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EXPLANATORY MEMORANDUM

By its Decision of 16 October 1978, -fhe Council established the New
tommunity Instrument (NCI), through which the Community is able to borrow ,
funds on its own account and thus has greater scope for promotwng investment
in the Community u1th a view to stimulating an economic upturn and supporting
common policies. The purpose of ‘the NCI 1s to help implement 1nvestment
projects which contribute to the greater 1ntegrat1nn of Member States' economwﬁ
pol1cves and wh1ch are in Lline with pr1or1ty Commun1ty ob;ect1ves.

7

‘The Council Decision provides for the raising‘of loans~n6t_exceedih§r'

"~ 1 000 million EUA and to be activated tranche by tranche, eéch'trancﬁé'being

used-to finance investments imn accordance with guidelines Llaid down when the

tranche is authorized. T ¥

On 14 May 1979, the Council authorvzed 3 fwrst tranche of 500 million EUA

" to be used for financing projects in the energy and infrastructure sectors.

Nine projects have since been s1gned totalling 277 million EUA 1n the form of
NCI loans. A number of other projects have reached ‘an advanced stage of prepav
ration and will bring total commitments to 498 mill1on EVA, teav1ng a balance
of only 2 million EUA from the first tranche. :

Exger1ence with the first tranche has demonstrated the usefutness of the nmew

instrument. The first series of projects. alone represents a totaL investment

cost of 3 372 million EUA, with énergy. projects accounting for 60% of that f1gure°
The Community's borrow1ng Capac1ty has added s1gn1f1cantly to the incentive to A
investment 1n the sectors chosen for prvor1ty attention by the Commission, The
projects are heLp1ng tor attain the general objectives laid down in the Council
Decision, and the investment impact on reg1onal development, employment and energy

supplies is contributing to the convergence of econdmic policies.
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Since the borrowings ‘authorized under . the first trahche ar! soon to be . b SRy
used up and in view of the success of the operation to date, the‘commission '»‘;' »
~ feels that a second tranche should now be authorized. Prvorify uxli, of course, : ;ct
continue to be given to the sectors already s1ngtcd out by ‘the Council. Their ,»?t;{
f1nanc1ng requ1rements are stwll consaderable, and the Connunity must therefore: 3
provide . .the most. extens1ve support poss1ble. &ccordwngly, the~€oﬁmxssion prooos
that the second tranche be equivalent to ‘the. batance of total authorized borrowingo,'
j.e. S00 million EUA, and that the Lloans again- be atlocated to the energy and

1nfrastructure sectors. ; 5y e Bt .93 R o
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The Carrwssxon fwels tnat, withwn these ex1st1ng pr1or1ty areas, there
should be some move towards. a broader 1nterpretation of the concept ‘of iﬁfra-" i
structure in’ the case of certain pro)ects to he carried out’ wn nriér1ty reg1on¢ i
or in areas hard~hit by the cr1s§s. = oo s _': AL % i fﬂk
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- For 1nstance, as part of the integrated operations now beiﬁg set up, the ;,"f:*v

second tranche could, .among other xh1ngs, make a sttrt on neeting thc financﬁng jfi L
requirements of urban renewal projects.' ' n

%
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There are two posswble areas of pr1or1ty f1nanc1ng here P houswng and
advance factor1es.' As housing is such a potent1atty vast fietd, coﬂs1derat1on 8
‘should be given only to those projects subn1tted by the nationat authroritvegfref;j?
which, 1n their content and financwng, form part of the. prograuues coordinated V;;}
by the public authorities and uhich contribute to estabtvshwng produetton secturt f

or 1mprov1ng general economwc product1vaty in the arca in questton. 1?
In accordance with the Deh\svon of 16 October 1978, the Commisswon u1ll :.fa
- inform the Council and the European Parliament annually of receipts aﬂd eupenses
resulting from NCI transacttons and, as soon as the amount of loane taken up

reaches the equ1vblent of 800 million EUA, and not later thaa 16 October 1980, %%
will submit a- report to both instituttons on\the experience qained during the ;f
operat1on of that Decision. ; ' ' ‘

B The Comm1ss1on proposes therefore that, after consulting—?ariianent, the
cOunc1L adopt the proposat for a vecis1on attached hereto.‘% ‘
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COUNCIL DECISION.

?' "

appLy1ng for the second twme Decws1on 78/87OIEEC empowerlng the Commission -
to contract loans for the purpose of promot ing investment uithin the Community.

" THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having'regard to the Treaty>e§tablishing the Eurbpean EconOMic Comnunitf;
Having regard to Council Decision 78/780/Eéc of.16 October 1978 empovering
the Commission to contract loans for the purpose of. promottng 1nvestment
within the Community (1), and in parttcular Artacle 2 thereof,

Having regard to the proposal from the Commission (2),

Having regard to the Opinion of the Eoropéan_Parliament'(S),

Whereas the Commission has already contracted a'Large broportion'of the first
tranche of borrouing authorwzed by Council Deo1s1on 79/486/EEC of 14 May 1979
applywng Dec1s1on 78/870/EEC, whereas that tranche will soon be used up,

Whereas investment in che infractrocture and energy‘séctors is7siitt7of paramoun€=
importance for the economies of the Member States, notably on account of its
impact on reg1onal development and emptoyment, and conttnues to nake the’ Communxty
tess dependent on imported energy and to guarantee greater security of suppl*es,

S

(1) 0) NO L 298, 25.10.1978, pu9 = - . e
(2) 0J N° | ‘ L |
(3) 04 NO
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Whereas a second tranche of borrowings for on-ilending should thergfore‘be

authorized in pursuance of Decision 78/870/EEC; whereas the same sectors i
as those stipulated in Decision 79/486/EEC should be covered by this operatioa; g

Whereas it must be poss1ble to grant Loans ‘in priority regions or: areas more . -
-part1cularly affected by restructurang or convers1nn problems of, notabty in 1‘_.
connection with integrated operations, for the purpose of f1nanc1ng advance ‘T‘ﬂ Py
factories or housing projects that-are submitted by the national adainzstrations s
‘and form part of programmes toordvnated by the publiciauthoruties uith regard to
their content and financing and that he{p to establish productwon sectors or to
1mprove generat econonic productiv1ty 1n those priority regions or areas,

Whereas borrowings of an amount equ1vatent to a capttal sun o? 500 aitlion Euro— g
pean.un1ts of account should nou be authorized, S :

HAS DECIDED AS FOLLOWS ¢
Article 1 =~ - THRE S fe vpe:_a;ﬂ

A second tranche of borrouﬁngs is herehy authorized for an aaount aot exceeding
the equ1valent of a capital sum ot 500 million European units of aceeunt.

: Fd d b'(",i; 5,
Article 2

)

The product of these borroq:ngs shall be used far loans to finance investment
projects which are carried out on Commun1ty terr1tory and uhich are con51stent
with priority Commun1ty ob3ectives in the infrastructure and energy sectors. ..'?

For the purposes of this tranche ;

infrasthuttube'ihvestment shall cover in‘barticular transport;'teleconndhicaticnsw.
agricultural improvements, uater supply uorks, environnental pfotection, housing
and advance factoriess - ‘ : :

7
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energy investment shall contribute to greater self-sufficiency, security

“and diversification of Commuﬁity energy supplies; investment shall ensure

the development, exploitation, tfansportation and storage of energy resources;
particular attention shaLl be paid to ehergy cqnsqrvatibn~and to the develobment

of alternative energy sources.

Article>3

‘The Commission shall decide uhéther or‘noprrojects are eligible in acéordance"
with the guidelines laid down in Article 3 of.Decision 79/486/EEC. * -

e Done at Bpussels,
‘For the Council;'

The,Pfésident,

-~
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T0 PRIORITY F C O
TELEGRAM NUMBER 3498 OF 15 JULY.
INFO PRIORITY LUXEMBOURG, nig
INFO ROUTINE BRUSSELS, copzum\esn, me maua, aona, num.ln.
" PARIS AND nouu. .

ERUOPEAN COMMUNITY
FINANCE COUNCIL ¢ 15 JULY
ORTOLT FACOLIT\' a saconn 'muca o

sMMAR‘l : : B
ASREED BUT ONLY 448 MEUA WILL BE IMMEDIATELY AVMLABLE.

OUNCIL WILL DISCUSS 1N OCFOBER WHETHER UP TO 196 MEUA SHOII.D S
BE RESERVED FOR PROJECTS FALLING: WOTHIN THE ENLARGED DEFlNlTlON o
OF INFRANSTRUCTURE PROPOSED BY THE COHHISSIO"- »

DETAIL _ .

2, PRES]DENCY PROPOSED THAT THE SECOND 'mncz SHOULD.

BE APPROVED BUT THAT THE COUNGIL SHOULD EXAMINE THE nmumou

OF INFRASTRUCTURE AGAIN- IN OGTOBER, |TALFANS WERE NOT - L el
PREPARED TO ACCEPT THIS UNLESS THE DISSENTING nassmous T
GAVE ASSURANCES THAT THEY WOULD APPROACH THE QUESTION WITH . -
AN OPEN MIND, THEY ARGUED THAT THE HOUSING. PROJECTS THAT

THEY HAD [N MIND WERE AR ESSENTIAL PART OF omsmsa Acczrﬂms
PROJECTS,

3, GERMANS WERE PREPAREB T0 AcCEPT THE PRESIDENCY FORMULA. THEiR .
ATTITUDE WAS BASED OR THE NEED_ FOR A CLEAR DiSTiNCTlON B ‘
BETWEEN AREAS THAT WERE COMMUN | TY RESPONSIB’LITY AND THOSE

THAT WERE NATIONAL, THERE WERE ENOUGH PROGRAMMES ‘TO_ TAKE UP

THE AMOUNT OF THE SECOND TRANCHE WITHOUT THE EXT ENS!ON. THEY
WOULD LISTEN TO ARGUMENTS TO THE CONTRARY, BUT WITHOUT ANY _
ASSURANCE THAT THEY WOULD AGREE. '

& DUTCH WERE IN FAVOUR OF APPROVAL OF THE SECOND TRANCHE

FOLLOWED BY A REVIEW WHEN DISBURSEMENTS REACHED 88 MEUA,

AS REQUIRED BY THE 1976 DECISION, WHICH COULD INCLUDE DEBATE

ON THE EXTENSION OF SCOPE OF INFRASTRUCTURE. NOT OPPOSED

IN PRINCIPLE TO SOME EXTENSION, BUT THE FORM IT TOOK SHOULD

BE DECIDED IN THE COURSE OF THE REV{EW. | /{5

- .. . RESTRICTED .
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S. ITALIANS WERE NOT PREPARED TO ACCEPT PRESIDENCY PROPOSAL

ON THIS BASIS., BELGIANS THEN PROPOSED THAT THE SECOND TRANCHE
' SHOULD BE APPROVED BUT THAT ONLY 89 PER CENT SHOWD BE .
mnenma.v Amunu-:. THE oouucn. SHOULD sicuss m OCTOBER, «
m THE LIGHT OF EXPERIENCE WITH THE SECOND TRANCE IN THE =~

lNTERlH, WHETHER SOME OR ALL OF THE RE‘MMNG 20 PER CEHT SW!LD S

BE MADE AVAILABLE FOR ADVANCE FAGTORIES AND uousme.
& THIS WAS AGREED, T,
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EUROPEAN COMITUNITIES Brussels, 29 September 1980 (30,09)
THE COUNCIL ) . 9863,/80
- 2 Ul 1980 RESTREINT
i &3 ECOFIN 57

COVER NOTE

&

Srom: Commission of the European Communities

to : Permanent Representatives Committee

S

AT ARG

Subject: Community loans: Second NCI tranche
= Decision on 100 EUA

Delegations will find attached a note from the Commission
concerning the use to be made of 100 MEUA in the context of the
second NCI tranche, This note was circulated at the meeting of
the Permanent Representatives Committee on 25 September 1980,

9863,/80 | ECOFIN 57 dor/DJIM/wec
R



ANNEX

COMPROMISE ON HOUSING UNDER NCI IIX

In approving the second NCI tranche of 500 MEUA, the Council
released only 400 MEUA for continuation of the projects financed
under the first tranche. The use to which the remaining 100 MEUA
is to be put has still to be decided, The Commission's proposal
that the concept of infrastructure in the NRCI context be extended
to include the comstruction of housing and industrial plant put up
by public promoters to fill future needs, is still before the
Council.

In the meantime the EIB has published its annuaﬂ'report for
1979 listing the infrastructure progectiupelgg financed, including
"housing projects. The EIB also flnancestrefab;;eateé factory
buildings. The basic NCI decision stipulated that loan requests
were subject to the usual EIB criteria. In addition, when the
parallel decision-making procedure concgrning interest rate subsidies
under the EMS was adopted it was expressly stated in the Council
minutes that the concept of infrastructure was the same as that
applied~by the EIB for its own projects. Obviously, éiven its
statutes the Bank has to ensure that all projects, including housing,
contribute to an increase in general economic productivity,

Given the above, there is a possible compromise which the
Council could adopt in its decision on the use of the reﬁhining
100 MEUA, namely to agree to the Commission proposal - which has
the support of the Buropean Parliament - but to enter a joint
statement by the Council and the Commission in the Council mirvtes.
This statement would be to the effect that the concept of infira-
structure in the NCI context as regards housing and industrial
plant built for future needs is consonant with the interpr-tation
applied by the EIB in the case of projects of this type.

9863/80 ' - dor/DJM/wec B -
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ENERGY AND ECONOMIC POLICY

INTRODUCTION

1 The burden of the energy constraint on the short- and medium~term
management of our economies - in the form of a major transfer of resources
and strong inflationary pressures.*'prompted the Council, at its meeting
on 9 June 1980, to place on the agenda for its October meeting a discussion

of the links between energy problems and economic policy.

The purpose of this Communication is to serve as a basis for that discussion

and enable the Council to adopt its guidelines,

THE INTERNATIONAL DIMENSION OF THE PROBLEM

2. This paper does not touch on the wider economic aspects of the second
energy crisis, which are discussed in the annual report to the Council.

The emphasis here is on:

(a) identifying and putting into practice the right solutions to the problems

arising from balance—of-payments deficits;

(b) reducing the Community's dependence on external energy supply, and
primarily its dependence on o0il imports, by means of structural
adjustments geared notably to comserving energy and to fostering the

production and use of alternative energy sources.

3, As emphasized by the European Council, concerted action is needed by all
the consuming countries, particularly in view of the implications for
competitivity. In our highly integrated economy, isolated (or worse,
contradictory) measures wou}d together be detrimental to general growth

potentiale.
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It would be just as hazardous to accept a marked inequality of structural
adjustment effort in the energy sector. The costs of adjustment -~ in

resource allocation or losses of competitiveness — would be borne solely
by the countries that embarked on the course of action needed, while all

consumer countries would benefit.

4. Accordingly, by virtue of its respomsibilities, both within the
Community and outside, the Community has a special role to play in

formulating and implementing an appropriate economic and energy strategy.

The Community has already set itself three objectives:

(i) to lay the foundations of genuine solidarity among consuming countries
by contributing, as it did at the Tokyo Summit, to the joint
definition of targets for reducing its dependence on external energy

sources;

(ii) to place the supply of energy on a sounder,basis by entering into a
dialogue with the producing countries aimed at achieving smoother

reconciliation of the interests of the countries involved;

(iii) to play an active role in the areas of development or financing which
will make it possible to ease the situation in the developing countries
hardest hit by the crisis, in particular by helping to exploit their

energy potential and mineral resources.

BALANCE-OF—-PAYMENTS FINANCING

5. Balance-of-payments deficits, which are larger and more permanently
entrenched than after the first oil crisis, raise a problem of general economic
policy, that of reconciling the steady reduction of the deficits with a
continued general level of activity and employment that is as high as possible,

That problem is discussed in the anmual economic report.

They also give rise to a problem of financing, now being debated by the
Council on the basis of guidelines which need to be confirmed and given

practical shape.
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6o The first of these guidelines, following up the conclusions of the European
Council and of the Venice summit meeting of the major industrialized countries,
is to step up'the activity of the intermational orgamizations (IMF, World Bank
and the regional Banks) in recycling oil capital, with particular consideration
for the problems of non-oil developing countriese It would be appropriate also
to assess thehelp which could be gifen to support their efforts to bring about
the structural changes necessitated by the state of their external paymentse.
Noting and taking into account the decisions taken at the annual meetings of

the Fund and the Bank in Washingfon, the-Council should, before the next meeting
of the Interim Committee, consider whether actual progress so far matches up

to the targets advocatede

Te The Community is already directly involved in transferring capital to the non-
0il developing countries under the Lomé Convention, under its arrangements for
assisting non-associated developing countries and under various financial proto-
cols. Under the further studies on this matter which the Council called for on

9 june, an effort must be made to identify the areas in which joint action can

be undertaken with the oil-producing countries whereby the resources available
can be mobilized faster, on a wider scale and more gffectively._The Commission
and the EIB already participate in co-financing schemes with a number of develop-
ment funds and are already concerned to expand the scope of such participation.
The bringing together of these objectives, together with the normal operations

of the banking system must be examined in depthe

8o The third guideline is to strengthen fhe Community's own financing mechanisms.
More active solidarity will be to the a@yantage of all, by helping to ease the
financial constraint where it might otherwise lead to unduly restrictive measures,
with adverse effects on growth and employment. The first essential here is the

prompt completion of the work spelt out by the Council on 9 june 1980 :

(a) towards raising the ceiling on Community borrowings and improving the

conditions for using this instrument;

(b) towards enabling the Community to use the ECU as the numéraire for the
loans it floats on the international capital markets, as advecated in
the opinion of the Monetary Committee, and so providing lenders with

additional facilities for diversification.
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The expanding role of the Community's financial instruments
(BIB, NCI, ECSC and Euratom) helps to alleviate balance of payments

problems when the corresponding loans are raised on the international

capital markets.

REDUCING DEPENDENCE ON IMPORTED ENERGY AND DIVERSIFYING SOURCES OF SUPPLY

9. Under its broad thrust of restoring equilibrium as well as in its
specific aspects, economic polic& must éerve the objectives = paramount
for our economieg — of reducing energy demand and diversifying sources of
energy. The investment required for this purpose will also actively help

to sustain economic activity. Action is needed at two levels:
(a) a coherent energy pricing policy;
(b) proper planning of investment and of the financial resources needed.

A. The role of prices
10. Demand adjustment and investment depend to a large extent on the prices

of energy products on the domestic market. To speed up adjustments in the

e;ergy field, tWo conditions must be met: the general price trend
(particularly for petroleum products) must serve the aims of both
conservation and diversification, must move smoothly and must admit of
reliable forecasting; and there must be'an appropriate hierarchy of prices

for the different sources of energy.
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(i) The trend in the general level of domestic _prices

11. Energy users must be in a position to base their decisions on forward
assumptions regarding prices that are sufficiently reliable and consistent
with the general direction oﬁ energy policy. This condition is essential

if market forces are to ensu#e the most efficient allocation of resources.

Just as moderation in qil-price increases .is necessary -to enable
international economy to return to stability and growth, so over-steep downward
fluctuations in real prices Mlke those between 1974 .and-1978 may deter an all-out
effort to reduce the demand for.OLI.Thls fall in the real price was partly caused
by rapid inflation and exchange rate movements, but also by the fact that
certain specific taxes which?are part of the prices were adjusted only on
an ad hoc basis. |

\
12. ‘Looking ahead to the medium term, and leaving aside cyclical fluctuations
in the economy, the general situation regarding oil supply and demand means

at the very least that any poiicy incorporating a fall in oil prices in real
=g

terms must be ruled outar
— e min——

The Commission considers that; to keep the trend of petroleum product prices

as regularas possible and constantly in line with the general direction of
energy policy, the Council should follow, as a guiding principle, the

policy that there should be no decrease in the real price of petroleum products
to the final consumer. ‘

13. This principle would be applied as follows:

(a) in line with the principle already accepted by the Council, increases
T e ——

in the representative import price of crude oil must be passed on to

££;§?Eﬁ§T_UUﬂSUMET_Within‘d Te€asonable period of time; '




(b) the Commission proposes that the Council. should establish the
guideline that, as a general rule, and without accentuating

inflationary tendencies, the taxation of petroleum products

o

should at_the ast be held level in real terms by means
of regular adjustments; ;
v-——"‘/

(c) the Commission stresses — and the Council has already acknowledged -

that the secondary inflatienary effects of o0il price rises must be

contained to the utmost extent possible. -

&

Although these guidelines and measures must be put into operation by the
Member States, with reference to their individual situations, the guidelines
themselves must be common, and their implementation must be monitored
regularly: the Commission suggests that, after adopting them, the Council

should review the results annually.

14. These measures may not be enough if there is a sharp downward trend

in the import price of oil. Other instruments should then be used.

The Commission is continuing to examine this point, and will inform the

Council, for a later meeting, of its findings and conclusionse.

15, The proposed decisions could bring about an increase in public revenue;
it would be essential to contain the inflationary consequences and to obviate
. any deflationary effects. Appropriate countervailing measures might take

the following forms:

(a) a reduction in charges, which would at the same }time- prevent I
a decline in the competitiveness of Community firms and exert a

favourable influence on investment and employment;



5

(b) a reduction in indirect taxation, which would help to ease
inflationary pressures;
(c) an increase in budgetary funds for incentives to adaptation in

the energy field,

(ii) Hierarchy of domestic prices of energy sources

16. The hierarchy of prices- for the different energy products, which
government influences through a range of interventions, mainly taxation
and budgetar&, must serve the aims. of reducing dependence on external
energy sources, particularly by cutting oil imports and by developing
alternative energy sources. Price differentials must act both as

a deterrent (oil) and as an incentive (other sources of energy).

This is not alwéys the case: in some Member States at least, the
domestic price for certain products (heavy fuel oil is an example)
does not encourage a diversification of sources or give any urgency
to investment in, say, energy conservation. Such distortions can be
traced back, to a large extent, to the way in which different energy

products are taxed.

Further, the structure of prices, i.e. including taxation, as between
the Member States is a potential and a present source of distortion

of competition and the cause of a poor allocation of resources.
17. The Commission asks the Council to approve the following two.aims:

(a) to arrive at a hierarchy of prices which is consistent with overall
energy policy;

(b) to prevent excessive differences in the price structures as between
Member States which are not justified either by a similarity of

situations or by the fact of belonging to the same market.

At a later date the Commission will put up proposals defining the bases,

including harmonization of taxation, for attaining these objectives.



-8 =

?‘%

B. Planning of investments and of the resources reguired

18. Prices have a pivotal role to play as an incentive to the adjustment

of demand. But, government has a direct and crucial role in carrying

out investment, much of which depends on decisions by government

and without which the goal of self=sufficiency, for which government

is responsible, will not be attained. The consequences are two-=fold:

(a) the principle of planned programmes. which define not only the

investments needed to reach the Community's targets, but also the resources
for carrying them out; (b) taking account of energy requirements

proper and the requirements of the economy as a whole, this programme-~planning,

in the Commission's view, should amplify and speed up the entire effort.

19. In its Resolution of 9 June 1980, the Council decided to make an
annual assessment of national energy programmes at Community level -
the Community being a meeting-point for comparing targets, defining
and monitoring priorities, identifying shortcomings and appraising
results.

a

The Community's acknowledged position therefore answers a very clear
requirement. It is the best forum in which to define forcefully -
and present to the public = policies which are necessarily comparable

and analogous and which, in the Commission®s view, must:
(a) give the greatest possible boost to energy investment;

(b) contribute to the development of nuclear energy and help to remove

the obstacles hampering its expansion;

(c) pursue a consistent internal and external coal policy as regards

research, availabilities and costs, with the aim of self-sufficiency;

(d) stimulate the investment required in energy conservation and develop

new energy sources.
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The Ministers for Financial Affairs cannot remain indifferent to the action
in these fields taken by the Ministers for Enefgy. The general economy
is directly concerned: by balance—of-payments and price constraints,

but also by the impetus to growth and employment offered by the new

"industrial energy economy” and by the expansion of energy investment.

20. Consideration of the matching of resources to goals is also of direct
interest tc the Economic and Financial Affairs Ministers meeting in Council.
Particular attention will have t0 be giéen to budgetary, economic and
financial mechanisms, and to both ngtional and Commmity legislation
introduced to encourage the investments which are immediately necessary and
to facilitate their funding. The only way to meke sure this is done is

by the systematic and critical monitoring of the state of progress of the

programmes.

21s ' In addition, the Community contributes to the investment effort through
its financial instruments (funds under the Budget and loans). Its
contribution is substantial: in 1979, 1 580 million EUA in loans granted,
or 6% of Community energy production investment (considerably more if
self-financing is deducted)s The Community's actién should help the
Member States to pursue a vigorous energy policy. It should be

primarily directed to supporting coherent programmes which serve

the common objectives and are integrated into an overall policy by the
recipient Member States. Community financing should not take the place

of national financing, but should speed up and amplify certain measures

which could not be carried out without &an external financial_contribution.
22. It is in that context that the Commission asks the Council:

(a) to approve the guidelines set out in this Communicationj

(b) o decide to convene every year a Coundil meeting of the Economic
and Finaweial Affairs Ministers with appropriate participation to
examine how the legislative means and the financial resources match

up to the real targets of the lMember States' energy programmes;

(¢) to take note that every year the Commission will present on that
occasion a report on the possible contribution from Community
resources to the overall investment effort, and will suggest how

they should be used to serve priority aims.
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INTRODUCTION

The Committee's Opinion on issues raised by the recycling process
(doc. 11/267/80 dated 4 June 1980) was referred to the Council meeting on
9 June 1980; the Council then called upon the Committee to examine the fol-
lowing points in greater depth :

1

1. the Community's role in the recycling process in the framework of the
international organisations; _ o

2. the Community Loan mechanism and the other Community instruments for recy-

cling in favour of the member countries of the Community;

3. the instruments for recycling in favour of third countries (e.g. the possi-

bility of opening a window for third countries in the Community Loan mecha-
nism);

4, the Link between adjustment and financing, problems of surveillance and
"early conditionality';

5. co-financing and triangular operations;

“«

6. costs and risks (guarantees, transformation, etc.), resources available and
tentative quantification of possible actions.

Part I of this Report examines the Community'’s role in reéycling in
favour of member countries, throqu an adjustment of the Community loan mecha=
nism, and the related questions of conditionality, surveillance and the mix
between adjustment and financing; the other points of the Council's mandate,
including the aspects of recycling to non-member countries, are exémined in
Part II. The Committee has furthermore delivered a separate Opinion on another
issue relevant to recycling, i.e. the use of the ECU as a denominator for loans

floated by the Community institutions (doc. 11/397/80 dated 8 September 1980 -
in Annex). '

The Committee would point out that the present Report should be seen
as complementary to its Opinion of 4 June 1980, in-which the issues raised by
the recycling process were examined in their general terms and in a broader
context. In particular, the Opinion defined recycling as "a process by whfch
the surpluses run by certain countries = in this case the oil-producing coun-

tries = are made available to countries in balance of payments deficit.

coeleas
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This process is based ta a large extent on international financial interme-
diation, both public and private, whichzmakés possible a certain transforma=-
tion between the forms of investment offpred to the surplus countries and the
financing terms offered to the deficit S@unfrﬁes”. Furthermore, the Opinion
stressed that ''the bulk of the recyclingyactivity will continue to be carried
out by the international financial markets and the commercial banks ... sup-
plemented by an expanded activity of the dinternational organisations, and
primarily of the International Monetary Fun@, the World Bank and the regional
development banks'. The Community as an ent%ty must on the one hand support
the efforts made in this wider international context, and on the other has a

particular role of its own to play in the . context of the present payments
imbalances.

I. ADJUSTING THE COMMUNITY LOAN MECHANISM

The Committee has devoted itself to examining how the Community loan
mechanism set up in 1975 should be adapted to the requirements of the new struc=
ture of external payments disequilibria, the aim being to improve its effec-
tiveness and enable the Community to contribute to the harmonious Hevelopment
of the recycling process. In this part of the Report the Committee studies the
problems connected with the financing of the deficits of Member Stétes.

¥s Aim, duration and ranking of the mechanism

1.1. According to Article 1 of Regulation (EEC) N© 397/75 which set up the
mechanism, 'the Community may undertake a series of operations to raise funds,
either directly from third countries ana financial institutions, or on the capitél
markets, with the sole aim of re-lLending those funds to one or more Member

States in balance of payments difficulties caused by the increase in prices
of petroleum products".

The Committee feels that the wording of this Article should be clari-
fied. It accepts the notion of "sole aim" if it is understood that its inten-
tion is merely that of ensuring that the Community borrows solely in order to
re-lend to one or more Member States. As regards the cause of the balance of
payments difficufties, the Committee is of the opinion that the relevant phrase
should read as follows : "balance of payments difficulties directly or indirectly
related to an increase in prices of petroleum products'.

ll./.--
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1.2. As regards the duration of the mechanism, which was not specified
in the 1975 Regulation, the Committee feels that the Council should in five
years' time, on the basis of a report from the Commission, examine whether
the Community loan in its principle, its arrangements and its ceiling still
meets the needs which led to its creation.

1.3. Since it does not d1rectly 1nvoLve the commitment of member countries’
foreign exchange reserves, this 1nstrumgnt is still, as far as its general
design is concerned, well suited to the’ reqd%rements of recycling. There is
however, the question of whether any order of priorities should be assigned

to the way in which calls are made on the'various resources available to the
national authorities to finance an external payments deficit (international
capital markets, Community assistance, IMF facilities). The Committee discus=
sed this question and concluded that no a priori position should be taken on

the matter, so as to be able to react to circumstances in the best way possible.

The Council Decision of 8 May 1964 on co-operation between Member
States in the field of international monetary relations (64/301/EEC) provides
that "consultations shall take place within the Monetary Committee in respect
of any important decision or position taken by Member States in the field of
international monetary relations and concerning in, particular : ... recourse
by a Member State to resources which can be mobilised within the ftamework of
international agreements'. It is in the framework of these consultations that

the ranking of calls on the varioys sources of financing could be examined.

Similarly, the Committee did not consider it useful to attempt to
establish priorities in the recourse to the medium-term financial assistance
and the Community lLoans. Cases are possible in which only one of the two could
be used, and others in which both could be used simultaneously. In the present
situation, with all the Member States running current payments deficits, financ=
ing by Community borrowing, in accordance with the needs of recycling, may be

the form of Community support which could most easily be mobilised in practice.

2. Techniques
Experience of the past Lending operations has shown that the procedure
for implementing the mechanism is at times excessively rigid :

l-o/-..
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2.1. Raising the loan (article 2 of Regulation (EEC) N© 397/75), after a
loan appl#cation by a Mémber State, requires the Council, after consulting the
Monetary Committee, to authorise the Commission to negotiate with the Lenders;
the Monetary Committee must again be consulted after the negotiations, and fi-
nally, a further Council decision is required to authorise the borrowing and
lending operations involved. Experience has shown this procedure to be lengthy =
in the first implementation of the mechanism, approximately one year intervened
between the initial request and the funds' disbursement = and too cumbersome,
in that it does not always permit the Community to adapt easily to market

conditions.

The Committee considers that this procedure should be simplified so
as to, if possible, reduce the references to Council to only one : the Council's
role could consist in authorising the lending of a specified amount for a spe-
cified country (and the corresponding borrowing), and in simultaneously setting
the economic policy conditions before the conclusion of the negotiations with
the lenders; the ensuing operations would be carried out by the Commission in
consultation with the Monetary Committee.

Cule Experience with Loans that have been made under the mechanism has
revealed one unsatisfactory feature, namely that a country that had borrowed
through the mechanism and was in a position to repay its borrowings ahead of
their due date was not able to do so because there was no means whereby the
Community itself could prematurely redeem the funds which it had borrowed and
on-lent. There is not much sense in setting economic policy conditions for a
Member State whose position has already recovered and is ready to repay a lLoan
granted to it. Therefore, whenever a borrowing member so wished and agreed to
the terms of the borrowing this would involve, explicit provision should be
made for the possibility of early repayment. Allowing advance repayment clearly
implies having recourse to the usual borrowing formulae prevalent on the market,

which would expressly contain an early redemption clause.

& uJn - Instead of aiving preferenée to the issue of bonds as has been the
case hitherto, the Commission should dispose of the necessary flexibility in
its borrowing operations, both to facilitate the possibility of early repayments

discussed above and to make the best of market conditions. It should thus be

..o/l.u
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able to have recourse to the other instruments available on the markets and

to new instruments such as ECU-denominated loans, and it should explore and
develop the possibilities of borrowing directly from surplus countries. In
practice, however, variable rate loans should not be given preference over
fixed rate borrowing; they should in particular be avoided as far as possible
when borrowing directly from surplus countries. At all events, lLoans denomi=
nated or payable in the currency of a Member State should be issued only after
the agreement of the competent national authorities. In this context, the pro-
vision under Article 2 of Regulation (EEC) N© 397/75, whereby the average
period of Loans may not be less than five years, should be made more flexible,
it being understood that the Community should not engage in maturity transfor-
mation. It is therefore suggested that the period of loans should be subject to
mutual agreement between borrowing Member States and the Commission, in con-

sultation with the Monetary Committee.

3 Conditionality

3.1a As requested by the Council, the Committee proceded to define the
modalities which might govern the concept of early conditionality mentioned

in its Opinion of 4 June 1980. In practice this means that a country may have.
recourse to the Community loan before serious balance of payments difficulties
have arisen,rather than after a situation of manifest crisis. This implies
an appropriate concept of conditionality. It is in fact in the Community's in-
terest to promote adjustment in a member country, through the contribution of
even a modest financing, before this country reaches a situation of manifest
crisis. On the other hand, a country may have an interest in relying on Commu=
nity conditionality to promote the adoption of an adjustment programme vis-a=

vis its own public opinion,

3.2 Graduation of conditionality. Conditionality should aim at restoring

a sustainable balance of payments situation and should concern not only the
demand side but place greater emphasis on the structural adaptations required

in the medium term, particularly as regards energy. This concept of conditiona=*
lity should at the same time contribute to increased convergence in the Commu=
nity. Conditionality itself will have to be adapted to the situation of the coun=
try seeking a loan, particularly to the sustainabiltiy of the forecast deficits¢
having regard to the country's external indebtedness and to the possibilities

of financing these deficits. The more serious the member state's economic situ=
ation, the more specific endeavours on the supply side, particularly in the

energy field, will have to be supplemented by general adjustment measures on
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the demand side. This may imply setting monetary or fiscal targets. These
targets would be set at regular intervals by the Council, acting on a proposal
by the Comhission and after consulting the Monetary Committee; compliance |
would be monitored, at regular intervals, jointly by the Commission and the
Committee. It may be desirable for the Loan to be disbursed in successive
instalments, the release of each instalment being subject to compliance with

the brogfahme's objeéfibes.

s Council procedures. In practice the situation of a country facing

balance of payments difficulties and intending to adopt an adjustment programme
and to have recourse to a Community loan would be assessed by the Council on a
proposal by the Commission, after the Monetary Committee had been consulted and
had made its examination. The Council could grant a Community loan against the
country's undertaking to conform to an adjustment programme, whose nature and
~/:gé}dity would be the subject of a Monetary Committee opinion. Furthermore, ac=-
cording to the seriousness of the situation, or its development, the country

could be asked to respect specific quantified targets.

3.4, Procedures in the Monetary Committee. The Committee feels that a

mutual information and monitoring procedure on the balance of payments and ex-
ternal indebtedness positions of all member countries and on the policies pur=
sued in these areas should be established. Essentially this would mean reinforc-=
ing and making more systematic the exchange of information which already takes
place. Such a procedure falls within the Committee's competence, and the Com-

mittee has agreed to establish it as soon as possible.

4, Guarantee

4.1, In the event of default by the final borrower, the guarantee arrange-
ments for the Community's creditors consist in participation by the Member States
in accordance with a procedure lLaid down in Article 6 of Regulation (EEC) 397/75
and in Articles 1 to 9 of Regulation (EEC) 398/75, and in a token entry of the
liabilities in the Community Budget to ensure that the creditors are paid without ,

delay.

4.2, The Committee stressed that - as the experience of past decades has
shown = the Llikelihood of default by any Community Member State is practically
nil and it is in this lightthat it examined whether the present dual-guarantee
system ought to be maintained. It is clear that the present system will remain
in force with respect to the Community's loan operations carried out under
Reouletions (EEC) 397/75 and 398/75.
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Several members felt that the entry in the Community's Budget consti-

tutes in itself a commitment by the Community = i.e. by the Member States =
which is sufficient to satisfy lenders and that there is consequently no need
for a special or adjacent guarantee. Abolition of the system of guarantees by
the Members States would correspond to the Community nature of the instrument
and make it simpler to implement. Payments in the event of default would be made
according to normal budgetary procedures. Other members felt the maintenance

of the present dual-guarantee system would be preferable, either because they
felt that every effort should be made to avoid exhausting at some date the
Community budget's financing capacity, or because they questioned the interpre=
tation the markets could give to the scrapping of the counter-guarantees by

the Member States.

4.3, It should be noted that, were the counter-guarantee system by Member
States to be maintained, certain member countries would submit an increase in
the amount of the Community loan authorised by the Council to a parliamentary
procedure, which would result in a further delay, as happened in 1975 when the
system was set up. Between the Council's political decision and the termination
of the procedure in the last country, the delay could thus be lLong enough for

a modification of the international financial environment to intervene.

< Ceiling

The Committee feels it advisable to recommend the following adjustmeﬁts.
It points out in this respect that, if these modifications are adopted, they
will require a decision in the form of a Council regulation and, particularly
if the Member States' counter-guarantee system is maintained, certain member
countries might find themselves bound to the precedent of 1975 to make their

agreement subject to parliamentary procedure.

5.1. Denomination. In conformity with other decisions taken within the

Community, the ceiling should be denominated in ECU and not in US dollars.

5wt Calculation of the ceiling. Interest on borrowing operations should

henceforth be excluded from the ceiling, in Line with normal international prac=
tice in the matter : the ceiling fixed by the Council would therefore relate only
to the principal. As an example, applying this new method to the nomina' figure
authcrised at present would - in the present market conditions - entail an in-

crease of about one half in the borrowing capacity.

.--/-o-
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5.3. Definition of the ceiling. The ceiling should be considered as a

Limit on all outstanding amounts, i.e. the borrowing and lending resources
would be reconstituted as and when repayments were made. If a margin can be
reconstituted, there is no need to return to the Council each time the ceiling
is exhausted, it being nevertheless understood that each activation of the

mechanism is subject to prior authorisation by the Council.

S.4. Increase in the ceiling. The general feeling of the Committee is that
the ceiling should be increased from that decided in 1975 (3 billion US dollars

in principal and interest payments). The modifications described above would

by themselves, if adopted, entail a significant increase.

5.6.1. Certain arguments may be put forth in support of a more substantial

increase :

the erosion in the ceiling's real value since 1975;

- the need to reverse the decline in the present ceiling in relation to the
size of the international capital market, whose annual volume of operations
has tripled since 1975;

- the Community's current deficit is at present larger in proportion to trade
and output than was the case following the last oil shock and is expected
to persist for longer; a higher ceiling is thus necessary for the mechanism

to contribute significantly to recycling;

- while after the first oil shock there was still a number of surplus countries

whithin the Community, now all Community countries are in current deficit;

= the desire for coherence with the increase in the size of the credit mecha-
nisms decided when the European Monetary System was set up, in order to haQe
the sare credibility and positive announcement effects on the exchange mar =
kets : it must be observed in this regard that in spite of their significant
resources the two mechanisms have not been used, which confirms their psy-

chological effect;

- the need to allow a number of Large borrowers to have recourse to the mecha-
nism simultaneously without exhausting its facilities, in contrast to the
present situation (over 80 % of the funds available were promptly taken up

by loans to two member countries).

I'./.I.
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5.4.2. Other arguments may be put forth in support of a more modest increase :

= the higher Level of reserves, not Least the result of the gold valuation
within the EMS, and the relatively high credit worthiness of all Community
countries create a better basis for the financing of deficits which is now

becoming necessary;

- when the EMS was set up, short-term monetary support and medium-term finan-
cial assistance were more than doubled, in order to give a credible guaran-
tee of the stability of exchange rates as regards the foreign exchange mar=-
kets; neither of the two instruments has been used so far, which therefore

Leaves a borrowing margin available;

- in order to maintain the high credit standing with regard to its various
borrowing instruments, the Community must give an example of a disciplined,

not a permissive policy;

- it must be demonstrated both internally and internationally that the first

priority is themost rapid adjustment possible to the changed conditions of

the world economy;

- the Community should not compete too hard for OPEC funds with other methods
of recycling of special importance throughout the world, e.g. direct chan-
nelling to the developing countries, making funds available for the IMF and
the World Bank, etc.

S5shs3s The members of the Committee who support the first set of arguments
(5.4.1.) consider that it would justify a ceiling of between 10 and 15 billion
ECU. The members of the Committee who support the second set of arguments
(5.4.2.) consider that it would justify a ceiling of between 4 and 5 billion
ECU. Some members however could sympathise with some of the arguments presented
in 5.4.1. and some of the arguments presented in 5.4.2. They therefore felt

that a compromise should be found between the two ranges indicated above.

" In all cases, the Committee members based their assessments on the
assumption that the proposals advanced in paragraphs 5.1, 5.2 and 5.3 are adopted.

---/---
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Sebob, Several members pointed out that fixing a ceiling is essential only

if it were decided to maintain the counter-guarantee system subscribed by

Member States. In fact, the Council is called upon to decide, in each particular
case, the amount of the borrowing operations authorised and therefore remains
master of the overall volume of such loans. One could therefore refrain from
preventively fixing the ceiling for such operations and assess the size of the

envisaged loans each time the activation of the mechanism is requested.

5 alinD o As a formation of independent experts, the Committee has the general
feeling that a compromise around 7 billion ECU would have some chance of being
a point of equilibrium and anfa“ﬁgfﬁggzz\particular financial or technical
problems (1).

II. OTHER ASPECTS OF RECYCLING

These other aspects cover points 1 (international organisations),
3 (recycling for the benefit of non-member countries), 5 (co-financing) and
6 (costs and risks) on the List drawn up by the Council. The Committee's work
on these points is a follow-up to the Opinion of 4 June : it continues the

analysis and defines certain solutions.

6. Costs and risks

The Committee started by drawing a distinction between the "recycling"
aspect and the "aid" aspect of the problem of assistance to the developing

countries, in order to deal only with recycling proper : it is nevertheless

aware not only of the need tg/increase development aid so as to enable the

poorest countries to overcome iculties, but also of the fact that
intervention by public bodies in the recycling process would entail shoulderirig
part of the risks and costs - transformation costs, possibly exchange risks

and default risks.

eoelees

(1) The alternate members of two countries preferred not to take a position
on this point.
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7. The Community and the international institutions

In its Opinion of 4 June, the Committee considered that the Bretton
Woods institutions have an essential role to play and called on the Community
to play an active and unified role within these institutions, and to support
new initiatives aimed at improving and expanding that role. The Community
should in particular support the proposals for the IMF to borrow directly from
surplus countries, for better coordination between the IMF, the IBRD and re=
gional financial organisations, and for the development of consortium-type
operations and structural adjustment loans. The Community should endeavour to
coordinate its interventions in the fora in which international monetary ques-
tions are discussed, not only in the Bretton Woods institutions but also - in
the present context of global negotiations = in organisations such as the
United Nations. This means defining a common position in advance, or, at the
very least, co-ordinating more closely the positions upheld by the Member Sta-
tes' representatives in these institutions. The Monetary Committee could be

invited to intensify its action in this field.

8. Third country financing

8.1. For geographic and political reasons, non-member countries have diffe-
rent relations with the Community according to whether they are candidates for
accession (or potential candidates), associated countries, ACP countries or
other countries. The Committee is aware of the fact that the assessment of the

problem can be modulated according to membership to one or other of these groups.

8.2. The general feeling of mmittee is that the formal opening in the

Commun1ty Loan mechanism of a special window for non-member countries is not

appropr1ate at this time. The Community cannot take the place of the IMF, “which
g sl o

1;_gqy1pped to deal with international payments imbalances, has the mechanisms

-
to induce borrowers to adopt the appropriate adjustment policies and where,

— ; . ; ;
Lastly, the main parties to the recycling process are represented. The Communi=

ty's role must be to support the efforts of the Fund, and even to supplement
its action in certain specific cases by making its own or its members' contri-

bution to solving a particular problem.

-II/III
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Onds Although it felt that a window in favour of non-member countries
should not be opened when the Community loan mechanism is adjusted e Com-
mittee nevertheless considers that fof certaip countries and ih certain'cir-
cumstances, the Member States and the Community could take part “m—oint mea-
sures for the benefit of countries in serious payments difficulties. This has
happened in the past and it should not be ruled out that it might happen in
the future. By way of exampLé:_¥F;;;—;;;;::;;_;;;;—;éken various forms in the
past : rescheduling of the external debt, granting of guarantees, action on
export credits, accelerating the implementation of financial protocols, etc.

The countries particularly concerned are those which, because of their geogra-

. . . . - . ———r . . . o
phical proximity or their political and commercial links, maintain close re-
L ———————— P

Lg:?ons with the Community. The Committee considers that when such actions are
nderta en, 1t would be advisable for the member countries to confer together
at Community level and even, if necessary, for the Community as such to parti-
cipate. It also felt that, despite the special nature of these measures, their
design and implementation must follow a number of guiding principles. Thought
must be given to these guiding principles within the Community = a task which
the Committee could assume. Thus, not only could these ad hoc measures be made

more effective, but also the functioning of the normal fingncing instruments

need not to be distorted by the pressure of events.

9. Co-financing and triangular operations

9. The Community can make a third contribution to strengthening the re-
cycling for the benefit of both its members and non-member countries by con-
tinding and expanding the co-financing and triangular financing operations in

which certain Community institutions are already involved.

9.2. The EIB is already carrying out Lloan oherations for the benefit of
non-member countries and its borrowing operations on markets outside the Com-
munity draw partly on the savings of the oil-producing countries. It also con-
tributes to the recycling process, as does the EDF, by associating oil capital
iﬁ co-financing operations. Thus, under the first Lomé Convention, the EDF and
the EIB contributed 17 % and Arab funds 19 % to financing a group of co-financed
projects totalling 3.2 billion EUA. Co-financing operations have also been
carried out under association agreements, with the Mediterranean countries and

in connection with aid to non-associated developing countries.

..-/---
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9:3s In the future, these operations are likely to develop and multiply,

- 14 -

both under the new Lomé Convention (five articles of which are exclusively
devoted to co-financing arrangements) and under the new financial protocols

in preparation. The past and future development of these operations is largely
due to the attraction for the holders of large funds of the Community's acti-
vity in-the field of project financing, because of the experience it has ac-
guired, the tested procedures at its command, and the administrative technical
and financial aid it can grant. The Committee is aware of the importance of
the Community institutions' efforts to develop this type of operations. It
feels that in this area it is desirable for co-operation with the surplus oil
countries and their institutions to be increased in the most appropriate forms

by the authorities responsible for the various financial instruments.

10. Characteristics of financial assets

An essential aspect of the problem is that of defining the characteris-
tics of the financial assets which best meet the requirements of recycling : on
the one hand, every effort should be made, in the interest of deficit countries,
to obtain as favourable conditions as possible; on the other, attention must
be given to offering surplus countries assets which are sufficiently attractive.
The examination and %esting of the appropriate formulae in this area is being
actively pursued in numerous national and international quarters, both official
and private. The Monetary Committee considers that, given both the trade links
between 0il producers and member countries and the relations uniting the latter
within the European Monetary System, the Community should actively participate
in this research and seize on the occasions which arise to adopt a common atti-
tude and to promote the most effective financial innovations possible. The exa-
mination of the characteristics of the financial assets which best meet the re=
quirements of recycling should continue and involve a detailed discussion on
subjects such as the choice of the duration of the securities, formulae for
borrowing at variable rates, the distribution of exchange risk. As to the uti-
lisation of the ECU, the Committee recently adopted an opinion which is annexed

to the present report.
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Monetary Committee 11/397/80-EN

"UROPEAN COMMUNITIES

OPINION ON THE USE OF THE ECU AS DENOMINATOR FOR LOANS BY THE COMMUNITY

The way in which the ECU is used and develops is of great importance for
the future of the European Monetary System and its institutions, which the
Committee is now studying at the request of the Council. The use of the ECU
could also be relevant to recycling, which is the subject of a further remit

by the Council to the Committee.

As suggestions have been put forward in various Community bodies that
the ECU be used as denominator for loans floated by the Community institutions,
the Committee would point out that in its opinion the following considerations

should be taken into account :

1. In order to acquire sufficient experience with ECU-denominated issues,
their continuity must be ensured. For market reasons, it is therefore
necessary that such issues be repeated. An experimental isolated issue

is of no interest in itself.

2. For reasons of consistency, care must be taken to see that the solutions
devised for the technical problems arising in defining the characteristics
of an issue are closely co-ordinated and are homogeneous between the

various Community issuers.

3. The Community's excellent credit standing and the quality of the ECU in
relation to other numeraires offer the prospect of ECU=-denominated issues
being made on good terms. When a reasonably broad market in such jssues
had developed they might, if conditions are right, be made at a somewhat
more favourable interest rate than the weighted average of the interest
rates attaching to loans denominated in the currencies of Member States.
In the initial stages however the narrowness of the market may prevent
this.

Provisional address: Rue de la Loi 200, B-1049 Brussels — Telephone 735 0040/73580 40 — Telegraphic address: '"COMEUR Brussels’ -
Telex: '21877 COMEU B"
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INTRODUCTORY NOTE

from: General Secretariat
to : Council of European Communities
on : 20 October 1980

No. prev. doc. 10212/80 CCG 47 ©No. Cion prop. 8608/80
| - | cCG 31
CcoM(80)
330 final

Subject: Export credits
- Amendment of the Arrangement on Guidelines

1s On 6 IMay 1980 the Council adonted, on behalf of
the Community, a negotiating brief covering a series
of desirable amendments to the Arrangement on Officially
Supported Export Credits (4793/1/80 CCG 10 REV).

2e At their meeting~from 12 to 14 Mey 1980 the Participants
in the Arrangement agreed to:.

- increase, with effect from 1 July 1980, the minimum
interest rates used in the matrlx contained in the
Arrangement ( )3

(1) Council Decision of 27 June 1980 (8007/1/80 CCG_30 REV)
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-~ reach a mutuvelliy acceptable solution by 1 Dpcemoer 1980
for pursuing the review of the Arrangement. This
point was also referied to in the communigué issued
following the CECD Council meeting at Ministerial level
(Paris, 3 and'4 June 1980) and, subsequently, in
the Declaraiion made on the occasion of the Venice
Suzinit (23 June 1680)s The relevant passages of these
two texts are set out in the Annex to the present note,

3e One of the problems relating to the amendment of
the Arrangement in genecral is that of a possible

U

.

revision of the mechanism for adjusting minimum irnterest

rates, further to the view of certain Participants that
the present adjustment scheme (case by case after

negotiations between the Participants in the Arrangement)
Seemed iﬁadequate end . that the minimum rates should be

closex to the market interest rate%.

——— A

On this point, the Participants have been issued with
the report drawn up at their request by Mr Viellen
(Swedish del

vation), which postulates two alternative
auvtomatic rate adjustment schemes:
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the renort the Commission on

4o After studying
- 17 June 1930 placed a Recormendation for a Decisicn
before the Couacila

The purpose of this Recommendation is to supplement
the negotiating brief abttached to the aforementioned Decision
of 6 May 1930, Thus it proposesz that the Commurity?
negotiating position on the problem referred to in
‘point 3 above be based on "forrwla 2" (8068/80 CCG_31).

e O/s o9
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The work carried out to date on this subject

within the Council has not yet made it possible to

formulate a common EEC positione.

6o

In particular, it has proved impossible
to take action on the conclusion reached by
the Council at its meeting on 15 and
16 September 1980, when it invited the
Permanent Representatives Coumittee, in
collaboration with the Commission to try
its utmost to find by 1 October 1980 -
starting date of a further meeting of the
Participants - a solution that would enable
the Community to present a common position.

The differences of opinion between delegations may

be sumearized as follows:

Ae. seven delegations (B, DK, I, IRL, L, NL, UK) agreed

to the Commission Recommendation formula 2, on the

understanding that the arrangements for applying it

would have to be specified,

10311/80

Most of these delegations maintained that
the present system of a fixed matrix -~ which
could only be re-adjusted as a result of
fresh negotiations - was too rigid and that
formule 2 nmight represent a way of preserving
the Arrangement on Guidelines, and moreover a
less complex anc more practical way than
formula 1,

The Netherlands delegation however said
that, in its view, this should be a provisional
solution within the framework of the
Arrangement and that more detailed studies should
be conducted in order to advance towards the
formula 1, which it felt was the best means of
resolving the basic problems.

3
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B. Onec delegasion {g) favoured formula 1, which provided

for rates to be differentiated according to currencies,
since in its view this was, as had been noted in

Mr Wallen's report, the only adequate and fair solution
to the problems of distortion cf competition and was
therefore more in tune with the objectives of the

EFC Treaty. '

However., this delegation did not rule out
the possibility, if 211 delegations agreed in the
Council, +that it might be able to accept
formuia 2 as a basis for negotiaticn provisionally
while studies corntinued on wars and means of
pirtting formula 1 into practices.

=]

Co One delesation (F) found both alternatives in
Mr Wellen's report unacceptable in view of the
automatic way they would work, It thought rates should
be adjusted, where necessary, by ncgotiations between
the Arrangement Participants,

It argued in pesrticular that to adorne one
or other of the altecruatives would be tantamount
to adjusiing to a situation of monetary disorder,
hat freguent changes in interest rates would make
transactions much more difficult for sellers and
for buyers, and finally that tie criteria taken
as a basis for automatic adjustments of rates did

not constitute sufficiently clear and precise reference
nointss.

Te The above situation prevented the Community from
adopting a substantive position at the meeting of the
articipants in the Arrangement held from 1 to
3 October 1920,

R ' ) e -o/c 9 e
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Pollowing this further meeting of the Participants,
the Permanent Representatives Committee held another

discussion, during which it was found that the differences
summarized in point 6 had remained.

Concluding its discussion, the Committee agreed to

refer the matter to the Council, The main guestion was

whether it was possible to decide on a common position

in favour of adopting, in line with the Commission's

Recommendation for a Decision, formula 2 as contained in

Mr Wallen's report (1).or an alternative formula,

The Committee also emphasized that the Council should

be made aware of the urgency of the above question.

It pointed out that, at the close of the
Participant®s recent meeting, the Chairman had:

- said that he was waiting for a position to be
adopted by the EEC;

- remarked that once that position was known, he
would go ahead with bilateral contacts as well as
some other consultations (which are in fact planned
from the end of October);

- fixed the next plenary meeting of Participants in
the Arrangement for 19, 20 and 21 November 1980 in
Paris. '

(1) On this point, the Committee noted that the Italian

delegation was suggesting certain technical arrangements
for a gradual transition from the present matrix system
to the formula 2 system.

ac-/'to
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10, Finally, the Council's attention is drawn to a
second unresolved problem concerning the possible

amendment of the Arrangement on guidelines, namely the

amendment of the procedures currently prescribed by the

Arrangement for tied aid credits with a grant element
P
of less than 25% (')

There is no formal proposal on this point.,
However, it has already been discussed several times:

- within the Community, where eight delegations are
in favour of the amendment, while the French
delegation cannot support them;

- at nmeetings of the Participants, most rccently at
the meeting in October 1980 when all Participants,
except the Community which could not adopt a
position, highlighted the importance they attached
to the amendment.

(1) The amendment involves mainlys

: - in the case of credits with a grant element of less than
15%, change from the present system of prior )
notification withcut discussion to prior notification
with discussion;

- in the case of credits with a grant element of 15% or
more but less than 25%, change from the present system

- of immediate notification to prior notification without
discussion, ‘

¢ ° ﬂ/t LN
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I, EXTRACT FROIT THE COIIUNIQUED ISSUED FOLLOWING THE

OECD COUNCIL I"EETING AT JINISTERIAL LEVEL (Paris,

3 and 4 June 1980)

(121 "

Iinisters, having in mind their common agim to
cxpand world trade, gave their full support to the
efforts under vay to adapt the terus of the
Arrangement on Export Credits to bring the: closer
tc¢ current market conditions and reduce distorticns
in export competition, recegmizing the differentiated
treatment of developing countries in the Arrengement,
They welcomed the immediate measure recently taken in
the field of interest rates and encouraged the
Participants in the Arrengement tc¢ pursue their
efforts, as it vas agrced among them, vith a viev to
reaching a rmutually acceptable solution by
1 December 1980",

ITI, ZXTRACT FROX THE VENICE SUMIT DECLARATION

(22 and 23 June 1980)( )

"32.

We reaffirm our determination to avoid a harmful
export credit race. To this end ve shall work with
the other participants to strengthen the Internaticnal
Arrengement on Export Credits vith a view to reaching
a mutually acceptable solution covering all aspects
of the Arrangement by 1 Decenber 1980. In particular,
we shall seek to bring its terins closer to current
market conditions and reduce distortions in export
competition, recognising the differentiated treatment

of developing countries in the Arrangement."

ZT) Trenslation made by the Council Soceretariat from the French
communiqué

10311/80 ert/Jl/dn
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NEW COMMUNITY INSTRUMENT : DECISION ON THE REMAINING 100 MEUA

OF THE SECOND TRANCHE.

The Council considered in July the Commission proposal for a
second tranche of the Ortoli facility (the alternative riame for
the New Community Iﬁstrument). The Councll were unable to reach
an agreement on the proposal to extend the definition of infra-
structure to cover loans for housing and advanced factoriles, and
decided to return to this question in October, meanwhile releasing
400 meua out of the 500 meua for the proposed second tranche on
the same terms as the first tranche - excluding housing and advance

factories. The telegram reporting this discussion is attached.

2. Since July, nothing has happened, which, objectively considered,
seems likely to alter the position of any member §tate on this

question. The Commission have however produced a compromise (also

attached) which suggests that housing and advance factories would
B T e ——

be eligible for an Ortoli fa01{izzm;ggn,0ﬂi&/Wh,xN the progects

s TP N s P "
would be of such a naturé as to be eligible for an EIB loan.
o = Ty |

\-\ - — e w/\* - e ‘
UK Interest

3. From the point of view of the Ortoli facility itself, we have
no direct interest in the coverage of the loans, as we are not
large borrowers. We had earlier briefed the Chancellor to

support the extended definition of infrastructure because we !
feared that a decision against it by the Council might prejudice
our chances of having housing in particular accepted for a refund
under the article 235 regulation implementing the 30 May agreement.
Now that this regulation is to all intents and purposes agreed,
this argument does not apply with the same force. Nevertheless,
the Italians have supported the Commission proposals strongly

(they have a direct interest in maximising their borrowings under
the Ortoli facility, on which the receive their interest rate
subsidies), and it would seem impolitic to abandon our support

for their position tooquickly. Secondly, there is a valid argument
that housing and advanced factories are as much a part of infra-
structure as telecommunications and water supply works (two of

the categories covered by the existing definition). We suspect
that the Commission compromise would be unduly restrictive, because

in practice the EIB does very little lending on housing and
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advance factories. There is also the point that if the
criteria for the Ortoli facility are to be modeled so closely
on the criteria for the EIB, why have a separate Ortoli facility?

b, We would therefore recommend the Chancellor to continue to

support the Commi§§ign proposal in its original form for at

least as 1ong—as the Italians do.

— e

—, B e

Linerto Take

5. Consider that the remaining 100 meua of the second tranche
should be released on the terms originally proposed by the
Commission. Housing and advanced factories seem to us to be as
much a part of infrastructure as telecommunications and water
supply works.

/
6. |Neot attracted by the Commission compromise. Suspect in
practice it would be rather restrictive, and it :=ems a pity to

deny the Ortoli facility a separate character from EIB funds{]

7. /If the Italians abandon their support for the Commission
proposa£7 Would be prepared to fall in with the majority of the
ouncil in the interest of settling this issue. Nevertheless,
believe that neither housing nor advanced factories are inappro-
priate for Community finance, and would like that view recorded

in the Council minutes. ; !

C J BAKER
16 October 1980
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ENERGY AND ECONOMIC POLICY 35
A COMMUNICATION FROM THE COMMISSION TO THE COUNCIL

Expected treatment at Council

The general feeling expressed by delegations at the Co-ordinating
Group Meeting on 13 October was that there has been insufficient
time to consider in any detail the full implications of the
Commission's paper which has only been available in anything

like its present form since the first week in October. We
understand that at the Council meeting the Commission will
therefore simply introduce the paper and invite delegations

to comment if they so wish. Delegations may be expected to

have a view on where the paper should be remitted for further
study. The Council should not be invited to endorse the paper

or its conclusions.

Brief synopsis

The purpose of the Commission's paper is to examine the links
between energy problems and economic policy, and in particular

how instruments of economic policy (especially taxation) could

be applied to help reduce the Community's energy demand and to
diversify sources of supply. The paper considers the international
dimension to the problem, including the difficulties raised by
balance of payment deficitg and its central thesis is for a policy
based on energy pricing and investment. The Commission point to
the importance of giving consumers the correct signals about the
future trend of energy prices and emphasises the central and
potential role of energy taxation. On energy investment the

paper argues strongly for adequate investment particularly in
energy savings, nuclear electricity and coal. The paper concludes
by inviting the Council to approve the guidelines it sets out, to
convene meetings of the Finance Council annually "with appropriate
representation”" (in earlier working drafts joint meetings with

the Energy Council) to assess the adequacy of Member States energy
programmes and to note that on these occasions the Commission

will report on the possible contribution of Community resources

to global investment.

iv q -




Line to take

(a) Procedural - You should oppose any (unexpected) attempt

to endorse the document or to adopt the guidelines in it

or its conclusions. There has been insufficient time to
~give the paper adequate consideration. You should there-
fore agree to the expected proposal for remission to
officials for further study. ©Since the paper straddles
economic and energy policies, it is unlikely that it can
be adequately considered either solely by economic or by
energy workiﬁg groups. You will wish to ensure that

fiscal matters at least remain within the Treasury Economic
net.

(b) Content - There is no need to comment on the paper if it
is being dismissed with only token discussion. If comment
seems tactically advantageous, you might make the following
(mostly instructive) points:
We can welcome the EC support for the - Trecycling role

of the IMF and World Bank and the sﬁééggfion for improving

the Community ILoan Mechanism.

X

We also consider the paper is right to emphasise the

importance of the pricing mechanism in reducing energy

demand; - indeed the UK is under some attack domestically
for allegedly having higher energy prices in some areas
than our EC partners. We can express some sympathy for
looking at/%ommon approach to the principles of energy

pricing although actual prices may vary for sound economic

reasonse.

We can agree that taxation has a role to play in energy

policy by reinforcing the price signals given by the
market and on the need to keep the level of tax on

petroleum products under regular review. But equally
national Governments must maintain their freedom of action

on fiscal measures whose levels cannot be established om —
energy policy grounds alone.

On energy investment the Commission is already discussing
with Member States whether there is a need for Community
support and the role the Community might play. We clearly

need to await the outcome of these discussions before

o 2 g,
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coming to any conclusions. The idea of a regular
(annual) report to be taken at the proposed annual
Finance Councils for considering Member States'
energy programmes is an interesting one, but Member
States will wish to consider with the Commission
whether such a formalised system is in fact

necessarye.

Attached as an Annex to these notes are some detailed
comments on the points raised in the Commission's paper.

-

PE1 Division
16 October 1980
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ANNEX

ENERGY AND ECONOMIC POLICY

Below are some more specific points on the Commission's paper:

The International Dimension of the Problem

In_sufficient information is given here for us to immediately verify the three

"Community objectives'. As far as the suggestion for concerted consumer action

is concerned, we can agree with the principle and the UK is working in the IEA

and EC to achieve this. But equally we would wish to avoid any "confrontation"
e —————— —

with OPEC which might provoke retaliation.

Ny
X

Balance of Payments Financing

We welcome the EC support for the recycling role of the IMF and World Bank. At

their recent annual meetings it was agreed that access to the IMF should be
increased to 600% of quota over three years to be financed by the Seventh Quota
increase (now in process of ratification), by direct borrowing from members and

if necessary from the market.

The Finance Council will also have before it the Monetary Committee's report
on recycling and the issues referred to in paragraph 8 of the paper are dealt
with in the brief provided for that item. You will wish to note that we are

in favour of improving the Community Loan Mechanism as suggested in sub-paragraph

Toles ey
(a), but are cautious about the Community issuing ECU denominated loans as

suggested in sub-paragraph (b).

Reducing Dependence on Improved Energy and Diversifying Sources of Supply

A. The role of prices - We are fully in accord with our partners in regarding

economic pricing as the cornerstone of achieving successful adjustment to the

changed circumstances of the energy market. But the Commission never coherently

identify a principle to govern pricing policy. Indeed there is more thanm = hint
N

————



that they think prices should be shaded up and other energy prices shaded down as
compared with economic levels, to encourage diversification. UK policy is that

energy prices should be set at levels aimed to cover the long term costs of

supply.

A "guiding principle" that there should be no decrease in the real price of

petroleum products to the fuel consumer is proposed in the final sentence of

paragraph 12. We could a .that the nomipnal price of petro roducts seems

d there
are no price control mechanisms to adjust prices (other than by taxation) if

unlikely to fall, but{ UK petroleum product prices are market determined

market pressures result in a falling real price. The principle has interventionist

implications.

B. Planning of investments -~ The May Energy Council invited the Commission to

assess whether there was a need for Community support for energy investment and
to report back. The Commission's work is still awaited. It would therefore be
premature to discuss or take decisions on the Community's possible future role

in energy investment until we have seen the outcome of the Commission's worke.

Our record on investment in substituting for oil is good. On coal we are the

Ié?éggzaagg;unity producer and have the largest use in power stations. The

Government 's nuclear programme also represent_s a major investment commitment.
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FINANCE COUNCIL MEETING, OCTOBER 20TH 1980

"Global Negotiations" at the United Nations

Recommendation

It would be very helpful if the Chancellor could find
an opportunity to confirm with Herr Matthofer the importance
of maintaining common cause with the UB Government concerning
the safeguard of the independence of the IMF and IBRD in these
proposed negotiations.

Background

2. A month ago, after two weeks of argument , the UN General
Assembly in Special Session failed to agree on a definition of

the objectives and procedures for the proposed Global Negotiations
on world ecomnomic issues. The breakdown arose because of the G77's
insistence that (i) the UN should be formally responsible for
"conducting" negotiations and thus, for example, for "entrusting"
work on monetary issues to the IMF; (ii) the UN should "reach

a package agreement" at the culmination of the negotiations;

and (iii) the proceedings throughout should be subject to majority
voting, except in the case of "important matters", when a

consensus (unsnimitywould be required.

Ze President Carter decided to reject these terms because

(i) they would confer an unacceptable measure of authority on

the UN over the business of the Fund and Bank, and (ii) that

the "consensus rule" would in practice be an inadequate safeguard
against mounting political pressures in the UN as the negotiations
proceeded. In brief, he concluded that the procedure proposed
would involve a serious threat to the autonomy of the Fund and Bank.

CONFIDENTIAL
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4, His position was supported both by HMG and by the FRG,
but by no other industrialised countries, either within the
EC or outside it. The G77 attempted to pass over the result
last month as .2 ‘"consensus" decision with three dissentient
voices.(This in itself was a vindication of apprehensions
about the way in which "consensus" would be construed).

Se Over the last month the US authorities have clearly
confirmed their views to ourselves and to the Germans.

As to the latter, HggfﬁGenseher told Lord Carrington on the
25th September that he thought the US/UK/FRG tactics had been
mistaken, and that he hoped to secure changes in the German
position after the elections. On the other hand, State Sécretary
Lahnstein of the Federal Finance Ministry has recently reassured
Treasury officials that he is confident that the Germans'stance
will be maintained.

Prospects

6. Discussion in New York will probably be resumed in the
General Assembly on or after November 17th. Its character will

be affected by the outcome of the US Presidential Election.

If Governor Reagan Eﬁeelected, the G77 are likely to acquiesce

in a postponement of/issue until some time in early 1981.

If President Carter is re-elected, informal discussions are likely
to start up again earlytﬁg¥t month. In that event we cannot
exclude the possibility .y the US position might vacillgte

somewhat unpredictably (as it has done in thepast). This makes

it all the more important that the Anglo-German entente on

this issue be preserved and strengthened. We intend to take every
opportunity of so doing. Lord Carrington will be briefed in the:
same sense for the EC Foreign Ministers' informal meeting on
25/26 October, and for the Political Co-operation lMeeting on

4th November.

Ze Our view is that it would be premature and undesirable for

HMG or for the FRG to consider, at this stage, possible amendments

to the draft which was rejected on September 15th; it would be

for the US themselves, we believe, to suggest a formula in the first
place (they are engaged in informal talks with the G77).

Divn. Addressed to:Mr.C.J.Baker(for
%§F80t11980 Briefing for Council
Meet1ng§

(Circulation - P.T.0.)
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+RESENT SITUATION -

GDP average estimate fell by almost 2 per cent in Q2 1980, and in H1 1980 was 1 per cent
i
below its average level throughout 1979. Industrial output in the eight months to August

1980 was 41 per cent lower, and manufacturing output 6% per cent lower than the average

levels throughout 1979. ’

Consumers' expenditure fell by 2% per cent in Q2 1980 to the overall level in H2 1979.

Retail sales in the 3 months to August 1980 were 1 per cent below the level of the previous
3 months. The volume of exports (less erratics) fell 5% per cent in August: the trend in the
second half of 1979 and the first half of 1980 had been flat. The volume of imports (less
erratics) fell 8% per cent in August: the trend since the beginning of 1980 has been

downwards. Manufacturing investment in H1 1980 is estimated to have fallen 5 per cent.

Distributive and service industry investment (excl. shipping) rose 2 per cent in H1 1980. DI

investment intentions survey (conducted in April and May) suggests fall of 8-12 per cent in '

manufacturing investment in 1980 and a similar fall in 1981; distributive and service !
industries (excluding shipping) investment expected to increase not more than 5 per cent in

1980. Mahufacturing, wholesaling and retailing stocks fell substantially in H1 1980.

Unemployment (UK, seasonally adjusted excluding school-leavers) was 1,784,000 (7.4 per

cent) at September count, up 88,000 on August. Vacancies fell for 15th month running to
113,000.

Wholesale input prices (fuel and materials) rose 17% per cent and wholesale output prices

("factory gate") rose 141 per cent in the year to September. The year on year RPI increase
stood at 16.3 per cent in August compared with 16.9 per cent in July and 21.0 per cent in

June. Average earnings in August were 21.6 per cent higher than a year earlier compared

with 18.9 per cent in July (however the latter figure was biased downwards due to special
factors). RPDI was little changed in Q2 1980. The average level in H1 1980 was 1% per
cent higher than the average level throughout 1979.

ADDmo

M@Nﬂ
PSBR was £4.47m (seasonally adjusted) in the first quarter of 1980-81. CGBR was b
£7.77 billion in the first half of 1980-81 (not seasonally adjusted). The CGBR is usually high ‘

in the first part of the financial year but this trend is more pronounced than usual in 1980. |

In banking September sterling M3 increased by £390m (0.6 per cent). MLR reduced to 16 per

cent on 3 July.

Visible trade surplus of £693m in Q3 1980 followed a total deficit of £933m in the two

preceding quarters. Estimated current account surplus of £688 in the 9 months to

September. Reserves at end-September $27.64 billion. The exchange rate was $2.4075 on

15 October (having reached $2.4200 on 4 September); the effective rate was 76.6.

4

NB. September figures for the RPI and retail sales are due to be published on the 17 and
20 October respectively.
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INTRODUCTION

The Committee's Opinion on issues raised by the recycling process
(doc. I1/267/80 dated & June 1980) was referred to the Council meeting on
9 June 1980; the Council then called upon the Committee to examine the fol-

lowing points in greater depth :

1. the Community's role in the recycling process in the framework of the

international organisations;

2. the Community Loan mechanism and the other Community instruments for recy-

cling in favour of the member countries of the Community;

’

3. the instruments for recycling in favour of third countries (e.g. the possi-
bility of opening a window for third countries in the Community loan mecha-

nism);

4, the Link between adjustment and financing, problems of surveillance and

"early conditionality";
5. co-financing and triangular operations;

6. costs and risks (guarantees, transformation, etc.), resources available and

tentative quantification of possible actions.

Part I of this Report examines the Community's role in recycling in
favour of member countries, through an adjustment of the Community loan mecha-
nism, and the related questions of conditionality, surveillance and the mix
between adjustment and financing; the other points of the Council's mandate,
including the aspects of recycling to non-member countries, are examined in
Part II. The Committee has furthermore delivered a separate Opinion on another
issue relevant to recycling, i.e. the use of the ECU as a denominator for loans
floated by the Community institutions (doc. I1/397/80 dated 8 September 1980 -

in Annex).

The Committee would point out that the present Report should be seen
as complementary to its Opinion of 4 June 1980, in which the issues raised by
the recycling process were examined in their general terms and in a broader
context. In particular, the Opinion defined recycling as '"a process by whfch
the surpluses run by certain countries = in this case the oil-producing coun-

tries = are made available to countries in balance of payments deficit.
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This process is based ta a large extent on international financial interme-
diation, both public and private, which makes possible a certain transforma-
tion between the forms of investment offered to the surplus countries and the
financing terms offered to the deficit countries". Furthermore, the Opinion
stressed that '"the bulk of the recycling activity will continue to be carried
out by the international financial markets and the commercial banks ... sup-=
plemented by an expanded activity of the international organisations, and
primarily of the International Monetary Fund, the World Bank and the regional
development banks'. The Community as an entity must on the one hand support
the efforts made in this wider international context, and on the other has a
particular role of its own to play in the context of the present payments
imbalances.

’

I. ADJUSTING THE COMMUNITY LOAN MECHANISM

The Committee has devoted itself to examining how the Community loan
mechanism set up in 1975 should be adapted to the requirements of the new struc-
ture of external payments disequilibria, the aim being to improve its effec-
tiveness and enable the Community to contribute to the harmonious development
of the recycling process. In this part of the Report the Committee studies the

problems connected with the financing of the deficits of Member States.

1. Aim, duration and ranking of the mechanism

1.1. According to Article 1 of Regulation (EEC) N© 397/75 which set up the
mechanism, '"the Community may undertake a series of operations to raise funds,
either directly from third countriesand financial institutions, or on the capital
markets, with the sole aim of re-lending those funds to one or more Member
States in balance of payments difficulties caused by the increase in prices

of petroleum products".

The Committee feels that the wording of this Article should be clari-
fied. It accepts the notion of ''sole aim' if it is understood that its inten-
tion is merely that of ensuring that the Community borrows solely in order to
re=lend to one or more Member States. As regards the cause of the balance of
payments difficulties, the Committee is of the opinion that the relevant phrase
should read as follows : "balance of payments difficulties directly or indirectly

related to an increase in prices of petroleum products'.

unf
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1a2s As regards the duration of the mechanism, which was not specified
in the 1975 Regulation, the Committee feels that the Council should in five
years' time, on the basis of a report from the Commission, examine whether
the Community loan in its principle, its arrangements and its ceiling still

meets the needs which led to its creation.

1.3 Since it does not directly involve the commitment of member countries’
foreign exchange reserves, this instrument is still, as far as its general
design is concerned, well suited to the requirements of recycling. There is
however, the question of whether any order of priorities should be assigned

to the way in which calls are made on the variéhs resources available to the
national authorities to finance an external payments deficit (international
capital markets, Community assistance, IMF facilities). The Committee discus=
sed this question and concluded that no a priori position should be taken on

the matter, so as to be able to react to circumstances in the best way possible.

The Council Decision of 8 May 1964 on co-operation between Member
States in the field of international monetary relations (64/301/EEC) provides
that '"consultations shall take place within the Monetary Committee in respect
of any important decision or position taken by Member States in the field of
international monetary relations and concerning in, particular : ... recourse
by a Member State to resources which can be mobilised within the framework of
international agreements’. It is in the framework of these consultations that

the ranking of calls on the various sources of financing could be examined.

Similarly, the Committee did not consider it useful to attempt to
establish priorities in the recourse to the medium—term financial assistance
and the Community loans. Cases are possible in which only one of the two could
be used, and others in which both could be used simultaneously. In the present
situation, with all the Member States running current payments deficits, financ-
ing by Community borrowing, in accordance with the needs of recycling, may be

the form of Community support which could most easily be mobilised in practice.

2 Techniques

Experience of the past lending operations has shown that the procedure

for implementing the mechanism is at times excessively rigid :
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215 Raising the loan (article 2 of Regulation (EEC) N© 397/75), after a
loan application by a Member State, requires the Council, after consulting the
Monetary Committee, to authorise the Commission to negotiate with the lenders;
the Monetary Committee must again be consulted after the negotiations, and fi-
nally, a further Council decision is required to authorise the borrowing and
Lending operations involved. Experience has shown this procedure to be lengthy -
in the first implementation of the mechanism, approximately one year intervened
between the initial request and the funds' disbursement = and too cumbersome,
in that it does not always permit the Community fo adapt easily to market

conditions.

The Committee considers that this procedure should be simplified so
as to, if possible, reduce the references to Council to only one : the Council's
role could consist in authorising the lending of a specified amount for a spe-
cified country (and the corresponding borrowing), and in simultaneously setting
the economic policy conditions before the conclusion of the negotiations with
the lenders; the ensuing operations would be carried out by the Commission in

consultation with the Monetary Committee.

2a2s Experience with Lloans that have been made under the mechanism has
revealed one unsatisfactory feature, namely that a country that had borrowed
through the mechanism and was in a position to repay its borrowings ahead of
their due date was not able to do so because there was no means whereby the
Community itself could prematurely redeem the funds which it had borrowed and
on-lent. There is not much sense in setting economic policy conditions for a
Member State whose position has already recovered and is ready to repay a loan
granted to it. Therefore, whenever a borrowing member so wished and agreed to
the terms of the borrowing this would involve, explicit provision should be
made for the possibility of early repayment. Allowing advance repayment clearly
implies having recourse to the usual borrowing formulae prevalent on the market,

which would expressly contain an early redemption clause.

2u3e Instead of giving preference to the issue of bonds as has been the
case hitherto, the Commission should dispose of the necessary flexibility in
its borrowing operations, both to facilitate the possibility of early repayments

discussed above and to make the best of market conditions. It should thus be

I S



_6_

able to have recourse to the other instruments available on the markets and

to new instruments such as ECU-denominated loans, and it should explore and
develop the possibilities of borrowing directly from surplus countries. In
practice, however, variable rate loans should not be given preference over
fixed rate borrowing; they should in particular be avoided as far as possible
when borrowing directly from surplus countries. At all events, loans denomi-
nated or payable in the currency of a Member State should be issued only after
the agreement of the competent national authorities. In this context, the pro-
vision under Article 2 of Regulation (EEC) N© 397/75, whereby the average
period of loans may not be less than five years, should be made more flexible,
it being understood that the Community should not engage in maturity transfor-
mation. It is therefore suggested that the period of loans should be subject to
mutual agreement between borrowing Member States and the Commission, in con-

sultation with the Monetary Committee.

3. Conditionality

3.1, As requested by the Council, the Committee proceded to define the
modalities which might govern the concept of early conditionality mentioned

in its Opinion of 4 June 1980. In practice this means that a country may have
recourse to the Community loan before serious balance of payments difficulties
have arisen,rather than after a situation of manifest crisis. This implies
an appropriate concept of conditionality. It is in fact in the Community's in-
terest to promote adjustment in a member country, through the contribution of
even a modest financing, before this country reaches a situation of manifest
crisis. On the other hand, a country may have an interest in relying on Commu-
nity conditionality to promote the adoption of an adjustment programme vis-a-

vis its own public opinion.

3sls Graduation of conditionality. Conditionality should aim at restoring

a sustainable balance of payments situation and should concern not only the
demand side but place greater emphasis on the structural adaptations required

in the medium term, particularly as regards energy. This concept of conditiona-
Lity should at the same time contribute to increased convergence in the Commu-
nity. Conditionality itself will have to be adapted to the situation of the coun-
try seeking a loan, particularly to the sustainabiLtiy of the forecast deficits
having regard to the country's external indebtedness and to the possibilities

of financing these deficits. The more serious the member state's economic situ-
ation, the more specific endeavours on the supply side, particularly in the

energy field, will have to be supplemented by general adjustment measures on
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the demand side. This may imply setting monetary or fiscal targets. These
targets would be set at regular intervals by the Council, acting on a proposal

by the Commission and after consulting the Monetary Committee; compliance

would be monitored, at regular intervals, jointly by the Commission and the
Committee. It may be desirable for the loan to be disbursed in successive
instalments, the release of each instalment being subject to compliance with

the bﬁog}ahme's objeéfiVés.

3.3 Council procedures. In practice the situation of a country facing

balance of payments difficulties and intending to adopt an adjustment programme
and to have recourse to a Community loan would be assessed by the Council on a
proposal by the Commission, after the Monetary Committee had been consulted and
had made its examination.- The Council could grant a Community loan against the
country's undertaking to conform to an adjustment programme, whose nature and
validity would be the subject of a Monetary Committee opinion. Furthermore, ac-
cording to the seriousness of the situation, or its development, the country

could be asked to respect specific quantified targets.

3.4, Procedures in the Monetary Committee. The Committee feels that a

mutual information and monitoring procedure on the balance of payments and ex-—
ternal indebtedness positions of all member countries and on the policies pur-
sued in these areas should be established. Essentially this would mean reinforc-
ing and making more systematic the exchange of information which already takes
place. Such a procedure falls within the Committee's competence, and the Com-

mittee has agreed to establish it as soon as possible.

4, Guarantee

4.1. In the event of default by the final borrower, the guarantee arrange-
ments for the Community's creditors consist in participation by the Member States
in accordance with a procedure laid down in Article 6 of Regulation (EEC) 397/75
and in Articles 1 to 9 of Regulation (EEC) 398/75, and in a token entry of the
Liabilities in the Community Budget to ensure that the creditors are paid without

delay.

4,2, The Committee stressed that - as the experience of past decades has
shown = the likelihood of default by any Community Member State is practically
nil and it is in this lightthat it examined whether the present dual-guarantee
system ought to be maintained. It is clear that the present system will remain
in force with respect to the Community's loan operations carried out under

Regulations (EEC) 397/75 and 398/75.
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Several members felt that the entry in the Community's Budget consti=-
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tutes in itself a commitment by the Community — i.e. by the Member States -
which is sufficient to satisfy lenders and that there is consequently no need
for a special or adjacent guarantee. Abolition of the system of guarantees by
the Members States would correspond to the Community nature of the instrument
and make it simpler to implement. Payments in the event of default would be made
according to normal budgetary procedures. Other members felt the maintenance

of the present dual-guarantee system would be preferable, either because they
felt that every effort should be made to avoid exhausting at some date the
Community budget's financing capacity, or because they questioned the interpre-
tation the markets could give to the scrapping of the counter-guarantees by

the Member States.

4.3, It should be noted that, were the counter-guarantee system by Member
States to be maintained, certain member countries would submit an increase in
the amount of the Community Loan authorised by the Council to a parliamentary
procedure, which would result in a further delay, as happened in 1975 when the
system was set up. Between the Council's political decision and the termination
of the procedure in the last country, the delay could thus be long enough for

a modification of the international financial environment to intervene.

5. Ceiling

The Committee feels it advisable to recommend the following adjustments.
It points out in this respect that, if these modifications are adopted, they
will require a decision in the form of a Council regulation and, particularly
if the Member States' counter-guarantee system is maintained, certain member
countries might find themselves bound to the precedent of 1975 to make their

agreement subject to parliamentary procedure.

5.7 Denomination. In conformity with other decisions taken within the

Community, the ceiling should be denominated in ECU and not in US dollars.

5.2. Calculation of the ceiling. Interest on borrowing operations should

henceforth be excluded from the ceiling, in Line’with normal international prac-
tice in the matter : the ceiling fixed by the Council would therefore relate only
to the principal. As an example, applying this new method to the nominal figure
authorised at present would = in the present market conditions - entail an in-

crease of about one half in the borrowing capacity.
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5.3. Definition of the ceiling. The ceiling should be considered as a
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Limit on all outstanding amounts, i.e. the borrowing and lending resources
would be reconstituted as and when repayments were made. If a margin can be
reconstituted, there is no need to return to the Council each time the ceiling
is exhausted, it being nevertheless understood that each activation of the

mechanism is subject to prior authorisation by the Council.

5.4, Increase in the ceiling. The general feeling of the Committee is that

the ceiling should be increased from that decided in 1975 (3 billion US dollars
in principal and interest payments). The modifications described above would

by themselves, if adopted, entail a significant increase.

”

5.4.1. Certain arguments may be put forth in support of a more substantial

increase

the erosion in the ceiling's real value since 1975;

- the need to reverse the decline in the present ceiling in relation to the
size of the international capital market, whose annual volume of operations

has tripled since 1975;

- the Community's current deficit is at present larger in proportion to trade
and output than was the case following the last oil shock and is expected
to persist for longer; a higher ceiling is thus necessary for the mechanism

to contribute significantly to recycling;

= while after the first oil shock there was still a number of surplus-countries

whithin the Community, now all Community countries are in current deficit;

=  the desire for coherence with the increase in the size of the credit mecha-
nisms decided when the European Monetary System was set up, in order to have
the same credibility and positive announcement effects on the exchange mar-
kets : it must be observed in this regard that in spite of their significant
resources the two mechanisms have not been used, which confirms their psy-

chological effect;

- the need to allow a number of Large borrowers to have recourse to the mecha-
nism simultaneously without exhausting its facilities, in contrast to the
present situation (over 80 % of the funds available were promptly taken up
by loans to two member countries).
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5.4.2. Other arguments may be put forth in support of a more modest increase :

- the higher level of reserves, not least the result of the gold valuation
within the EMS, and the relatively high credit worthiness of all Community
countries create a better basis for the financing of deficits which is now

becoming necessary;

- when the EMS was set up, short-term monetary support and medium-term finan-
cial assistance were more than doubled, in order to give a credible guaran-
tee of the stability of exchange rates as regards the foreign exchange mar-
kets; neither of the two instruments has been used so far, which therefore

Leaves a borrowing margin available;

’

- in order to maintain the high credit standing with regard to its various
borrowing instruments, the Community must give an example of a disciplined,

not a permissive policy;

= it must be demonstrated both internally and internationally that the first
priority is themost rapid adjustment possible to the changed conditions of

the world economy;

- the Community should not compete too hard for OPEC funds with other methods
of recycling of special importance throughout the world, e.g. direct chan-
nelling to the developing countries, making funds available for the IMF and
the World Bank, etc.

5.4.3. The members of the Committee who support the first set of arguments
(5.4.1.) consider that it would justify a ceiling of between 10 and 15 billion
ECU. The members of the Committee who support the second set of arguments
(5.4.2.) consider that it would justify a ceiling of between 4 and 5 billion
ECU. Some members however could sympathise with some of the arguments presented
in 5.4.7. and some of the arguments presented in 5.4.2. They therefore felt

that a compromise should be found between the two ranges indicated above.

In all cases, the Committee members based their assessments on the

assumption that the proposals advanced in paragraphs 5.1, 5.2 and 5.3 are adopted.

.



5.4.4. Several members pointed out that fixing a ceiling is essential only
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if it were decided to maintain the counter-guarantee system subscribed by
Member States. In fact, the Council is called upon to decide, in each particular
case, the amount of the borrowing operations authorised and therefore remains
master of the overall volume of such loans. One could therefore refrain from
preventively fixing the ceiling for such operations and assess the size of the

envisaged loans each time the activation of the mechanism is requested.

5.4.5. As a formation of independent experts, the Committee has the general
feeling that a compromise around 7 billion ECU would have some chance of being
a point of equilibrium and would not pose particultar financial or technical

problems (1). |

II. OTHER ASPECTS OF RECYCLING

These other aspects cover points 1 (international organisations),
3 (recycling for the benefit of non-member countries), 5 (co-financing) and
6 (costs and risks) cn the list drawn up by the Council. The Committee's work
on these points is a follow-up to the Opinion of 4 June : it continues the

analysis and defines certain solutions.

6. Costs and risks

The Committee started by drawing a distinction between the "recycling"
aspect and the "aid" aspect of the problem of assistance to the developing
countries, in order to deal only with recycling proper : it is nevertheless
aware not only of the need to increase development aid so as to enable the
poorest countries to overcome their difficulties, but also of the fact that
intervention by public bodies in the recycling process would entail shouldering
part of the risks and costs = transformation costs, possibly exchange risks

and default risks.

S Jp.

(1) The alternate members' of two countries preferred not to take a position
on this point.
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7 The Community and the international institutions

In its Opinion of 4 June, the Committee considered that the Bretton
Woods institutions have an essential role to play and called on the Community
to play an active and unified role within these institutions, and to support
new initiatives aimed at improving and expanding that role. The Community
should in particular support the proposals for the IMF to borrow directly from
surplus countries, for better coordination between the IMF, the IBRD and re-
gional financial organisations, and for the development of consortium-type
operations and structural adjustment loans. The Community should endeavour to
coordinate its interventions in the fora in which international monetary ques-
tions are discussed, not only in the Bretton Woods institutions but-.also - in
the present con£ext of global negotiations = in organisations such as the
United Nations. This means defining a common position in advance, or, at the
very least, co-ordinating more closely the positions upheld by the Member Sta-
tes' representatives in these institutions. The Monetary Committee could be

invited to intensify its action in this field.

8. Third country financing

8als For geographic and political reasons, non-member countries have diffe-
rent relations with the Community according to whether they are candidates for
accession (or potential candidates), associated countries, ACP countries or
other countries. The Committee is aware of the fact that the assessment of the

problem can be modulated according to membership to one or other of these groups.

8u2s The general feeling of the Committee is that the formal opening in the
Community Lloan mechanism of a special window for non-member countries is not
appropriate at this time. The Community cannot take the place of the IMF, which
is equipped to deal with international payments imbalances, has the mechanisms
to induce borrowers to adopt the appropriate adjustment policies and where,
lastly, the main parties to the recycling process are represented. The Communi-
ty's role must be to support the efforts of the Fund, and even to supplement
its action in certain specific cases by making its own or its members' contri-

bution to solving a particular problem.
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8.3. Although it felt that a window in favour of non-member countries
should not be opened when the Community loan mechanism is adjusted, the Com-
mittee nevertheless considers that for certain countries and in certain cir-
cumstances, the Member States and the Community could take part in joint mea-
sures for the benefit of countries in serious payments difficulties. This has
happened in the past and it should not be ruled out that it might happen in
the future. By way of example, these measures have taken various forms in the
past : rescheduling of the external debt, grantﬁng of guarantees, action on
export credits, accelerating the implementation of financial protocols, etc.
The countries particularly concerned are those which, because of their geogra-
phical proximity or their political and commercial Llinks, - maintain close re-
Lations with the Community. The Committee considers that when such ‘actions are
undertaken, it would be advisable for the member countries to confer together
at Community level and even, if necessary, for the Community as such to parti-
cipate. It also felt that, despite the special nature of these measures, their
design and implementation must follow a number of guiding principles. Thought
must be given to these guiding principles within the Community - a task which
the Committee could assume. Thus, not only could these ad hoc measures be made
more effective,but also the functioning of the normal financing instruments

need not to be distorted by the pressure of events.

9. Co-financing and triangular operations

9.1. The Community can make a third contribution to strengthening the re-
cycling for the benefit of both its members and non-member countries by con-
tinuing and expanding the co-financing and triangular financing operations in

which certain Community institutions are already involved.

9.2 The EIB is already carrying out loan operations for the benefit of
non-member countries and its borrowing operations on markets outside the Com-
munity draw partly on the savings of the oil-producing countries. It also con-
tributes to the recycling process, as does the EDF, by associating oil capital
in co-financing operations. Thus, under the first Lomé Convention, the EDF and
the EIB contributed 17 % and Arab funds 19 % to financing a group of co-financed
projects totalling 3.2 billion EUA.'Co~financing’0perations have also been
carried out under association agreements, with the Mediterranean countries and

in connection with aid to non-associated developing countries.
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9.3, In the future, these operations are likely to develop and multiply,
both under the new Lomé Convention (five articles of which are exclusively
devoted to co-financing arrangements) and under the new financial protocols

in preparation. The past and future development of these operations is largely
due to the attraction for the holders of large funds of the Community's acti-
vity in the field of project financing, because of the experience it has ac-
guired, the tested procedures at its command, and the administrative technical
and financial aid it can grant. The Committee is aware of the importance of
the Community institutions' efforts to develop this type of operations. It
feels that in this area it is desirable for co-operation with the surplus oil
countries and their institutions to be increased in the most appropriate forms

by the authorities responsible for the various financial instruments.

10. Characteristics of financial assets

An essential aspect of the problem is that of defining the characteris-
tics of the financial assets which best meet the requirements of recycling : on
the one hand, every effort should be made, in the interest of deficit countries,
to obtain as favourable conditions as possible; on the other, attention must
be given to offering surplus countries assets which are sufficiently attractive.
The examination and testing of the appropriate formulae in this area is being
actively pursued in numerous national and international quarters, both official
and private. The Monetary Committee considers that, given both the trade links
between oil producers and member countries and the relations uniting the latter
within the European Monetary System, the Community should actively participate
in this research and seize on the occasions which arise to adopt a common atti-
tude and to promote the most effective financial innovations possible. The exa-
mination of the characteristics of the financial assets which best meet the re-
guirements of recycling should continue and involve a detailed discussion on
subjects such as the choice of the duration of the securities, formulae for
borrowing at variable rates, the distribution of exchange risk. As to the uti-
Lisation of the ECU, the Committee recently adopted an opinion which is annexed

to the present report.
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OPINION ON THE USE OF THE ECU AS DENOMINATOR FOR LOANS BY THE COMMUNITY

The way in which the ECU is used and develops is of great importance for
the future of the European Monetary System and its institutions, which the
Committee is now studying at the request of the Council. The use of the ECU
could also be relevant to recycling, which is the subject of a further.remit

by the Council to the Committee.

As suggestions have been put forward in various Community bodies that
the ECU be used as denominator for loans floated by the Community institutions,
the Committee would point out that in its opinion the following considerations

should be taken into account :

1. In order to acquire sufficient experience with ECU~denominated issues,
their continuity must be ensured. ' For market reasons, it is therefore
necessary that such issues be repeated. An experimental isolated issue

is of no interest in jtself.

2. For reasons of consistency, care must be taken to see that the solutions
devised for the technical problems arising in defining the characteristics
of an issue are closely co-ordinated and are homogeneous between the

various Community issuers.

3. The Community's excellent credit standing and the quality of the ECU in
relation to other numeraires offer the prospect of ECU-denominated issues
being made on good terms. When a reasonably broad market in such issues
had developed they might, if conditions are right, be made at a somewhat
more favourable interest rate than the weighted average of the interest
rates attaching to loans denominated in the currencies of Member States.
In the initial stages however the narrowness of the market may prevent

this.

Provisional address: Rue de la Loi 200, B-1049 Brussels — Telephone 735 00 40/73580 40 — Telegraphic address: “COMEUR Brussels’ —
Telex: ‘21877 COMEU B”



ANNEX

11/472/80 (final)

LEGAL IMPLICATIONS OF ADJUSTING THE COMMUNITY LOAN MECHANISM

15 While it does not consider itself qualified to decide on the
questions of legislative, budgetary and accounting procedures implied
by adjustments to the Community Loan mechanism, the Monetary Committee

draws attention to certain consequences of the changes it proposes.

2. It is understood that it is for the Council, acting unanimously,
to determine the adjustments to the mechanism at present in force by a
regulation adopted on the basis of Article 235 of the Treaty; however,
the question of whether the Member States should make their agreement
subject to a national parliamentary procedure has not been settled.

Three arguments have been put forward :

- Several members felt that a national parliamentary procedure is not
required when the Council adopté a decision under Article 235. The
regulation adjusting the loan mechanism would therefore be immediately
applicable even if the present dual-guarantee system were maintained,

and all the more so if it were abolished.

= Other members felt that if the Member States maintained the counter-
guarantee system, any change made to the Community loan mechanism would
be subject to a national parliamentary procedure. This requirement would

disappear if the dual guarantee were abolished.

- Some members felt that a national parliamentary procedure was necessary
in order to adopt the changes made to the existing mechanism even if the

system of counter-guarantees by the Member States were abolished.

S The Committee feels that, whatever the guarantee system adopted,
the contractual obligation for servicing the debt devolves on the Community,

as the institution issuing the loans.
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Under the present dual-guarantee mechanism, the Community budget
must, in the event of the debtor Member State finding it impossible to meet
its commitments, assure the payments attaching to the loans out of its cash
funds, until the refinancing mechanism is activated. The other Member States
acquire a claim on the Community, and this claim is extinguished at the

latest when the borrowing Member State has returned to solvency and can repay
the instalments due.

If the counter—guarantee mechanism were abolished, the Community =
still in the event of impossibility for the debtor Member State to meet its
commitments - would take responsibility for servicing the debt in accor-

dance with normal budgetary procedures (eg. supplementary or amending budget).

Irrespective of the guarantee system adopted, since the guarantee
is represented by a token entry, the corresponding liabilities are not taken
into account in fixing the volume of expenditure of the Community budget and
in applying the own resources ceiling imposed by the Limit of 1 % of the VAT

rate.

bl
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EUROPEAN COMMUNITIES Brussels, 16 October 1980 (17,.10)

'THE COUNCIL 10222/1/80
REV 1 1%

RESTREINT
ECOFIN 65

'NOTE

fro=z: Genersl Secretarict of the Council ‘W

to : ECO/FIN Council on 20 October 1980 !

Subject: New Comrmunity instrument (NCI) !

- Decision on 100 MEUA in the context of the

second NCI tranche

1a In accordance with the Council Decigion of
22 July 1980, the Permenent Representatives Cormittee
exanined the decision on the use of the 100 LEUA of the
second NCI tranche at its meetings on 25 Septeaber and
g October 1980, As it was uncble to reach an egreecent.on
this question, the Permonent Representatives Cormittee
ggreed to submit it to the Council,

2 When the decision authorizing the. second NCI

tranche (500 MEUA) was adopted, the Council left
unresolved the question of the use of part of this

tranche, i.e. 100 KEUA, and perticulerly the possible
extension of the scope of loans to include investments
releting to cdvence fectories end hcusing projects.

noo/ooo
10222/1/80 ECOFIN 65 dor/DJM/ jm E
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In its initizl proposzl, the Comnission proposed
that the scope of the NCI be extended to include investiments

- for advonce factories and housing projects, and

4.

10222/1/80C

the Buropeen Ferliement agreed to this proposal,

At the neeting of the Feruenent Representatives
Cormittee on 25 Septeizber 1980, the Commiscion representative
suggested that the following statement be added to the
decision exvending the proposed scope £nd irncluded in
the Council minutes: :

"The Council and the Commission agree that,
es rcgords housing end edvence factories, the
contept of infrestructure in the context of
the NCI corresponds to the interpretation

given to such projects by the European Investment
Benk."

Five éelegetions (B, IRL, I, L, UK) could accept the
extension of the scope of loans as proﬁosed by thé Cozmissinon,e
Four delegations (D, DK, F, NL) stood by their positions
that the scope adopted for the first tranche should be
maintained for the entire second NCI tranche,

dor/DJ/ jm
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1. MRS HEDLJMILLER N owoidcdo ¢

2. CHANCELLOR OF THE EXCHEQUER

c.c. with all attachments

Principal Private Secretary
PS/Financial Secretary
PS/Minister of State (C)
Sir K Couzens

Mr Hancock

Mr Byatt

Mr Ashford

Mrs Gilmore

Mr Edwards Mr Butt

Mr Balfour (B/E)

Mr Wentworth (Cabinet Office)
Mr Spreckley (FCO)

Mr Fitchew (UKREP) (6)

Mr Appleyard (Paris)

Mr Boyd (Bonn)
Mr Anson (Washington)
Mr Adams - (Rome)

Steering brief only
PS/Chief Secretary
PS/Minister of State(L)
Sir D Wass
Mr Barratt
Mr Unwin
Mr Turnbull
Mr Slater
Mr J Williams
Mr XK V Watts
Mr Ridley

FINANCE COUNCIL ; 20 October
The Finance Council will be meeting in Luxembourg on 20 ,
October. The Chancellor will be attending, accompanied by

Mr Hancock, Mr Wiggins and lMrs Gilmore.

Administrative Arrangements

The Council will begin at 14.%0, preceded by the usual
Ministerial lunch at 12.30. The Chancellor's party will be
travelling on scheduled flights departing Heathrow at 9.50
(LG402), arriving at Luxembourg at 10.55. Their return will
be on BA 395 departing Luxembourg 18.30 and arriving at
Heathrow at 19.45.
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The substantive items on the agenda will be taken in
the following order:

(1) export credits

(ii) New Community Instrument (the Ortoli
facility) Second tranche

(iii) Monetary Committee report on recycling

(iv) energy and economic policy.

Briefing on these is attached, along with the standard
aide-memoire on the UK economy and a note on the "Global
Negotiations" at the UN.

Export Credits

The issue here is to settle a Community position to enable

there to be a satisfactory conclusion to the international
negotiations on export credits. All except the French can expect the
Uniform Moving M ix. As the Chancellor will be aware an
I;BBEEEEE—EETEEEiiizve in these negotiations is to reduce

the public expenditure cost of export credit subsidies,while

avoiding serious loss of export competitiveness.

New Community Instrument

The Council will be considering the disposition of the
remaining 100 MEUA of the second tranche of the New Community
Instrument (Ortoli facility). The Commission proposal is

e
that this should include Housing and Advance Factories within

M =
the definition of infrastructure. Our major interest in this
has been indirect, in that we have been concerned about the
repercussions on our Article 235 refunds if the Commission

~—
proposal was rejected. This is now no longer as important,

but there are still objective reasons for continuing to
\—_._“__\\ n -_.__—/

support the Commission proposal. The brief recommends the

Chancellor to continue to support the proposal except in

the unlikely event of the Italians giving way.

Monetary Committee report on recycling

The Council will have before it a report on recycling, and
some conclusions drafted by the Commission. The report

leaves two issues undecided - the guarantee arrangements

- P =
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1975 recycllng 1nstrument) and the size of the ceiling

on the mechanism. The brief recommends the gpancellor
to side with the majority on tbe/guafaﬁ%gé:;fyangements
2t the end of the day, Egﬁsupport the compromise
fi;gxe of 7 bil%ion Us fo%”/the ceiling, andﬁzo seek a

number of changes inthe draft conclusions.

7

~ e

Energy and Economic Policy

The preparation of this agenda item has been very

rushed, and the Commission hag faced considerable
criticism from Member States. As a result it has

been agreed that the Commission should introduce their
communication to the Council (COM(80)583 final - identical
to the text in the briefing ). Ministers will beAggge to

make_gg@me ts, 1f they wish, but ‘there will not be a

definitive discussion and there will be no formal
conclusions. The brief recommends that the Chancellor
may wish to note the Commission's ideas, but should

make it clear (if there is any doubt) that its 5Hide1ines

and conclusiong ought not to be adopted at this Council.
\

The Chancellor should agree to any’proposal to rem;t the
paper to officials for further consideration (preferably
to the BEC )., it

The Global Negotiations of the UN
This is not an agenda item but I attach a brief which

recommends the Chancellor to confirm w1th Herr Matthofer
\&_&L P

the importance of maintaining common cause with the US

il

Government concerning the independence of the IMF and
W

IBRD in these proposed negotiations.

CJ BAKER
17 October 1980



i EXPORT CREDIT - AMENDMENT OF THE ARRANGEMENT ON GUIDELINES

\ Objective

Line to

el - |5

(1) To preserve an international understanding

on export credit.

(2) To change the present Consensus so as to
reduce the public expenditure cost of export
credit subsidiesq but avoid serious loss of UK
competitiveness.

take

(1) It is vital to maintain international
regulation of export credit practices, and
to achieve a satisfactory conclusion to the
present negotiations. The 1 December deadline
for the negotiations was reaffirmed in the
Venice Summit communique.

/
(2) The key to these negotiations is an agreed
Community position. It is very likely that onee
this has been achieved the negotiations can be

brought to a successful conclusion.

(3) The UK supports the Uniform Moving Matrix,

Within a UMM there is scope fd;‘abderating the

effect of automaticity,if that is what — " Governments
wants., SR LR e e
=g

1
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(4) We must tEg{verxwgé;gngmfgggQﬂgggggment at this

meeting. Failure would reflect badly on the Community,
Pl sl

and could lead to a growth of export creditﬂ%Pmpetition
o e e e 55 »
that we would all wish to avoid.
(:-—< s e i®

[I£*§E§ French gain wide support for a NOn . automatic system,

]

or if there is wide support for an interim increase in the minimum

— e
rates while the OECD discussions continue beyond 1 December]

————

(5) We are prepared to accept this solution as a
means of achieving an agreed Community position,
in the hope that this will avoid the breakdown of

the negotiations with other countries.

Background-

1. It was agreed amongst OECD countries in the Spring, and
reaffirmedin the Venice Summit Communique, that the international
agreement on export credit - the Consensus, should be modified
by 1 December 1980, to bring the minimum interest rate specified
in the Consensus closer to market rates, and thus reduce the cost
of export subsidies. A Mr Wallen produced a report offering two
basic alternatives - UMM (Uniform Moving Matrix) and the DRS

(Differentiated Rate System). Under the present Cog§ensus

SeAs

Governments cannot offer subsidised interest rates below a

certain minimum level, which apgl;gﬁ,ta_all_countries irrespective
of the level of their 2ggg§giguigig£g§£_5ates. These minimum levels
have been increased only fractionally (earlier this year) since they
were set in 1976, and with rising commercial interest rates around

the world subsidies have increased substantially. The UMM would

retain the principle of a minimum interest rate applicable to all

e

countries, but would bring that rate up to an average of international
—E& tat J e s = o

market rates, at the present time involving an increase from

(—~ 3 -
81 per cent to over 10 per cent. The minimum rate would be

e’

reviewed periodically and automatically adjusted as market rates

moved. The DRS will also include automatic periodic adjustment,
but instead of one minimum rate for all countries there would

be different minimum rates for financing in different currencies,

2
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related to market interest rates applicable to those currencies.

2. The Commission support the UMM, and eight of the Nine are

now ready to support it also - France being the exception.

At your meeting with colleagues on 16 Octeber it was agreed that

we should continue to support the UMM at the Finance Council

on 20 October, as a basis ®r achieving a Community position, and
for the same reason we should accept any compromise solution which
gained wide support, providing it offered the prospect of : rate

increases and avoiding a breakdown of the OECD discussions.

3. As regards other countries, the US is very keen for change -
it was they who pressed for the 1 December deadline. They are
prepared to be accommodating, once the Community has made a choice,
but they have threatened to derogate from the present Consensus,

if no change can be agreed by December. The Japanese*have put
forward techmnical objections, and have expressed concern about

the effect of reduced subsidies on developing countries, but

they are likely to fall in line with a majority view. The key

to the whole process is agreement within the Community.

4, Ministerial discussion in Brussels so far has been brief and
inconclusive. The meeting on 20 October is the main opportunity
to achieve a Community position. If that is done, Mr Wallen will
visit other main countries and seek a basis for agreement before
an OECD wide meeting of officials in mid-November. Without agree-
ment on the 20 October there seems little chanoce of meeting the

1 December deadline. The Commission is expected to argue strongly

for agreement to a Community position on the basis of UMM.

5. The French have argued in Community discussions that they

object to the automaticity of the MM, ie countries would lose

control over the minimum rates which would be changed automatically

3
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at six or twelve month intervals on the basis of an arithmetical
calculation., In fact there is a whole spectrum of possible
mechanisms, eg longer review periods,, a limit on the size of,
or delay in implementing,any upward movement of the rate,
exclusion of projects 'under negotiation' from rate increases,

to blunt the automaticity. But an entirely non-automatic dis-

cretionary system, for reviews without commitment, has been

! N I,
unattractive to most countries, because each review would be

afonizingly difficult.

6. If there is wide support for making the system less automatic,
or, worse, for a wholly discretionary review system, either would
be better than no Community position, as they would offer some
basis for further negotiations with other countries, and the
stronger possibility of preserving the existing Consensus.

(The Italians may table proposals for transitional arrangements
which are not relevant to a Community decision but they could lead

to discussion of the other alternatives). Consideration of the

technicalities - ... for softening the effects of an automatic

system should, of course be remitted to officials. In the last

resort, agreement simply to an interim increase ;§w€§Z‘;§:§;3m

£;tes with a commitment towfu;ther reviews, would B; better than
i R —_—

no Community position at all.

—
(.——————N,_VK S—— SeES e

7. The French are concerned, privately, at the problem of

'pure cover'. They believe that any increase in the Consensus

minimum interest rate would give a competitive advantage to the
Germans because such an increase would not affect German exporters,
whose finance is not subsidised (because commercial rates are low)
and is, therefore, not governed by the Consensus. (The German
practice of Govermment guarantee but mo subsidy is called

'pure cover'). On the other-hand, German exporters can normally
offer only a(less attractive)floating rate against the fixed rate

of subsidised finance, and they find difficulty in matching the

b
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longer maturities which other countries can offer. German
exporters have not seen advantage in the UMM - they press
for the DRS which would in fact allow exporters in other

countries to offer DM financing at market rates.

8. Some countries have argued that because 'pure cover' includes
a Government guarantee it should be brought within the Consensus

rule on interest rates. In the unlikely event that 'pure cover!'

L7 i
is discussed, and the i support for bringing it within the
Consensus, we should agree.

—————

-
9. If it arises) we should support proposalg,ﬁwhich have been

discussed in the OECD group,to ensure prior notification of tied

aid credits with a grant element of less than 25 per cent.

A JVPERRY :
17 October 1980

* The Americans have just told us that the Japanese
have now changed their position, which is now
similar to the US.

CONFIDENTIAL
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MONETARY COMMITTEE REPORT ON RECYCLING &}

Introduction

This agenda item will be discussed on the basis of a report by
the Monetary Committee (II/472/80), to which has been annexed
an earlier Monetary Committee opinion on the use of ECU as a
denominator for Community Loans; and some draft conclusions

prepared by the Commission which are annexed to this brief.

2. The bulk of the report is taken up with a consideration of

the changés that might be made to the existing Community Loan
Mechanism, the 1975 Recycling Mechanism, under which the Commission
borrows for on-lending to Member States. The changes suggested

are the result of experience with the existing mechanism, and the
need to adapt it to the different circumstances of ‘the second round
of 0il induced balance of payments deficits. The report proposes
the simplification of the procedure for authorising each individual
loan (although still leaving the council with the key decision);
different forms of borrowing other than straight bond issues to
allow the Commission to be more flexible in its borrowing in . -
response to the different requirements of memberistates, and to
introduce the possibility for a member state to repay its loan
early; changes in the arrangements for conditionality; and changes
in the amount and detailed arrangements for the overall ceiling on
the facility. The report also considers the arrangements for

guaranteeing the Commission's borrowing under the mechanism.

3. Two of these issues are left unresolved in the report: the
nature of the guarantee, and the size of the ceiling. These are
considered further below. The changes in the nature of the ceiling
(allowing it to be reconstituted as loans are repaid, excluding
interest outstanding from the calculation of the ceiling and
denominating it in ECUs instead of‘dollars) are uncontroversial.
Although the text in the report on conditionality is now agreed,
this generated a good deal of discussion in the Monetary Committee.

No member state was satisfied with the way conditionality had

operated in the past, but were divided on how it should be improved.

The Commission in particular wanted a much more Jirected 5ystem

with access to the Community Loan Mechanism limited to member

W a
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states which had taken part in a Monetary Committee programme
for exchanging information about external positions. The Commission
also wanted "two-stage" conditionality in which a member state
that was not yet in a crisis would apply for a Community loan with
light conditionality as a way of promoting greater economic conver-
gence. We made it clear that we found this an implausible thing
for a member state to do, and that we thought it was too dirigiste
to impose a condition on a member state's right to apply for a

Community loan. Our views are reasonably reflected in the report.

4, The second part of the report concerns other aspects of recycling,

of which potentially the most controversial is recycling for the
e rm—————ma

M _
benefit of non-member countries. The report comes down against

opening a window for third countries in the Community Loan
Mechanism. However, ' - it" suggests that it would be advisable
for the member states to confer about ad hoc measures taken to

help third countries, and that thergﬁ§hgg;gdbgmjg;d:ﬁgﬁgqgniggép1es"

m— . S
for such ad hoc measures. In our view, this comes too close to
10 S

commiting the Community to support for third countries.

- //’/77 h :
5. Paragraph 0 , ; S to the Committees awareness

"of the need to increase development ald so as to enable the poorest

countries to overcome their difficulties". We tried to redraft

"

'"development aid, but this was not

this so that it read "
accepted, and the Chancellor should therefore reserve his position

on increases in development aid-even to the poorest.

Issues for Decision

6. These are the nature of the Guarantee Mechanism, and the size

e

. R
of the Ceililing. - ——

g ———

7. The choice on guarantee arrangements is between a continuation

of the existing procedure, and an alternative modeled on the
guarantee for the New G®mmunity Instrument (which is of course

for project finance rather than balance of payments finance).
Under the existing procedure, if a member state which had borrowed
failed to repay on the due date, the other member states would be
liable to provide to the Commission the foreign currency necessary
to enable it to discharge its obligation tooa%e original lender.

The key for dividing this liability is set/in the regulations
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establishing this scheme, and the UK's 1ligbility is in principle
the same of that as Germany and France, and would lie between
22.02 per cent and 44,04 per cent of the total default. To guard
against the risk of delay in the collecting the necessary foreign
currency from member states, there is a token entry in the
Community Budget under which the Commission could draw temporarily

the funds necessary for it to meet its obligations.

8. The altg££§tive is a guarantee which rests solely on the
et - e e e e o ™
Comm&nity Budget. The member states wquld_not be directly involved.

S—

9. If a reasonably large member state defaulted, the actual UK
share of the guarantee under the existing procedure would come

out at around 25 per cent. This would be higher than our marginal
rate of contribution to a guarantee resting solely on the Community
Budget (about 171 per cent). On the other hand, a default,
particularly if it was a large one (and in practice the guarantee
arrangements could be invoked in a variety of situations from a
formal default to a request iy member state for more time to pay)
would place aV%%eat strain on a Community Budget constrained by :the
one per cent/ceiling. Cuts would need to be made in other areas

of Community expenditure, including those from which we benefit

such as the regional and social funds (and pgrhaps even our refunds

under the 30 May agreement, although we would naturally resist
tﬁ?@“??fSﬁéi;f?T——X_;harantee resting on the Budget could there-
fore have a cost to the UK over and above our marginal contribution
to the actual amount of the guarantee, but Sir Kenneth Couzens
judgement is that the total cost is unlikely to exceed and could
well be less than the 25 per cent or so that we might have to

pay under the existing procedure.

10. The report advances as an argument in favour of a guarantee
resting solely on thewbudget, the fact that this would not need
parliamentary ratification in some member states, as would a

continuation of the existing guarantee (but applying to a larger

amount following an increase in the ceiling). This.is net a_

problem which affects the UK (our p9KEEE/LQ—iHeﬁr_the~gua£§Epee
are in section 2(3) of the European Communities Act), but we do
s g s e

have an interest 1n ensuring that the facility is in place without

excessive delay.: An alternative to, say, an Italian drawing under
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the Community Loan Mechanism might be an Italian drawing under
the Medium Term Financial Assistance, the UK contribution to

which would count as public expenditure.

11. On balance, thereforé, we would slightly recommenq“@“ggggantee

resting solely on t budget wever, the arguments are finely
= MMJ—“\\_‘/—\ - .
balanced, and we would recommend the Chancellor not to be in the

T e
lead on this discussion and to accept the majority view.

Y S s N i s oo ==

12. In the Monetary Committee discussion of the ceiling, the UK
has favoured a larger rather than a smaller increase. It seems

sensible to ensure that the ceiling is 1arge enough to enable
/\

e r———

R

the facility to be used by member states if it is required without
the need for frequent renewal by the Council. The Council would
still have adequate control with a large ceiling because the

individual loans would be authorised by it. A compromise figure

s

of 7 billion E€CUs suggested in the report seems about right, and
M

e
we would recommend the Chancellor to report it.

The Draft Conclusions

13. These draft conclusions leave a lot to be desired, They do not
address themselves to the two issues for decision outlined in the
previous %%%Ea%n. The Chancellor should ask his colleagues whether
they are /prepared to leave decisiorson these important points

until the Council comes to consider amendments to the regulations.

14. There are also things which need to be excluded from the draft

conclusions. On paragraph 1(ii)"in artlcg;armas\gggards the need

o ring the continuity of issues" needs to be deleted. There
%
is no point in the Community launchlng a series of ECU issues if

they are not well received by the market. Subject to that deletion,
the rest of this subparagraph which contains Commission religion
on the ECU can be allowed to stand.

15, Pargraph 2(1i). [E%here—ever possible;}peeds to be added at the
end. Experience has shown (for example in the UN special session)
that it is simply not possible in all cases to achieve such a
coordination. It would also be better if "concrete" was removed

from the last sentence of the introduction to paragraph 2.
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-
16. Paragraph 2(ii). This gives too much prominence to the
possibility of extending Community action to third countries.. "As
the report notes, the Community would be undertaking risks in
lending to third countries, and this is something which it could
only decide to do in the 1light of each individual case. The
Chancellor -could find M Monory and Sr Panddlfi particularly keen
on this sub-paragraph. He might care to point out privétely to
Sr Pandolfi that Italy's national interest (and that of other
‘member states) would be better served by keeping the Community
Loan Mechanism purely for the benefit of Member States. He

might also try to concert a line with Herr Matth&fer on this point.

Line to Take

On. the Report

17. The commitment in paragraph 6rto increasing development aid

should be understood as subject tqﬂggggggig_gﬁb;ig expenditure

T ——

constraints.

—

On the Issues for Deqisiqp

18. A fine balance to be struck on the guarantee. Marginally in
favour of a guarantee resting solely on the budget, but can

accept the majority view of colleagues.

19. Support the compromise figure of 7 billion ECUs for the
ceiling. A figure of this size seems necessary to enable the
Community Loan Mechanism to carry out a useful function. Ultimate

control by the Council is in any case ensured.

On the Draft Conclusions

20. These should include conclusions on the ceiling and guarantee.

21. The continuity of issues of the ECU loans (1(ii)) cannot be
ensured by the Community without regard for market reception of
the issues.

22. 2(1i) is too optimistic on the ability of the member states
to co-ordinate positions in the international fora. This should
clearly be attempted whereever possible, but not automatically

undertaken on everyiissue.



23. 2(ii) places too much emphasis on actions for third countries.
These take a subsidiary place in the Monetary Committee report.

. : 1 . : . . .
Third countries should/pg%%arlly to the 1nternational organisations,

and not to the Community.

C J \BAKER
17 October 1980
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EC FINANCE COUNCIL : 20 OCTOBER 1980

CHECK LIST OF BRIEFING MATERTAL

Item (i) Export Credit
Brief

Item (ii) New Community Instrument
a. Brief

b. Draft Council Decision
c. Report of Finance Council, 15 July
d. Note from the Commission ‘

/

Item (iii) Report from Monetary Committee on recycling

a. Brief

b. Draft Council conclusions
c. Document II/472/80

d. telex annex to document

Item (iv) Commission Communication on energy and economic policy

a. Brief
b. Commission document COM(80)583 |

Additional briefing

a. Brief on Global Negotiations at the United Nations
b. Aide-memoire on the UK economy.



|77

2

£ |

P il )
}gfff
¥

BUROPEAN COITTUNITIES Brussels, 17 October 1980
THE COUNCIL
 toamy/eo .
S o porees ﬁﬁSQRE;N? ’.:
ECOPIN 74
ENER 118

_ TRANSLATION OF LETTER

from ¢ Commission of the European Communities, signed by |
Ifr Ae GIOLITTI, IMember :

dated: 15 October 1980

to ¢ Mr Go THORN, President of the Council of the
Furopean Communities

Subject: Commission communication to the Council concerning
energy and economic policy

Sir,

Please find attached a cormmunication from the Commission
to the Council concerning energy and economic policye

This communication is intended for examination by the
Council at its meeting on economic and financial questions
on 20 October 1980,

(Complimentary close)e

(se) Antonio GIOLITTI

Bncle: COIT(80) 583 final

TO471/80 TCOMN 74 Tor/DIT/vE 10
ENER 118
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ENERGY AND ECONOMIC POLICY

INTRODUCTION

16 Therburden of the energy constraint on the short- and mediun-term
management of our economies = in the‘forﬁ of a major transfer of resources
and strong inflatiohary pressures - prompﬁéd the Council, at its_meeﬁing

on 9 June 1980, to place on the agenda for its October meeting a discussion

of the links betweén'energy problems and economic policy.

‘The purpose of this Communication is to serve as a basis for that discussion

“and enable the Council to adopt its guidelines,.

THE INTERNATTONAL DIMENSION OF THE PROBLEM

2. This paper does not touch on the wider economic aspects of the second °
energy crisis, which are discussed in the amnual report to the Council.

The emphasis here is on:

(a) identifying and putting into practice the right solutions to the problems

arising from baiance-offpayments deficits;

(b) reducing the Community's dependence omn external energy supply, and
primarily its dependence on oil imports, by means of structural
adjustments geared notably o conserving energy and to fostering the .

production and use of alternative energy sources.

3. As emphésized by the Buropean Council, concerted action is needed by all
the consuming countries, particularly in view of the implications for
competitivity. In our highly integrated economy, isolated (or worse,
contradictory) measures would together be detrimentél to general growth

potentiale
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It would be just as hazardous to accept a marked inequality of structural
adjustment effort in the energy sector. The costs of adjustment - in

resource allocation or losges of éompeﬁitiveness — would be borne solely
by the countries that embarked on the course of action needed, while all

consumer countries would benefit,

4 Accordinglyg by virtue of its responsibilities, both within the
Community and outside, the Community has a special role to play in -

formulating and implementing an appropriate economic and energy strategy.

The Community has already set itself three objectives:

(i) to'lay the foundations of genuine solidafity among consuming countries
by contributing, as it did at the Tokyo Summit, to the joint
definition of targets for reducing its dependence on external energy

sources;

(ii) to place the supply of energy on a sounder basis by entering into a
; dialogue with the producing countries aimed at achieving smoother

reconciliation of the interests of the countries involved;

(i1i) to play an active role in the areéé of development or financing which
will make it possible to ease the situation in the developing countries
hardest hit by the crisis, in particular by helping to exploit their

energy potential and mineral resources.

BALANCE-OF-PAYMENTS FINANCING

5e Balance~of—payments deficits, which are larger and more permanently
entrenched than after the first oil crisis, raise a problem of general'econoﬁic

policy, that of reconciling the steady reduction of the deficits with a &
continued general level of activity and employment that is as high as possible.

That problem is discussed in the annual economic report.
They also give rise to a problem of financing, now being debated by the

Council»oq the basis of guidelines which need to be confirmed and given

practical shape,
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' The first of these guideiines, following up the conclusions of the European
Council and of the Venice summit meeting of the major industrialized countries,
is to step up the activity of the'international organizationsv(IMF, World Bank
and the regional Banks) in recycling oil capital, with particular coﬁsideration
- for the problemé of non-oil developing countries. It would be appropriate also
ito assess thehelp which could be given to support their efforts to bring aboﬁt
 the structural changes necessitated by the state of their external payments.
Noting and taking into account the decisions taken at the annual meetings of

the Fund and the Bank in Washington, thé Council should, before the next meefing
of the Interim Committee, consider whether actual progress so far matches up .,

to the targets advocated.

v

To The Community is already directly involved in frahsferring capital to the non-
0il developing countries under the Lomé Conventioﬁ, under its arrangements for
assisting non-associated developing countries and under various financial proto-
cols. Under the further studies on this matter which the Council dalled for on
9 juney.an effort must be made fo identify the areas in which joint action can
be undertaken with the oil-producing éountries whereby the resoufces available
can be mobilized faster, on a wider scale and more effective1y° The Commission
and the EIB already participate in co-financing schemes with a number qf déveloﬁ-
ment funds and are already concerned to expand the scope of such participation.
The b;inging @ogether of these objectives, together with the normal operations

~

of the banking system must be examined in depthe

" 8, The third guideline is to strengthen the Community's own financing mechanisms. -
More active solidarity will be to the advantage of all, by helping to ease the »
financial constraint where it might 6therwise lead to unduly restrictive measures,
with adverse effects on growth and employmehtu The first essential here is the

prompt cpmpletion of the work spelt out by the Council on 9 june 1980 :

(a) towards raising the 6eiling on Community borrowings and improving the

conditions for using this instrument;

(b) towards enabling the Community to use the ECU as the numéraire for the
loans it floats on the international capital markets, as adveovated in
_the opinion of the Monetary Committee, and so providing lenders with

additional facilities for diversification.




A

The expanding role of the Community's financial instruments
(BIB, NCI, ECSC and Euratom) helps to alleviate balance of payments

problems when the corfesponding loans ‘are raised on the international

capital markets,

REDUCING DEPENDENCE ON IMPORTED ENERGY AND DIVERSIFYING SOURCES OF SUPPLY

‘9. Unéder its broad thrust of restoring equilibrium as well as in its
specific aspects, economic policy must serve the objectives = paramount
for our economies ~ of reducing energy demand and diversifying sources of
energy. The investment required for this purpose will also actively help

to sustain economic activity. Action is needed at two levels:
(a) a coherent energy pricing policy;
(v) proper planning of investment and of the financial resources needed.

A. The role of prices

10. Demand adjustment and inveétment'depend to a large extent on the prices
of energy products on the domestic market. To speed up adjustments in the
energy field; tWo conditions must be met: the genéral price trend
(particularly for petroleum products) must serve the aims- of both
conservation and diversification, must move smoothly and mﬁst admit of
reliable forecaéting;- and there must be an appropriate hierarchy of prices

for the different sources of energy.



: (i) The trend in the general level of domestic prices

11. Energy users must be in a position to base their decisions on forward
assumptions regarding prices that are sufficiently reliable and consistenrt
with the general direction of energy policy. This_conditiqn is essential

if market forces are to ensure the most efficient allocatior of resources.

172, Looking ahead to the medium term, and leaving aside cyclical fluctuations
in the economy, the general situation regarding oil supply and demand means
at the very least that any policy incorporating a fall in oil prices in rezl

~terms must be ruled out.

The Commission considers thaf, to keep the trend of petroleum prquct
prices. as constantly consistent as possible with the general direction of
énergy policy, the Line of conduct of the Member States, insofar as they
have an influence on the formation of prices, should be to prevent a trend

for the .final consumer which discourages energy saving and diversification.

13. This principle would be applied as follows:
(a)-in Tine with the principle already accepted by the Council, increaces
: in the representative import price of crude oil must be passed on to

the final consumer within a reasonable period of time;

(b) the Commission proposes that the ‘Council should establish the guideline
that, as a general rule, but without accentuating inflationary tendencies,
the Level of taxation of petroleum products should be periodically

adjusted in the Light of the requirements of energy policy,

DA
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(¢c) the Commission stresses — and the Council has already acknowledged -
that the secondary inflationary effects of oil price rises must be
contained to the utmost extent possible.

Although these guidelines and measures must be put into operation by the

lMember States, with reference to their individual situations, the guidelines

themselves must be common, and their'impiementation must be monitored
regularly: the Commission suggests that, after adopting them, the Council

should review the results. annually.

14. These measures may not be enough if there is a sharp dovmward trend

a

in the import price of oil. Otfher instruments should .then be used.

The Commiscion is continuing to examine this point, and will inform the

Counicil, for a later meeting, of its findings and conclusions.

1%9. The proposed decisions could bring ahout an increase in public revenue;
it would be esscntial to contain the inflationary consequences and to obviate
any deflationary effects. Appropriate countervailing measures might take

the following formss

(a) @& reduction in charges, which would at the same'time- prevent

a decline in the competitiveness of Community firms and exerti a

favourable influeace on investment and employment;
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(b) a reduction in indirect taxation, which would help to ease
inflationary pressures; -«
(c) an increase in budgetary funds for incentives to adaptation in

the energy field. ~

(ii) Hierarchy of domestic prices of energy sources

~16. The hierarchy of prices for the different energy products, which

government influences through a range of interventions, mainly taxation
and budgetary, must serve the aims of reducing depéndencevon external =
energy sources, pérticularly by cutting oil'imports and by developing
alternative energy sdurcese Price differentials must act both as

a detervent (0il) and as an incentive (other sources of energy).

This is not always the case: in some Member States at least,; the
domedtic price for certain products (heavy fuel oil is an example)

does not encourage a diversification of sources or give any urgency

to investment in, say, energy conservation. Such distortions can be
traced back, to a large extent, to the way in which different energy

products are taxed.

Further; the structure of prices; i.e. including taxation, as between
the Member States is a potential and a present source of distortion

of competition and the cause:-of a poor allocation of resources.
17. The Commission asks the Council to approve the following two aims:

(a) to arrive at a hierarchy of prices which is consistent with overall
- energy policy; .

(b) to prevent excessive differences in the price structures as between

V Member States which are not justified either by a similarity of

situations or by the fact of belonging to the same market.

At a later date the Commission will put up proposals defining the bases,

including harmonization of taxation, for attaining these objectives.
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B. Planning of investments and of the resources reguired

18. = Prices have a bivotal role to play as an incéntive to the{adjustmenﬁ

of demand. But, government has a direct and crucial role in carrying

out investment, much of which depends on decigions by government

and ﬁithout which the goal of selfmsufficiency,‘fcr which government

is responsible, will not be attained. The oonéequenoes are two—fold: \
(a) the prinoiplé of planned programmes which define not only the

investments needed to reach the Community®s targets, but also the resources
for carrying them out; (b) taking account of energy requ1r@ments

proper aﬁd the requirements of the economy as a whole, this programmemplanning,

in the Commission®s wview, should amplify and speed up the entire effort.

19. In its Resolution of 9 June 1980, the Council decided to make an

annual assessment of national energy programpes at Community level -

the Community heing a meeting-point for comparing targets, defining

and monitoring priorities; identifying shortcomings and appraising
results,

*The Community®s acknowledged position therefore answers a very clear

‘requirement. . I is the best forum in which to define forcefully -

B AR

and present to the public = policies which are necessarily comparable

and analogous and which, in the Commission®s view, must:
(a) give the greatest possible boost to energy investment;

(b) contribute to the development of nuclear energy and help to remove

the obstacles hampering its expansion;

(c) pursue a consistent internal and external coal policy as regards

research, availabilities and costs, with the aim of self-sufficiency;

(d) stimulate the investment required in energy conservation and develOp

new energy sources.
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The Ministers for Financial Affairs cannbt remain indifferent to the action
in these fields taken by the Miﬁisters for Energye. The general economy

is directly concermed: by balanceéafepaym@nts and price constraints,

but also by the impetus to growﬁh and employment offered by the new

"industrial energy economy” and by the expansion of energy investment.

20. Consideration of the matching of resources to goals is also of direcf
interest to the Economic and\Pinancial'Affaifs Ministers meeting in Coﬁncil.
bPartlcular attention will have to be given %o budgetary, economic and
financial mechanisms, and to both national and Community iegislation
introduced to encourage the invesiments which are immediately necessary and
to facilitate their fundinge The only way to make sure this is done is

by the systematic and critical monitoring of;the state of progress of the

programmes.

21 In addition, the Commﬁnity contributes to the investment effort through
ite financial instruments (funds under the Budget and loans). Its
contribution is substanfial° in 1979, 1 580 mllllon BUA in loans granted
or 6% of Community energy production invesiment (considerably more if
self=financing is deducted). The Community®s action should help the

Member States to pursue a vigorous‘energy pélicys It should be

primarily directed to supporting eoherent programmes which serve

the common objectives and are integrated into an oversll policy by the
recipient Member States. Community financing should not take the place

of national_financing, but should speed up and amplify certain measures

which could not be carried out without an extermal financial contribution.
22, It is in that context that the Commission asks the Councilt

(a) to approve the guldelines set out 1n this Communication;

(b) to declde 1o convene every year a Coun011 meeting of the Economic
 and Finencial Affairs Ministers with appropriate participation to
examine how the legislative means and the financial resources match

up to the real targets of the Member States! energy programmes;

(c) to take note that every year the Commission will present on that
occasion a report on the possible contribution from Community
resources to the overall investment effort and will suggest how

they should be used to serve prlorlty alme.
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LIST OF "A"™ ITENMS

for: 661st meeting of the COUNCIL OF THE EUROPE:N COMMUNITIES
(Econonic and Financial Questions) f

Luxembourg, Monday 20 October 1980 (14,30)

1« Requests for transfers of eppropriations within the
Counicil?s budget estinmates for the financial wear 1980

10050/80 FIN 558
2+ Proposals for the transfer of appropriations from one

chapter to another within the Commission®s budget estimates
for the finmencial year 1980
- No 5/80

10051/80 FIN 559

L3SL 96

- No 7/80

10052/80 FIN 560
ASSL, 97

U1

- No 8/80
10053/80 FIN 561
LSS 98

3. Proposals for transfers of appropriations from one chapter
to another within the Commission®s budget estimates for the
financial year 1980

— No 6 (safety of car occupants)
10370/80 FIN 591
ASSTL 103
- No 9/80 (assessment and utilization of research results)
10480/80 FIN 603 ‘ '
ASST 109
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Minutes of the 616Fh Council meeting, held on
17 December 1979 (Invironment)
11818,/79 PV/CON3 63
ENV 196
+ COR 1
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68’80 ATO 113

lec
10168,
7660/30 ATO 65

Couwncil ass
of the ECSC Treaty, to the flnanhlnﬂ of investment

projects to increase and stabllize the production of
pellets and imnrovs the gus ty of this product in the

iron ore mine or ]gmofn 3ng plant at Kirkenes (Northern N
Sydvaranger, Oslo &;orway)

by the company Aktiese
10289/80 SID 1238

Approval of financing projects for the countries of the
llediterranean basin

Adovtion of position of Community delegation on Draft
Deeision No 3/80 of the EREC-Switzerland and EEC-Austria
Joint Commi - COﬂﬂugity transit - amending the
Agreement bet tween the Zuropean Economice CO»;Mﬂ“ﬁy and
SWLUALLW'ﬂa/-J%trla oin the application of the rules on

Community transit follcwing the accession of the Hellenice

Republic to tie Furopeen Communities
9985/80 AELE

H 27
A 40

Adoption of the position of the Community delegation on
‘wnit Decisions of the I EFTA Joint Committees

amending Protocol No 3 concerning the definition of the

(v

concept of Poriginating produc)”” and methods of administra

co—operation to take account of the accession of the
Eeilenic Republic to the Community

o
9986,/30 AELE 40

ent, under the second paragraph of Article 54
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1« Requests for transfers of cpprovpriations within the
Council®s budget estimates for the financial wear 1980

10050/80 FIN 558
2+ Proposals for the transfer of appropriations from one
chepter to another within the Commission®s budget estimates
for the financial year 1980
~ No 5/80
10051/80 FIN 559
LSSL 96
- No 7/80
10052/80 FIN 560
ASSL 97
- No 3/80
10053/80 FIN 561
ASSTL 98

3. Provosals for transfers of appropriations from one chapter
to another within the Commission®s budget estimates for the
financial year 1980

- No 6 (safety of car occupants)
10370/80 FIN 591
ASST 108
- No 9/80 (assessment and utilization of research results)
10480/60 FIN 603 ‘
ASST 109
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Minutes of the 616th Council meeting, held on
17 Decerber 1979 (Invironment

11818/79 PV/CONS 63
ENV 196
+ COR 1

Co=operation Agreement V*th Cenada (AECL) in the field
of nuclesr-was te management

10-Ip8’f3\) ATO 11__)
7560/80 ATO 65

Council assent, under the second paragraph of 'rtﬁcle 54

of the ECSC Treaty, to the financing of investmen

projects to increase snd stablilige the p“oduoulon of

pellets and improve the quality of this product in the

iron ore mine or processing plant at Kirkenes (Northern Norway)

by the company uKEla'eluwaCt Sydvaranger, Oslo kJorway)
10289/80 SID 128 '

financing projects for the countrie

Approval of J s of the
Mediterrencan basin
10225/80 MED 53
FIN 574
Adoption of position of Comrunity delegation on Draft

Decision No 3/80 of the BEC=Switzerlsnd and EEC-Austria
Joint Committees ~ Co :m*W“Ly trensit -~ amending the
Agreement between the European Economic Commmumi 3 and
Switz rWuuL/\uatrla on the application of the rules on
Communiity transit following the accession of the Hellenic
Renublic to the European Communities

9985,/80 AEL

Cﬁ °7

A 46
Adoption of the p051th; of the Commumnity delegation on
Drart DeC“u*ons of the EEC-EFTs Joint Committees
smending Protocol No 3 concerning the definiftion of the
conoept of “o.lb;nat¢ng products® and methods of administrative
co=operation to take account of The accessiocn of the
Hollenic u\ﬁUbjﬂ to the Community

0986/80 AELE 40
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LIST OF "A" ITEMS

for: 661st meeting of the COUNCIL OF THE EUROTPE.N COMIUNITILES
(Economic and Financial Questions)

Iuxembourg, Monday 20 October 1980 (14,30)

1. Requests for transfers of eppropriations within the :
Council?s budget estimates for the financial vear 1930

10050/80 FIN 558
2+ Proposals for the transTer of appropriations from one

chapter to another within the Commission®s budget estimates
for the financial year 1980

-~ No 5/80
10051/80 FIN 559
ASSL 96

- No 7/80
10052/80 FIN 560
ASSL 97

- No 8/80
10053/80 FIN 561
ASSL 98

3s Provosals for transfers of appropriations from one chapter
to another within the Commission®s budget estimates for the
financial vear 1980

- No 6 (safety c¢f car cccupants)
10370/80 FIN 591
ASST 108
- No 9/80 (assessment and utilization of research results)
10480/80 FIN 603 ‘ |
ASST 109
) n/oa ®
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tes of the 616th Council meeting, held on
17 December 1979 (Environment)
11818,/79 PV/CONS 63

ENV 196

+ COR 1
5¢ Co—operation A&rveﬁeLt with Canada (AECL) in the field

1t]
of uuciearwmaste mancgement

101f6 0 ATO 113
756G/ ﬁC ATO €5

6. Council assent, under the second pafagrahﬂ of Article 54
1 ' Treaty, to the financing of investment
projects to increase and stabilize the production of
pellets and improve the quality of tﬁLS product in the
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ircn ore mine or processing plant at Kirkenes (Northern Norwey)
by the company Aktleselskabet Juvaraage¢, Oglo (io¢wav)

10289/80 SID 126

7o Approvel of financing projects for the countries of the
lediverranean basin
10225/80 MED 53
FIN 574

8, Adopticn of position of Community delegation on Draft

Decision No 3/ 0O of the Ei mSWltzerland and E C~AUbLf1a
ittees = Coqmu::ty transit -
between the Huropean bconoglb rrm ity and
"q/ﬁustrla o the apnlication of the rules on
Ccmmun“tq transit following the accession of the Hellenic
Renublic to the Furopeen Communities

70 i~ AT
9985,/30 AELE

H27
A 46
9, AcCoption ol the po siticn of the Commmumity delegation on
Dzaft Decisions of the LR CmLI”‘ Joint Committees .
amanding Protocol No 23 concerning the definition of the
concept of foriginating 1“oduc*~" and methods of administrative
co=operation to tske aQCOLﬁt of the asccesciocn of the
Hellenic Republic to the Community
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10, Adoption in the official languages of the Communities
of the Council Regulation opening, allocating and
providing for the administration of a Community tariff
quota for aubergines falling within subheading ex 07,01 T
?f th§ Common Customs Tariff, originating in Cyprus
1980

10371/80 CY 36 .
10026/1/80 CY 33 REV 1

11, Writtan Questions put to the Council by Members of the
FEuropean Parliament

(a)

(b)

(c)

(d)

(e)

(£)

(g)

10243/80 ASSQUE 730

No 1620/79 by Mr GLINNE - Planned construction of a
nuclear power station at Cattenom (France)

8395/1/80 ASSQUE 517 REV 1

No 611/80 by Mrs HERKLOTZ - Cleaning up of the Rhine
9631/80 ASSQUE 688

No 726/80 by Mr ANSQUER = Channel Tunnel scheme
9632/80 ASSQUE 689
No 745/80 by Mr WURTZ - Refusal of access to certain
occupations for candidates in the Furopean elections
9876/80 ASSQUE 690
No 798/80 by Mr HABSBURG - International TLabour
Orgenization Convention on the employment of minors
9877/80 ASSQUE 691
No 869/80 by Mr IIORELAND - Decision-making at the
Council of Transport Ministers
9888/80 ASSQUE 702
No 908/80 by Mrs HOFFMAN - Situation of the European
car industry
9878/80 ASSQUE 692
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Adopu¢oy in the officicl languages of the Communities

the Council Directive on the arnproximation of the laws
of the Iember States re w1ng to the protvection of
employees in the event of the insolvency of their employer

10365/80 S0C 352
10061/80 80C 332

Maneagement Board of the European Cﬂbtre ror the
Development of Vocational Training: replacement of
b e NTCE _—
Itg it { W0 e
Dr R,il, JOHNSON, who has ;DSlgﬂOG

10165/80 S0C 342
Advisory Committee on Sarlety, HVUl ene and Health Protection
at Work: replacement of Iir John PETRIE and Mr John DEWSBURY,
alternate members who have resigned

1C166/80 SOC 343

1

Beonomic and Social Commitvthee

-~ Temporery eppointment of officilals at grades A 1, A 2
and Lf/ﬁ in the Secretarist of the Economic and Social
Cumm;TLez

10084/80 CES 114

Renevial of the ECSC Consultative Committee
10468/80 S0C 3567

Adoption in the officlel languages of the Commvﬂltles

of the Council Regulation on the temporary suspensiocn

of the autonomous Common Customs Tariff duty anplicable
to certain catalysts :all**g within subheading ex 38,19 G

1b3{9/€50 UD 121
1035v/80 UD 120

Adoption of Council acts in Greek
10376/80

umervexcy aid for Fl Asnam ear houake victims {Article 90
of the budget)
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20, Draft letter of amendment to the draft general hudget
of the Buropean Communities for the financial year 1981
(Pre~accession aid to Portugal)

10479/80 FPIN 602

21. Replies to the letters from the President of the
Buropean Parliament on

- missicn expenses

10367/80 ASSL 106
STAT 87

- revision of the Staff Reguletions of Officials of the
European Communities

10368/80 ASSI 107
STAT 88
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