT 

A production line for 45 KT/year of shock-resistant 
polystyrene. 
Continuous-mass process. 
Montedipe technology. 

A production line for 20 KT/year of foamable polystyrene. 
Suspension process. 
Montedipe technology. 

Annexed facilities: laboratory - stocks of bulk liquids and 
solids - warehouses - mechanical workshop - offices. 
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THE PRINCIPAL AGREEMENTS BETWEEN THE PARTNERS AND THE JOINT 
VENTURE 

·Agreement to supply benzar/styrene to guarantee raw material 
requirements. 

Trade agreement with Montedipe and Chernolimpex to market 
those products intended for export. 

Agreement with IFC and Budapest Bank for the granting of 
loans to fund the scheme. 
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THE INVESTMENT 

. 
The total investment,· including the financial costs for the 

·two years of construction and the initial working capital, 
is the equivalent of 152 million DM. 
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TARGETS AND DEADLINES FIXED BY TBE JOINT VENTURE 

Dec. 88: 

March 89: 

Nov. 89: 

Nov. 90: 

March 91: 

May 91: 

Sept. 90/June 91: 

Setting up of the company. 

Start of excavation and civil 
engineering works. 

Start of erection operations. 

End of erection operations. 
Start of commissioning. 

Start-up of shock-resistant 
polystyrene plant. 

start-up of foamable polystyrene 
plant. 

Premarketing activity. 
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THE SETTING 

GEOGRAPHICAL LOCATION 

SURFACE AREA 

SQUARE METRES 

D.K.V. refinery 5. 013.062 

Dunamont 55,000 

Area available for future extensions 10,000 
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MARKETING 

The premarketing phase is planned for September 1990 to June 
1991. 

Action: 

Training of commercial and technical assistance staff. 

Distribution on the domestic market of products supplied by 
Montedipe. 

The feasibility study provides .for the marketing of Dunamont 
products under normal operating. conditions on: 

the domestic market 50% 

western markets 35% 

the COMECON markets 15% 

' 
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TRADEMARKS 

In addition to the ·licence for technology and know-how, 
Montedipe has also granted licences for the right to use 
trademarks whereby the products are to be marketed under the 
same name as the materials manufactured in the Montedipe 
plants in Western Europe. 
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MAIN PROFITABILITY INDICES OF THE SCHEME AS ANTICIPATED BY 
THE FEASIBILITY STUDY 

IN MILLIONS OF OM 

1991 1995 1999 

Turnover forecasted 55.1 147.3 147.3 

Contribution margin 16.7 48.3 48.3 

Gross operating profit 9.3 41.1 41.3 

Net profit -3.0 20.8 26.1 

Internal rate of return 20.5% after tax 

Shareholder rate of .return 23.3% after tax 
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WHAT THIS AGREEMENT REPRESENTS FOR MONTEDIPE 
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EQUITY PAYMENT 

KNOW-HOW LICENCES 

TRAINING 

MANAGEMENT BACK-UP 

MANAGEMENT 

COMMITMENTS 

23 

outlay of 18,480,000 DM 

granting of a licence for 
15 years and operational 
technical back-up 

training of Dunamont staff 
for the equivalent of 54 
man-months 

during the implementation 
phase, for the equivalent 
of 290 man-months 

under normal operating 
conditions Montedipe 
undertakes to cover with 
group personnel the 
positions of managing 
director, 
controller 
manager. 

management 
and marketing 
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THE BOARD OF DUNAMONT RT 

The board is composed of eight members of whom 

4 are Hungarian 
4 are from the West 

(including 3 from Montedipe) 

The chairman is Hungarian. 

The managing director is from Montedipe. 
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TURNKEY CONSTRUCTION OF THE PLANT BY A TECNIMONT - D.K.V. 
CONSORTIUM 

The role of D.K.V. in the consortium is to deal with: 

the civil engineering works 
assembly and supplies of local products 

The role of Tecnimont, engineering company relied upon by 
Montedipe, is to provide: 

basic engineering 
detailed engineering 
import supplies 
executive coordination 
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1} On November 12th, 1989, the Deputy Prime Ministers and 
Ministers of Foreign Affairs of Austria, Hungary, Italy and 
Yugoslavia met in Vienna and signed a joint declaration in 
which they stated the intention of the four countries to 
cooperate in several fields (annex 1}. 

This, which was the official starting point of the 
present Pentagonal initiative, was the first implementation 
of an idea born in bilateral contacts which had taken place 
in the preceding spring between the Deputy Prime Ministers 
of Italy, Gianni de Michelis, of Hungary, Peter Medgyessy 
and of Austria, Alois Mock. 

The rationale behind the idea was that the rapid course 
of events was creating an institutional void in Eastern 
Europe and that there was a need to fill this void until a 
new European architecture had time to develop and provide 
sufficient guarantees of integration of former Eastern and 
Central European nations in a wider European context. 

The institutional framework which had guaranteed stabi
lity in Eastern Europe was at the time rapidly disintegra
ting: the Warsaw Pact appeared more and more empty of ope
rational content, and the the first signs of the present 
crisis of CMEA (1} were already apparent. 

It was already clear that the emerging Eastern and Cen
tral European countries tended towards democratic institu
tions and towards market economy, and that they would aim at 
integration in the Western European political and economic 
institutions. But it was also apparent at the moment that, 
for many reasons, the fullfillment of this goal would take a 
longer time than wished by many of its proponents: on one 
side a certain measure of economic and political 
"convergence" with EEC standards should be attained by the 
countries concerned before they could be included in 
European institutions, on the other the European Community 

-itself was (and still is} engaged in a delicate process of 
further integration between its existing members. 

(1} The Council for Mutual Economic Assistance is the multilate
ral economic organisation of socialist countries. It is also known 
as COMECON. 
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At that moment, in fact, Hungary was still ru
led'by the HSWP (2). Free elections had taken place only in 
Poland, but with strong limitations that did not exclude 
the PUWP from political power (3). The democratic 
groundswell that we have witnessed in the GDR and in Cze
choslovakia was in its first stages. The movement towards 
democratization and economic reform that we have since 
witnessed was only beginning, its pace could not be 
foreseen, and there was much uncertainty, both on the inter
national framework and on its possible internal repercus
sions. 

The Quadrangular Initiative (as it was called at the 
beginning) was thus devised as an instrument to help fill 
the existing institutional void during a transitional pe
riod. It was to be a means to facilitate the integration of 
Hungary and Yugoslavia in the European political and econo
mic framework. But in the same time, on a political level, 
it was also intended to give to the people of the countries 
concerned the evidence of an immediate and positive response 
to the courageous reforms that were then beginning to be 
devised and implemented, in a climate of political and 
economic uncertainty. 

These were the essential reasons for an initiative that 
for the first time saw the cooperation between a neutral 
country belonging to EFTA (Austria), a member of the Warsaw 
Pact and CMEA (Hungary), a country belonging to NATO and to 
the European Community (Italy) and a non aligned country 
(Yugoslavia) . 

2) The initial declaration stated that the Initiative 
"would remain open in the future to new participants". 
Czechoslovakia, just before its first democratic elections 
expressed its interest to join and its participation was 
accepted in May 1990; the group acquired then its present 
name of Pentagonal Initiative. 

As a matter of fact other countries of the area have 
expressed interest in joining the Initiative but the member 
countries seem to think for the time being that there is 
strong merit in maintaining the present formation. Never
theless they have repeatedly expressed their willingness to 
cooperate with neighboring countries on specific projects, 
or with other existing or future regional organizations. 

The geographical scope of the initiative is thus pur
posely limited: it comprises the region of the Adriatic and 
of the Danube (4). The five countries concerned feel that, 
without prejudice of the common objective of the creation of 
a new European architecture, they are able and wi 1

1
1 i ng to 

immediately give a contribution to this same objec~ive, 
acting on a regional basis. 

(2) The Hungarian Socialist Workers Party. 
(3) The Polish United workers Party. 
(4) As a matter of fact the initiative is also called the Adria
tic-Danubian Initiative. 

2 
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3) ~his limitation does not negate the validity of regional 
cooperation in other areas of the East-West divide. On the 
contrary it is felt that regional cooperation on similar 
lines could give a positive contribution in other parts of 
Europe. This principle was recognized by the Summit of the 
seven most industrialized countries held in Houston in July 
1990 (5), 

As a matter of fact the second half of the present year 
has seen the birth of the Baltic initiative that seems to 
develop similar concepts around the common inter.est of nor
thern European countries to protect the marine environment 
of the Baltic sea. 

therefore a 
of present 

organisations, 
also a possibi-

Cooperation between the two groupings is 
possible alternative to the enlargement 
membership. Cooperation with other such 
perhaps with the Balcanic Conference, is 
lity. 

4) If these were the main aims of the Initiative, its con
tents were defined in terms of rebuilding the normal links 
between the participating countries that had been largely 
suppressed by a generation of political division. 

Thus, from the first meeting, it was decided that com
mon work should be undertaken, by specific Working Groups, 
in the fields of: 

l
-transport 
-telecommunications 
-environment 
-small and medium size enterprises 
-culture and tourism. 

The aim of this work was to coordinate the activities 
of the countries concerned, arriving where possible at 
common solutions in the five sectors selected, increasing 
homogeneity and rebuilding physical, economic and cultural 
links. The Initiative is not in itself an initiative of fi
nancial assistance but of coordination; financial and te
chnical assistance will certainly be needed to implement 
projects, and will be sought on the bilateral and multila
teral level. 

It was purposely decided not to create permanent 
structures, such as a Secretariat. 

Instead it was decided to leave to the rotating Presi
dency of the Initiative the task to coordinate the political 
and general dev~lopments of the initiative, and to entrust 

(5) The Houston communique welcomes regional cooperation in Europe 
stating that it "will make a positive contribution to economic 
progress and stability in Europe". 
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to each participating country the responsibility of specific 
Working Groups (6). 

5) The Pentagonal initiative is now one year old. It has 
been a year of rapid and complex developments on the Euro
pean scene, and also a year in which the countries of the 
Pentagonal Initiative have made a consistent effort to 
launch their cooperation under the leadership of Hungary 
which has held the Presidency until the 30th of June 1990, 
when it was succeeded by Italy. 

A first appraisal of the results obtained is thus pos
sible. 

The general aims of the Initiative have been further 
defined in a series of meetings at a political level: the 
Vice Prime Ministers have met in Vienna on May the 27th; 
the Foreign Ministers in Vienna on May the 20th and again in 
Venice on August the 1st.In these meetings a program of work 
was step .by step developed, which is to be carried out by 
the working groups, under the supervision of national 
coordinators. 

This program 
Government which 
and is now to be 

of work has been approved by the Heads of 
have met in Venice on the 1st of August, 
implemented. 

New Working Groups were created for scientific rese
arch, information, energy and mi'grations. 

Political cooperation was not provided for by the ini
tial Budapest declaration. But the above meetings in 
Budapest, Vienna and Venice at political level have started 
the development of common work on political issues, that 
has now become a permanent feature of the Initiative. 

The Summit meeting in Venice marks the end of the first 
phase of the initiative: from now on its aims and operative 
machinery are well defined, and it has a program of work to 
implement. 

Foreign Ministers will meet again several times in the 
next twelve months and Heads of Governments and will convene 
again, in July 1991, in Dubrovnik, when Yugoslavia will 
take on the Presidency. 

6) The program of work prepared 
approved by the Venice Summit is 
paper (annex 2) ·. 

by the Working groups and 
attached to the present 

(6) Presently Italy coordinates the Working Groups on transport 
and scientificc research', while Austria is responsible for 
environment and information, Yugoslavia for telecommunications, 
Hungary for medium and small size enterprises and migrations, 
Czechoslovakia for culture, tourism and energy. 
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I.t provides not only for guidelines to be commonly fol
lowed in the various sectors, but it also contains a number 
of specific projects which the five countries have agreed to 
develop together. 

The development and strenghtening of the communications 
(highways, railways, sea and air traff1c) and of telecommu
nications in the aiea is of particular political and econo
mic relevance. The same can. be said for cooperation in the 
fields of environment, culture, scientific research, and 
tourism. A particular challenge will be posed in the f1eld 
of small and medium size enterprises, where success in de
veloping cooperation between the five countries will depend 
on the pace of economic reforms. The newly constituted 
Working Groups on energy, information and migrations, which 
are now beginning their activity, also hold promise. 

To implement this program, two problems have to be fa-
ced: 

a) As regards financing, many of the smaller projects can be 
implemented counting on national funds or on bilateral fi
nancing. 

Nevertheless many of the larger projects, especially in 
the field of infrastrucure, will need vast amounts of fi
nancial resources, clearly beyond the reach of the intere
sted countries. These are more suited for multilateral fi
nancing, for instance by the World Bank, the European 
Investment Bank, the newly created European Bank for Recon
struction and Development (EBRD) or United Nations Organisa
tions. A determined effort has to be made to involve those 
Institutions. 

b) All work cannot be carried on by central Governments: 
especially in the phase of implementation, local Authorities 
will often have to be involved, according to the specific 
constitutional setup of each of the member countries 
concerned. This is a field in which one will want to take 
carefully into account the delicate constitutional, 
political and ethnic problems connected with the division of 
powers in the area. 

Both of these aims have been indicated in the document 
approved in Venice. In particular it has been agreed that 
all the five countries will support projects to be financed 
through multilateral Institutions, even when they concern 
only two or three of them. 

7) Political cooperation has developed pragmatically, 
within the limits of its compatibility with the existing 
commitments of the member countries, although .it had not 
been provided for in the Budapest document, and has not been 
institutionalized since. 

Starting from their meeting in Vienna, the Foreign 
Ministers have decided to hold periodical consultations 
between the five countries. Consultations have also taken 

5 



--.. ~ .. 

'' 

place between their Ambassadors in several capitasl 
ins•tance in the United Nations, Washington, Paris, 
others). 

(by 
and 

Experts meetings 
topics, in particular 
Council of Europe. 

have also taken place 
on questions relating 

on 
to 

specific 
CSCE and 

The first result was a common proposal on the rights 
of minorities, tabled in June at the CSCE meeting on the 
Human Dimension in Copenhagen. Consultations are in progress 
in Vienna in the CSCE context, in view of the CSCE Summit to 
be held at the end of the year in Paris. 

Consultations are also taking place in Vienna about the 
possible role of the Council of Europe (only Italy and 
Austria are members) in the process of "rapprochement" of 
the three other member countries to European Institutions. 

The political document adopted at the Venice Summit 
(annex 3) provides also for cooperation between the 
Parliaments of the five countries, and for involvement in 
Pentagonal activities of local Authorities as well as of the 
existing Interregional Associations (Alpe Adria, Arge Alp, 
Danubian Community and Lower Adriatic Community). 

* * * 

With regards to the initial document approved in Buda
pest in the month of november of last year, the Pentagonal 
Initiative has shown a rapid development. Not only it has 
widened to include Czechoslovakia, but its Working Groups 
have produced substantial work, new areas of cooperation 
have been agreed, and cooperation has begun in the political 
field. 

The main challenge the five countries face now is that 
to implement the decisions they have taken and to break new 
ground with the common projects and activities they have 
agreed to carry on. 

The benefits that will accrue will anyhow go further 
than the sum of railways, environment, research or cultural 
projects they will jointly succeed in implementing. There 
will also be the non measurable effect of giving to their 
peoples the proof that they belong again to a common poli
tical, economic and cultural area, and that this process 
will shorten the time required for their full participation 
to European Institutions. 

If this will be achieved it will be a local, but impor
tant, contribution to the future European architecture. 
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i JOINT DECLARATION 

Dr. Alois Mock, Minister for Foreign Affairs of the 

Republic of Austria, Dr. Gyula Horn, Minister for Foreign 

Affairs of the Republic of Hungary, Gianni De Michelis, 

Minister for Foreign Affairs.of Republic of Italy and 

Budimir Loncar, Minister for Foreign Affairs of the 

Socialist Federal Republic of Yugoslavia held talks in 

Budapest on 11 November 1989. During the talks they dec

lared the readiness of their Governments to strenghthen 

good-neighbourly relations and to develop manifold co-ope

ration between their respective countries. 

By developing quadrilateral co-operation in this 

part of Europe they seek to contribute in a new way to 

further improving the atmosphere in Europe and strenghthe

ning the process of CSCE. By widening co-operation among 

themselves and making constructive initiatives they wish 

to promote the process of greater unity of Europe, and to 

strenghten joint responsibility for the future of Europe. 

Relaying on the already established high level of 

good-neighbourly and friendly relations, including the 

brigde-building role of the national minorities, they wish 

to encourage quadrilateral co-operation in different 

spheres of social and economic life, having in mind the 

cultural and historical heritages of the four countries. 

The four Governments attachh great importance to 

ec onomic and scientific-technical relations as well as 

co-operation in the fields of energy, industry, environ

mental protection, transport, tourism, culture, education, 

information and other fields of common interest. They also 

emphasized the significance of co-operation between their 

respective frontier regions. 

They agreed that the ~ctive participation, together 

.with their respective Governments, of social factors, orga-
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nizations and individuals in the development of quadri

lateral co-operation should be encouraged. They considered 

it a task of their Governments to create a good political 

atmosphere and solid frameworks for wide-ranging co-opera
tion. 

Starting from 1990 they will promote their co-ope

ration by means of annual meeting at high political level. 

Working groups on specific subjects will carry out the 

preparation of such meetings. 

Positive and far reaching transformations on our 

Continent and in international relations in general, as 

well as further development of democracy and human rights 

also create favourable conditions for the development of 

co-operation among the four countries, which by their 

activities wish to~strenghthen and support these processes. 

The four Governments are firmly resolved to deepen 

the Helsinki process and to develop its results ~lready 

achieved. Therefore they will further stimulate all-Euro

pean co-operation and promote the work of the fora concer

ned with it. By strenghthening relations among themselves 

the four countries wish to contribute to the success of 

various forms of regional co-operation such as the 

Alps-Adria Working Community and others. 

Guided by the new spirit prevailing in Europe and 

inspired by the closeness of their views, the four sides 

consider that the development of subregional, regional 

and inter-regional co-operation could significantly 

contribute to the gradual creation of a common economic 

area on our continent. 

The four Governments lay the groundwork for a 

co-operation of new quality in an effort to concurrently 

further the improvement of the relations in Europe. 

'! 
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Meeting of the Deputy Prime-ministers of Austria, Hungary, 

Italy, Yugoslavia in Budapest, 12.11.1989. 

1. In the spirit of the Joint Declaration of the four countries, 

Peter Medgyessy, Deputy Prime-Minister of the Republic of 

Hungary, Josef Riegler, Vice-Chancellor of the Republic 

of Austria, Aleksandar Mitrovic, Vice-President of the 

Federal Executive Council of the Socialist Federal Republic 

of Yugoslavia and Claudio Martelli, Deputy Prime-Minister 

of the Republic of Italy met on 12 November 1989 and 

exchanged views on the development of closer co-operation 

in the fields mentioned in the Declaration. Particular 

attention was given to transport, communication, environmen

tal protection, culture, as well as cooperation in develo
ping small and medium size enterprises. 

2. It is the understanding of the representatives of the 

initiating four countries that the co-operation will be 

open in the future to new participants, and shall be 

extended to new themes and topics they agree upon. 

3. To this end periodic meetings at different levels may be 

held, and joint working groups established to study and 
carry out various co-operation projects. 

4. The following annex is a summary of proposals raised at 
the first round of exchange of ideas. 
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ANNEX 

I. Economic Cooperation 

1. Economic Policy Issues 

a) Discussions on world economy and on international finan

cial processes, as well as on their impact on national 
economies; 

b) Study of issues pertaining to the settig up of the 

European Single Market in 1992. 

2. Industrial and agricultural cooperation 

a) Promotion of investments and joint ventures, in the 

field of production both for internal markets and for 
export; 

b) Transfer of managerial skills, through vocational 

training courses in the agricultural, industrial and 
financial fields; 

c) Transfer of organizational and operational skills in 

the fields of financial, insurance and export promotion 
services. 

d) Promotion of the intensive cooperation between 

small and medium size enterprises. 

3. Trade 

Creation in the Adriatic sea ports of warehouses in 

free areas for exports and imports of the four 

Countries, so as to facilitate the movement of goods 

in transit, in accordance with the laws and regula

tions· in force (notably within the EEC). 
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They will convey the significance and the 

results of their co~operation to respective countries 

of close association in the international arena. 
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4. Energy 

a) The implementation of joint initiatives for the production 

and transfer of energy and energy sources, as we.ll as. 

for the development of the necessary plants and 

distribution networks; 

b) Analysis of the energy requirement of the region. 

c) Transport of natural gas and electric power. 

II. Transports 

1. Sea and river ports and traffic 

a) Rationalisation of the use of sea and river ports by 

the States concerned. Connected to it the organisation .. 
of combined transport routes and related services on 
water and land. 

2. Railways and highways 

a) Study of the possibility of unifying the present 

systems of electrification of railway lines. 

b) Development of the railway network in the region by 

identifying general priorities (for example the 

improvement of the transport capacity accross the Brenner

pass for roll on and roll off traffic and the doubling 

of the Trieste-Pontebba and Tarvisio-Udine-Cervignano 

lines, and construction and modernization of the 

Vienna-Budapest~Belgrade railway line). 

c) Development of highway networks. (A complementary motorway 

lin~ as a conjunction between Italy and Hungary via 

Yugoslavia, the link Trieste-Ljubjana via Gorizia, 

the route between Vienna and Belgrade through Budapest, 
Sentilj-Zagreb) 
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3. Transit 

Cooperation with regard to reducing the negative impli

ca.tions and effects of road transport. 

4. Air Transport 

Cooperation in the field of air transport on various 
levels. 

III. Scientific and Technical Cooperation 

1. To provide a .. new momentum to the existing cooperation 

of Yugoslavia and Hungary to Eureka projects, by promo

ting the necessqry initiatives aimed at developing the 

participation of Third Countries. 

2. To exploit similar opportunities existing within CERN. 

3. To establish a cooperation in the field of telecommu

nications {management of international telecommunica

tions traffic, industrial cooperation, formulation of 

rules; use of frequencies, improvement of postal servi
ces) . 

4. Audiovisual sector: study of the possible forms of co

operation, taking into consideration the special inte

rest and the promis~ng developments of this sector. 

/· 

5. Space sector: study of cooperation initiatives within 

the European Space Agency, especially with reference to 

sci~_!}tj.fic programmes or programme£; of interest for 
'/ 

developing the telecommunications field. 
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IV. Cooperation in case of disasters 

Four party discussions, with a view to establishing a close 

cooperation for the prevention of disasters and, in the 

event of accidents, for implementing the most rapid and 

effective intervention measures. 

V. Environmental Protection 

l. Realization of a multi-function information system, 

of a general nature, for carrying out the environmental 

control and management of the territory, with a specia

lized sector for the Alps region, particularly with re

gard to nuclear power plants . .. , 

2. Realization of a monitoring programme extended to 

include one or more river basins, to control urban, 

industrial and agricultural pollution, as well as the 

protection of forests •. 

3. Elaboratio~ of a climatological model covering the 

area of the cooperating Countries, based on the mo

nitoring and survey of marine (Adriatic sea) and athmos

pheric environment. Common measures to curb different 

kinds of toxic emmissions. 

VI. Exhibitions 

1. Examination of the modalities for a four-party coope

ration in view of the organization of the World 

Vi~nna-Budapest Expo, and of Venic~ "EXPO 2000". 

2. Cooperation in the organisation of trade fares in the 
region. 
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VII. Tourism 

1. Establishment of official contacts among the four 

Countries' governmental bodies competent for tourism. 

2. Cooperation aimed at improving touristic infrastructu

res. 

3. Possibility of cooperation on organizing the 1996 Winter 

Olympic Games (Tarvisio, Villach, Kranjska Gora). 

VIII. Information 

1. Encouragement of the cooperation of mass media of th~ 

four countries . 

.. 
2. Encouragement of cooperation in the establishment of 

broadcasting and TV stations either public or, where the 

national legislation allows, non-public, on a non-discri

minatory basis. 

IX. Culture and education and youth exchange 

1. Encouragement of joint research between universities 

and institutes on topics of common interest .. 

2. Exchange of lectures and establisment of joint research 

institutes. 

3. Promotion of the teaching, on a broader basis, of all 

the langueges spoken in the four Countries. 

4. Promotion of the exchange of youth among the four 

Countries. 
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X. 

Where-ever possible, the use of national legislative 

instruments aiming at implementing such initiatives re

garding areas object of the quadrilateral cooperation.· 
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PENTAQONALE ** 

PENTAGONAL INITIATIVE 
Program of Worl< 

(1990-92) 

Since their constitution in the Budapest meeting of November 1989, the technical 
working groups of the Pentagonal Initiative and the respective sub-groups have 
repeatedly met and agreed both on specific projects to be presently implemented, 
and on future programs of common action. 

The result of their work is the following: 

I) T ransoort. 

The Working Group agreed about measures to be adopted and priorities 
to be followed in the fields of land, air as well as maritime and inland 
waterway transport, due regard being paid to the environmental aspects. 

1) Road Transport 

The five countries have agreed on the priority 
corridors, on which specific projects have been selected for 
(details on the projects to be undertaken in each corridor have 
tl1e Working Group in its meeting in Trieste - July 16th, 1990): 

·a) Trieste - Lubjana - Budapest. 

b) Vienna - Budapest - Belgrade. 

c) Linz - Graz - Zagreb - Adriatic Sea. 

d) Prague - Budapest - Zagreb - Rijeka. 

of four main 
implementation 
been agreed by 

The five Countries also agreed to study possible connections between the 
Czechoslovakian and the Austrian transportation systems. 

All plans for motorway 
agreements reached in the framework of 
Trans-Europe Hot.orway (TEH) project. 

construction will be in harmony with 
international organizations, as well with 

The Group has also appr·oved a common statement on dangerous goods 
transport. 

Common work on road transport will continue with a view to initiate 
the implementation of the above projects and to prepare new projects on the same 
priority corridors. 
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2J Railway Transport 
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The five countries have agreed on the priority of six 
principal corridors, on which specific projects have been selected 
for prompt implementation. The Working Group has already adopted a 
standard technical sheet to be used for the operational follow-up 
of the projects, including maps showing all the technical data 
concerning the outstanding works !lines,~. of tracks, estimated 
costs and functional data, operationa~ characteristics, etc.J 
(details on the projects to be undertaKen in each corridor have 
been agreed by the Working Group in its meeting in Trieste - July 
16th, 1990). 

al Vienna - Tarvisio - Trieste - Venice. 

b) Trieste - Lubiana - Budapest 

c) Vienna- Budapest - Belgrade 

d) Verona - Innsbruck - Munich - Prague. 

el Linz - Graz - Zagreb - Adriatic Sea 

f J Prague - Budapest - Zagreb - Rji eka 

The Group also agreed about the introduction of container 
trains, first of all b~tween Budapest and Trieste !lines Vienna
Trieste and Budapest- Zagreb- Triestel. 

Common work on railway transport will continue with a 
view to initiate the implementation of the above projects and 
prepare new projects on the same priority corridors. 

3J Air Transport 

The group has carried out an in-depth exam of projects in 
the fields of: 

a) interregional air transport; 

b) education and training of commercial pilots; 

cl cooperation and harmonization of the procedures among ATC 
centers; (this should result, inter alia, in the reduction of 
congestion and bottlenecks, namely in the Klagenfurt-Villach area) 

dl creation of a common ATC training center; 

e) cooperation in the area of airports. 

; The discussions will continue with a view to select, on a 
priority basis, the most suitable projects to be implemented in 
the shortest term. 

Positive detisions have already been taken by Italy in 
the field of simplifying decisions on overflight authorizations. 
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4) Maritime and Inland Waterways 

The group has agreed on the following main guidelines with a 
view to defining a common program to ·be implemented in the very 
next future: 

• a) co-operation among North Adriatic ports of Italy and 
Jugoslavia in order to attract an8 increase goods flows between 
members, and with other countries; 

b) connection of the cailway network through ferryboat services; 

cl harmonization of· regulations in the field of maritime and 
inland waterway transport; 

d) co-operation 
harmonizatiOn and 

in the field of sea-borne tourism 
simplification of respective regulations. 

through 

The participants have 
Danube basin within the 

also agreed to study co-operation in 
system of the Rhine-Main-Danube canals. 

the 

Ill Telecommunications. 

·' 
The Working Group has completed a priority program of co

operation in the Telecommunications field. Ad hoc subcommittees 
have been given the mandate to define the projects already 
identified. 

At the sub committe level1 some.of the member countries 
have approved the following projects: 

a) f-iber optic regional network <CEBIN>. The project will provide 
a fiber optic cable network communication system across the 
participating countries, with the possibility of further 
integration with the existing and planned European and-~orldwide 
fiber optic network <•l. 

b) Regional satellite system. The project will build up an 
advanced transmission system linking the participating countries, 
with possible extension to other neighbouring countries. The 
system is to be used for multifunctional communications purposes 
as well as for scientific purposes (earth remote sensing, etc.) 
( *). 

The following projects are still under consideration: 

- Cr~ation of five ''Service Centers'' to let users from the member 
countries ~ccess a'wide variety of advanced telecom services<*> 

-Education and training programs on technical and marketing 
subjects(•) 

- Radiomobile service <900 Mhzl<•l 

' 
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Common work on telecommunications wi 11 continue ·to 
finalize approval of the above projects and start their 
implementation. 

~Environment. 

The working group has approved'a common declaration on 
environment in its meeting in Vienna on March 27-29th, outlining a 
policy of co-operation in the fields of: 

- Harmonization of environmental monitoring and data systems; 

- Waste management; 

- Nuclear safety; 

- International Parks; 

The Group has also created six sub-Groups on: 

a) harmonization of environmental monitoring and data systems, b) 
waste management, c) nuclear safety, d) international natural 
parks; e) cooperation in disaster relief; f) environment- and 
energy. 

The following prc;)ects have been approved: 

a) Harmonization of environmental monitoring and data sys~ems: a 
test system for a data center is being introduced by the Austrian 
Federal Environment.Office. The definite decision on the legal 
basis of this system shall be taken after Aug'ust 6, 1990. It is 
foreseen that this data system shall co-operate with the Regional 
Environment Center for ·Central and Eastern Europe which is being 
established at Budapest with United States assistance. An 
agreement between the Italian Ministry for Environment and IIASA 
in Austria has already been signed to provide the methodological 
basis for the project. --

b) Creation of international natural parks of Tarvisio <Italy, 
Austria and Yugoslavia) and Neusiedl <Austria and_Hungary). The 
planning of the international park in the Neusiedler See area has 
reached an advanced stage. The same can be said about the 
practical preparations. At the moment, the necessary land lease 
contracts are being finalized. 

The project of the park in the Tarvis Alps is still being studied. 

The following projects are under consideration: 

- Development of co-ordinated activities in the field of research, 
collection and disposal of waste. The permanent Working sub-group 
on Waste Management shall meet on or around October 26, 1990. This 
meeting shall deal with practical problems of hazardous waste as 
well as with other similar problems. 



- Safeguarding of the river basin of Isonzo-Soca. This is an 
experimental project which could stand as basis for future similar 
progr-.ams. 

-Conclusion of agreements for the exchange·of information in 
case of nuclear accidents or emergencies and related questions. 

- co-operation in the field of disaster r'elief and assistance and 
preventi.on of natural and man made disasters, including the 
possibility of the conclusion of relevant agreements is presently 
being considered. 

The sub-Group.on Environment and Energy has drafted 
conclusions on close co-operation in the field of energy from the 
point of view of both conservation and clean energy technologies. 
The establishment of a clearing agency for the exchange of 
information in these fields is under consideration. 

Common work will continue in the sector of environment 
with a view of initiating the implementation of the agreed 
projects and the development of the projects. still under 
consideration. 

IVl Small and Medium size Enterorises. 

The Group has agreed· that continued stress to be put on co
operation in the field of small and medium size enterprises the 
Working Group will in future deal also with other, more general 
problems of economic co-operation, namely questions of the 
reconversion of industrial infrastructure. 

The Group has agreed: 

a) to hold in Budapest, in the second half of 1991, a Pentagonal 
Initiative Exhibition and seminar focused an the areas_Qf 
cooperation where common initiatives are being carried out, and 
which should also provide an important occasion of communication 
between participating countries in all fields; 

bl to establish and develop a real time information network system 
to provide .small and medium size enterprises with a practical tool 
for receiving updated information about general and specific 
topics <economic, technical, legal or administrative) concerning 
the industrial sector in the five cOuntries; 

cl to develop professional educational and training programs in 
sectors now being selected; 

dl to develop an in-depth study on harmonization of technical 
rules and regulations; 

It was also agreed that each participating country inform the 
others about the existing and foreseeable r_esources in favour of 
co-operation in the field of small and medium size enterprises. 
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They will contact the different banking associations existing in 
thEi five countries in order to study the organi zatian· of one or 
mot-e meetings to develop a co-oper.ation among relevant banking 
institutions. 

Common work will 
medium enterprises with a 
the agreed projects, and 
consideration. 

continue in the 
view to initiate 

to develop the 

Yl Scientific and Technological Research. 

sec tor of sma 11 and 
the implementation of 
projects still under 

The Group on Science and Tecnology has focused its work 
on concrete i terns also on the basis of existing bilateral co
operation, beat-ing in mind the connection between scientific co
operation and technological development, while giving special 
·attention to projects which contribute to the modernization of 
enterprl ses and promote the r-ational use of enet-gy. A determined 

effort to facilitate Czechoslovakia, Hungary and Yugoslavia in 
joining significant Eut-opean technological Organizations and 
Programmes, such as EUTELSAT, CERN, ESA and COST, is already under 
way. 

The following projects have been agt·eed upon among the 
1nterested countries ~and are to be developed in the next months 
( *): 

- ~emi nars I War kShCljl_s_: ____ _ 

3 CNR Italian National Research Councill seminars or1 A&O 
proJects, aimed at making scientific and technological results 
immediately avalaible far industry and public administration. 

3 Ministry of University dnd Research seminars on Eurekd 
procedures and projects. 

J ENEA !Italian Committee for Nuclear and Renewable Energy! 
seminars on the following topics: transfer of new technologies to 
traditional productions mainly directed to small and medium sized 
enterprises; Energy management on different energy sources and 
energy saving; nuclear and industrial safety In production 
processes. 

- ?taqes for Researchers~~=----

- 6 stages at INFN Italian lnsti tute for Nuclear Physics I on 
nuclear and subnuclear physics. 

- 25 stages for young researchers at Synchrotron Trieste, to be 

trained at the construction both of the Synchrotron machine and of 
the related highly sophisticated instrumentation. 
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- 10 stages at !CS Trieste <International Center for Theoretical 
Physics) for training on superconductivity, chemistry and computer 
science. 

- ID ~tages at Italian research stations for industry on 
alimentary preserves, oils and greases, papers and textiles. 

-5 stages at AS! <Italian Space Agency) centers for training on 
space sciences. 

2 stages at ESA/ESRIN for training on scientific and 
technological information systems related to space activities. 

- Applied research projects: partic~tion in the co_~!_cuctiQ.!l_ __ Q_f_ 
R&D Facilities: 

!CS Trieste: Setting up of an Advanced Instrumentation 
Laboratory for Molecular Sciences. 

- ENEL Italian Electric Energy Board>: Constitution of a Centre 
for the Development and Control of Materials to be used in thermo
electric power stations. 

Trieste Synchrotron: Realization of laboratories for research 
activities on: Beamlines Cristallography; Fluorescence 
Spectroscopy; Small Angle Scattering. 

A review meeting to verify agreed projects wi 11 be held 
in Budapest at the end of November 1990. 

V!) Culture and Tourism. 

the 
The Working Group 

following projects to 
on cu 1 tUI-e and toUI-i sm has 

be implemented by the 
ioentified 
interested 

countries: 

a) "1992: the 
conjunction with 
( . ) 

Year of Baroque Art in Central 
the UNESCO program "Itineraries of 

Europe", (in 
the Baroque"); 

b) The publishing of the first issue of the Pentagonal magazine 
"European Traveller" <promoted by the ad interim President of 
Hungary Arpad Goncz, prominent writers and their colleagues in 
the other countries> will be published in November. It will focus 
on tile queStions of economy, culture, commerce, trade and 
On t~is occasion a seminar will be held in the autumn of 
co-operation between the magazine European _Traveller 
magazine "Mitteleuropa" <published monthly in Italy) 
focused on the aforesaid and other subjects; <*> 

tourism. 
1990, in 
and the 
which is 
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cl Theate•· Festival of the Pentagonal 
Friuli. A general diredor has already 
art directors will be appointed, every 
countries; (*) 

Countries in Cividale del 
been appointed; the guest 
year, by one of the five 

d) Presentation of modern artists of the 
Such an exhibition should be prepared 
participating countries and presented on 
rotation in the Pentagonal countries; 

Pentagonal countries. 
by experts of th.e 
a yearly basis by 

e) "Stop the drugs in schools''. The program, set up by the UNSDRI 
<United Nations International Crime and Justice Research 
Institute), is an educational drug abuse prevention program to be 
implemented in the high schools of member countries; (*) 

fl Inter-university cooperation in the fields of economics, 
finance, environment, agro-i ndus try and others, tht-ough the 
creation of an ad hoc Institute, which shall have two branches 
<one in Udine and one in Castelfranco Veneto). The Scientific 
Committee on inter-university cooperation held its first meeting 
to coordinate activities; (*) 

gl Inter-university Cooperation: language centres. It is intended 
to promote the knowledge of slavic and Finno-Ugrian languages; (*l 

h) Multi-media musical Festival in Trieste. The first edition is 
scheduled to ta~e place in the summer 1992 at the Teatro Verdi in 

Trieste; (*) 

il Extension of the ''International Baccalaureat" educational 
system, already implemented by the "Collegio del Mondo Uni to" of 
Duino CTrieste), in order to facilitate international mobility of 

students; (*) 

k) presentation of contemporary composers of Pentagonal countries, 
who, apart from the main stream of contemporary music,· are working 
in a personal style, typical of their respective country, within 
the framework of a symposium, a round table discussion, a musical 
performance or a combination of the tht-ee. Relevance should be 
made to twentieth century composers like Haba, Jancek, Bartok, 
8usoni and the second ''Wiener Schule''; 

1 l Youth 
Convention 
organize 
Burgenland, 

exchanges. The 
last April is 

a Pentagonal 
Austria; (*) 

program drawn up 
being implemented. It 

youth meeting at 

at the Pordenone 
was a 1 so agreed to 

Burg ~chlaining, 

ml S_etting ·up of a research and documentation Centre on Eastern 
European countries to be housed in the former lllyrico- Hungarian 
Centre in Bologna. The Centre will serve as a 1 reference point for 
teachers and students dealing with economic and legal subjects; 

(*) 
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nl: Terminological glossary of market economy and market economy 
management. Bocconi University in Mi !an sha 11 prepare a 
terminological glossary to be used in university management and 
specialization courses and by managers and enterprises; (*) 

With regard to Tourism, the Group recognized the significant 
importance of this sector for the economies of the five countries 
and the need to join efforts in order 'to promote tourism without 
jeopardising the physical and cultural environment. 

It was deemed desirable to establish a Committee to carry out a 
feasibility study on the monitoring of touristic flows in the 
Pentagonal region and their trends and patterns in particular on 
the occasion of special· events like the Year of the Baroque Art or 
the Vienna-Budapest Expo. The feasibility study should aim at 
elaborating concrete proposals to safeguard art cities and 
distribute the touristic flows over a wider area. 

The assistence of 
Technology in Europe 
wi 11 be sought. 

VII) Information. 

the UNESCO Regional Office for 
( ROSTE), whi eh has experience in 

Science and 
this field, 

The Group has already discussed and agreed a number of possible 
initiatives, focusing in particular on the following ones: 

al to hold periodically, 1n the five Countries, 
foreign policy with the partecipation of major 
belonging both to printed and electronic media; 

meetings on 
columnists 

b) to 1ncrease the cooperation among news agencies of the five 
Countries, with 1 l the creation of a regular news i tern on tlie 
pentagonal activities and on bilateral events between the fiv·e 
countr-ies; 21 technological exchanges, transfer of know-how, etc. 
These matters will be discussed at a press seminar to be hosted in 
Trieste <october 15-16th, 1990) by Italian news agency-ANSA. 

cl to hold on regular basis, {once or more a year) video 
conferences of the five Ministries of Foreign Affairs, or other 
members of Government, who will deal with matters of common 
interest to member countries. The competent Authorities will 
encourage their main TV stations to make use of these events in 
order to reach as large an audience as possible. 

d) to establish a Pentagonal TV-magazine built on contributions by 
the five countries, starting through the exchange of programs for 
minor~ ties. 

I 
I 
I 
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The' group proposed to the relevant authari ties, in order to 
improve the working conditions for foreign correspondents, to 
grant them credentials inside the pentagonal countries, even in 
the absence of permits of permanent residence. 

* * * 

Financing 

The. technical description sheets indicate financial 
sources far projects, where already agreed. 

Financing of the other projects and .activities will be 
sought through~-

- public budget funds; 

-existing and additional bilateral financing; 

financing 
Institutions;. 

to be requested to International Financing 

through se! f 
warrants it. 

financing, when the nature of the projects 

* * * 

Future developments 

Furthermore the five participating countries have agreed: 

- to formalize ongoing cooperation in the field of scientific and 
technological research by creating a specific Working Group, co
ordinated by Italy, dealing with these issues, as de.cided. in the 
meeting of Vice Prime Ministers held in Vienna on may 27th, 1990; 

to formally 
decided in the 
may 27th, 1990, 

constitute the Working Group on Information, 
meeting of Vice Prime Ministers held in Vienna 
co-ordinated by Austria; 

as 
an 

- to formally constitute a new Working Group on Energy (especially 
production and transportation) co-ordinated by Czechoslovakia. 
This Group will give priority to the question of natural gas and 
crude oil supplies to the Pentagonal region by pipeline; 

- to formally constitute a new Working Group on Migrations, co
ordinated by Hungary; 



- that the list of projects might be further enlarged in 
subsequent meetings of the working Groups. 

to present jointly to International Financial. Institutions 
requests for the financing of any agreed project that may require 
international financial support, even when it involves only some 
of the participating countries; 

to call upon the their different regions which are already 
engaged in proJects of mutual cooperation to intensify the5e 

activit1es on the basis of the declaration of Millstatt of June 
1988. 

<*l A technical description sheet has been already drafted ana 
shall be finalized by the Working Group in the shortest term. 
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PENTAGONALE 

Venice, 1st August 1990 

POLICY DOCUMENT 

ON THE PENTAGONAL INITIATIVE 

1. Reasons .for the establishment of the Pentagonal 
Initiative: 

- The Pentagonal Initiative is a new form of co

operation for promoting joint ef.forts, taking into 

consideration the emergence of a new era in Europe. 

It is. a fcillow-up to the former quadrilateral co

operation, established in Budapest on 10 and 11 

November 198~· between Italy, Austria, Yugoslavia and 

Hungary. It assumed the pentagonal form in Vienna on 

20 May 1990 with the accession of Czechoslovakia. 

- This co-operation t.akes into account the following: 

A) The established tradition of co-operation between 

the five countries and their mutual bilateral eo-
operation; 

B) the major changes which have occurred in east-west 

relations and the changes with respect to all 

relevant factors in Europe, which are of a positive 
and historic character; 

C) The revolutionary changes that took place recently 

in the central and eastern European countries, 
especially Hungary and Czechoslovakia. 

2. Objectives pursued by the Pentagonal Initiative: 

- The Pentagonal Initiative is a contribution towards 

creating security and stability for the change-over 

from the old to the new order, particularly through: 

1 
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A) establishing and strengthening mutually beneficial 

.partnership structures based on the shared values of 

parliamentary democracy and human rights. 

B) co-operating on specific matters between a number 

of eastern-central European countries, taking 

advantage of their complementarity and contiguity; 

C) beginning to work, within its geographically 

defined limits, on a solution to the problems of 

national, ethnic, religious and linguistic minorities 

within existing borders, while awaiting a broader 

codification of such matters within the framework of 

the Helsinki process and the Council of Europe; 

D) contributing towards the consolidation of 

democratic institutions and economic recovery and 

development. ., 

E) promoting a general participation in the 

construction of a new Europe, a process that has been 

accelerated following the democratic changes and in 

particular the free elections held in some of the 

·member States; 

F) establishing ties with other existing regional 

groupings. 

3. Characteristics of the group: 

The Pentagonal Initiative is a component. of a much 

broader European architecture. In this context, the 

five participating countries recognize the essential 

role of the CSCE in setting up a lasting order of 

peace, security; justice and co-operation in Europe 

and they attach special importance to the activity of 

the European Community and other European 

9rganizations. 

- The Pentagonal Initiative therefore represents a 

level of co-operation, which will be helpful in 

bringing those member countries not yet participating 

in or candidates to the EC closer to the European 

Community. 

2 
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The Pentagonal Initiative is geographically 

circumscribed; it covers the eastern-central European 

area; which gives it compactness and globality of 

common interests; other neighbouring States, be it at 

government or regional level, could also be involved 

in specific initiatives, particularly those dealing 

with the environment; at the same time, encouragement 

must be given to the creation of other regional 

associations to the north and the south-east, with 

which profitable co-operation relations can be 

instituted. 

4. Identification of the individual spheres of co

operation: 

- The Pentagonal Initiative has no rigid institutional 

structures, and is designed to be flexible and 

pragmatic. The various projects can be carried out by 

all or by some of the participants. 

- The Pentagonal Initiative must make allowances for 

the extremely fast-moving events in Europe, and 

therefore needs continually to update its tools and 

objectives in order to keep pace with a general 

situation in a state of constant development. 

- The Pentagonal Initiative concentrates on the 

implementation of concrete, 

of common interest to 

action-oriented projects 

the five participating 

countries, especially in the field of transport, 

environmental protection, energy issues, co-operation 

between small and medium-sized enterprises, 

scientific 

information 

and 

and 

technological 

telecommunications 

education, culture and tourism. 

co-operat:ion, 

as well as 

- The Penta,.Jonal Initiative also foresees a regular 

exchange of views between the five member States on 

matters of a political nature and of common interest. 

3 
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Wherever possible, joint initiatives will be carried 

out within the latitude permitted by the 

international obligations of each member state in 

this respect. 

5. Interparliamentary and non-governmental co-operation: 

- The Governments of the five member states favour the 

participation of parlamentarians in the Pentagonal 

Initiative. To this end contact will be made with the 

Presidents of the Parliaments in order to outline the 

objectives of the Pentagonal Initiative and ensure 

the support of the Parliaments for such endeavours. 

- The Governments of the five member States also 

support contacts between non-governmental .. 
organizations and institutions of the five countries. 

6. Conclusions: 

- The Governments of the five member States note with 

deep satisfaction the Statement of the G 7 summit in 

Houston, which welcomecl recent regional co-operation 

initiatives in central and eastern Europe, that will 

make a positive contribution to economic progress and 

stability in the region. 

- The Governments of the five member States also wish 

to send a message to all CSCE member countries, 

underlining the fact that the Summit of the 

Pentagonal Initiative takes place on, 1 August 1990, 

exactly on the 15th Anniversary of the Helsinki Final 

Act, in order to stress the specific relationship 

existing between such a form of subregional co

operation and the CSCE process as a whole. 

4 
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