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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/



3.5

4.1

4.3

4.4

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

I'he ¢

that the countries enjoying relative prosperity and ecedum ae over-
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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
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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
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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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In a well functioning common market, pt . e
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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
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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.

19



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
I"lﬁ‘l Werner Repart, The report called Tor a complete monetary union
with irrevocably fived exchange rates and free currency rmn'v.rlil\ilil\'
within the FEC by 1980 This target was abandoned in 1971
. .'Nilh the exeeplion of Gree coall EEC countrics are memibers ol the
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changres of contral pavities. Though there have eep 7 ;('.lli;-nnwnl-;.‘h;
date, members of (e ERNLare senerally aprecd That the e |1I.|r|i"|n has
helped to stabilise exchange rales, . ‘ '
. I bwo currencice approach their bilateral inlen enlion limits, there
s noabligation for both Central Banks ta intervene (o prevent llul' limit
heing breached (tailing, of conpue realisniment of coentral Pravlies) The
Cenbial Bank of the shrongercurrency buvs the wealkor one \\'I\il;' the
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(i) The Intervention A lechanican

"o - } cus o T !
I Central Banks need to borrow cach otler s o rencices, there are
certain credil arrangements:

G A et . -

: very H|'1HI| lerm linancing facility (VST through which Central
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OWn currencies;

') ~ - H -
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' '. ) . Z . H - - ; bd I ) '

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

The Credit mechanisnes under by and (¢) are cngased by 1he | Hropean

. . : ' '

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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ECUs, with the active participation of British ba nks; as well as deposit
accounts, certificates of deposit, savings books and insurance policies.
The use of ECUs for travellers’ cheques is imminent.

Animportant use of the ECU is trade between Member States. It is
available as an alternative to the Dollar if the exporter or importer is
unwilling to use the other's currency.

The ECU’s status as a currency has been legally recognised in
France, Belgium and Luxembou rg, and accepted de facto by the Nether-
lands. The only major exception is the Federal Republic of Germany,
Since the ECU is a basket of currencies, and therefore can only be
described as an “index”, trade in LECUs s illegal in Germany.

(v) The Second Phase of the EMS

The resolution of the European Council atits mecting in Bremen in
December 1978, which eslablished the EMS, provided for the con-
solidation of procedures into a linal system, “the institutional phase”,
within two years. This was (o include the formation of a European
Monetary Fund and [ull ulilisation of the ECU as a reserye assel and
means of settlement,

A review was carried oul in September 1979 but no changes were
made, as it was found that the system was working qalisl’nclnrily.
During 1980 it became cloar that a lwo-year transition was nol feasible,
but the Council resolved 1o continue the development of the EMS and
to make the transition to the institutional stage “at the appropriate
time”. It was agreed that priority should be given to the achievement of
grealer convergence of economic and monetary policies and perform-
ance.

(vi) Development of the EMS and the Extension of the role of the ECU

Europe should build up its own monelary arganisation rather than
passively complain about the effects of fluctuations in the Dollar. The
central role of the Dollar in the Comm unity should be wound down and
an active effort made to establish a common alttitude towards the Dollar
as'well as towards the Yen. A “zone of probability” of the ECU/Dollar
and of the ECU/Yen exchange rates should be targeted. The ECU should
be freely convertible into other currencies, instead of its present limited
convertibility.

The EMS should be opened up to Central Banks of certain third
world countries by authorising them to acquire and hold ECUs. This
would help to diversify world reserves, thereby increasing monelary
stability. It would also help, in times of overall external Community
deficit, as during the oil crisis, to finance this deficit, following the
example of the United States. To this end the ECU's negotiability
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worldwide should be extended and the EMCF should be able to issue
ECUs to third countries. The ECU would then become a practical
alternative to the US Dollar,

The ECU should be regarded as a currency like any other..lts
increasingly diversified use, together with the liberalisation of capital
movements, would be a major advance in the construction of the
common market,

The development of the EMS will not be a real success W‘ilhol'lf
greater institutional coordination and the convergence of economic
and monetary policies. Four years” experience have shown thz:‘t monet-
ary policies, though strongly influenced by the system’s requirements,
have nol conveged sufficiently.

Some suggesied conerete measures comprise: ' ‘
(a) phasing out restrictions on capital movements cleno!mnated. in

ECUs, at least within the Communily, the absence of a genuine

European capital market having hitherto been partly compensated

for by the rapid development of the Euromarket with the US Dollar

as its main vehicle;
(b) continuous discussion between Member States of intermediate

monelary policies; .

(¢) systemalic monitoring ol balance of payments and external indebt-
|'-lirH"~i.‘?-,

The EMS will notachieve its full potential until the exchange rates
of all Communily currencies are on an equal footing. The en.tr.y of
Sterling into the ERM ““at the appropriate time” a:?d “whe-n conditions
are right” means that the EMS would no longer h'mge as it does today
principally on the DM. Sterling is particularly 1mportan't as a h"ade
currency and as a vehicle for capital movements. Answering to diffe-

rent il1fc*r|1nlimml forces from the DM, it would cause the EMS to
become bipolar, and hence lo register more accurately tl?e variqus
tendencies influencing the Community. In the meantime, increasing
private use of the ECU should be encouraged even without Britain

having joined the ERN.
(vii) The Creation of a Furopean Monetary Fund (EMF)

The EME would be an expansion of the present EMCEF, It would be
concerned with all aspects of monetary policy, including excha-nge
rates, external financing, and internal monetary developments. Nation-
al member currencies would be left to existing Central Banks. Currency
realignments would have to commonly agreed by members, but the
Fund would also be involved in the decision-making process.

The Fund would of course need an important initial endowment of
reserves. All exisling support arrangements would be transferred to the
EME. The EMIF would be entrusted with coordinating policy towards
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external currency areas and organising interventions, whether acting,
itself or leaving it to the Central Banks. It would (but according Lo
agreed procedures and criteria) be able to act quickly, without hamper-
ing consultations. The aim of the EMF would be to help create within
Europe a zone of monetary stability.

(viii) British Participation in the Exchange Rate Mechanism: The
Medium-Term Horizon

The arguments for and against British participation in the ERM are
grouped under four headings;
(a) the monetary and “competition” arguments;
(b) the financial and oil arguments;
(c) relations with the US Dollar;
(d) the political arguments.

The aims of joining the ERM are both to iron out erratic and
harmful fluctuations and to prevent “opportunist” adjustments. With-
in the EMS, if a currency wants support, it gets it, and with it added
credibility, which avoids unnecessary crises. If it needs a fundamental
adjustment, nothing prevents it.

The argument that exchange rate flucteations do not interfere with
investment decisions, though popular in certain industrial circles, is
not particulrly convincing if one looks at the record in the last year of
British manufacturers in this field. Long-term investment decisions,
particularly in export-orientaled sectors, are harder to take in o context
of uncertainty, though the course of future exchange rates is not the sole
element. Parity changes of an appropriate size in the direction indi-
cated by fundamental variables should cause less concern for business
than significant and reversible misalignments of a floating currency.

Aslong as the Government holds the view that there should be no
firm target for Sterling’s exchange rale, and that it prefers to control
domestic money supply, joining the ERM will be difficult. For a trial
period, a wider band such as 6% could be envisaged which would leave
plenty of room to manoeuvre short of readjustment, which would
always remain feasible. As we have lived for some years in a world of
unstable floating rates sometimes free, sometimes managed, surely any
move towards convergence and slability must be compalible with
leaving the exchange rate to the market.

It is often said that Sterling is not a suitable currency for the EMS
because, unlike the other currencies, il is so widely traded interna-
tionally and hence more subject to the influence of large and un predict-
able capital flows. This is certainly less true today than it used Lo be.

The argument that the Pound has become a “petromoney”” and
therefore reacts to different stimuli than other components of the ECU
was undoubtedly true during the two oil crises ol 1973 and 1979, Bul
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now that the oil prices buve somewhat stabihsed, this argament has
lost some werght. Nevertheless, the peculiar charactenstics ol lln" otl
factor, especially its dependence on sudden events in the Nhiddle I..l:,l,-
do at present give Sterling a character not shared by the other EMS
currencies.

Another arguement is that participation in the ERNM would in-
crease Sterling's volatility against the Dollaror Yen. Surely the cantrary
must be true. Sterling's participation in a foward-looking and open
EMS bloc would increase its standing in the US and Japan. Only by
participating in the ERM will the Britsh authorities be ?n a luf.\,ilinn to
influence both the CDM rate and the Dollar policy of the EMS as a
whole. ’

There is a lundamental choice o be made between standing alone
or acting, in concert i such a sensitive arca of national sovereignity.
Backed by the prestige ol the City of London, .Iirit.mn \\_'mlld, a5
participant in the FRM, be better placed to exert formal intluence and
win others over to free market policies. The United Kingdom should
not repeat the mistake of staying outside while such an important new
venture is created.

A commitment lo the ERM would also mean greater reliance on
“external discipline” to restrain inflation and budgetary deticits, Civil
Servanls in all Member States are naturally often averse Lo being sub-
jected to such a discipline. 1L must be imposed from above. [ the
meantime, the policies of Member States are converging more than
three or four years ago. This is an indication that progress in building a
LEuropean l\'ll;nvl.u'y Union could be resumed, llmu;;.h there must be no
return Lo exchange conlrols to impose close cconomic convergence.

The problem today is nol so much where we want o gel l‘u, bul
how to reach it In twenly years from now the many dilticulties we
encounter loday should have been overcome and there will be a Euro-
pean monelary identity, with national currencies and the ECU uxi:ﬂmg
side by side, cach having different specialised roles and functions.
There will be o European Monetary Fund, or Authority or }T()bﬁlhl-)’ a
Central Bank (London would be the obvious localion), overseecing
adjustments within the Community and playing a Iu.uljmp, Tnlu in
relations with external arcas. The Community has now al ils disposal
one-third of the world’s Toreign exchange reserves and hall of its gold

reserves. [ should use the resources al its disposal Lo create a major

monetary zone, with a stabilising effect on world trade and cli_}:liml
movements. Britain, with a revitalised industry and a Hlourishing City,
should play the leading part in designing the new linancial community
for which she is naturally destined.
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10 INDUSTRIAL POLICY
(i) General

The EEC Treaty contains no Title on industrial policy. The framers
of the Treaty evidently believed the creation of an upun- and competi-
tive markel and some co ordination ol national cconomic policies
would be enough to ensure that industry in the Communily would
flourish. The recession, compelition lrom the USA, Japan and the
newly industrialised countries and the need o develop activities to
counterbalance the CAP were among the factors that brought a change
of approach. Scattered elements of a more interventionist policy
appeared during the 1970s and these have been given focus in the 1980
by the Commission’s call for a strategy to improve the international
competitiveness of industry in the Community. At the same lime, in
exercising its supervisory powers over lhe granting of aid by the
Member States, the Commission has taken a somewhal benign view of
national initiatives aimed at industrial “restructuring”.

We recommend the following as general principels to be observed,
together with the principle of common action, in formulating industrial
policy for the Communily:

(1) The common market musl remain the centrepiece of the Commis-
sion’s policy for industry, in both manufacturing and services.
Interventions, whether at the level of the Community or of the
Member States, that are liable to set back the cnmplc-lion of the
common market are unacceplable.

(2) Measures taken by the Community must not contradict national
policies designed lo bring inflation and public expenditure under
control.

(3) Short term solutions, however politically altractive, must be
echewed where they threaten recovery in the medium term. This
applies, aboveall, to the ”
public sector.

creation” of jobs inan already overblown

(i1) Ways and means

The Community has al its disposal a variety of financial instru-
ments that can be used for the purposes of an industrial policy. Worth
noticing here are:

(a) The European Investment Bank (EIB)

The EIB was established as an institution in its own right underan
express provision of the EEC Treaty. It raises funds on the capital
markels and relends the money, after covering running costs, on
terms more favourable than its chients would be able o obtain as
ordinary commercial borrowers. In practice, loans by the EIB are
mainly for inlrastructure and encrpy products.

10.4

(b) The New Community Instrument (NIC or “Ortoli Facility™)

The NIC was created in 1978 specilically as an instrument Lo

promote cconomic recovery. s funds are raised on the capital

markets and adminsitered by the EIB. The low interest rates are
subsidised from the Communily’s Budget.
(¢) The European Social Fund (ESI)

The FSE is the Community’s main instrument for alleviating the

social distress caused by unemployment. Assistance i available

for such purposes as retraining redundant workers, training for

new technologies, youth opportunity training and schemes 1o

extend the employment of women and the handicapped. There are

separate funds available under the ECSC Treaty o assist redun-

dant miners and steelworkers. .

() The European Reginal Development Fund (ERDI)

The ERDF was established in 1975. Most of its resources are di

vided between the Member States in fixed quotas. Governments

reimburse themselves out of the ERDE for expenditure onvegional
projects.

Industrial policy is notonly about the disbursement ol tunds. Thus
further harmonisation of company law and company taxation is needed
to facilitate the developmentof truly European industrics. A measure
that we recommend for urgent consideration is the adoption ofa
European company form. That would make il possible forcompanies
based in different Member States to collabovate without having to face
the political and psychological pressure of choosing a nationality lor
theirjoint venture. A draft statute for a Socielas Europea (SE) was pul
forward by the Commission in 1970 and a revised version in 1975, [thas
been held up mainly by ideological wrangles about employee
participation, lo whicha compromise solution could, and should, be

found.
(iii) I"roducts with a high technological content

In their Report, “Towards European Feconomic Recovery in the
19805, which was commissioned by the European Parliament, M1
Michael Albert and Professor James Ball sound the alarm over the
performance of the Community’s industry in the developrent ol pro-
ducts based on the application of new lechnologies, especially informa-
tion technology. They conclude that “Tor the first time since the 18th
century the major formative initiatives of an industrial revolution are
not originating in Europe. Europe is ‘missing out’ on the third indust-
rial revolution.” Figures quoted by the Commission tend to confirm
this. For instance, $ out of 10 personal computers sold in LEurope are
imported from the USA and 9 out of 10 video recorders from Japan,
while Europe-based manufacturers of integrated circuits supply only
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Mpercentol their home market and tepesentonly 1y percent of world
production, half of that share coming from wubeidingies in the United
Stales.

Such a degree of technological dependence ina field like electro-
nics which increasingly influences almost every aspectolindustrial life
seems thoroughly undesirable, Albert and Ball make il clear that the
Communily’s weakness in research and development stems not so
much from lack ol investment as fraom the relatively inelfective deploy-
ment of funds. They tell us, for example, that, whereas belween 1977
and 1981 the sum carmarked for the developmentof micro processors in
the Community was double that in Tapan, the Japanese share of the
world market has now gone up o 10 per cent, as compared wilh a
Furopean share of less than 10 percenl

We therefore support intervention by the Communily o encour
ane research and development in e indostrial application ol new
lechimologies. The measures taken <houl:l lavour transnational col-
laboration, to avoid wastelul duplication of eflor. The adoption by the
Council on 28th Febraary 1980 of the work prrogramme for ESPRIT was
animportant first step, which we welcome,

Ov) Small businesses

Measures o encourage small hosinesses in the Communily are
important for various reasons: o broaden the social base of private
enlerprise; to enhance the capulwilil_\' ol industry toadaptand innovale;
to provide opportunities of emploviment. Financial help should be in
(the form of “soft” loans, as opposed 1o grants, which should be made
thiough private institutions applving commercial criteria,

(v) Steel

Over-capacity remains the chict problem of the Community's steel
industry. Itis estimated by the Commis<ion 1o be ol the order ol 6 (o 58
million tonnes for crude steel, and 18 (o ' million tonnes for linished
Products, up to the end of 1981,

Under the ECSC Trealy the institutions of (he Community have
nnusually wide powers of management in the sleel wo tor, including o
power loimpaose production quotas. Such quotas, based on traditional
mar kel shares, penaliseefMicient producers. Weshould nol wish to see
similar power introduced in respect of other industries in ditficalties,
v chipbuilding or textiles,

For the Tuture we beliove that policy for steel should be based on
these principles:
ta) Because of steel’s fundamental vole in manufactun ing generally and

in defence, the Community must maintain a viable steel induatry
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(b) Restructuring must aim to ensure, in the words of Article 2 ECSC,
“the most rational distribution of production at the highest possi-
ble level of praductivity”. The most obsolete and uneconomic
plants musl be phased out first.

(¢) Because steel works are found in areas of high unemployment,
special efforts must be made to help redundant workers.

(vi) State aid

Aid granted by governmenls lo their industries is liable to distort
competition in the common markel, since itgives the aided products an
unearned advantage on both home and export markets. The EEC Treaty
deals with this problem by conferring on the Commission wide discre-
tionary power lo ban nalional aids which it considers incompatible
will the common markel.

In exercising its power the Commission secks to ensure that aid is
used not merely to keep ailing industries alive but to finance the often
painful measures needed to restore economic health. This is the right
approach, though we would wish it to be pursued less indulgently,
especially in the case of aid to public undertakings.

The Commission should also insist on strict compliance with the
Member States’ obligalion to notify it in advance of plans to introduce
new aids. Where a scheme is introduced without notification and
clearance, the Commission should order the government concerned to
recover any sums that have been disbursed.

lllegally aided imports may represent a threat to an industry in the
Member Stale of importation which would otherwise be perfectly
viable. The government of that State could retaliate by introducing its
own scheme of aid, but that would make no economic sense. On the
other hand, any attempt to exclude the aided products would be liable
to fall foul of the principle of internal free trade. We believe that, to
ensure compliance with the obligation to notify new aids and with any
ban by the Commission, a derogation from that principle is necessary.
The Commission should be empowered Lo authorise the imposition, in
appropriate cases, of countervailing duties in respect of illegally aided
products imported from other Member States.

11. ENERGY POLICY

General

The need for a coordinated approach to the supply of energy was
thrown into relief by the “oil shocks” of the 1970s. The European
Communily has developed its own energy policy in the wider
framework of the International Energy Agency.
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While special Treaties exist for coal and nuclear fuel, it was neces-
sary to fall back on the general powers ol the EEC Trealy as a basis loran
overall energy policy. However, no one seriously quc-siinns the Com-
munity’s legal right to pursue such a policy.

The main burden of energy policy inevitably falls on the Member
States. The Community has neither the financial nor the administrative
resources for intervention on a larger scale. Its role must be that of
overseer, monitoring developments in the energy markels, coordinat-
ing national policies s0 as to avoid conflict, pinpointing difficulties and
devising appropriate solutions. It can also help with funding rescarch
and development where the risks involved are high enough o deter
private investment. In the international field the collective pln\’m'ul'!hc
Communily may be put to effective use, Finally, the Communily may
lepitimately concern itsell with developing an environmental imiic;r
consonant with its energy policy. '

(i) Current policy

Fhe current energy policy has three main strands.
() Diversitication of supply

Acentralaim is to change habils ol consumplion [rom imported oil

to alternative fuels.
Caoalis the Community’s most abundant indigenous source of energy,
Itis Community policy to rendeer the factors contributing to all coal
prices as visible as possible, so that the costs of local and imported coal
may be fairly compared. The rationalisation of (he coal industry inevit-
ably follows from this policy; but though the social costs fall overwhel-
mingly on the Member States, the Community does conteibute from ifs
vwnresourcesto retraining programmes. The combustion of solid luels
can cause pollution, and when this affects more than one counlry — as
mav be case with “acid rain’ - the Community is well placed to debate
the problem and to suggest solutions to dispules arising from il

Indigenous supplies of oil and natural f3as are also available as
substitutes for imports. The Community has a limited function in
assisting exploration and exploitation of reserves such as those in (he
North Sea. 1t also secks 1o inerease storage and reserve production
capacity; to expand the transport gridfor uel; and to intensify research
into substitutes for natural £as. -

In 1957 when the FURATOM Trealy was signed it was belioved
that nuclear power was about to become animportant source of encrgy.
The apparently inexhaustible glutofcheap oil during the 1960s reduced
the need for nuclear encrgy and the incentive for investment and
research. Now nuclear energy is once again viewed as having greal
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significance, particularly as an input fuel into electricity generation.
The Community’s role is essentially one of ensuring the ready availa-
bility of technology and addressing some of the “public interest”
obstacles (eg health and safety, the environment) that hinder develop-
ment.

New and renewable sources (in the form primarily of hydroelectric
powerand geothermal power) play only a modest part in satisfying the
Community’s energy needs, at present about 1.5 per cent. The Com-
munity has earmarked significant sums to help with funding pilot
industrial and demonstration projects on, inter alia, alternative energy
sources, the substitution of hydrocarbons and the liquefaction and

-gasification of solid fuels.

By 1990 it is estimated that consumption of oil will have fallen to
42.4% of total requirements, 75% of this being imported. Solid fuels will
account for 24.7% of consumption; nuclear energy for 12.5%; natural
gas lor 18.1%; and other sources 2.3%. (Electricity, as a secondary fuel
requiring other fuels to power the generation process is excluded from
these figures.)

(b) Rational use of energy

Under this broad heading the Community seeks to direct the use of
fuels to those functions for which they are best suited: coal and nuclear
fuels for generating elecricity; oil for transportation; and natural gas for
domestic heating,.

The rational use of fuels depends on their prices. But if fuels are
priced differently in the different Member States, the signals to con-
sumers and investors will vary. In pursuit of a more uniform pricing
policy across the Community, recommendations have been issued, two
ol them so far on natural gas and electricity. The philosophy behind the
recommendations is that prices must be “realistic”’, meaning:

... that the consumer must bear in full the cost of supplying him
with energy, including the full long-run cost of production and
distribution or of acquisition on world markets. It also means that
costs must be allocated fairly between different categories of con-
sumer. Government intervention in the form of financial support to
encrgy suppliers or consumers is to be discouraged, except where
such policies are agreed at Communily level to be in accordance with
Community policy and with other rules of the Common Market.""!

In practice “realistic” prices amount to high prices. Such realism is
not easy to apply, since prices generally reflect a host of legitimate
social, industrial and fiscal considerations, but not the degree of scarci-

'Communications by the Commission to the Council, Com (82) 651
final, 19 October 1982.
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ol particular forms of energy. The institutions of the Community
should not lend themselves to altemplts to insulate consumers from the
true cost of energy, particularly where a political as well as a linancial
pPrice has been paid for it The Commission is responsible for prevent-
ing distortions of the market through discriminatory and uncompeli-
live pricing. Greater efforl s required to bring Member States wha
“cheat™ in their pricing policy into line. Directive RO/723/EEC on the
transparency of linancial relations belween Member States and public
undertakings should facilitate enforcement.

Substantial cconomies are available (o Member Slates, businesses
and domestic consumers that undertake conservation measures, By
190 the Commission estimates that conservation projects could vield
between 130 and 150 mloe (million tons oil equivalent) per .II)I-]HHI,
representing approximately 13%, of current energy consumption and
nearly one-third of current ol consumption. These estimates are mod-
est; the exlenl of potential savings remains enormoys. Community
action in this sphere is limited (o pinpointing areas in which impmvﬁ-
ments may oceurand to making recommendations.

(Y Secnarity of Supply

The moral of the 1973 crisis, relearned in 1979, was that Western
Slales must not put themselves at the mercy of a particular supplicr, or
sroup ol suppliers. Account must be taken therefore, of the political
stability of a supplier when commercial relations are under discussion,
Farthis reason imported oil, concentraled as itisin the Middle Last, is
o be discouraged, Conversely, coal is widely dispersed and jls sup-
pliers are politically reliable; moreover, proven coal reserves are vasi.
Coal is therefore, celeris paribus, preferable to oil, Inpul materials for
nuclear tuel generation are likewise secure. We feel concern al the
growing dependence of certain Member States on natural gas fram the
USSR and from Algeria. To offset this, the Community and the [11:A
should encourage the exploilation of the very large reserves of Norwe-
pian natural gas by providing the purchasing guarantees that are re-
quired forsuch an undertaking to be economically feasible. Generally,
secarity of supply should be viewed in its wider context of OECD and
Furo-American relations. It is certainly an issue wilh strategic dimen-
sions hevond enerpy policy,

Consideration will have to begiven,inthe not too distant luture, to
the large scale transformation of coal into oil and gas. The technology
for doing this exists; the markel conditions necessary for commercial
production do not, The Communily has commenced funding rescarch
into liquetaction and gasification projects in the interesls of long-term
lorward planning,

There can never be complete security of supply. The Community
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must, therefore, be fore-armed to respond to a future supply crisis.
Currently, Member States are required to stackpile 90 days’ supplies of
oil and 30 davs’ supplies of natural gas, which it may be possible to
increase by 50-100%. Stockpiling measures of this nature should be
underlaken on the widest possible basis, and especially by all members
of the IEA,

A recent Council Decision Na 77/186/EEC provides that, in the
event of a serious shortfall, Member States should, so far as possible,
maintain normal trading relations, thereby satisfying commercial oil
and petroleum needs. Only in the event of a serious crisis are Member
States entitled to impose export licensing schemes and subject these to
retrictive quotas. Even then, restrictions on exports may only be im-
posed following consultations at Community level, Othor Community
measures designed o curb consumption during a crisis provide for
drawing on bulfer stocks, restrictions on consumers and the regulation
of prices,

(iii) The Environmental Dimension

The “Green™ parties that have emerged as a force in Western
European and especially West German politics attest to the emotive
nature of the environmental question and represent interests that must
be reconciled with related economic issues. The priorities and scarcer
resources of recession have caused reconsideration of environmental
measures. In considering such cases as ‘acid rain’, lead in petrol and
nuclear power, environmental measures must take account of the
financial and restructuring burdens they impose upon commercial
operators and of how such a burden will harm their international
competitiveness.

(iv) The Future in the Medium Term

In a Resolution of June 1980 the Council elaborated five principal

objectives for 1990:

(@) Reduction to 0.7 or less of the average ratio between growth in
gross primary energy demand and the rate of growth of gross
domestic produet (GDI?). Thus forevery one unit of growth in GDP
there should be only a 0.7 unit growth in energy consumplion.
Current estimates indicate that this target for dissociating econo-
mic growth and energy consumption will be met.

(b) Reduction in the use of oil to about 40% of HrOSS primary energy
consumption. Forecasts for 1990 put consumption of oil at about
42% of gross primary consu mption.

(c) Expansion in the use of solid fuels and nuclear energy so as to
account for 75% of electricity generation.
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() Tixpanded use of renewable sonrces 1o accounl for 2.3% of con-
sumption.

(e Adoption of realistic pricing for fuel in order to discourage profli-
frate use and transmit accurate signals to consumers and investors,
thereby enabling them to make rational decisions as lo use and
investment,

These abjectives are modest but attainable and we support them,

In arder to place the Community’s energy policy on a more secure
financial basis, the introduction of an energy tax on fuel consumption
has been proposed. Such a levy would seek to dissociate the evolution
onan eflective energy policy from the recurrent budgetary and related
political problems which bedevil so many Community plans, includ-
ing,. in the past, energy policy. —

The tax would redress the imbalance belween fuels, which pre-
sently attract no duty on entering the Community, and other products.
And it would help to deter consumers from relving upon imports. The
amount sought to be raised by the tax suggests that its level of applica-
lion o consumers would be small: well below 1% ilapplied to consum-
ers of all fuels whether imported or domestically produced; and frac-
ticnally above 1'% if levied on consumption ol imparted fuel only. Such
atmxwould, however, undoubtedly offend against the principles of free
radeuponwhich the Community is based. 1t would be unpopularwith
enerpy suppliers and industrial consumers; and it would be vulnerable
to-unlimited increases in the future on irrational protectionist or mer-
contilist prounds. On halance, therefore, we reject il

12. THE COMMON AGRICULTURAL POLICY
(1) Cleneral

Fhis chapter is based on the following assumptions:

(1 The Community will consist of twelve Member States (i.e. the
present Ten plus Portugal and Spain). The accession of Turkey,
whose population could well exceed 70 million by the year 2000,
would make a substantial difference in a number of agricullural
sectors, but no altempt at an assessment is offered here,

(b) Within a Community of Twelve (population 320-330 million) the
move away [rom employment in agriculture which has been so
marked a feature of the post-war years will diminish overall, but it
will still be signilicant in Greece, Portugal, and Spain. IHowever,
this projection will depend on the state of the European economy,

i.e.onopportunitics for em ployment in sectors other than agricuvl-
lure,

()1 Biotechnological researeh on both plants and fTarm animale. will
continue o make higher vields passible in respect of mos pro-
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ducts. Advances will also continue to be made in lowering costs

and improving machinery.

(d) The institutional structure within which the CAP operates will
remain broadly unchanged. It is, however, possible that expendi-
ture on the CAP might become “non-obligatory”, i.e. subject to a
much greater degree of control by the Eu ropean Parliament,

The CAP is already characterised by a degree of tension between
producers in the North of the Community and those in the South. This
is likely to conlinue. Enlargement will serve to increase the political
weightofl the South, and a further element in the divergence of interests
is the fact that environmentalist pressures (see paragraph 8 below) will
be stronger in the North. Overall, agriculture’s contribution to GDP is
likely to decline, and in the long term the Community’s institutions
(which presently bear the financial consequences of Member State’s
agricultural decisions but have little say in the overall strategy) can be
expected to exercise greater control.

(ii) Reform

The basic principles of the CAP, as set out in Article 39 of the EEC
Treaty are unlikely to be changed. The emphasis will be on reforming
the mechanics of the CAP, notably in respect of:

(a) the open-endedness of price support, at least for products in sur-
plus;

(b) the lack of coordination between the annual price-fixing and the
general economic situation in the Community;

(c) the use of CAP to pursue non-agricultural (mainly social) pur-
poses;

(d) the impactof the CAI’ on the  nvironment.

In the short term, price support for products in surplus could be
made subject to specific limitations on quantity. But it is difficult to
imagine how this might be done without a significant increase in
administrative costs, unless there is to be considerable scope for fraud
(though this is only a problem in some Member States, not including
Britain). Within twenty years, we can expect surplus production to
have been brought under control. Already, the difficulties posed by
this aspect of the CAP have very effectively discouraged any suggestion
that price support on the scale accorded to temperate products should
be extended, on further enlargement, to Mediterranean products. If a
system of support were to be introduced for those products, these
might have to lake the form of deficiency payments.

Price-fixing is the most politically sensitive aspect of the CAP; and
will prabably continue to be so, if only because agricultural lobbies are
likely 1o remain more powerful that consumers’ organisalions. As a
shorl-term measure to bring decisions on pricing in the Council of
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Agricultural Ministers into line wilh general cconomic policy, guide-
lines for decisions should be laid down with Finance Ministers. Thisis
fundamental to the long-term aim of matching the Community's finan-
cial commitments to its financial resources. Although provision would
alwavs have 1o be made for short-term review, il should be possible,
and we think itdesirable, to move away [rom the present rigidlv annual
price-lixing procedure, consistently with a move towards multi-annual
estimates for the whole Community Budgel.

The system of “Monetary Compensatory Amounts” was designed
to protect those trading inagricultural products within the Community
from the clfect of (luctuations in the exchange rate. However, the
“green currencies’” have in praclice operated as a subsidy 1o some
producers (notably those in West Germany) as a consequence ol the
conbrol which individual Governments exercise, for |1c||i1il.|| Feasons,
over the ates, This causes further distortions and disequilibria in
agricullural market, In the long term o we recommend the abolition of
NIC A

The CAP Tulfills a4 number of functions which are not purely
agricultural but rather social or regional. One possibility might be to
return those functions Lo the care ol the individual Member States. This
could very easily resultin the progressive renationalisation of the CAP,
since it would inevitably undermine such control as the Commission
exercises over national aids, and so destroy the unity of the markel. A
better course, we believe, would be for some explicit recognition to be
given to the non-agricultural functions performed by the CAT and o
theseto be bettercoordinated with other Community fineds, perhape s
part of o comprehensive rural policy. This would male it cosicr To
adjret the CADP Lo take account of the concerns now being exprecaed
abont s impact upon the environment.

tiiit F'erfure Concerns

Public concern aboul the velation between agricallnral policy and
the eovironment is considerable, and in some Member States, the
activities of “Green” parties have broughl the issue to the torefront of
politics. Cancern, which extends of course toanimal wellare, i likelv to
goow; and in the longer term there is little doabt that the CAT wall have
lor ke accountol it at least in the North of the Community, particularly
in organising incentives to production. However, sophisticated heirhi
cides and pesticides, and the intensive use of land associated with high
productivity, which represent the main threats Lo the rural envivon
ment, may decline in importance forother reasons (see below).

Within the Community, we con expect a steady growth in public
demand fora wide range ol foodstulls, and this should help to keep the
fronticrs open. Health standards, testing, procedures, and legislation on
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packaging and labelling must be harmonised in the short term lo
maximise the free flow of agricultural products. In external trade the
Community musl avoid the indiscriminate disposal of surpluses in
third country markets. Protectionist tendencies over imports should be
kept in check by the realisation that many developing countries we are
anxious to help are dependent on their agricultural exports to the
Community; and that we can ill afford to offend other food-exporting
countries which are important customers for our manufactured goods.

The Community is likely to remain the world’s largest food importer.

Exports, too, are likely to show a steady increase. And these two facts
underline the very strong interest the Community has in bringing a
greater degree of slability to the food markets of the world.

The share of food in household expenditure is likely to decline
further. However, the growlh in popularity of convenience foods, with
their high added value, will partially compensate for this. The propor-
tion of agricultural products which undergo some form of processing
befare reaching the consumer (approximately two-thirds of the total
today) will slowly increase, with important consequences for the food
industry. In some countries, the purchasing power of the multiple
retailers is starting to affect agricultural producers’ profits, which are
already under pressure as a result of higher input costs (see below).

Over the last ten years, there have been steep increases in input
costs, particularly in oil-based pesticides, fertilisers, feeding stuffs, etc.
“Efficient” farming has tended to mean high yields achieved by high
inputs in large units. The price of oil should remain relatively stable in
the immediate future, but in spite of this, farmers all over the Commun-
ity are being urged to maintain their profits by economising on input
costs rather than increasing output. This is where the main emphasis of
rescarch now lies, and in general terms, we are likely to see these costs
contained across the Community. However, in Member States where
farming methods are less sophisticated, input costs, especially labour
custs, will continue to increase quite rapidly, thus eroding one of the
major comparative advantages which such countries presently enjoy.

Farm incomes are now falling quite rapidly by comparison with
incomes generally, Given that the move away from employment on the
land is, in most Member States, nearing completion; that the Commun-
ity’s population is stable; that expenditure on food is declining relative
ta personal expenditure overall; that there are major obstacles to the
expansion of the Community’s food exports; and that levels of public
subsidy are already causing concern, serious political tension over the
level of agricullural incomes in the next twenly years seems inevitable.

The Community’s agricultural production over the past two de-
cades has been increasing three to four times more rapidly than con-
sumption. Sell-sufficiency has been achieved in the majority of
temperate products; and with enlargement, this can be extended still
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further (to the disadvantage of some traditional suppliers). The size ol
the Community’s population is such that, al least as far as the main
products are concerned, buying on the world market is risky and for the
foresecable future there can be no alternalive to our supplying most of
our own needs.

(iv) Conclusion

In an uncertain world threatened in the longer term with food
shortages, self-sufficiency in the main agricultural products is an im-
mense advantage. Both now and for the future, the Community’s
capacity to feed itself is assured: were it otherwise, that would indeed
be indicative of failure. What has gone wrong with the CAP is not that it
has failed in its original five objectives bul thal its success in achicving
the first objective - increasing agricultural productivity - has far out-
stripped the others in a way for which the policy itsell makes no
provision. The nature of the price support mechanism is such thatany
kind of brake on increases in productivity places the policy’s other
objectives in jeopardy.

The conclusion must be that the price support mechanism alone
may nol be enough. Whatever the difficulties involved an element of
direct income support may be necessary.

The CAP we should be working towards must be one in which the
basic internal contradictions have been resolved; which is sup-
plemented by ajudicious food strategy worked out in conjunction with
the other major food traders; which is characterised by fair compelition
between the different food producers within the Communily; and in
which the main interests - producers, consumers, agricullural workers,
taxpavers - are kept broadly in balance.

13. THE COMMUNITY’'S FINANCES
(i) “(hvn Resources™

The present system of financing the Community budget was de-
cided in 1970 when the Community still consisted of six members. [t
provides the Community with own resources composed of agricullural
and supar levies, customs duties and up to 1% of a harmonised VAT
base. On the eve of a further enlargement of the Community to include
Spain and Portugal, the Communily is living under the threat of the
exhaustion of its financial resources. For 1983 virtually all available
resources were taken up. For 1984, the resources currently available Lo
the Community will not be sufficient to finance the policies already
agrecd in the Council of Ministers. What is al stake is thas nothing, less
than the preservation and normal operation of those existing and
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potential Community policies which cost money. The original purpose
of the present syslem of own resources was Lo provide securily and
continuity of these policies. It cannot be allowed to become a perma-
nent threat to their operation.

When the present system was set up in 1970, the aspirations of the
Communily were a balanced development of its policies in a number of
fields, agricultural as well as regional, social and industrial policies. As
it has turned out, agricultural spending has maintained a predominant
part in the Community budget. In consequence, the Community in-
stitutions have been faced during the last four years with the problem
of budgetary imbalances which could only be solved by ad hoc com-
pensatory arrangements.

There are good reasons why the development of Community poli-
cies should notand need not conflict with the imperative for budgetary
stringency. Action al Community level should achieve more cost-
effective solutions to the problems of Member States than could be
offered in purely national programmes. Many of the most urgent tasks
which now face the Community would cost little or nothing. The
removal of barriers to trade in manutactures; the free trading of ser-
vices; cooperation between companies in research, development and
production; the strengthening of cooperalion in foreign affairs and
security; the further coordination of monetary and exchange rate poli-
cies - none of these vilal objectives for the Community would make any
substantial budgetary demands. Rigorous nrocedures of financial dis-
cipline should be applied to all Community policies - new and old. The
Commission has recently proposed ways for achieving this which
deserve close study. This British Government has been a pioneer in the
drive for financial discipline in the Communily. [t should spare no
effort to pursue that cause to the end - even after a settlement to the
problem of British contributions to the Community budget is found.
The Common Agricultural Policy must not be excluded from this. The
prowth in agricultural expenditure should, under all circumstances, be
kept below the growth in the Community’s financial resources in the
vears ahead.

The principle of efficiency al the level of the Community will not
however, remove its need for new resources. Enlargement of the Com-
munity to include Spain and Portugal may require additional resources
amounling to at least 5% of the Community budget. The costs of the
Common Agricultural Policy will continue to rise unless reforms are
undertaken by the Council of Ministers which are far more drastic than
those which it has already made. New areas of Community policy,
where spending can be justified by greater efficiency, must be fi-
nanced.

We therelore helieve an increase in the Communily’s resources Lo
be justified. The European Council, at its meeting in Brussels in March
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1984, agreed in principle that this ought to be done by raising the
ceiling on VAT contributions from 1% to 1.4'%, and thence o 1.6%. We
believe this to be an appropriate way of raising new resources at the
present stage of the Community’s development. Before money can
actually be spent, a formal decision by the Council is necessary; so the
British, or any other government is in a position to block expendilure.
In addition, the European Parliament exercises significant influence
over mostareas of Community expenditure excepl agriculture and one
orlwo very small items. Members of the European Parliament have an
opportunity to rally support against unnecessary or damaging propos-
als for expenditure.

(ii) Britain and the Community Budget

The United Kingdom is currently making an annual payment to
the Community Budgel (before refunds) of about £1.2 billion or 2
billion ECU. This is the net transfer of money from the United Kingdom
into accounts held by the Commission in other Member States. The

figure represents about 0.5% of GDP, or 3% on the basic rate of income
lax.

Although the United Kingdom is one of the poorer Member States,
our percentage contribution to own resources exceeds our percenlage
share of Community GDP. We pay relatively more levies and dulies on
imports, because a higher proportion of imports still come from outside
the Community than is the case wilh olher Member States, This is
despite asubstantial change in trade pallerns since accession: well over
40% of the United Kingdom’s trade is now wilh other Member Slates,
compared with under 30% before we joined. In agriculture, the shifl
has been even greater: nearly 50% of our apricaltural imports now
come from the Community, compared with only 3% belore aceession.

The Uniled Kingdom obtains only about 11% of the Guaranlee
Section of the CAP. The CAP absorbs two-thirds of Communily ex-
penditure compared with 13% on the Regional and Social Funds, 5%
on refunds to the United Kingdom and West Germany, and 4% on aid.
United Kingdom agriculture accounts for 3% of employment and 2.5%,
of GDP, compared with 8% of employment and nearly 5% of GDP in
I'rance.

There is no indication that there will be any change in Britain’s
relatively Targe net contribution to the Community budgel unless the
balance of existing Community policies is radically changed and/or the
revenue side of the Budget is reformed. The own resources decision of
1970 was laken despite representation from the United Kingdom that
after entry it would impose considerable burdens upon us. During the
negotiations for the British accession, the Commission argued that
agriculture would fall as a share of the total budgel to about 40%. A
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paper submitted by the Council of Ministers of the Six to the United
Kingdom on 4 November 1970 gave the important assurance that
“should unacceptable situations arise within the present Community
oran enlarged Community, the very survival of the Community would
demand that the institutions find equitable solutions”. The full extent
of Britain's budget problem only became apparent towards the end of
the five-year transitional period. In 1979 Britain was faced with a net
contribution of £1.2 billion. The incoming Conservative Government
negotiated an ad hocrefund on a three-year basis of about two-thirds of
the net contribution (about £2.5 billion). At the same time the Govern-
ment set about negotiating a long-term solution to the problem.

The Budget problem is closely bound up with the long-term de-
velopment of the Community. Any community, if it is to last, must
place its finances on a footing which the members, be they individuals,
provinces, or sovereign states, consider equitable. The British Govern-
ment has consistently held that equity should be attained by relating
contributions to the ability to pay. However, both the amount of the
disparities (see below) and the principle that disparities should be
corrected were disputed by other Member States. In particular, it was
argued that to redress the United Kingdom's grievance would under-
mine the own resources system whereby certain monies are, under the
Treaty, the Community’s and not the Member States’. Not only is the
question of budgetary imbalances central to the durability of the Com-
munity; itis also holding up development. Over the last few years it has
dissipated the energies of senior Ministers and Heads of Government
and distracted their attention from a wide range of other proposals,
many of which are discussed in this paper.

In addition to the criteria of equity and durability, any solution
waould require agreement on a system ol measurement of the imba-
lances.

The British position has always been that the figure for net con-
tributions is best measured by the net transfer of money to accounts
held by the Commission in other Member States. On the revenue side
(alleged excessive contributions of customs duties and agricultural
levies) it was argued that many goods are in fact consumed in another
country. This is extremely difficult to measure and the argument has
always had an academic rather than practical stamp. It was also argued
that excessive contributions in the form of levies and duties were the
United Kingdom’s own fault since we were importing too much from
outside the Community; but the massive switch to trade within the
Community since Britain’s accession has severely weakened this argu-
ment. On the expenditure side, various alternative methods of measur-
ing the benefits of FEOGA to British farmers were suggested. During
the negotiations, the United Kingdom tacitly conceded the arguments
on the revenue side by agreeing to omit customs duties and levies from
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the sum agreed as the net contribution. Al the same time, other Mem-
ber States tacitly accepled thal contributions should rellect ability to
pav and that VAT transfers across the exchanges were a suilable mea-
sure of those conditions.

[RAR Itis preferable to implement any mechanism o redress imbalances

1311

13 10

on the revenue side, since spending would have Lo be increased many
limes Tor the imbalance to be rectified on the expenditure side. For
example, il has been eslimated thal under the existing quata arrange-
ments of the regional policy, expenditure would have (o be increased
thirty times for Britain’s net contribution to be reduced 1o zero. Aller
enlargement to include two countries with very considerable rogional
problems, it is unlikely that any given level of expansion of existing,
policies which are at present favourable 1o Britain could ever reason-
ably salve the problem.

A second argument against any solution on the expendilure side is
that implementation of such measures would almost certainly be ob-
structed by the European Parliament.

Afterthe Stultgart Summit at which agreement was (inally reached

on the need lo tackle these problems, the British delegation tabled a

“saletv net proposal” to a Special Council meeting held before the

Athens Summit. This may be summarised as follows:

(i) the Communily would apree that Member States below a certain
level of relative prosperily should be nel beneficiaries from the
Budgel and not in any circumstances net contributors;

i) above that level, the limit on a Member Stale’s nel budgpelary
burden could be expressed as a small percentage rising prngrw{—
sively according to the Member State’s relative prosperily;

(iii) any Member State whose net budgetary burden as measured by
the Commission exceeded its agreed limit wonld have its VAT
payments in the following year reduced by the amount of the
CXCESS, 7

An alternative solulion which could benefit the United Kingdom
would be to reduce levels of expenditure in those areas where Britain
does nol benefit as much as most other Member Slates, in particular

FEOGA spending. Twa-thirds of the United Kingdom's budgelary

imbalances are generated on the expenditure side, Targely by the L'/\l;,

and only one third on the revenue side. Although theoretically plausi

ble, it would be clearly unrealistic in the short lerm to expecl the
fundamental reform of the CAI required to achieve this. Nevertheless,

along with the salety nel proposal, the Government also tabled a

proposalforafirm financial guideline to limit Communily expenditure

in any given year, to be set at the beginning of the year. The financial
puideline would be embodied in the budgelary procedures of the

Community to ensure thal the vate of growth of agricultural spending,

was markedly less than that of the Communily's services.
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The financial guideline should be seen as a proposal intended to
place the Community’s finances on a durable basis rather than as part
of Britain’s attempts to redress budgetary imbalances. It is wrong for
the Community to conduct its finances in a profligate manner.

(iii) The Settlement under negotiation

Although it has taken far too long, most Member States have
reconciled themselves to the need to tackle budgetary imbalances and
to achieve greater budgetary control. Despile appearances to the con-
trary, a major step forward was made at the Brussels Summit. The
French proposals tabled there closely mirrored the United Kingdom's
delegation’s submissions before the Athens Council.

After the Brussels Summit, the Foreign Ministers met to discuss
the budgetary mechanism, a variant of the British and French propos-
als. Under this system net contributions would be measured by three
criteria: the threshold; the surcharge; and the difference between the
burden on the United Kingdom as we had measured it in the past and
as it would now be measured (the so-called “VAT expenditure gap”).

The threshold would represent a level of net contribution calcu-
lated as a small percentage of GDP’, which sets what was originally
hoped might be an absolute ceiling on net contributions. The United
Kingdom’s important point of principle, that contributions should be
related to the ability to pay, measured by GDP, would then be met. The
surcharge would represent a percentage of what remains between the
threshold and our unadjusted net contribution. The percentage has not
yet been agreed. The third element, “the VAT expenditure gap” is still
the subject of intensive negotiation. This element would measure the
difference between a Member State’s share in VAT payments during
the year and its share in allocaled budgetary expenditure and express
this as a percentage figure which could then be applied to the total
allocated budget. This would leave levies and duties out of account,
because it has been argued all along by other Member States that in a
customs union levies and duties levied at national borders are not
national revenue but are Community revenue from the outset.

At the time of going to press, the negotiations were still in prog-
ress.
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14. EUROPEAN POLITICAL COOPERATION
AND DEFENCE

TTUROPEAN POLITICAL COOPERATION

(i) The Need for European Dolitical Cooperation

The political aspects of membership of the European Community
played animportant partin the debate about Britain’s entry before 1973
and during the Referendum campaign two vears later. There is a
tendency to forget that the long-standing opposition of Britain's ex-
treme Lefl towards the European Communily was at least partly based
on their fear that the successful “rich man's club’ of the six would
become a powerful political bloe which would resist moves to create a
demililarised, neutral Furope. Since 1973, public debate aboul Britain's
role in Europe has concentrated upon economic rather than political
problems, so that the progress made in Furopean Political Cooperation
(EPC) has not been widely recognised.

Theneed forcloser cooperation in foreign policy reflects the chang-
ing balance in the post-war warld. The Member States of the Commun-
ity are a group of comparatively small nations whose relative economic
strength is coupled with considerable geographic vulnerabilily, West-
ern Furope is not only on the “front line” of any future world conflict,
but is also dependent on extended supply lines for raw materials which
stretch round the world. That vulnerability has increased since the
signature of the EEC Treaty in 1957, Events in South East Asia, Afgha-
nistan and elsewhere represent serious selbacks for the West, New
threats to the interests of Western Euvope include the employment by
the Soviet Union of surrogates. such as Cuba, 1o intervene divectly in
areas whose pasition and resources are of ey slalepic imporlance; o
military build up unprecedented in peace-time; and an intensified
rnmp.li;:n o influence and encourage cerlain political movements,
most recently “peace movements” in Lurope, The prolection of the
worldwide interests of the Member States can only be achieved
through joint action. Both the need for closer coordination of policy
wilh the United States, for examplein the Middle East, and the prospect
of further enlargement of the Community, make a commitment to
strengithen EPC essential.

There are several respects in which the Furopean Community
could play a fuller part in international atfairs. Many Member Slates
refain close historical ties with third countries. The countries of the
Communily, taken together, form the largest trading block in the world
and make the grealest contribution to the development of Third World

countries,

3
I~

14.4

I'l.6

14.7

1982 Figures:
Share of

World Trade Share of Aid
European Community 21% 35%
United States 15% 16%
Japan 9% 9%
USSR 5% 6%

The division of responsibilities within the Commission, separat-
ing trade, aid, agriculture and other areas which have an international
dimension, has tended to produce not only conflicling policies overall
butalso a confusing set of attitudes towards individual third countries.
(Ethiopia is acase in point). While the Commission has been devoting a
considerable proportion of its development budget to Ethiopia, it has
been pursuing agricultural and food aid policies which often run coun-
ter to the interests of very poor countries; and within EPC, the Foreign
Ministers and the European Parliament have shown concern about the
human rights record and other policies of the Ethiopian Government,
one of the Soviet Union's closest allies in the region.

(i1) The Machinery of EPC

Political Cooperation has never been within the competence of the
EEC Treaty. In 1961 the Heads of Government appointed a committee
under Christian Fouchet to draw up a plan for loose cooperation in
foreign, defence and cultural policy. Negotiations on the Fouchet Plan
broke down in 1963, partly over whether or not to include the United
Kingdom. The Luxembourg Report in 1970 set out to ensure the ex-
change of information and regular consultation, and, where desirable,
common aclion.

Political Cooperation has always relied uponconsensus. Following,
the Copenhagen Report in 1972, EPC matters have come to be discussed
much mare frequently than was originally envisaged. Normally, meet-
ings of the Foreign Ministers in the context of EPC take place four times
a year; but there are much more frequent meetings of the Political
Directors from each Member State, and EPC matters are now regularly
discussed at meetings of the Council of Foreign Ministers; as well as at
meetings of the European Council. The Euronet communications sys-
tem allows rapid exchanges of confidential information between the
Member States. Consultation between representatives of the Ten in
third countries has also become a normal feature of diplomatic life.

The day to day organisation of EPC revolves around the Member
State holding the Presidency. However, the six-monthly rotation of the
Presidency became an obstacle to longer lerm initiatives, especially
since EPC operated outside any existing Community institutions and
depended upon the manpower and resources of the Presidency itself.
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In 1981, during, Britain’s PDiesidency, the London Report was o

cluded, Inspired by a Conservative initiative in the l".urn]u'nn. Parlia-

ment, the Report sought to correct several shortcomings which I1:nl
become particularly apparent at the time of the invasion of Afghanis-

tan. The improvements included the following: .

(a) the introduction of an emergency procedure for rapid consullation
in the event of a crises;

(b) the introduction of a small supporting stall for the Presidency
provided by the “T'roika” of the preceding, the incumbent .mfl !h.l‘
succeeding Presidencies, and other measures Lo improve conlinui-
v

() the formal inclusion of political aspects of securily within the scope
of EI'C; . o

(d) the inclusion of the Commission at all levels ol the work of EPC;
and

() acommilment lo seck Lo "5|m|u' cvenls and nol rm'lr'l_\' Lo react Lo
them™.

Despite the London Report, longer lerm initiatives are still dil‘l'ic.ull
to suslain, as the lack of progress on the Middle East since the Venice
Declaration of June 1980 clearly states. During the Greek Presidency,
the Ten were reminded that cooperation is severely hampered by
ideological divisions within the Communily. Arms procurement is
nliracus_:.qs'd by the Parliament but still not by the Foreign Ministers. The
machinery of EPC does not shape events and too often fails lo anlicipale
them, c.-w'p-ccially in relations with the United States. The solemn Dec-
laration of European Union, signed in June 1983 by the Ileads of
Government, was not especially encouraging: so many of its recom-
mendations had already been expressed in previous Reports on EPC.
Only a few months afterwards, the Member States were unable to issue
a ioiul condemnation of the shooting down ol the Korcan airliner.
Although a small seconded staff based on the “Troika” has h\ut'n selup,
there is a case for improving on this. Smaller Member States h.l!\.’t‘
special difficulties when running the Presidency of the (,mnmumlv,
and a small number of stafl from cach Member State seconded from
their respective Foreign Offices would be uselul, although it is recom-
mended that the prominence given lo the “Troika” member slates
should continue.

Nevertheless, the successes of FIC should nat he overlooked. Tts
most oulstanding achievement, in many ways, has been ils ..dlilil\' lo
prow in strenglh during a period when the e)\*nlulitu? ol policy um!:-r
the EEC Trealy was al best stagnant. The members of the Communily
are seen as a single bloc by third countries, Tt was o ('nmmunil{)’
proposal al the end of The Madrid Conference which provided the 13:15:5
for the present disarmament conference in Stockholm. In the Fh}llml
Nations, the Ten vote together much maore often than they are divided,
At the time of the invasion of the Falklands Islands, the new emergency
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procedure was invoked: within days the Member States had not simply
agreed upon a joint reaction, but had taken action under the Treaty Lo
impose a trade and arms embargo. The Falklands crisis suggests that
EPC need not amounl to “procedure as substitute for policy”.

(iii) A Medium Term Agenda

Since there will always be occasions when individual Member
States’ inlerests are not parallel to those of the Ten, it is unlikely that
EPC could ever develop without a consensus on all major decisions,
Britain’s traditionally close links with the Commonwealth or the Un-
ited States would be an asset to a strengthened system of EPC and
should nol be adversely affected by moves towards a common foreign
policy.

The Soviet Union has never taken the view that “detente” is
synonymous with the abandonment of attempts to undermine the
allies of the West. The need for the Community to develop a stronger
and more coherent attitude towards the defence of European interests
around the world is unlikely to diminish. If the Community’s economic
and political decisions were to become more consistent with each other
there would be a belter basis for the development of closer contact
between Bastand Wesl. Two spheres of enormous political importance,
which should be taken into account by a Community foreign policy,
are: the protection of Europe’s supplies of raw materials, especially sea
lanes and coastlines; and the presentation of defence policies to the
eleclorate. In addition, the Community could make a contribution
towards limiling the cost of modern weapon systems. If resources were
pooled forcertain high technology research and development program-
mes, benefits would accrue to both the civil and military sectors of
industry. Division of labour in arms production between the United
States and the Community has been discussed for many years; but the
inability of the Luropean armaments industries to rationalise their
production has prevented European dependence on the United States
(rom becoming interdependence. Unless the Community can compete
by specialising, weapons produced in Eu rope will become prohibitive-
ly expensive,

The Soviet Union can be expected Lo continue encouraging, divi-
sion between Western Europe and the United States. It is incumbent
upon those Weslern European nations working within EPC to ensure
that, where points of difference occur, they are, as far as possible,
anticipated, and a constructive joint position is agreed. The United
States would not then be obliged to accommodate ten different reac-
tions to the same problem. The initiation of contacts at cabinet level
between the administration of the United States and the Commission
to discuss economic problems may be a useful precedent for EPC.
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The enlargement of the Community to include Greece was lo]-
lowed, shortly afterwards, by the election of a left-wing Socialist Gov-
ernment in Greece. Further enlargement of the Communily may in-
crease the likelihood of ideological as well as national differences
preventing unanimous agreement being reached for the purposes of
EPC. Commitment to strengthening EPC by the existing Member
Slates in advance of enlargement is probably the only safeguard against
such an eventuality. The entry of Spain and Portugal will bring, wilh it
closer ties between the Communily and Latin America. This should be
welcomed, although it may pose temporary difficulties for Britain and
her responsibilities towards the Falklands.

The peace-keeping operation in the Lebanon would undoubtedly
have been more successful if France, Britain and ltaly had been sup-
ported by a Community policy. Altheugh Lebanon had been on the
agenda of the Foreign Ministers fornearly every meeting in the preced-
ing year, no policy emerged. Stability in the Middle East is in some
respects more important for the Community than it is for the United
States. This fact is unfortunately not reflected in the responsibility the
Community shoulders [or pursuing peace, compared Lo that borne by
the United States. The Community should not need terrorist outrages
in its own capitals to mobilise the machinery of EPC.

A common foreign policy should not be seen as equivalent Lo
common palicies in other arcas. It should be hased an the existing
machinery for EPC.

A common foreign policy should nol be seen as equivalent to
common paolicies in other areas. It should be based on the exisling
machinery for EPC which is outside the Trealy and requires unani-
mous decision-taking. The test of a successtul common policy would
not be agreement on joint positions on every issue; but, rather, whether
events were shaped and anticipated effectivelv: whether the establish-
ment of independent positions by Member States occurred only after
consullation with all the other partners; and whether the Community
comes 1o fulfill its potential as a powerful force Tor the delence of its

members’ interests around the world.
H DEFENCE

(i) The Mesent Debate

A wider debate about European sccurily and defence has con-

tinued, atdifferent levels of intensily, Throughout the last thirty years of
NATO's history. There are still many in Europe who look back further

to what “might have been” if the European Defence Communily had
ot off the prround. Current debate, however, locuses on the question
\ :
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how far Europe can or should bear a greater part of the burden of her
own defence. It is possible to distinguish three different schools of
thought: those who are “Atlanticists”, believing that the relationship
with the United States established in the early years of the Alliance
should be regained and reinforced; those who are “Neutralisis”, be-
lieving that Europe should disengage from the United States without
providing adequate defences of her own; and those who are
“Europeanists”, believing that, if Europe wishes to recapture a greater
measure of self-respect, she must come Lo lerms with the greater cost
and political difficulties associated with depending less heavily on the
United States.

Most *“Europeanists’ look for some sort of European institutional
structure which would be capable of coordinating and maintaining a
new European defence effort. The French Government is believed to
favour a revamped Western European Union; others look to a larger
role for the ”Eurogroup” within NATO, for the Independent European
Programme Group or for the Community or some part of it; for col-
laboration belween the nalion states. Such proposals have been met
with serious criticism from “Atlanticists”. Will European Governments
during a period of recession really face up to the enormous opposition
which would be engendered by considerable increases in defence
expenditure? Will European governments be prepared to abandon a
proven system for the delence of Western Europe in favour of a new
European venture which could be risky, even inoperable, if the history
of Europe so far is any guide? Assuming that Western Europe would
still depend upon the United States’ strategic nuclear umbrella,
methods for reconciling differences between Europe and the United
States would still have o be found; and would not a newly “indepen-
dent” Europe be less than willing to make the kind of compromises
required? Above all, would a new structure for the defence of Western
Europe, based on some new European component and American nuc-
lear guarantees amount to a sufficiently credible deterrent to the Soviet
Union?

A fourth option would be to see how the present structure of the
European Community could contribute to overcoming some of
NATO's mosl pressing difficulties. It would not involve a new rela-
lionship between Europe and the United States or the construction of
new European defence institutions, but the European Community
would be more aware of the contribution it could, already, be making to
the durability and viability of the Alliance. Over a period of twenty
years this may be the most that can be hoped for.

The Ottowa Declaration, signed in June 1974, highlighted the
connection between greater political unity within Europe and a greater
European contribution to Western defence: "It is also recognised that
the further propress towards unily, which the Member States of the
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Furopean Community are determined to make, should in due course
have a beneficial effect on the contribution to the common defence of
the Alliance of those of them who belong to it”. In the 1980s relations
betiween the Members of the Community and the Uniled States have
become very complex and dangerously accident-prone. The “frank and
limeh consultations” advocated in the Ottowa Declaration have not

alwavs been frank or timely enough.
(iir A T uropean Contribution

Grealer emphasis on convenlional forces, of which the European
allies now contribute 80%, is likely because it is the Soviet Union's
overwhelming superiority in conventional forces that makes Western
lirope’s posilion so precarious, Indivectly, the Community could do a
preal deal to make Europe’s conventional defences cheaper and more
effective. Lssential rescarch teams should not depend for their survival
on the placement of a single defence order. Already the “Big Twelve”
informatics tirms in Europe are coming together to produce common
standards and take advantage of the wider European market. The
Communily should promote similar developments in other high tech-
nology industries, a move which would henefit military and civil
seclors alike.

There is much discussion of possible fulure Franco-German de-
fence covperation and Anglo-French nuclear cooperation. Such bilater-
al initiatives are not, in the first instance, a concern ol the European
Community. However, the Community could mitigate the one major
disadvantage of bilateral initiatives: the resentment ol allies who are
not parl of them. “Europeanists™ argue thal a continued divorce be-
lween loreign policy and security, on the one hand, and defence, on the
other, within the Community countries would be prejudicial Lo the
securily of lurope. Serious moves towards Franco-German military
cooperalion would be likely to bring that issue to a head.

[he need to persuade the electorales of Europe of the wisdom ol
NATO s shrategy has never been greater. The Community has no direct
contribution to make to this process. However, were the Community to
make a serious attempl Lo assist defence-related research and develop-
ment, amd were the distinetion between European security and Euro-
pean detence 1o become less sharp, the Foreign Ministers might lind
themselves having o explain and defend Community policy in the
Luropean Parliament. It would then be for Members of the European
Parliament to return Lo their constiluencies and explain the Commun-

itv's role to their eleclorales.

15. DEVELOPMENT POLICY

15.1 Relations with developing countries are likely to emerge as one of
the more important aspects of the Community’s foreign policy during
the next two decades. Europe’s prosperity is bound up with the mate-
rial progress of the 3,400 million people outside the fully industrialised
countries. Apart from a moral commitment to help those living in
intolerable poverty, the Community has a responsibility to promote
freedom and democracy in the rest of the world. Developing countries
take 40% of our exports and supply us with vital raw materials. Western
Europe will increasingly benefit from the commercial opportunities
created by industrial development and the growth of population in
developing countries. Many of the latter are in the throes of an indust-
rial revolution of unprecedented rapidity. It will be the Community’s
task to allay the unjustificd, though deep-rooled, fears of many people
within its Member States, and in the developing countries, and to
convince them that free competition is the only rational policy for both
sides. The function of aid should be to foster, not to hinder, self-
reliance.

15.2 The Community’s development policy sprang from the relations
between the original six Member States, particularly France, and their
former colonies. Through the Lomé Convention the Community has
established a special relationship with most African, Caribbean and
Pacific states. In addition, aid is provided to the poorer countries in
Asia and Latin America through the Non-Associated aid programme.
Food aid is given to many countries, both in response to emergencics
and, more questionably, on a long-term basis. As recently as 1975,
Community aid was confined to 19 African states. It now covers about
100 developing countries with almost 2,000 million inhabitants and
amounts to 10% of total aid. In 1983, £1,298 million was distributed
under Community programmes. If Member States’ bilateral aid is in-
cluded, the Community accounts for 35% of all resource transfers from
the developed to the developing world.

15.3 As a result of initialives from the European Parliament , the Com-
munity has recently begun to concentrate on agricultural development
and self-sufficiency in food. While the Communily is respected for its
imaginative development policies, there are defects in the administra-
tion of the aid programme.

15.4 Atatime when a more sceptical view of what aid can accomplish,
together with the recession, have pul an end to the steady rise in

' Among the major stalements on Community development policy are
the European Parliament’s Ferrero report on Hunger in the World
(1981), the Pisani Memorandum and the Parliament’s Jackson reporton
the Memorandum (1983).
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financial assistance, many countrics are becoming more dependent on
foreign aid. The combination of population growth, the oil crisis,
disastrous economic policies, political instability and Western protec-
tionism, have brought increasing poverty and greater food shortages.
AL the same time, governments are under pressure Lo satisly the grow-
ing aspirations of their populations. Rural migration and consequent
wrban overcrowding have led to threats of civil unrest. However, ex-
perience since independence has made some governmenls more
pragimalic in their approach to economic development.

Further liberalisation of trade must be given priority during the
next 20 years. Adjustmentwill not be easy, particularly for those declin-
ing Luropean industries subject to competition from developing coun-
tries. The Community may help to ease the transilion to higher technol-
opy. I this redeployment ol resources does nol take place, the Com-
munity will be overtaken by more dynamic cconomies and we, as well
as the developing countries, will sulfer. Unemplovment in the Com-
munity will be helped in the long run by stimulating, the demand in
developing countries for the goods and services which the Communily
is belter vﬂuippvd to provide by virtue of technological and entrep-
reneurial prowess, The Community’s Generalised System ol Preference
(GS1) allows for reductions in customs duties or exemplion, accompa-
nicd incerlain cases by quotas for finished or semi-finished industrial
praducts and processed agricultural products. Further liberalisation of
the GSI7 sy
interventionist domestic economic policies have begun Lo restore

dem is essential, especially now that less inflationary and

growth. [he protectionist legacy of the recession must be dismantled.

Another major instrument of the Community’s trade policy is the
STARLY cvstem which seeks to slablise export carnings in the primary
secton The Commission is attempling lo make the sc heme more effec-
tive, bt it could lead o structural surpluses, and countries should not
be alloved o become dependent onit,

Airl can only contribute to allevialing certain aspecls of a country’s
problems, and then only il itis effectively administered both by donor
and recipient. The Community needs to give far grealer altention to
evaluating the impact of aid on the economies of the recipients, so thal
resources may be concentrated on projects which give value for money.
Further training and education are essential if developing countries are
to prodoce the administrators and lechnicians they need. The Com
with the recipients of

"

munily is trying to introduce “policy dialogue
its aid: and these discussions might be extended lo include internal
Comnumity policies with a direct impact on developing countries. To
he really effective, such dialogue should also include the other donors
working in cach coimtry, making it possible to devise programmes
apecifically suited Lo that country’s needs.

I he United Nation Fund for Population Activilies has predicted a
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38% increase in the world’s population, from 4,432 to 6,119 million by
the year 2000. Africa’s population is expected to grow by 81% during
this period, though the rate of increase in other hitherto rapidly multi-
plving countries is falling. A thousand million people are said to be
suffering from malnutrition. While emergency food aid can provide
short-term reliel, it is certainly destructive if it becomes permanent. In
the next 20 years priority must be given to providing the means for
developing countries lo feed themselves. Economic growth will reduce
birth rates, bul governments that wish to encourage population prog-
rammes should be offered help by the Community, as long as they
respect religious scruples and human rights. Except in emergencies
food aid should only be given to countries prepared to adjust their
internal policies sulliciently to avoid dependence. Governments must
realise the imporlance ol incentives in determining the productivity of
small farmers. The Commission is being made aware of the need to
swilch resources from food aid inte agricultural projects; ahd if the
Communily’s food surpluses are brought under control, this will be-
come easier to implement.

We believe that the lime is ripe for an independent review of
development policy. The review should be carrvied oul by a commiltee
of distinguished individuals appointed by the European Council.
lssues for the commillee to consider would include: the division of
responsibilities in this arca between the Member States and the Com-
munity; whether some recipients of aid are now prosperous enough to
manage wilhout it; which countries, hitherto excluded, should be
brought within the purvicw ol the policy; the role of the European
Investment Bank in providing concessionary loans; and ways in which
private invesimen! could reduce the need for official development
assislance.

16 THE COMMUNITY’S INSTITUTIONS

(i) General

The nature of the Community’s institutions and the scope of their
powers musl be determined by the tasks the institutions are called
upon to perform. The range and difficulty of those tasks, both internal
and external, will be clear from previous chapters.

The main challenge is to find ways of improving the capacity of the
institutions for laking the decisions thal are urgently required in so
many fields. In doing this, due regard must be paid to Governments’
legitimale concern for whal Lhey see as vital national interests; and to
the necessily of ensuring a proper degree of democratic accountability.
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In the discussion that follows there are references to the “Solemn
Declaration on European Union’ which was signed at the meeting of
the European Council in Stuttgart on 19 June 1983. The Stuttgart Dec-
laration adopts a number of principles on the functioning of the institu-
tions and on relations between them. [t represented the response of the
European Council to the rather more ambitious proposal for a Furo-
pean Act which was put forward in November 1981 by two of the
Community’s leading statesmen, Mr Genscher of Germany and Mr
Colombo of Italy. We also refer o some of the institutional proposals in
the Draft Treaty on European Union (DTEU), which has been drawn up
on the initiative of the European Parliament and approved by a major-
ity ol ils members.

(i1) The European Council

This is the name given to the meetings of FHeads ol State and of

Government, together with the President of the Commission, which
now takes place three times in each vear.
The Treaties make no provision for the European Council as such. In
the Stuttgart Declaration it is stated that “When the European Council
acls in matlers within the scope of the European Communities, it does
s0 in ils capacity as the Council svithin the meaning of the Treaties”,
That was always the legally correct position but it has now been put
bevand argument.

Furopean Councils are used primarily for three purposes: sceking,
solulions to issues on which the Council is having difficulty in making,
progress; laving down the broad lines of future policies for the Com-
munily; and holding talks on matters ranging beyond the Communily,
especially foreign policy. Experience supgpests that a relatively brief
meeting al the highest level of government is not well suited Lo resoly
ing, complex disputes like the one over Britain’s contribution to the
Budgel; and failures are liable to be over-dramatised by the national

.media. The possibility of appealing to superior authority discourages

the foreipgn ministers from laking hard decisions.

Subject to what is said in 16.28 below about maintaining a velo, we
recommend that the European Council should normally concentrate on
the wider issues. If so, the number of meetings in a given vear could be
reduced 1o two, one each in the capitals of the Member States holding,

the Presidency.
(iii) The Furopean Parliament
I'he European Parliament was directly elected for the first time in

19701t has 134 Members, 81 from the United Kingdom.

The Plenary sessions of the Enropean Parliament are held in Stras-

02

16.9

16.10

16.11

16.12

16,13

16,11

16,15

bourg, while most Commiltees meet in Brussels and the Secretariat is
based in Luxembourg. This geographical separation impedes the work
of the Parliament, places unreasonable stress on MEPs, officials and
their families and adds significantly to costs.

The obvious seat for the Parliament is Brussels, where the other
main political institutions of the Community, the Council and the
Commission, are localed. We recommend that Brussels be fixed as the
permanent seat of the European Parliament and its Secretariat without
delay.

Under the EEC Treaty the European Parliament has a purely advis-
ory role in the legislative process of the Community. The power of
initiating legislation belongs to the Commission and the power of
enactment, normally, to the Council. However, the Parliament’s influ-
ence over lepislation has been increasing, especially since its direct
election,

While lacking formal power to introduce legislation, the European
Parliament is able, by adopling so-called “own initiative reports”, to
make its wishes clear to the Commission, and these are frequently acted
upon.

Parliament has taken full advantage of the opportunity offered by
the decision of the Courl of Justice in the Isoglucose case. The case
concerned a regulation establishing quotas for isoglucose, a sugar
substitute. The regulation had been adopted by the Council without
waiting for Parliament lo express its opinion formally and was declared
void by the Court for that reason.

The decision appeared to recognise that Parliament has a veto or, at
least, a delaying power. To make full use of this power, the procedure
for dealing with legislative proposals was changed. Under the new
procedure Parliament examines and votes on delailed amendments to
proposals bul this does not constitule ils “opinion”, which requires the
adoption of a resolution. Before such a resolution is voted on, the
Commission may be asked whether it agrees to Parliament’s amend-
ments. I it does, the proposal will have to be amended, before being
resubmitted to the Council. If the Commission does not agree, Parlia-
ment may refler the matter back to Committee for further consideration.

The procedure has enabled Parliament to strengthen its grip on
proposals from the Commission. It has been used with telling effect on
a number of occasions, notably in relation to draft legislation on heavy
lorries, and to the controversial draflt “Vredeling’ Directive on em-
ployees' rights ol consultation and information.

In the budgetary ficld the European Parliament acquired impor-
tant new powers under Treaties of 1970 and 1975. It now has the final
say, within a margin of manoeuvre, on items of expenditure classified

as “non-compulsory”. Compulsory expenditure is, in the words of

Article 203 of the EEC Treaty, that “necessarily resulting from the
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Jrealy or from acls adopted in accordance therewith” (in practice,
mainly expenditure on the CAP). Parliament also has power to reject
the budget as a whole. [t has done this once, in the case of the budget tor
1980, to demonstrate dissatisfaction with the proportion of expenditure
going to agriculture.

The European Parliament exercises detailed control over the activi-
lies of the Commission whose members attend its debates and are
required to answer oral and written questions. That control rests ulti-
mately on Parliament’s power under Article 144 of the EEC Treaty to
dismiss the Commission en bloc on a motion of censure carried by a
two thirds majority of the votes cast, representing a majority of MEPs.
I'he power, once regarded as too extreme for use, has become a much
maore practical weapon in the hands of a Parliament that is directly
elected.

Parliament has for long been anxious to extend its influence over
the formation of the Commission. A step towards this was taken in 1980
when it vated on the appointment of the new Commission, in the belief
that, if nol approved, the Commission would be unable lo assume
office. The Stultgart Declaration acknowledged (subject to a Danish
roservalion) that Pardiament has a right to be consulted before the
appointment of the President of the Commission. We return fo these
matters in 16.37 below.

Another advance for the European Parliament in the Stultgarl
Declaration was the recognition of its right to be formally consulted on
agreements with non-member countries, including treaties of acces
sion.

The DTEU proposes a radical increase in the powers ol the Buro-
pean Parliament, especially in the legislative field. Parliament would
become part of a bicameral legislature with the Council as the upper
chamber. In the event of disagreement between the two chambers,
there is provision for conciliation. The Commission would retain its
power of initiative, bul that power would be extended 1o the Marlia-
menl and the Council.

In the long term it may be right that Parliament's legislative powers
should be increased. The lask for Parliament is to convince the electors
that it is the natural channel for their demands and aspirations on
malters falling within the Community sphere; and to convinee the
Council and the Commission that they cannot atlord politically 1o
ignore ils views. At the end of this process, a de facto bicameral system

could be created by a series of constitutional conventions, without

formally amending the Trealies.

(iv) The Council

The Council is composed of Ministers representing, the Member

States. “General Councils” are attended by Foreign Ministers and the
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various specialised Councils (Finance, Transport, Environment etc.) by
the holders of the appropriate national portfolios. Preparatory negotia-
tions are carried on by a Committee of Permanent Representatives
(COREPER), consisting of the Member States’ Ambassadors to the
Community and, on more technical matters, their staffs.

The blockage of proposals in COREPER and the Council is the most
serious institutional problem facing the Community. At the present
time there are over 500 draft measures, which have been considered by
Parliament, awaiting adoption.

In considering action to help clear the blockage of proposals, a
distinction has to be drawn between the practice of unanimity followed
by the Council in cases where it has power under the Treaties toact by a
majority (normally a qualified majority) and the rule of unanimity
impased on it by the Treaties in certain cases.

The EEC Treaty gave the Council power to take decisions by a
qualified majorily on many matters, including the CAP, from the end of
1965. It was no coincidence thal the Community’s greatest constitution-
al crisis occurred at that time. The crisis was precipitated by the refusal
of the French Government to deal with the arrangements for financing
the CAP as part of a package including “own resources” for the Com-
munity and enhanced budgetary powers for the European Parliament.
Having failed to unwrap the package, the French Government with-
drew its representatives from all Community bodies for six months
(“"the policy of the emply chair”’). The crisis was eventually resolved at
an extraordinary meeting of the Council held in Luxembourg during
January 1966. The so-called “Luxembourg Accords” included a state-
ment on majority voting. France’s five partners took the view that,
where “very important interests”” of a Member State are involved, the
Council should attempt within a reasonable time to reach unanimity
but that the possibility of voting should remain as a last resort. Never-
theless, il was the French view, that in such cases the decision must be
unanimous, which prevailed in the Council’s subsequent practice.
Thus a right of veto in relation to a Member State’s “very important
interests’” came to be established, not by law (since the Treaties had not
been amended) but by convention. Only in the budgetary field have
majority decisions regularly been taken; though in other fields there
have been many decisions without unanimity, where dissenting Mem-
ber States have been willing, to abstain.

The practice of unanimity on declaration of a very important in-
terest was broken for the first time in May 1982 when a decision on
agricultural prices was adopted by a qualified majority againsta British
veto. This was justified by some on the ground that the British interest
was indirect - the purpose of the veto was to force agreement on a
budget rebate for the United Kingdom. The moral is that the national
veto remains alive but there are risks in its purely tactical use.
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The protection afforded by the veto is purchased al o price. One
Member State’s inlerest defended may be another’s opportunity Tost. A
way round the dilemma is “packaging”. A minisler agrees loanitem he
regards as unsatisfactory, or even positively harmiul, in order to win
agreement on something else considered benelicial. The trouble is that
packages are liable to become extremely complex. This makes for slow
progress and a sevies of unhappy compromises.

A right of national veto in defence of very importantl inlerests
reflects current political reality and is likely 1o continue to do so for the
forsecable future. Yet clearly national blocking power should not be
used lightly, The Community must not be stopped Trom responding,
rapidly o the challenges il Taces.

Where the Trealies permit majority decisions by the Council,
praclical steps should be taken ta help resteict the use of the veto to the
delence of genuinely important interests, We recommend one ormore
of the following:

(a) A Member State that invokes its veto should be required to put ils
reasons in writing. This, it has been argued, might lead to yreater
rigidily. But the risk seems a small one by comparison with the
possible advanlages.

(h) Agreements should be negotiated on groups ol items tThat will he
dealt with by majority vote.

() Where the veto has been invoked, the item should e postponed
for six months. The case would then have to be supported by the
Head of Government personally in the European Council if the
vetois 1o be maintained.

() Abstention should be encouraged as an alternative (o using the
velo.

Where the Treaties impose a rale ol ananimily. we e omimend
that the Couneil proceed by wayv ol broad cnabling legislation, eslab
lishing a framework within which it is provided that more detailed

meastres may be adopted by a quahiied majority.

(v) the Commission

The Commission occupicd a central position in the carly vears ol
the Buropean Community. s powers under the ECSC Treaty are more
exlensive than under the FEC Treaty. The balance between the Com
mission and the Council shifted in favourol the latter during the 19605,
This was for a variety of reasons: the practice of unanimity on the
Council, fallowing, the crisis of 1965/66 and the Luxembourg Accords;
the development of COREPER as a buffer between the Commission
and the Council; encroachment on the Commission’s vight of initiative
by pressure from Parliament and the Council 1o bring forwvard particu

6O
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lar proposals for legislation; and the new role of the European Council
in mapping out the Community’s future.

Nevertheless, the powers of the Commission remain very great. It
still has the major share in the initiation and implementation of legisla-
tion. In applying the rules on competition it has a quasi-judicial role. It
nepotiates with other countries on behalf of the Community. And it
remains responsible for ensuring that Member States comply with their
obligations under the law of the Community.

In contrast to most national administrations, the Commission is
very open. It is relatively easy to meet members of the Commission’s
staff and wide soundings are taken when legislation is being drafted.
Such openness is praiseworthy; but it may give rise to considerable
alarm in interested circles during the long period needed for preparing
a proposal. The draft Vredeling Directive is a case in point. We think it
desirable that the political influence of the European Parliament should
be brought to bear as early as possible in the legislative process.
Accordingly, we propose that, before a measure is drafted, the Com-
mission should submit a Green Paper on the subject to the relevant
Parliamentary Committee. If the Committee finds the proposal out-
lined in the Green Paper unacceptable, and it is not withdrawn, a
debate should be held on the subject.

The staffing of the Commission should be reviewed. Some
Directorates are over-staffed, others lamentably under-staffed. The
problem has not been resolved by the present Commission and appears
to be aconsequence of union strength, on the one hand, and therigidity
of the Staff Regulations (which apply to all the institutions), on the
other. We recommend that the Court of Auditors be invited, in con-
junction with outside experts, and in co-operation with the Commis-
sion, to investigale and report publicly.

The effectiveness of the Commission depends on the quality of its
members. It is an open secret that in the past some Member States have
reappointed Commissioners whose past performance has been lack-
lustre.

It is wrong that certain portfolios in the Commission should be-
come the fiefdom of certain countries. We recommend that a portfolio
should not be held by a Commissioner from the same country for more
than eight years.

A recent problem has been an excess of members of the Commis-
sion over the interesting and challenging jobs that are available; and
the entry of Spain and Portugal can only make matters worse. We
recommend that the number of Commissioners be reduced to one per
Member State. At the same time, we would not wish to diminish the
political weight of the Commission. We recommend the establishment
ol a second layer of authority in the form of assistant Commissioners,
rather similar to junior ministers in the British Government. The Presi-

67



16.37

16,38

16,10

fo 1l

dent ol the Commission should be empowered 1o appoint up lo one
assislant Commissioner per country.

AL present the Commission lacks cohesion becagse s membors
arc in practice each appointed by their Covernments, In the long term
we recommend that they be chosen by the President in consultalion
with the Member States, and that he should also have the right 1o
dismiss them. He should be free 1o include members of the European
Parliament in his team. To reinforce the responsibility of the Commis-
sion o the European Marliament, we recommend thal the appointiment
of Commissioners be subject to conlirmation by Parliament and that
the President himsell be elected by Parliament fronn a short Tisl asgrecd
by the Furopean Council.

(vi) The Court of Justice

Wilh the passage of vears, the Courl has steadily inereased il
teputation and authority. However, its coseload Tas hecome veny
heavy, Cases involving dispules between institulions of the Commun
ilv and theiremployees (“staff cases™) abszorb an unjustitiable propor
tion of the Court’s time. We recommend the immediate cstablishment
ol a tribonal of fivst instance for stalf coses, lrom which an appeal on
points of law only should Tie to the Conrl.

(viit) The Court of Auditors

Ihe Courl of Auditors has also, since ils relatively vecent forma-
tion, performed effectivelv. One concern expressed is that its reports
are somuch franker than those emerging from national administrations
that it puts the Community institutions in an unnecessavily bad light
In our view the merits of this ancamtortable exposore scill e seenin
pradually improving institutional performance. The Comt shoul!
however, take care Lo present o Dalance in il reporks, inchidine awhere
appropriale, signilicant comments on clleclive or improved perform

ance.
(i) The Feonnomic and Socral Commirttee (1C 0 )

FCOSOC is, perhaps, the least known institution. 10was formed in
1958 Lo represent the views ol employer trade imions and consumers,
It issues reports and since 1972 has had the vight to adopt opinions on
its own initiative, to publish ils opinions and open its doors 1o the
press. In o the davs of a non-clected Parlioment ECOSOC played o
signilicant role in ensuring that the views ol interest groups gol
through to the levels atwhich decisions are lohen in the Community.

Since 1979 however, it has hecome increasingly clear that o tull

timre arliament, particularly one that examines and amends legislation
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in detail, is the natural focus for lobbying. In addition, interesl groups
are able to make their views known to the Commission either th rough
specialised consultative committees or directly, as well as to the nation-
al governments. These various possibilities for exerting, pressure seem
enough.

We, therefore, recommend that the Economic and Social Commit-
tee should be suspended as soon as possible and eventually abolished
by Treaty amendment.

17. ACOMMUNITY OF SOVEREIGN NATIONS

The architects of the Furopean Community had lo devise a struc-
ture that would achieve the required measure of unity without diluting,
the absolute value of the unique, the historical and the multifarious in
Europe.

The Community to which we look forward in the early years of the
next century will be, like that of today, a political order without prece-
dent. That makes it hard to characterise. It will be something much
more than an international organisation yet much less than a state.

Anissuc which still exercises critics of the Community in Britain is
that of sovereignly. Two points aboul sovereignty need to be clearly
grasped. The first is thal sovereignty should be thought of not as a
single enormous right but as a bundle of rights, which may be distri-
buted among different authorities. The second thing is that formal
sovereignty is not at all the same as practical power. The world today is
full of states enjoying the dignily of sovereignty bul lacking any control
over Lheir destinies.

The Member States of the Community believe, correctly, that by
pooling certain of their sovereign rights, they stand a belter chance of
achieving their aims both at home and in the international arena.
Freedom to act unilaterally is curtailed, in order to widen the area of
ellective choice. Since the pooling of rights is partial, and its result to
enhance sovereignty, the phrase “a Community of sovereign nations”
seems apposite.

A Community of this kind poses no threal to national identities.
Polyglot, heterogeneous, decentralised, it has only one orthodoxy - that
of political and economic liberty.
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18. SUMMARY OF RECOMMENDATIONS
Non-tariff barriers
Short-term

(1) The harmonisation of technical standards should be completed
within five vears. Where possible, the most acceptable national stan-

dard should be used.

(2) National and European standards bodies should receive more re-
sources and cooperation between them should be foslered.

(3 Each Member State should designale in cach of the other Member
States testing, laboratories whose findings it undertakes o recognise.

(4) Member States that refuse to remove illegal barriers when ordered
to do so by the Court of Justice should be liable Lo forfeit payments due
from the Community. The Commission and NMember States should be
able 1o obtain injunctions from the Court against flagrant abuses of

standards within davs.

(5) Individual traders should be encouraged 1o bring cases before
nalional courts under common procedures lo challenge illegal barriers
under the Cassis de Dijon principle.

(6) The opening hours of customs posts should be synchronised and
the single customs document should be further simplified.

(7) Bilateral quotas for road transport should be ended as soon as

possible.

(8) The Dratt Fourteenth Directive on VAT should be withdrawn and
replaced by a Deferred Payment System.

(9) Firms should be encouraged to apply for public contracts in other
Member States. The Commission should proscecute all delectable cases
of discrimination. Where projects are co-financed by the Communily,
strict observance of the Directives on public procurement must be

ensured.
Long-term

(1) Testing, and certification of goods should be carried oul by a Com-
munily inspectorate responsible to the Commission,

(2) National customs services should be replaced by o Communily

controlled service.
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(3) Any Community transport policy which may emerge should pro-
vide for the free movement of road transport. In certain rural areas
heavy lorries may have to be confined to motorways, trunk and major
roads.

(4) Harmonisation of rates of VAT within “bands’’ should be consi-
dered.

(5) A clearing system between the VAT authorities of Member States
should, with the help of computers, avoid the break in collection which
occurs on exportation.

Services
Short-term

(1) The programme of legislation to facilitate the transnational provi-
sion of professional services should be completed without delay.

(2) Harmonisation of legislation on banking to facilitate transnational
banking services should be completed within five years.

(3) The Commission should investigate public service monopolies to
discover whether their exclusive rights are necessary and what effect
they have on trade between the Member States.

() The common market in insurance should be completed by harmo-
nisation, where restrictions result from justified safeguards; and by
legal action, taken in national courts by insurers and brokers, or in the
Court of Justice by Member States and the Commission, where justi-
fication is lacking.

Long-term

{1} The airspace of the Community should be unified by treating all
flights between Member States as domestic; and by issuing licences to
operate routes to Community carriers irrespective of nationality.
Competition

Short-term

(1) A Community system of merger control should be established by a
regulation of the Council.

(2) A Board ol Assessors should be sel up to advise the Commission on
the application of the rules of competition. It should be serviced by a
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new Directorate within DGIV. The members of the Board should be
part-time.

(3) Agreements notified for the purpose of oblaining exemplion under
Article 85 (3) of the EEC Trealy should be deemed to be valid through-
oul the period between nolification to the Commission and the latter’s
decision.

(4) The Commission should be given o ime limil (say 90 days), alter
which, il no decision had been reached, a notified agreement would
automatically receive exemption for three years.

(5) The staffl of Directorate B of DGIV should be substantially in-
creased, al the expense of other Directorates-General that are less
necessary lo the tunctioning of the commaon market.

Monetary Policy
Short-term

(1) The coherence of the mechanism of the European Monelary Sys-
tem, particularly in relation to the US Dollar, should be increased.,
Impartant steps in this direction would be: the targeting of “zones of
probability’” of exchange rates between the European Currency Unil
(ECLNY and the Daollar or Yen; and making the ECU [reely convertible.

(2) The Central Banks of certain third countries should be authorised 1o
acguire and hold ECUSs.

(3) Privote use of the ECU should be encouraged, whelher or nol
Britain joins the Exchange Rale Mechanism.

(4) Institutional co-ordination and the convergence ol cconomic
especially monetary - policies within the Community should be puor-
sued. The exchange of information and the removal of restrictions on
capital movements in ECUs would assist this.

(5 A Buropean Monetary Fund should be established, enjoying an
initial endowment of reserves and considerable independence. The
aimewould beto create a zone of monetary stability.

(6) The arguments against Sterling’s inclusion in the LRM on the
prounds that Sterling is subject to unpredictable pressures from capital
flows and that it is a “petro-currency” are unconvincing. Sterling,
should join the ERM as soon as practicable. Objections Lo Tixing a Llargel
for Sterling’s exchange tate could perhaps bemet by the use ol a wide
band of 67,

Long-term

(1) The goal of a European Monetary Union should be pursued, parti-
cularly by Britain. National currencies could, however, continue to play
a part alongside the ECU.

Industrial Policy

(1) Interventions, whether by Member tates or the Community,
should not impede the common market or the control of inflation and
public expenditure.

(2) A standard company form should be introduced throughout the
Community.

(3) The Community should support research and development of new
industrial technology, as in the ESPRIT programme.

(4) The Community should offer “soft’” loans Lo small businesses, but
only through private institutions applying commercial criteria.

(5) The Commission should be stricter in enforcing the EEC Trealy's
intention that state aids should not distort the common market by
preserving ailing industries.

() The Commission should insist on advance notification of new state
aids, as it is entitled to do.

(7) The Commission should be empowered Lo authorise the imposi-
lion, in appropriale cases, of countervailing import duties on poods

produced with illegal slate aid.
Energy Policy

(1) An energy tax on fuel consumption of around 1% to finance the
Community’s energy policy should be considered; but the arguments
in favour of it seem, on balance, to be insufficient.

(2) The sharing of information and cooperation in general between
governments and the energy industries of the Community should be
improved.

(3) Investment al Community level in future fuel technologies (HEP

and geothermal; oil and gas produced by liquefactior and gasification;
nuclear energy) should be seriously considered.
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Common Agricultural Policy
Short-term

(1) A deficiency pavmenls syslem for Mediterrancan products nol
hitherto subject to price support may have to be developed after the
accession of Spain and Portugal, in order to avoid new surpluses.

(2) Guidelines for price decisions in the Council of Agricultural Minis-
ters should be laid down with the participation of Finance Ministers.

(3) Annual price-fixing should be replaced by multi-annual decisions
in accordance with the rest of the Communily’s Budgel.

(1) Explicit recognition should be given to the non-agricultural fune
tions of the CADY, and co-ordination with other Communily funeds

should he improved.

(5) Indiscriminate disposal of surpluses in thivd countries should be

avoided

(6) Tvery elfort ol farmers to maintain theirincomes by reducing input

costs rather than inereasing outpul should be encouraged

Ilulll: term
(1) Surplus food production should be brought under control.

(2) Theinternal cantradictions between the aims of the CATD should be
resolved by matehing linancial commilmenls to resources.

(3) Monctary Compensatory Accounts should be removed, since they

distort the agricaltural market.

(O rodoction incentives should take account of public concern aboul

lh(‘ cnvironment,

(5) Protectionist lendencies concerning, food imports should be keptin

check.

(6) The CAP should develop insuch a way that the interests of produe
ers, consumers, agricultural workers and taxpavers are balanced.

The Communily’s Finances

I Contributions to the resources of the Community should e relatecd
o the ability to payv, and any major reform of the budgetary mechanism
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should be implemented on the revenue rather than the expenditure
side.

2 The Community must be seen to exercise the tightest possible con-
trol over its expenditure if Member States, which are mostly trying to
balance their budgets, are to concede it additional resources.

3 On these conditions, the decision of the European Council in March
1984 1o remedy the shortfall in the Community’s “own resources” by
raising the ceiling on VAT from 1% in two stages to 1.6% should be
supported.

European Political Cooperation and Defence
Short-term

(1) The present staff of the Presidency should be extended to include
seconded individuals from the Foreign Ministries of all Member States,
though the preceding, incumbent and succeeding holders of the Pres-
idency should continue to provide most of the staff (the “Troika”
svstem).

(2) Member States working within European Political Cooperation
(EPC) should try to anticipate poinls of difference with the United
States and to agree on a constructive joint position,

(3) The Community should take more responsibility than hitherto for
pursuing peace in the Middle East, using the machinery of EPC to
achieve a common policy in this strategically vital area.

¢h Conventional defences in the Community should be strengthened.
Long-term

(1 The Community should work towards a common foreign policy
based upon consensus and outside the EEC Treaty, as at present.

(2) The Community should play a larger part in the development of

defence technology, in order to offset the cost of improving convent-
ional forces by promoting the division of labour with the United States.

Development Policy

Short-term

(1) The Community's Generalised System of Preference should be
furtherliberalised and the protectionist legacy of the recession disman-

tled.
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(2) The STABEX system should sol be allowed 1o render countries
dependent, nor to produce structural surpluses.

(3) The Community should give greater attention to Lhe evaluation of
the impact of its aid on the economies ol recipients.

(4) Training and education for developing countries should be given a
high priority.

(5) “Policy dialogue” between the Community and countries in re-
ceipt of its aid should be extended Lo cover relevant inlernal policies of
the Communily; and other donars in cach country should be involved
in the dialogue.

(6) The Community should assist population programmes, so long as
religious scruples and human rights are respected.

(7) Anindependent commitiee should be appointed by the European
Council to review the Community’s development policy.

Long-term

(1) Priority must be given 1o providing the means for developing
countries lo feed themselves. Except in emergencies, food aid should
only be given to those countries which are prepared to adjust their
internal policies sufficiently to avoid dependence.

(2) If and when the Community’s food surpluses are brought under
control, resources should be switched from food aid into agricultural

projects to a much greater degree than at present.

(3) Private investment must be encouraged to supplement and to e
duce the need for official development assistance.

The Community’s Institutions

Short-term

(I; The European Council should not normally be called upon to re-
solve complex disputes that are causing difficulties in the Council but
should concentrate on the wider issues. The number of meetings in a
year should be reduced to two.

(2) Brussels should be fixed as the permanent seal of the European

Parliament and its secrelariat.
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(3) Arightof national veto on the Council in defence of very impuortant
interests is likely to remain necessary. Practical steps to ensure that the
velo in the Councilis not ased lightly nught include:

(@) arcquirement that reasons be given in writing;

(b) negotiation of agreements on groups of items that will be dealt
with by majority vote;

(c) a procedure under which, following a veto, the item in question
would be postponed for six months; therealter, in order to maintain the
veto, the case would have to be supported by the Head of Government
personally in the European Council;

(d) encouragementof abstention as an alternative to using the veto,

(4) Before legislation is drafted, the Commission should submit a
Green Paper on the subject to the relevant Committee of the European
Parliament. If the Committee finds the proposal unacceptable, and it 1s
not withdrawn, a debate should be held on the subject.

(5) The Court of Auditors should be invited, in conjunction with out-
side experts, and in cooperation with the Commission, to investigale
levels of staffing in the Commission and report publicly.

(6) A portfolio should not be held by a Commissioner from the same
country for more than cight years.

(7) The number of Commissioners should be reduced Lo one per Mem-
ber State. The President of the Commission should be empowered 1o
appoint up to one assistant Commissioner per country.

(8) A tribunal of first instance should be established for stalt cases,
with a right of appeal to the Court of Justice on points of law only.

(9) The Economic and Social Committee should be suspended as soon
as possible and eventually abolished by Treaty amendment.

Long-term

(1) The President of the Commission should choose the Commission
ers in consultation with the Member States and should have the right to
dismiss them. He should be free to include members of the European
Parliament in his team.

(2) The appointment of Commissioners should be subject to contirma
tion by the European Parliament.

(3) The President of the Commission should be elected by the Furo
pean Parliament from a short list agreed by the European Counail.



