Commission opinion on Finland's application for membership (4 November 1992)

Introduction

[...]
General
Relations to date between the Community and Finland

1. Finland's geopolitical situation(1) and historical experience led it for many years after
World War II to pursue a cautious policy towards West European integration and to develop a
policy of neutrality aimed at remaining outside great power conflicts. In this context, Finland
developed a practice of careful and balanced development of its relations with both East and
West. An important element of this was the maintenance of friendly relations with the Soviet
Union, based on the Treaty of Friendship with the USSR of 1948. This was formally repealed
only in January 1992, on the occasion of the signature of a (CSCE-type) Treaty between
Finland and Russia. Finland was, in a number of instances, a latecomer to new initiatives in
West European integration in the early years of the post-war period. It was only after Finland
joined the UN and Nordic cooperation in 1955 that it started gradually to develop its role in
international cooperation, particularly in Europe.

2. When the European Free Trade Association (EFTA) was created in 1960, Finland
expressed the wish to establish a link with the Association short of full membership.
Negotiations were launched in February 1961. These led to the establishment of an
association between the member States of EFTA and the Republic of Finland, by virtue of the
Helsinki Agreement of March 1961, which entered into force on 26 June of the same year.
Finland was to remain an associate member of EFTA until 1 January 1986, when it became a
full member. Meanwhile, Finland participated in the development of closer links between the
EFTA and the EEC. Shortly after Free Trade Agreements were concluded between the
Community and the remaining member States of EFTA, in 1972, similar Agreements(2) were
signed in 1973 between Finland and the Community providing for the progressive abolition,
in respect of trade between the parties in industrial goods, of custom duties, quantitative
restrictions and all measures of equivalent effect. The Agreements, which also provided for
rules on State aid and industrial competition and a number of mutual concessions in the
agricultural and fisheries fields, created a bilateral Joint Committee to administer them.

3. Despite some initial hesitation, Finland has been an active participant in the subsequent
development of EC/EFTA relations. The first important step was the adoption by the
ministers of the EC and EFTA countries in April 1984 of the Luxembourg Declaration which
laid down the guidelines for the continuation, deepening and extending of cooperation, within
the framework of, and beyond, the Free Trade Agreements, with the objective of
progressively establishing a dynamic European economic space. The second major step was
in January 1989 when, in his investiture speech at the European Parliament, President Delors
invited the EFTA States to reflect on the possibility of a more structured partnership.
Responding to this declaration, in March 1989 in Oslo, the EFTA Heads of Government
declared their readiness to explore, together with the Community, ways and means to achieve
such a partnership. Negotiations were opened in December 1989 culminating in the signature



in Oporto, on 2 May 1992, of the Agreement establishing the European Economic Area
(EEA).

This Agreement will, once ratified and in force, establish, throughout the territories of the
Contracting Parties, the free circulation of goods, persons, services and capital (known as the
'four freedoms') as well as the broadening and strengthening of cooperation in a number of
other areas. In parallel with the EEA Agreement, Finland has concluded a bilateral agreement
with the Community to facilitate the exchanges of certain agricultural products.

Finland has thus already established a high level of integration with the Community. It will
already apply from 1 January 1993 a large part of the Community's acquis, not only in the
field of the four freedoms but also in such areas as social policy, the environment, company
law, consumer protection and competition rules.

4. Meanwhile, full membership of the Community came to be considered in Finland as no
longer incompatible with the Finnish policy of neutrality, Finland, realizing also the large
extent of the Community acquis already taken on board, initiated a reflection about the
advantages and disadvantages of requesting membership of the Community, as two other
members of EFTA, Austria and Sweden, had already done. In the communication to the
Parliament on Finland's membership in the European Community, of 27 February 1992, the
Finnish Government clearly stated the reasons behind the presentation of the accession
request. These reasons are not solely of an economic nature. If it was considered essential for
the Finnish economy to operate on equal terms with its competitors on its principal markets, it
was also judged that EC membership would offer Finnish citizens equal opportunities to take
part in cooperation in research, education, culture and other fields. Finland aspired to
participate in decision-making in all spheres of Community activity. It was also felt that,
following the changes in Europe that ended the cold war division of the continent, 'the
European Community has become a key factor in the political and economic development of
the whole of Europe'. Moreover, the likelihood that the EEA, while important for Finland,
would remain transitory, led the Finnish Government to the conclusion, supported by the vote
of Parliament, that 'it would seem that Finland can best pursue its national interest as a
member of the European Community'.

5. In a speech delivered at Bruges, on 28 October 1992, President Koivisto expressed thus the
commitment taken by Finland regarding its candidature for membership of the European
Union: 'The European Community is playing a growing role in determining the course of
developments on our continent. We would like to play a part in this process. We have studied
the obligations of EC membership with care. In applying for membership, we accept the
acquis communautaire, the Maastricht Treaty and the finalité politique of the European
Union. We are ready to accept the obligations conferred by membership and to help to meet
them as agreed.'

The Finnish economy and the Community

1. Finland's post-war economic development has enabled its standard of living to catch up
rapidly with that of the richest members of the Community. Its investment rates have been
consistently higher than its European neighbours', and unemployment lower. Public finances
have been kept under control, with the result that public sector debt is remarkably low.



The Finnish economy is, however, heavily dependent on exports of forestry products and
paper, a sector which is undergoing difficult structural change. Moreover, a share of industrial
production — which was still significant in the late 1980s — used to be protected from
international competition by Finland's preferential trade links with the former Soviet Union.
For some time, however, the country has been diversifying its exports and redirecting them
towards the industrialized countries' markets, and has thereby demonstrated its ability to adapt
to the international division of labour with the help of high technology, a highly skilled
workforce and sound infrastructure.

2. Finland is currently facing a deep economic crisis, mainly in the productive system and
supply-side conditions, whose causes and effects run much deeper than a cyclical downturn.
In the late 1980s, investment followed domestic demand, notably in services and construction,
to the detriment of the export sector. In addition, part of Finland's capital stock became
redundant with the loss of the former Soviet market, which had largely sheltered major
industries, particularly the metal industry, capital goods and textiles, from international
competition. The paper industry is also under substantial pressure with the trend towards
recycled paper, which means shifting production closer to the consumer.

In the last two years unemployment has risen substantially, and now stands at some 13.5%. It
is difficult to see how the level of profitable productive capital and the labour supply can be
brought back into balance, and unemployment reduced, without a significant improvement in
the return on capital compared with the return on labour.

The recession has also thrown public finances out of balance. In the 1980s, the public service
budget was kept more or less in equilibrium. Public spending rose in 1990 and 1991 as a
percentage of GDP and is now four points higher than the Community average. A
considerable adjustment effort will be needed in this area too in the next few years if the
budget is to be balanced again and public expenditure brought to a level more appropriate to
the new situation.

A fundamental shift in Finnish monetary policy occurred in June 1991 when the Finnish
Government decided unilaterally to link the Finnish mark to the ecu. This step, which was
accompanied by a number of far-reaching macroeconomic measures, was required to create a
favourable climate for the structural adjustments needed by Finnish industry. The
inflation/depreciation cycle which has long characterized the Finnish economy leads to
fluctuations in costs and profitability throughout the productive cycle, exacerbating sectoral
price distortions, and hampers diversification in manufacturing.

And so the credibility of the Finnish economy had to be restored at a difficult time. In
November 1991 the mark, which was under great pressure, was devalued. Despite this, in
September 1992, Finland had to decide to allow the currency to float. Altogether, the mark
depreciated 23 % against the ecu in October 1991 to October 1992.

In these circumstances, it is more important to step up the adjustments and changes in public
finances and wage behaviour. This will enable Finland, having restored credibility, to return
to an exchange-rate policy which will allow it to participate in economic land monetary union
when the time comes.

The government's recent announcement of fiscal measures aimed at redressing public finance
in the medium term is an important step towards achieving this.



3. Even before the crisis, economic policy had to be directed mainly towards two objectives:
achieving sustained monetary stability, internally and externally, and boosting domestic
competition. The crisis in the productive sector in Finland has underlined the importance of
these objectives even more. However, it has also thrown up two new challenges for economic
policy, by causing a drop in the country's prosperity and ultimately its potential revenue base.
This in turn has created or exacerbated serious imbalances affecting the productive system,
the labour market, the banking system and public finance. If these imbalances are to be
reduced, substantial adjustments will have to be made to public spending and labour costs, the
areas on which Finland's return to balanced, job-creating growth will depend. Such reduction
of the imbalances will also decide whether Finland will be able to participate fully in
economic and monetary union later.

There is a high level of concentration in sectors of the Finnish economy such as retail and
wholesale trade, construction and transport, which have been sheltered from foreign
competition. This situation has been encouraged by regulations restricting access to certain
markets, relatively loose competition laws and the small size and geographical remoteness of
the Finnish market.

Other sectors such as electricity, oil, fertilizers and telecommunications are dominated by
State monopolies. The persistence of artificially high prices and low efficiency in these
sectors would increase the costs of sectors which compete internationally and hamper efforts
to increase Finnish competitiveness. The Finnish Government has taken the first steps to
enhance domestic competition. It recently presented a bill to Parliament to reform competition
law, partly with the aim of bringing Finnish law more closely into line with Community
legislation.(3) Finland's international competitiveness is closely linked to trends in nominal
and real wages. The vital shift in monetary policy towards the goal of achieving monetary
stability means that social partners will have greater responsibility for the level of
employment. Uncertainties in this area will affect the credibility of monetary policy, curbing
the downturn in interest rates and damaging investment prospects. This means that very
considerable efforts must be taken to render nominal and real wage rates more flexible.

The integration of the Finnish economy into the European Economic Area will set the pattern
for the reorganization of the productive system. Marked distortions in relative prices
compared with other countries indicate significant dysfunctions in market mechanisms.
Abolishing non-tariff barriers to the free movement of goods and services, lifting restrictions
on direct foreign investment and enhanced discipline regarding State aid will certainly help to
increase competition and alleviate such distortions. Such steps will also encourage export
diversification, provided that supply-side conditions are competitive.

The government made a start on adjusting public spending to the new situation at the end of
1991 in its budget proposal for 1992. However, there is again in 1992 a rise in public
spending of over 5% (compared with 13% in 1991) because of a degree of inflexibility in the
legislative process and a rise in crisis-related expenditure. Institutional reforms have been set
in motion to provide greater control over public spending, of which the most important is the
reform of the system of transfers from central to local government, which will in future be
calculated on the basis of objective criteria such as population and demographic structure.
This should encourage local authorities to control their spending. The present government's
budgetary policy is part of a medium-term strategy whose main aim is to restore budgetary
equilibrium speedily by means of a tight rein on public spending, which is intended to be cut



back to its 1991 level by 1995 and then stabilized. In line with this policy, the central
government's 1993 budget plan aims for a cut in central government spending of 6% in real
terms.

It includes a reform of transfers related to unemployment and health insurance, cuts in public
sector employment and a freeze on local authority expenditure. Such a policy represents a
major break with the past. It is essential to sustain the commitment to this policy in the
coming years if the benefits of a low level of public debt are not to be wasted, and Finland is
to participate in monetary union.

The government intends to continue the fiscal reforms started in the late 1980s with the aim of
reducing tax-related price distortions. Between 1989 and 1991, the top rate of personal
income tax was cut from 51 to 39%. However, the tax base was broadened. The first stage of
a reform of capital income taxation has been written into the budget plan for 1993. This will
subject all capital income to a flat rate of tax, making the tax system more neutral towards the
different sources of finance and encouraging private companies to build up equity capital. The
reform of indirect taxation planned for 1994 is vital both to reduce price distortions caused by
the present system and to bring it into line with Community requirements. Finland's system of
indirect taxation on sales differs from the VAT system in that many corporate services,
consumer services and construction are exempt and intermediate input expenses are not fully
deductible. The introduction of VAT will reduce the distortions of the present system, which
puts export industries in particular at a disadvantage.

4. The objective of participation in economic and monetary union (EMU) is clearly impied in
President Koivisto's recent speech in Bruges where he said that it would seem that small and
open economies like Finland need to move towards economic and monetary union as foreseen
by the Maastricht Treaty even more than stronger economies do.

The government programme as described above reflects first and foremost the necessity to
redress internal and external imbalances accumulated over the last decade and exacerbated by
the loss of trade with the former USSR. It lays the basis for sound medium-term perspectives
and also constitutes a most welcome step in the direction of participation in economic and
monetary union.

Impact of accession
Agriculture and forestry

1. Finland has a farm land area of 12.3 million hectares (ha) with 2.3 million ha of arable land
and 7.2 million ha of productive forests. The average arable area per farm is below
Community average (13 ha compared to 16.5 ha for the Community). The share of active
population in agriculture is at about the same level as the Community average (9% of the total
active population (4) in 1985 compared to 6.6% for the Community). The contribution of
agriculture to the economy was, in 1990, about ECU 3 300 million i.e. 3% of GDP.

Finnish farm structure is dominated by a large number of small farms. Many farmers have
significant incomes arising from activities other than agriculture; about 50% of the farms have
at least 50% of their net income from outside agriculture.



Of the arable land, 15% is used for crop production for human consumption. More than a half
of the arable land is used for grains — including feed grains — and around a third is used for
production of grass forage.

Production of almost all major agricultural products has in recent years exceeded the 100%
degree of self-sufficiency (cereals, beef, dairy products, etc.). However, surpluses have been
reduced during recent years. Compared with EC agricultural production, Finland's production
represents 1 to 3% according to the product. A notable exception concerns oats production,
which represents some 30% compared to EC production.

2. In general, Finland's agricultural policy is in many ways similar to the one of the European
Community. Decent incomes for the agricultural population, stabilizing markets and
availability of supplies at reasonable prices are common objectives of the Finnish and EC
agricultural policies. The policy instruments used by Finland and the European Community
are to a large extent also similar: quotas, intervention arrangements on the internal market and
a system of border protection together with export support for surplus production, and direct
income aid.

The level of support in Finnish agriculture has, nevertheless, been higher than in the European
Community, as measured by producer subsidy equivalents (PSEs). In 1990, the percentage
PSEs in Finland were higher than in the European Community for all major products. While
the total PSE in the EC was 49%, the respective figure in Finland was 72%. This higher level
was also reflected in relatively higher producer prices in Finland.

3. Under present conditions, a Finnish accession to the European Community would mean, in
terms of consequences for Finnish producers, a downward pressure on prices for the majority
of agricultural products. Existing producer price levels in Finland are approximately the
double of the corresponding EC levels.

However, lower feed costs and reduction of other costs would significantly compensate for
lower prices of livestock products; a basic element of the adjustment process would be a
national milk quota. In all likelihood, a reduction would take place in total agriculture
production volume. In particular, the self-sufficiency ratio for grains would fall during the
intermediate period. The horticultural sector will be in a particularly difficult situation, mainly
because of its labour and capital intensity.

An adaptation by Finnish farmers to the conditions prevailing on the EC market means that
they will be exposed to generally lower producer prices, a reduced support level and more
intense competition. As a result of decreasing producer prices and stronger competition,
reduced consumer prices as well as a broader variety of food supply can be expected in
Finland.

4. Given the small volume of production of the applicant country compared to the production
volume of the Community, no global effects for Community markets have to be expected
even if the Finnish degree of self-sufficiency for certain products should still be above 100%
after the adoption of the EC regimes.

5. Geographical location and climatic conditions play a significant part in determining the
basic agricultural pattern. About one-third of the total length of Finland lies within the Arctic
Circle and most of the rest of the country has sub-Arctic characteristics, although, due to the



Gulf stream and frequent penetration of warm winds from the south-west and west, the
Finnish climate is relatively warm in comparison with other parts of the globe situated at the
same latitude.

Nevertheless, Finland's agricultural production is limited by the shortness of the growing
season, which is about 170 days in the southern parts of the country and about 130 days in the
northern parts. In the northern parts of the Community the growing season is around 220 to
260 days. The effective temperature sum during the growing season in Finland is usually
between 800°C and 1 300°C, varying mainly in function of the latitude and the distance from
the Baltic Sea. The extremely low values of both variables have a strong influence on yields
and increase risks in crop production; average yields of main crops are thus significantly
lower than the EC average. The northern and eastern regions of Finland are also the ones
where population density is lowest. Population density in Finland is amongst the lowest in
Europe with an average of 15 persons per square kilometre; in most parts along the northern
and eastern borders this density is less than five persons per square kilometre.

For many different reasons, such as regional development, employment, national security and
nature conservation, special support is therefore directed to a large part of Finland including
the northern and eastern regions. The agricultural sector is one of the main beneficiaries of
these supports. According to Finnish estimates, the level of support as a part of the Finnish
agricultural policy considerably exceeds the corresponding support levels in the Community.
There are clear indications that Finland would wish to maintain a high level of support in the
event of accession. The Community would have to verify, in the course of negotiations,
compatibility between such support and the Community's relevant policies and legislation,
including State aid policy, taking account of the shared objective of maintaining agriculture in
marginal areas.

6. After starting with measures related only to agriculture and forestry, Finland has expanded
its rural policy programmes to other rural activities promoting better living conditions. The
aims of this policy broadly correspond to the EC rural development objectives, such as
compensating for the decline of agricultural incomes, giving opportunities to the population of
rural areas to develop new activities, developing infrastructures, combating the recent increase
in unemployment and avoiding depopulation. Community rural development programmes
could be applied in designated areas fulfilling the conditions laid down in Community
legislation.(5)

New measures, recently approved in the context of the CAP reform, may well cover some of
the existing Finnish schemes. This is the case of agri-environmental programmes (which
could cover the Finnish schemes on extensification and organic farming), the withdrawal of
land permanently from agricultural production, environmental protection and the maintenance
of rural landscape.

Forestry measures are very important for Finland, where this sector is well regulated and
organized. Community grants for afforestation of agricultural holdings could cover part of the
existing Finnish schemes.

Early retirement schemes should be adapted to the EC conditions. In particular, the new EC
funded scheme, approved in the context of the new CAP reform, provides for cessation of
activities on the farm within certain conditions.



Economic and social cohesion

1. Finland's GDP per capita in purchasing power standards is near the Community average
(107.5% in 1989; currently(6) slightly less than 100%). Nevertheless, half of the Finnish
counties have a GDP situated between 85% and 100% of the Community average.

At present, Finland is experiencing an unusually deep recession.(7) This situation,
characterized by a decline in GDP of 8% in real terms during the last year, has led to the
creation of unprecedented levels of unemployment. This had risen in the first quarter of 1992
to some 13.5% and appears still to have grown since.

2. The depression is affecting the different regions to varying degrees. The regional
differences in unemployment have traditionally been considerable, with the highest figures in
the northern regions of Finland and the lowest in the Helsinki region and in the Aland islands,
but the difference has narrowed recently because of the rise in unemployment in the south.

The relative importance of agriculture is greatest in the central parts of the country (the
counties of Mikkeli, North Karelia, Kuopio and Vaasa have 15 to 17% of employment in
agriculture). Regional aid given to these regions tends to address agriculture-related aspects of
the economic activity.

The northern and eastern parts of the country, situated at the periphery of Europe, are strongly
dependent on forest resources. The industrial sector is essentially composed in these regions
of a few big companies in the wood-processing industry. Aid given to these regions is aimed
fundamentally at addressing the consequences of their isolation.

Finnish manufacturing industry is strongly concentrated in the south of the country (highest
concentration in Turku, Pori and Kymi). Aids given to these regions tend to be concentrated
on the restructuring of industry.

The share of services is particularly high, on the one hand, in the Helsinki region and, on the
other hand, in the northern and eastern peripheral areas of Finland. In the latter case, this is
due to the importance of the public sector and, to some extent, as far as Lapland is concerned,
to tourism. Of these regions only Lapland is a recipient of substantial aid.

3. Finnish regional policy aims to provide, in peripheral, sparsely populated regions
characterized by a difficult climate, the conditions of life necessary to ensure that all areas of
the country remain populated. This is particularly the case of all the eastern and northern
border regions. The policy is currently being revised essentially in the direction of a greater
autonomy for regions through the creation of associations of municipal authorities. Aid
intensities allowed under the Finnish mechanism are considerably higher than the average
rates in the Community.

The Community will have to ascertain whether those levels of support, often designed to
compensate for high transportation costs inherent in the different economic activities, are
compatible with the Community acquis regarding competition.(8)

4. According to the relevant EC Regulation,(9) regions concerned by Objective 1 of the EC
structural Funds are regions of NUTS level 2 whose per capita GDP, on the basis of the last
three years, is less than 75% of the Community average. The GDP data by county, provided



by the Finnish administration, suggest that according to this criterion there are no regions in
Finland which would qualify for this objective.

According to the same Regulation, Objective 2 areas must belong to a level 3 region which
satisfies the following basic criteria: an unemployment rate and a share of industrial
employment above the Community average and a fall in industrial employment. Taking into
account the evolution of industrial employment and unemployment, there might be some
counties or parts of counties which could qualify for Objective 2, either under the above
statistical criteria, or under the additional criteria and flexibility provisions contained in the
Regulation.

5. The relevant Regulations(10) set out several criteria for the eligibility of rural areas under
Objective 5b: high share of agricultural activity, low level of GDP, high percentage of
agricultural production, low population density, and peripheral nature and sensitivity of the
area to developments in agriculture, especially in the context of the common agricultural
policy. On the basis of the description above, substantial parts of the country might fulfil these
criteria and become eligible under Objective 5b.

6. Finland would be likely to qualify for a variety of EC horizontal measures in the fields of
agricultural structures and rural development under Objective 5a: investment aid (support to
interest rates and capital grants), loans, and installation aid to young farmers which is widely
applied in Finland. Some measures are similar to their EC equivalents, others would have to
be adapted. Finland would also benefit from the Regulation on aid for marketing and
processing, which has no equivalent. Income aid as it exists for some regions could be
covered in part by the compensatory allowance system(11).

7. In view of the recent increases in unemployment, Finland might, if the present levels
persist, benefit, although to a modest extent, from aid granted by the European Social Fund
under horizontal Objectives 3 and 4, which are at present aimed respectively at fighting long-
term unemployment and facilitating the occupational integration of young people.

8. With a view to the application of Community rules, notably as regards the structural Funds,
the Finnish Government will have to supply the appropriate national and regional data drawn
up to Community standards.

9. A large part of Finland is composed of Arctic and sub-Arctic regions whose climatic and
demographic features would increase the regional and social diversity of the Community and
would need to be taken into account in EC structural policies.

Taxation and the overall tax burden

1. The level of the overall tax burden in Finland (burden of taxes and social security
contributions as a percentage of gross domestic products) is comparatively similar to the
Community average. In 1989, according to OECD figures, it was 37.4% as against 39.4% in
the Community. The structure of tax revenues is, on the whole, rather similar to that of the
Community. The burden of direct taxation is higher in Finland than in the Community
(Finland 18.5%; EC 12.7%). The level of indirect taxes is also slightly higher than the
Community average (Finland 14.3%; EC 11.1%). On the other hand, the burden of social
security contributions is, as for other Nordic countries, much lower in Finland that in the
Community (Finland 3%; EC 13.1%).



2. As regards indirect taxation, Finland adopted in 1964 a turnover tax system which has
gradually become more and more similar to the VAT system applied in the Community.

Finland applies a relatively high turnover tax rate (22%). A reduced rate system, which
includes tax exemption and zero rating, is also operated.

The tax base, which includes very few services, is much narrower than in the Community.
Finnish legislation will have to be adapted to bring it into line with Community law on the tax
base for VAT.

Rates of taxation will also have to be examined to see whether changes are needed to respect
the minimum rates fixed at Community level.

3. In addition to turnover taxes, Finland applies a large number of excise duties which are
significant by being very high compared with average rates in the Community, particularly
those on alcoholic beverages, tobacco products and motor vehicles.

Taxation on fuels and energy production was reformed in 1986. Fuels and energy production
are now subject to VAT. At present, excises are imposed, in addition to VAT, on only
gasoline and diesel.

The approximation of excise rates in the Community foresees the application of minimum
rates on tobacco, alcoholic beverages and mineral oils. Finland would have to adapt its excise
duties to these Community rules.

4. As regards direct taxation, Finland imposes a high level of tax on personal incomes (16.9%
of GDP, compared with 9.5% in the Community). As a result of reforms introduced in the
period from 1988 to 1991, the marginal rate of tax has fallen from 51 to 39%. The rate of
corporate taxation has also been reduced, from 50 to 40%. Finally, a withholding tax was
introduced on the interest on securities and bank deposits, initially at a rate of 10%, rising to
15% on 1 January 1992.

The areas of company taxation and direct taxation were not covered by the EEA Agreement
and will have to be discussed during the accession negotiations. Finland is expected to be able
to introduce the relevant measures without any need for transitional periods. This concerns
both the principle of non-discrimination according to Article 7 of the Treaty and the
secondary legislation applicable in the field of direct and indirect taxes having a bearing on
the performance of enterprises. Finland will also have to accept the convention of the Member
States of the Community on the elimination of double taxation in connection with the
adjustment of profits of associated enterprises.

5. As regards social security contributions, a particular feature of the Finnish system is that it
imposes no charges on employees, only on employers.

6. The tax burden in Finland is comparable to that of the Member States of the Community.
The changes needed to conform to the Community's acquis concerning approximation of
taxes, in particular indirect taxes, should not give rise to any major difficulties, and any
transitional periods should be short.



Competition

1. With the aim of significantly strengthening competition policy, the Finnish Government
has undertaken a considerable revision of its anti-trust laws and embarked on a policy of
deregulation, bringing Finnish and Community legislation closer together, although to a
limited degree.

The principal innovations are the reinforcement of the existing ban on horizontal agreements
and abuses of dominant positions, and the replacement of seldom applied criminal sanctions
with administrative fines. However, there are two major gaps in the law on restrictive
practices(12) compared with Community rules: it has no provisions on prior control of
mergers or on vertical agreements, which seriously limits its potential effectiveness. The
progress of current efforts to break up cartels should provide a measure of the effectiveness of
the new regulations.

2. Spending on State aid has gradually increased over the last five years. Aid schemes would
have to be made compatible with Community schemes: this is particularly true of R&D,
export promotion and regional aid. After entry into force of the EEA Agreement, Finland's
State aid programmes would have to be re-examined to assess their compatibility with
Community rules.

3. As for State monopolies of a commercial character (within the meaning of Article 37 of the
Treaty), the most obvious problem is the alcohol monopoly, which the Finnish Government
justifies on the grounds of public health. In its judgment of 12 March 1987 in Case 178/84,
the Court ruled that the obligation to protect public health could not be allowed to obstruct
free trade unless there was absolutely no alternative.

A committee has been set up to identify the changes needed to make the monopolies
compatible with the relevant EEA provisions. As for other sectors covered by Article 90 of
the Treaty (enterprises with special or exclusive rights), such as electricity or
telecommunications, the Finnish authorities are planning to introduce deregulation policies
that will have to be examined in the light of developments in Community policy.

4. In conclusion, the alignment of Finnish legislation on Community law will require an
increased effort on the part of the Finnish authorities.

The Commission will closely monitor the implementation of the adjustments called for by the
EEA Agreement and look into the State alcohol monopoly, which gives cause for concern.

Implications for the budget of the Community

1. The assessment of the effect of Finnish accession on the Community budget was, as with
previous opinions, carried out on the basis of the approved budget figures for 1992, and on the
assumption that Community legislation would be applied immediately and in its entirety to
Finland. It therefore does not allow for any transitional periods that may be adopted, nor for
the dynamic effect of accession (for example changes in trade flows). The simultaneous
accession of one or more other countries might alter the income figures slightly.

Expenditure



EAGGTF (Guarantee Section)

2. Additional EAGGEF expenditure for Finland should be relatively modest, focusing mainly
on cereals, milk and milk products.

Given the structure of agricultural production, production levels and the level of support
established in the reformed CAP, the additional expenditure would be of some ECU 570
million.

Structural Funds
It is likely that aid would be granted to Finland from Objectives 2, 3, 4 and 5.(13)

On the basis of the regional structure of certain Member States similar to Finland, it is
estimated that expenditure on aid would be in the region of ECU 110 million.

Other policies

Given Finland's GNP, 'other expenditure' would amount to ECU 160 million of which ECU
25 million for fisheries, ECU 43 million for research and ECU 30 million for external
policies. The rest would consist of expenditure relating to the internal market, industry,
citizens' Europe and administrative expenditure.

Level and structure of expenditure

The increase in the Community budget expenditure due to Finnish accession would represent
ECU 830 million, namely 1.4% of total Community expenditure.

The structure of expenditure in favour of Finland would show a share for agricultural
expenditure (68.5%) slightly above the corresponding average for the Community of Twelve
(60%).

On the other hand, the structural Funds would represent only 12% of expenditure, compared
with 27% for the Twelve. The share of expenditures related to ' other policies' would,
nevertheless, be higher: 19.5% for Finland, and 13% for the Community of Twelve.

Income

3. The income from Finland would be of the order of ECU 255 million for the traditional own
resources (agricultural levies, sugar levies and custom duties). Finland's VAT contribution
would be ECU 500 million in absolute terms and its GNP contribution would be ECU 190
million.

The breakdown of income is close to the Community average. The total income from Finland
would represent some 1.5% of the income of the budget of the 13 Member States, a value near
the Finnish share of total Community GNP.

Other sectors

Fisheries



1. The maritime fisheries sector represents only a modest part of the Finnish economy,
smaller in fact than the sector of aquaculture, itself also not economically very significant.
Full participation of Finland in the common fisheries policy (CFP) should not imply
substantial changes in the present structure of fishing activities either in Finland or in the
Community. Furthermore, the commitment made by Finland within the EEA Agreement to
open up the market should bring it closer to that of the Community and facilitate the
adaptation of Finnish legislation to that in force in the framework of the CFP.

2. Nevertheless, some differences remain between Community and Finnish policies,
especially concerning access to waters (conditions of access), exploitation of resources
(necessary improvement of the management mechanisms and of the control of fishing
activities) and markets (introduction of a reference price and active participation of producers
organizations).

Transport

1. All questions concerning the extension of the Community legislation in the transport sector
to Finland are dealt with in the EEA Agreement. No transitional periods or exemptions will
apply for Finland in this case, which shows that Community and Finnish transport policy are
evolving in the same direction.

2. Compared to the existing Community Member States, Finland is applying in national
transport higher weight and dimension limits for heavy vehicles, which are considered
economically necessary for timber transport in particular. Vehicle weights and dimensions in
national transport would have to be discussed in the accession negotiations.

Industry

1. For the majority of industrial sectors no problems are expected in relation to Finland's
likely membership, as most of the relevant Community acquis will already be adopted by
Finland by virtue of the EEA Agreement. Transitional periods were restricted to exceptional
cases and strictly limited in time. As a result Finnish legislation will already be, not later than
1 June 1995, adjusted to the obligations of Community membership in almost all areas.

2. In some areas, nevertheless, namely concerning forest-based industries, chemicals,
foodstuffs, steel and non-ferrous metals, particular issues remain to be addressed in the
context of the accession negotiations(14).

Environment

1. Most Community legislation in the field of the environment will be adopted by Finland in
the context of the EEA Agreement. Finnish legislation is thus undergoing major changes in
order to adapt to the Community acquis in this field and most legislation will be ready at the
beginning of 1993. This applies to air and water pollution control, noise, chemicals, waste
management and emissions from industrial plants. It will equally be the case for future
legislation on biotechnology and genetically modified organisms.



2. Review of the annexes of EC Directives dealing with flora and fauna will be required given
the specificity of the country. Finland will have to change its legislation in some areas,
including for instance those concerning nuclear safety and radiation protection.

Energy

1. There are no major differences between the objectives of Finland's energy policy and those
of the Community's own energy policy. Finland would have to apply the whole of the
Community's acquis. It should be noted that, by virtue of the EEA Agreement, the relevant
acquis will already be applied by Finland, apart from the crisis and short-term Directives.
Furthermore, Finland, which has recently joined the International Energy Agency (IEA), has
oil stock levels well above Community requirements and has a legislative framework for
provisional demand restraint measures.

2. Finland's lack of indigenous resources, its geographical position, industrial structure and
substantial transport requirements resulted in a high energy consumption and import
dependence. There is considerable uncertainty about imports from the republics of the former
Soviet Union and, in order to increase security of supply, Finland will need to make
substantial investments, particularly in extending the gas infrastructure.

3. In the short term, Finland's energy situation poses no major problems and should create no
difficulties for the Community's existing energy structure. Its present energy links with the
Scandinavian countries are a positive feature from the Community's point of view. However,
in the medium term some difficulties are to be expected in reconciling different aspects of
policy. Environmental objectives similar to those pursued in the Community might be
difficult to attain in the event of the relaunch of economic growth since, apart from nuclear
energy, there seem to be few economic alternatives to fossil-based energy. In the event of
accession Finland would be the only Member State operating Russian-designed nuclear
reactors (those in the new German Lénder having been shut down). The fuel for two of the
reactors is supplied as a complete service from Russia in the form of manufactured fuel
elements ready for insertion into the reactors.

4. There should be no insurmountable problems on the accession of Finland in matters
relating to nuclear fuel supply under the responsibility of the Euratom Supply Agency.
Certain aspects nevertheless require further examination, notably the implications of Finnish
licensing procedures for the conclusion of supply contracts and trade in nuclear materials by
Finnish entities in the Community.

Trade and economic relations with third countries

1. As a member of the European Economic Community, Finland would be bound by the
Common Customs Tariff and by the Community common commercial policy towards third
countries.

2. Finnish tariffs on industrial products are comparable with those of the Common Customs
Tariff. The average level of most favoured nation (MFN) duties for such goods is 5.5 and
5.06% respectively(15). However, Finnish tariffs have more peaks and troughs which may
give rise to some difficulties in adjustment.



3. The introduction of the common commercial policy would mean the application to
Finland's external trade of the relevant basic provisions of the Treaty of Rome (and notably
those of Article 113 EEC) as well as of the Community acquis in this field and in particular:

* the common import regime;

e the rules concerning dumping or subsidization by countries which are not members of the
Community;

* the common export regime;

* the so-called 'new commercial policy instrument';

* the rules concerning the prevention of imports of counterfeit goods;

e the Community's system of generalized tariff preferences towards developing countries.

4. Any trade policy instruments or measures currently applied by Finland would have to be
modified or repealed so as to bring Finnish law into conformity with its obligations under the
above acquis.

In a number of sectors, Finland's trade policy for industrial products is more restrictive than
that of the Community. On the other hand, special tariff concessions apply to goods that are
not manufactured in Finland.

Finland has an anti-dumping regime based, as is that of the Community, on the GATT anti-
dumping code. Finland introduced in 1972 a generalized system of preferences (GSP)
providing for preferential rates of import duty for goods to which the system applies. In the
new GSP decree implemented on 1 January 1992 least developed countries (LLDCs) were
given total duty exemptions and the ' negative list' which applied to other countries was
substantially reduced.

5. One possible area of difficulty for Finland could be the Community's practice of imposing
economic sanctions on certain third countries on the basis of Article 113 of the EEC Treaty
(e.g. Argentina, USSR, South Africa, Iraq, Serbia-Montenegro), a practice that is codified in
Article 228 A of the Maastricht Treaty.

This would not be the case for sanctions taken pursuant to UN Security Council binding
resolutions, since Finland has always supported such sanctions and regarded them as not in
conflict with its neutrality. Problems might arise, however, in relation to peace-time trading
restrictions of a 'political' or 'strategic' nature. They might lead to a conflict with the policy of
neutrality but Finland's freedom to determine her position within the Union's institutions vis-
a-vis such measures would remain unfettered, since it is not bound by any legal obligations of
neutrality. As mentioned by the Commission in previous opinions on applications for
membership, similar problems might theoretically be possible regarding some provisions of
the ECSC and Euratom Treaties.

6. Finland would have to take over the existing agreements the Community has established
with third countries. In the area of preferential agreements, the most important are those with
the remaining members of EFTA, the Europe Agreements with the countries of Central and



Eastern Europe, the various Mediterranean Agreements and the Lomé Convention. None of
these should give rise to any substantial difficulty for any of the parties involved. In certain
cases, the Community itself might need to adapt its existing agreements with certain partners
to take account of Finland's accession.

7. The textiles policy of the Community would be extended to Finland. At present, Finland
has agreements on imports of specified textiles and clothing items with 11 exporting countries
(with which the Community maintains restrictions). Products under restriction are certain
knitted and woven garments and, in some cases, bed linen. Yarns and fabrics are not included.
Finnish measures apply to a smaller range of products than those of the Community. On the
other hand, Finnish tariffs are higher than those applied by the Community.

8. Finland's accession would bring about a new situation for the Community which would
then share a long common land border with Russia. This border also marks a deep prosperity
and welfare gap. Given its vicinity with Russia, Finland is particularly aware of the need for
economic cooperation and for international support for the modernization of the Russian
economy. As a member of the European Union, Finland would be likely to be strongly in
favour of support for the economic reform process in Russia, in particular in the neighbouring
regions. Beside the Russian Federation, Finland has also recently established contractual
relations with a number of other republics of the CIS — Belarus, Kazakhstan and Ukraine —
and has an experience of trade and economic relations with both the CIS and the Baltic
countries which would be precious for the efforts of the Union to support the economic
transformation of, and development and cooperation with, those countries.

9. Finland would have to repeal her current trade agreements with third countries. As a
general rule this should not pose major difficulties, since Finland only has a few free trade
agreements, most of which are with European partners. A particular case that would require
close scrutiny is that of the Baltic States with which Finland is committed to free trade while
the Community still has relations based on MFN treatment.

Finland would have to cease to be a member of EFTA, its relations with these countries being
henceforth ruled by the Community's own agreements with the EFTA countries. The EEA
Agreement would cease to be applicable to bilateral relations between Finland and the
Community.

10. The implications of Finland's accession to the Union for trade relations with third
countries would have to be the subject of a GATT assessment under Article XXIV of the
General Agreement.

Customs union

1. Under the Free Trade Agreements concluded in the 1970s(16) customs duties and charges
on imports and exports, having an equivalent effect and also quantitative restrictions on
imports and measures having an equivalent effect, were abolished a long time ago in trade
between Finland and the Community in industrial products originating in Finland or in the
Community within the meaning of Protocol 3 to the Agreement(17).

A Supplementary Protocol to the 1973 Agreement was concluded between the Community
and the EFTA countries including Finland(18) with the aim of phasing out quantitative



restrictions on exports (except on ECSC products) by 1993. Agriculture is not covered by the
Agreement although there are specific agreements on certain agricultural products.

The establishment of the customs union should start from the position created by the
application of these Agreements and the Conventions between the EEC and Finland on the
simplification of formalities in trade in goods, and on the establishment of a common transit
procedure, which have been in force since 1 January 1988.

2. Adopting the Common Customs Tariff (CCT) will be made easier by the fact that Finnish
tariffs are generally comparable with the Community's, particularly for industrial products.

The Finnish duty applicable to industrial imports solely for those products subject to customs
duties is 5.5% on weighted average (CCT 5.06%)(19).

For Finland as for the Community, almost all the industrial tariffs are bound under GATT
(97% for Finland; 98.8% for the Community).

For all agricultural products, and solely for those products subject to customs duties, the
weighted average of duty applicable is 8.3%(20).

3. Finland has been applying the harmonized system since 1 January 1988, as has the
Community. Adopting the combined nomenclature should not pose particular difficulties,
since the Community's subdivisions are perfectly suitable for Finnish requirements and will
enable Finnish statistical data to be refined.

4. Finland will have to apply Council Regulation (EEC) No 802/68 of 29 June 1968 on non-
preferential rules of origin for non-member States(21). It must also accept the acquis
communautaire on preferential origin (GSP, ACP, Agreements with the Mediterranean
countries and the countries of Central and Eastern Europe, etc.)(22).

5. Customs legislation proper which forms part of secondary legislation will have to be
adopted by Finland subject, of course, to certain adjustments which may prove necessary as a
result of accession.

6. Finland has concluded bilateral agreements with Sweden and Norway setting up a system
of administrative cooperation on common borders. On most major routes between Finland and
Norway there is only one joint (Finnish or Norwegian) customs office, which is responsible
for applying customs legislation for both countries. These agreements could create a problem
if Finland were to join the Community but Norway to remain outside.

7. Finland's accession would require a change in the definition of the Community's customs
territory in customs legislation to include the additional words ' the territory of the Republic
of Finland'".

Development cooperation

1. In the course of the last decade, Finland has increased significantly its contribution to
development cooperation aid. At a yearly rate of 15% the increase of Finnish public
development aid was one of the highest of the OECD. The provisional figures for 1991 show
that development aid increased by more than 9% and was higher than 0.7% of GDP. In spite



of the fact that, given her difficult economic situation, Finland was forced in 1992 to
significantly diminish the level of her public expenditure, development aid included, the
commitment of Finland to development cooperation and the country's experience in the area
of development cooperation would represent an asset to the Community, particularly in the
context of the establishment of the common development policy arising from the Treaty on
European Union (23). Finland would have no difficulty in accepting all the acquis and joining
all the international agreements the Community has established in this area.

2. As far as the relations with the ACP States are concerned, the accession of Finland to the
Community would imply accession to the Lomé Convention and participation in the European
Development Fund.

3. A Protocol of Accession would be concluded in order for Finland to become a Contracting
Party to the Lomé Convention. Indeed, under Article 358 of Lomé IV, the Community is
required to inform the ACP States of its decision to enter negotiations in view of the accession
of a third country.

Regular contacts between the Community and the ACP States are foreseen to take place
during accession negotiations. Once these negotiations are concluded, the Community and the
ACP States will enter negotiations in order to establish a Protocol of Accession and adopt any
adaptation or transitional measures deemed necessary.

Foreign and security policy

1. Finnish foreign and security policy has been strongly influenced by its geopolitical
situation on the periphery of Europe, with an extensive border with Russia. This century it has
twice been involved in war with Russia and was forced to cede a substantial part of its
territory.

2. Following the Second World War, Finland developed a policy of neutrality aimed at
remaining outside great power conflicts of interest. This political choice was determined
essentially by geopolitical factors. Finland needed on the one hand to maintain close and
friendly relations, both economic and political, with the Soviet Union while at the same time
retaining and developing political and economic links with the rest of Western Europe.
Neutrality was seen as the best way of reconciling these two objectives. This policy line,
known as the Paasikivi-Kekkonen doctrine, has for long dictated a cautious approach towards
European integration efforts.

3. Finland thus developed a tradition of neutrality, not rooted in national or international law,
which had, as in the case of permanent neutrals, the effect of imposing restrictions on foreign
policy in peacetime.' Finland's neutrality was furthermore characterized by its strong
commitment to maintaining the capability of ensuring its own defence. Finland has thus
developed an important military capability.

Until the end of the cold war, membership of the European Community was considered by
Finland to be incompatible with its policy of neutrality. The latter has not, however, prevented
Finland from gradually assuming an international role, namely in the UN and Nordic
cooperation (since 1955), in the EFTA context and in the provision of development assistance
to the Third World, and, more recently, in support of the Baltic States, the G24 exercise and in
particular in the creation and development of the CSCE. Finland has participated in many



peacekeeping missions in the UN context, placing its military expertise and capacity at the
service of its commitment to the UN system and to peace.

4. The unification of Germany, the emergence of the new democracies in Central and Eastern
Europe, the dissolution of the Warsaw Pact and the transformations undergone by the former
Soviet Union have led to a major reassessment of Finnish external policy. The government
published in January 1992 a background report on Finland and European integration. The
paper stated that EC membership 'would create a more effective channel for Finland's national
aspirations and increase its importance for other EC countries'. In its section on foreign and
security policy, the document noted that EC membership 'would face Finland with significant
obligations' and that in practice the opportunity to exercise the right of veto was limited. As
regards possible EC sanctions, this could also pose a problem but not if such measures were
sanctioned by the UN or CSCE. As regards the Western European Union (WEU), considering
it probable that the long-term goal would be to combine membership of the Community and
the WEU, the Finnish Government concluded that Finland would have to define its
relationship with the WEU as an organization at a later date.

The report concluded that Finnish foreign policy goals would be compatible with EC
membership. At the same time, it recognized that there could be problems with acceptance of
a defence policy binding on Member States and with the imposition of sanctions on third
countries. It concluded that 'ultimate clarity in detailed issues related to Finland's security
policy would not be forthcoming before the actual membership talks'.

5. The member States of the Western European Union (WEU), in their declaration at
Maastricht, invited Member States of the European Union to accede to the WEU or to become
observers if they so wished.

The Finnish authorities appear to consider that the WEU will initially be developed as an
instrument of crisis management for the Union, having noted that contingencies are being
developed for the WEU to contribute to security tasks such as the provision of humanitarian
aid to conflict areas, peacekeeping and the use of combat troops in crisis management (in
cooperation with the UN and the CSCE). They appear to accept that as a member Finland
must be prepared to contribute to crisis management activities in accordance with its
membership obligations. The Commission would, however, recall that the role of WEU
involves political objectives which go beyond that rather restrictive view. The official position
of the Finnish Government, supported by Parliament, is that Finland will determine its
relationship with the WEU in the light of the further development of the WEU's defence
dimension.

6. The question is whether the Finnish policy of neutrality — even reduced as it is to its core
of military non-alignment and credible, independent defence — might stand in the way of a
full acceptance of the Union's external policies. Moreover, in respect of the common foreign
and security policy, the question arises to what extent Finland, which, as an armed neutral, has
always laid great emphasis on the capability of defending the national territory, can fully
share some of its objectives, such as the safeguarding of the independence and security of the
Union (Article J.4). The Finnish Government has indicated that it considers that — since the
Maastricht Treaty would not create a military alliance and thus would not replace the existing
defence arrangements of the members or applicants — the maintenance by Finland of its
national defence would conform to the Treaty's provisions and would contribute to the
common security of the Union and its Member States.



7. The conclusion to be drawn from the Finnish authorities' statements is that Finland could
fulfil all common foreign and security policy obligations. The Finnish policy of neutrality is
not rooted in national or international law; the doctrine of the anticipated effects in peacetime
of maintaining neutrality in wartime is less developed in Finland than it is in some other
countries where there is a legal basis for neutrality (24). Nevertheless such anticipated effects,
even if they are of a political nature, can pose problems for the Union, to the extent that they
might cause Finland to oppose itself systematically to certain actions which, in its view, could
be prejudicial to its policy of neutrality, or what is left of it.

Finland has indicated that as a member of the Union it will support the security of the other
members in a spirit of loyalty and mutual solidarity, and expects similar support from the
other members. As noted above, (25) President Koivisto recently confirmed the Finnish
acceptance of the acquis communautaire, the Maastricht Treaty and the finalité politique of
the European Union. Finland has, however, not yet fully clarified its position regarding the
eventual framing of a common defence policy and in particular regarding the possible
establishment in time of a common defence.

8. The Community would need, in the context of the accession negotiations, to ascertain
further the full nature of the present Finnish policy in order to be satisfied that this would not
hamper the possible evolution in time of a common European defence. As the Commission
already pointed out in its report on enlargement (26) of 24 June 1992, 'specific and binding
assurances will be sought from [applicant countries] with regard to their political commitment
and legal capacity to fulfil the obligations' of the common foreign and security policy.

Cooperation in the fields of justice and home affairs

1. Declaring its acceptance of all the provisions of the Treaty on European Union, Finland has
implicitly indicated its acceptance of all the provisions concerning the cooperation in the
fields of justice and home affairs, included under Title VI of the Treaty on European Union.
These include asylum policy, the movement of nationals of third countries across the external
borders of the Community, and the immigration policy including conditions of entry,
movement and residence of nationals of third countries. Finland is particularly well-informed
on all these questions, having followed them closely because of their implications for the
workings of the Nordic Passport Union Agreement.

2. In common with its Nordic neighbours, Finland has considerable experience in dealing with
matters related to refugees and asylum-seekers and would not have difficulty in participating
in cooperation in this area. Finland has devoted the necessary means to ensuring the effective
control of the circulation of nationals of third countries across its borders. Finland is
committed to regional and in particular cross-border cooperation as a stabilizing factor
contributing to avoid the risk of economically motivated migration in the north-eastern part of
Europe.

3. Finland would equally be ready to join cooperation in the fight against drug addiction and
fraud on an international scale, judicial cooperation in civil and criminal matters, customs
cooperation and police cooperation for the purposes of preventing and combating terrorism,
unlawful drug trafficking and other serious forms of international crime. Finland has both the
means and the will to cooperate fully in these areas even if — unlike some other EFTA
countries — it is not one of the partners regularly consulted in the Trevi framework.



The specific situation of the Aland islands

1. The Aland islands form an autonomous Swedish-speaking province of Finland with 25 000
inhabitants living on 60 of the 6 500 islands of the Aland archipelago, situated in the Gulf of
Bothnia.

The autonomy status of Aland dates back to 1921, when following a decision of the Council
of the League of Nations to grant sovereignty of the islands to Finland, the latter undertook to
guarantee the inhabitants of the province their Swedish language, culture and customs. These
undertakings, under international public law, have since been incorporated in the Act of
Autonomy of Aland recently amended in a new text which will enter into force on 1 January
1993. Under the Act, the Aland Legislative Assembly has exclusive legislative competence in
specified fields such as education and culture, health and medical services, administration,
promotion of business and industry, internal communications and local taxation. The
Provincial Government of Aland drafts and gives effect to the measures relevant to the
autonomy.

The demilitarization and neutralization of Aland date back to the same year of 1921. In fact,
even if the demilitarization of Aland was first established in the Peace Treaty of Paris of 1856,
the present status was defined in the Treaty on demilitarization and neutralization of the
Aland islands concluded in 1921, under the auspices of the League of Nations.

2. Aland has no treaty-making competence. International agreements concluded by Finland
also cover the Aland islands. The consent by the Autonomous Province is required before
international agreements affecting the autonomy of the islands enter into force for them. Such
is the case for the EEA Agreement which the Government of Finland presented to the
Parliament of the Aland in Autumn 1992. If the Legislative Assembly gives its assent to the
Agreement, Finland will notify the Community as provided for in Article 126, paragraph 2
thereof. This article reflects, in the form of special exemptions, the specific prerogatives
attached to regional citizenship. Aland regional citizenship is required for voting and standing
for elections for the Legislative Assembly, for owning and holding real estate in Aland and
for carrying on business in the islands. It is acquired at birth, although immigrants can apply
for regional citizenship after five years' continuous residence.

3. The service sector is fundamental to Aland economy, generating some 70% of employment
and 80% of gross product. The backbone of the local economy consists of shipping and,
closely connected to it, of tourism. The revenues from tax-free sales aboard the ferries
cruising the area are economically very significant. The share of the agricultural sector in the
economy of the islands is comparatively high and that of the industrial sector quite small. The
fishing sector too has some importance in the economy of the islands. In 1991, 9% of fishing
boats and 14% of fishermen in Finland came from Aland. They were responsible for 13.5% of
the total captures by the maritime fisheries' fleet.

4. According to the Autonomy Act, Aland has legislation powers for the 'protection of nature
and environment and the recreational use of nature and water law'. These powers have been
exercised in some fields of environment protection. Provincial requirements are of stricter
character than the corresponding national ones and are designed to the local needs and
conditions of protection. Legislative drafting is under way to eliminate disparities between
such legislation and EC environmental legislation.



5. The Legislative Assembly has competence to legislate on additional tax on income for the
province, the provisional extra income tax, trade and amusement taxes, the bases of dues
levied for the province and the municipal tax.

6. The status of the Aland islands in the context of the accession of Finland to the European
Union thus calls for a more detailed examination during accession negotiations.

Conclusions

1. As the Commission pointed out in its report' Europe and the challenge of enlargement', the
Treaty on European Union(27) requires that a State which applies for membership must
satisfy the three basic conditions of European identity, democratic status and respect for
human rights as well as being willing to accept and able to implement the Community system.
In the accession negotiations, the Union should take as a basis the rules and structures as they
will exist following the entry into force of the Treaty on European Union.

2. Finland, like its EFT A partners, shares with the present EC Member States the values of
democracy, human rights and market economy.

3. The Commission noted in its abovementioned report that the accession of the EFTA

countries who have applied for membership ' should not pose insuperable problems of an
economic nature, and indeed would strengthen the Community in a number of ways'. The
more detailed analysis of the present report illustrates this in the specific case of Finland.

4. Finland has free trade in industrial products with the Community in the context of the Free
Trade Agreements of 1973(28). This relationship will be further developed in the context of
the EEA Agreement. Furthermore, Finland has close relations with the Community in the
economic and monetary fields. Expectations are that, once the present economic difficulties
are surmounted, the Finnish mark will once again be pegged to the ecu, as it has been since
1991. Accession to the Union is expected to contribute to creating the conditions for
strengthening the Finnish economy. As regards the Community's acquis, much of this will
already be applied by virtue of the EEA Agreement.

5. There are some areas where problems might arise, but the Commission considers that it
should be possible to solve these satisfactorily during accession negotiations. The
implementation of the Finnish Government's policy for the restructuring of the agricultural
sector would take it in the same direction as that of the Community. Accession would
represent, nevertheless, an important challenge for Finnish agriculture, resulting in lower
prices, reduced support levels and increased competition. Changes would be required also in a
number of other sectors. State monopolies, such as that for alcoholic beverages, would have to
be adapted. Competition in general would increase in a number of fields. Finnish national
policy in relation to regions facing particular difficulties, such as the northern and eastern
regions of Finland, would have to be implemented in forms compatible with the Community
acquis. Changes, mostly of a technical nature, would also be required in Finnish policies in a
number of other fields such as fisheries and industry.

6. The Union will on the whole benefit from the accession of Finland, which would widen the
circle of countries whose prospective middle- and long-term economic, monetary and



budgetary performance is likely to contribute to the development of economic and monetary
union.

7. In the area of foreign and security policy, the Commission notes that Finnish policy has
evolved significantly, especially since the beginning of the 1990s. Finnish neutrality has been
reduced to its core of non-participation in military alliances and keeping an independent
defence. There seems to exist a consensus in Finland in relation to a full participation in the
common foreign and security policy of the European Union. Finland will be required to
accept and be able to implement this policy as it evolves over the coming years. The Finnish
Government has stated that it recognizes that the Maastricht Treaty provides for the eventual
framing of a common defence policy for the Union, which might in time lead to a common
defence. It has accepted the Treaty's provisions and has indicated its preparedness to
participate constructively in their implementation. As will be the case for other applicants, the
Commission recommends that in the context of the accession negotiations, specific and
binding assurances from Finland should be sought with regard to her political commitment
and legal capacity to fulfil the obligations in this area.

8. As regards the adjustments to the Treaties referred to in Article O of the Treaty on
European Union which would have to be made in the case of Finnish accession, these would
obviously have to take into account not only the specific case of Finland but also the fact that
a number of other EFTA countries would be joining the Union at the same time.

9. On the basis of the above considerations the Commission confirms in respect of Finland the
conclusion it reached in its report on enlargement as regards EFTA applicants in general. The
Commission recommended that negotiations should be opened after the Member States have
ratified the Treaty on European Union and concluded the negotiations on own resources and
related issues. These conclusions were, moreover, confirmed by the European Council.
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