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Preface

On 3 October 1990 Germany was united once more. The German people thus
regained their rightful place in Europe and the world. This was the culmination
of a fervent ambition solidly supported by the Community and its Member
States. The Commission shares the joy of the German people at this historic
development, which will give a new thrust to a stronger and more united Com-
munity as it looks forward to economic and monetary union and to political
union.

The Community institutions have done their utmost to enable the integration of
the former German Democratic Republic into the Community to proceed as
smoothly as possible within the deadlines set by the pace of events. The Com-
mission’s immediate reaction was that the integration of the Democratic
Republic into a unified Germany, and hence into the Community, could be
done in stages without any need to amend the Treaties. By April the Commis-
sion was already considering the practical arrangements which unification
would involve. Out of this emerged a blueprint for integration which it laid
before the European Council and this was adopted at the special meeting in
Dublin on 28 April.

The Heads of State or Government agreed that, subject to the necessary transi-
tional provisions, the integration of the territory of the German Democratic
Republic would take effect without any revision of the Treaties as soon as unifi-
cation was legally established. At the same time, the European Council noted
that the Commission would submit proposals for transitional measures to the
Council, as part of a comprehensive report.

Welcoming the European Council’s wholehearted support for the unification
process, the European Parliament, and in particular its specially constituted tem-
porary committee, was closely associated from the outset with the Commission’s
appraisal of the implications of unification, in which the authorities of the two
Germanys were also involved.

Parliament and the Council made all the necessary procedural arrangements and
adjusted their timetable to ensure that the former German Democratic Republic
was harmoniously incorporated into the Community’s legal system. This has
been done according to the rules of law and in good order, despite the sharp
acceleration of the process since April 1990, which entailed an extensive delega-
tion of powers to the Commission to enable it to bring in interim measures
designed to be swiftly superseded by a package of transitional measures. Close
cooperation between the institutions has helped to complete the legislative pro-
cess in a remarkably short period of time for a package of such dimensions.

In this Supplement to the Bulletin the Commission is publishing the principal
documents laid before the Council and Parliament in connection with German
unification and the integration of the former Democratic Republic into the



Community. The five new Ldnder of the Federal Republic and the united city of
Berlin all now belong to the Community family.

The measures set out in this Supplement form the basis for the integration into
the Community of these Ldnder and for their gradual economic and social
adjustment to the Community way of life.
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Commission statement on German
unification 3 October 1990

Today is the day on which the German people has finally become one. The
European Commission shares its jubilation. We welcome the entry into the
Community family of five new German Ldnder: Brandenburg, Mecklenburg-
Western Pomerania, Saxony, Saxony-Anhalt and Thuringia, together with the
reunited citv of Berlin.

The citizens of East Germany, after decades of oppression, will henceforth be
living in a free and democratic society, in prosperity and solidarity. It is worth
reflecting here on the prophetic commitment which the authors of the constitu-
tion of the Federal Republic of Germany made to the German people in the -
aftermath of the Second World War — ‘to achieve in free self-determination the
unity and freedom of Germany’ and ‘to serve the peace of the world as an equal
partner in a united Europe’. This commitment is being honoured today. It has
likewise always been the objective of the European Community to bring about
German unification as part of the process of European integration.

The Federal Republic’s membership of the European Community was an essen-
tial asset in the accomplishment of German unification. Yet at the same time the
Community would not be what it is today without the Federal Republic. The
constructive part played by the Federal Republic over the last 40 years has con-
tributed in no small measure to shaping the Community — making it a Com-
munity based on the rule of law, on solidarity and stability. And it is from these
very principles that the Community draws its strength and power of attraction,
notably in the eyes of the peoples of Eastern, Central and Southern Europe.

German unification has provided new impetus for a stronger and more united
Community moving towards economic and monetary union and political union.
The solution of the German problem in the Community framework will speed
up the Community’s own progress towards unity.

The Community institutions have all done their utmost to bring about the inte-
gration of what was the German Democratic Republic as smoothly as possible
and within the timescale allowed by the unification process. However, we realize
full well that the process of adjustment will be a painful one. The Commission
intends to do whatever it can to limit the stresses and strains that will inevitably
arise.

The divided Germany was part of a divided Europe. German unity opens the
way to unity for the whole of Europe. The opening of the Brandenburg Gate is a
symbol of this new prospect for our continent. The integration of the former
German Democratic Republic enhances the identity of the Community whose
boundaries it has extended. Strengthened by a unified Germany, the Com-
munity will be in a better position to act as the driving force for a pan-European
area of cooperation and stability, consolidate the Atlantic Alliance, establish
closer relations with the USSR and strengthen its links with its other partners in
the world at large. The Community will discharge to the full its increased res-



ponsibilities towards its new neighbours in Central and Eastern Europe: it will
support the transformation of their economies and help them to develop and
enrich their rediscovered democracies.
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The Community and German unification

Introduction

1. At the Strasbourg European Council on 8 and 9
September 1989, the Heads of State or Government
reaffirmed their commitment to German unification
through free self-determination in a peaceful and
democratic process, in full respect of the relevant
agreements and treaties and of all the principles
defined by the Helsinki Final Act, within a context of
dialogue and East-West cooperation.

Elections have now been held. The German people
have delivered a clear verdict in favour of unity. The
conditions have therefore been met for a dynamic
and orderly process of unification to go ahead. This
process is compatible with the goals of European
integration, as was also emphasized at the Strasbourg
European Council. Integrating the German Demo-
cratic Republic within the Community will call for
solidarity and a balanced approach.

2. The step-by-step integration of more than 16.5
million people into a united Germany and hence into
the Community — a de facto enlargement — poses a
major challenge to the German authorities and the
Community.

The unreliability of the economic data and the uncer-
tainty surrounding currency conversion make any
comparisons between the two Germanys — whether
in terms of GDP, per capita GDP, or balance of trade
— difficult and speculative, and any attempt to com-
pare the German Democratic Republic with the other
Community countries all the more so. The macro-
economic aggregates calculated on these bases have
to be treated with great caution to take account of the
qualitative aspects (the mediocre state of services and
infrastructures, and serious environmental problems)
as well as the purely quantitative aspects.

The German Democratic Republic’s economy may
appear relatively strong in broad terms, with per cap-
ita GDP markedly higher than in the other CMEA
countries and approaching the Community average.
Closer inspection reveals severe structural shortcom-
ings and deficiencies in production plant but also
real growth potential that could no doubt be quickly
stimulated by the need to catch up and modernize.

Looking at the shortcomings and deficiencies, nota-
ble effects include the woeful state of housing and
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the roads and the manifest inadequacy of the rail net-
work and communications system. The environmen-
tal situation, too, is extremely grave and the effect of
this is felt well beyond the German Democratic
Republic itself.

As for the potential for lasting growth, the level of
both general and technical education among East
Germans is good and certain sectors (chemicals,
optics, electronics, machine-tools) still retain some

-industrial and technological advantages. There is also

a substantial reservoir of untapped productivity gains
in terms of labour, capital and business organization,
as well as a strong attraction for foreign capital and
direct investment, in particular from the Federal
Republic, the other Member States and the EFTA
countries.

The Commission considers that the unification of
Germany represents not only a challenge but also a
major opportunity for the Community as a whole
because of the additional investment, growth, trade
and contacts it will generate at all levels.

Unification procedure

3. Federal constitutional law offers several avenues
towards unification. The choice between the proce-
dure laid down in Article 23 of the Basic Law and
that of Article 146 is a matter for the Federal
Republic and the German Democratic Republic.

Both procedures allow for prior negotiations between
the two Germanys on the conditions for unification
and would make it possible to take into account
developments as they occur during talks on the exter-
nal aspects of unification. But it should be stressed
that the Article 23 procedure is simpler as far as the
Community is concerned.

As stated on several occasions, the integration of the
territory of the German Democratic Republic into a
unified Germany and hence into the Community
constitutes a ‘special’ case. For this reason Article 237
of the EEC Treaty — which relates to the accession
of other States — does not apply.



The integration of the German Democratic Republic
into the Community through German unification.
therefore, does not amount to accession in formal
terms. However, the practical problems involved are
on a par with those posed by the most recent enlarge-
ments of the Community. Now, as then, integration
into the Community will proceed by stages, requiring
transitional measures to facilitate the gradual applica-
tion of the “acquis communautaire’.

One of the first major differences by comparison with
a ‘normal’ accession is that the initial stage of the
German Democratic Republic's integration into the
Community will take place within the framework of
the German unification process, in other words ahead
of formal integration into the Community. A second
difference lies in the special nature of the case and
the absence of the usual negotiations on the condi-
tions of accession. At Community leve} the similari-
ties noted above and these special features will have
to be taken into account to ensure optimum integra-
tion of the German Democratic Republic into the
Community from the very outset of the intenm
phase.

As far as the Commission can tell at the moment, it
should be possible to integrate the German Demo-
cratic Republic in the Community without the need
to amend the Treaties. This, of course, is assuming
that the body of new legislation applicable in the ter-
ntory of the German Democratic Republic is compat-
ible with the Treaties as a whole and in particular
with those provisions that are directly applicable.

Integration scenario

4. The Commission sees the integration of the Ger-
man Democratic Republic into a unified Germany,
and hence into the Community, taking place by
stages:

(i) The first will be the interim adjustment stage,
beginning with the introduction of inter-German
monetary union, accompanied by a number of social
and economic reforms (Wahrungsunion, Winschafts-
und Sozialgemeinschaft).

(i) The second, transitional stage will begin with the
formal unification of the two Germanys.

(iii) The full application of the ‘acquis communau-
taire’ will not take place until the final stage.

10

During the intenm adjustment stage, the German
Democratic Republic will gradually bring in the legis-
lation necessary for step-by-step integration into the
Federal and Community system. Consequently, the
integration of the German Democratic Republic into
the Community will partly take place ahead of for-
mal unification of the two Germanys.

The start of the transitional stage will coincide with
the formal unification of the two German States.
Community legislation, both primary and secondary,
will then automatically apply in the territory of the
German Democratic Republic except where the
Council specifically decides otherwise (temporary
exceptions) on a proposal from the Commission.

Decisions to allow these exceptions will be taken by
the competent institutions, sector by sector, on the
basis of the relevant Treaty articles. The European
Parliament will be involved in the Community’s deci-
sion-making process under either the consultation or
the cooperation procedure. After taking the initiative
of setting up an ad hoc committee, Parliament called
for this in the resolution it adopted.

Problems arising during the
interim adjustment stage

5. This stage comprises:
(i) the introduction of inter-German monetary union;

(i1) the parallel introduction of the economic and
social reforms essential for the progressive introduc-
tion of a social market economy in the German
Democratic Republic;

(i) the progressive integration of the German
Democratic Republic into the economic system of
the Federal Republic and gradual adjustment of the
German Democratic Republic’s legislation to bring it
into line with Federal and Community law.

A large part of the German Democratic Republic's
integration into the Community, then, will take place
during this stage, and this will affect the working of
the Community and will substantially influence the
transitional arrangements applicable once formal uni-
fication has taken place.

Care will therefore already have to be taken at this

stage to ensure that the process of German unifica-
tion is compatible with Community law, by facilitat-
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ing the German Democratic Republic’s gradual inte-
gration into the Community and preparing the transi-
tional arrangements in good time. Provisions to this
effect should be included, as necessary, in any treaty
between the Federal Republic and the German
Democratic Republic covering this initial stage.

6. The introduction of inter-German monetary
union — and in particular the question of what con-
version rates will apply — is essentially a political
and economic choice which rests with the two Ger-
manys. Nevertheless this choice will involve both
macroeconomic and monetary consequences for the
Community as a whole. The gradual transformation
of the East German economy to the social market
model will go hand in hand with large-scale indus-
trial restructuring, which will involve substantial aid
from the public purse. The Commission will have to
be able to assess such aid in the light of the Com-
munity rules on competition. This implies that the
Commission will have to be informed in advance in
order to ensure that all aids granted are compatible
with the Community’s objectives and do not discri-
minate between Community firms and distort com-
petition.

The same attention should be given during the
inteim period to arrangements between enterprises,
State monopolies and public procurement proce-
dures. Lastly, the Commission feels that VAT will
have to be introduced in the territory of the German
Democratic Republic during this stage.

7. The introduction of the Deutschmark in the Ger-
man Democratic Republic and the transfer of mone-
tary sovereignty to the Bundesbank constitute the
basic elements of German monetary union. A crucial
point will be the conversion rate(s) of East German
marks into Deutschmarks. The choice of the rate(s)
must hold the balance between the need to avoid
creating excessive purchasing power, weakening the
competitiveness of East German enterprises and
causing unemployment as a resuit, and the need to
take account of the German Democratic Republic
population’s expectations that wages and pensions
will catch up with West German standards.

Decisive and immediate economic reforms will have
to take place in the German Democratic Republic.
To overcome the adjustment problems, investment
on a massive scale and additional social transfers are
required. Opening up the goods and services, labour
and capital markets, together with considerable pri-
vate investment (from the Federal Republic, other
Member States and the rest of the world) and public
transfers will build a base for a catching-up process
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which could be fairly rapid. But this adjustment
period must be able to rely on a labour market that
works, an employment, training and conversion
policy and the introduction of a social policy for the
unemployed.

Exports to the German Democratic Republic could
provide a strong boost for demand in the Federal
Republic of Germany and the Community, which
could translate into a higher growth rate in the
medium term.

As far as the Commission can see at present, the
most likely prospect is that of a significant positive
impact on growth in the Federal Republic and the
Community in general. The Federal Republic could

‘enjoy a one percentage point higher growth rate in

the next couple of years. This would in turn stimulate
Community growth on average by an additional 0.5
percentage points.

To limit the risk of inflationary pressures in the Fed-
eral Republic and to help stimulate growth through-
out the Community, it will be important for all the
Member States to have the same ease of access to the
market in the German Democratic Republic to en-
able them to participate in the restructuring process.

It is likewise important that the Government of the
Federal Republic inform and consult the Community
about all the steps it takes in the context of German
monetary union. The further adjustment of the policy
mix within the Community must be coordinated with
the competent Community institutions and in the
framework of the process of multilateral surveillance
at the first stage of economic and monetary union.

8. Parallel to German monetary union, some deci-
sive and immediate reforms towards a social market
economy will be introduced in the German Demo-
cratic Republic. They will include:

(i) a comprehensive reform of the price system,
which is distorted by subsidies and does not reflect
the relative scarcities of goods;

(i1) a reform of the money and credit system;

(iii) a reform of the tax and social security system in
the direction of the Federal Republic’s system;

(iv) the establishment of an economic and legal
framework allowing free enterprise, private property
and privatization of public enterprises.

The Commission considers these reforms to be totally
in line with preconditions for the German Demo-
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cratic Republic’s integration into the Community
order.

9. The interim period should be used to the utmost
to prepare for the application of the basic Treaty
provisions guaranteeing free movement of goods and
services via the principle of mutual recognition and
of secondary legislation on harmonization in the
areas of public health and technical safety. During
the interim period, the Protocol on German internal
trade and the existing controls will continue to apply.

The current volume of German internal trade is not
very large: somewhat less than ECU 3 500 million in
both directions. Trade with the other Member States
amounts to around ECU 1400 million. Re-export of
East German goods from the Federal Republic is
negligible. It seems probable that initially, during the
interim phase, the trade flow from the Federal
Republic to the German Democratic Republic will
increase more rapidly than in the opposite direction.
The Commission considers that the use of all the
instruments available under the Protocol on German
internal trade should be sufficient to avoid any dis-
tortions of trade, including agricultural trade, during
the inteim phase. It will make sure that this is the
case throughout that phase.

Likewise, in respect of Member States’ exports to the
German Democratic Republic, equality of access will
need to be ensured.

10. From the outset of the interim period, the re-
structuring of the East German economy will require
the input of capital from private and public sources.
To begin with, there is the possibility of help through
the various instruments available under the scheme
for coordinating international economic and finan-
cial assistance, in particular through the European
Bank for Reconstruction and Development (EBRD).

The German Democratic Republic would also be eli-
gible for aid under the Tempus programme and for
assistance from the future European Training Foun-
dation.

The Commission takes the view that the German
Democratic Republic should be given access to Com-
munity loan facilities (EIB, Euratom, ECSC) from
the outset.

Whether, during the interim period, there should be a
special Community aid programme (as for Portugal)
along the lines suggested by Parliament is a question
which the Commission intends to put to the Euro-
pean Council.

12

1. To sum up, the Commission wishes to stress the
need for the full involvement of the Community from
the outset in this phase of Gennan unification.
Because of the expected impact on Community life,
there will have to be a move from information and
consultation to real concerted action. This will
require an active Commission presence on the inter-
German scene and appropriate procedures to ensure
maximum transparency as the interim adjustment
stage progresses, with due ragard for the need for
continuous dialogue with the European Parliament
and the Council.

Involving Community bodies in this stage will of
course mean that there must be contacts between the
Commission and the authorities in the German
Democratic Republic.

Problems arising during the
transitional stage

12. The problems of adaptation to a market ccon-
omy and of integration into the Community are
under active examination by the two Germanys and
the Commission as well. They concern both the exter-
nal commitments of the German Democratic
Republic and the application of the internal policies
of the Community.

On the external side there is the question of the uni-
fied Germany taking over German Democratic
Republic commitments. The application in the uni-
fied Germany of the Community's external policy
and commitments will take place from the date of
unification, subject to any transitional measures of a
technical kind.

An important principle of the application of the
internal policies of the Community — in particular
the internal market, structural policies, environment
and transport — in the unified Germany from the
date of unification should be that this should take
place with as few exceptions and transitional arrange-
ments as possible. Until 1 January 1993 controls
could, if necessary, be operated within the unified
Germany. From that date only end-use control will
be possible.

13. The question of external agreements falls into

two categories: on the one hand, the application by
the unified Germany of agreements already con-
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cluded by the German Democratic Republic and, on
the other hand, the application of the Community’s
external agreements in the territory of what is now
the German Democratic Republic. The German
Democratic Republic has a large number of interna-
tional agreements which fall mainly into three types:
cooperation agreements, framework agreements nor-
mally of five-year duration, and annual commercial
arrangements — and reflect very closely the present
pattern of the German Democratic Republic’s trade.

Sixty-five per cent of the German Democratic
Republic’s current trade is with CMEA countries (of
which 40 % is with the Soviet Union alone and 25%
with other CMEA countnes), 20 % with OECD coun-
tries (including about 8 % intra-German trade) and
5% with developing countries. The Commission will
study these agreements in consultation with the Fed-
eral Republic and the German Democratic Republic
in order to establish how far they are consistent with
Community rules and practice or whether they may
require some transitional or other exceptions.

It is important also to recognize that continuation of
traditional trade flows has a role to play in maintain-
ing good political and commercial relations with
other East European countries. In many cases also, it
will be in the interest of the unified Germany that
production which is geared to export to some East
European countries should continue. The current pat-
tern of trade between the German Democratic
Republic and the Soviet Union, in particular, is
based mainly on imports of energy and raw materials
from the Soviet Union and the export of manufac-
tured goods directed especially to the needs of the
Soviet market.

The Commission has also examined the question of
the application of the Communtiy’s existing interna-
tional commitments in the whole territory of a uni-
fied Germany. Technically, the changes necessary in
order to ensure the full respect of the regime at the
external frontiers and when goods have passed into
free circulation are complex and need close examina-
tion. Obviously, once unification is effected the Com-
munity, as a legal personality within international
organizations, will cover the whole territory of a uni-
fied Germany.

14.  On the internal side the questions which require
the most careful attention are:

(i) the best means of integrating the German Demo-
cratic Republic into the Community’s internal mar-
ket:

(i) respect for competition policy;
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(iii) the application of common policies, notably
those in agriculture and fisheries, to the current terri-
tory of the German Democratic Republic after unifi-
cation;

(iv) the application of the structural policies of the
Community, notably in the absence of a fully reliable
statistical basis for their application and in the light
of the very different economic structure of the Ger-
man Democratic Republic;

(v) the application of other policies — notably those
in the environment and transport sectors, where the
needs of the German Democratic Republic are evi-
dent;

(vi) the financial consequences of unification for the
Community. :

15. As far as the internal market is concerned, it is
not excluded that from the date of unification, on a
temporary basis, some differential treatment might be
required for goods and services from the current Ger-
man Democratic Republic territory in respect of tech-
nical regulations or other harmonized provisions.

The Commission does not foresee any major diffi-
culty as far as the free movement of persons, services
and capital is concerned. From the date of unifica-
tion at the latest, German Democratic Republic terri-
tory will be part of the customs union, which implies
integral application of CCT and commercial policy
arrangements except for the necessary transitional
measures which may be adopted to take account of
the external arrangements of the German Democratic
Republic.

The Commision considers, however, that it would be
highly desirable if the number of transitional arrange-
ments and exceptions in relation to the internal mar-
ket after | January 1993 should be limited as far as
possible. From that date the internal frontiers in the
Community will be removed and the form of control
will have to be adapted.

Linked with the progressive application of the inter-
nal market to the current territory of the German
Democratic Republic will be strict attention to the
avoidance of distortions of competition. It is proba-
ble that there will be a very high level of investment
in the cument temitory of the German Democratic
Republic in coming years. It will be necessary to
ensure that it does not give rise to serious distortions
of competition in goods and services.

The authorities of the Federal Republic of Germany

have agreed to inform the Commission of all aid
measures designed to rebuild the German Demo-
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cratic Republic’s economy. The Commission will
examine the likely effect of such measures on intra-
Community trade in order to prevent any distortions
of competition and to ensure non-discriminatory
access for all Community firms irespective of their
place of establishment.

The new context of a unified Germany will also
require a re-examination by the Commission of cer-
tain existing aid schemes in the Federal Republic
(Zonenrandgebiet, West Berlin).

The same attention should be given to the applica-
tion of competition rules applying to agreements
between firms. It may be necessary to apply these
rules in a sensitive and flexible way to take account
of new market realities. Such agreements should not
distort competition or affect trade between Member
States.

16. When new members have joined the Com-
munity in the past, the question of the gradual appli-
cation of the price system of the common agricultural
policy has given rise to detailed and specific excep-
tions. The pattern of agriculture in the German
Democratic Republic differs very considerably from
that in the Federal Republic of Germany. Its agricul-
ture is dominated by agriculture cooperatives (LPG)
or State farms (VEG), which cover almost 95 % of the
cultivated land. The average size of farms is very
large — over 4500 hectares on average for arable
farms — and thus represents in general a form of
paid employment rather than of family farms.

Notwithstanding satisfactory technical performance,
overall productivity in the German Democratic
Republic’s agriculture is below West European stan-
dards, mainly owing to its organization and excess
labour force.

The trend of produce prices in the German Demo-
cratic Republic will depend largely on how its agri-
cultural system is phased into a market economy as
from the entry into force of Inter-German monetary
union.

The Commission is of the opinion that the introduc-
tion of Community agricultural prices and support
systems, at least by 1 January 1993, should not be
excluded at the level of production.

For certain products there are very substantial con-
sumer subsidies in operation in the German Demo-
cratic Republic at the present time, and these must be
phased out. The structural changes which may be
expected over a period of time in the German Demo-
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cratic Republic’s agriculture depend on the decisions
of those engaged in that production, but the compli-
cations, including the question of land ownership, are
considerable and may take some time.

The integration of the German Democratic Republic
into the fisheries policy will pose some awkward
problems. German unification will result in a sub-
stantial increase in the capacity of the Community
fleet, whereas resources are already very limited. The
capacity of the German Democratic Republic’s fleet
(which is roughly twice the size of that of the Federal
Republic) is out of all proportion to the resources to
which it can have access.

As regards markets, fundamental adjustments to the
production and marketing structures in the German
Democratic Republic are clearly essential. The inte-
gration of the German Democratic Republic’s fleet
into the fishing industry's structural amangements
will also require adjustments to the existing set-up.

In terms of internal resources, unification would
mean a small increase in the Community fishing
zone in the Baltic. Allowing the German Democratic
Republic’s fleet access to the other zones could jeo-
pardize the balance in fishing capacity currently in
use and the existing balance between Member States.
This is especially the case with precautionary TACs,
which are not shared out between Member States,
given the size of the German Democratic Republic’s
fleet and its tendency to concentrate on certain stocks
(blue whiting, horse mackerel, etc.).

On the external front, the Community will have to
take over the bilateral agreements concluded by the
German Democratic Republic, and this may entail
complex negotiations.

17.  As from unification, the Community structural
policies will apply to German Democratic Republic
territory. By that time the massive and urgent task of
economic and social restructuring in the German
Democratic Republic will be under way.

Reorganization and restructuring will affect all sec-
tors of the economy and imply vast investments in
capital and human resources. The financial burden of
these investments will necessarily be a shared one. A
large part of the investment effort in the productive
sector will be undertaken by the private sector. Addi-
tional funding will be necessary from public sources,
mainly from the Federal authorities.

German Democratic Republic territory will also be
entitled to Community assistance in accordance with
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the structural Fund regulations. The criteria con-
tained in these regulations pose certain problems of
applicability to the German Democratic Republic in
addition to the difficulty caused by the absence of
reliable statistics. It can, however, be assumed that
the territory of the German Democratic Republic is
beset by the same type of problems as are encoun-
tered by other regions of the Community and that it
will therefore be eligible under one or more of the
structural policy objectives.

As far as the European Social Fund is concerned,
emphasis should be put on those interventions which
enable the German Democratic Republic to meet the
challenges of the market economy (vocational train-
ing and occupational integration).

The total volume of Community aid will depend on
the classification of the regions of the German
Democratic Republic with reference to the various
objectives of the structural policies.

18.  Among the other policies, technical adjustments
and transitional measures will probably be required
in transport policy and the social sphere (health and
safety).

In the field of transport it should also be noted that
there is a considerable need for infrastructure
improvements.

However, the area which calls for the most particular
attention — because of the gravity of the situation in
the German Democratic Republic and the urgency of
the problem — is the environment.

The roots of the problem go back to the effort made
by the German Democratic Republic from its very
beginnings to achieve maximum economic autarky,
which led to the development and retention of very
highly polluting and technologically outdated indus-
tries, with a heavy toll in terms of their impact on the
environment and public health. For example, the
German Democratic Republic is one of the last coun-
tries still running a major coal-based chemical indus-
try based on massive use of brown coal.

First, a distinction has to be made between plants
where pollution is too high for them to be adapted
(which will have to be closed down) and those where
anti-pollution equipment could be fitted to bring
them closer into line with Community levels. For the
latter, it is clear that transitional, and in some cases
long-term, exemptions from Community standards
will be necessary.
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Second, the new investment sectors will have to meet
Community requirements. Account will have to be
taken of the cross-frontier aspects of pollution (e. g.
Elbe, Baltic).

Massive economic investment will be required to
retrieve the environmental situation. This applies
both to the adaptation of existing plant and to the
construction of new plant.

The grave environmental situation is a phenomenon
common to all the countries of Central and Eastern
Europe. In this connection, the Commission warmly
welcomes the special conference due to be held in
Dublin in June to consider this whole problem. It
believes that the Community, together with the other
Western nations, should demonstrate solidarity in the
search for solutions.

More generally, a new energy policy for the German
Democratic Republic will have to be defined, based
on the exploitation of new sources and improved
energy efficiency. In this context the problem of
nuclear safety will also have to be tackled.

19.  As far as the budgetary impact of the German
Democratic Republic’s integration into the Com-
munity is concerned, the Commission’s view is that
any figures are bound to be guesswork at this stage.
The position will, of course, become clearer once the
arrangements for inter-German monetary union are
settled. But even that will not remove all uncertainty.

On the expenditure side, the cost will largely be
determined by the impact of integration on the CAP
and the scale of intervention under the structural pol-
icies.

On the revenue side, too, much will depend on the
transitional arrangements and the macroeconomic
impact.

In general terms, we are likely to see vigorous econo-
mic growth in the German Democratic Republic,
generating higher demand throughout the Com-
munity, and an increase in imports from the other
Member States. This additional growth will be
reflected in additional revenue.

Conclusions

The entry of the German Democratic Republic into
the group of democratic countries and the forthcom-
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ing unification of the Federal Republic of Germany
and the German Democratic Republic are among the
most important historical events of postwar Europe
and should be given a warm and unreserved wel-
come. The Community shares the joy of the German
people at finding their new place within the unified
Germany and within the European Community.

This unification will need to take place under the
Community roof. It is therefore imperative that the
process of consultation between the two Germanys
and the Community should be fully and actively
engaged as from the interim phase. On the basis of its
extensive contacts so far the Commission is confident
that this will be the case.

The Commission considers that German unification
offers an opportunity for reinforcing and speeding up
European integration.

The Commission sees no reason whatsoever for con-
cluding that the process of German unification and
the place of the unified Germany in the European
Community will hold back the development of the
Community’s relations with other countries in Cen-
tral and Eastern Europe or with the Community’s
other neighbours or with the Third World. On the
contrary, the new developments point to a more pros-
perous and more open Community, confident in its
own democratic values and its increased role in the
world.
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The Community and German unification:
implications of the Staatsvertrag

Introduction

I. The draft Treaty on monetary, economic and
social union (Staatsvertrag) between the Federal
Republic of Germany and the German Democratic
Republic represents a decisive step towards German
unification. The Staatsvertrag, which is scheduled to
come into force on I July 1990, involves the imme-
diate introduction of monetary union (with transfer
of sovereignty to the Bundesbank) and the gradual
integration of the German Democratic Republic in
the economic and social system of the Federal
Republic of Germany. Under Article 11(3) of the
Staatsvertrag, the German Democratic Republic will
align its policy on Community objectives. The
preamble states that the provisions of the Treaty must
ensure that Community law is applied after the
achievement of German unity. The Staatsvertrag is
thus both the legal framework and the main instru-
ment for the gradual integration of the German
Democratic Republic into the legal order of the Com-
munity ahead of the formal unification of the two
Germanys.

2. In line with the conclusions of the special meet-
ing of the European Council in Dublin, the Federal
Government has regularly informed the Community
(Council meetings on general affairs or economic
and financial affairs) about the progress of the inter-
German negotiations on the Staatsvertrag.

The Commission too has had detailed talks with the
Ministers and State Secretaries in the Federal
Government responsible for the various areas cov-
ered by the Staatsvertrag. The Commission has also,
on a number of occasions, been able to discuss in
detail with the Federal Republic of Germany’s main
negotiator how the proposed Staatsvertrag will affect
the Community’s powers. The Commission has thus
been able to state its views on certain basic principles
and on the substance itself of various provisions.

3. The purpose of this paper is to:

(i) give a brief summary of the contents of the Staats-
vertrag.

(i) assess its compatibility with Community law;
(iii) discuss various macroeconomic implications at

Community level;
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(iv) comment on the effects ahead of integration;

(v) highlight certain immediate implications to
ensure the success of the interim period;

(vi) set out the timetable for adjusting Community
law to integrate the German Democratic Republic
into the Community.

Staatsvertrag: main points

4. The main points of the monetary union part of
the preliminary Staatsvertrag concern the conversion
rate, the treatment of enterprise debt and restrictions
on public finances.

From 1 July 1990, the Deutschmark will become the
only means of payment in the German Democratic
Republic. Sovereignty in the conduct of monetary
policy is taken over by the Bundesbank. The prevail-
ing regulations of bank supervision will also apply in
the German Democratic Republic. Wages and pen-
sions which prevailed at 1 May will be converted at a
rate of 1:1. In general, debt and claims will be con-
verted at a rate of 2:1. However, for residents of the
German Democratic Republic, the conversion rate
for savings including cash money will be 1:1 within
the following limits: children (age group 0 to 14) DM
2000, adults (age group 15 to 60) DM 4000, elderly
(age group over 60) DM 6 000. Remaining money in
circulation and savings — with some macroeconomi-
cally minor exceptions — will be converted at a rate
of 2:1.

Non-residents are allowed to exchange East German
marks at a rate of 3:1 into Deutschmarks, however,
only to the extent that these have been issued by Ger-
man Democratic Republic banks after 31 December
1989.

As cash money can be converted on the same condi-
tions as savings accounts, equalization activities first
among families but also among the population in
general can be expected. Therefore, the theoretical
maximum amount of 64 billion East German marks
will probably be converted into Deutschmarks at a
rate of 1:1, leading to equalization needs (Ausgleichs-
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forderungen) on the balance sheet of the German
Democratic Republic Government of about DM
32 billion.

5. Regulations affecting public finances in the
budgets of both the Federal Republic of Germany
and the German Democratic Republic concern trans-
fer payments from West to East, budget and borrow-
ing rules for the German Democratic Republic’s
budget, the German Democratic Republic’s public
debt after unification, revenue and expenditure struc-
ture of the German Democratic Republic’s budget.

Public transfers in particular consist of support for
the old-age pension scheme and unemployment
insurance (Anschubfinanzierung). These transfers will
be limited as they will correspond to budget positions
announced in the budget of the Federal Republic of
Germany.

As regards budget procedures, the German Demo-
cratic Republic is obliged to introduce the West Ger-
man tax system. Strict borrowing requirements will
prevail for different budgets, excluding the social
security budget. Approval by the Minister for
Finance of the Federal Republic of Germany is
required for a budget deficit.

Public debt which exists at the time of unification
will become public debt of the German Democratic
Republic’s Ldnder. This would relieve the Federal
budget of any additional debt burden associated with
a unified Germany.

While on the revenue side the German Democratic
Republic will have to introduce the Federal Republic
of Germany's tax system, on the expenditure side
subsidies for private households and the housing sec-
tor will have to be reconsidered or abolished. As
regards agriculture, CAP regulations will be intro-
duced. Salaries for public servants will have to take
account of the general economic and financial condi-
tions in the German Democratic Republic.

A financial fund named *Deutsche Einheit’ has been
created to provide financial resources to the German
Democratic Republic. The overall amount is DM 115
billion, of which DM 20 billion should be provided
by expenditure cuts, while the remaining DM 95 bil-
lion will be financed on the capital market. Liabilities
are equally shared between the Federal Government
and the Ldnder.

The fund is designed to finance two thirds of the
predicted budget deficit of the German Democratic
Republic within the next four and a half years. It is
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not project-linked, i.e. to rebuild the infrastructure of
the German Democratic Republic. Moreover, it does
not include supplementary contributions to the social
security system in the German Democratic Republic.
The total amount is spread over a period of four and
a half years. The contributions of the Federal
Republic of Germany to the German Democratic
Republic's budget deficit amount to two thirds of the
territortal authonties’ deficit in 1990 and 1991, There-
fore, fiscal policy in the German Democratic
Republic seems to be under a constraint not to
exceed the expected deficit.

Any potential financial risks will mainly be borne by
the Federal Government, as the existing revenue-
sharing mechanisms, i.e. sharing of income tax,
value-added tax and the horizontal Ldinder equaliza-
tion mechanism (Linderfinanzausgleich) will not be
altered until 1994.

6. On economic union, the Staatsvertrag provides
for the introduction of the basic rules governing mar-
ket economies in the German Democratic Republic,
e.g. contract freedom between economic agents, abo-
lition of administered prices, wage autonomy on both
sides of industry and private property rights.

As regards trade, the conditions of German-German
trade concerning goods of German origin will be nor-
malized and treated as inter-regional trade. There will
be no border and customs control for goods of Ger-
man origin and exports to the other parts of Germany
will not initiate special VAT procedures. Goods of
non-German origin will be treated as normal imports
(exports). An intra-German border control will thus
still be necessary. Both parties, however, have agreed
to prepare the ground for the abolition of the intra-
German border as soon as possible.

Special quantitative rules can also be introduced in
agricultural trade with the Federal Republic of Ger-
many. Nevertheless, the German Democratic
Republic is introducing EC regulations including the
respective producer price system.

The structural adjustment of enterprises can be sup-
ported by the government of the German Democratic
Republic by providing financial resources during a
transition period. This support is however dependent
upon the financial situation of the German Demo-
cratic Republic’s budget and the consent of the Fed-
eral Government must be obtained.

7. According to the social union part, pension,
health, accident and unemployment insurance will be
administered by self-governing bodies under the legal
supervision of the State. They are mainly financed
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through contributions by employers and employees
(normally 50% each). The German Democratic
Republic introduces an unemployment insurance
scheme comparable to the Federal Republic of Ger-
many’s. A health insurance scheme will be estab-
lished. In the case of iliness, wages are paid by
employers according to the regulations in the Federal
Republic of Germany. Pensioners have to contribute
to the health insurance system.

Pensions are fixed at a level that represents 70 % of
the average net wages in the German Democratic
Republic (after 45 years of paying contributions to
the pension system). If the pension would fall below
the previous East German pension, the amount of the
previous pension will be paid in DM. Pensions will
be adjusted according to the development of net
wages. If, during a transitional phase, regular contri-
butions to the pension and unemployment schemes
do not fully cover expenditures, the Federal Republic
of Germany will make a transitory contribution
(Anschubfinanzierung).

Compatibility of the
Staatsvertrag with Community
law

8. During the negotiation of the Staatsvertrag the
Federal Government had the job of pursuing the
objective of preparing the ground for German unifi-
cation and at the same time protecting Germany’s
rights and obligations deriving from Community law.

It was helped by two factors. First, Community law
already makes allowance for Germany's special situa-
tion, in particular with the Protocol on German inter-
nal trade and connected problems. Second, from the
start of the negotiations betweeri the two Germanys,
the objective of the Staatsvertrag was to gradually
align the law and policy of the German Democratic
Republic on Community law.

This objective is reflected in:

(1) the preamble to the Staatsvertrag, where the con-
tracting parties state their intention that the Staatsver-
trag should ensure application of Community law
after unification;

(iiy Article 11(3), which provides that the German
Democratic Republic should gradually align its
economic policy on Community law and the Com-
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munity’s economic objectives, while at the same time
respecting the existing economic links with Come-
con;

(1) the first of the principles enshrined in a Protocol
annexed to the Staatsvertrag which, as stated in
Article 4, is designed to allow the adjustment of Ger-
man Democratic Republic law to be directed by the
requirements of the monetary, economic and social
union to be attained by the Staatsvertrag. This funda-
mental principle is that German Democratic
Republic law will be shaped in accordance with the
principles of a free, democratic, social and constitu-
tional order and will move towards the legal order of
the European Community.

9. The general content of the Staatsvertrag, includ-
ing its nine annexes, and the institutional arrange-
ments for its application are compatible with Com-
munity law, given what has been said above. A
number of areas covered by the Staatsvertrag are,
however, within the Community’s jurisdiction. This is
in particular the case with Article 13, which deals
with commercial policy, an area where the Com-
munity has exclusive powers.

The final text of the Staatsvertrag contains provisions
which take account of these considerations:

(i) Article 35 provides that the Staatsvertrag does not
affect the international treaties concluded by the Fed-
eral Republic of Germany and the German Demo-
cratic Republic, which means that from the outset
there is no incompatibility between the obligations
which the Federal Republic of Germany has con-
tracted with the German Democratic Republic and
its obligations towards the Community;

(i) Article 13(3) of the Staatsvertrag, which provides
for close cooperation between the contracting parties
to defend their external policy interests, stipulates
that this cooperation must not infringe the powers of
the European Communities.

10. It would have been desirable to stipulate that
the arbitration tribunal provided for in Article 7 of
the Staatsvertrag should seek preliminary rulings
from the Court of Justice in accordance with the pro-
cedure in Atrticle 177 of the EEC Treaty when it has
to settle disputes between the contracting parties on
the interpretation of the Staatsvertrag which involve
matters of Community law. However, it is not essen-
tial that this be stipulated, since it can be argued that
it derives automatically from the combined provi-
sions of Article 35 of the Staatsvertrag and Article 177
of the EEC Treaty interpreted in the light of the
objectives of aligning the German Democratic
Republic’s law on Community law as mentioned at
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point 1. The Federal Government should be able to
give an undertaking that it will defend this point of
view in any procedure before the arbitration tribunal.

There 1s, in fact, a certain link between this tribunal
and the Community, because if the parties fail to
agree, the President of the Court of Justice will have
to appoint its President.

11. The objective of aligning the German Demo-
cratic Republic’s law on Community law is pursued
in many areas in the Staatsvertrag. The Commission
hoped that in this context the principle of equal treat-
ment for Community nationals and firms would be
clearly asserted. The provisions of the Staatsvertrag
on agriculture are wholly satisfactory from this point
of view: Article 15 of the Staatsvertrag on the align-
ment of the German Democratic Republic’s system
of price stabilization and external protection on the
CAP contains a provision that the German Demo-
cratic Republic will refrain from introducing levies or
refunds in trade with the other 11 Community coun-
tries provided that the Community does likewise with
the German Democratic Republic (Article 15(1)).

The Staatsvertrag can be interpreted to mean that this
principle applies to the provisions of the Staatsvertrag
concerning the alignment of the German Democratic
Republic’s customs system on the Community sys-
tem (Article 30 of the Staatsvertrag on customs law
and Article 12(2) on customs surveillance).

Similarly, it can be argued that the basic principles of
a market economy as stated in Article 2 of the Staats-
vertrag will be applied with due respect for equal
treatment for Community nationals and firms in the
areas of Community jurisdiction.

When the Staatsvertrag was signed, the German
Democratic Republic stated that it will afford nation-
als and firms from all the Community Member
States, on a basis of reciprocity, the same treatment
as natural persons and firms in the Federal Republic
of Germany if the matter concerned might affect the
areas of jurisdiction of the European Communities
and there is no express provision to the contrary in
the Staatsvertrag.

In view of the objectives of the Staatsvertrag, the
statement made by the German Democratic Republic
when it was signed and the assurances given by the
Federal Government, it can be stated that this equal-
ity of treatment will be respected in the application of
the Staatsvertrag in the areas of Community jurisdic-
tion.

20

12. The Staatsvertrag will also aflect certain more
specific areas of Community law. it will be noted in
this respect that the parties are resolved to establish
‘as soon as possible” the conditions required to com-
pletely eliminate controls at the intra-German border
(Article 12(3) on intra-German trade) and to remove
the tax frontier between them as regards VAT (Article
31(2) on taxation). These provisions must be seen in
the context of the Protocol on German internal trade.
The Commission has made it quite clear to the Fed-
eral authorities that in its view, the existing practice
of administrative cooperation with the Commission
in the management of German internal trade should
make it possible to adapt this management to an
increased volume of trade while at the same time
continuing to maintain adequate surveillance
adapted to the new circumstances. It will be noted
that the Staatsvertrag requires the German Demo-
cratic Republic to introduce the road tax for lorries
planned in the Federal Republic of Germany. The
Commission is challenging the compatibility of this
tax with Community law.

Macroeconomic implications

13. The prospective economic and monetary unifi-
cation of the two German States will have a signifi-
cant positive impact on activity in the Community. It
will also contribute to reduce the large external
imbalances among some Member States.

Providing the German Democratic Republic’s resi-
dents with hard currency will probably imply an
important shift in the internal demand of the German
Democratic Republic towards imports. This will add
to the demand effects arising from desired foreign
direct investment in the German Democratic
Republic and public transfers. All in all, the growth
stimulus for the Federal Republic of Germany can be
expected to be around 1% of GDP per year in the
two years following the introduction of the monetary
union, and the effect on the Community as a whole
0.5 %.

For the German Democratic Republic a big adjust-
ment process will be required. In the very short run
significant imbalances in the form of a current
account deficit, a fiscal deficit and unemployment
might occur. Provided wages are kept at a realistic
level relative to the expected level of productivity, it
seems, however, reasonable to expect that substantial
investments (rom both the Federal Republic of Ger-
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many and other countries will ensure an accelerated
pace of catching-up. To alleviate bottlenecks in
infrastructure and ease the adjustment process, trans-
fers from the Federal Republic of Germany are likely
to play a considerable role.

14. For the Federal Republic of Germany, the
growth dividend referred to above will by the auto-
matic stabilizer effect lead to an increase in the
revenue side of the federal budget. This will in some
way compensate for the increased transfers to the
German Democratic Republic. The likely deficit of
the total budget for the two German States will also
be reduced by revenues from privatization of public
property in the German Democratic Republic.

The labour market in the Federal Republic of Ger-
many will be affected by integration forces arising
from monetary, economic and social union and lead-
ing to new kinds of spill-over effects. Cross-border
contracts will become quite attractive to residents of
the German Democratic Republic as they could com-
bine high salaries with low rents.

15.  For the Federal Republic of Germany and the
rest of the Community the increased demand effect
on both consumption and investment might in the
short run lead to some inflationary pressure given the
already high levels of capacity utilization.

It is, however, to be assumed that the monetary auth-
orities in the Federal Republic of Germany will be
reasonably successful in sterilizing the excess liquid-
ity that will result from currency conversion and that
transitory distortions in the behaviour of monetary
aggregates will not unduly affect long-term inflation-
ary expectations.

To mitigate any potential inflationary pressure and to
avoid any overloading of the monetary policies in the
Member States, equal access to the market of the
German Democratic Republic will be an important
factor. The Federal Republic of Germany might also
facilitate the process and reduce the burden of mone-
tary policy by a reduction of subsidies.

Outside the Federal Republic of Germany, the posi-
tive growth stimulus would facilitate the task of fiscal
adjustment in the countries where public deficits or
debt are very high. This would be fully in line with
the need for more convergence in the Community
and would facilitate the process of creating economic
and monetary union.
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Effects ahead of integration

16. In its communication to the Dublin European
Council on the Community and German unification,
the Commission stated that the integration of the
German Democratic Republic in the Community will
be prepared and assisted by the legislative reform
required for the gradual integration of the German
Democratic Republic in the Federal order during the
interim adjustment phase, i.e. before the unification
of the two Germanys. The Commission thus
expressed the view that the German Democratic
Republic would be integrated into the Community
ahead of unification. The Staatsvertrag confirms that
the Commission was right.

In concluding the Staatsvertrag the German Demo-
cratic Republic undertakes to carry out far-reaching
legislative reform in a short period of time as support
measures for the institution of monetary, economic
and social union. There are two main aspects of this
reform:

(i) Acceptance by the German Democratic Republic
of a large number of the Federal Republic of Ger-
many’s laws and regulations, which will be intro-
duced without any change when the monetary union
is established on | July 1990. It is not only monetary
legislation and banking and insurance legislation that
is involved, but also major sections of the Federal
Republic of Germany’s civil law (i.e. the civil and
commercial codes) and the main company law and
worker participation legislation (Mitbestimmungsge-
setze, Betriebsverfassungsgesetz);

(ii) A substantial harmonization operation to adjust
the German Democratic Republic’s legislation to the
general principles to be respected in the monetary,
economic and social union, as stipulated in the
Staatsvertrag and developed in greater detail in an
annexed protocol. This harmonization, which is also
to be largely completed by 1 July 1990, will first
require the repeal or amendment of a number of the
German Democratic Republic’s laws and regulations
listed in Annex III to the Staatsvertrag. Annex IX
then specifies the areas in which the German Demo-
cratic Republic must introduce new legislation, e.g.
competition, price formation and control, taxes and
excise duties.

Accomplishment of this legislative reform will have
major consequences for the gradual integration of the
German Democratic Republic into the Community
legal order, ahead of the unification of the two Ger-
manys.
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These consequences will be evident in the legal struc-
tures required to accommodate a market economy
and in the indirect and direct adjustments to Com-
munity law.

17. Integrating the German Democratic Republic
into the Community will mean abolishing the central-
ized economy system and introducing principles and
structures, from a legal angle too, to allow gradual
development towards a market economy with a
social dimension. Such measures are essential to en-
able the German Democratic Republic to fit into the
common market. The Staatsvertrag provides for these
reception structures to be set up during the interim
adjustment phase:

(i) the monetary reform will involve ipso facto the
inclusion of the German Democratic Republic in the
European Monetary System and prepare for its sub-
sequent inclusion in European monetary union;

(i1) monetary union, by eliminating all problems of
convertibility of currencies and forcing the German
Democratic Republic to introduce a banking system
in accordance with the principles of a market econ-
omy, will clear the ground for the integration of the
German Democratic Republic in the Community
arrangements for free movement of capital, including
freedom of payments under Article 106 of the EEC
Treaty and its entrance into the European financial
services market;

(iii) introduction of a system of private property,
competition with free price formation (ending of
State subsidies), contract freedom and freedom to
trade;

(iv) recognition of the principles of free movement of
workers, capital, goods and services (ending of the
State monopoly on external trade);

(v) introduction of social legislation recognizing the
basic principles of a social legal order: freedom of
association, free negotiation of wages, right to strike,
worker participation both in firms and companies,
protection in the event of dismissal;

(vi) introduction of a social security system (unem-
ployment, sickness and retirement insurance).

18. The reform of the legislation and regulations to
which the German Democratic Republic is pledged
under the Staatsvertrag will involve indirect adjust-
ments to Community law in certain sectors. First of
all, this will concern some of the Federal Republic of
Germany’s legislation that the German Democratic
Republic will be introducing, where such legislation
is of Community origin, e.g. as a result of a harmoni-
zation requirement. VAT is an example, as is com-
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pany law and law on the environment. For instance,
upon entry into force of the Staatsvertrag, new indus-
trial plant in the German Democratic Republic will
have to satisfy the requirements of the Federal
Republic of Germany's environmental legislation,
which, in part, is harmonized at Community level. As
regards existing plant, the German Democratic
Republic has undertaken to satisfy the requirements
as soon as possible. This automatic adjustment to
Community law may occur in other cases with the
process of harmonizing the German Democratic
Republic’s law in accordance with the principles and
guidelines set out in the annexes to the Staatsvertrag,
in particular in economic law (including banking and
insurance) and social law.

19. In some cases the Staatsvertrag calls for direct
adjustment to Community law ahead of unification.
To begin with, the German Democratic Republic has
given a general undertaking to base itself on the
Community legal order when carrying out the legis-
lative reform required under the Staatsvertrag (first of
the rules set out in the joint protocol annexed to the
Staatsvertrag, governing the process for harmonizing
the German Democratic Republic’s legislation).
Other explicit references to Community law concern
the following points:

(i) In adjusting and developing its economic policy
the German Democratic Republic will move gradu-
ally in the direction of Community law and the Com-
munity’s economic policy objectives. As regards com-
mercial policy, this principle is in the form of the
German Democratic Republic’s undertaking to take
over, in stages, the customs law of the Community,
including the Common Customs Taniff.

(i1) In external economic policy, the German Demo-
cratic Republic will have to take into account the
GATT arrangements. If this principle is applied it
will facilitate the subsequent integration of the Ger-
man Democratic Republic in the common commer-
cial policy. As regards economic relations with the
Comecon countries, and in particular the agreements
involved, the Staatsvertrag recommends that the prin-
ciple of legitimate expectation be respected. It pro-
vides for the continuation and development of these
relations taking into account the existence of econo-
mic and monetary union, the interests of all the par-
ties concerned and application of the principles of a
market economy. It is recommended that these inter-
national obligations of the German Democratic
Republic be adjusted as appropriate, with the agree-
ment of its partners. This adjustment, which will at
all events be necessary when the German Democratic
Republic is incorporated in the Community, could
thus be negotiated during the interim adjustment
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period. As the Federal Republic of Germany must be
directly involved in these negotiations as provided
for in the Staatsvertrag and as this is a matter where
the Community has exclusive powers, the Com-
munity must be associated as well.

The Staatsvertrag makes provision for this with the
reference to the need to respect Community jurisdic-
tion in this area.

(iii) The German Democratic Republic will intro-
duce a system of price support and protection in rela-
tion to the outside world corresponding to the market
organization system of the common agricultural
policy, in order to bring the prices of agricultural
products within the country to a level that is compa-
rable with that in the Community.

20. The Staatsvertrag thus makes effective prepara-
tions for the integration of the German Democratic
Republic in the Community and will make it possible
to achieve a substantial part of this integration before
unification:

(a) by establishing the essential legal structures to
permit the transition to a market economy system;

(b) by indirectly adjusting the German Democratic
Republic’s law to Community law in major economic
and social sectors;

(c) by providing explicitly for such adjustments in
other sectors.

Finally, it should be noted that the Staatsvertrag can
be amended by a simplified procedure, i.e. by simple
agreement between Governments, should that be
necessary to achieve one of its objectives. If the
implementation of the Staatsvertrag is a source of ser-
ious difficulties for the impending integration of the
German Democratic Republic into the Community,
it is quite conceivable that this procedure might be
applied, as the objective of preparing for the adjust-
ment of the German Democratic Republic's law to
the Community legal order is clearly expressed in the
Staatsvertrag.

Management of the interim
period

21, The first thing to do is to consider the implica-
tions for the management of the Protocol on German
internal trade and the consequences of early intro-
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duction (before formal unification) of a de facto cus-
toms union between the Community and the Ger-
man Democratic Republic.

As regards management of the Protocol, administra-
tive cooperation with the Commission should make it
possible as in the past to avoid any harmful effects
for the economies of the other Member States.

In any case the Protocol would become far less
important as selling prices in the German Democratic
Republic would be formed by the interplay of supply
and demand and trade in most products would be
liberalized with the advance introduction of a de
Jfacto customs union between the German Demo-
cratic Republic and all the Member States.

22. According to the Staatsvertrag as interpreted
above (point 11), levies, refunds, customs duties and
quantitative restrictions would not apply to the Mem-
ber States other than the Federal Republic of Ger-
many (principle of equal treatment), provided that
the Community offers reciprocity. Legal instruments
must therefore be provided to make it possible to
adopt a mirror approach on the Community side
given that external protection and the CCT would
apply and all the Member States would be able to
export to the German Democratic Republic with no
levies, customs duties and quantitative restrictions.
This legislation would have to make possible, in due
course, the autonomous suspension of customs
duties, levies and quantitative restrictions with the
German Democratic Republic.

The legislation should authorize the Commission to
suspend customs duties and agricultural levies in the
light of the measures applied in the German Demo-
cratic Republic (including the price level for agricul-
tural products).

Appropriate proposals will be sent to the Council
shortly.

Decisions not to apply refunds can be taken by the
Commission.

23. The Commission has agreed with the Federal
authorities that they will inform the Commission of
any measures they take to develop the economy of
the German Democratic Republic. Where such mea-
sures constitute or contain State aids the Commission
will examine them for their compatibility with Article
92 of the EEC Treaty. One such scheme (the exten-
sion of the interest subsidies available under the
European recovery programme to activities in the
German Democratic Republic) has already been
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approved by the Commission and a further {1 mea-
sures are now under examination. This process will
allow the Commission to ensure that all aid measures
are in conformity with Community objectives and do
not unfairly distort competition.

Article 14 of the Staatsvertrag requires coordination
between the Governments of the Federal Republic
and the German Democratic Republic on the content
of certain structural measures proposed by the Ger-
man Democratic Republic, and Article 28 provides
for financial grants from the Federal budget to com-
pensate for budget deficits in the German Demo-
cratic Republic. In so far as the application of these
articles leads to aid measures in the German Demo-
cratic Republic which can only be implemented after
the agreement of the Federal authorities and will be
directly or indirectly funded from the Federal budget,
the Commission considers that these aids must also
be assessed under Articles 92 and 93 of the EEC
Treaty. The Commission is in contact with the Fed-
eral authorities to agree on the appropriate practical
implementing arrangements to ensure control by the
Commission of State aids granted by both German
authorities.

24. At its special meeting on 28 Apnl 1990 the
European Council concluded that during the interim
period the German Democratic Republic will have
complete access to European Investment Bank loans
and to the loan facilities available under the Euratom
and ECSC Treaties.

As regards the EIB, the Council (Economic and
financial affairs) on |1 June 1990 asked the Bank to
provide the German Democratic Republic with loans
for investment projects which satisfy the usual condi-
tions governing the operations it finances from its
OWN resources.

The Bank can therefore start up its loan operations in
the German Democratic Republic.

The Commission has also just sent to the Council, for
its assent, a draft Decision extending to the German
Democratic Republic entitlement to all the loan
instruments under the ECSC Treaty.

Finally, the Commission has proposed that the
Council extend Euratom borrowing operations so
that it will be possible to contribute to the financing
of investment projects.

These facilities are in addition to Community sup-

port as part of the coordinated action of the Group of
24 and participation in Eureka projects.
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25, With the entry into force of the Staatsvertrag on
1 July 1990 the interim adjustment will have actually
started.

This phase can be expected to be relatively short. It is
therefore important that the Commission should con-
tinue to be closely involved in the subsequent discus-
sions between the authorities of the two Germanys
for the application of the Staatsvertrag in areas of
Community jurisdiction and with the objective of
gradually integrating the German Democratic
Republic into the Community.

Such involvement is also necessary in the discussions
between the Federal Republic of Germany and cer-
tain non-member countries (particularly the Come-
con countries) concerning the external commitments
of the German Democratic Republic (Article 13(3) of
the Staatsvertrag). The Commission is expecting suit-
able arrangements to be established in the very near
future to enable it to be involved with the Federal
Repubtic of Germany in these discussions. The prep-
aration of the technical adjustments to secondary leg-
islation and the necessary transitional measures will
at all events require thorough knowledge of all the
facts about the German Democratic Republic and
the adjustments to its legislation brought in ahead of
the formal unification of the two Germanys.

The legislative proposals must be prepared in close
collaboration with the German authorities.

Timetable

26. It is impossible at this stage to set a timetable
for German unification, especially as this timetable
will depend to a large extent on the accession (of the
Lénder) of the German Democratic Republic to the
Federation under Article 23 of the Basic Law (hence
on a decision by the German Democratic Republic).

The specific features of the procedure envisaged for
the integration of the territory of the German Demo-
cratic Republic into the Community mean that prep-
arations for unification must be made very soon,

The Commission will therefore endeavour to present
an overall report in September setting out all the pro-
posals for technical adjustments to secondary legis-
lation and the transitional measures judged neces-

sary.
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However, this will involve a great deal of legislative
work both for the Commission and for Parliament
and the Council.

Preparatory work within the Commission is also fre-
quently handicapped by the lack of reliable facts and
statistics about the German Democratic Republic.

An accelerated unification procedure would therefore
require major efforts from all the institutions.

At the present time the Commission, in close con-
junction with the German authorities, is busy identi-
fying the problems sector by sector.

The entire ‘acquis communautaire’ is being systemati-
cally reviewed to see what technical adjustments are
required and what are the essential transitional mea-
sures. The results will be set out in an overall report
to Parliament and the Council, where a clear distinc-
tion will be made between political issues and tech-
nical matters. They will also serve as the basis for the
preparation of proposals for legal instruments. Parlia-
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ment will be associated with the Council’s decisions
under either the consultation procedure or the coop-
eration procedure.

Where necessary the institutions will have to concert
in order to ensure that the legislative preparations are
conducted in the manner best suited to the require-
ments of the timetable for German unification.

As regards Parliament, it can be assumed that the
intensive work being done by the ad hoc Temporary
Committee on German Unification ahead of the pre-
sentation of proposals by the Commission will help
to speed up and facilitate the subsequent legislative
process within Parliament.

The Commission, for its part, will be maintaining
close contacts with Parliament’s ad hoc Committee
throughout the preparatory work on the adjustments
to legislation.

It sees the interim report which the ad hioc Committee
is drafting as an important stage in Parliament’s work
on German unification.
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The Community and German unification

| — General explanatory
memorandum

introduction

1. Background

I.L. In its communication of 19 April to the Euro-
pean Council, the Commission stated its view that
the conditions had been met for a dynamic and
orderly process of German unification to go ahead. It
also felt that unification should take place under the
Community roof and that it offered an opportunity
for reinforcing and speeding up the process of Euro-
pean integration.

The Commission views the integration of the Ger-
man Democratic Republic into a united Germany,
and hence into the Community, as a special case. [t
will have to be done by stages. However, it does not
necessarily require any amendment of the Treaties.

Working from these premises, the Commission con-
sidered the unification arrangements and put before
the European Council a suggested scheme for the
integration of the German Democratic Republic.

1.2. At its special meeting in Dublin on 28 April,
the European Council gave a warm and unreserved
welcome to the process of German unification taking
place under the Community roof. It expressed the
view that the integration of the territory of the Ger-
man Democratic Republic into the Community
should be accomplished in a smooth and harmonious
way. In particular it stated that integration would
become effective as soon as unification was legally
established, subject to the necessary transitional
arrangements, and confirmed that it would be carried
out without revision of the Treaties.

As regards the transitional arrangements, the Euro-
pean Council noted that the Commission would, as
soon as possible and within the context of an overall
report, submit to the Council proposals for such mea-
sures as were deemed necessary. [t went on to state:
‘These measures, which will enter into force at the
moment of unification, will permit a balanced inte-
gration based on the principles of cohesion and soli-
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darity and on the need to take account of all the
interests involved, including those resulting from the
“acquis communautaire”. The transitional measures
will be confined to what is strictly necessary and aim
at full integration as rapidly as possible.’

1.3. In its resolution of 17 May the European Par-
liament welcomed the conclusions of the European
Counctl, in particular its unambiguous support for
the German unification process and its recognition of
the need for this to take place within the European
Community context. Parliament also took note of the
European Council’s statement that the integration of
the German Democratic Republic into the Com-
munity could take place without revision of the Trea-
ties.

Since then Parliament and especially its Temporary
Committee on German Unification, working in close
consultation with the Commission and the German
authorities, has looked carefully at the implications of
German unification for the Community.

In the light of an interim report by the Temporary
Committee, Parliament adopted a further resolution
on {2July, in which it particularly welcomed the
efforts being made to bring about European integra-
tion in parallel with German unification. It believed
that German unification must contribute to streng-
thening the Community politically and economically
and considered that any derogations and transitional
measures should not weaken central Community
objectives, in particular completion of the single mar-
ket and the achievement of economic and monetary
union. It also set out its views on the substance of the
measures required during the interim adjustment
phase and after formal unification.

Parliament, then, has already spelled out its position
on the nature and content of the transitional mea-
sures in advance of the Commission’s presenting its
proposals.

1.4. This communication sets out the Commission’s
entire package of proposals for legislation effecting
the technical adjustments and transitional measures
necessary to ensure the harmonious integration of the
territory of the German Democratic Republic into the
Community.
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Following the European Council’s special meeting in
Dublin on 28 April the process of German unifica-
tion gathered pace appreciably. This prompted the
Commission to speed up its own preparations so as
to be able to present proposals for transitional mea-
sures in September. With the recent further accelera-
tion in the pace of unification the Commission has
decided to bring forward presentation of its proposals
to the month of August.

Since the integration of the German Democratic
Republic into the Community is a special case, and
in view of the planned timetable, these preparations
have been conducted in close association with the
German authorities, Parliament being kept constantly
informed. In drawing up its proposals, the Commis-
sion has been especially grateful for the guidance
offered by Parliament’s resolution of 12 July.

This communication is in four parts:

I: General explanatory memorandum;

I1: Sector-by-sector explanatory memorandum
[11: Financial aspects;

IV: Annex: proposals for legislation.

1.5.  The communication confines itself to the direct
consequences of German unification in terms of
Community competence and secondary Community
legislation.

The economic impact of the integration of the Ger-
man Democratic Republic into the Community is
assessed in the light of the first Staatsvertrag and on
the assumption that Community law will be applied
in full, subject to the necessary transitional measures.

The assessment of the financial implications covers
both the overall impact of integration as well as its
impact by sector (or group of sectors) and is accom-
panied by some indications regarding the financial
perspective and the repercussions on the 1991 budget.

The communication does not consider how German
unification will affect the intemal and external
development of the Community nor its geopolitical
implications for the construction of a greater Europe.

The fact is, however, that it has already made a sub-
stantial contribution:

(i) internally the process of economic and monetary
union has gained momentum, as testified by the
latest European Council’s decision to convene the
two intergovernmental conferences;
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(ii) on the international stage we are witnessing the
end of the cold war and the laying of firm new foun-
dations for peace, security and cooperation and for a
strong Community that will play its full part in the
process.

2. Unification arrangements and
integration scenario

2.1. In its communication of 19 April to the Euro-
pean Council the Commission noted that Federal
constitutional law offers several avenues towards uni-
fication. It pointed out, however, that the procedure
in Article 23 of the Grundgesetz is simpler as far as
the Community is concemed. It is now clear that
German unification will proceed along these lines.

The accession of the new Ldnder under Aricle 23
will take effect with their declaration of accession
(Beitrittserkldrung). That, then, is the date on which
the German Democratic Republic will become an
integral part of the Community and on which Com-
munity law will begin to apply there.

2.2. The Commission’s suggested scenario for the
integration of the GDR into a unified Germany and
the Community involved several stages, the first of
which began on |July with the introduction of
monetary, economic and social union on the basis of
the Staatsvertrag.

The first chapter (p. 30) summarizes the main points
of the Staatsvertrag and analyses the economic and
monetary impact both on the German Democratic
Republic and on the Community and the Federal
Republic of Germany.

During the interim adjustment phase, the German
Democratic Republic has been progressively intro-
ducing the legislation needed for its gradual integra-
tion into the Federal and Community system.
Although formally the German Democratic Republic
remains outside the Community until unification
takes effect, its gradual integration with the Federal
Republic of Germany in advance of formal unifica-
tion gives it ‘unofficial membership’ of the Com-
munity aiready. The Community and the German
authorities (Federal Republic of Germany and Ger-
man Democratic Republic) have already acted
accordingly, on trade and competition. The second
chapter (p. 37) analyses the compatibility of the
Staatsvertrag with Community law and summarizes
the effects ahead of integration. It also takes stock of
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the way the interim phase is being managed in this
respect and of access by the German Democratic
Republic to loan facilities prior to formal unification,
as decided by the European Council. Lastly, it out-
lines the Commission’s plans to provide information
for people and firms in the German Democratic
Republic, in line with Parliament’s resolution of
12 July.

The gradual integration of the German Democratic
Republic into a unified Germany will culminate in a
Treaty of Union (Einigungsvertrag), which will have
to lay down the constitutional and institutional provi-
sions needed to effect the German Democratic
Republic’s transition and integration into a unified
Germany. These provisions will also have to deal
with the application and, where necessary, the incor-
poration of Community law in the new Ldnder fol-
lowing formal unification.

The third chapter (p. 42) summarizes the main points
of the Einigungsvertrag, considering in particular the
provisions affecting Community competence and
those dealing with the application of Community
law.

2.3. Formal unification will mark the beginning of
the transitional phase. Community law, both primary
and secondary, will then automatically apply in its
entirety in the present territory of the German Demo-
cratic Republic.

Any technical adjustments or temporary derogations
will therefore have to be decided by the appropriate
institutions in good time so that they can take effect
from the date of formal unification.

The fourth chapter (p. 44) sets out the general princi-
ples for adjustment to secondary legislation.

3. Timetable for the institutions

3.1. The package of legislative proposals which the
Commission is putting before Parliament and the
Council is the outcome of a major technical exercise
on much the same scale as for the formal accession
of a new Member State.

The Commission has carried out a detailed review of
the entire body of existing Community law to iden-
tify where there are objective grounds warranting
technical adjustments and/or transitional measures.
This required the active assistance of the German
authorities to enable it to compare their respective
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legislation, to pinpoint the economic possibilities and
constraints, and to verify the factual data. In carrying
out its review the Commission also had the benefit of
Parliament’s active assistance and ideas.

Since the probable deadline for German unification
has been brought forward, Parliament and the Coun-
cil will both have to complete their second readings
as soon as possible.

3.2. In its resolution of 12 July Parliament felt it
essential to be consulted on all the transitional mea-
sures and derogations as well as other adjustments of
secondary legislation. It considered itself entitled to
give its opinion both on the package as a whole and
on the detailed proposals contained in it. It therefore
suggested that there should be an interinstitutional
arrangement on the timetable and working method to
ensure that no decision could be taken without the
opinion of Parliament on the package as a whole.

3.3. The Commission shares Parliament’s view that
the proposed measures constitute a single compre-
hensive package.

It also believes that Parliament must be able to dis-
cuss and give its opinion on the proposed legislation
as a whole. The logic of the procedure being followed
dictates that Parliament should state its position both
on the package as a whole — in other words on the
integration of the German Democratic Republic into
the Community — and on the individual proposals.

The Commission therefore backs Parliament’s call for
consultations between the institutions to settle prac-
tical arrangements on the timetable and working
method to be followed so as to meet the need for
swift and effective action and to ensure Parliament’s
full involvement in the legislative process for the inte-
gration of the territory of the German Democratic
Republic into the Community. The fact that the Ger-
mans have decided to bring forward the date of unifi-
cation makes this all the more vital.

34. The German decision means that unification
may take place before the institutions have had time
to take the necessary final decisions. Hence the Com-
mission proposal to the Council and the European
Parliament for a decision-making procedure authoriz-
ing it to apply provisional measures. In this way a
potential legal vacuum between German unification
and final adoption by the Council of the necessary
transitional and technical adaptation measures can
be avoided. Details of the two proposals for legis-
lation are to be found in the chapter on adjustment
of secondary legislation (p. 44).
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The economy of the German
Democratic Republic: main
features and possible impact of
German economic, monetary and
social union

1. Main features of the economy of
the German Democratic
Republic: an overview

1.1. The population

At the end of 1988, 16.6 million people were living in
the German Democratic Republic. Since then
600 000 have emigrated to the Federal Republic of
Germany. Although the average density of popula-
tion is fairly low, its concentration is high. More than
50% of the population lives in East Berlin and in the
centres of the South (Halle, Leipzig, Dresden and
Chemnitz). Significantly, some of these centres are
near the border of the Federal Republic.

The age pyramid shows that the proportion of the
population below 18 years of age (24%) is larger than
in the Federal Republic (19%), while all other age
groups are somewhat lower — in particular the age
group above 60 years (18% in the German Demo-
cratic Republic, 23% in the Federal Republic of Ger-
many). Nevertheless, the German Democratic
Republic is also faced with a growing number of eld-
erly compared to working age groups. This problem
is accentuated by emigration concentrated in the
younger age groups.

Labour force participation is extremely high by inter-
national standards (almost 90% of the working age
population compared to just over 60% in the Federal
Republic of Germany) owing mainly to a much
higher participation rate of women. Total employ-
ment amounts to almost 9 million (55% of the popu-
lation) compared with 26 million (41% of population)
in the Federal Republic.

The level of professional qualification is relatively
high. Three quarters of the labour force have received
professional training. However, to the extent that
education has been ideologically influenced, in parti-
cular in the academic professions — economists, law-
yers, general administration — shortcomings have to
be expected. Engineers should, in general, be in a
position to meet the new challenges. As for skilled
workers, considerable adaptation to new Western
technology will be necessary. Moreover, a crucial
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condition for successful integration of the East Ger-
man economy into the Western market economy will
be the regeneration of entrepreneurship and market-
oriented management methods.

The standard of living in the German Democratic
Republic is undoubtedly the highest in Eastern
Europe. Comparison with Western countries is
fraught with uncertainty, but per capita income is
probably higher in the German Democratic Republic
than in Ireland, Greece and Portugal, though below
that of Spain.

1.2. Industry: a sectoral overview

The orientation of the economy of the German
Democratic Republic hitherto has been characterized
by the lowest possible dependence on imports from
Western countries. This was partly motivated by a
permanent shortage of foreign currency. There is thus
a low degree of specialization. Compared to Western
industrialized countries, the structure of the East Ger-
man economy has changed relatively little over the
past few decades. Industry is by far the most impor-
tant sector, while in Community countries the service
sector is the largest.

Labour productivity in the German Democratic
Republic is generally considered to be about one
third of the level in the Federal Republic of Ger-
many, depending, however, on the specific sector
under consideration. Three main factors are held res-
ponsible for this productivity gap: organization (bur-
eaucratic central planning), motivation (lack of
incentives) and technology (outdated capital stock).
The latter factor was accentuated during the 1980s as
the share of investment in national income fell consi-
derably. Integration in Comecon's static trade pat-
tern, together with marginal integration in the world
economy, contributed to the obvious inefficiency of
the economy of the German Democratic Republic.

Energy production is mainly based on the only
mineral resource available to the German Democratic
Repubtic: lignite. With 310 million tonnes (25% of
world production), the German Democratic Republic
is by far the world’s largest producer of lignite. 85%
of electricity generation is lignite-based, as is most
household heating. Consequently, over two thirds of
primary energy inputs consist of brown coal. Nuclear
energy currently provides about 10% of the German
Democratic Republic’s electricity requirements. How-
ever, security standards are below acceptable levels.

Energy consumption per head of population in the
German Democratic Republic is very high relative to
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