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Purpose of the Study

On behalf of Tunne Kelam, Chairman of the Coun-
cil of Estonia, the International Study Group has
prepared proposals for the development of a
“Baltic Hanseatic Region”. Experts from Norway,
Germany, Spain, Liechtenstein, Austria and the
US have collaborated on this report.

Richard Muri and Olav Hellebo queried pol-
iticians, entrepreneurs and government repre-
sentatives in the Baltic countries. Their report has
been included as the second part of the study.

The study’s aims are twofold. Firstly, it seeks to
reveal a European vision of the future to the
people of Estonia, Latvia, Lithuania and the
Konigsberg region. Secondly, it intends to pro-
mote the establishment of an economically
healthy, free and democratic “Baltic Hanseatic
Region”. It makes over two dozen specific pro-
posals to this end, from which neighbouring
countries such as Poland and Russia will also
profit. ‘

The road to a stable parliamentary democracy
and a social-welfare-system free entreprise cul-
ture will be hard and difficult. This study aims to
assist in shaping the Hanseatic Region’s future
and to make some practical suggestions for initial
political decisions.

A preliminary step is required before the three
Baltic countries and the “Kénigsberg Euroregion”
can be integrated into the European Community.

This step should be the “Baltic Hanseatic Re-
gion”.

After the year 2000, all EFTA countries, i.e. all
Scandinavian countries, and Poland, the CSFR,
Hungary, Estonia, Latvia, Lithuania and the
“Kobnigsberg Euroregion”, could become mem-
bers of the European Community. The Baltic Sea
would then be an “EC inland sea”, with par-
icularly close economic cooperation between the
Baltic countries.

We wish to thank especially the Asociation Es-
panola de Macroingenieria (Spain), Ledartrenarna
(Sweden), Norsk Hydro a.s. Hydro Agri Interna-
tional (Norway), Schenker Transport AB (Swe-
den), UNI Storebrand AS (Norway), the Ludwig
Erhard Foundation (Bonn) and the Otto Wolff
Foundation (Cologne) for their support for this
study.

Tallinn, January 1992
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Council of Estonia

In February 1990, 85% of the more than 900,000
gligible Estonian voters elected the “Estonian
Congress” in a first free election. The Congress’
499 members, 35 of them returned émigres,
chose a 50-member permament “Council of Es-
tonia”. The well-known civil-rights activist Tunne
Kelam was chosen the Council's chairman.

Offices of the Study Group:

¢/o Manfred Sadlowski,
Heilsbachstr. 26, 5300 Bonn 1, Germany
Tel.: 0228/6483100/1; Fax: 64 83 174

c/o Tunne Kelam, Council of Estonia,
Narva 5 A, 200001 Tallinn, Estonia
Tel.: 666-731/0142-437768; Fax: 0142-449-558



The Baltic
Hanseatic Region:
A Free Trade Area
as a Link Between
Europe and the
Republics of the
Former USSR

By Tunne Kelam, Chairman of
the Council of Estonia

For centuries, the three Baltic countries Estonia,
Latvia and Lithuania were the most important cul-
tural and economic link between Western Europe
and the ascending Russian empire.

The city of Tallinn (Reval) was a member of the
Hanseatic League. This Estonian Baltic city
served the merchants of this first international
economic association in Europe as a basis for
lively trade with Russia. Goods from Libeck and
Hamburg came by way of Tallinn to Novgorod
and to other marketplaces of the giant Russian
empire. From the 14th to the 16th centuries, the
Estonian cities Tartu (Dorpat), Pérnu (Pernau) and
Vilyandi (Fellin) were also Hanseatic League
members.

Why not appropriate the centuries-old, success-
ful idea of a “hanseatic free-trade area”, in a mod-
ernised form, for the Baltic countries? In his book,
Ways to Russia, the prominent German banker F.
Wilheim Christians, Chairman of the Deutsche
Bank Board of Supervisors, proposes the es-
tablishment of an “industrial Baltic Sea region of
Kaliningrad®. In Christians’ view, investment and
tax incentives should be used to create an in-
dustry and technology centre in this region for
German-Russian joint ventures. Christians, an
authority on Russia, argues that Kaliningrad, for-
merly Konigsberg, already possesses a good
traffic infrastructure. Short and fast sea and land
links to Poland, Germany and the Scandinavian
countries would permit an efficient flow of goods.
Justifiably, Christians writes that the establish-
ment of such a free-trade zone would be under-
stood in Western Europe as a clear commitment
by Moscow to a joint European future.

We should expand this important idea to include
the Baltic countries. Kénigsberg, Estonia, Latvia
and Lithuania should jointly establish a “Baltic
Hanseatic Region”, in which millions of people
could create a free-market economy with the goal
of “prosperity for all’. Within a few years, such a
region’s economic power would function as a loc-
omotive for the formerly Soviet republics. The es-
tablishment of a free-market economy on the per-
iphery of Russia, along with additional Western in-
vestments in this prospering region and a “linking
function” between East and West, could bring
success in an undertaking in which Mikhail
Gorbachev failed: transforming a planned socia-
list economy into a dynamic free-enterprise econ-
omy.

Not being subject to Moscow’s possibly still intra-
ctable and overblown bureaucracy, investments
in this area on the edge of Russia offer many un-
ique advantages for trade, industry and banks. A
Baltic Sea Hanseatic Region would be especially
attractive for Scandinavian entrepreneurs, since it
would offer a geographically close true alternative
to high taxation.

Generous arrangements for investments: similar
ownership and taxation conditions would prevail
in the special-status economic region as in West-
ern Europe, the US and Japan. Investors could
use land for 99 years under hereditary tenancy
arrangemenis. They would not be forced to coop-
erate with local partners; they could structure
their companies as they wished. As to employ-
ment law, we could adopt the proven German
regulations, which are in accordance with the
principles of a socially cushioned market econ-
omy. For it was the intertwining of a free-market
economy and social responsibility to employees
that made possible the German economic mir-
acle, and which stablised democracy over the
long term and created a free social order. The rate
of taxation of entrepreneurial profits should lie far
below the Western European standard; this is the
only means to make investments in a new eco-
nomic zong attractive to companies.

The “Baltic Hanseatic Region” would be a key to
trade with Russia. The basis for its implementa-
tion is a stable commitment to a social-welfare-
system free-market economy, firmly secured
through treaties with the Russian Republic, the
European Community, the CSCE and other or-
ganisations.

Government in the Hanseatic region should leave
business decisions up to the people with the nec-



essary understanding for them, namely the busi-
ness people. There must be no currency controls
that would hinder free trade. A convertible cur-
rency, the “Baltic Crown”, and a Hanseatic cen-
tral bank would permit free trade. Only a few con-
straints should be applied to imports and exports.
The tax system must be simple and understand-
able. The banking and telecommunications sys-
tems must attain the international standard.

Konigsberg, Riga, Klaipeda and Peval should be
developed into free ports. A new international
major airport (the Hanseatic Airport) would be
needed within the special economic zone. A six-
lane motorway, connecting Hamburg with
Danzig, Koénigsberg, Tallinn and Leningrad,
should be built by an international consortium.
This “Hanseatic Autobahn” would accommodate
truck and automobile traffic between Western
and Eastern Europe. A toll road, it would have an
important function in the economic development
of Poland, the Baltic countries, and Russia. The
western and eastern portions of one continent,
painfully separated for 46 years, would thus be
economically joined.

Private financing of the new infrastructure: financ-
ing of the free ports, of the airport and the
“Hanseatic Autobahn” should be carried out by
private industry, experienced banks and invest-
ment companies, and tenders should be reques-
ted internationally.

Support of these plans by relief funds of the lead-
ing industrial countries and the European Com-
munity could make construction an attractive in-
vestment for international investors. Airport, har-
bour and motorway-use tolls could help finance
construction costs - an approach similar to that
used for financing the “Chunnel” connecting
France and the UK. Finally, international real es-
tate and building companies could renovate the
ruined cities within the special economic zone. An
economic power, thus, would be created that
could give the Russian hinterland significant eco-
nomic and political impetus.

But how can this desired economic miracle be
achieved on the Baltic Sea coast? As Chairman of
the Council of Estonia, which represents the Es-
tonian population, and as the member of the
board of the Estonian “independence party” re-
sponsible for foreign relations, | plan to table this
proposal in many democratically legitimised insti-
tutions in the three Baltic countries and in the
Konigsberg region. In its meeting of 6th June,
1991, the Council of Estonia gave this initiative

basic approval. We will attempt to achieve a
broad consensus across party lines in this historic
question.

The economic advisors appointed by the govern-
ments and representative bodies of Estonia,
Latvia, Lithuania and Konigsberg should soon
form a “Baltic Hanseatic Region Council”. An
advisory board should also be formed, made up
of leading European entrepreneurs, diplomats
and bankers, to discuss the details. We are
already being advised in this matter by German
experts.

After it has been constituted, the Hanseatic
Council should take up negotiations with the
Russian Republic (especially with President Boris
Yeltsin) and prepare a fair “Treaty on Economic
Cooperation”. Russian leaders should be convin-
ced in these talks that within a few years the
“Baltic Hanseatic Region” will pace the economic
recovery of the entire region. The new detente
policy in the Baltic should now emphasise the lin-
kage of joint economic interests.




Proposal:

A Pluralistic, Democratic
Constitutional and Judicial
Structure is the Basis for
Economic Recovery

The introduction of a pluralistic, free, democratic
social order in the three Baltic countries and in the
Konigsberg region is the conditio sine qua non for
economic recovery. Only when entrepreneurial
activities, private property and employees' rights
are protected can the “social-welfare-system
free-market economy” experiment succeed in the
Hanseatic Region. The basic prerequisite is the
introduction of democratic constitutions and laws
such as those proven in Western and Northern
Europe.

The central regulations of these constitutions and
democratic laws must protect the national inte-
rests of the Baltic peoples. The following princi-
ples are especially important:

1. Safeguarding human dignity

2. Freedom of information and of the news media
3. Freedom of assembly and of opinion

4. Protection of private property

5. Freedom of travel, tarif autonomy and the
guarantee of free entrepreneurial activity

6. Freedom of occupation

7. Rule of law

8. Social welfare

9. A functioning parliamentary democracy with a
stable government and viable democratic parties.

Proposal:

Protect national minorities.
Permit Russians to become
citizens after the first elections.

Russian settlement in the three Baltic countries
beginning in 1940 was a means of backing the
Baltic annexation into the USSR, which was in
violation of international law. The national identity
of the Estonians, Latvians and Lithuanians was to
be broken within their homelands through a policy
of conscious Russification. The Baltic peoples
have a right to restore and uphold their national
identities. For this reason, the Study Group prop-
oses that the large Russian minorities in Estonia,
Latvia and Lithuania be treated as follows:

- International law, including the European Con-
vention on Human Rights, and moral principles
prohibit deportation of the Russian minorities.
Russians should return to Russia only if they de-
sire to do so.

- The Baltic countries should permit Russians to
become citizens. The naturalisation process
should be voluntary and take place on the basis
of individual applications, processed by the app-
ropriate authorities appointed by the first freely el-
ected governments. Naturalisation could begin
after the first free elections in the Baltic countries.
As a prerequisite, a naturalisation law would have
to be passed by the new, freely elected parlia-
ments.

- Only citizens of Estonia, Latvia and Lithuania
should vote in the first free elections. A Baltic
country resident's citizenship is determined on
the basis of whether he or she was a resident at
the time of the intervention (1940), or whether he
or she is descended from pre-intervention re-
sidents. Only this definition safeguards the sov-
ereignty of the Baltic peoples. This approach rep-
resents no disadvantage to the immigrated
Russians; it conforms to accepted national and
international law. Voting eligibility in Western
European democracies and in North America is
determined not by domicile, but by citizenship.

- The Baltic republics should now guarantee the
Russian minorities that their minority rights and
own cultural development will be protected.
Under no circumstances must discrimination of
this large minority be permitted. As a democratic
Hanseatic region is built, the relationship between
the Baltic peoples and the Russians, historically
troubled, should be characterised not by hate, but
by partnerlike coexistence.



Proposal:

A Full Commitment to Demo-
cracy is the Basic Prerequisite
for Economic Recovery

Events in Albania and Romania have clearly
shown that Western European and North Ameri-
can investments flow quickly and massively into
Eastern European countries only when no com-
munists are in power. Only a fully democratic new
government can awaken investors’ ftrust and
guarantee permanent free enterprise for com-
merce, trades, industry and agriculture.

Proposal:

Free News Media an Absolute
Requirement

The news media (television, radio and the leading
newspapers) are still in state hands. Non-state-
owned, independent news media are a pre-
requisite for a stable democracy. Democracy, in
turn, is the necessary foundation of a functioning
social-welfare-system  free-market  economy.
There can be no favourable investment climate as
long as the news media are only a mouthpiece of
those in power.

Therefore, the Study Group proposes that radio
and television be placed, as quickly as possible,
into the hands of non-state-owned “national
broadcast assemblies”. These broadcast assem-
blies should be pluralistic, made up of repre-
sentatives of the democratic parties, employers,
employees, churches, cultural associations and
other important social groups, following the
Western European example. A free economy
needs free news media.

Radio and television should be run as a state-
independent “institution”. Newspapers should be
privatised. In addition, private television and radio
could enhance the variety of opinion and informa-
tion. '



Proposal:

Aim for EC Association

It is not likely that the Baltic countries will achieve
full European Community membership until after
the year 2000. As a preliminary step, the Baltic
countries should become associate members of
the European Community, as soon as possible.
But they must not expect that the EC will fund
their development through massive subsidies.
The European Community can provide assistance
only in the form of temporary and financially limi-
ted aid for self-assistance.

The Baltic countries and the K&nigsberg region
will have to make the decisive moves on their
own. Under no circumstances must they expect
that association with the European Community
will, of itself, lead to economic recovery. The re-
covery programme in the “Baltic Hanseatic Re-
gion” will succeed only if it is solidly undergirded
by a stable democracy with a social-welfare-
system free-market economy.

Proposal:

Implement the “Baltic
Hanseatic Region” Plan on
a Case-by-case Basis

It would be ideal if Estonia, Latvia, Lithuania and
the Kénigsberg region were to jointly create a
“Baltic Hanseatic Region”, within the framework
of the “Hanseatic Council”, and thus build a new,
prospering, free and democratic economic region
on the Baltic Sea.

But if one of these four regions is not able to
pursue this idea quite as quickly as the others, for
domestic political reasons, then the others will
have to move ahead on their own. The four re-
gions must not permit hesitation in any region to
slow their development. On the contrary, if certain
regions move ahead, they could exert a positive
influence on the others.



Proposal:

Develop the Kénigsberg Region
as a Russian “Kénigsberg
Euroregion”

The area around the former East Prussian city of
Kénigsberg (Kaliningrad) should be included, as a
part of the “Baltic Hanseatic Region”, in the
overall concept for economic development of the
eastern Baltic Sea region. The aim is not to isolate
this East Prussian region, which formerly be-
longed to the German Empire, from the associa-
tion of the Russian republics, but to let the Kénig-
sberg area pace economic development for all of
Russia. With Western assistance, this small re-
gion could play a leading role in transforming
Russia into a prospering free-market economy.
The Kdnigsberg region could also be a bridge be-
tween Germans and Russians. Possibly, many
Russian ethnic Germans could find a new home-
land in Konigsberg and help in the recovery, in
friendship with the Russian population. The re-
gion should be shaped as a Russian “Kénigsberg
Euroregion”. This would create a new multi-
cultural European society.

On 25 September 1991, the Russian Ministerial
Council passed the “Directive on the Free-trade
Zone in the Kaliningrad Region ("Amber®/
"Yantar). In the "Amber Free-trade Zone“ thus
created, investors are protected according to the
Russian law, "On foreign investments in Russia“.
Taxation on profit is limited to a maximum of
30%. Leasing of land is permitted “after mutual
assent’. Working conditions are to be governed
by individual employment contracts. This direct-
ive is a first step toward a functioning free-trade
area, although it will not suffice over the long
term.

The region should develop an autonomous status
as a "Konigsberg Euroregion”, per agreement and
permanent contract with the Russian govern-
ment. In its domestic and economic policy, the
"Kénigsberg Euroregion* should develop in paral-
lel with its Baltic neighbours. Under no circum-
stances must it be permitted to lag behind the de-
velopment in the Baltic.

The Koénigsberg region, as a part of the "Baltic
Hanseatic Region“, should implement the eco-
nomic policy measures proposed in this study in
parallel to the three Baltic countries.

Proposal:

Troops of the former USSR
should be withdrawn
immediately from the Baltic.
A special fund should be
established for this purpose
with the help of the European
Community. The relevant
negotiations should be
carried within the CSCE
framework.

As a result of the USSR’s illegal annexation in
1940 of Estonia, Latvia and Lithuania on the basis
of the Hitler-Stalin Pact, some 150,000 soldiers of
the former USSR are stationed on the territory of
the now-independent Baltic republics. The troops
have extensive military facilities, barracks and air-
fields in the Baltic.

From a perspective of international law, the
Soviet Union (or its legal heir), as a result of its il-
legal intervention in the Baltic republics, must
withdraw these troops at its own expence.

in conflict with this imperative, the Soviet Deputy
Minister of Defence, Pavel Grachev, declared in
Oslo on 28th October, 1991 that the Baltic coun-
tries would have to pay for the withdrawal of the
Soviet troops (like the Federal Republic of Ger-
many). He further stated that if the Baltic repub-
lics are not able to finance the withdrawal, then it
would have to wait until they have become pros-
perous. This statement is in conflict with interna-
tional law. The Baltic countries are by nc means
responsible for expences resulting from the illegal
intervention in 1940. On the contrary, they have
claims for damage compensation against the
Soviet government (or its legal heir) for the in-
justice they have suffered. The criminal — not the
victim — must bear the financial consequences of
his crime.

Based on this perspective, the following agree-
ment should be reached:

- All troops of the former USSR in Estonia, Latvia
and Lithuania are to be withdrawn immediately,
and ownership of all their Baltic real estate is to




be transferred to the appropriate Baltic govern-
ments.

- Within the framework of an agreement with the
Baltic republics, the legal heir of the Soviet gov-
ernment agrees to establish a "Special Baltic
Troops Fund“. This special fund will be used to
finance the construction of housing for the dep-
arting Soviet soldiers in the republics of the
former USSR, along with transports. The govern-
ment of the USSR should contribute 75% of the
special fund, and the European Community 25%.
The European Community provides the Soviet
Union's legal heir a comprehensive loan to fin-
ance the withdrawal.

- Construction of housing for departing Soviet
personnel will be carried out predominantly by
companies located in the three Baltic republics.
This would be a small indirect compensation for
the damage caused by the occupation. The con-
struction firms will erect prefab apartment blocks
at selected locations in the former USSR.

Proposals:

introduce a trustworthy Baltic
currency. Couple it to the ECU.
Separation from the national
budget. Rapidly introduce a
Western-style banking system.

(This portion was contributed to by Holger
Schmieding, institute for World Economy at the
University of Kiel)

A market economy cannot function without a st-
able and trustworthy currency. A common cur-
rency for the Baltic region and Russia could, theo-
retically, offer some advantages. Although it is
true that the greater a currency's acceptance
area, the simpler trade within the area becomes,
the ruble is so weak that the Baltic countries
should decouple themselves from it immediately.
But it makes economic sense for the Baltic coun-
tries to have their own currencies only if these
currencies are more stable than the ruble. This
means two things: firstly, it must be ensured that
the Baltic currencies retain their value and thus
are reliable; secondly, they must be completely
convertible into Western currencies. Small coun-
tries do not have much leeway in division of la-
bour at home; for the Baltic countries, thus, inclu-
sion in the world market for goods and capital,
and thus currency convertibility, has a higher
value than it would in, for example, Poland,
Russia or China.

On their own, the Baltic countries would have dif-
ficulty introducing currencies over the short term
that would meet these requirements. For this
reason, the Baltic currencies should be perma-
nently coupled to a Western currency — prefer-
ably the ECU, since Western Europe will be the
Baltic region’s most important trading partner.

A unilateral declaration of the Baltic central banks
concerning convertibility and a fixed rate of ex-
change would not suffice, since thus far the basis
for trust is still lacking. The first step to monetary
credibility is complete severance of the national
budget from fiscal policy. No Baltic government
should be permitted to meet expences simply by
printing money; misappropriation of fiscal policy
to finance the national budget has ruined the
ruble and brought several Latin American coun-

tries to the brink of economic collapse.
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