MAKING IT WORK

THE FUTURE OF THE
EUROPEAN
COMMUNITY

= CTLL SN
= f FrnRaEI = ettt
N gy MO e

= b | [ 1]

forFPolicy
Studies




Making It Work: The Future of the European Communily was prepared by the
European Community Study Group of the Centre of Policy Studices.

EUROPEAN COMMUNITY STUDY GROUP

Professor Alan Dashwood (Chairman)
Timothy Bainbridge

Alain Camu

Baroness Elles MEP

Ronald Halstead CBE

Neil Hamilton MP
ChristopherJackson MEP

Daniel Johnson

Laurence Kelly

Timothy Renton MP

ISBN 0-905880-59-5
© Centre for Policy Studies June 1984
The Centre for Policy Studies does notseek Lo express a corporate view

through its publications. All contributions are chosen for theirindependence
and intellectual vigour.

MAKING IT WORK

THE FUTURE OF
THE EUROPEAN COMMUNITY

European
Community

Study Group

Centre for Policy
Studies



ACKNOWLEDGEMENTS CONTENTS

age
A number of distinguished guests atlended meetings of the Study Group b
and took part in ourdiscussions. The benefit ol theiradvice and experience I INTRODUCTION 5
was invaluable and we express our gratitude to them. 2 T WAY FORWARD . 5
Draftchapters of this Paper were contributed by My Philippe Chapatle,
Mr Nicholas Green and MrSimon May on, respectively, Insurance Services, 3 THELEGALORDER 7
Energy Policy and “Own Resources”. The Study Group is very conscious of 4 MEMBERSEHHIP i 5
the debt owed to their hard work and expertise. They have our warm thanks. S .
; U 5 THE CONMMON MARKI: I 9
Finally, we are aware of the burdens we placed on the slaft of the Centre
for Policy Studies by working intensively to a tight schedule. Those burdens 0 NON-TARIFF BARRIERS TOTRADI: I
they shouldered with unfailing courlesy and ctficiency. We very much 7 SERVICES 15
appreciate their help.
5 COMPETITION 23
Alan Dashwood 9 MONETARY POLICY 27
Chatrman 10 INDUSTRIAL POLICY 31
1l ENERGY POLICY 37
12 COMMON AGRICULTURAL POLICY 42
13 THE COMMUNITY’'S FINANCES 16
i 14 EUROPEAN POLITICAL COOPERATTON AND DEFENCE 52
15 DEVELOPMENT POLICY 59
16 THECOMMUNITY'S INSTITUTTORNS ol
17 A CONNUNITY OFSOVEREICGN NATIOR:S 64
15 SUMMARY OF RECONMMENDATIONS 70




1.1

1.2

1 INTRODUCTION

The purpose of this Paper is to try to establish what kind of
European Community Britain should be working to bring about in the
next 20 years or so. It seeks to provide an answer to two broad ques-
tions: what realistically can Britain and her Partners hope to achieve in
the longer term through membership ol the Community; and whal
changes or developments are needed in the Community for those
hopes to be realised?

We assume (reasonably, we think, in the light of the progress
made) that the current negoliations about the distribution of financial
burdens and related matlers will have a satislactory outcome. That will
enable the Member Slates to turn, not before time, to unfinished
business, in particular the creation of a single internal market, and to
exploring new arcas of common action. The fact of not having partici-
pated in drawing up the original blueprint or in the early building
phase of the Communily largely explains why Britain has not found
adjusting to membership allogether easy. The opportunity to influence
the shape of the Community of the next generation must not be missed.

To keep our study within bounds, we have focussed on selected
topics which seem lo us to be of special importance to Britain and to the
Communily as a whole. In making recommendations we distinguish
belween actions to be taken immediately orin the short term (the next 5
years) and actions that are desirable in the long term.

We have been guided throughout by a principle which we call “the
principle of common action”. It is the principle that the Community
should be given those lasks better performed in common than by
Member States individually, and the powers needed to carry them out

no more . and no less.,

2. THE WAY FORWARD

The Curopean Community must be made to work. This une-
quivacal view has been reached for three fundamental reasons.

The first draws ils strength from Europe’s past. No other recent
achicvement can compare to the definitive resolution of the bitter
conflicts belween the great nations of Westlern Europe conflicts
which led 1o the eclipse of Europe’s moral and economic status in the
world. The Communily has played an indispensible part in this seltle-
ment. It has helped to restore confidence in democratic institutions in
countries where these were recent and fragile, and has anchored its
Members firmly in the Western world. I the ghosts of a belligerent past
that is still a vivid memaory for many have been laid to rest — as few
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3.2

the inslitutions we refer to some of its proposals. However, we do not
believe there is sufficient support at present, either in the electorate or
among governments, fora large, formal step of the kind envisaged. Nor
would we wish the debate about institutional change to distract atten-
tion from urgent practical tasks that, given the will, are capable of being
accomplished under existing powers.

We belicve the way forward lies in pragmatic, piccemeal mea-
sures, improving, adapting and, where appropriate, extending the
European Community we have. The common market is the heart of the
system and the first priority must be the removal of the remaining
constraints on the movement between the Member States of goods,
persons, services and capital. The institutions must be equipped to
respond more speedily and effectively to the Community’s needs.
Where common sense dictates, common action should be taken. But
there must be no integration for integration’s sake. The aim of freeing
the energies and enterprise of Europeans will not be served by moving
interventionism lo Brussels. The truth holds as much at the Commu nity
as the national level that smaller, cheaper gov 'rnment is likely to be

better government.,
3. THE LEGAL ORDER

The European Community consists of three legally distinct orga-
nisations, the ECSC based on the Treaty of Paris of 1951 and the EEC
and Euralom based on the Treaties of Rome of 1957, Since 1967 the three
Communitics have been served by a single set of institutions.

Viewed from within the Community, the founding Treaties have
many of the characteristics of a constitution. They define the scope of
the Community’s activitics and the funclions and powers of its institu-
tions. That dispensation cannol be allered without the assent of the
national Parliaments.

There are two main forms of legislation in the Community. Regula-
lions are general law-making acts like statutes. They apply automatical-
ly throughout the Community and it is not only unnecessary but
impermissible to “naturalise” them by re-enactment. Directives spe-
cify an object to be achieved, eg. the adoption of a common standard for
acerlain product, leaving itto the Member States to make any changes
that may be needed in their law or administrative practices.

Many provisions of Community law are directly effective. This
means thal the provisions penetrate to the level of the individual,
conferring rights and imposing duties which national courts are bound
to recognise and enforce. Under the principle of the primacy of Com-
munily faw, il contlict occurs belween a national provision and a
Community provision, the latter prevails. So, for example, a female
waorker can enforee her right to equal pay under Article 119 of the EEC

-
i/
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Treaty against her employer, irrespective of the position in national
employment law.

The complaint is sometimes heard in the United Kingdom that the
Community is unduly legalistic. That seems to us to be misconceived.
Law is the “cement” needed to hold together the political compromises
out of which the Community is built. It prevents progress won witl;
great difficulty from being undermined by political pressures in 10,
soon to be 12, Member States. We doubt, for instance, whether without
a firm framework of law the common market could have survived in
any worth" shile form the demands {rom all sides for import controls
and state aids during a decade of recession.

4 MEMBERSHIP

With the expecled accession of Spain and Portugal in 1980, the
European Community is approaching completion in terms of ils share
of Western Europe’s Lolal population, [1is unlikely that over the next
h:vunty years any of the European countries presently outside the
C__ommunily (with the few exceplions listed below) will-npply to join,
since they are bound vither by treaty or by long tradition to neutrality
(Switzerland, Austng, Sweden, Finland) or are ineligible for mem-
bership because ol thewr non-demociatic repimes (Lhe countries ol the
Eastern bloc).

Of the Scandinavian countries, this leaves only Norway and lce-
land. There are indications that the Norwegians might one day recon-
sider the decision of their referendum in September 1972 and apply
once more to join. This might prompt a re-examination of the question
in Sweden, but Ieeland is likely to remain content with the free trade
arrangements with the Community which she enjoys by virtue ol her
membership of EFTA.

. In the Mediterranean, Turkey, Cyprus and Malta all have Associa-
tllon Agreements with the Community. The Agreement with Turkey
signed in 1963, conlains a provision' envisaging Turkish membership:
of the Community at a later stage. Even before the current political
difficulties in Turkey, this was not thought likely to arise before the
1990s at the very carliest. The other Association Agreements contain no
such provision. There are no indications that a reunited Cyprus might
apply for membership, but it is probably that were the nppu:,ililm
Nationalist Parly to win the next elections in Malla, an application for
membership would be forthcoming,

The working assumption in this Paper is that over the next twently
years the Community will be composed of twelve Member States. Even
if Malta were to join, this would make only a negligible difference.

'Article 28.
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Although, an suppested above, other apphcations are vnbibely e

Community should as a pomnt ol principle remain open o furthien
aecessions, whilstadhering very lirmly o the criteria that the apphoant

be both Furopean and democratic.
5 THE COMMON MARKET

ase Tor establishing a European common nuilet s thee sane
today as it was i the 1950s. First, and Tundamentally, 1l involves
commitment by the Member States Lo a market economy i pelerence
(o 2 stale-directed cconomy. A glance round the waorld of today shows
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carly part ol this century that the national markets ol Luropean slates
e insufficient bases forindustry. A major reason for the industeialand
techinalogical lead ot the United Stales is the size ol the domestic

market. A genuine internal muarket in the Luropean Community would

bring vast new contmercial opportunities. Progress tow ards this goal is
the single most inportant contribution the Communily can make to
CCcOnOmMiIc recovery.

heen expressed aboul the capacity ol
Liout Larttls and

Dioabls have somelbies
British industries (o survive mea comnion markel wial
We belicve those doubts to be outmoded in the

quotas to protect them.
Nanulacturers in

changed economic climale ol the pasl five years.
Britain are now m betler shape o meet compelition al home and
abroad, while our service industries, especially Lnancial services, are
the strongest in the Community.

In truth, the protecionist option is simply not available. Ty
Iy partners are amongsl Britains top cleven markets.

ing accession British trade within the common

It oul

of nine Communi
In the ten years [ollow
markel grew almost hwice as last as with the rest of the world. Britain
exports neary 50% more Lo other Member States of the Communily
than to the United States, Japan and all the Commonwealth countries
combined. We cannol substitute any other markel for that of the Com-
munity.

The EEC Treaty looked Torward Lo the ereation of a common markel
between the original Member States within a transttional period of 12
years. nsuch a market goods and services would be supplied irrespec-
tive of national trontiers and labour and capital waould be free lo move
wherever they could be employed most profitably. 2 years alter the
signing of the Treaty, that aim is still far from being realised.

The erection of the Common Customs Tariftand the tinal abolition
of all customs dutivs and quoltas in trade between the Member Slates
taok place in mid 1968 However, there remained o great number and
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variety of non-tariff barriers to trade. Though many of these have now
been abolished, others have sprung up in their place. The cost of
complying with formalities at the Community’s internal frontiers has
been estimated by the Commission at belween 5 and 10 percent of the
value of the goods.'

The supply of services, too, continues to be obstructed in many
ways. For instance, in a common market a company should be able (o
cover itsrisks in all the Member States with a single insurance policy: as
things are, it would need ten different policies. Between 3 and 5 per cent
is thus added to industry’s insurance costs.”

Liberalisation has gone furlhest in the case of workers. The Mem-
ber States have abolished restrictions on the employment of Commun-
ity nationals except in some branches of the public service and a regime
has been established to ensure that migrants do not forfeit their social
security entitlements. The right of equal treatment with nationals of the
host State extends to workers’ families. In this field the Community
directly touches the lives of some of its humblest citizens.

The lifting of restrictions on the movement of capital got off to a
good start in 1960 with the adoption of a Directive (amended in 1963)
on, among other things, direcl investments, personal transactions and
portfolio investments. However, the implementation of the Directive
has been patchy, and subsequent measures were of limited scope.
Discussions aboul the creation of a Furopean stock exchange seem
currently to be stalled, as does an important proposal for a directive on
unit trusts. Increased pressure for financial inlegration is coming from
the Commission and the European Parliament. The matter is one on
which a British Government which has had (he courage to abolish
exchange controls is well placed to take a lead.

The completion of the common market requires a tormidable effort
of imagination and political will. To secure a prosperous future for the
peoples of Europe, that effort must be made.

Our two following chapters examine more fully the principal re-

maining barriers to the supply of goods and services wilhin the Com-
munity.

1. Report by the Commission to the Cou ncil, 24 February 1983, COM
(83) 80 final, p.8.

2. Liliana Archibald, “European insurance time is running out”’,
Lloyd’s Log, April 1984, p.3.

10

0.3

0.

6 NON-TARIFF BARRIERS TO TRADL

(1) Coeneral

Non-tarift barriers may resull rom differences in standards 1m
posed by national legislation or from entrenched admimistrative atti-
tudes and prachices. Or they imay be protective nICASHIes lll.l:llllll'l'-i(lll.I!;
in the sheep's clothing ot legitimate trade regulation. The lumplnlum in
the recession o tind ways of protecting domestic industries against
imports has been strong and governments have all (oo frequently
succumbed toat.

Article 100 of the EEC Treaty provides a means ol rentoving non
taritf barriers, through directives for the “approximation” (|l.'ll‘lll(lllljl‘:d-
tion) ol national laws, regulations and administrative practices, The
directives are enacled by the Council of Ministers ona proposal trom
the Commission. Unanimity on the Council is required, not under the
“Luxembourg Compromise’”! but by Article 100 itself.

Far many years the rate of adoption ol proposed diu--'llvn‘::y was
paintully slow. However, in response Lo a call by the European Council
in December 1982, the “Internal” Council of Ministers seems Lo be
making an effort to clear the backlog,.

IHarmonisation has a bad name in Brilain, partly because very
detailed measures, like the one on noisy lawnmouers, are castly carica-
tured, however sensible they may be, and partly because the (“umnn:?-
sion has at times exhibited excessive harmonising zeal, lending plausi-
bility to scare stories about “Euro Bread” and “Euro Beer”. We recog-
nise that harmonisation is an essential tool in the construction of the
Common Market, Each measure must be judged by ils effectivencss in

turtherig that aim,

(i1) Standards and Testing Procedures

In every Member State there is legislation laying down llc.-ilil.l,
salely, environmental and other standards that goods must satisty il
they are to be allowed onto the national market. Though :.t.fndunl:; are
typically non-discriminatory, applying equally l:.: domestic prmlfu:%:-.
and imports, their existence is liable seriously to impede trade. lhlsrm
because differences, real or imagined, between the standards applic-
able in the different Member States may necessitate the production ol
poods specifically adapted to individual marlr\cls;. whrilx.- the nrgnn.ii,.-\—
tion of testing on a national basis may lead to duplfc:nlmn and provides
scope for covert protectionism. Rapid advances in lechnology mean

'As Lo this, see the chapter on The Community’s Institations below.

Il
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that new standards are constantly needed, so the problem is gelting
worse all the time,

British policy has been to focus on the creation of international
standards within the International Organisation for Standardisation
(ISO) and, for electrical poods, the International Electro-Technical
Commission (IEC). However, agreement may notalways be possible at
this international level but only at European level, within the European
Committee for Standardisation (CEN) and the European Committee for
Electro-Technical Standardisation (CENELEC), bodies which include
the EFTA countries as well as the Members of the European Commun-
ity. The geneval strategy of the Commission’s harmonisation program-
me has been to replace national standards with commonly agreed
Buropean standards drawn up by CEN and CENELEC.,

The loose harmonisation mechanism used in the “low voltage
Directive” (which applies to electrical equipment, mostly domestic,
with voltages of 50 to 1,000v AC and 75 to 1,500v DC) was a real step
forward. A soundly made consumer electrical product, safe in normal
use, may be sold anywhere in the Community. Compliance with
CENELEC standards or, in their absence, wilh national ones, is to be
taken as prima facie evidence of compliance with the Directive.

Testing and certification cause serious problems. Though most of
the directives harmonising technical standards lay down procedures
for common rules on testing and Communily Type Approval certifi-
cates, national testing procedures are in general not mutually recog-
nised. Moreover, the testing body is often dominated by local manufac-
turers who may impose unreasonable delays on foreign goods.

In March 1983 the Council adopted a Directive which, among other
things, abliges governments to communicate (o the Commission the
texts of dral regulations introducing new technical standards. This
should put the Commission in a belter position to forestall national
moves that may restrict trade and, if necessary, Lo come forward with an
appropriate proposal for harmonisation.

In April 1984 agreement was reached on a common sel of technical
standards for products from non-member countries and on an instru-
ment to enable the Community to react 1o unfair trading practices by
such countries, For practical and political reasons a connection had
been made between the control of imports from outside the Commun-
ity and the adoption of a set of fifteen technical directives, which the
agreement has unblocked. The goods concerned include domestic ap-
pliances, electro-medical tech nology and construction equipment; the
way is now clear for many other categories to be incorporated,

There is no call for harmonisation where the application of q
national standard to imports is prohibited by the Treaty itself. The
famous Cassis de Dijon case is authority for the principle that goods
lawfully manufactared and marketed within the Community cannot be
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'"There is a precedent for the imposition of financi
defaulting Member State

ECSC.

the European Parliament and (he
enlist the support of industry, the
dilatoriness. If Ministers are politically committed to making a
reality of the common market, technical objections raised by their
experts can be overcome. Matters could be expedited by
the most acceptable national slandard, where
of searching for the ideal European one.

(b) National and European stand
resources they need to play the
to develop close working
bodies.

(c) The Government of each Member State should be required to
designate in each of the other Member Stales one
atories to test goods: and should undertake (o recopnise the fing-

ings of such laboratorices, Thestandards applied would be common
ones, where these were available; otherwise (he standards of the
importing State.

(d)} The procedure forsecuring the remaoval of illegal barriers should be
strengthened. Any Member State that refuses, as did France during
the “Lamb War”, to comply with a ruling by the
should be liable to a penalty in the form of forfeiture of payments
due to it from the Community.' In addition, a procedure should be
introduced to cnable the Commission or a Member State to oblain
an injunction from the Court of Justice to deal, in days rather than
months or years, with flagrant abuses of standards.

(e) Traders should be made aware of their right of direct challenge
under the Cassis de Dijon principle and be encou raged to exploit it
to the full. Remedies for the enforceme
national courts should be ha rmoniscd,

equality before the law.

Those steps would represent

Commission; and they should
principal victim of the Council’s

adopting
ver possible, instead

ards bodies should be given the
ir part. Every effort should be made
relationships between the various

or more labor-

Courl of Juslice

ntof Community rights in
loensure that traders enjoy

an enormous advance towards [he
goal of a unified market, However, we believe that some degree of

misuse of standards for protectionist purposes is inevitable, as long as
responsibility for testing and certification remains with national admi-
nistrations. In the long term the only fully salisfactory solution will be

for those functions to be handed over to a Community inspectorale
responsible to the Commission,

(iii) Customs Formalities and Procedures

Any traveller in the Community will be

aware that customs posts
and customs officers remain very much prt of

the scene. Now that tariffs

al sanctions on
s in the coal and steel seclors: see Article 88

B

L. lY

G20

621

.22

023

i trade between the Member States II.I\.’L"H‘lH!L',l C“:',llzu:::‘lllll:.llf‘l’ll::ilI:III;:
mainly concern internal taxes, nni.nhly VAT A‘;ITKI;A.F‘ ! l.“‘l l;.hu“i“r‘
origin ol goods and compliance with standards. Delays

sls are prodigious. B . . '
" 'Illlnz Lrnhltm is partly one of customs ddmlmft(l_;dtm:::lll:;llllll,llé;(::,:"
quately 1o meel the admittedly heavy Lh.rmand:: -tl.‘f_ :nnll e “L.ul o
makes on them. Though unacceptable in the d]bl&”:[m “-“Lil“‘l “T, the
French lorry drivers’ strike in February l‘)8‘4 \.Vf\h ufl] ‘ ”,;h,l, o

devances over unnecessary delays al the AI':‘.mcu-Ill.lli i..ln . e ] |
s e sovernments o make clear o their own officials llu-. privt lI y
:)I'I\Ilt::ﬁi:;‘l:l’ll;]bl(ﬂ (urthiering the common market. RulornTIm mun\hlt\],l:::l_l‘;:
opening howrs of customs posts is wulmmvx!: 1\lMl'm,l‘l\:.l:l;':“.l;ldu-k:n
hljllllllLI l)n.' taken ol applications in the customs field ol nu

leahin It By
[ \.\’l‘l(() the weress m le in reaching agreem DL A I 'lL‘
W T JRELEF S 5 dude rea 5 oagl mend 5
LSS ) 1 8] * W . ) n his wi cplace
Lam Lh cument o Ilcltlk \ hin the Commu lly I'hi “ 1 "
tl ne 70 154 wesenl i use a the 10 l\lLlllhl'l Hlates. Dilerent
| / m 1l l Foe 1S mu l'lz)
nation II demands Tor matlers to be ||'ll|l|LiL’L! have lL‘bU“l‘tt 1 liL Cu-
T ) "
ment ol some Il“\ clauses w |'||L]l will run to 6 m 7 Pd},l b l I5 154 clear
(QANE (& ¢ OPoOsed o U BN ” far too illl\'(h dl d
nprovement I) rOPOsYe umenl 1 L
| ll | 1 | I 5 1
| i
(4] ]I[’IlLll[( d. | N
Alsu [} =] [8 [} LlI&Il]l al 1| Ws ] L5 ! ¢ hike o -
\! welcome is lh new Ix .},"1 m th Wlo eop ! )
tors, journalists dp TS ) i *lools 0 lll(.’ L wle across
| lhl [§ 1} «
« lum O Carry
tro ll]I ¥ AMpPora use in llil)lllLI M I'nl’L‘l State \Vl”i(llll h{lVlll}, fo
¢
ont s Lo ten | Iy ta
) s ea guarantee J Illblb one ol ”l‘. Plill'ltb at \VhlLIllllL’ill‘L movement
ILL b Bkal ee.
ol h‘\](ltlh and ol services mlersect.
I ! My 8 AR D [ b
“ | 1 we favoun HIL' Sanme solution ilLI 15 with lIIL'
v AL wl ok g i l ‘nation Wlisation. To ensurd that
| t | tification of poods uene MNalihe )
[N} 5 I 5 A wphed n l]ll‘ al the [ror s w Commu ll)
i Ted un
‘usloms ruld e apy ior { ontiers ol i 1
and that Ilh C'lt cks thal may rematn necessa ) where b’(ll)db nove lron
une I\ Llill)l'l Stale 1o ¢ . not ll-.“lll ” eu Uly ol ”IL‘. nia l\tl, d
I : y anolher LIU L
Community-controllec cusloms service Hil(lllld IL‘I)I we (G141 ] drale

national cusloms services.
(iv) Transport Barriers

1 ' 2 C
e main Ilhlllll Lo the 1 ||LI Lran | orl ol })Ull\[h willu ”\L oim
5 T
] llllll)’ is Lo be Il’ltlld m the dlllllhl”} ||L!,l3lldll l.l lILIL)ltl“J citab hl &_Ll b)
AU T ments LJ Hlweer overnments at L{ Lo a lesser \'th.‘lll,
wn ’
bilater ll ﬂ},’lL‘L 1 ely Bove . n
der G \l”lt) « ANy enls. v (S 10 L= \lb (4 CHiLS <
under CLomm rrangements While some recmenls are I by “l ll
U”]L‘I"- l’]l]\. ld(. fora ]ln]llL‘t un I.'L'I ol ])L‘llll Is on L"ﬂl.h .‘)lkh ' \\lllt_.l e
« (24K ] alional M 1es O ansporl. oL es 1l e Com-
local ‘Li I. yn 1 | dinish £l 'I‘] 1 C l.nlll o 1 tl
mu y hat OIR’I(”L restrichions are I dnce, lll(, lL(ll ral l\l.'llllhlll.. UI
1% I e < o C (S [} od [} 1 us the Britis h
ran | It \] AR 5 11 stor o
' Juolas can I . L tions 1l :
Gierma y 1 ) = :
B * ) ) 1 b
German agreement 1s more re trictive ”ll“ the Dule Gierman o el

1h

B



6.24

6.25

6.26

6.27

6.28

6.29

ment; so, when all the available permils for direct shipments belween
the United Kingdom and Germany have been used up, goods have had
to be sent via the Netherlands. As for Commu nity quotas, these remain
extremely limited, due in part o resistance from the French, German
and lalian governments. Their resistance stems less from protection-
ism than from considerations such as Germany's environmental policy
of steering traffic towards the railways.

The system of bilateral quotas for road transport is incompatible
with the establishment of a common market. We recommend that it
should be ended as soon as possible. The EEC Trealy envisages a
common transport policy. The emergence of such a policy would be
welcome if it spelled the end of transport quotas but it must nol be used
to bring in new restrictions; on the conlrary, exceplions on environ-
mental or other grounds to the free movenient of poods must be sub-
jected to rigorous scrutiny.

The strength of the rural lobby against the movement of heavy
lorries through small villages and along minor roads is recognised. But
this is best dealt with, not by restricting cross-border movement or the
use of efficient and safe lorries, but by confining large commercial
vehicles to motorways, trunk and major roads.

(v) VAT

Under the so-called “destination”’ principle VAT on goods sold for
export is owed to the country of importation. The exporter collects no
VAT from the buyer and, morcover, receives a credit lorany tax paid on
previous transactions in relation (o the roods.

The majority of Member States levy on imporls at the time when
they cross the frontier. This involves valuation of the goods by customs
officers and is one of the main causes of trontier delays. It is rightly
perceived by the Commission as an unjustificd barrier (o trade and the
Draft Fourteenth Directive on VAT was put forward to secure its re-
moval.

The Draft Directive adopts the Postponed Accounting System
(PAS) which has hitherto applied in the United Kingdom but which in
his Budget Statement of 13 March 1984 1he Chancellor announced the
intention of abandoning, Essentially, PAS allows the tax due on im-
portation to be postponed and accounted for in the course of the
importer’s normal VAT returns. This has siven importers in effect a
rolling interest-free loan at the taxpayer's expense amounting, if the
period of postponement is taken as [] weeks, to £1.6 billion (1983
estimate). Since VAT is charged on domeslic products as part of the
purchase price, the result has been to cncourage customers Lo look
abroad for supplies — an extraordina ry case of reverse discrimination.

A middle course has been adopled by the Benelux countries and

1t

o 30

bl

.32

.33

0.3

oAb

0.30

.37

reland, where payment may be deterred upl)ili .Mfi.d.n_\::, .Il.l.l'I; «|:u,‘|::|1|:‘

clearance. This Deterred Payment System (DPS) is the mul : .l.]. ‘ |“i

vsed Lo introduce in the United Kingdom. It has ‘.1.):I,‘lt'\ld,“l.:.i‘.:,“_

removing, payment ol L fram the Il'nnllm,‘whl.h'lpl.l SCEVINY, e

able neutrality between imports and domestic products. g I
We strongly recommend the withdrawal ol the Dharl JI:n:!l lll;:il“,ll_f

Directive tnoats present lorm and 1ls replacement by a propos, :

wrating PS5,

l \VI:L' ditlerences between rates of VAT i the NMeniber :\l.lll.‘.‘:
-t differences in national attitudes, notably about the II‘.Il-dIlLL

et e Ihey seem Likely o continue,

ireg irech Laxes. !
between direct and mdiree e

although  some degree of lmrm-unir;.n!lun, Dringing rates

“hands”, may be possible and desirable. _l o
In the long term itmay be possible, with the hv_lp ol H”“I;::;L",h.‘

avoid the break in collection which oveurs on exportation, ¥

b ) ] HYyh 1 » g b ; s,
SO0 il'llit'l l]ll lex \'ll'.l”l\h.\,".'lL'Hl belween VAT authos o
- ' 3 W 15 ) ,

(\’l) 1 llh“t t rocurenicinl

'y e menl, rep
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1 . NP !
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i ioni g varket, public contiacts would be
In a well functioning common market, pt . e
warded on commercial criteria without regard toa him s g
AW, ; —
isali i i Cprocure-
Machinery for the liberalisation of the market in public |‘ru "
‘ : " 0 k g
wenl is found in Directives on public works contracts ane “l[
me v / o ' . o
upply contracts. Where contracts exceed acertain value, the yn i
. \ the ope ' TESERTATE
l|l\fL'l'ti‘-iL‘d in the Official Journal of the European ¢ (;umuulut Jl :
ih _ : [ ‘ i sy o beer
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el ocedure for complaints by Tirns w .
there is a procedure for e : ! poen
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unte ated. :
level by a 1981 GATT agreement. - .
In practice the effect has been himited. The area s one o .H d
e i [ : “al sta s have adde
wational sensitivity and incompatible technical standards hav UL e
i sroble T 18 [ » Unitec
to the problem. Department ol I'rade stalistics show that m-”“lqu 1
Wit slates: ¢
9 { TS racls y other Member Slates: d
Kingdom few public contracts go Lo ot el
1980 Germany was by far the leading supplier wi ' .
) - Me - State receiving more tha
g contrac 10 other Member State rec J
rovernment contracts, 1 ; " S
2;buut 3%, As for British experience abroad, the CBI has stale J
« . &

1 i JLessential to
local subsidiary to act as a presence in the market is almost essel
" e -
obtain European government business. l
i 5 it sovernments
We can see noalternative to a policy of slow attrition. Governn .
i or ic ¢ cts in other
should encourage their nationals to apply for public u)nl;‘.u'” i
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Member States and, it dissatisfied, to complam vigorously.

issi 2 il, 2- ‘ebruary 1953 COM
"Report by the Commission to the Council, 24th February
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Sce Arts, 52 to 58 EEC. Producers
flruminm ol establishment.

Sec Arls, 59 16 66 FEC.

issi sLremai i
|;1'| ton must remain vigilant and Prosecule every
discrimintion. In the case of proje -

strict observanc i i
strict observance of the Directives should be insisted upon

7 SERVICES

General

‘ The EEC Trealy pives suppliers of se
.l‘l}',hl to export their services ejtles by qu
1 another Member Stale or by ‘
establishment)! or by way ofc-ms.-:vi'rmﬂiv
base (freedom (o provide services)”,

The right in each case is esse
nationals of the State towhich the service
H.ml State may, accordingly, insisl that
sional qualification be held '
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dorcertain fj fal safe i
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pProvision ol Services,
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We welcome (he progr i
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sought to reduce the discretionary powers of the supervisory bodies in
certain. Member States by establishing objective criteria, notably
adequate capitalisation and the control of the business by at least two
managers. The scope that existed for disguised discrimination is well
illustrated by the criterion of economic need, available in Italy as
prounds for refusing authorisation. Seven years were allowed — over-
generously in our view — for this to be phased out. Another important
step was the Direclive of 1983 on the supervision on a consolidated
basis of banks that operale transnationally. Work of highly technical
characer remains to be done, eg. on the Community definition of “own
funds”, but we believe that harmonisation could, and should, be com-
pleted within 5 years. The British objective of keeping the banking
system as open as possible has been pursued so far with success. It
must not be lost sight of.

Establishment and the provision of services continue to be im-
peded by national measures that purport to safeguard the public
against financial risks, but are in fact grossly excessive. Thus mortgage
institutions are effectively barred from operating outside their own
countries, so that house buyers are denied a choice between methods of
raising finance. Another example is the failure of German legislation on
insurance to draw a sufficiently clear distinction between business
risks and consumer risks. It should be the normal presumption that
businessmen are capable of looking after themselves and they should
be free to look for the best bargain. A common market in insurance
services is of special interest to the United Kingdom and we return to
the subject below.

More boldness should have been shown by the Commission and
by suppliers of services in challenging obstacles caused by unnecessary
safcguards. The lesson of the Van Wesemael' case in 1979 seems to have
sunk in only recently. Thal case concerned legislation in Belgium mak-
ing it an offence to hire an entertainer through a foreign theatrical
agency, except where a licensed Belgian agency acted as an intermedi-
ary. Belgian impresarios were resorting to theatrical agencies in France
for the very good reason that the commission charged was 10 percent,
as compared with 25 percent in Belgium, and two prosecutions were
brought. The matter was referred to the Court of Justice, which held
that a requirement of the kind in question must be “objectively justi-
fied”. There could be no such justification “when the person providing
aservice is established in another Member State and in that State holds
alicence issued under conditions comparable to thase required by the
State in which the service is provided and his activities are subject in
the first State to proper supervision . . .”*

The existence of public services monopolies inhibits the develop-
ment of a common markel in a number of services, Thus, whereas in

Toined cases 110 and 111/78, (1979) ECR 35.
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Britain air couriers are allowed 1o operate through statutory deropation
Irmnwthe postal monopoly, they enjoy no such c'rmq's-:inn k"l":v".vl;‘{:ro ilI
I_Iw Community. Article 90(2) of the EEC Treaty creates an r‘;n'pliun in]
lavour of ‘undertakings entrustod with the operation of services of
feneral economic interes|” they are subject to the rules of the Trealy
nnly in so far as the application of those rules does nol oy I!Ih:
performance of their lasks, Public service maonopolies gre ;'ll‘ll'llil ,
open to challenge on he pround that their performanee ‘\wmll I ‘1|'
necessarily be impaiied by exposiuie (o competition from 1he il

‘ i wivale
sector, Brilish ¢ ience wij i '
lish experience with the Post Offjce and Britjeh

tends Lo confivm (his. Fhereis also o proviso Lo the exceplion inl lf\r.{l:il:'::
Y2) —— “The development of trade must not be atlected 1o such an
e'x!t'nll.w would be contrary 1o (he tnterests ol the Compnmnine liu-
exclusion of somoe services, such as air couricr clearly capalble

having that Kind of adverse effect, R

undertakings, al least two of them established within the Com-
munity. In implementing the Directive, France and Denmark lim-
ited its application to transactions where the lead insurer is estab-
lished in the Member State in which the risk is situated. Thatillegal
restriction is being challenged by the Commission. Only the Un-
ited Kingdom and the Netherlands appearto be giving effect to the
spiritof the Directive.

(¢} The Non-Life Establishment Directive harmonises the require-
menls to be fulfilled by any insurer setting up a head office, branch
oragency within the Community to carry on direct non-life busi-
ness. It provides for prior authorisation and a system of concurrent
supervision. ILis the supervisory authorily in the State where the
insurer is established that has responsibility for verifying the
solvency of the insurer with respect to its entire world-wide busi-
ness. As aresult of the Directive, the Community’s insurers have to

S {
AL . W.u call upon the Commission 1o investigate public comioe mono fultil broadly similar financial requirements.
polies in the Member States to discover (d) The Life Establishment Directive similarly harmonises the re-
(a) whether llu.‘\- penuinely need exclusive vichtc o cnalide e o quircments lor setling up life insurance businesses,
() t::::?l(l;:;t::(::.:111“,1\,:.“:?"' - (e) 'I'haf lfnuumncc. Brokers Directive cuordil.mles the standaf'dsl of
Lewal action s, ol o T lfu-' development o e, training, experience 'nnd good I'Gpl-ll(‘ required of persons wishing
»'\v.:‘i:'lnl']:ltil:?r;l wuld be broughtin any case that i not ey Iveovered by to carry on business in the EEC as insurance brokers.
~ 10 A case demanding areent g .- ‘ 7.12 . 'hanks fo these Directives, it is now by and large possible f.m' an
¢ s argentaction is that of aiv tansport. | ligh lares insurer or broker from one of the Member States to become established
sl to h"‘q'_m‘sg”"'_”.“ costs and impose a handicap on those estal- in another Member State. But insurers are far from being free to under-
!uf:hml atadistance from the centre of Hhe emmunity The level of fares wrile risks in Member States where they are not established or autho-
'Ifi !ln‘ I'.(‘Sll” ol resteictive measures fo Pretect national aidines, Those rised under the local Taw, 7

atvspace. All lights i‘{‘!\‘\tl‘l‘ll airporte rn| |I: IT.I:I.\ |r N -L-“””mmm. N (@) Snmtj l\_'k‘mht‘.l‘ H‘?‘CS' nolably the ['edera.l 'Repu.bhc Of.G(-’['mnn)l(,
SE "”“““«:Iil lihia fi.l,‘,.. o . Hn.-. eln‘} e Shales shonld .pr(?h:!.nt.fnrm;.-,n insurers from um.ivrwrltmg risks within lnhelr
P “m“m”“"_'tImil‘m s "m nllmh-l" "!"lf-"- shavld 1 |t||'|'-L|I(‘|IfII1 unless they are .vsmbhshc'd.lherc.‘, I..IIILIL‘I' the direct
21 Wi | cinationaling C”““:“lf’i lh_re relevan!. supervisory e11~all101'1ty; sumllnrly br(.wku'rs are
Hhere are four Directives of canside o P.I'Ul'll‘b‘ll.L‘Ll from placing risks ‘\'11!1 insurers (_)utsude the jurisdic-
() The Reinsurance I‘i-l‘(‘('li\- ‘ '-t !‘l_d e lrll]unl-'lrl(f‘ f«u- OUr purposes: 'll‘tll'l. I'his nmolunts to the ﬂbl.‘()gl.‘lllun of the rlght, grfmted by the
. B ¢ providestor the abolition of restrictions I'reaty, to provide cross-frontier insurance services without estab-
- h'cpd('_'" ‘_" establishment and frecdom 1o provide services in lishment. A German broker, Mr Schleicher, has recently been
respect of reinsurance and relro CHSION (re-reinsurance). A com- prosecuted and fined by the German authorities for placing risks
mon markel in reinsurance! has been substantially achiceved with London insurers not established in Germany. The Commis-

(I _| he Co-Insurance Divective was (e Hirst step towards coordinal.- sion is taking the Federal Republic to the Courl of Justice.
L national laws on (he Provision ol cross-(ronticr dijec T ‘(”P (b) Some Member States prevent insurers from underwriting risks
Il.‘|:~'[|r|1lu‘(“ services I applies (o cortain riske situated within (e within their jurisdiction unless they have been authorised under
‘-“”""'l”"f_\’ that e covered by o single contiact, al an overall the local law; similarly, brokers may be prohibited from placirg
premium and for the same period, by two o HOre. instrnee risks with insurers not autharised in the same State. Authorisation
T T p—— - fiisureror eodenE o seeumos il pl'ncedures.formsumnce achvltms;n'fz |_twarl.:|blyt1me-c0nsumlnlg
Fisk he hasundertakon ” shimeseltagainan he and expensive and place severe administrative burdens on appli-
) cants. This is especially the case with highly competitive under-
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writing, where the terms of policics and premiums are rapidly

negotiated o meel the needs of individual customers, .
() The supervisory authorities in some Member Slates, notably

FFrance and the Federal Republic of Germany, exercise stricl ((n{—

trols over the terms and conditions of policies offered by insurers

within their jurisdictions, Even il foreign insurers Ubf;’]iﬂt‘d au-
thorisation to operate within the relevant State, their ability to
compete both in terms of the scope of the policy offered and ir;

!vrms of the premium may be severely restricted. The Commission

1s currently investigating practices in the German fire insurance

markel to see whether any agreements restrict competition in
breach of Article 85 ol the Treaty.
(' Some Member States have thwarted foreign insurers who have
succeeded in ablaining business in their countries by refusing
exchange control authorisation to enable premioms 1o he paid. ’
(1 Among, more detailed restrictions, we draw atlention to (he rule
that nni. more than 20 percent of French registered ships (hulls)
may beinsured outside France, and then only with official consent.
Freedom to provide cross-frontier insurance services would be-
netit insurers in the United Kingdom and in (he Community as a
whole. Competitive insurers would be able to expand on a Community
scale wilthout incurring the costs of cslablishment in each Member
Stale in which they wished 1o operale; and this would increase their
ability to operate in the rest of the warld.

Delav in crealing a common markel for insurance mav well lead to

Ih".- loss of business for the Community’sinsurers. In the important area
of industrial, fire and accident insurance, for example, mullinationals
with plants in several Member States require block insuranceto cm’e’r
fﬂl their risks throughout the Community. Unless the (‘L!I]H‘I'IUIIP”\,’
msurance market is freed, multinationals will increasingly look for
alternative means of cover, for example by placing lwusimzs.‘-' wilh off-
(_‘-.Imn' insurers or themselves setling up insurance subsidiaries (“cap-
live companies™) in tax havens,

Manufacturers and other commercial undertakings that buy insup-
ance within the Community would also benefit from the availability of
a x.vilh'r range of insurance cover and more compelitive premiums. The
elfect on production costs would be significant. Liberalisation of rans.
porl insurance (pnr'[iruhrl_\,' marine and aviation insurance) would
promole international trade, both belween Member States and with
countries outside the Community.

Consumers would also benefit, They would have cheaper poods, as
reductions in production costs were passed on. As ;mlicvvhm[d‘crs, they
would benefit from a greater choice of i ' -
premiums,

1surance cover and lower
Ihe completion of the common narkel in insurance is, we beliove
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an aim for the short term. Restrictions resulting from justified safe-
guards will have to removed by harmonisation. However, there is
considerable scope under the law as it stands for action against the
more protectionist Member States. Unnecessary constraints should be
directly challenged: by the insurers or brokers affected, in the appropri-
ate national court; and by the Commission, or by any Member State
concerned to open up the market, in the Court of Justice.

8 COMPETITION
(i) General

To ensure that the common market genuinely operates as a market,
a Community competition policy is indispensable.

Interference with competition may come either from the behaviour
of business undertakings, whether private or public, or from the grant-
ing of government aid to industry. We deal with the first kind of
interference in this chapter and with the second kind in our chapter on
Industrial Policy.

(ii) Machinery

The basic rules on anticompetitive behaviour by undertakings are
found in Articles 85 and 86 of the EEC Treaty. Article 85(1) prohibits
agreements or concerted practices restricting or distorting competition
within the common mrket, subject to the possibility of obtaining ex-
emption for agreements or practices which fulfil certain conditions laid
down by Article 85(3) (the “gateway”); and Article 86 prohibits the
abuse by one or more undertakings of a dominant position (monopoly)
within the common markel or a substantial part of it. In both cases the
prohibition applies only where the effect on competition is liable to be
felt in more than one Member State.

Under Regulation No 17 the Commission has power, in particular;
to start proceedings on the basis of complaints by alleged victims of
anticompetitive behaviour or on its own initiative; to request informa-
tion from undertakings and conduct investigations on their premises:
ta grant exemption from the prohibition in Article 85(1) where a restric-
tive agreement or practice fulfils the conditions in Article 85(3); if
satisfied that an infringement of Article 85 or Article 86 is occurring, to
order its cessation; and to impose fines (up to 10 per cent of turnover
during the previous year) on undertakings guilly of infringements.

Decisions by the Commission in competition matters can be chal-
lenged by bringing an action in the Court of Justice.

In the course of compelition proceedings the Commission is re-
quired to maintain close contact with the competent authorities of the
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The Commission, lo its credit, has taken the criticism seriously. In
1982 it appointed a Hearing Officer whose task is to ensure that the
parties are given a fair hearing and that full account is take of all
relevant matters at the decision-making stage. The Hearing Office has
direct access Lo the Member of the Commission holding the competi-
tion portfolio.

That reform, in our view, does not go far enough to reslore the
confidence of the business community. Doubts are bound to persist
about the fairness of the quasi-penal process in which all the major
steps, from the iniliation of the investigation to the drafting of the
decision, are taken by olfficials of the Directorate General for competi-
tion (DG V).

We believe that a new, independent body should be set up to
advise the Commission on the application of the rules of competition in
individual cases. TFor the sake of argument we call it the “Board of
Assessors”’. The Board would consider the “prosecution” case pre-
pared by DG IV and the written and oral submissions of the parties
concerned and would adopt a reasoned opinion, which would be
published in the Official Journal of the European Communities. The
power of decision would remain with the Commission but, if it chose
not to follow the Board™s opinion, ils reasons would have to be spelt out
carclully. Otherwise, a party challenging the decision in proceedings
before the Courl of Justice would be able to cite the Commission’s
failure to meet the points made by the Board.

A new Directorate should be established within DG IV to service
the Board of Assessors. The members of the Board should be the people
who have achieved distinction in relevant fields, e.g. economists, in-
dustrialists, trade unionists. They should be appointed by the Council
on a part-time basis, like the members of the Monopolies and Mergers
Commission in the United Kingdom, so thal they may remain active in
their careers, and should be appropriately remunerated. The Board
should be large enough to be organised into a number of panels, each
with its list of cases.

The establishment of the Board of Assessors could be achieved by
amending Regulation No. 17.

(v) The “gatewav ™ in Article 85(3)

Article 85(3) creates a “gateway” through which restrictive agree-
ments or practices may escape prohibition if their overall effect appears
to be cconomically beneficial. Whether the provision can be relied on to
save an agreement which is otherwise liable to be caught by Article
85(1) is a question to which businessmen require a prompt and clear
answer.
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Ixemption may be granted by regulations relating to classes of
ng;rm_'rnenls, and this has been done for certain exclusive dealing and
specialisation agreements. However, in the great majorily of cat;v:; the
only way of obtaining exemption is by nolifying the dvr'u-mnlvl.\l in
question to the Commission. The v:‘tli;lg of i;wli‘\:idunl Hniiﬁ:.‘alinnq
pPlaces a burden on DG 1V which has resulted in long delays, often o}
years, before a decision is laken. Of some 4,000 cases pending before
the Commission at the end of 1983, some 3,500 were notifications
f learly a problem on such a scale could not be solved merely by th‘¢:
Imerease in manpower we advocate below. o

. Un.cvrlninl_v is heightened by the fact that, with the exception of an
:m*ro.amngly insignificant class of agreements covered by transitional
lu'n\rlsions: notification to the Commission does not confer even tem-
[7t)|.].l'_‘.’ vﬂhdily_on an agreement eventually refused exemption, So
Patties to a nolified agreement may find it impossible o enforce until
he Commission make upits mind one way or the other, '
| !.lu‘ rr.('vl‘ﬂ practice of issuing, so-called “comfort’” letters, where
deci: , has: cned delays, bul is less than salisfac-
tory: because such letters do not bind the Commission itsell or (he
national courts.

We believe that all apreements should be decmed 1o e valid
throughout (he period of notification, regardless of whether or nol
exemplion is granted in the end. This would increase legal corlainty
and provide a positive incenlive o notify. ) A

In addition, there should be a time limit after which notified
;I,I’,l'l'(.‘mvnts aulomatically receive exemption. The Commission should
be given, say, 90 days in which to form o provisional view as to the
(‘Ic‘_uihilily of an agreement or exemption. Al the end of that period the
agreement would he automatically exempled from the prohibition in
Atticle 85(1) for, sav, 3 years, unless the Commission had notified the
parties that it was seriously doubtful whether the Conditions in Article
H'F( 3 were met. In the latter case, an evenlual decision refusing exemp-
!m;l,,,ﬁ.h:mm n-o.l af.f('cl the \_'nlidily of the agreement retrospectively,
un t_.ml e notification were found to be Lainted by fraud or negligence.!

I'hese changes in the law on the application of Article 85(3) could
be effected by amending Regulation No. 17,

'Our solution is along the lines of that recommended by the House of
l.m'c‘ls" Select Commiltee on the Firopean Communitios in ils Rvpt;rl of
2,"- Februay 1982, Competition Practice in the Furopean Feonomie
Community. There is a precedent in Regulation 1017768, which applies
the rules on competition to rail and road transport, -
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(vi) Policy

The main thrust of the Commission’s attack on restrictive practices
and monopolies has been against those with a tendency to divide the
market. Import and export bans, designed to maintain differences in
the price of a product on different national markets, are regarded as
particularly offensive and attract the highest fines. Thatseems right. All
the effort that has gone, and must still go, into removing state-imposed
barriers to trade would be futile if undertakings were allowed to
arrange protection for themselves against competition from other
Member States.

In our chapter on Industrial Policy we stress the importance of
transnational collaboration in research and development to ensure a
fulure for the Communily, alongside the United States and Japan, in
the exploilation of high technology. Due allowance will have to be
made in the competition policy for any mergers or joint ventures
between major European manufacturers that may prove necessary. .

DG IV's ability lo operate effectively is impaired by a severe lack of
manpower. Directorale B, which is responsible for enforcement, has a
total staff of 30 A-Grade officials, 8 B-Grade officials and 14 secretaries.
Thatis several times smaller than equivalent national agencies, c.g. the
Office ol Fair Trading in the United Kingdom. We recommend a sub-
stantial increase in Directorate Blo enable it to handle more cases and to
make it more of a match for the giant multinationals it often finds itself
opposing. The increase should be at the expense of other Directorates-
General whose tasks are not so essential to a well functioning common
market.

The main failure of the Community’s competition policy has been
the lack of courage shown by the Commission in applying the rules to
public undertakings. The EEC Treaty does not interfere with the right
of the governments of the Member States to determine the size and
composition of their public sectors but this tolerance of diversity is only
possible within a common market if public and private undertakings
are treated equally in law and in practice. Directive 80/723 on the
transparency of linancial relations between Member States and public
undertakings should make the task of enforcement easier, if only the
Commission will grasp this nettle firmly.

9 MONETARY POLICY AND THE EUROPEAN
MONETARY SYSTEM

(i) The European Monetary Svstem (EMS)

The objective of the EMS is to create “a zone of monetary stability
in Europe” through an exchange rate mechanism and a new currency
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unil (the ECUY It hoth envourages and relies upon greate coordination
and convergence ol members” monetary and mmn‘-rnj(' policies
Established in March 1979, 1he EMS succeeded the looser currency
arrangement known as the “Spake”, which had been advocated [\\; the
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(i) The Intervention A lechanican
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A Medium-term financial assistance (NTTTEA) providing halance of
Pavments financing in cortain circumslances, on g conditional
li.lr:lr:., with funding by country up locertain ceilings
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NMonetary aoperation Fund (ENC T
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Britain is party to these arrangements and to all consultations and
discussions relating to the functioning of the EMS.

Apart from drawing on the VSTF, neither STMS nor MTFA have
been used. This is probably because the support facilities for uncon-
ditional borrowing on international markets available to Member
States have made resort 1o them unecessary. Since the EMS became
operative, on the Community loan mechanism (which is in any case
outside the system) has been called upon.,

(iv) The European Currency Unit (ECU)

The ECU is a composite monetary unit consisting of a ““basket’” of
fixed amounts of each Commission currency (including Sterling but
not the Greek Drachma), with different weightings fixed initially
according to each country’s relative GNP and importance in interna-
tional trade.

The presentweight of a particular currency is the ratio between the
number of units of that currency in the basket and the value of that
basket in that parlicular currency, which will gain or lose weight
according lo whelher it appreciates or depreciales against the other
currencies in the basket.

In the framework of the EMS the ECU is used:

(a) as adenominator for the exchange rate mechanism, ie. the central
parity around which the actual value of each currency fluctuates;

(M) as a reference unit for the operation of the divergence indicator
from the central parity;

(¢) asadenominatorin the intervention and credit mechanisms in the
framework of the VSTT and of the EMCI5;

(d) as a reserve asset, the Central Banks depositing with the EMCE
20% of their gold holdings and 20% of their dollar reserves in
return for ECUs.

From 1 January 1980 onwards, the ECU became officially the only
unit that could be used by the Community where the need for a
non-national currency was felt. Community bodies use the ECU, not
onlv as g unit of account, but also increasingly as a means of denomina-
tion and even of selllement. For instance, the European Development
Fund denominates its aid in ECUs. However, in the case of the CAP
expenditure is denominated in ECUs, and these in turn are converted
into national currencies on the basis of specific rates known as “green”
rales.

Private use of the ECU in the European financial markets has
expanded rapidly in contrast with its official use, which has remained
fairly static. An increasing volume of international bond issues is
denominated in ECUs both by Communily and non-Community bor-
rowers. There have also been a number of Euro Credits denominated in
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