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hLJROPE1J'I COT'rmTUNITIES 

TIl'S COUNCIL 

~ATS 

from: Working Party on Economic Questions (Establishment ~'1d 
Services ). 

on 9 and 10 October 1980 
'for Perma't1ent Reprcsentati ves Cormni ttee 

No o prev. doc. 8'789/80 SURE 14 No o Cion prop. R/95/76 (~S 3) 
(COr:I( 75) 516 fir. : :.1 
+ fino 2 (f, d, e ) '. 

R/467/78 (:8S 1'7) 
( CoM ( 78) 63 fi ne-I ) 

Subject: Propo.sal for a second Council Directive on the co .. -ordinaticn r-------..J 

of laws, regul3.tions and administrative provisions r el :J ting 
,to direct insurunce , other tha..~ life essur2.nce end la:-lint; 
dovm provisions ,to facilitate the effective exercise o~ 
freedom to provide services 

Delegations will find attached: 

- Ar..nex I: the Articles of the Directive with delegations' cO~T.ents 
gIven in footnotes; 

- .. '\.nnex II: An .. 118X I to the. Di recti ve; 

- ftnnex , III: ~"1!lex II to t!1e Di recti ve. 
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Article 1 

Scope 

The object of thin Directive is! 

, (a) to 'supplement the first Council Diretti've bf 24 ~uiy 1973 
on th'e co-ord5..nntion cf laws ~ re'gclat:Lons nnd eom; ni­

atrati ve pr?,riGicnDrelatiug to ' the taking~tP end p'J,~.)ui t 
of the buBinC!J8 of direct insurance other then life 

nsourance; 

(b) to lay down provisions to fa.cili tate the' , effective exercise 

of freedom to provide servi:ces by t.he undet'"'cakings and in 

rcop(3'ct of the classes of insurance covered' by that first 

co-ordiIlatlllg Directive 0 (1) 

2 This Directive shall not affect the insurance. policies 

of the 1n~-'ci tl.1tiOl1E under public law referred to in Article 4. 
, of the first co-<?rdinati.ng Directive anef', the' risks to be 

covered by such in.Bti tutions. 
..... 

,-

3e' Paragraph 1(~) shall not a~p~y to insurence-policies 
covering ' ,risks in class 10 in point A of the Annex to the first 

co-<>rdinating Dil"ecti ve 0 (2) 
~' , 

(*) Articles renumbered owing to insertio~ of a new Article 3. 

8788/2/80 , Ids,/JFjae, E 

I 

I 
I 
j 

- I 

l 

I 
I 
I 

I 
j 
l 



.. 

. - .1 D. -

(') General reservation by the Iris~ dele~ation (see 8789/80 SURE 14, 
p. 3, point A). 

4(2) The Germa..Yl delec:ation asked that a reference to nuclear risks 
and those cor ...... '1ected with pharmaceutical products be added . 
The Danish dele~ation asked that a reference to industrial 
acciClentsGe adJ.sd. The Italian dele~2.tion wanted the exclusion 

. to take in the insurance of II sea, lci;:e a.l"1c1. ri ver and canal 
vessels". The French dele r'Zation pointed out that if an 
exception wcre maGe for one c,ompulsory class such as motor 
insurance the same arrangements should apply to other compulsory 
insurance (see 8789/80 SURE 14, pp. 4 to 6). 
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Article 2 
~--------......... . 

'. 
Definitions 

" 1. For the purposes of this Directive: 

means tne first Council Directive referred · ~o in 
. Article 1(a); 

" undertakin~" 
---~ 

. .. 
means any undertaking which has reeeived official 
authorization'under Article 6(2)(a) Lor · (b)J (1) 
Of. that ' Directi ve; ;. 

tmeans the 'covering of a risk by an undertaking established 
in a Member State 

when the policy- holder is ordinarily resident or has· 
its central administration in another Member StCLte, orJ (2)' . .. . ' . 

C-. when the risk is situated in another Member State.J (,3)(4) 
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(1) RCBCrV'v.tionn by th~ G ::!~~n'l ~~:~:':n~h " .. I:.-,.,·d_it;;."l~m.LI~.x~nbCJ\u"_rt 
dologp.tions (see ... ~o7:j7Go~ffirz ... ,r4, p".- -'lf; "--~--. . - ,' JI 

(2) Proposal' ,by 5:nc .. g.\~:1.r~ 
-~-- . . . . 

The Fren'ch dclert:?tion entered a categorical reservation 
on [my Cl8rf:Ol'~ion 'ox' the prOvifJl0n 01-: ~8ervi, c:cEl bo..scd on the 
~cri t or:5 .. on of 1.;ho rosidcZlce ~f the polici-holc1ero 

(~) The Commission r0nrC8~~t~ti7cS want~d the defj~ition of the 
provr-sion oJ:.' ~el'Y\;:cc3-i01ilcrt:cle tho two hypotheses referred 
to in the first end tJcccnd indellts o 

(4) .fh.£ B.;:1gia!1 . de18r~E-tion. ?uDmi tto~ tU?- al ten;~ative" prop?sal to be 
rClldUl, conJuQc-~l.on '~{1.·l;n its d~:cin~tion Ol the locGtJ..on of 
insuranco. businoss (aee 2(u) , below)" 'That ,proposal reads as 
follows: . , 

. " 

., 
~~:provision of Bcrvicea: 

"direct insurance business carried on within the 
terri':c6rjof" n :J2:'1b:;r Stn.te by , uu undertaldng from 
one' of i ts cntn.bJ.i:J l \ '~~cnt8 si t-u~:ted in th-a terri tory 
of 6llothor Membf.!r Sta"'ce it 0 ' .... -

See 8789/80 SURE 14, pp. 8-11" 
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manns: 
;' . 4 

~,-,:~ln · the case of the ' head office, the authority competent 
,. ~ . . 

'. to supervise' in.9u..-nnce as referred to in .~ticle 6(2) (a) 
of ·the first c'o-ordinating Directi vej , .. 

r . 
in the case of agepcies and branches, the authority 

compe'tent to supcrvi.s e insuranc e e.s referred to in 

Article~6{2)(b) of that Directive, 
' " . 

" These authori'tiesare hereinafter referred to as • 

'"he',''ouper:visory auth,?ri ties of the State of authorization.J( 1) 
. ~ ; 

2c ~ For the purposes of this Directive and of the first 
co-ordinating Directive: 

.. 
L(a) "direct insurance business Trithin the territory of a. 

Member state" 

means the under,;,rritinp: by an undeTtakin~ of a contract of 

insurance ~v.ith n. policy-holder whose habit~al 'residence 

or central administration is in that Member State-1 (2) 

" . 

. . 
~ . 

The Ge~~ ~d French dele~tions were in favour of deleting 
this suopar2.g1'apn. It sb.OUJ.Cl 1:1 aTl.y C2.5 e be noted that the 
"mainten~'r)ce of the second. i~C:8nt is liuec1. to the !'C..2.inte2:.8.nce 
.of the reference to Article 6(2)(b) of the first Directive 
included in A=ticle 2(b) above. . 

.' 

" 

Text P""opcs p~ h.,- -t\.. ~ ~~ 1 In ~,., . ~ pl O .... ~ ~-; o~ tT'''' a r~""'rps pYl·~·d:~ VPS nT 

.6 

'. ' 

• ............. ..., J v.l.!. """ ~ ....... _ J.. .... ..-~ u ___ .. ~_ ... _ w __ .i....J. • ~ _._ _ - ).....I - _.L _ \J c_ _ _ _ . _ -.. 

the COI!'~i881on's 1:·3·,721 ~ ~ rVlCc er;.--cereQ a C2.tegoric:U. reserv.iti on, 
~e cr1 ~e=-lC:1 oi' ~hs lOC8:cic:n of the rj sk were to be adonted , 
the Bel~~ dele ;:2."Gio~ proposed. the fo:'lo?/ir..e; 17ord.i::g: 

,-the covering of risks situated in that territory" 

(see 8789/80 ~UR 14, ppo 10 ~~d 11).' 

•• 0/ ••• 
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(b) 

(1 ) 

- 4 -

"Niember Stu te in whj.ch the risk is si tuated ft means: 
........... _ ... ____ ~ .......... ~ts2IottMkc:a .... ----.......... ---..... -----

- the Member State in which the property is situated, 
where the insurance rela"teB to buildings or their 

contents; 

the Mer:lber. State of registration, where the insurance 

relates to registered vehicles; 

- Cthe Member State in which the insurer is established, 

in the case of poli'cies of a duration or" L'3J !..-6J 
months or less covering travel or holiday risks, whatever • 

. . 
the classes concerned with the exception of risks in 

.class 7 and those relating to the business activity 

of the policy-holder;~~ (1) 

the Member State in which the machine is located at the . 

time of the issue in the case of machine-issued policies 

of a duration of 3 months or less covering the risks 
referr~d ,to in the above indents; 

the Member State in which the policy-holder has his 

habitual residence or, if the policy-holder is a 

legal person, tte Member State in which the establishment 

to which the contract relates is situated, in all cases 

which are not ex~licitly covered by the foregoing indents.' 

'. ' ~ 

Provisional reservation by the Germa..l1 deleg-ation. 

• ... ·a 
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TITLE II 

PROVISIONS StJPPLENENTING THE FIRST CO-ORTIINATING DIRECTIVE . 

Article 3 (new) 
Establishment 

Each Member State shall require that an insur~~ce undertaking 

seek the authorization referred to in Article 6 of the first 

co-ordinating Directive if it has a centre of operations in that 
Member State which i-holds a standing corrlJr.~:)sion from the 

undertaking-1 (1) to L-present,-, (2) concluce and ~or~ (3) execute 

contracts of insurance. 

(1) The French delep:a tion WOUl.d. prefer to replace these words wi th: ' 
llis permanen"tly"" en"tl tIed on behalf of the un~ertaking". 

(2) The French, German and Danish delerations requested the addition 
of "present" and the substl tutlon of d or" for "a....'1d". 

The other delerrations and the Commission renresentative felt 
that those altera~lons would ex"tend tne sco~e of the provsiion 
excessively. 

(3) The Netherlands deleuation would prefer the following wording: 
"on the W1de.rtakin& I s behalf concludes and executes". 

[ . 

. 8788/2/80 
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Article 4- (ex Article 3) 

,t, .. . .~echnical reserves 

C1. Member States shall take all steps necessary to ensure 
that at least the follo\ring principles are observed in 

calculatinG the technical reserves: 

(a) The,unearned premium reserve shall be calculated, in 

principle, on a time basis. The calculation may, however, 
be made by approximate methods if these lead to 

approxim2.t.ely the same resul ts as i~di vidual calculations. 

The Gross premiums shall . be taken as the basis for the ., 
calculation. ThE: resulting unearned premium reserv-eshall 

then in principle be reduced " by agen-ts' commission and other 
representatives' charges (agency costs). Memb8~ States 
shall determine what is meant by deducti.ble agency costs • . 

.. (b) A reserve for potential losses from current business shall 

be formed if, on the basis of experience, having regard 
to the frequency and average cost of claims incurred during 
the financial year, insur&~ce payments are likely ·to exceed 

the correspondin~ net. premiums. 

8788/2/86 
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(c)" Por the purposes of calculatinG the reserve for outstanding 
claims, the future grabs expenditure on claims shall be 

estimated individually on the basis of knovm outstanding claims . 

. . 
Member States may permit flat-rate methods of calculation 

instead of i~dividual calculation where 

the nvmberof similar outstanding claims is so great that 

the flat-rate method leads to a resUl.:t; which is not 

significantly different fro~ that obtained by individual 

calculation,. or '. 

the nature of the risks listed in classes 3, 4: 5, 6, 7, 11 

and 12 in point A ... of the Annex to thE: first co-ordinating 
pirective does not permit individual calculationo 

A reserve for late claims shall be formed for claims incurred 
but .not yet reported · to the insurer; it shall be calculated · on 

the basis of experience in previous years, having regard to the 

probable trend of .claims expenditure. 

,. 

(d) As regards the risks listed in classes 4, 5, 6, 7, 11 and 12 

in point A of 'the Annex to the first co-ordinating Directive, ' 
', . 

'unearned premi~~ reserves and reserves for outstanding claims' 

may be combined. 
I : 

. ,.1"" 

~ .. /.~. 
8188/2/80 
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2 ~ " Systems based on an account over a period not exceedinG 
th'ree ;fears shall be considered as equivalent to the system 

d~scribed in theprecedine parae;raph for unearned premium 
'reserves and reserves ,for outstanding claims. 

':3. ' Underta~ings shall form equalization reserves for the 

credit, hail and frost classes and for the storm and natural 

forces other than storm risks, where such risks are included in 

the hail and frost classes. 

The equalization ~eserve shall each year receive 75% of any 

underwri ting profit for that financial year e Hovl8ver, in 1~he 

case of credi t insurance, the amount i·a.vol ved may not exceed 12'/J 

of the'net premiums for the same financial year. This transfer 

shall no longer be oblig~tory when the reserves have reached: 

in the ca'~'e of credi't insurance, 15~ of the highest an...~ual 
amount of net premiums received during the last' ,fi ve financial 

.years, and 

in the case of the other classes of insurance, 20010 of the 
' amount of net premiums for the last financial yea,r. 

, 
, ' ,Any un'derwri tirig loss which may occur in a given financial 

year in these classes of insurance shall be met from the 
•• reserve. 

4. The reserves referred to in this Article- shall be disregarded 

for purposes of calculating the sol veney margin and shall be 
under,exemption from any liability to tax.J (1) 

... .. 

8788/2/80 
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(1) Dele~2.tion8 agreed to review this Article in the light of the 
report()n--tec~"1i.cD.l reserves from the Conference o·f 8up0rvi sory 
authori ties (paragraphs 1 CLnd 2); they were favourably inclined 
towards paragraph 3. 

The Uni ted Kin.tT,dom delegation entered a reservation on tax 
exempti on ( paraerapn 4). 
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Article 5 (ex Article 4) .. 
Law applicable to the contr2.ct 

Thiff Article concerns the lp.w ~p:pli.CC~flble to contracts of 

. insura.nce -covering ri nks ei tUft ted wi thin the ~1ember Sta. tea of 

the Communi ty • 

'1. Whero a policy-holder has his habitu~l residence or 
central adminj stration wi thin the torri·tory of the Member 

State in vhich the risk is ' situated 1 the law applicable to 
the contrnct of inSUl~anco is governed by that Member state e 

2. Where a policy-holder has his habitual residence or 
central administration ill one ZLe:nbor State and the risk is 

situated in another Y~mber state, the parties to the . , 

contract 'of in~xrunce mEY. choose which of the laws of those 
. . 1 

two Member States shall apply to the contract. ( ) 

3. Where e policy-holder pursues an independent ce~.ercia1, 
'illduntrial Lor agricul turalJ (2) actin ty Lor an 

independent liberal :profesBionJ (3) and ·where the 
contract covers '·me or more riskn rcl?-ting to these.' ", 

. e.cti vi ties and 8i tu.ated in different Ilember States, the 

legislation of the Member States shall provide that the 

. freedom of 'choice of tho law applicable to the contract 
.... ' . 

. ' shall oxtend to the lans of those Member States end of 

. . 

: . . " the lfember State in which the pOlicy-holder has his 

J:. ~bi tuaJ. residence or central admin; strati on • 

. '~ .. -

. 8788/2/80-
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Reservation by the Lu::~ er1bou...rr:~ end Preneh cleler-atic.n s on 
the ""'r';'I"'Ic'; "!"'ilc O~j-~C ·1-0·~';·"-c~O;~..L-;~~~~-:'~'~e-:~;~~-on~'o·":;'~·""::~r!. '":I ..... ·..,.' .... n . 

~' ~ ..... 1:' _ • .L t; .... '-iI>tl G .... "'-...J J.. 'tu V-. .; 1./ ; ... .. _ ~ .. ..... .... ..... _.i. 

dele~"tion en the o:p1)licatic1" · of these 'Ol"ovisions-'" "GO -- .. ,"---

~oillpUrsory insur~ce ~ (see 8789/80 .5VRE ~4, ppo 12 and 13)~ 

Th.,~....JY£.r~{j ~_3,. J2.r:tz agreed to delete" "agricul ~ral" r on the 
unC1ers'tcUlul::J.g "'Cl:2..t lar5cc.a8cale · agrJ..cul tuJ. .. c t . ~ par-t:iculr...r 
that oriented towa:rtts the food in d1..".s tr'y, could be ,cove'red' 
by the broader expression II indus ~rinlactJ.. vi tylf .. 
The United Ki.~_t?:C~O ::l dc~ler.::-ation, ho-;vever, maintained its · 
ro'se"rvni:;-lC:1 -c=l1;S---'Uere-1;lon of tt2.griclU ~)..rn.1", which it 
cOllid wit~dr~~ if the referance to a liberal profession 
Ylere retainod in the text • At present the G-erE.D.:n ~~nd 
Lu..xcmbouTr- dcle r:l1tior.3 bed r8sorvations on :\;'ne inC~l.U8ion of 
Il1)oTa~"proie88ion80 

8788/2/80 
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4. Nevertheless, where all the Memb~r states referred to in 

'paragraphs 2 and 3 grant greater freedom of choice of the 

law applicable .to the contract, that freedom shall be 

maintained. 

5. Where the policy-holder pursues one of the activities 

referred to ·in parabTaph 3 and where the risk to be covered 
.. 

relates to tl:at activity end comes under class 4, 5, 
6, 7, ~11 or 12~ (1) in point A of the Annex'to the 

. first co'-ordillG.ting Directive, the 'parties to the contract 
may choose any law. (2) 

1:6. The choice refE:rred to in IJaragraphs ' 2~ 3 and 5 must be 

explicit or be clearly derived from the provisions of , 

, the contract or the circumstances of the case. If this 

is not so;· a-r, if -ri9. choice , ha-s bee~ made, the con~ra~t 
shall be governed by the law of the country with which it 

is most. closely connected. Nevertheless, a severable 

J • 

part of the co~tract which has a closer connection with 

another country may by way of ex~eption be goyern'ed by the 

law' of that other ' CO';'t1try ~ LThe contlact /sh9.11 be preS1;med, 

rs 

"unless proved otherwise, to be most closely connected. with the­
Member State in which ' the risk is sit~ated.~ (3)-1 (4) 

(~) Provisional reservations by the ~!"I.tL2n 2nd Italian dele~-tion~. 
(2) . Reesrvati9ns by the .. French and Luxembourg; delegations; sea 

note 1 an page Sa • 
. (3) Provisio~ reservation by the Netnerl2r-ds deleKation. 
(4) The D2n:"sll de:'e c'!'2."tic:: rese~~·ed its nasi t::'o~ on th:..s 

:paragraFn un .. :.l Article 5 ' (consumer- contracts) of the 
private internnticnal law convention on contractual 
obligations was incorporated into ~~~ex I to the Directive~ ' 

. ,". 

8788/2/80 
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7. . In nll CD~e8 whero a choico of the la~ applicable to 
the contre~t reaybe made, the provisions contained in 

Annex I sho.l1 apply. 
, ' 

Tho exprn8sicns lithe law applicable to contracts" and 
"the law aJ:.plicable to the contractU shall be interpreted' 

in accordnnce with the provisions containea in the first 

two para~aphs of Annex 10 

/:8. The choice of the law appl:tcabla to the contract may 

( 1 )" 

in no case affect the rights of third parties oJ (1) 

" (' 

The Bcl~2.n and United KL".J!'dom dele.~tion3 entered 
reservations on this parugrapn as ~~8y considerod it 
tmpoBsible to apply in practi~e in tlis forma 

The Corr~m_s8ion reDres~tative9 uroposed that in order to 
clari!'y the purpose BnQ scope of this paragraph an additional 
recital reading as fallons be inserted: 

. 

"Whereas the rights of injured third par'tles !C~.y 
be dete~ed either by means of the ~ro\~sians of 
the ·cont~2.ct of i!l~..1r2.nce or 07 the 1~71 ('.pplicable 
to those purties pirrsuant "to the rule3 OI private 
intern.ational law; whereas the determination of the 
law applicable to the contract of inSUT~ce may thus 
under no circumst~ces affect those rigj:ltslf. 

. . 

•• e/ co 4} , 
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Article 6 (ex Article 5) 

. Law applicable 

" LY,natev-cr law applies to the contract u.nder Article 5, Btl 

undertakjng must comply with those public policy provisions in 
, , 

force in th0 hlomber State where the risk 'is situated to which 
the \--TUdertakings establi:Jhed in tha.t Hembor State are 

. aubjectt)J (1) ' 
t :' . 

(i) This tc:rt \'"f~~S proposed by the Chair in connection ;71 th the • 
definition of the nTovision o:t services based on tho 
critorion of the policyholder's residence (A..~icle 2(c), 
first indent) II 

, . 

The.J3cll~8:t}.~.:..cl~_~ ~!-ic~'2: . ?C:l~i~0rQc:.. th~t . ~lJ.is prvVibivl.l 8hvuld 
, ~J_nS8r-CC(J. In 1'l'CJ..C J.I1 OI the J)lrectlve o 

The Danish dplp0"8tinn l!rflnfl~P0 the f011cw'inno p.lt~rnr:tive 
\exl: ~ 

. "Article 6 

Whatever lnw applies to a contr~ct under Article 5; 
an insurenc e unclert aking t!!r.lst comply wi th 

(a) the provisions of tho law in force in the Member State 
referred to by the third paragraph of Article 60 of 
the EEC Tr-eaty and 

(b) ~cithout prejudice "to subparagraph (a), the prcv~isians 
of the law in force in tb..e Member State in which the 
risk j.s situated governing the protec-cion of third 
parties and applicable to every i:1su!'21lce undertaking 
establisted within the territory of that Me~ber State 
Cinsofar a3 en undertaking 'is not Sl:.b,j ect to similar 
prescriptions in the Member Stat 'e in which it is 
established J ." • ~ 

POI' delegations' positions see 8789/80 SURE 14. PPe 13, 14 
and 15. . .. 

. ., ' 

ee./eee 
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Article 7 (ex A...-ticle 6) 

Conditione of operation 

. Notwithstanding Arti cle s 8 ( 3) and. 10 (3) of the first 

co-ordinating Directive, :Member states may no longer apply 
provisions which require prior ~or ex post facto-1(2) 
approval of general and special polj.cy conditions and premi~ 

rates to contracts covering one or more of the risks in 

. claoses L4, 5, 6~ 7 p 8, ' 9, 11, 12, 13· LeX'cept for nuclear 
'risksJ (3), 14, 15 and 16J (4) in point A of .the Annex to 

the first co- ordinating.Directive, wtere the policy-holder 

pursues an independent commercial, industrial ~or 

agriculturalJ activity ~or an independent liberal 

. professionJ (5) 811d where the co~tt'act c0vers a r~.sk 
relating to such activity_ 

2~ The provisions of paragraph 1 shall not prevent the 

) .. 

supervisorY authority which grants the.authorization from 

having the ability to require ex post facto notification o~ 
general and sp·ec·ial insura:lce policy condi tionS, premium rates 

'and'any other documents necessary for normal super·r.Lsion 
purposes 0 ,. . 

. 
Similaxly, the provisions of paragraph 1 shall not 

prevent the competent authorities of the Member State in 

which the undertaking is authorized from ha~ the ability 

to require t~at under~aking to supply any document 

nece~sary for checking compliance with the mandatory 

'·rules in force in that State and particularly with .. 
provisions relating to risk prev.ention and public safety 

policy in general and prices policy in general.~ 
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(1) The Irish d81otr.?~~;. on otil1 had a general resGrvntion UJltil a 
aelini te \n/ox'd.lng '\7a8 docidocl on for Articles 9 ttnd ,10. 

For the problem of ' the Article~s coverage, see 8789/80 SURE 14, 
PP c 1 6 and 17. 

(2) Reservat:i~on by the Itnlie.n clele;;,p.tion and provisional re8erv~.tion 
by 'the }"T8nch,Se~_e~~~o-n: 

,(3) Provisional reservation by the Uni ted Kingdom delegatj.cl!,. , .. 
(4)" See 8789/80 SUHE 14, po 17,' 

{5} The L~1.x8mbourr~ delep8,tion entered a reservation on the reference 
1;0 li"bcra1 u:..~oI'e:J3icil81n connection 't"{i th the inclusion of class 8. 
The Uni ted Kinr:dc~ dele gation could ag-ree to the deletion of 
"agricultura.l,I-lT-t'rl81"GTerenceto a . iiberal profession were 
retained (see footnotes ' 2 ?ll9-. 3 on P~ . 9a). 

I • 

I • 
.. - . 

t- " • 

' ... "./ ... 
, , 
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3. Parag1"aph 1 shall not apply to Member Stnt'cs in respect of 

"Gh009 rioka for which th~y have made insurance cover 

compulsory (1)e 
- . ' 

• ',1 

~4. The provisions of paragraph 1 shall not impede the 
application of provisions which do not require the approval of 

general insurance conuitions for insuring buildings against 

fire but which provide that the legal effect .of approval of 

the conditions shall be such that an insurance policy taken out 

under approved conditions is valid vis-a-vls mortgages or 
other holders 'of riGhts over the innr.ovable property concerned 

in respect of whom the owner is obliged to insure that property 

against fire.-1 (2) 

Article 8 (ex Article 7) 

Supervision 
. Each ll1embe.r State shall take all steps necessary to ensure 

that the authorities responsible for supervising insUrance under'.,.. 

ttlkings have: the powers and mefu"1S necessary for supervision of the 

-activities of insurance undertakings established on their territo:fY, 

including activities engaged in outside that territory, in 

, accordance with the provisions of the Council Directiv~s governing i • 

these activities and for the purpose of seeing that they' are 

.implemen ted. (3) . _~ 

8788/2/80 
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.. 
) New paragraph proposed by the Commission (see 8789/80 SURE 14, 

. po 20) . 

(2) The addition of this paragraph was called for by the Danish 
~eie¥ati~l:l' which could drop its reque~t if class""lfWe:i~e-

e e oed In Article 7(1). . . 

(3) The' German dele{!ation proposed that the following statement 
'be entered in the COlillcil minutes: 

'''The Council considers that the powers and means 
referred to in Article 8 illust enable the responsible 
supervisory authorities: 

to 'make· detailed enquiries about the whole range of the 
undertaking's business, by seeking information or 
requesting busines.s docUJllents., by carrying out 

-investigations in the business premises of the 
undertaking or i ts interrnediari~?s, or by attending 
meetings of the undertaking's executive bodies; 

- to take any measures wi th regard .ico the undertaking 
~hich are appropriate and necessary to ensure that the 
.conduct of its business remains in conformi ty wi th the 
scheme of oper2.tion3 and ~he legal and a.clministrati ve 
provisions with which the undertaking has to comply. 
in each Member State and to prevent or remedy any 
irregular situations ~which constitute a risk . to the 
interests of policy-holders; 

to implement the required measures, if necessary on a 
~compulsory basis." 

.. 

. : 

. • c ~ / .... 
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. . . ' TITLE III 

PROVISIONS TO FACIIJtTATE THE EFFECTIVE EXERCISE OF 

.FREEDO;~ ·TO PROVIDE SERVICES (*) 

' .., ..... 
Article 9 (**)(ex Article 8) 

" Conditions of admission 

'" Save as . provided in Article 3, any undertaking which 

complies with the provisions of the . fir.st Directive 

and wishes to provide services on the territory of 

8...l1other lIenber ' State shall seek authorization for that 

purpose from the st:.pervisory authority of the Member 

. Sta,te Lin which it is establishedJ. (2) Authorization 
" . shall be given individually for each class of insurance 

and for each Menber State. 

(a) An undertaking seeking authorization to provide 

services from the territory of the-Member State in 

which its head office is located shall give the competent 

authorities of that State proof that it possesses the 
solvency margin provided for in Article 16 of the 

first co-ordinating Directive. 

.. 
. ,. 

• • 

. -, " 

-# 

. '~ 

The Belgian dele~ation wa~ted it to be specified at the beginnin~ 
of this 'l'i tle ina'C tho nrovisions of Ti tIe II 8Y.i.d the first 
co-ordinating Directive-applied ~o business involving the provision 
of services, save as proviied in Title III. 
Compromise proposal by the Chair. 
General reservations by the Uni ted Kingdom 2..'Yld NetherlEL."1ds 
delegatio~s. ~ 
~eser'~ T~~IJ' l OnS ~oy +he I+all·o~ G B 1· d Fr h n v co. - .... . vl... u 2....~, ... erman, e ..... g1.2...11 an enc 
delegations; see-8"/39/80 Sea 14, p. 18. 

' . 

. .. . . . 
e • . • / _.0. 
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C(b) An undertaking seeking authorization to provide services 

from the tefritory of ' 8 Member State which has authorized 

the opening of an agency or branch in accordance with 

Article 10 of the first co-ordinating Directive must sucrnit 

to the competent. authorities of that St~te a certificate 

issued by the , competent authori ties of the head offic.e country, 

attesting that it possesses the solvency margin provided 

2. 

for in Article 16 of the same Directive. 7 (1) 
.-1 

The said undertakin& shall submit to the competent 

authorities either of the head office State in the case referred 

to in paragraph 1(a) ~or of the State of the agency or branch 
in the ~ase referred to in paragraph 1(b)~ (1) a scheme of 

operations containl.ng the i'ollo\ving particulars: 

(a) the Member State(s) on whos'e territory it intends to 

provide services; 

(b) the nature of the risks which it intends to insure on the 

territory of that State or those States and the premium 

rates it ~ntends to apply; 

(c) the general and special policy conditions. 

. . 

Reservations by the Itali2...'t'l7 Fre~ch. LtL"Cernbourl! 2-Yld German 
dele~8.tions (see not8 1 on p. ' ~8. above and po~nt 2 on p. 7 of 
E789/80 ~aRE 14). 

. . 

I . 

. .. /.~. 
8788/2/80 
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C(d) the information which the supervisory authorities of the frIember 
State 'on whose territory ·the undertaking intends to provide 

services request from undertakings established ther·e.J (1) 

However, the particulars referred to in (b) and (c) above 
shall not be required with regard to the risks in classes 4, 5, 
6, 7 and 12 in point A ·of the Annex to the first Directive nor 
shall the premium rates referred to in (b) above be required with 
ret:.;ard to the ,risks in classes 14 and 15 in' point A of that Annex (7 

The -particulars re!erred to in (b) and (c) need ~ot be required 
in the case of risks in class 11 in the same point. 

The supervisory authority Cmay also requireJ (2) the 

following information to be supplied: 

(e) estimates rela.ting to management expenses; 

(f) estimates relating to premiums aDd to c.laims, in respect of 
. \ 

the new business. 

. 1 ; 

The 1ttx0'7!boti.:' > ~. ~;etherl2l1ds anc. United Kinr:c.on dele~8.tions, 
tOf;ethcr V/l til ine CCrJJlS2l0n :."'epr-esen"t2."tlves, 'rvoUle llKe this 
subpar~?raph deleted. 

(2) The D:4Y).isll deleLTation wanted this replaced by "shall require ll • 

8788/2/80 
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3. The particulars in the scheme of operations referred to 
in subpara~uphs (n), (b), (c) a~d ~(d)~ (1) of the 
precedinr. parur,rnph ·shall be forwarded to the competent 

authorities qf the State on whose territory the undertruring 

intends to provide services . The authorities in question 

shall make kno vt'n their ' opini on to the authori ty res ponni bIc 

for giving the authorization vrithin 3 months of receipt of 

the docwnents e . [For' the authorization to be granted , the 
opinion must convey their assent .~ (2) 

Any dissenting opini C)~ 2.....lJ.d any decision to refuse an 

authorization shall be accom~anied by the precise grounds 

for doing ~iO and notified to "the undertaking in question . 

In the absence of any comment V'rith~n the abovementioned 
period of time the opinion of the authorities consulted shall 
be deemed to be favoura91e. 

Assent may be refused only if under ·the same circumsta~ces 

the supervisory authority of the country of o.peration would 

refuse Rv.thorization to an undertaking established on its 

territo;y.-Z7 (3) 

"Article 10 (ex Article 9) 

Conditions for nperating 

L\*) 1. If a supervisory authority notes that the rules in force 
in its St~te are being violated by an undertaking providing 

services o~ its territory, it ~sha11 refer~ (4) its 

grounds for complaint to the supervisory ~uthority of the 

authorizi:lg St?.te 2nd shall propose suitable measures for 

putting an end to the situation . 

• •• / . e • 

·. 8788/2/80 
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(1) See footnote 1 on pa~e 170 

(2) Rcncrvation by the United Kinrrdom and Nethe-rlands delef':f:ltion~ 
'and the Commi 8si O!1 T:?DTCS e~rG2. ~l ,\res o .. .,I 

The D2-l1ish deler;ation proposed the addi tion of two new pare.graphs 
worded as follows: 

"40 . Where 8...11. authorization issued pursuant to :p2.ran;rnphs 1 
to 3 is not issued in the of::i.ci2.l l811t~uflge or l2.n~.J.2, .c(es 
of the State in which the undo'rtakinr; intends to pro'vide 
s ervi c e s , a SWOTIl t ransla ti on shall" ac company ito 

DOClL'TIents which are to be :on'v'arded nursua.l1t to the 
first sentence of the first subparat;raph of par8,r;r2.ph. 3 
shall likewise be translated Q~less othe~rise agrced by 

' the authorities in questiono 

50 The r1eht to apply to the courts, granted in 
Article 12 of the first Diroctive to persons whose 
applications for authorization have been refused, can be 
exercised only before the courts of the state which 
deli ver€d the opini on 'Iii thin the meaning of paragraph 3 
insofar as 3UC~ application to the courts COnC81TIS the 
particulars or c.ssessments given in that opinion." 

As this proposal was tabled at the last meeting~ the ~tlorkin~ Pc,rty 
was unable to make knovm its views on ito 

(*) The Itali2n deler~2.tion, wi th the support of the Frel1ch~ Irish, ' 
13elrd.211 Ol1d Ger:W.ln dc;lep2.tions, requested the adai ~ion or' 0, ne\v 
paragraph 1; sce E7U0/8o-m:rnE 14, PP$ 13, 14 aiid 1541 . 

_(4) Reservations by the :Soldan 21ld Uni tcd Ki..n.n:dom deler~8,tions v/hich 
Vlould like this provision -Co be optiorlal. 

To makn it clear thflt this clause does not 'Prevent inforInc:l 
contact between an insurer underwri tins services business 2-tld the 
supervisory authori ty of the Member state in which it is LL.~der­
written, the C0mmission r~Dresentativcs ~roposed a stAtement in 
the Council minutes ClS 1:'o11ows: 

8788/2/80 
. (ANNEX I) 

"The' Council he~eby states that the procedure laid dO\Tll in 
Article' 10 doe:) not prevent the supervisory' 2.uthori ties of 
the Member state in which servi.ces a:r-e provided :rof.1 :naking 
direct contact 'Ni th the undertaking providing them. ," 
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2. The authorizing supervi sory auth,ori ty shnll requi re the tUlder-

taking to provide it Vvi th any documents necessary to estnbli8h 

wheth~r the complaint is justifieu6 Z-The information so obtained 

shall be passed on to the supervisory authority of the Member State 
in which the services are being provided._7 (1) 

30 The supervisory nuthori ty 0: the authorizing State shall t c=xe 

all the appropri2.te measures, which may extend to w:!.thdraw8.1 of the 

authorization referred to in Article 9, to put an end to the 

infringements of which it has thus been notified. It shall inform 

the supervisory authori ty of the r-:lcmber state on whose terri tOr'J 

the Jmdertaking provides services thereof. 

4,. l ,f, in spi te of the measures thus t2.ken by the authorizing 

State or where such measures prove in2.dequate or no measures have 

been tru<en by that state, the undertaking per~ists in violating 

the rules referred to in paragraph 1, the Member state in which 

the services are bein~ provided may, after having informed the 

supervisory authori ty , of the authorizing state, take such appropriate 

measures o.s are strictly nocessary to put an end to the situation 

~; these may go as far as a ban on operation-1 ' (2)_-1 (3) 

. ; . 
'(1) Provisional reservation by the Uni ted Kin9.:'dom delegationo 

(2) Reservations by the Netherlands and. Uni ted Kin.gdom deleg2.tions. 

(3) Reservations on the A.rticlo as a whole by the Netherlands 2nd 
Uni ted Kingdom' delegat ions. · 

••• '/ . o. 
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'. Article 11 (ex Article 10) 

Compulsory insurailc e 

1. Whatever law is applicable to the contract under Article 5t 

contracts concluded by way of freedom to provide services that 

cover a risk. for which insurance is com¥~lsory in a particul~ 
Member State must comply with the provisions specific to such ' 

compulsory insurance obtaining in that r\~ember State 0 

2. . In particular: 

3. 

(a) where the Ii:ember State reCiuires proof that the obligation 

to tak,e out insurance has been complied wi th, it shall 

accept for this purpose a st~tutory certificate issued by 

an insurer operating by way of freedom to provide services; 

(b) if in that Member State the insurer has to notify certain 

competent authorities when cover ceases, termination of cover 

shall not be invocable against injured third parties until 

one month after the date on which the competent authorities 

receive such notification from the insurer •. 

Each" lilember State shall provide the Commission with a list 

of those types of insurance which p~e comp~18ory under its " 

legislation. The lists shall be published and subsequently 
.~. (1). updated in the Official Journal of the European Communl~les 

(1) See 8789/80 SURE 14, pp. 19, 20 and 21. 
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Articl '9 12 (ex Article 11) 

Information for policy-holders 

I..-Where insurance is presented by way of freedom to provide 

services, the pr~:roser must be informed L, . before comlli tting , 

hJmself,J (2) that the contract will be concluded with a head 

office, 'agency or branch not esta.blished in the Member State in 

which the service is providedoJ (1) 

Any documents issued to the policy-holder must contain the 

information referred to in the :preceding paragraph. 

~rrthermore, the policy or any other document evidencing 

cover must specify the address of the insurance ~stablishment which 

is actually providing the cover. 

CThe requirements in the first two paragraphs shall not 

apply to the contracts referred to in Article 5(3) ·and (5).J (3) 

(') Reserv?.tion by the Netherlands dele.qation which considered 
this clause discrlilllnatory. 

(2) Reservation.by the United Kin~dom dele~~tion linked to some 

'. 

I extent with the- scope oi The excep"tion In 1;:1.e final paragraph. 

(3) The Italian and Danish deleaations were in favour of dele.ting 
this paragra?h. 

. ••• /. fI ~ 
8788/2/80 
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. Article 13 (ex Article' 12) 

Special operat~g account 

'L10 The supervisory authority for the head office shall 

require it. to keep, for each class of inSUT2l1Ce ~'Y}d for 

each IJembcr State, a spc'cial operating account ~ri 

respect of all business transacted by way of freedom to 

provide services, including that transacted by its 

agencles and branchese This account must include the . 
items set out in the Annex. 

2. The su.pervisory authority for the head office shall, 

if' the supervisory authorj_ ty of the ~cmber state in which 

the service is provided so requests, fo:r:-warc:l a copy of the 

special operating aCCOlli'"1t to the latt ere . 

. 3e In. the case of undertakings keeping their aCCOUJ.1ts 

in acc'ordance with the system provided for ~n Article 4(2), 

the operating account may be restricted to the net preciums 

received, less brokeragE, ~d the .claims paid. ~uring the 
ca.lendar year, set out by class of insurance and countrJ 

of originD'J (1) 

.. 0 ./ ••• 
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<.1) The_~~.nc!1, Itali3~ Gerrn.3_2) , Irish, Dani~h 2.!:cl Iuxembour:rs: 

:~leJ:.et:iltions .. r:ere t:3.sically ir.:.' IS"vour 8i the 2.p~ro2.cl1 in "this 
Article but could agree to SOIJ8 classes being cOr:1bi.ned so as to 
strea:Jline to some extent the information syste~ll laid down in 
Annex II to the Directive. 

The D8nish deJ.e,:r8.tion, requested that each f.~~er..cy and bra."1ch t .•. · 
should also lcee~) a. . special ope::-ating accour~t for business ~ 
transacted by way of freedom to provide services", as it felt t:h.at f. 
this require:nent followed fr08 Article 15 of tl1e first co-ordinat ir:: 
Directive and from Article 14(1) of this Directive. l 
The Italian 8Ylcl Ii'rench deler-( 2. tioYls Vlere anxious that the 

" supervisory au .Jch ori'eIes stoD.ici r:8 ~able to o;)t:lin from insurers 
who vJ1c1er\'lri"te services business the ·sa..'TIe iYlforT1ation as they 

'obtained from. those op8rat~ng via establishuent. 

The Netherl2.."tJ.ds, Belf!ioD [L"'1d Uni t ed Ki~f.dor:1 dele;<:!'Cltions felt t1:2.t 
this Al"'ticle :"1 ,~:.c.!.e very he2-v':T C1e:'1321ds on ill~ ~,_~reT8, w}liC11 ,,";ere not 
always necesso.r,Y ; they \vould therefore favour a clause gi vine; 
superviso:!."~r 3.uthori ties ~he option of requiring information from 
insurers aCo'J.t their services ~Jusiness, while leaving it to ' !,~he 
'Conference of Supervisory Authori ties to decide what kinds of 
inforr1ation could be requGs-:ed. The COffiillission could go along 
with this a'9~ro2.ch. 'The Eel; i2..t"1 delegation '3 position 1;vas, 
however, distinctive in holdi,llg tha.t it should be possible for 
such information to be requested directly from the insurer by 
the supervisory 2,uthori ty; of tIle country in which services were 
supplied. . , 

I 

~ 
( 

I 
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Article 14 (ex !~rticle 13) . 

' .. Technical reserves 

The technical reserves relating to con.tr2.cts concluded by 

way of freedo~~l to provide services s4all be subject to the 

rules laid dovID by the state of est~blisr~e~t or, failing such 

rules, shall be in accordance wi th establis~~ed practice in that 

S~ate.J (1) 
,". 

2. LSuch technical reserves must be covered by equivalent f1~!d 

matching assets. They Day "be loc:llized wi t:~out restriction 

anywhere in the Communi ty • ..II (
2 ) 

Six delerrations were in agreer:1ent. The Bel:~;,i2.i.! jeleg2~tion thought 
'that res~rving s 'hould follow the rules of ttc:; country in which 

. ·services were provided. Unless co-ordina tio~: lLlder Article .'j. W2-S 

satisfactory, the French 2nd Its.lian deler:ati ans wou1d go along 
with the Belgia~ delegation. 

Localization 

The Netherlancls, German a11d iJni ted I(ingdolll deleg ,~tions agreed -:a 
the Commissio.~l proposal • 

. The Belgian, Irish and Ito.lia!l delegations f:Jere in favour of 
localizat~on or' 3.ssets ln ei -cher tile countr~r of establishmelf t 
or the' countr;:/ serviced. 

The French m:cl Iuxembourt( deleRations felt -',;>s.t the assets should 
be localiz·ed in tte :,'lemoer ~.Jt2te whose sUgervisory 8.uthori ties 
supervised. the technical l"'eserves. 

The Danish dele'T2.:tion was in fayour of loc2.1ization of assets in 
the countr~r of risk only, for industrial acciG.ent yolicies. 
~( t hO .J... 

~~£2:.~~~~~~§' 
The Commission ~eDresentatives suggested appending to the 
Directive t~e results of th~ Confer$nce of Supervisory Authorities • 

.. 
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At the meeting on 11 and 12 September, the Danish delegation 
submitted a proposal fo:c an Article 14awliich the 
Worlcing Party did not manage to discuss. The proposal reads 
as follows: 

'''Article 14a 
~ " 

NotVlithstcmding .the provisions of this Directive a 
Member State sh~ll be entitled to re"tain or introduce 

" rules requiring an insurer, under eQuivalent conditions 
to those .for insurers established in that Member state, 
to join any pools, guarlli~tee schemes or other similar 
schemes designed to afford policy-holders or injured 
parties furt.l.1er guarantees that their claims on -
insurance by laVl or under an insurance policy can be 
mGt, where the insurer: 

(a) cover;:: a risk si tuated vri thin the territory of the 
Member State conce~ed; or 

(b) under .. vri tes 2-11 insura..Ylce policy for a policy-holder 
resident or established within the ~erritory of" 
that Member State; or 

(c) has lL.11derv,Ti tt"en insurance which is compulsory for 
the policy-holder under the law of the Member State 
concerned irrespective of rrhether either or ooth of 
the parties to the insurQ.."Y).ce policy is established or 
resident outside the territory of that 11eIJber State 
and, regardless of whether the risk as defined "in 
Article 2 of this Directive is situated within the 
"territory of that Member state." 

8788/2/80 
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Article 15 

Tax treatment 

All inSUT8.J.'1Ce contra<?ts L concluded by way of freedom to 

provide services~ (1) sha~l be subject solely to the tax 

system in force in the Member State Ylhere the service is 

provided wi thin '· the Ille2-Yling of Article 2( 1 ) (c) 0 

The insurance establishment coverjng the risk shall 

collect the indirect taxes and parafiscal charges due in 

this connection and shall pay the~ to that Member state in 

accordance wi th the rules laid do vin by that state. That 

lVIemb·er state may require that the insuranc e est2.blishment 

appoint a L correspondent establi s h ed Vl:t thin its territory and 

obliged to supply it with any information necessary for the 

correct collection of the taxes referred to in the previous 

sentence~ (2) La tax repre~entative established wi~hin its 

territory and jointly and. severally responsible for payment 

df the taxes referred to in the previous 8entence~ (2) . 
(3)(4) ' . . ~ 

. e./ $ (I . " 
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( .) ~he Bel{22.n and French <?-ele :~tio!is would be in favour of 
deleting all reference to the freedom to provide serviqes and of 
illsertinG the te t thus amended into Title II of the Directive 
as a gener2l provision. 

(2) After the idea of a correspondent or tax representative had 
been sur..:gested at the meeting by the Italian d el ep:2.tion

t 
the 

9ther deleFations gave their ini ti2..l rC2.ctions subj ec"c ~() more 
detailed e.·:2IlllD2.ti ol1 G The Da.Ylish and German c.elegations ',~; ere in 
favour of the IIcorrcspondentllo The Belgicm, French, It2.liilll and 
Luxembour{S' delegation£.) Y/ere in favour of the "responsible" tm: 

. representative . The Irish, Netherlancis and United KinGdom 
delecations were not ina position to ccmment o 

The Cor..:.f.1is s ion rcnresent 8:t-iv8S said that if the insurance • 
establisll.L1cnt did not cO!J.ply vlith its obligations under the 
second paragraph the provisions of Article 10 viould applyo 

All deletration~-) and the Commiss ion renresent2-t:i.ves considered it ___ J. ___ ••.• _ _ 

essential to give a reminder in 2- recital of the need to 
harmonize the systeos at present in force intl?-e insurance field e 

The Doni s h clclerrati~n felt that in the case of parafiscal levies 
\ 

the system applicable \vould be that referred to in the 
Article 14a v:hich it had proposed • 

. \ 

. . 

o • s/ ,,' •• 
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Ar-ticl e 16 (~IX Article 15 )' 

Non .... member cou11tries 

.. '!..-~ . 

"~'. ' . ' ~~ ". ' .. 
The .Member States may grant the authorizv,tiorr"r.eferred to , , . 

" . in Article 9 to the' agencies and branches ~ esta.blished wi thin 

th~ir ter:ei tories, of undcrt[L:':ingn the head offices of v7hich .are 
s"ituated in non-member countries. Such nuthoriz~tion shall be 
conditional upon thG n,greement of the Memb,:!r State in which 

eeryices are provided o 
.. 

Where the non .... member CO~1t,ry concerned. has concluded an 
ngl' .:!ement with the Community on the basis of Article 29 of the 

first co--ordinating Directive , uuthorizri:tion shall be granted 

subject to the conditions imposed in: Article 9. (1) 

~ITLE IV 

FINAL }'ROVISIONS 

Article 17 (ex Article 16) 

~ . The Comffiission and the competent authorities of the Member 

states shall collaborate closely for the purpose of facilitating 
the supervision of direct insura.'t1ce within the Comrnuni ty and of 

examining any difficulties which might ariee in the applicatio~ 
of this Directive. (2) .. 

• I . -
• • 

'. "( 1) New proposal from the Commission departments reflecting an 
• approach to i·'hich nast dele-eations re2.cted favourably. The 

Belci2n And Dar.ish c_eler!aticns maintained a reservation in 
cormection ~, .. i til the 2.u-cnorlz8.tion procedure . The French, I t alia..Y). 
wId Irish dele~ations entered a reservation on ~he principle. 

The United Ki~ ~do~ deleaation sai1 it would be proposing an 
6mendmen~ ~o ~nlS ~e:~ so as to me~tion t~e b~efits, as well 
as the Guperv-ision rec_hlrenents and" difficul ti cs, wili ch could 
arise from the Directi v·e. 

8788/2/80 
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Article 18 (ex Article 17) 

. ~ CTPc COr;rr;Ussion shall fOTYtard to the Council regular 

reports, the .first being made L.Vli thi~ 'f.:i,ve years of notification 

.. or tris ?irecti ve, J (1) on the developn:ent of the marke·t in 2 

insurance transacted by' v\ra.y of freedom to ,.provide· services oJ, ( ) 
, . 

Article ,~ (ex Article 18) 
. , 

., ... . .... 

Melnber States shall 8lDend their national J?rov~s10ns to 

comply \nth this Directive vnthin ~eighteen-1' (3) months of 

f 
1 
t 

I 
I 
I 
j 
t 
r 

I 

I 
t 

its notification and shall forthwi th infor:1 the Commission thereof 0 ~ 

The :prov:;.sions trLus anended shall be 2.pplied within Ltwenty­
fourJ (3) mon-:-:hs of notificatione 

.. 
'Article 20 (ex Article 19) · 

. , 

Upon notification of this Directive, ~e~ber States shall 

t 
i 

l 
t 

ensure that the texts of the ID2.in laws, reQuations or adIninistrati'v i 

provisions which they adopt in the field covered by this Directive 
are, co~~icnted to the Co~ssion • 

. t 
{ 

It was aGreed that when the Directive was enopted this phrase 
would be replaced by the relev2nt date. 
Provisio;'13.l :reserv2.tion by t!"l e Irish dele;:ationo 
.The D2-.~ish, It2.lic.r.. 2nd Ir.is~ de.ier;;2.:l0:--~::; r;2...~'ted both periods 
to be C ....,-J-81"'C.c;:)"1 "':""IE !'lo ......--. . ..... ..,...., ·...,... c Y'· c·t1 .·:: ........ o-r-l<-Y1dC- c,...,a 

.J.}..\J ..... "-'-....L, ~..-- VI",..I..L,,jj_':"-' .. ,, ~.J.. ................ ,~ ~A.."""""" ~ .. 0 Ct.....A. .... 

LUX8T:'lbo"1...:T.":: Qelc~2.-c:8:-:3 -:'::8 : ' ~::--s~ 'DS:'lOJ.. c:--..J..v. ~:..s.2 
unI1-e~Q--L~:-:·1-~~Q~n-~-~-Q-~c-~·~-; -e-~-~-~io~ ~hou&~t~tbe pe=iods w-e-r-e adequate 
and yr2..S i'lr .. i:.y oppCS8a to 2..."'rJ ex-tensiol}., especially of the 

d -+ d ~.-.. , .", 1'" ~\-., . +" secon one. 1.1.1 ...,.;as agree, as .lor ~.rtlCl.e b, \.l~4at ... ne 
periods vould be replaced by the relev~~t dates. 
TheD2-"r1is!1 deleC2:tion thought En Articl-e 19a should be 
Inser"t8C:, s·c:'pU:2.~l:c.~ t::2.:t the provisions of. };he Directive 
could not apply re,troacti velyo 

, '. 

" : ~ .00/4 •• 
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Article 21 (ex f~~icle 20) 
;' . 

Th,io Directive is addressed to the !:JeDb~r States • 
•• _ .. . 1 

·8788/2/80 
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.\ 

Done at 

• 

For the 'Council 
The President 

. . 
.lds/JF/dm 

•• ( 

E 

I 
f 

I 
i 
! 
r 

.' \ 



) . 

., 
., 

Scope of 
fhe 
~licable 
l "a\\' 
(Arle 10) 

. ANI"EX 

Annex I to the Directive: 

. 1. The law applicable to a. contract 'by virtue of 

Article 5 Mall govern [ -in particularJ (1): 

(n) interpretation, 

(b) performance, 

(0) within the ~lin1its of the pO\7ers conferred on the 
C?~ by its proccdlll~l law, the consequences of 
'breacr~, including th~ asseS2lD.p.ut of de.me.ges 

insofar as it is governec:. by rules of law, 

(d) the various ways of· extinguishing obligations, 

and pr~scription and limitation of actions. 

• 

In relation to the manner of perfo~8nce ana the 
steps to be taken in the event of defective perfor~ance, 
regard shall be had to the law of the country in which 
performance takes plncee 

I: 

(1) The Belccn dele.zaticn V70uld like this 'nord to be deleted . : 

·f 

~e .. / • • • 
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Er.c 1 v. 8 ion s 
":41'o:n F 

2 I} LThe follo~tin.g l1lattero do not fall wi thin the 

scope of ¥~ir,le 5-1(2): . 

' . . 

878e/2/80 
( ANl',t;X I I ) 

(a) que~io~s invol~~ the statuD or legal capacity 
. of natural p'ersons, wi thout prejudice to 

para.graph 6 of' thi s An~ex, 

C{b) contracTual obligations relating to willG CL"1d BUcce!.:sion 

rights :in property e.rising out of a matrimonial relntion­

ship, rights ,and duties arisin.g out of e. family rela:tion-­

ship, parentage f tl2.rric.ge or affinity and maintenance 

obligations in respect of children who are not legitimate, 

(e) obligation3 arising under bills of exchrulge, 
cheques, promissorj ~otes and other negotiable 
instruments t -1 (3) (4) 

( d) arbitration .agreeI:jent s and agreement s on the · choice 
of court, . 

(e)' the creation·, by registration .or otherwise, legal 
~apacity, ~nte~~l organization Dr winding-up of 

compar~ies and other bodies corporate or unincorporate 
and the personal liability of officers and members 

as such for the obligctions of the compar~ or body 
corporate or unincorporate, 

(f) the question whether an agent was able to bind a 
prinCipal, or an or~ to bind a company or ~ody 

corporate or unincorporate, to a ,third party., 

(2) The ?r~~c!: dele£"9.~ion suggested the following amendment: 
'1'ti"fhe law 8.~~lJ.cabreto a cO!1tract by virtue of 

3 Article 5 shall not £:overr:". 
( ) The :FTe::c~ ~22.e["3.'ticn S"J.ggested the addition of these 
. subpar&~pLS WD1CL co~espond to Article 1(b) and (c) 

of the private international law Convt3ntion. 
(4) Prov:'sional reservation by the I.rish c..ele~tio..Yl. • 

. ~~/ ... 
lds'/JF/~b E 
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Mondatory 
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TErti Col. 2 7) 

:.- 3 -

.(g) the co~~titution of t run ts und the rel ation2hip 
between Bcttlorn t truateea B~dbenefici aries , 

(h) evidence and procedure, rnthout prejudice to 
parngrnph 9 of th~s fJmex, 

(i) ·the ex~rciae of the rights of third parties . 

In the a.pplication of Articie ' 5 (4) Land wi thout 

pre judice to the appl i cation of , Article'- 10 and 

Article 7~, effect may be given to the mandato r y rules 
of the law of 8:ny country with which" the oi tuation has 

a 6ignific~nt connection, if and insvfar as, undeT the 
law of that country, those rules must be applied wh8.~.-. . . 
ever the la.w applicable to the cor:tract. In co~idering 

wl:\ethcr to give effect to these !IlB:.ldatory rules, regard 
shnll be had to their nature and' purpose p.nd to the 

co~equence9 of their application or non-application. 

Nothing in the precedi116 subparagraph shall restrict 

the appiica~ion of the rules of the law of the forum in 
a 8i tU3.tion "here they are :nancla-tory' irrespective of the 

law otherwis~ applicable to the contract .• 

. , 
I 

(4)" New text' proposed by the COIre:!ission repre~entative9. 
The F~ench 2:,.Q Ir:'..sh ~eleQ"aticr.-S would p~efer a pro'lision 
of this nature ~o ce ~r~e~eu +n the text of the Directive itself . 
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Mat eri al 
V8l~ 
lArticlc 8) 

Forolnl 
ViLI1CITty 
Tll:o:t i c 1 ~ .-2 ) 

8788/2/8C 
(ANNEX II) 

4. 

4 

. 
Tho erl~cn~o CJnd ,ro..l1c1i ty of Q eontrnt:t, or of r:m::r 

t6l'm of In contr-t\c. t, n.b n.l1 boo c1 et cr.ai..:.~~' by tho lllrf whi ch 

.l'IOuld b~ €l.P?ll~ti.~le v:ud~r Articlo 5 £'(2) and (3)J (5) 
if the co~tr~:t or te~, were volid o 

RQv~rt.hel ~t1e a pn--ty IrJ]·Y rely upon tis ~nw of tho cO\mt.t.·~t 
in whi (.'11 be! h.a ~ hi ~ h.t'lb i t11 r~ r ~ ~ idOl cot 0 cot Clbl:l eb. t h1l the 

did ' not ~O~:i;,::::(\t L~ : t, i~ppe~B f::;o~ the CirC1.UTI.13ta:cces that 

it would u.ot bo :.'<Jc1.I~cn.tit:.:! to d~tJ..r~a tho ot'f'oct of hin 

conduc~ in. n.ccc:.~mcc Hi t~ tiln 13w r~ocifiod in the procoding 

parae-ra?h • 

5. (a) A contr.lct cOl:\c.lud~d by pcr....ons f7hD ru.-'Q in tho ~ 

coun:try is fOTf~R1.lj villicl if it sati stier; the for-al 

roquirem~DtG of tho l~w which ~vornnit under ~icle 5 ~-(3) 

and (5)-1 or of the law of the country where it is e~tered 

into. Thi.9 p.n..~ph apJ:lli os if tho persona ' in the' siune' 

country ~~~ th6 parties to the cont~t th~selvee or 
.. thei.r agent ~ e • 

(bY A contract concluded be~e~ PGr50~ in diffe~t countries 

,is fo~y ~id if it 5atin:ie~ the fo~~ r~Qui:e:ent9 

of tbe law ~hic~ ~ove~ it under ~icle 5,i-(3) and (5)-1 
of the law of one of those cOUlltrie u. ': 

(c) In ~ct 1nt~ded to ~ave ~egal effect relat~~ to &0 

existing or cont~plated contract is fo~y valid if 
it sa'ti~fie~ ~:-d! fO:r=lal require..."n8!lts of the law which 

undfr Article 5 L (j) and (S)J gover!:S or would g07e::-n the 

eontr&.ct or of 'the ls.w of ~he country where the act was 

dODti. 

••• / CI •• 
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i.De n 'f) :~\ c:l tv 
.-.--~-"..,.~~ .. 
(p-ticle 11) 

Subrogntion 
(Arliclo 13) 

.- 5 

Iu a oont~t c:nt ~l"'Gd LVJ.to Dotll0cr.n l'0r t.Qnn f.:il~ 

~ iD the c;:-nm cou.ntz""'! p ~ nnttu--nl ~dx~con t-;ho \:'')'tucl 

hl.\va eC.~Q.Ci q ~-ndo.r tho law of thr..t CO\.'7lt~d eny 

invoka 11;1 . .0 incapzu:ity J:o~ t:ln{~ from r~.othQr 1[;,-.;? 

r.eni-n3t tho othor j;t1rty to the ~ontrtlCt Yfho, in cood 
fai t,h £m.d without nogligence, contM..ct ad l,1i thont 

OUGpect1ng hio lack of cn.P~·i ty. 

7 • 1~(j mllt"tlnl obli[;ntiono of m.aDignor c.rJ.d aoaj.gnce 

\mder tl vol't.mtary D.sfjignment of n right eho..lJ.. b5 

~ve:rr.:.ad by t~Q law i~hich tinder Article 5 (3) and (5) 

e.l')plio ri to "the COlltru.ct betuoc-~ thc:u. (6) 

Th e 1 att ITO v e l-.oj.J:'.{~ tho ri gh t t 0 '~n.i ell th 0 

O-Bsignmcpt . l"l:la -: en cb..nl.l dot onninc it S B.3si<SJmbili ty f 

the ri}la-cio!1fJhip ' bot\-7oon tho n.Daig!leo p....!ld the debtor" 

tho conrl.i .l;ioD.a under 'f,;'hiCh tho neoigxDlCJ:).t C2Jl bei 

invoked ~ea.i.n.!Jt tho dobtc.r &.l:ld. C::J.lY quoDtion \'vilothor 

the debtor's obligntioI:.B have been di~cho.rged. 

~ Where a person (~the creditora ) h~s a cont~ac~ ,. -
cln.im. upon another ("the debtor al

), !Od a third ' pcr:'-.or,. 

haa n duty to eutisfy the credi~or, or has in fuct 

satisfi od the credi tor in di 9chnrge ' of that d.uty, 'th e 

law which eoverns the thi-~ persons's duty to s~ti~:7 

the creditor shall da~er:ni.r.l.e l1nether the thiri pe=~-c :l , 
is entitled to exerci~e against the debtor the ri~t 3 : 
whic~ the creditor had against the debtor under the 

law govern.ir..,z tb~ir relationship and, if !30, whether 

he may do 00 in :t\U1 or only to a lllti ted ertcnt. 

!'he same rule al'plies where se~'1eral ~ersons a..~ 

subject to the ss.oe con'trnct~al clai.:.l and one of the: l 

has 8ati~fied·the creditor. I 

(6) Clashes with Article 21 of t~e , first Directive on non-life 
insura~ce - see 4592/80 Sullli 2. 

I 

1 
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Thn"'(1. c n of 1!2£r-
(¥ticl~ '4) 

Exclusion 
ol'!TeDvol 
(Arti cle .21-) 

9. 

10. 

8788/2/80 
. (lu~NEX II) 

- (5 - ' . 

• 

and 

thtu 

~The law governing 't;1?o. COZl~l~t tt7.ldGT A.rticlu 5 (3) 

('5) shall .apply to the extent that it contains, in 
1mV' of ocnt:r-n.ct, rulufj \::l uc..b. rnino P:Nlrrumptious 

of l~\'f or dct 'err0-Il~ tho bU .. 1"'dcn of p:r<oof 9 

lJJ. cct i.n·~?'ndod to lllv6 le6'~~. G~foct rnny ba 

provod by fX!'l;! Dda of proof r.(!co ;;rllz~d by tho law 

. of the forum or by r:n..y of tho lE".no referred to in 

par-~.zrv .. ph ,5 .of ~his Annex UJ;lder whic~ that act is 
fornwlly valid p pl'O'Y1.dod t~.:~t filch modo of proof co..n' 

be arlmj.1llstcred by 'tho forum~ 

~c npplication of the law of rruy country , 
Specified by thin Di~ec~i7B means the application 

of. the rules of l C:-.l in forco in that country' other 

thL.'n its rules of privnto intern.o.tioTllllla·,l'(. 
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nnex II to the Directive: - _ .. ..... .,. ... 

Ao Premiums: . 10 unearned premium reserve 
(at 1 January) 

2. written premiums for -the year 

30 unearned premium re8e~f've 
(at 31. December) 

4e earned pre-mium total 

B. Cl aims • 10 reserve for claims outstanding • 
(at January) 1 

20 claims paid during the year 

38 reserve for claims out standing 
(at- ;1 December) 

40 claims total for the year 

Co Commission .paid 

Do Management expenses 

Eo otheroverheada 

F. Profit or loss 

II • .special operatin~_account by class of insurance (1) 

(A to F: as above) 

ANlffiX III 

(1) See footnote to Article 13 on page 22a of the text of the 
Directive. 
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MONDAY 23 ~E 3RUARY 198t 

~L::X TO:-

STAATSSKRETAEF HORST SCHU!JvIANN 
3UNDES-I' il NISTtR I Ufo' DER ' F I NANZEN 

jvJ '..EAN-YVES HABERER . 
DIREC~RU-GENERAL TRESOR 

, !:>ARIS 

i- ,R 3ERYl SORI NKEL 
UNDER-SECRETARY DESIGNATE FORiYiONETARY ,AFFAIRS 
US TREASURY, \t.!ASHI NGTON 

' I'w,R TAKEH I RO SAGAtvJ( 
, VI CF i-,I NI STER 

1"./ NI STRY OF F I NANCE, TOYKQ · 

" 

;V,R i',ATTHO~FER HAS KINDLY f\',ADE A Q-lANGE ' IN HIS ARRANC£(IIENTS WHI01 ' 
PERIII,fTS US 'TO HOLD<I}lE G5 J'vEETING 'AT 1500 ON SUNDA;Y 12 APRIL AT. 
11 DOI·'NI NG'STREET. LONDON t WI TH 01 NNER AT ABOUT. 1930. - OUR I . 

IN~ORI",ATION IS NOW 'THAT THIS DATE 15 ACCEPTABLE TO ALL. ' COU.LD I 
PLE ASE ASK YOU TO NOTJ FY YOUR lvil NI STER AND CENTRAL BANK GO\ERNO,R 
ACCORDI NGLY. 

IT !'-',AY SE USE!="UL IF I RECORD 9ELO\ti THE AGENDA iTEi"1S FOR THE G5 O~ ' 
WHI CH WE AGREED ON 19 FE 3RUARY. L EXPECT 51 R GEOFFREY HDviE \\II LL 
HO'dE VER 5E ND A DE~ I NIT I 'IE ,AGEND A N'E ARE R THE T I i'vE OF THE .y£ ETI NG. 
THI5 GI V~: S US THE OP!:>ORTUNI TY TO ADD TO THE ' LI ST IN n£ If GHT OF 
DEVELO!:>IIIENTS IN THE NEXT 6 WEEKS OR SO. ' IF YOU \'/ISH DURING THAT 
TilliE TO !:>RQPOSE ADDI TI ONS TO OUR 19 FEBRUARY Ll ST. PLEASE LET 
r"E KNO",! . 

1. lililF 80RRO,,\'ING, INCLUDING IN ~ARTICULAR THE SUG'GESTED 
SHORT TERI"j LOANS 9Y OEQ) COUNTRIES TOTALLING 9ILLI .ON', 
SD~' 5 :AI\O, THE QJE STI ON OF rY',ARKET 80RRQ\l1l NG': 

r- SAUDr IjIIjF QUOTA: ,. 

--,. It-IF AND THE PLO: 
.' 

h. SDR ALLOCATrON IN NEXT PERIOD: 

5· WORLD BANK: POSITION ON IDA VI AND EXPIRY OF 'BRidGING' ~ 
A.RRANC£t-ENTS AT 31 i'v.AR01 1930: 

6. El\£ RGY AFF III ATE : 
. , 

7· iv,Ol\JETARY POLICY: ' INTERtST RATES AND EX01ANGE , RATE5 • 

'. ' 

KI ND REGARDS 
~N COt:JZENS 

.H ... ·, TRE ASUR Y , 
LONDOr,{ . ' 

2 52405 TRSY G 

. . 

,i " . 
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G5 DEPUTIES I1EETJNG: 19 FEBRU.ARY 

/' 

cc Sir Douglas ~ass 
lIT Barratt 
l1.r Ra~ncoc 

~ 

v /I1rs Bed y Yliller 

.: 

11r La Ie . 
YJr l10untfield . 
11r St Clair 
rrr Anson - UKTSD 

Your kindness in al~owing us to use l~umber 11 ,for this meeting 'Was 

- apprecia~ed by all tbe ·participants. I neea not bother you with tbe -

. full record, but you may like to 1mow the salient conclusions. Tbey 

'Vlere largely related to the policies of the ne\\' US Administration. 

2. 1l1F Borrowing. The TIl]' may now be able to borrow up to 4bn SDRs 

Irom the Saudis at market ·r .ates in '1981 and again in 1982, with the 

possibility of some:thing similar in 198~. 'This may be medium term 

money, perhaps with maturities up to? years. One Saudi condition 

'Will be OECD participation. It is expected that this \,iould be 

satisfied by arranging say 1 bD: SDRs of short term loans 'from 

governmentsor central banks at market rates. The Saudis seem to 'Want 

OEeD participation in order to safeguard thei~ lending, rather than to 

match it as to amount or terms. They do not wiSh to be singled out 'as 

lenders and after the :rree~ing , of Iranian i-ssets they may see some 

extra protection, irrationallY, 'or otherwise, in having OEen cOInJ>any in 

this II1F borrowing operation. " ., 

3. ' The problem is that the . Americans ,are , saying . they have DO ' legal 

powers to participate in thissho'rt terml"enciing- t9tbe ll1F. The rest 

,of us are ready to make, some ' contrib~tion •. ,Tt ' s.eems· 'Wrong th~t tbe 

Americans should stand aside', f'rom an oper~tion 0:£ this sort and we 
pressed them to think again • . This is likely to come up at the G5 

, 

meeting on A~ril 12. 

4. Saudi §pecial Quota Increase. The Japanese are ~ow ready to concede 

a special quota increase .. to, _:the ' Saudis outside , the BthQuota Review, 

notwithstanding their own , complaints about the ' inadeqriate Japanese Quota~ 

, -. 

, . 
i 
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ere ,",'as therefore general ar;reE:TIlent that the Saudis should be 
t 

glven ~quota increase t o at least ~, which is wh at they need to 

give them a perman~nt right to elect their o~n Executive Director, 

¥het~er they are a ' ID~jor Greditor of the Fund' or -not. The Saudis 

are asking for .a quota of 2124 SDRs and there has been a suggestion 
_ r 

of ,.1917 SDRs frOID the IMF, staff. But the Italians have a quota of 

1860 SDRs and do not want the Saudis to jump ~ver them. A Saudi 

quota of 18.50 or ~1860, SDRs would be enough "to give them their ?/,j;,. 

It w~s agreed to make an attempt to avoid giving the Saudis more 

than 1860, but I guess they l-,~ll not accept tbat. You may hear more 

of this in the Community and at the G5 meeting. I 'am inclined to 

think that in .. the end the Italians will lose out and there will be 

general agreement to go to 1917, but no further. 

5. SDR Allocation. Sprinkel opposed any new S~R allocation, on the 

ground that tber'e was no shortage whatever ' of international liguidi ty 

and ,an allocation 'Would simply postpon'e necessary adjustment by LDes. 

The conclusion reached was thati~ the Americans were prepared to 

take the lead in saying no to any allocation, the rest of us would 

be p'repared to support them. Bowev~r, ,it will certainly be necessary 

to establish at the G5 that all 5 countries r£ally are prepared to 

stand firmly on this position. ' ,I fear ·the ' Fr~nch may try to have it' 
. . . 

both ways by 'saying they support the American opposition to a general 

allocation but would favour a limi ted : one beamed 'on the LDCs'. -· 

-.- . 

6. IDA VI and World Bank Gen~r8J. Capi tal Inc;ease • . The Americans 

are ' re-arranging their proposed bud§et_ary appropriations 'for IDA VI 

by sharply reducing the' figure. ·for·1981' and · sharPly increasing the 

figure for 1983, without bowever altering their co~itIDent to a. 

totai of $3.24 'billion. Nobody yet knows what this change in 

appropriations will do to actual' disbursements to IDA. It might have 

yery little effect, but we c~ot be sure. Disbursements of course 

interest us much' more ~han 'appropriations~ 

. .' . 

7. Similarly, the Americans propose to spread. their .contributions of 

paid-in capital to ' theGenerdCapital' Inc~e~se 'e~enly over the 

6 years 1982-87, instead o:f -:front ' loading , the~ as 'the Carter 

Adm; n; .s~rat~on had ,proposed'; .' 



, 
'8 T'ne=-e v:as gen e r al aGTce:D9nt t hat tb e 'Horld J9...-nk ..... ,ould h2.ve t o 

sCc]~dorm its ideas subst~ticlly f r om· the levEls envisaged by 
. . 

Y.i.r tlcl:;-anara. ~ere 'Was al~o agreeIllent among tbe DDD-American 4 that 

we should ri.ake no .f'J..Lrtper bridging contributions to IDA. VI beyon~ the - . 

end of' I'larch. The Germans 'W oulQ. see " this as maintaining some pressure 

on Congress to approve the Administration's revised proposals • . We - " . 

would see it as signalling " the need ior caution to the World Bank, 
" " 

though in iact they can go on planning even if they have to accept a 
.. , 

pause in commitments. There "would only be· seriQus trouble if Congress 
. ~ 

further delayed apprOval·in principle to the US contribution t.o IDA. VI. 

9. Energy Affiliate. The J.JD.ericans have already issued a statement 

in the Board of the World Bank saying they cannot now support or 

c.ontribute to an Energy Affiliate. They make it clear however that 

"they are not necessarily TUling out the idea for all time. Sprinkel 
" " 

in f'act argued that a large " ene·rgy programme by the World Bank was n ot 

necessary and that the 'private ~ector (ie the oil companies) had am~le 
access to funds. From the European side there was argument that there 

were .opportunities .for ~nergy investments " in the LDCs which, because 

they were small or might be regarded by the oil companies as politically 

insecure, could usefully be taken up by the World Bank. 

10." I made the point that ' an ~ergy ll.filiate without tbe United states 

could hardly"· have "much ~ture as a market borrower. i also put it to 

Sprinkel that while " the , UK wouldrt'ully understand the American view on 

the SDR allocation . and : on ~tp'e. EnergyM.fil:Late , "if the" "US :pr~l?osed to 

take a "negative line' o~ bbth'.· o"r these it would be highly desirable that 
- ' " 

they ~hoUld balance that both " by . getting ~he sc~ea down IDA VI 
- '" . 

contribution speedily " t~ough Congress .. if they ' could, and by 

participating iIi the (costles.~) shorl term loan opera~ion i'or the IMF. 

11. The Energy A.ff'iliate question is likely to come up again at the 

G5 on April 12. The Americans may come under considerable pressure 

from the French "and " Germans on this. I believe the US position on the 

SDR allocation is quite right ~d on the Energy Af:(iliate is very 

understandable and possibly ,o.f " sonie .value to us ill p~blic expenditure 



CO;;} ID:LJ~T' IJ.L 
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t _ -"-TI S. \,.,7e G8.n a1 SO have' entire s J1Zpathy ..... -i tb tbe desire they 'hev e 

s ? -far "J' indicated ·· to ' avoid "irrelevancies " like the global 

negotiations,~ and some of the rather aid oriented activities of 

the IMF. But all this makes it the more ~ecessary -to play do~n the 
. , 

aid component or fhe ·Ot.tawa Summit and .to neutralise the proposed 

Mexi co Summit. There is .nothing new of any consequence in prospect 

ior the LDCs., except perhaps more IMF lending~ 

12. ·Interest Bates and 1'lonetary Pblicy. - '\.le had a long discussion 

about this, ~ainly between SchulmaDD and Sprinkel. Schulmann 

~ought to persuade Sprinkel to approach policy in a more eclectic p~d 

less purely monetary way. Sprinkel replied to German and French 

. preoccupations about US interest rate .policY by saying that he 

expected US interest rates to .fall because .h~, expected a return 

of' recession in .the middle of 1981. He also expected that interest 

rates 'Would::come down because inflation would fall. It was clear 

irom this and other conversations that he attachedmucb more 

importance to the impact of recession on inflati~n arid interest 

) rates than to the· impact of the public deficit. He was 'remarkably 

irank in conceding that that deficit might rise. But ·of course 

the absolute levels of both public expenditure and of the public 

deiicit relative to GNP are a good deal lower in the United States 

than they are in We'stern Europe • . Haris :MatthBfe~ · has 'already given 

notice that · he will want to raise the topic~ o~ US ,inter;est rates' 
.~-: " .. ~. 

and monetary , policy at the G5. ' " 

. ' ,", ' ',j : . 

13. G5 on 12 Aprii. As you know, Sunday 12 April '<!has now,'beeil . . 

agreed, af'ter ' enormous difficulty, . as th~ date .for the G5 i~ ':: 

London. I have alr~ady circulated a .first shot at an agencta but 

invi ted co!mments nearer the time of the meeting. Perhaps I 'may 

ask you to circulate a definitive agenda a couple of weeks before , 

12 April. 

14. The (!;ermans seem anxious to arrange a meeting between 
. . . . 

Messrs. MatthBrer~ Monory and yourself in ·themargins· of the next: 

ECOFIN to discuss a common line , a.t the G5 •. '·' -Thi~-: maY .'l>rove . difficult • 
.. . . 

4 

,-

." 
',. 
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In ?nY ~vent ~ it may not. IDuch suit us. The alID could be to prev ent 
- " . . . 

us agreelng too ~ucp - ~~th the -Americans, though it could also 

relate to a common line on Japanese exports. 

"'K E COUZENS 
' 24 February 1981 
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Subject: Proposal for a second Council Directive on the co-ordination 
of laws, regulations and adrninistrative '-provisions relating 
to direct insurance other than lif~_ as_s~a..n.ce and l.~ying down 
provisions to facilitate the effective exercise of freedom to 
provide services -
- statement of the Luxembourg delegationOs position II 

The Luxembourg delegation has sent the General Secretariat of the 
Council the attached note describing the special situation of the -----------
Grand Duchy of Luxembourg a 
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ANNEX 

Luxembourg's special situation 

As has been stated several times~ the latest being in the report 
from the Working Party on Economic Questions (Establishment and 
Services) to the Permanent Representatives Committee (8789/80 SURE 14)p 
the Luxembourg delegation has pointed out that the draft Directive 
overlooks a Council statement at the time of adoption of the general 
programme for the abolition of restrictions on freedom ,to provide 
services (1338/61 (ES 24) Annex II PQ 3) to the effect that special 
attention was to be paid to the situation of the Grand Duchy of 
Luxembourg on geographical grounds 

The Luxembourg delegation attaches particular importance to a 
special arrangement being arrived at for Luxembourg both to comply 
with the unanimous will of the Council at that time and in the over­
riding economic interest of the countryo Failure to adopt special 
provisions under the Directive will remove the majority of insurance 
business on , Luxembourgts territory from the control both of its 
supervisory authorities and of its tax authorities. 

/ .. 
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1. The spirit of the Directive 

It has always been maintained that freedom to provide services 
,would de facto, if not de jure p apply only to insurance covering 
what it has been agreed to term O1large risksn~ 

For this reason, there was protracted discussion on the idea 
of defining large risks by some quantitative factor (risk size in 
terms of sum insured, etco)~ which even appeared in various 
documents The idea was subsequently dropped when it proved 
impossible for delegations to agree on the factors put forward 

Nevertheless the original spirit of the Directive still obtains 
inasmuch as, even without any explicit quantitative factor~ insurers 
will in practice be interested only in large risks for the purposes 
of such "services" business p at least in the case of large and 
medium-sized countries. 

For it is scarcely conceivable that an insurer from one country 
should go hundreds or even thousands of miles out of his way to 
cover a bulk-business risk. 

Whereas, simply because of cost, the covering of bulk-business 
risks as services business will be negligible if not nil for the 
large countries (except perhaps in their border areas), the case 
is different for Luxembourg where, given the extremely small 
distances involved, the whole country can easily be covered by 
salesmen from across the border for insurers with no base in 
Luxembourg and all bulk-business risks are coverable as services 
business (see the diagram on page 7) 

5094/81 
(ANNEX) 

---

80 / 

lby/AH/jb E 



) 

- 3 -

2. Distortion of competition 

Failure to make allowance for Luxembourg's special situation 
is bound to result in competition being distorted in a manner 
damaging to insurers with a base in Luxembourg. 

5094/81 
(ANNEX) 

~nile in theory freedom to provide services will enable 
Luxembourg insurers to operate in the foreign areas on thei r 
borders on the same terms as their foreign competitors on the 
Luxembourg marketp in practice this will not be so, for those 
border areas do not really have the same insurance potential 
as the Grand Duchy. 

The region in question is predominantly rural and 
sparsely populated, whereas Luxembourg presents foreign 
insurers with a heavily industrialized area of high population 
density. 

Luxembourg based insurers are required under its 
legislation to cover their technical reserves by matching 
assets ' localized within the country. To ensure that foreign 
insurers with a base in Luxembourg v which make up nearly 50% 
of the market (a far higher percentage th~n comparable figures 
for other Community Member states), do not simply repatriate 

assets to their own countries p the 1973 Establishment 
Directive already incorporates special provisions in this 
respect for such insurers' investments (Article 15(2), 

2nd subparagraph). 

... / .. " 
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If nearly 50% of investment by Luxembourg-based insurers 
i s not to be lost to the country~s economy it is essential 

that a similar step be taken under the present Directive . 

There is even a risk of foreign insurers i present 
branches in Luxembourg being abandoned by the foreign parent 
companies, with all of their present business being switched 
to services business underwritten from parent companies¥ 
agencies in areas bordering on Luxembourg. 

Such a situation, which must be far from what the 
Directive intends, would pose very serious problems for 
Luxembourg as regards both public finance and employment in 

the insurance industry. 

· ~ , 

Luxembourg¥s legislation provides for prior approval of 
the general conditions and premium rates offered by Luxembourg­
based insurers for bulk-business risks Q Prior approval is 
justified both in the interests of insurers 9 solvency and~ 
especially, for the sake of protecting policy-holders, those 
covered by insurance and injured parties. 

5094/81 
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If, as provided in the draft Directive, prior approval of 
general conditions and premium rates is no longer to be possible 1 

I at least for services business, the authorities who are bound to 
protect Luxembourg policy-holders will no longer be able to do 

so. 

To take an extreme case, it is even conceivable that 
Luxembourg-based foreign insurers prohibited from offering a 
particular policy at a given rate might get around this by 
offering precisely the same product to customers resident in 
Luxembourg as services business via one of their agencies just 

across the border. 

While the problem of failure to pay taxes and similar 

charges levied on insurance policies unde~vritten as services 
business applies to all Member States 1 the loss of tax revenue 
from evasion is marginal in relation to the total revenue from 
this source in the large countriese 

As previously pointed out however 1 services business will 

have a considerably greater impact in Luxembourg and the tax 
evasion risk will perforce be that much greater. 

. .. i ... 
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Conclusions: 

Although the Luxembourg delegation continues to uphold freedom 
to provide services for large risks~ it does call for allowance for 
the special geographical situation giving rise to extremely 
unfavourable consequences for Luxembourg on its home market in the 
case of bulk-business risks. 

The Luxembourg delegation cannot give blanket agreement to 
the Directive unless special provisions are included to ensure that 
bulk business underwritten as services business will comply with 
the conditions obtaining in the country serviced. 

The Luxembourg delegation will be wanting to propose clauses 
for inclusion in the · Directive once certain general problems have 
been resolved (branches, authorization, law applicable and 

compulsory insurance) • 

5094/81 
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Subject: Proposal for a second Council Directive on the 
co-ordination of laws, regulations and aruninistrative 
provisions relating to direct insurance ' other than 
life assurance and laying down provisions to 
facilitate the effective exercise of freedom to 
provide services 

The Danish delegation has forwarded to the Secretariat 
the Note annexed hereto on problems involved in the choice -----
of law applicable to contracts under the above Directive . 
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ANNEX 

NOTE FROM THE DA1'fISH DELEGATION 

1. The EEC Convention of 19 June 1980 on the law 
applicable to contractual obligations achieved agreement 
on a significant degree of harmonization of the private 
international law rules of the Member states of the 
Corrununi ty in the field of contract la'h e This harmonization 
included insurance contracts concerning risks situated · 
outside the Community~ whereas insurance contracts 
concerning risks situated within the Community were excluded 
sinc~ the rules on the choice of the law covering risks of 
this type were still to be drawn up by the Working Party 
on the second Directive on non-life insurance. 

2. The Danish delegation agrees that an effort should be 
made also to draw up common rules on the choice of law 
for contracts concerning risks situated within the 
Community. 

... / ... 
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As has been demonstrated by the discussions of the 
Working Party on Economic Questions and the Permanent 
Representatives Committee, the Danish delegation does, 
however, regard the rules on the choice of law and on 
conflict of laws contained in the proposal for a second 
Directive on non- life insurance as unacceptable a 

It has always thought that the proposal for a Directive 
provides a solution marred by a great degree of unclarity 
and entailing consequences which it would be difficult to 
accept either politically ur in practice . The Dani sh 
delegation refers to the detailed arguments given in the 
documents of the Council Working Party, ro~d to the Danish 
delegation ' s overall position as stated in 
5400/79 SURE 7, page 7 and 8500/79 SURE 15, Annex II, while 
pointing out that the views contained' therein have never 
been eXall1ined in detail by the Working Party . 

This problem regarding rules on the choice of law has 
led to the Danish delegation entering ,a general reservation 
on the whole Directive . ~lis reservation is given i n 
9193/79 SURE 18 and has been repeated at Permanent 
Representatives Committee level (SGO 10020/80 CRS/CRP34 
SURE 17 EXT 1). 

3. For any harmonizati on of the priyate internati onal 
law of the Member states concerning i nsurance contracts 
to be regarded as satisfactory, the Danish delegation 
thinks it necessary that in particular the following 
basic conditions should be met. 

(a) The rules drawn up must have a cl early defined scope • 

... / ... 
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(b) The rules must reflect genuine harmonization. 

(c) The rules must not be so complicated that they cannot 
be applied by those for whom they are intended. 

(d) As regards consumer insurance\) the rules must take 
adequate account of the need to protect consumers . 

I 

(e) As regards industrial and commercial insu.rance p the 
p8,rties must be given a reasonable degree of freedom 
in the choice of law. 

(f) Questions concerning compulsory insurance must be 
solved in an appropriate way. 

(g) The rules drawn up may only diverge from the principles 
on which the Convention of 19 June 1980 on the cho ice 
of law is based if there is a valid reason for so doing. 

4. The Danish delegation thinks that the provJ.sJ.ons on 
the choice of law contained in the proposal fora second 
Directive ' (Articles 5 and 6 B.nd Annex I) do not comply' 
with the conditions set out in point 2. 

. .. / .. '. 
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The following examples may be given~ 

Re (a): Taking Article 5 in conjtUlction with Article 1 , it is 
not clear whether the provisions also apply to insurance 
activities not covered by the first Directive on non-life 
insurance 0 For example, the first Directive on non-life 
insurance does not cover insurance activities carried out 
by an insurance company established outside the Corrununity 
and which has neither a subsidiar'"j" nor an agency within 
the Communit;l. It is not specified whether the rules on 
the choice of law are also to apply where insurance 
contracts are entered into with such a company. The 

. same uncertainty arisGs regarding /forms of insurance 
activity and classes of insurancG ,not covered by the 

first Directive. 

Re (b): Article 5 (1) provides that if the policy·-holder has 

5229/81 
(ANNEX) 

his habitual residenco or central e..dministra-cion within 
tho territory of tho Itember States in which the risk is 
situated, it is tho international private law rules of 
that ste,te which dotennine the law governing the insurance 
contract. 

~ .. / .. , 
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As the Danish delegation has indicated on several 
occasions, it is not desirable to have rules referring 
to the private international law of a third country. 
Such rules do not constitute any harmonization and 
can complicate things for the parties and the courts. 

Article 5(1) is, moreover, in contradiction with 
point 10 in Annex I. 

Re (0): The whole structure of Articles 5 : a~d 6 together with 
the provisions in Annex I, is unnecessarily complicated. 
Moreover, the 'rules seem to be technically inadequate, 
and the scope of Article 6 is extremely unclear. It 
should be pointed out in this connection that the 
Dru1ish delegation thiw{s it of paramount importance 

5229/81 
(ANNEX) 

to ensure that Danish law on marketing, and on the 
special treatment by an arbitration board of 
complaints from conmL~ers and others~ can be 
applied to insurance policies marketed in Denmark, 
regardless of where the risk is situated. 

. .. / ... 
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Re (d): Until a suitable wording has been found for 
Article 5(1), and the scope of Article 6 has not 
been clarified~ it will be difficult to determine 
whether the provisions sufficiently safeguard 
consumer interests. 

Re (e): There should be a more detailed examination of 
whether the rules take sufficient account of the 
need of the larger COIDn1ercial operators to be able 
to conclude agreements on the choice of law. 

For example~ the rules prevent cormnercial 
operators from concluding agreements on the 
application of the law of the country of origin 
of the insurance compru1Y1 and prevent the 
conclusion of agreemonts on the application of 
the law of a third country in the case of product 
liability insurance and credit or fidelity insurance • 

5229/81 
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:'d ~~~: In the Da..."1.ish delegation's opinion, these questions 
have no·~ 'been fully discussed by the Working Party . 

With more particular reference to the ' choice 
of law in the case of compulsory insurance 1 it 
should be noted that the rules in Articles 5 and 6 
do not always result in the law of the countrY 
where the insurance is compulsory being applied. 

5. Drawing up ru.les· which are acceptable and can be. applied 
in practice requires a further full examination ofal.l the 
problems. In view of the specific and difficult nature of 
the subject, the Danish delegation would prefer to entrust 
a Working Party cOl1sisting of exper'bs in private international 
law with the tasle of preparing a set of appropriate rules on 
the choice of law. Othervvise, the Danish delegation Vlould 

stress that it is extremely sceptical as to the possibility 
of achieving a satisfactory re~ult ~ 

6. . If in order to adopt the second Directive on non-2.ife 
insurance ' it were necessary to wait for. a further examination 
of Articles 5 ancl 6 of the proposal" to be completed, 
adoption of the Directive would be considerably · delayed._ 

In o~"'der to avoid such a delay , . the Danish delegation has on 
several occasions proposed taking out the rules concerning 

the choice of law and including them in a separat e Directive 

(see 5400/79 S~ 7 p. 7 and Working Do~uncnt No 1 of 
13 July 1979) .. 
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The Danish delegation would liko to repeat this 

proposal so that the drawing up of the necessary supervisory 

provisions is not impeded or delayed b:? the problems arising 

in respect of rules , on the c:-11oice of law This is a 
procedure which the 

it has become clear 

impede or delay the 

Council has follovled in the past when 

that a specific problem threatened to 

adoption of a Directive on which 

agreement haG. otl1erv'lise been reached. This ' was done in the 

case of the third COUJ."1cil Directive of '9 October . 1978 

concerning merbe:i.~S of public limited liabili ty companios 

(see OJ No L 295, 20 1jj1 10 ~ 1978, P tt 36) 'J when the COlh"1cil 
c10cided to postpone the solution of prolJlems involved in 

the scission of public limited liabili tycompanies a.~d­

deal with them in a separate Directive. 

If this procedure is adopted, there- should1 . as in the 

case of the third company Directive, be a statement .. ,in the 

Council minutes that examination of tho problems involved 

in the choice of law and the In:w applicable will be continued _ 
(aee R/2260/78 (E~ 104) Annex II, point 17) e 

7. In conclusion, the Danish delegation therefore proposes 
,that the Council should decide that~ 

(a) .t"J'ti cle s 5 O.llcl 6 and Annex I should be taken out of 

the proposal for a Directive ancl included in a sep8.l"'ate 

(b) 

Directive, 

the following statement should be included in the 

minutes of tho Council meeting at which the second 

·Directive on !lon~life insurance is adopted~ 

. ~' .. / .. " 
5229/81 
(ANNEX) 

. ~ t 

, erd/HM/ef E 

.. ------.~--~. 



9 -

"The CounciJ_ 8..i.""ld t Jl() Commission state that the 
Commission v s original propo sal vlill continue 
to be examinGd as far as the rules on the law 
applicable are concerned "' . 

(0) that a Working Party should embark 'as soon as possible on 
an examination of a proposal for a Directive on the law 
applicable. to insurance contracts~ 

(d) that this Working Party should give priority to 
examination of the proposal for a Directive on insu:r'Gnce 

contracts 1 

(e) the Working PartY'should consist, o,fexpertsinpri vatc 

interuationallaw_ 
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LEGAL OPINION 

Subject : IToposal for a second Council Directive on the 
coc=ordination of iaws, r egulations 8.11(1_ a<1.~inistrative 
:p,rovisions relating to direct insurance other than 
l i fe assurance and laying dovvn provisions to 
facilitate the effective exercise of freedom to 
prGvide services ' " 

p8ssibilityoflimiting the effective exercise 
of freedom to pr ovide. services to the business 
of the head office 

At the meetings of the ad hoc Working Party of Counsellors 
on 20 and 24 February 1981 the Council Legal Service was asked 
to give ~~ qpinion on the following question : 

Ca~ th~ provisions of the Directive be limited to 
faciliiating the ,effective exercise of freedom to 
provide services to business carried out by the head 
office of the undertaking (to the exclusion of th,e .. 
business carried out by its agencies and brancp.es)? 

This note sets out to rep~yto this question . 

1 . ' The restriction ·of the effective exercise of freedom to 
provide services to the head office of undertakings or the 
extensio~ of such exercise to . their agencies and bran<?hes is 
reflected in the text of the Directive by the inclusion of such 

\ 

agencies ;and branches in, or their omission from~ the 

definitidns in Article 2 . 
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At the present stagG of the proceedings (1) this Article 

is worded as follows: 

"Article 2 

1. For the ·purposes of this Directive: 

(a) "first co-ordinating Directive" 
means the first Council Directive referred to in 
1-lrti~le 1 (a) ; 

(b) uundertaking" 
means any undertaking which has received official 
authorization under Article 6(2)(a) Lor (b)J of that 

Directive; 

(c) n ••••• 

The deletion of the reference t ·o Article 6(2) (b) would 
serve to ma.'k:e the Directi ve applicable only to business 
carried out by the head office (2). 

(1) Unless otherwise s'cated, references are to the proposal 
as worded in 8788/2/80 REV 2 of 13 October 1980 

(2) The first Directive referred to is the CO"LLl1cil Directive of 
24 July 1973 on the co-ordination of laws, regulations and 
administrative provisions relating to the taking-up and 
pursuit of the busL1'lGSS of direct insurance other than li·fe 
assurance (OJ No L 228 of 16.8.1973). 
One of the aims of this co-ordination was to 'make the 
t&~ing-up of the business of direct insurance on the 
terri tor~r of, a member State subj ect to an official 
authorization. - . 
Under Article 6(2) of this Directive this authorization must 
·be sought by 

(a) . any undertaking which establishes its head office in the 
territory of such State; 

, (.b) any undertaldng whose h~ad office is si tuated in another 
. Membe-r State- and which .opens a branch- or agency_ in the 
terri tory c.f the Member State in question. 

.~./ ... 
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The inclusion of this refE:rcnce would mean that the 
provisi ODS in quest10n were to a:':91y beth to busj_ness 
carried out by the head office and to that carried out 
by agenci'es and branches, which are bodies derivtng 

from the head office without being legally separate from it. 

themselves are to 1>:; r;rn":~ ::- c~t "b~T <'; ~~,8 r ,r cr\lisj_O:!:lS in Title III 

of the proposal for e. Tjir(:-cG i-\l':~~ (.:',Tt:.C les 9 to 16). 

2. The ptu"'pose of Titl e III of the :-pro:,osal is to 

introduce into LeTilbel" StJates-V le~~islation a set of 

p2"ovisions de8~Lgr1.ec.l -to f&cili tate -the effective exercise 

relating to the pursuit of self-employed activities. 

This cO <r-->ordination is based on Article 57( 2) of the 

EEC T.r i.:a,ty ~ whicl1 is made e;:t)1)lic2 .. ble to freedom to 

p:r o7idc services by I...l,.. .. ~icle 66 of that Tr8aty. These 

are two of the Ar-t; icles ci ted as tho legal justification 

for the proposal for a second Directive. 

• 0.1' ••• 
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Under Article 57(2) the Council is required, before 
the end of the transitional period y to issue directives 

for the co-ordination of the provisions laid do~m by 
law~ regulation or administrative action in 1.~emb8r States 
concerning the taking up and pursuit of activities as 
self-employed persons 4 It will be remembered that, in its 
Judgment delivered on 3 December 1974 ~n case 33/74 (1)y 

the Court, in acknowledging that the first paragraph of 
Article 59 and the third paragraph of Article 60 of the 
EEC Treaty had direct effect insofar as they seek to 
abolish any discrimination against a person l)rovicling a 

service by reason of his nationality? made it clear that it 
was still the obj ect (~t;hat' iS 9 even after the end of the 

transitional period) of the directives based on Article 57(2). 

tI 
• • • to resolve the specific probleIIls resulting from 
the fact that where the person l)rovidin:~ the service 
is not established, on a habitual basis y in the 

State where the service is performed he may not be 
fully subject to the professional rules of conduct 

in force in that State." 

Since the Council still at this stage retains the 

power to adopt provisions with a view to resolving these 
specific problems, what the question raised by the Working 
Party amounts to is whether such provisions could be 
limited to partially resolving these problems, namely those 
resulting from provision of ser7ices by t he head office of 

the undertaking only. 

3. At the meetings of the ad hoc Workine; Party of 
Counsellors, the following arguments were put forward in 

support of an affirmative reply to this question: 

(1) Van Binsbergen v Bedrijfsvereniging I~etaaL'1.ijverheid, 
Reports 1974, p. 1299 

• 0- ./ ~ •• 
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(a) the obligation to abolish restrictions on freedom to provide 

services within the Community is laid do~n in the first 

paragraph of Article 59 of the Treaty only in ~espect of 
nationals of Hember States who ·are estab:iished in a State of 

the COITillllli1ity other than that of the person for whom the 

services are intended. Since the scope . of such an obligation 

is limited to the abolition of restl~ctions concerning 
natur.al persons (Hnationals"), the Council would be quite · 

free to abolish in stages the restrictions relating to legal 

persons ahd thus to exclude from such abolition at the 

initial stage restrictions relatinG to the operations of 

agencies and branches. 

(b) the provisions ndopted- by the COQncil on the basis of 

Article 57(2) could legitimately be limited to facilitating 

the effeotive exercise of freedom to provide services only 
in respect of the · business of the head office of the 

"Lmdertaking, vvi-'ch a · view for instance to avoiding distortions 

of _ competi tion and ensuring effective" p~'""Otection for aonsumers . 

(policyholders). 

o 

o o 

(a) Pu~suant to the first paragraph of Article 58 o£ the Treaty, 

compani·es or firms formed in aCCO!'ctance with the law of a 

rIember. state and ha-ving their registered office, central 

administration or. principal place of business within the 

. Commu..11.i ti are, fOT the purposes of -the chapter relatinG to 

the right of establishment, to be treated in the same \vay 

as natural persons who are nationals of I'fiember States. 

Moreover, according to Article 66 of the Treaty this provision 

applies ' to the matters covered by the chapter of the Treaty 

relating Ito serv-ices. 
I 

Thus the' wor(ls Unationals of Member States" in the first 
I . 

I 

paragra~h of Al~ticle 59 cover without distinction both 
I 

natural/ persons and the companies and .firms defined in 

Al~icle 50 of the Treaty. • •• / ••• 
I 
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The abolition of restrictions on freedom to provide 
services provided for in the first paragraph of 
Article 59 of the Treaty is to be carried out "within 
the framework of the provisions" in the chapter on 
services. ACCOIdtng to the general programme which 
sets out, pursuant to Article 63, the general conditions 
and the stages for the abolition of the rest- . 
rictions, such abolition is to be carried out for the 
benefit of the different types of person providing . 
services (natural persons and companies or firms) 
"subject to the condition that the service is carried 
out either personally by ,the person contracting to 
provide it or by one of his agencies or branches 
established in the Community" (1). Thus no distinction 
is drawn in the programme between the operations of the 
head office of an undertaking and those of its agencies 

or branches. 

It is not therefore possible to use. the wording of the 
first paragraph of Article 59 of the Treaty as an arglli~ent 
for excluding the business of agencies and brru~ches from the 
abolition of restrictions on the freedom to provide services. 

(b) The agruments put fO~Nard as justification for restricting 
freedom to provides~rvices to operations carried out by 
the head office of the a~dertaking consist in allowing that 
the Council may, acting on the basis of ' Article 57(2), 
pursue objectives additional to those covered by the ones 
ill. that Article: while the purpose set forth in this ' 
Article is to "facilitate the taking up and pursuit of 
activities as self-employed persons ll

, the additional 
objectives would be to prevent distortions of competition 
m~d to afford policy holders effective protection. 

In its judgement ,referred to above (2), the Court of­
Justice limited the scope of the directives adopted on the 
basis of Article 57(2) of the Treaty to the resolution of 

~ 1 ) se e Title I, OJ No 2, 1 5 .1 • 1 962 , p. 32 
' .. 2 ' 
( ) Judgement Van Binsbergen, Reports 1974, p. 1294 
53.43/81 hip/AH/hr 
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problems "resulting from the fact that where the person 
providing the service is not established, on a habitual 
basis, in the State where the service is performed he may not 
be fully subject to the prof essional rules of conduct in 
force in that State"~ 

In principle there is certainly no denying the Council's 
right to take accotUlt of objectives such as the prevention of 
distortions of competition and the protection of policyholders 
(1) when seeking a solution to these problems. At the same 

time the pursuit of such objectives must not run cO~tnter to 
the provisions . of the Treaty and there must be objective 
justification. 

(i) To limit freedom to provide services to the business of the 
head office might run counter to a specific provision 
in the Treaty (second paragraph of Article 60), which 
states that the person providing a service (for the nouce, 
the insurer) may, in order to do so, temporarily pursue 
his activity in the State where the service is provided, 
under the same conditions as are imposed by that State 
on its own nationals (2). 

In the case in point these conditions are that the 
business is carried out through agencies and branches; 
accordingly, any Nrember States w.L1ich prohibited the 
business of agencies &~d branches - established in the 
other Member States * in exercise of the freedom to provide 
services, while authorizing business carried .out within 
their territory by agencies and branches having their 

'(1) In a statement in the minutes of the meeting at which it 
adopted the General prograII1.-ne for the abolition ofrest~A 
rictions on freedom to provide services,the Council 
recognized the need to 'safeguard the interests of policy 
holders and third party beneficiaries (1338/61, p. 3). 

(2) As stated above, the latter cover without distinction, 
within the meaning of the Treaty, both natural persons and 
the com~~ies or firms defined in Article 58 of the Tre~ty • 

••• / •• <1 
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head office in that territory, would not be guaranteeing 

the right to pursue insurance activities in exercise of 

the freedom to provide services under the Sffine conditions 

as it imposed on its own nationals . 

(ii) The Court of Justice has had occasion in its case law to 
draw attention to the "particular nature of certain 

services to be provided" and the consequences arising out 

of this as regards the compatibility with the Treaty of 

"specific requil?\ements " imposed on persons providing 

services (1) . 

It therefore seems lawful for the Council to seek to 

reconcile the requirements of freedom to provide services 

with the requirements of protecting individuals, for who~ 

such services arc intended, although there must clearly be 

objective grolli!ds for taking the second factor into 

consicleration . 

In the present case the Council Legal Service does not 

consider, at the present stage of the proc eedings, that 

objective groilllds have been adduced to demonstrate that 

policyholders are better protected when the service is 

provided from the head office than when it is provided 

from agencies anc branches . 

(1) See Ju~ment of 18. 1. 1979 in Joined Cases 110 and 111/78 . 
(rJlinistere Public and others v Van Wesemael (Reports 1979, 
p * 35); paragraph 28 of the grounds of this judgment reads 
as follows: 

"taking into accou:.t1.t the particular nature of certain sel"Vices 
to be provided, such as the placing of entertainers in 
employment, specific requirements imposed on persons 
providing services cannot be considered inccmpatible with the 
Treaty where they have as their purpose the application of 
prof'essional rules~ justified by the general good or by the 
need to ensure the protection of the entertainer, which are 
binding upon any person established in the said State, insofar 
as the person providing the service is not subject to similar 
requirements in the member State in which he is established. . " 

... / ... 
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(iii) the abolition of distortions of competition falls 
within the objectives of the Treaty in the srune 'Vvay as 
the abolition of obstacles to the freedom to provide 
services (see Article 3(c) and (f)). The Institutions 
of the Communities, like the member States, are 
required to ensure that their activities include the 
pursuit of these objectives. In the case in point the 
provisions to be adopted by the COUl1.cil must talre into 
aCC01JIlt the need to reconcile the t1.Fl0 objectives in 
Pxticle 3(c) &!d (f) of the Treaty without one 
necessarily being sacrificed to the other (1). 

The Council Legal Service does not see why, if 
agencies ru1.d branches are given the entitlement to the 
effective exercise of freedom to provide services, this 
should result in d.istortions of competition. 

In conclusion, the Council Legal Service (toes not 
consicler at the present stage of the exarnination of this 
matter that there can be &~y objective grolli1.ds for justifying 
the limitation of freedom to provide services to business 
carried out by the head office, when the effect of such 
limitation vvould be to exclude from the Directive - which, 
broadly speaking, is to be adopted for the whole 
Cownunity - business performed in exercise of the freedom 
to provide services by agencies and brfu"'1ches. 

Accordingly, the Directive in question coulcl not 
validly exclude the business of agencies and brill~ches from 

freedom to provide services. 

(1) see jud.gment of the Court of 21.2.1973 in case 6/72 
(Europefdballage et Continental Can v Comrnission, 
Reports 1973, p. 215 and in particular p~ 245-246). 

5343/81 hip/ARIel E 
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Objet : Proposition de deuxieme directive du Conseil portant coordi­
nation des dispositions legislatives 7 reglementaires et ad­
ministratives concernant l'assurancedirecte autre que l'as­
surance sur la. vie et fixaD.t les disposi tions destine es a 
f~ciliter l'exercice effectif de la libre prestation de ser­
Vl.ces 
- possibilites de limiter liexercice effectif de 180 libre 

prestation de services aux operations ~u siege social 

Lors des reunions du Groupe ad ' hoc des conseillers en date des 
20 et 24 fevrier 1981, un avis du Service juridi~ue du Conseil a ete 
demande sur la. question' suivante : 

Les dispositions de 1a directive'peuvent-elles se limiter a 
facilit~r l'exercice effectif de 180 libre prestatio~ de ser­
vices pour les seu1es operations du siege social de l'entre­
prise (a l'exclusion des operations des agences et suc~sales 
de ce11e-c1) ? 

La presente note a pour objet de repondre a cette' question. 

, • La. limitation de l'exercice effectif de la libre prestation 
de services au siege social des entreprises ou l'extension dYun 
tel exercice aux 'agences et succursales de celles-ci se refle­
tent dans 1e texte de la directive par l'inclusion ou l'omission 
de tel1es agences ou succursales dans les definitions figurant a 
1 'article 2. 

534.3/81 JUR 57 _---- ----- -- -
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A l'etat actuel des travaux (1), cet article est ainsi 
,redige 

HArti cle 2 

1. Au sens de cette directive', il faut comprendre par 

a) premiere directive de coordination 

la premiere directive du Consei1 visee a l'artic1e 1er sous 
a) • 

b):entreprise 

Toute entreprise ayant re9u l'agrement administratif confor­
mement a l'artic1e 6 paragra~he 2 sous a) IOu b17 de cette 
directive. 

) " c ••••• 

. La suppression ae 1a reference au b) de l~article 6 paragra­
'''Ohe 2 aurai t pour effet de ne rendr~ applicables les disposi ti ons ... . 
de la directive ~u'aux operations du siege social (2). 

. .. / ... 
(1) Sauf indication contraire, les references sont faites au texte de la 

proposition tel ~u'il est repris au doc. 8788/2/80 Rev. 2 du 13 
octobre 1 980' 

(2) La "premiere directive" a. laque11e il est fait allusion est la direc­
tive du Conseil du 24 jui11et 1973 portant coordination des disposi­
tions legislatives, reglementaires et administratives concernant 
l'acces a. l'activite de l'assurance directe autre que l'assurance 
sur 1a vie et son exercice (J . O. nO L 228 du 16.8 .1973) . 
Cette coordination a notamment pour objet de soumettre a. un agrement 
administratif l'acces a l'activite de l'assurance directe sur le 
territoire d'un Etat membre. 
Aux termes de l'article 6 par. 2 de cette directive, cet agrement 
doit etre so11icite par 
a) l'entreprise ~ui fixe son siege social sur 1e territoire de cet 

Etatj 
b) l'entreprise dont 1e siege social se trouve dans un autre Etat 

membre et ~ui ouvre une succursa1e ou une agence sur 1e territoire 
de l'Etat membre interesse. . 

5343/81 vd F 
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L'inclusion de cette reference entrainerait l'appli­
cation des dispositions en question tant aux operations du 
siege social quia celles des agences et succuraales, qui 

sont constituees par des entites emanant du siege sans en 
etre juxidiquement distinctes. 

S'agissant d'operations effectu~es an pres~ation de 
services, elIas sont destinees a etre .cou~ertes par les 
dispositions reprises au Titre III de la proposition de 
dire ct i ve ( art. 9 a 1 6 ) • 

2. La Titre III de Ia proposition indiquee ci~essus a 
pour objet d'introduire, dans la legislation des Etats mem­
bres, un ensemble de dispositions ,destinees a faciliter 
l'exercice effectif de la libre prestation 'de services par 
la coordination des legislations relatives a l'exercice des 
activites 'non salariees. 

Cette coordination sVeffectue sur la base de l'arti­
cle 57 paragraphe' 2 du traite CEE» qui est rendu applicable, 
a la libre prestation de services par 'lVarticle 66 du meme 
traite. Ces deux articles figurent parmi ceux qui sont 

, retenus en tant que fondement juridique de Ia proposition 
de deuxi eme dire ct i ve • 

. .. / ... 
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Aux termes de I'article 57 paragraphe 2, Ie Cons~il est 
tenu d'arreter, avant l'expiration de la periode de transition, 
les directives visant a la coordination des dispositions legis­
lati ves, regl,ementaires et administrati ves des Etats membres 
concernant l'acces aux actiVites non salariees et l'exercice 
de celles-ci. On rappellera que, dans son arret rendu Ie 3.12. 

1974 dans l'affaire 33/74 (1), la Cour, en reconnaissant un 

effet dire ct aux arti cles 59, alinea" er et 60, alinea 3 du 
traite CEE dans la mesure ou ils visent a IVelimination de 
toutes discriminations a l'encontre du prestataire en raison 
de sa nationalite, a precise qu'il appartient encore (c'est-a-

. . 

. dire merne apres l'expiration de la periode de transition) aux 
directives fondees sur l'article 57 par. 2_ 

II de resoudre lesproblemes specifiques resultant de • • • • 
la circonstance qu'a defaut d~etablissement permanent, 
le ,prestataire pourrait ne pas etre pleinement soumis 
aux regles professionnelles en vigueur dans l'Etat ou 
la pres~ation est exe CU~Es.," 

Le Conseil dis~osant encore a l'heure actuelle d'une com­
petence pour arreter des dispositions en vue de resoudre ces 
problemes specifiques, la question soulevee par le Groupe re­
vient a savoir si ces dispositions peuvent se limiter a une 
solution partielle de ces problemes, a savoir ceux qui resul­
tent des prestations de services effectuees uniquement par Ie 
siege social de l'entreprise. 

3. Lors des reunions du Gro~pe ad hoc des conseillers, les 
arguments suivants ont ete avances a l'appui d 9une reponse af­
firmative a cette question: 

-------------------------------- ~ 
... / ... 

(1) Van Binsbergen c/Bedrijfsvereniging Metaalnijverheid, 
Recueil 1974, p. 1299 
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a) l'obligation de supprimer les restrictions a la libre pres­
tation de services a l'interieur de la Communaute n ' est 
prevue par le texte ,de ~'artic1e 59 a1inea,premier du traite 
quIa l'egard des ressortissants des Etats membres etablis 
dans un pays de la Communaute autre que celui du destina­
taire de la prestation. La portee dtune telle obligation 

.etant done limitee a la suppression des restrictions con­
cernant les personne~ physiques (nr.essortissants"), ie 
Conseil serait libre de proceder a une suppression par 

. . i' stapes des restri ctions concernant les personnes morales et 
d·' exclure ainsi dans un premier temps de cette suppres~ion 
les restrictions concernant'les operations des agences et 
succursales. 

b) les dispositions ar~ par 1e Conseil sur la base de l'ar­
ticle 57 paragraphe 2 pourraient valablement se limiter a 
faciliter l'exercice effectif de la libre nrestation de , .. 
services pou~ les seules operations du siege social de l'en­
treprise en vue notamment d'eviter des distorsions de con­
aurrence et'de proteger d'une maniere efficace les consomma­
teurs (assures). 

o 
o 0 

a) En vertu du premier alinea de l'article 58 du traite, les 
societes constituees en conformttS avec la legislation d'un 
Etat membre et ayant leur siege statutaire, leur administra­
tion centrale ou leur principal etablissement a l'interieur 
de la Communaute sont assimiles, pour l'application des dispo­
si tions. du ch.api tre relatif, au droit d' etablissement, aux 
personnes physi~ues ressortissant des Etats membres. 
Il resulte par ailleurs de l'article 66 du traite ~ue cette 
disposition est applicable ~ la matiere regie par 1e chapitre 
du traite relatif aux services. 
Lee temes "ressortissants d 'un Etat membre" figurant au pre­
mier alinea de l'article 59 couvre donc indistinctement tant 
les personnes physi~ues ~ue les societes definies a l'arti­
cle 58 dutraite. ----------- - ... / ... 

i 
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Quant a. 1a sup:pression des restrictions a la libre prestation 
de services prevue par l'article 59 alineapremier du traite, 
elle est a. rea1iser "clans le cadre des dispositions" figurant 
au chapitre relatif aux services. Or, 1e progr~e general 
fixant, aux termes de lYarticle 63 1 les conditions generales 
et les etapes de 1a. suppression des restrictions, prevoit ~ue 
cel1e-ci soit realisee au benefice des differents prestataires 
(personnes physiques et societes) lIa OJrldi tion ~ue le servi ce 
soit execute par 1e prestataire lui-meme OU par une de ses 

I succursales ou agences ega1ement etablies dans la Communaute II (1 ) 

Aucune distinction ,n' est done faite dans ce programme entre 
les operations du siege soci'al de ' l'entreprise ou de ses agen­
ces ou succUrsales. 

Il n'est donc pas possible de tirer argument du texte du premier 
alinea de l'article59 du traite pour exclure les operations des . . 
agences et succursales de Ia suppression des restrictions a la 
libra prestation de services. 

b) Les arguments invo~ues afi'n de justifier une liberte de pres­
tation de services limitee aux seules operations du siege 
social ·de l'entreprise consistent a admettre que le 'Conseil 
pUisse, en statuant sur la base de l'article 57 par. 2, pour­
suivre des objectifs complementaires par rapport a ceux ~ui 
relevent de ceux ~ui figurent a cet article : alors que la 
finali te enoncee par celui-ci. est celIe de "facili ter l' acces 
aux activites non salariees et leur exercice", les objectifs 
com~lementaires consisteraient a eviter les distorsions de 
concurrence et a proteger les assures d'une maniere efficace. 

Dans son arret· rappele ci-dessus (2), la Cour de justice a 

circonscrit le champ d'application des directives arretees 

(1 ). v • . Titre I, J. O. n O 2 du 15.1 .1 962, 1'. 32 

(2) arret Van Bins bergen, Re cue i 1 1 974·, 1'. 1 294 

-------
.S343/e, 
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sur la base de l'article 57 paragraphe 2 du traite a la solu­
:' .', ' tion des problemes flresultant de la circonstance ctU~a. defaut 

. ,- d 'etablissement permanent 1 1e prestataire :pourrai t ne pas etre 
. p1einement s oumis aux regles professionnelles en vigueur dans 

1 'Eta.t ou 1a. presta.tion est exe cutee". 

On ne sau.ra.i t certes exclure en principe qu v en recher­

chant une solution a. ces probleme~~ ii soit pennis au Conseil 
. de tenir compte de finalites comme IVelimjnation des'distor-
. siena de concurrence et la protection des assures (1). Encore 

faut-il que la pour~ite de telles finalites n'aille' pas~a 

l'encontre des dispositions du t'raite et soit justifiee par 
des raisons objectives. 

i ) Une limitation de la libre prestation de ,services aux ope­
, rations du siege social des entre~rises risque d 9 aller a 
l'encontre d9~e disposition expresse du traite (a~. 60" 

. deuxieme alinea. ) ; "aux termes de celle-ci ~ Ie prestataire 
( en l'espec,e l'assureur ) peut,' pour 1g execution de sa 

prestation, exercer, a titre temporaire 1 son activite dans 
. le pays ou la prestation est fournie 1 dans les memes condi­

tions que celles que ce pgys impose a ses propres ressor­
tissants (2 ) . 

Or, ces conditions sont dans le cas d'es~ece constituees 
par 1e fait d'operer par la voie d'agences et succursales; 
i1 en resulte que les Etats membres qui interdiraient les 
operations des agences et succursales - etablies dans les 
autres Et~ts membres - effectuees en.libre prestation de 
services alors quVils autoriseraient les operations effec­
tuees a l'interieur de leur territoire par les agences et 

. , . ... / ... 
, (1 ) Par une declaration inscrite au proces-verbal du Conseil lors 

de l'adoption du Progr~e general pour la sup~ression des 
restrictions a la libre :prestation de services~ le Conseil a 
reconnu la necessite que les interets des ass~s et des tiers 
ceneficiaires soient sauvegardes (doc. 1338/61, p. 3). 

' (2) Camme indique ci-dessus ceux-ci couvrent indistinctement?~a~ . 
s~ns du traite, tant lee personnes ~bysiques que lee aoc~~t~s 
defin1 s a l'article ;8 du tra1te, . 
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succursales des entreprises ayant l eur siege social dans ce 

( 

, ("'.) 
, territoire ne garantiraient pas l~exercice de ,19 activite 

d'assurance en libre prestation de services dans les memes 
conditions ~ue celles qu'ils imposent a ses pro~res ressor­
tissants. 

• 

ii) la Cour de justice a eu l~occasion de rappeler dans sa juris­
prudence la "nature particuliere de certaines ~estations 
de servi ces." et les conseq,uences qui' en de coulent Cluant 8. 

la compati bili te ave c Ie trai te des n engences spe cifiques II 
imposees aux pres~ataires. (1) 

II apparait done legitime pour le Conseil de chercher 
a concilier les engences de la libre prestation de services 
avec celles de la protection des particuliers, destinataires 
de ces prestationB? la prise en consideration de ce second 
element devant evidemment etre justifiee sur la base de rai -

'sons objectives. 

En l'espece il n'apparait pas au Service juridi~ue du 
'Conseil, en l'etat actuel des travaux? que des raisons ob­
jectives aient ete avancees qui permettent de justifier que 

' les ass~s soient mieux proteges lors~ue la prestation est 
effeetuee a partir du siege social Clue lorsqu~elle est ef­
feetuae a. :partir des agences et succursales. 

. .. / ... 
(1) cf. arret du 18 1.1979 dans les affaires jointes 110 et 111/78 

(Ministere publie et autres c/Van Wesemael (Ree. 1979, p. 35) ; 
l'attendu 28 de cet arret est ainsi redige : 
"compte tenu "de la nature particuliere des prestations de ser­
vices, telles ~ue 1e placement dVartistes du spectacle , on ne 
saurait considerer comme incompatibles avec le traits des 
exigences specifi~ues imposees aux prestataires, ~ui seraient 
motivees par lVapplication' de regles professionnelles~ justi­
fises par l'interet general ou par la nscessite d'assurer la 
protection de l'artiste, incombant a toute personne etablie 
sUr le ' territoire dudit Etat, dans la mesure ou le prestatair , 
ne serai t pas soumis a. ass prescriptions similaires dans l'Etat 
'membra ou i1 est etabli. tI 

------
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l'elimjnation des distorsions de con~~ence rentre ,'da:o.s les 

objectifs du traite tout aussi bien que lVabolition des ob­
stacles a la libre prestation de services (cf. art. 3 sous c) 
et f)). Les institutions des Communautes sont tenues, comme 
les Etats membres, d'assur'er dans leur action la poursuite de 
cas objectifs. Dans le cas d g espece 1 les dispositions a 

'" arreter par le Conseil doi vent tenir compte de la n6 cessi te 
de concilier les deux objectifs ~ui' figurent a'l'article 3 c) 
at, f)du trai te sans q,ue l;un doi ve etre ne cessairement sacri­

fie au profit de l'autre (1). 

Or, 1e Service juridique ' du Conseil ne voit pas les rai­
sons pour les~uelles lVadmission des agences et succursales 
a l'exercice effectif de la libre prestation de services pro­
'voq,uerai t des distorsions de concurrence. , 

4. En conclusion, i1 ne semble pas au Service juridique du 
Conseil, au.stad~ actuel de 1gexame~ de cette question, 

qu'une limitation de ~a libre prestation de services aux operations 
du siege puisse etre justifiees par des raisons objectives lors­
qu'elle a pour effet d'exclure des dispositions de'la directive a 
arreter" d 'une ma.n.iere g~nerale, pour toute la Communaute, les 
operations effectuees. en libre:prestation de services par des agen­

cas, at succursales. 

]ans ces conditions~ la directive indi~uee ci-dessus ne saurait 
valeb~ement exclure les operations des agences et succursales de la 
libre prestation de services. 

.. . 

, ,(1) cf. 'l' arret de la Cour du 21 .2.1 973 dans l' a.ffaire 6/72 
(Europemballage et Continental Can c/Commissioll~ Recueil 1973, 
1'- 21 5 at notamment p. 245-246). ' , 

5343/81 ------- vd , 
F 



EUROPEAN COMMUNITIES 
THE COUNCIL 

NOTE FROM THE PRESIDENCY 

I 

5371/81 I 

I RESTREINT 

ECOFIN 17 
AGRIFIN 86 

Subject: Economic and financial aspects of the Commission proposals 
on the fixing of prices for certain agricultural products 
and on certain related measures for the 1981/1982 marketing 
year 

In accordance with the brief received from the Per.manent 
Representatives Committee on 19 February 1981 the AGRI/FIN Working 
Party met on 5 and 9 raarch 1981 to examine the economic and financial 
aspects of the Commission proposals on the fixing of prices for 
certain agricultural products and on certain related measures for the 
1981/1982 marketing year. 

The Working Party geared its examination to the four questions 
contained in the brief from the Permanent Representatives Commdttee . 
It would emphasize that the positions adopted by delegations on these 
four questions must not be seen in isolation but taken as a whole • 
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1. Do the farm proposals for the 1981/1982 marketing year reflect the 
Mem~er Sta~es' gen,eral policy on financial and economic . matters, 
particularly with regard to thefi@t a~inst inflation and the 
res~rictionson . pu.blice,xperldi ture? 

The economic background to the Commission proposals is as 
follows: 

(a) in 1980 inflation gained considerable momentum, reaching an 
average of 12.1% in the Community; the 1981 estimates indicate 
an average of around 10.4% (1); 

(b) in 1980 production prices in agriculture increased by 7%, 
whereas the price of inputs rose by 12%. In 1979 the figures 
were 6% for prices and 8.9% for inputs; 

(c) as regards the trend of spending on agriculture in the 
Community, an average increase of 23% between 1975 and 1979 
was followed by an increase of 8.4% from 1979 to 1980. The 
1981 budget provides for an increase in agricultural expenditure 
of 13.9% oompared with actual expenditure in 1980 (2); 

(d) on average public expenditure in the Member States rose by 
14.1% in 1980; the 1981 estimates show an average inorease 
of 12%. 

(1) The rate of inflation should fall to approximately 8% in 
December 1981. 

(2) The agricultural expenditure planned in the 1981 budget allows 
for the effects of Greek accession and the full impact of the 
new market organization for sheepmeat. The impact of these two 
factors is estimated at 450 million ECU, or approximately 3.5% 
of EAGGF/Guarantee expenditure. 

• •• 1 ••• 
5371/81 dor/CH/pm E 
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Several delegations feel that on the whole the Commission 
proposals are fully compatible with the general financial and economic 
policies of the Member States, as regards both the fight against 
inflation and restrictions on public expenditure. In particular: 

- these delegations stressed the seriousness of the problems facing 
agriculture and the need to provide an adequate response this year. 
Because of the modest rate of increase in farm prices farmers had in 

recent years made a much greater contribition to fighting inflation 
than other sectors of the economy, and this trend must be corrected. 
It was also pointed out that the agricultural prices policy must 

ensuxe adequate productivity in order to avoid negative effects in the 
medium term, on both inflation and public expenditure; 

- some delegations drew attention to the dangers of an inadequate pricing 
policy for the common agricultural policy, in particular if it led 
Member States to take national support measures; 

- the Italian delegation considers that the Commission's approach, based 

on the average trend of inflation in the Community, is inappropriate, 

since the rate of inflation varies considerably from one Member State 

to another, with different repercussions on incomes. In its opinion 

the Commission proposals are acceptable in terms of fighting inflation 

but do not take account of the need to safeguard the incomes of 
Italian farmers. If prices were inadequate it might be necessary to 

provide supplementary aid from national budgets or Community budget; 

... / ... 
5371 /81 dor/CH/hr E 
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- some delegat.ions drew attention to the fact that the Commission 
proposals offered the possibility of using MCAs to modulate price 
increases .in thediffe-rent j',Tember States . 

Two delegations, however, drew attention to the fact that if 
the aim was to strike a significant blow against inflation it was 
necessary to think in terms of Community objectives on price 
increas'es, instead of fuelling inflationary pressures in the future 
by trying to compensate for past increases. They also pointed out 
that several Member States were making were making considerable 
efforts to restrict the growth of public expendi ture.e Comparable 
efforts must also be made at Comrmmity level. In particular: 

- the German delegation pointed. out that according to the multiannual 
financial estimates the price increase should not be more than 61%. 
At national level, Germany intended to limit public expenditure 

to 5.2:';~ in 1981. Lastly, it commented that the farm price proposals 
could not be assessed solely in terms of farm incomes; 

- the United Kingdom delegation took the view that throughout the 
negotiations a constant check should be kept on the compatibility 
of agricultural decisions with economic and financial priorities. 

I 
•• Wl I ••• 

5371/81 dor/CH/hr E 



2. \Vhat effect do these pronosals have on the trend of farm'ers' incomes, 

bearing in mind the need to ensure greater convergence of the LIember 

states' economies? 

In support of its proposals, the Commission pointed to the 

substantial, real fall in farEl incomes in 1980, follovnng on a 

less steep drop in 1975 and t~lree years of a moderate price policy 

in the face of a considerable increase in costs. To take accoilll-C 

of the different national situations the Co~~ission proposed in 

particular that the increase for :,ledi terrane 811 products be higher 

than for other r)roducts and tllat posi ti ve =\ICAs be reduced or 

abolislled. Lastly, the Cornmission rel,resentative pointed out that 

the price ij olic;:,r was coupled wit~'l structural policies to assist 

the weakest :9roduc ers. 

Several delegations fOllild the Cowmission ~roposals on 

agricultural ~)rices inadequate. · I:a their opinion not only would 

they f a il . to reverse the two-year old trend ·of a drop in the 

purchasing power of farm incomes but, if endorsed, they would 

subsequently ~Norsen the posi tion of agriculture in relation to ·· the 

other sectors of t h e economy_ Some delegations a lso felt that the 

whole set of Cormnission proposals did not help sufficiently in 

reducing the dispgrities between the different 2_gricultural regions 

of t h e COE1munity. This was ~~)articularly serious for those ~JIember 

states in which agriculture VIas of the utmost i!i1portance in terms 

of employment 2-nd gross domestic l)rocluct, for c1ifficul ties here 

went a long We-.,] to depressing the rest of the economy. 

Conversely, it 'Nas argued th2vt farmers T incoJJes did not depend 

solely on r:rice increases, but also on structural alterations and 

an unturn in the economy as a ,"{hole . The price ~Jolicy must 

... / ... 
53 71 /81 c1or/CH/ac E 



also e::18U1';"e n satisfactory balan.ce of agricul tu.ral production in 

terms of 8u~:)plJ 811d dem811d. In t:'le IJresent ecol~omic si tuation it 

should 2,lso ~Je rerJeEl8ered tl"~f:d-; unemployment llroclems were less 

. acute in agric1.1,lture than in other sectors. 

. .. / ... 
-, .. ~ 
:.J 
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3 . Do these prof)osals reflect the Community's budgetary requirements 

bearing in mind the existence of the 1% limit on VAT revenue and 
the problem posed by the fact that a relatively large proportion 

of the budget is given over to agricultural expenditure? 

According to the Commission's calculations the overall 

financial impact of its proposals for the 1981/1982 marketing year 

(12 months) will be as follows: 

- Supplementary expenditure 

- Savings 

Financial impact on agricultural 
expenditure 

+ 1,547 million ECD 
703 million ECD 

+ 844 nillion ECD (1) 
================= 

The budgetary impact of the proposals for the financial 

year 1981 is estimated at 255 million ECD. 

In 1981 the Commission intends to make savings of some 

400 million ECU in respect of market management which will be 

reflected in the 1981 appropriations of the Guarantee Section 

of the EAGGF. 

The COITllnission feels that if its agricultural proposals are 

endorsed they will be compatible with short-terrn budgetary 
restraints: 

for 1981 the possibility of a supplementary budget for the 
EAGGF/Guarantee Section can be ruled out; 

for 1982 there should be some margin for expanding other 
Community activities, given the expected rate of growth of own 
recources (2); however, this possibility will be limited by the 

According to the Commission's calculations its proposals would 
entail a gross increase in own resources of 321 million ECD over 
12 months . This estimated increase was not cal culated in 
relation to the multiannual estimates. 
Ovvn resources increase by roughly 10% per annum, i. e . 2,000 MEUA 
from 1981 to 1982. 

. .• 1 ••• 
5371/81 dor/CH/jp E 
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budget~y repercussions of the agricultural price decisions 
for ' 1'98-.2/19.8) J. ' any . ch811ges in the situation on the world 
rrl~l{et·~ 8¥.ldon the mQn.etary front, as well as the volume 
of payments · automatica.lly arising from past commitments in 
parti.oular a~ regards the· structural funds. 

T~e Commi'~sion aclmowledged that it was of course too 
soon to say ·how these considerations would be affected by a 
mo·re fa:r-,rea.chi:p.g reorganization of the structure of the 
budget (brief o:e' 30 May). 

~p_ .. ~~~~ ~vyho~. e .. ~e~e~at~ons .. ae;reed with the Commission's 
~al~~si$: . ~o~ . ~~e . ~~!lan~~¥E3:~ .. :.y~ar ., 198,1 Z. but " there were differences 
of opinion ' regarding the outlook for 1982. 

, " ;:'.~ _ ~_ .,.,...1 t. "'., >'" ''1. , " -'" : •. ~ .' ........ , - ' ,',' 

In particular: 

several delegations take the view that the available estimates 
indic~te that the Commission proposals will not pose any 

budget problems in 1982 as regards either the limit on own 
resources or Cormnunity policies to be pursued in other sectors. 
The present world situation is better than forecast for several 
significa.p.t products and the monetary trend is also favourable, 
so that, if these conditions continue, further savings may be 
expected in 1981; this could have the effect of reducing the 

~ Community rate of VAT for that year; 

- some· delegations pointed out that the 15'S limi t on VAT was not 
a valid criterion for assessing the Commission proposals. 
It existed and ttfould have to be complied with in 1981 and 1982 

but it could not be regarded as an absolute, hard-and-fast limit; 

... / ... 
5371/81 dor/CH/jp E 
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- other delegations feel, howev'er, that the Commission proposals 

could have a much greater financial impact in 1982 than at 
present forecast, owing to the many imponderables involved. 
Hence it is not certain that the 1% VAT limit can be observed 
in 1982. The German and United Kingdom delegations consider 
that to avoid any budgetary problems the budget procedure should 
be improved so that action can be taken in good time. Lastly, 

the United Kingdom delegation stressed the importance which it 

attaches to ensuring that the decisions to be taken on agriculture 

do not interfere wi til the decisions to be taken on reorganlzlng 

the structure of the budget in accordance with the brief issued 

by the Council on 30 May 1980. 

. .. / ... 
5371/81 dor/CIVmh E 
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4. Db these . nropGsalsprovide a satisfactory solution to the problem 

~po.s~e,d , by> P013i t~ye MGAs? 

The Commission proposes a five-point reduction in the 

positive monetary compensatory a~ounts applied in Germany and in 
the United Kingdom and the abolition of positive monetary 

compens'atory amounts in the Benelux countries. It considers that 
this nie:asure is needed to correct distortions in competition in 
trade and, in real income terms, to achieve a more equitable 
situation between producers in the different Member states. 

These Commission proposals evoked the following reactions: 

- theF'rench delegation, with the support of some other delegations, 
felt th:at the Council shoulci decide by the next marketing year 
that all positive MCAs, old or new, must be abolished within 

two years; 

- some delegations advocated progressively abolishing positive 
MCAs as quickly as possible; 

- the Italian delegation was in favour of abolishing all positive 
MCAs as of the next marketing year; 

- the German delegation, while in agreement with the principle of 
dismantling ' :MG~s was opposed to any automatic machinery for so 
doing. It pointed out that a recent- Commission survey had failed 

to prove that the existence of MCAs in 1979 and 1980 had resulted 
in distortion of competition; 

- the United Kingdom delegation also agreed in principle with the 
abolition of MCAs, but pointed to the high level of inflation in 
the United Kingdom and recent movements in the exchange rate for 

the pound, which had involved substantial upward or downward 
variations in MCAs. 

5371/81 dor/CH/m..~ E 
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COREPER (AKDASSADORS) z 12 NARCH 

-" . . 
PREPARATION OF' . [COFIU COUNCIL (r~IPT NOT TO ALL) 
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. ECOitor11C AtJD FIr.lAUClAL. ASP~CTS OF AGRICULTURAL PRICE FIXING 

SU~~ t'1ARY 

1. rRAFT CO~JCLusi' OiiS PREPARED BY DUTCH PRES1D£NCY CR-ITIC'ISED BY 
1TAL Y, I REl,\ ~! 0. DtJ~~J;ARK A~~D GREECE FOR NOT BE I NG ' ROBUST ENOUGH 

O~l i~ EEJ TO ~'lAI ~i Tt. '~-i FAR~1 JNCO~'1ES A~~D BASIC PRINCIPLES OF CAP. 

GE ~ >:A ~ 'i Y ~. ~ n UK SU PPORTED PREst DENCY J',PPROACH '.iHtLE SUGGESTH·;S 

1~'H: ~~ l; :~E:! TS TO S TRE~·~ GTHE N t1 ESSA.GE ABOUT BU DGETA RY AND ECC NO~'I C 

IMPL' C ATI O ~S. DRAFTING GROUP TO ~ E ET TG~O RR0W TO PREP ARE NEY 
r':; ,!: r-T FOR CarlS) r ;': f?f\TIO ~i AT ECOFI I' cou~ cft. ON t·1{)~JDAY. 
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2. RUGGIERO (iTALY), F lfL~rJCE MPllSTERS y:OULD G~lLY DEBATE THE SU 3JECT 

FOR l~ COUPLE OF HOU;;S. THERE \·t AS A STRCflG DA:'l GER THAT NO AGREEr,tEtJT 

;~OULD BE REACHED CR A BLA:~D AND USELESS TEXT l:OULD Et,1ERGE. THERE 

\~AS ALSO A D;HIGER OF THE COUNCIL DEVELOPING A SPLiT PERSONAL tTY. 

RUTTE;~ (PRES} DENCY) SAl D THE PURfYJSE OF THE ECOFlrI .DISCUSSiOHS \~i\S 
TO UNDERLl f4 E THE RELATIO NSHIP BET\·.lEEN AGRICULTURE PRICES . DECfSIO~J S 

A:iD OTHER COr'~ iI;UNITY A~JD NATIOtlAL ECO;'IObllC DE f~1310NS. AGRICULTUi1 t,L 

rf:CiSIO~lS SHOULD rlOT BE TAKEN IN A v;\cuur·) BUT rt VIAS NOT tNTE;'·!DC: !) 
. -

lHAT FINANCE i~n NtsTEr~s SHOULD LH-aT THE POSSIBIL1Tlt:S FOR OTHSR 
4 • _ . 

aJUNCILS TO T .~KE DECISIONS. 

-
:~ DILLON (' RELAND) SUPPORTED RUGGJ Erc. ,ONE COUNCil COULD NOT. TELL 

ANOTHER VlHAT - TO DO. HE COULD AGREE TO D1SCUSSIO~! BASED ON AGRIFIN 

GROUP. REPORT (5371/81). BUT HOT ON BA$tS OF WHAT HE CALLED VAGUE 

lHOUGryTS OU -30 t~1A~ r4AN DA 1·E. 

- -
4. MATHIAS (GERMANY) AND I SPOKE IN SUPPORT ~~THE PRESIDEnCY'S 
GENERAL APPROACH. IT WAS IMPORTANT TO BRING FACTORS NCT 'IN THE 
AGR1CULTURI<L F'I ·ELD TO THE ATIENl"tON OF AGRICULTURAL HINISTERS~ 

" SAl D THAT THE CONCLUSIO~!S SHOULD S.AY EXPRESSLY THAT AGRI CULTUR AL 
.. 

roLLEAGUES SHOULD TAKE NOTE OF GUIDELINES AND ARRANGE FOR A FURTHER 
. -

CONSULTATION tF THEY SA\r/ ANY.DIFF1CL:LTY -ABOUT TAKING DECISIONS 
WI TH I N THE~~ . ... 

- - .' . 
5~ DI scusstON \'JAS THEi·J TAKEN UP \-ltTH AMEt,D~1ENTS TO THE DUTCH TEXT. 

_ • .r • • 

O:~LY SO:-4t: wERE CiRCULATED. FOLLO\rJJ~Hj \~ERE HAIN POINTS ON WHICH 

-.. --
A) FIGHTAGAlNST INFLATION AND PRICES ' 

~ 

_ _ ITALY~ SPECIAL ACCCUNT NEEDED TO BE TAKEN OF_ REGIONAL VARIATIONS 
Itl INFLATION RATE. ONE MEMBER STATE HAD ALREADY INTRODUC-ED NAT'C~JAL 
. ... - .. 

HJCO!~E Al 1)3. f F FAR PRI CE PROPOSfllS \'JERE. nOT ADEQUATE PUBL I C EXPEND-

ITURE tl;IGHT ALSO HAVE TO BE. INCREASED IN OTHERS. A BETTER REGIONAL 

BALANCE: \-.:"5 NEEDED. 
~t r1ELt~~~D: AGRICULTURE POLICY MAKES A~l 1l~1PORTANT CONTR-iBUT-ION 

) TO FIGHT j\GAINST INFLATION. PRICE PROPOSALS DO UOT COVER RATE OF 
INCREASE OF . INPUT COSTS. SPECIAL DIFFICULTIES FOR COUNTRIES v!lTH 

-
G[R:::A~lY: AG RICULTU Ft. .. \L PRICE !.~~CREt\SES SHOULD BE LESS TH~\~' i THE 

GENERAL LEVEL OF PKICE JNCRE;~SE3 1~1 COUNirttES ~JtTH LO\'! INFLA1 ~ij:. 

RATES. 



HATES. 

: B) n U DG £:1 AND 1 PER C EN TeE iLl N G 

GE Rr1/,hY AND UK: GROv!TH IN AGRICULTURAL EXP ~r:DI TURE r"1UST BE 

MARK EDL Y lO\'-!ER THAN GROwtH IN O\,-!N RESOURCES B~SE. ESSENT' AL TO HAVE 

COHMI SSION'S FORECAST FOR 1982. 
, -. 

FRANCE; 1)lfFICULT BUrGETARY SITUATION REFERR ED TO DOES NOT EXIST It - " 

THERE I S NO GENERAL POL I CY TO REDUCE THE SHARE OF AGRI CUL TURt-\l' 

SPENDI NG -IN THE BUDGET. 

BELGfUr~l NEED TO LOOK AT OBJECTl VE FACTS, NOTE APPRO/\CH OF 1 

PER CENT CEILING AND SHARE OF p,GRJCUL1lJRE BUDGET IN TOTAL CO [·1~· lUtJ1T'f 

BUDGET. 
- - -
ITALY AND IRElANDt 1 PER CENT LIf"H I NOT A RE~,l CONSTRAINT. 

-
OOM.~UNITY O'!!f1 RESOURCES COULD BE INCREASED. 

C) MCAS 
< •. 

DENMARK AND t RELAN.D: STRONGER STATEHE~JT NEEDED ON DI $f·1ANTL I iJG 

POSI T I Vt ~'CA. - .... ..-. 

• TAL YI SUBSTANTf AL REDUCTION OF GERMAU MeA tSSEUTI AL. 

GERMANY: GRADUAL ABOLITION OF MCAS MUST TAKE ACCOUNT OF DEVELOP­
~1E~JT OF PRJ CES AtJD INeOHE ,~~ AGRI CULTURE, 

~ , 

UK: NOT SUBSCRIBED TO GErf,!°L£MAN'S AGREE~-1ENT ON r-1CAS, UK NC.AS NOT 
... , -.. 

liKE FIXED MeA,S: POUND SUBJECT TO CONSIDERABLE FLUCTUATiON: i..;'CAS 

PROVDE EXTRA REVENUE. 
" :M • 4' ·"'. - . -

FRANCEs KEY TO EXERCI SE LAY Ii'( FI R:,t STATEMENTS ON MCAS. BUDGET-

. MY ADVANTAGE OF UK MCAS ILLUSORY SINCE 75 PER CEr~T \\'OULD BE RETURNED 

.. . TO UKI M THE FOLLOWI NG YEAR. . , 

-
, D) ECONON I ES 

FRANCE" CONTRADI CrORY TO SUGGEST THAT ALL lUC~EASES IN EXPEND-
- 0 _ 

,rURE SHOllLD BE FI~lANCED FROM SAVINGS. UND£R~lINES THE WHOLE PURPOSE 

OF HAVI NG OEll GATORY EXPEND' TURE. CO~'1MUN tTY PREFERENCE EFFECTI VEL Y 
- , 

'&PPL I ED WOULD LE/\D TO SUBSTANTI AL ECONO~"1 ES. 

tRELAND~, DENr·1ARK AND GR.EEC£t STATE~·~ENTS ABOUT ECOHOHIES NOT 

. ACCE~TABLE. GENERAL OP?OS.~. TIOH. __, 

I TAL Y':: SUPPO RT Ecor~or'H £s ~EASURES IN PR I NC t Pl. E BUT NUST CO~~CEN­

TRATE o~t REDUCTlO;': OF SURPLUSES. - .. 

, PRESIDENCY, ESSENTIAL TO NAKE SAVINGS IN AGRICULTURAL SECTOR TO - . 

AVO I D Gf\OHTH OF PRQPORTi ONATE SHARE OF A5Rt CULTURE I N BUDGET jf 

) BELG'U~1: HELPFUL TO INCLUDE CC:'1~~'SSICN'S VIE\1 THAT THERE \ifOULD 

BE NO SUPPlE~EUTAnY BULGET· I~j 1981 FOR AGRICULTUHE. 

GE~I ER AI .. 

6. FR A~~ CE, ITALY. ' IRELAND AND LEN;Vl~RK ALL INSISTCD ON THE r~EED f·;OT .. 

TO U~~DER~,qnE THE THREf. BASIC PRltiC~IPLES OF THE ccr'~~~ON AGRtCUL TU~~ t~ 
nJ". t I .... ,- ' ; !' 
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COtiCLUSION 
7 THE TEXT PROPOSED BY THE PREst DE~J CY f TOGETHER \\1 Ttl AHE~-: DME;"TS~ . 

.. 

" 0 "WILL DE CONSI DERED- BY A DRAFT~ NG GROU?ON, FRI:DAY • . A GR,EE:-'lE.~~T 0 :1 A 

TEXT \~JLl CLEARLY :~OT BE POSSIELE. ·r~E. AIM IS TO H;.\VE A SEl: OF tRAfs 
~- _. 

CQNCLUS (Of,lS FOR SUS:'H SS I on TO F f N t\N CE ~H N' STERS ON. t·1ONDAY. WHO WILL 

THEil DEctD~ ~~HETHER TO DO FURTHER WORK ?N DRt"FTJi~G CO~:CLUSIO~JS, OR 

ABAtH:'ON THE ATTE~I;PT 4Ie HAVE A- GtHERAl 'DISCUSSlO ;'J. 
II K''' l · ---. 
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- FinB-1'1cial conseg,uences of me-8Bures....E.rop£~~_EUg~Q~mmission ~~~ 

the common~icultur~ . poli£l 

(4826/80 ECOFIN 5 AGRIFIN 47, 4B40/80 EeOF~N 6 _ ;A,~R.:~J:?IN 48) 

The Council adopted the conculsions annexed hereto. 

- ~xport credits: L~terest rateB lLnder the Arran~ement on~idelines 

f£r offi~ialll supported e!E£rt credits 
(4792/80 eCG 9, 4793/80 CCG 10) 

· ... 7· . " 
il 

Following discussion, the Counqil instructed the Permanent . 4 

Representatives Committee to continue its examination of this i tern . ,I 

other business 

= Date of the next Council meet!ng on econ~mi£~~_fin~!al 

9.~sti~ 

The Council agreed to hold its n~xt meeting on economic 

and financial questions on Monday 17 March 1980. 
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I. 

ANHEX 

Conclusions of the ECO/FIN Council of 11 February 1980 

on the financial conseauences of measures proposed 
• + 

by the Commission under the common 

agricultural policy 

The Council, bearing in mind the conclusions of the 

European Council in Dublin, took note of the proposals made by 

the Commission on 4 December 1979 for improving the common 

agricultural policy with a view to helping to balance the markets 

and streamlining expenditure. It approved the Commission's 

objective of resolving the specific problems arising, in the 

interest of safeguarding the common agricultural policy and 

its economic and social merits, while: respecting its principles 

and taking account of current budgetary difficultie~. This goal 

presupposed substantial savings and a' prudent price policy. 

II. The Council considered it to be desirable that the discussions 

on the Commission's proposals should be guided by the following 

principles: 

1. . .~~ improvement of the common agricultural policy with 

the ai~ of considerably reducing the growth rate of agricultural 

expenditure was absolutely essential also in order to ensure that 

the 1% own resources limit was not exceeded, baving regard to 

the resources required for other policies. 

. .. 1 ... 
I 
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2. Subject to the examination of the assessment an~~ounced 

by the Commission of the foreseeable development of market 

'. - or'ganiza tion expendi ture in the -eVent of, its proposal.s ,.being 

implemented and taking growth in expenditure over the last 

few years as a basis, it would be necessary to take measures 

leading to substantial savings, reaching tr_e order of magnitude 

proposed by the Commission. 

3. In this connection, the Council was of the opinion that 

the measures should be directed particularly at surplus 

products; it requested the Commission to see whether further 

savings might be achieved by means of the more efficient use 

of the market organization instruments. 

III. The Counc'ilrequested the Permanent Representatives C<?mmi ttee 

and the AGRI/FIN Working Party to continue examining the financial 

aspects of the improvement of the common agricultural policy and 

to report back to the Council at the very earliest opportunity, in 

) preparation for further discussions. 
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L -« H e I" ~ r(i'Yl. U N\ (t (E.", fij{),",'V\. :L",-£t ~"" h'1 (' ~l~ tel.. k '::'0 . 
\-0 ~ \'(' S \',A e..\. \- o-~ C C \!-\I\,d \ c1 H \','1. \' ~ kr-.s: 

Freedom to provide services in the insurance sector 

Now that the Council of Ministers intends to examine certain 
fundamental questions arising in connection with the proposal 
for a directive aiming to establish freedom to provide services 
in the insurance sector, UNICE would like to take the oppor­
tuni ty of informing you of its vi ews on tfle rna 1.. ter. 

In connection with its competitive position on world markets, it 
'is in the interest of European Industry, as a policy holder, to 
be able to cover its risks with those insurance companies 
which offer the cover it requires on the most favourable 
terms. This is only possible if the European Community esta­
blishes the freedom to provide services in the insurance sector. 
In fact, only this freedom to provide services will enable 
policy holders . to have access to offers made by insurance 
companies in the various countries of the Common Market without 
it being necessary for these ~ompanies to be e~tablished in 
the country of the policy' -holder or that where the risk arises. 

UNICE deplores the fact that more than 20 years after the 
implementa lono m , and con rary to t e 
pro isions of this Treaty, one of its main objectives has 
not yet been attained. UNICE therefore urges the Council of 
Ministers to adopt without delay the directive abolishing 
restrictions to the freedom to provide services in the insurance 
sector. 

UNICE urges, moreover, that the directive when adopted should 
effectively eliminate existing restrictions so as to bring 
about real progress in this field, and so that the right to 
provide services in another Member State shall not be made 
subject by that State to conditions comparable with those 
of establishment. UNICE is concerned, in this connection, 
about statements made during the preparation of the directive 
about keeping certain restrictions, on the grounds o f protecting 
policy holders and conSl~ers in par ti cular, which would be 
disastrous as regards achieving freedom to provide services. 

\\Thile appreciating the fact that consumers might wish to have 
protection, especially in the form of approval by their nationa l 
authorities of general and specific insurance policy condi­
tions, Ul~ICE would point out that it has always claimed that 
the position of holders of policies covering industrial and 
trade risks is d i fferent. Enterprises are capable of assessing, 
or can get proI essional advice in assessing the risks they 
run in having insurance policies whose general and speci fic 
conditions have not been previously approved by national 
arnninis trations . Hence the Directive should ' at least lCdve 

. / . 



I 1) _ .,. 'l.! 

, it to enterprises to decide whether they wish to make use of 
jnsurance contracts offered in' connectibn with the freedom 
to provide services, the conditions ·of which have not·been 
previously approved by the national authorities, or whether 
they prefer offers on conditions already approved by the 
national administrations. 

UNICE very much hopes that the Council of Ministers will 
now take the political decision to ensure, in an effective 
way, freedom to provide services in the insurance sector, 
and thus cease to suffer a situation which is incompatible 
with the provisions of the Treaty of Rome. 

.. -
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LE CONS ElL 5439/81 I 

I 1 RESTREINT 

Su~E 12 

FISC 13 

. RAPPORT 

du Comite des representants permanents 

au Conseil 

nO doc • .'prec .• prop. Cion R/95/76 (ES 3) 
(C OM/75 51 6 finql 
+ fin. 2 (f, d, e) 8788/2/80 SURE 13 REV 2 

4958/81 ·SURE 6 
5267/81 CRS/CRP 9 SURE 10 EXT 1 

; 
• 1 

R/467/ 78 (ES 17) 
(C Of11/78 63 final) 

objet : ' Pr~~ositio~ ~e deuxi~me directive du Conseil portant 
coordination des dispositions legislatives, reglementaires et 
administratives concern~~t l'assurance directe autre que 
l'assurance sur la vie et fixant les dispositions destinees 
a faciliter l'exercice effectif de la libre prestation des 
services 

INTRODUCTION 

La proposition de laCommission, transmise au Conseil 1e 

. ~ 30. 1 2 , 1 97 5 (1) e t . mo di fie e en v e rtu del' art i c 1 e 1 49- al in e a 2 

du traite Ie 16.2.1978 (2), est en discussion au sein des instances 
du Consei1 depuis quatre ansi 

(1) JO nO C 32 du 12.2.1976, 
. ( 2) do c. 3./ 467 /78 ( E S 1 7 ) . 
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' . : . , , .f " . I 
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I 

) . .. " .. ' 'Bien que les problemes techniques ne soient pas 

.',' '., .- .:··(: encore tous resolus, le Comite des representants perma-

: .... . : ... :' ~/< .nents adiscute des points fondamentaux de 1a proposition de 

I 
I 

.:: :,:'. ',';' 'directi ve 'au cours de seut reunions depuis Ie mois d' octobre 1980. 
> ," LeComiteest ,parvenu a. ~a conclusion que certains de 

.1'.;:,' cespoiilts ' appel1ent un debat et une solution au niveau po1i tique 
:' ~ .... ,>.: e·t .. : ~ 'des ': l~rs ·convenu de soum,ettre 1e pre~ent rapport au Conseil. 
,:. " ",~: . ': .. , . I ', ' .' ) 

~. ;' , ,'~;'"" .." ....: ': . . . .:,.'; . 
'I , I . . , l ' ~. 

f 41_ • • :- ~ I' . . , ') 

, \ ' " ' , "", , " 

I . 

1 

I 
·1 

RESERVES GENERALES 

Les delegations danoise, irlandaise et luxembourgeoise 

, marquent .leurs reserves generales a 1g e9ard de cette 

directive. La derniere de ces delegations a trans!llis au 

'Secretariat un document exposant la situation particu1iere 

de son pays, diffuse sous la cote 5094/81 SURE ' 8 .. + COR. 1 (f). 

La delegation irlandaise rappelle pour sa part 1a 

. declaration du Consei1 ,des 18/ 1 9 decembre 1 918 selon 

.~~quelle "i1 .. l'ourrai t etre necessaire de retenir une solution 

autorisant temporairemel:1,t l'Ir1ande a ne pas appliquer 

integralement les disposi ti ons du ti tre' III de la directive 

'. concernant 1a 1ibre prestation de services". Cette delegation 

a i~diqu6 qu~unG p~rio~e 
.. constituer pour elle une 

~esus~ension de cinq ans 

solut~on satisfais8nte • 
I 
I 
I 
! 

".j.. 
pourra~ '.1 

. ... / ... 

r- .... 
I . 
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. QU:2STIONS SOUii:ISES AU CONSETL 

' ! • { 

) . . .. , .. . ~ '; 1 • ' AGR~riISNT 

" . ';:.,: . ,. Plusieurs delegcitions sont d t avis que c fest 1e 

' /" .::.,:, .. probleme "cle" de la directive et ~nt ind:Lque que si une 
. " . : .. ' solution satisfaisante · etai t adontee concernant la nroce-

" ',,' . . ... 
, " ',"' . dured'agrement, les soucis qui existent quant a la presta-

: . " t, 

. .,.', / ' 

t. , : ... ' • 

tion de services par les agences et succursales pourraient 
, .. ' @tre apaises 'et un accord sur ce dernier " probleme ainsi que 

:sur ,les autres questions restant encore ouvertes pourrait 
"., ' plus facilement etre atteint • 

. 1 I 
I I 

I i , I 

. , , 

, ,, '.' 

. A la suite des debats au sein du Comite des 

representants permanents, las'i tuation actuelle peut se 
resumer ainsi 

, -

huit delegations estiment qu'un agrement specifique 

est indispensable ~our operer en voie de prestation 
de services. Toutes ces delegations, certaines deja 

' a titre de compromis, peuvent sui~~e la proposition 
de , la delegation ,italienne qui prevoit un agrement 
delivre par les autorites de l'Etat membre de l'eta­

blissement apres ~yis~£~£~~ des autorites de 

,, 1 'Etat membre ou la prestation sera effectuee. 

\)~ 

Deux delegations (RU et ~) sont d'avis que toute 
entreprise etablie dans un Etat membre de la Corrunu­
naute au sens de la premiere directive de eoordin~tion 

" 

peu t operer en pre station de servi,ces ; elles ne 
voient done pas la necessite d'un agrement specifique et ne 
peuvent en tout cas marquer leur accord sur une proc~­
dure d'agrement qui confie quelque role que ce soit 
aux 8utorites de l'Etat membre de la prestation • 

. . . / ... 
5439/81 bl F 
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Les represent&~ts de 1a Commission seraient en principe 

,,' d' aqcord sur la posi tiqn de ces deux dernieres dele-

. ' "J: . ~,'>< ga ti ons 7 mai s s' in t errogen t, dans le s ouci de ' venir a 
;,'~ ,",:,;' ",'la rencontre des autres delegations, sur la possibili te 

, . " ,.':':,.:,::",:::;;":~;< : de . prevoir, d 'une part, 'U11 agrerrien t dorme par Ie s au to­
" ', :;,.-:\;,. ';: , I · >~::. : rites . 'de l'Etat membre Otl l' entreprise est etablie apres 

. ":'.;; " ; '.~ ', :;>: ·:·::; .. ·. ,'.>information des autori tesl de 1 'Etat membre de la presta-
": ... ; .... ' ... -------- I 

I 

I 

,','",\." ", :-'::, tion, et, d'autre part, 1J..'p. systeme d'echange d'informations '.' . .... . . I 

/ , 

I : 
\ . 

)[ 

\ \ 

,",'-" ',:, , ,,' ~ "a posteriori" entre au:tofites de controle assorti d'un 
. . . '.' . mecanisme de sauvegarde el cas d' abus. 

, " 

. " . . 

I 
1 

Le Conseil est appele a se prononcer sur 

\ 

· ',-' i· ,-l' opportunite d'un agreme~t spec,ifique pour 1a prestation 

de services I 
i 
\ 

-dans l'hypothes~ Positive~omportant un agrement delivre 
. par "les autorites de l'Et4t membre cl'etablissement, Ie role 

i 

, eventuel a confier aux autoritesde contrale de lYEtat 

membre o~ , la , prestation sdra effectuee 
I 

\ = avis conforme 
\ 

= ;simple information. I 
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',',:," ,'," ',", .', 2~ .~"AGENCES ET SUCCURSALES 
, ( , 

'I" 

--1--·" 
I 
I 

-15 -
I 

! 

" ." ".,' 1es delegations du Royaume -Uni 2 d'es Pays-Bas, de ' la 

, ':,': :,,';>. ~" ": Belgique, du Danemark , et de la Grece appui3nt la proposi-

I
"·"""~' 

' , .J.~,'" " p ;~~ .. 

, ',' .' tion de la CommisE?ion qui accorde la lib,erte de 'prestation 
': \ ' i ,;> " ,;,":: ,'~:, :de , services a tou:tes les entreprises visees a la premiere 

, ,,' :;,",' ,"',,:' ; .. dir'ec'tive de coordination, a savoir les sieges et les ' 

;'~:,:: ,": ,:,: ,'I':" ~, ,agences!succursale s e • -

, : 

. , I 

1es delegations ailemande , 1talienne, franGaise, 

: luxembourgeoise et irlandaise ne souhai tent accorder la 

, liberte , de prestation qu'aux sieges sociaux . 

Compte tenu de la comp~exite des arguments juridiQues 
I I 

, I 

" avances de "Dart et d'autre, 11es deleg.§:~io~.Q!l_t~d:..;;e..;.;;m:..:;;.an.;;;;;.:;..:;d;;...:e~ ___ ....o-...; 

au service juridiCJ.ue du con+il d' etablir une note a ce 
, ;' sujet. , L' avis du service , jU:rJidique est diffuse sous la 

I 
I 

I 

L ' 
" i 
) 

cote 5343/81 JUR 57 SURE 11.1 
I 
I 

Le Conseil est appele ~ decider s1 les agences et 

, succursales pourront ben~ficher de la liberte de prestation 

' de services . 

",'~ '~~ ~&i)t:lU~~ 

·~w~~~ 
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. '.' 3 e ' ()UESTION FISCALE .' ' ,' _'S: ___ --____ _ 

.l l .. , .:'./:'" " ' Le proj et de texte de lla directive, tel quI il resulte 

"':, : : ',':";'·.',~ < . . des ' .. travaux.du q .().rp_~.t, ~ · ~·.:.P·!.e.yo~.t. ?, t, article 15 que tout · 

'.' ;" .. >;'": · ::, contrat d' assurance conclu en libre Drestation de service est 
.... ,'.: " . " .: .... , . '. .0; 

. " ' : " ;" , e:x:clusivement soumis au re,- ime fiscal en vigueur en la 

: :;·,"" :'· j.':> ,.: :matiere dans 1 'Etat membre u la prestation est effectuee e 

·.,.':: ·.::'.··',· ·A 1 'heure actuelle et compte tenu de l' exoneration des 
: •••• ' ', ' , f • 'i '. " . .. . 

. ..... , .. contrat s d' assurance de. la VA prevue dans la sixieme 
.' " . 

" : ', .. '::";., ' .. directive TVA (1) , les ats d'assurance sont frappes dans 

axes specifiques, alors que dans 

at s ne sont pas taxe s,. ' 

'. ·: ;.'·: huit· Etats membres par des 
.. ~ . . " , deux ' Etats membres ces 
. , I , 

" .' ;. 

' . " . ' 
: 1 ,. , " ,'1 , Seule la dele ation fr s'oppose ~ cette solution. 

'Elle demande par contre l'a plication de la TVA aux contrats 

.d' assurance,. etant entendu ... ue, pendant une periode . 

, transi toire, chaque :Stat au ai t Ie cho·ix entre l' application 

de .1a TVA ou . d 'une taxe SPeiifiQUe. ' 

HuH deHgations - la relegation hellenlque ayant 

reserve sa position .- se ~ort opposees ~ la proposition 

frangaise en raison de grav~s problemes que souleverai~ un8 
modification de la sixi~me ~irective TVA. Des lors, ces 

. delegations se sont pronDnc~es en f~veur du maintien du 

regime actuel de taxes spec fiques. , 

I ' 
I 

Dans ces conditions, 1 Consei1 est' aPDe1e 8. se 

. 'Orononcer sur 12. liuesti on d~ savoir s til? 8. lieu deprevoir 

18. TVA comme systef!1.e de tax~1.tion en matiere d 'assurance en 

lieu et place du regime actlhel prevoyant soi t des ' t ax'es 

s~ecif~ques, Boit 1a non-tax~tion. 
\ 

. (1) JO nO L 145 du 13.6.1977, ~. 1 ...t t-I-:- L 
, ~ Vfr-r l>-t ~ ~DA ~ "J ~~l.. ••• 1 ... 

,. ~J ~ ~ oj- tJ"e I ~ ~ ~ 
"5439/81 ~ ~ ('t ~ ~ & . kim F 
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4. DROIT APPLICABLE AU 

L d 'l' t . d ,I , 1" . a e_ega lon . anOlS~ estlme que es dlSposltlons 

concernant Ie droit apPli1able au contrat, actuellement 
.... .. contenues dans les artiCljs 5 et 6 1 devraient etre soi t 

" de la directive et faire n revanche l'objet d'une directive 
·. distincte qui. devrai t etr mise sur pied' par un . groupe . 

... fondamentalement mOdifiee! soi t SUPPrimees . ~ans le co'rps 

.... :. ,. '," '. d'experts en droit inte;rnjtional prive. Pour exprimer ses 
. ' . . - re'flexions a ce suj et, certe delegation a transmis une note 

, . qui a ' ete diffusee sous Ii' cote 5229/81 SURE 9." ',. " 

II est suggere au CO)flseil de prendre .acte de la 

r oo 

"Oosition de la delegation danoise et · de donner mandat au 
Comite des renresentants Jermanents d'annrofondir la 

·discussion de ce point. 

o o 

Le Comite des represent~nts permanents tient a. informer 
le Conseil que restent encorr a resoudre, dans 18, cadre ·de 
cette proposition de directi~e1 de nombreux probleme s et 
notamment celui . du traitemen~ des assurances obligatoires 
sur lequel il poursuit activement ses travaux. 

1 ' \ .' 5439/81 · 
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Subject: Proposal for a second Council Directive on the co­
ordination of laws, regulations and administrative 
provisions relating to direct insurance other ,than 
life assurance and laying down provisions to c , 

facilitate the effective exercise of freedom to ." 
provide services 

INTRODUCTION 

The Comnussion proposal, forwarded to the Council on 
30 December 1975 (1) and altered pursuant to the second 
paragraph of Article 149 of the Treaty on 16 February 1978 (2)~ 
has been ~~der discussion in the Council bodies for four years. 

(1) OJ No C 32, 12.2.1976, p. 2 
( ) R/ 467/78 ( ES 17) 
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Although the technical problems have not yet all been 
solved, the Permanent Representatives Committee has discussed 
the fundamental aspects of the proposal for a Directive in 
the course of seven meetings sinc e October 1980. The Comrl1i ttee 
reached the conclusion that certain aspects require a deba-te 
and a political solution ruld therefore agreed to submit this 
report to the Council. 

GENERAL RESERVATIONS 

file Danish, Irish and Luxembourg delegation~ indicated 
their general reservations on the Directive. The Luxembourg 
delegation has sent the Secretariat a paper describing 
Luxembourg's special situation~ this will be found in 
5094/81 SURE 8 + COR 1 (f). 

The Irish delegation referred to the Council ·statement 
of 18/19 December 1978 to the effect that "a solution which 
would afford to Ireland relief for a temporary period from 
the full provisions of Title III of the Directive on the 
free provision of services may be necessary". The delegation 
said it could accept a five-year suspension period as a 
satisfactory solution. 

. .. / ... 
5439/81 erd/HH/mf E 
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9UESTIONS PUT TO THE COUNCIL 

1. AUTHORIZATION 

,Several delegatiQB§ felt this vvas the key problem in '. the Directlve; given a satisfacto~J solution regarding the 
procedure for authorization, concern over the under~~iting 
of "services" business by agencies and branches might be 
allayed and agreement nlore easily reached on this and the 
other points -still unresolved. 

Following the discussions by the Permanent 
Representatives Committee, the position at present may be 
summarized as follows: 

eight delegations thought that special authorization 
was indispensable for the undeT\vriting of services 
business. All these delegations, some of theTLl e.lready 
by. way of compromise, could support the ' propos.a~ by the 
Italian delegation, which provides for authorization to 
be give,n by the authorities of the ~flember State of 
establishment after obtaining the assent of the 

, " --
authorities of the Member State in which the services 
are to be provided; 

two delegations (UK and NL) thought that any undertaking 
established in a Member State of the Community v!i thin the 
meaning of the first co-ordination Directive should be 
able to underwrite services business; they did not 
therefore see the need for any special authorization and 
could not in any event agree to a.n l;tuthorization procedtlre 
which assigned any role at all to the authorities of the 
Member State serviced; 

.. . 1 ... 
5439/81 erd/HM/mc E 
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the Commission representatives in principle a.greed v''lith 
the position of the latter two delegations, but 
wondered whether, in an attempt to satisfy the other 
delegations, it would be possible to provide for 
authorization to be given by the authorities of the 
Member S-tiate in which the insurer was established after 
l~!2.rmi~~ the authorities of the l\Tember State in which 
the services were to be provided, together with an 
tla posteriori" system for exchanging information ' between 
supervisory authorities accompanied by a safeguard 
mechanism to deal with abuses. 

The Council is requested to give an opinion on~ 

, - the desirability of special authorization for the 
provision of services; 

and if it is deemed desirable to have authorization 
,,'given by the authorities of the Member State of :' 

establismnent,- the possible role to be played by the 
supervisory authorities of the Member Sta.te in which the 

. , services are provided~ 

=. assent 

= information only. 

..' .. / ... 
5439/81 erd/EM/mc E 
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2 . AGENCIES AND BRANCHES 

The Unite~Kingdom, Netherlands, Belgi!ri, Danish and 
Greek delegations supported the Commission proposal which 
granted freedom to provide services to all the undertakings 
referred -to in the first co~ordination Directive, i.e. head 
offices and agencies or branches. 

~eGerman.t ~talian, It''rench, Luxembourg and Irish 
delegations wished to grant freedom to provide services only 
to the head offices . 

In view of the complexity of the legal ar~Jments put 
forward on either side, the delegations requested the 
Council Legal Service to prepare a note on the matter. The 
oplnlon of the Legal Service was circulated under 

reference 5343/81 JUR 57 SURE 11. 

!he .Council is requested to decide whether agencies 
and branches shall benefit from freedom to provide services. 

5439/81 erd/HM/li E 
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3. FISCAL PROBLEMB 

The draft text of the Directive t as it stands after the 

CommitteeVs discussions? provides in Article 15 that all 

insurance contracts concluded by way of freedom to provide 

services are to be subject solely to the tax system in force 

in the Member State where the service is provided. At present, 

taking account of the exemption of insurance contracts f ,r'om 

VAT provided for in the Sixth VArrl Directive (1), insurance 

contracts are subject in eight Wlember States to special taxes, 

while in tyvO Member States they are not taxed. 

Only the French delegation was against this solution~ 

It requested. that VAT should be applied to insurance contracts, 

on the understanding that for a transitional period each 

State would have the choice of applying VAlr or a special tax. 

Eight deleiSatiolls (the ' Greek delegation reserved its 

position) said they were - against the French proposal owing to 

the serious problems which would be created by any amendment 

-to the Sixth VAT Directive, These delegations therefore said 

they were in t">avour of maintaining the existing system of 

special taxation. 

Accordingly, the 'Council is requested to give an opinion 

on whether VliT shov~a. be applied as tb.:.e tax system for 

insurance instead of the existing arra~eE1ents which involve 

ej.ther special taxe.§.~ or no taxes 0 

(l) OJ No L 145, 13.6 til 1977, p. ,1 

... I ... 
5439/81 erd/EM/li ,E 



,: ... 

) - 7 .... 

~~anisl~cl.eleg~t~_9~ took t h e vi eV'1 -'Ghat the provisions 
regarding the l avl appl icable to t h e contract, at present 

contained in Articl es 5 and 6, should be ei ther fundamentally 

amended or transferred from this Directive to a separate 

Directive which should be dravm up by a V!orking Party of 

expert s on priv8.te international law. To explain its views 

on this ~ the delegation forwardo D. a note vvhich ViQ.S 

c i r cul atect under r eference 5229/81 SU£lT~ 9. 

It _,~~~E~~E&.e~~_t§_d tl].~~t -Ghe . q.2..~n1,.qj:-.. 1:.. _.j;.§.~{e no t e o -P the 

.P..9si ti..2E-~? f ~~1e J?"§p'ish q.?].:..~a t~on an.cl. ~ ins_jJruc~ the. 

R.§;.rmanen~~~:esen-'G~tives Committee to ho1(1 a mo_~_~e~~=h..led 

discussion on the matter. 

o 

o o 

The Permanent Ilepresentati ves - Cornrn.i ttee yvould inform the 

Couuicil that nwnerous p oblems s till rema in to be solved in 

COrL1'l8ction with this proposa l for a Directive ~ in particuJ_ar 

the problem of the treatment of compulsO:i.7 insurance on YThich 

it is actively pursuing its discussions . 

,... 1 ! 9 In.lt 
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CONFIDENTIAL 

Draft conclusions for Finance Council 16 March 1981 
(drafted for Presidency by Dutch attache) 

,. ~indfu1 of the importance of the establishment o~ 'a common market 
for insuranc.e contracts in accordance with the Rome' .Treatyl' and in 

particular of Article 59 concerning fr eedom to provide ' services at 
the end of the transitional period i the Council expresses its 
preoccupation with the lack of progress made with r~spect to the 
non-life insurance se~ices Directive for which t~e Commission 

., .~ , '." 

submitted a proposal in 1975 •. 

2. The , CO~Cimxpresses its desire that the Permanent Representatives . . 
Coromi ttee" ensures that the Council will be able to take the 
necessary decisions to finalize the Directive within 6 months. To 
that effect , the Council instructs the Permanent Representatives: 

(a) to involve themselves more directly with the prepare.tion of / \ 
the file and in parti,cu~ar to nominate a . senior couJlsellor ( !-// 

in e~ch PemE..nent Representation to participate regularly and · 
actively in this work of preparation ; -_._ .. ---

(b) to make regular rep,ort s to the COilllcil , the first 'to be 
submitted not later than :May, on the progress of the work and 
to submit to ,it for decision all.problems which appear t o be 
bottlenecks or of a nature that impede effective progress. 

3. The Council decides that the Directive should be ba.sed on the 
principle tha.t control over insurance transactions is ult imately 

(3\ ~----~--~--~~--~--------~--~ ~) exercized by the control authority in the country where the 
lrisurance company is established . Furthermore', th~ Directive 

, \ sl10uld nvoid unY 1ir:3crim'inatory or differential treatment between 
6) head offices on the one hand and agencies' and branches on t11.e 

_ d_ ()~~~~a~c. - ~-) ' . ..... . . . 

CONB1IDENTIAL ----_ .......... ----

, '. 



ECONOMIC SITUATION 

This is the first of three discussions required each year by the 1974 
Decision on Convergence. Formally the purpose is to consider whether the 

I policy guidelines contained in last December's Annual Report ought to be 

amended. 

2. The nub of the December guidelines was that policies should: 

(i) give priority to reducing inflation E~d cutting oil 

imports 

(ii) be "only moderately supportive in terms of cyclical 

demand management" (ie should offset, in varying degrees 

from country to country, the tendency of automatic stabilisers 

to increase budget deficits as a result of recession). 

3. These guidelines were discussed at the Co-ordinating Group on 9 March 

on the basis of a communication from the Commission (copy attached). The 

communication concluded that the December guidelines remained appropriate 

and ought to be "pursued with even greater urgency". 

4. The Council will not be asked to endorse the communication in full, 

but merely to confirm the guidelines. We have no problem about this; nor are 

others likely to object, though some of the smaller countries will probably 

be a bit uneasy. 

5. There are separate briefs on two subjects which could be raised under 

this item on the agenda: the possibility of a collective approach to the US 

Government on its policy mix, and the need for more active employment 

measures . 

6. The Council will be asked to adept policy guidelines for Greece. An 

unremarkable Commission draft is attached. 

Line to take 

7. Agree that December guidelines remain appropriate. Endorse Commission's 

view that they should be followed with even greater urgency. 
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' r. N Dh._b.ARATIO~,J Ot:'" TH::: NEXT '-EETING OF TH::: COORDINATING GROU?, 
T O ?' ~ LD IN BRUSSE LS ON 9 i\'IARCH 198 1 AT 14.30, PLEASE FIND 
3::L S. A. DRt.\~T COi,·,j"iUN I CATION OF TH::: COf .. ,j,".! SSI ON TO THE CDUNCI L' ON 
T~ ~CONOI\ldC AND SOCIAL SITUATION IN THE CQj·"\I,UNITY 

, , 

T!-lE ~CnNJI":d C AND .sOCI Al SI TUATI ON IN TH:::COi"i·,UNI TY 
. - -,-- -------- --- --""-- -- -- -- -- ~----- ---- ---- -------

1. RECENT ECONOhfC PERFORiv,ANCE IN TH~ COj·,ivUf\!ITY 

"T HE SLO\'/-~O\.\''N f N E CONOf'·d C , ACT I VI TY ' IN 1930, 'vi I TH GoP GRO\'/ I NG 
1.3 % J~ THE,EC AS A WHOLE, \'JAS APPROXliv',IATELY AS FORESEEN BY 

. -;-~ COUNCI LIN DECEill,BE-R OF LAST YEAR. OUTPUT PE AKED I N THE FIRST 
: ·LJARTE R OF ,1980, BUT 0::: ClI NE DTt-!E R~ AFTE R. ' HO\',r~ VER., ·PRJ VA TE CON"':' 
3 Ujv,~TI ON V.IAS PROBABLY BEGI NN'I NG TO GRO\'/ AGAI N I-N REAL TERi'·cS ' BY . 

'-H~ END oco THE v=: AR, \':H I LE TH~ E C BUSII\£ SS SUR \IE YS SHOWED .F I RST 
S IGt\'S 'THAT THE S~ARP C£TERI ORATION J N BUSI NESS SENTI,'vENT l"'iAY 

/ 

-'AV=- EEEN ARRESTED. 

7 :-1ER:: \~.'AS HARDLY ANY I NCR:: ASE IN EIIiPLOYj'ENT IN 1980, \A/HI LE tH~ 
_ .\80UR FO~CE CONTI NUED TO EXDAND RATHER RAP 1 DLY. THE R~SUL TV/AS 
-. SHARD RISE I NUN:: jvp LOY,"ENT : THE AVe RAGE RATE FOR TH=: YC AR 
'AS ' 6.0 0/0, AND BY THE 5EGI NNJ NG OF 198" 'HAD PASSED ].0 0/ o. 

-"j \.ER . THE LAST T\'}ELVE f..ONT~S THE U~:ci'~PLOYI"ENT ' RATE INCREASED 
as.T IN DENf"·.ARK AND TH=: NETHERl:.ANDS ' (U? BY ABOUT Of\E HALF) AND 

'y~ UNITED KJ NGDotv'l (u~ BY nJO-TrlI RDS). THEADDI TI ONA D' COST TO 
-'~E N t\ T I ON ALE X CHE QU::: R S O~ THE R r.:E I N ut\~ l'iP L o.Yj'E NT A f"IO UNTS 
. QR Tr-E ' COJ"dV.UN f T'( AS A V!HOLE TO' SOjv£ - 0 • 15 ' 010 'OF GOP FOR 1980 
:.:J,.."OAR5:D TO 1979 __ .. "'. _ __ __ ~ ... ~ ... _~'~ ____ _ 

----.---,..,-=--,~~------. ~-- --:>"'I"' '''' ,. . 

;' ~;' 
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TLJ"~ / T=-;-:l~ r-!~ 'I"" It,,; !'J:-ib.,'ln;\.' D::-;:.?:::- '"' ;:;p·' ~'!;-::- '.~-:IC~ ~'1"' :-' ~:- t..;~ . Ii ' 
.,'.-7 : -- : ., ':" t. '- r:·-r.': ',::-: ~ , ':"--: , ~ .. \ "-' T:;' \ ,', . ~~':;;::- I ("'''',;;--'1 .;:=''-'::> ' ' ,-;- -~ 
1 1 , ,'~" .CC .,',JA . . _D I .· '/ ~'-" .t 1 ,;._ 1,\ Cr .. _'"' _)'_ 1\ \..~ ,-· \~ L''- :-\ RI,-,=-:J ~;:. 
1'\' :. Cr:I'tI·,".j' ·.' I TV (li\' AV::::R ~\::;:= ~~"C~:'=':i) 1~ .. 1 IJ/ O I ;~ 13 20. , CO ... :)ARED 
7:) T~'~ L 'll" ~0 I ~ ' T 0::- 7.3 o/G I t..: 1:3 73. DIV=-~G::-f\ .'C::: ~, :::T',.-' :.=.:::: r< CO~~SUj~c R 
;=< ! c:: ~f 3~S n=- 1,,::h?=R ST/;T:::S '.l\LSO ':.' 1 D:::N:::D TO T\·.:·I C::: Tr.:: A \£K .~, G::: 
~ ',:)R TH~ S:::\€f'~TIES AS A '.-.·HJLE (TH::: :3TAh:J/l.R0 D:::\l1 A.il Oi\ R05~ TO I . 

- / c: 0/0). ~O': ':::VE~, A SOi·E ': ·HAT 3:::TER 8:::F:C"ClRlv .. n,~-: 0: '·(AS =:VI J:::r'~ T 1.1\.' 
~ ~;:: s:-cnr\!i) HALe- OF TrE 'l'::AR, ES"):::CI.6.LLY Ii\: T~:::. UNIT~D ~<I ~~ GJOjv. . 

':,;!--ER::: TH~ A~NUAL RAE HAD FALLE~-.J TO S::LO'..,~ DOUSLE ~JGURC:S. J , ~"'rc't.-t~ ~- ; 

~r~j O:SP,ihO~JrT}ti~S 1{t6cti?cE' )~C>YU:6SED AS ~-~ J.('CcJr LJ'\ (-t.... (o1 ~,,:~v.:..f~J l~--r.~r(oJ 4.<' t~~, 
to J::-pn:-I\'TA~ Or:- Gr'D " ' A~ T~= I A ..... K~::-~)T ;:"\FR pccnR~l.)· =-0: I"': CO~",! TR' A~T _ "'lI _ ., v_I\. "'--'_ . I ~" ' . ...J 1 1_ ~ '-" ___ . __ 1,\_...., _ . , '\. I ,,"--, 

'-.' ITH 1979. 'TH:::R:: ':,'AS .sOr-·E II , ,:)~ov:::r·ENT f~ 13qO IN E::)(DORT iN ~­
LATf O~,! TO . J i", :JORT V~LUi ;E. ~OV.·:: \fER f THI 3 ·\':'AS jv.CRE THA~ OF FS:::T 3Y A 
FRI"'S O=- TRA0:: u::,T::KI ORl1.TI Oh) (2.3 01 0) CO~~SI Dr::R .. \2LY LAR~R TnAN 
THAT IN 1979 (ALTHOUGH T~IS V'AS STILL V::RY 1 ~',IJCH Si~,ALLER THAt'\ 
THAT S'UF;:-~RED 1\1 1?7Lt AC'"TcR THe FIRST 01 L -PRJ CE SHOCK). 

, 
~XCHA~S=: -RA ~ S' DE VELOPj"lENT3 I N. THE Eiv.s ) N 19 80 V,':: R::: · L I t·.-.} TED TO 
iJd~\E i·E 1\'TS DE Rf''-.l TE D 8 Y UNCHA~~ G:: D CE NTRAL RAE S. i-iO\,;:: vE R. TH~ UK 
POU~\!J A~;:>R::CIATED 15 0/0 AGAINST THe -ECU IN THE C(jURS~ OF TH=: ' 
Y::AR, A1\;D THE Y:::N 24 0/0. TH:::· us DOLLAR '.:}AS ON A D:::CLfN ING TREf"D 
EGA' l\'ST THE ECU UNTI L ''''dD;..yt:AR. BUT HAS SI NC::: RECOVERED SU3STAN~ 
Tf ALLY. 

2. OUTLOOK FOR 198'1 .-

T~E DRE: S:::NT CYCLE IS ' NO'.',' SEEN AS 'BE I'NG SHAR?ER AND DEEPE R' THAN : ; 
ANTI CJ ~ATEO' T~E STARTl NG POI i\IT f · Tr:::: HI GH LE VEL O~ ACTr VI TY IN 
Et..RLY 1330 HAS S=:E~ AGAIN REVISED U?'.'.'AR0S, VnTH THE SIc~PER FALL ', 
LATE R r r~ i9.3Q Tri:::N CARRYI NG A HE AVI E R R=:CESS I ONARY 'i'ii OiIlE NTUiVj OVCR 
r ~I TC 1?31. DOivESTIC DRI VATt: DEi' lAND (CONSUI'~,?TI ON, STCCKBUI LDI NG " . ' 
r-\i\!D I f\!\lESTi'·,ENT) v!~OLL Y ACCOUNTS ' FOR THE iv/ORE PRONOUNCED (:YCLI CAL', 
~RC~I LE. FORE I GN DEili,AND HAS STAYCD ON THE EXPECTED PATH, V.:HI LE 

-.. G8V=:RNj· .. .E""T COi\'SUI,PTION IN VOLUI'·E ,TERGc"S ' IS STI LL EXPECTeD TO GRO\t,' 
SLI GHTL YIN 1981. THUS THE RE VI ~D FORECASTS PREPARc·D BY THE . / 

. COiv.ili'd 55 I eN'S SE RVJ CE S r N FE pRUAKY SUGGEST THAT TH::: U?TURN IN 
ACTI VI TY 'VIA Y BE D= LA Y:::O U~Tf L TH~ TH I RD QUARTER - OF 193 1. T'.'10 · 
QUARERS LATCR TH,ll.N EARLIER EX?ECTED. GJP GRO\',' TH AT AN ANf\:UAL 
RA.E O~- ABOUT, 2 Of 0 I S NOV.' EXPECTED I hi T!--E S:::COi\!D 'HALF OF 1931 
AND INTO 1982. THE · '(CAR O~,I ~AR GRO\\'TH OF · GDP FOR 1981 FOR THE· 
COrv.;v,UNLTY AS A v-iHOLE IS RE VI S~D OO,..rN FROj\:j ... 0.6 0/0 IN TH::: 
ANi\'U.~L ECONOfwilCREPORT TO - 0.6 oia. ' . 
Et·PLOYi,cNT COULD 'FALL \8Y NEARLY 1 oro, AND BY THE ~ND OF THE ~ . 

- Y::: AR THE UNEi"iP LOYivlENT RA IE COULDSE ABOVE 7 1/2 010 {1 } ' AND ST.I LL 
RISI~G. ' 

A SIGNI~ICAf\:T SLO\,:DOv-,'N If',' CONSU;"ER PRICES CAN BE EXPECT ED DURING 
TH~ COURS::: 0C" 1931, AS TH::: EFFECT OF I~lORE ,·.OD=RATE V,~AG=- SETTLE­
jvENTS I N THE C"'I RST HALF OF THE ' YE AR IS R=: I NFORCED SY 5 01--£ 
Rt~OU~~' D O~ PRODUCT] VI TY I N THE 5E:CO~-.!D HALe". ALTHOUGH CONSUi"ER 
C)RI ~s ::-OR 1931 AS A \tHOLE COULD 3E u~ BY AROUND lQ ' 1/~ C/O ON 
133J (TAELE 1), THE ANNUAL · RATE IN TH~ ~CON~ HALF 0;:- THE J')tAR 
COULD, AT 8~ '2 ' 0/0, BE 4 li"~ c:>OI NTS LO\\,'~R THAN I N THE .3ECOi'-JD HALF · 
or- 1930. DJ veRGENCE OF I.f\FLATION RATES SHOULD ALSO LESSEN SOI'-E- . 
\"~AT, \'/iTH THE STAf\'DARD O::VIATION OC" CONSU"ER PRICES l i,ICREASES 
~ALLIf\'G B~CK TO 4.6 0/0. 

TH:: COj"jj"iUNJTY'S BALANCE OFPAYivENTS CURR::NT ACCOUNT IS LIKELY 
TO CHA~G:: LITTLE DUR I NG THe COURSE OF 198 1 Af\!8 'F OR TI1C: )E AR AS 
A V'HGLE COULD BE SLJ GHTL Y 'dORSE THAN THE HI GH D~F I CI T RECORDED 
Ir'-J 1930. A ~URT~ER V'ORS:::"'llf\G . OF TI-!E TERI,S OF TRACE IN 1381 v./iLL 
SLIGHTLY i"IORE- THAN Or~S::T AN fi".?ROV:::ivENT IN VOLUi'-'E j ···IO\.:ci\/Er~TS. 

( 1 \ ~,,:::::nf\ !ll l I v ~n. n I~-r;- fJ F i GtJRE ' 
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'tAT T~= Tll"E TH~ COUf\'CIL CON CLUDED THAT THE POLICY j-dX SH8ULD 
G J v:: ~.Yq l OR r T Y TO TH E R:: Due T I 0 :'-1 J N I f\1~ LA T I ON, S.L\ V J 1\ G 5 I N \ 0 j L 
Il"P or~TS, A. \'~ THE C)URSU I T O~ TH~ OTH~R ~!~CE SSARY STRUCTURAL 
Cf-JAi\lG~ 5 I N T~::: · COI-lf'IU:\! I TY ~ COt\'Oi·,.y, AN:) E~ ONL Y ~,:,O~ RA-TcL Y suP­
pr:;qTI \/::: r (\1 E Pi\5 O~ Cyel! CAL DE ,·.Af\! J hAt\~ AG:::j '·ENT. TH:: VEAKER ~cc~ 
NOhrC CUTLOCK CAf'l0:CJT iiJPLY AN EAS '(~R '.,'J AY OUT OF TH::: CONSTRAIf~TS. 
V,iHILE TH:: E\!Ol\/I~\IG SITUATI-Jf\l CALLS ' FOK TECHNICAL l~.,J~USTI'·Ei\'T3 TO 
SOI'E F I ~';/lJ\ Ci AL DOLI CI:::3, T}-E =U~~JAI"ENTAL LI N=: O~ :>OLI CY - TO 
R:::DUC~ IN=LATIO~ AND ~USH AHEAD ~ITH STRUCTURAL ADAPTATION -
HAS TO SE PURSUED 0 1TH EVEN GREATER URGENCY. 

') co~rTROL OF DOI"ESTI C 1·,ONETARY AGGREGATCS AND EXCHAN~RAE S 'dl THII'\ 
T!-:E FLJROPr:-AN tY'l}N~TARY SYSTC:i\j HAS ON THE \,:HOLE 5~EN SATISfACTORY· 
l' HO',"=: \j~R, iv,ONe: T AR Y 'D OLICY IN ::UR c~=: HAS S:::E NAND i S STI LL 
COf\IFR() ~ITED V.'i TH ' TH~ ~ED FOR A cor\! CERT~D R~ ACTf o~,~ TO TH=: \':::RY 
HI GH AND VOLAT I L~ I NT:::REST RATES PRE VAl LI NG IN .TH=: UNI TEO 
STA~Sf AND TO THE AP~R:::CIATION OF TH:: EXCHANGE RATES CF THE 
DOLLAP ANc) YEN.' 1 

4- Trl::': ' A.o°R~CfATJON OF Trlt: Yt:N APPE,./\R~ TO BE: JU5TIFIEDIN THE LIGHT 
OF In. CJ Af'-l t:5 TRAD f 1\~G PE RF ORr·IANCE. \';'1 TH RE SP:: CT TO / THE UN I TE 0 
STATES' jV;Of'£TARY POLl CY, C:URO?E IS' j'v,UCH_ A="FECTED 3Y BOTH -I NTE-
R:::ST A ~<:J 'EXCH,A r'\lG~ RATE jiIO\;'Cj\;,::NTS. ' 

,r _ . r""R~' 
t; , IF EUR00EAN INTEREST R,b.,1'ES N()\~ " VIO\ED (JpLON A\ERAGE TOV':,!\RDS 
U!\1f TE ~J ST,A. r=:s LEVELS. iT ', IS QU ITE LIKELY THAT AS A RESULT THERE 
v/OULO 8E , NO CyeLI CA. L RE CO V::: RY ! N EUROPE TH J S YEAR. ON THE OTH:::H 
H!\:\'D, A FU~< TH::: R SU5ST,Ai\~ T I AL D=: :J RE C1 .~.Ti or\) ' 0::-- E URCPC:;-'\N OJRRENCI E S 
AGA r 1\131 THE DOLLA r~ COULD fd .51< tAUS I NG AI NEv/ i\CCE LE RATION ' OF IN .... 
FLA,TIO~~ IN TH=': CQ i'Ii"iUNITY, T;-;ROUGH TH::: If\lCREASE IN liy'.?ORT PRICES 
IN EURO::'::Af\,' CURR~ NCIES. hO RE:OVE: R. EKRATfC SV: INGS IN EITHER , EX­
CHANG~ RATES OR I NTeREST RATES ARt: ,COS-TLY TO THE ECONOrilY TH.ROUGH 
TH;:: U~CE RTAI NTY TH AT TH:=Y ' I NTROD'tJCE. 

~ I N V) EVJ . OF j ts LARGE CUR R:= r\T ACCOUt'~T DE F I CI T ,ON THE BALANCE OF 
~~. YI~'ENT5t THE CO i~'jf1;'JjNITY SHOULD SE PREPARED TO ACCEPT, HIGHER 
DOLLA F< EXCHANGE " RAE S THAf\l PREVAI LEL) IN 1980 ON A\ERAG:::. THE IN­
EVITABILITy O~ THIS DEFJCIT IN THE SHORT-RUN ' ~EANS THAT ITS 
FII\!ANCfi\!G SHOULD BE CAREFULLY PREPAR::D. THI,S ' IN ITSELF SHOULD 
pose: f\IO I f\-!SU;:JER ,AB LE PR02LEi v5." THE COi\,i,.Ui\JI TY HAS FOR I TS PART 
IN ~E BRUARY R:: NE\'ED AND EXPANDED " J TS O\'/N RECYCLI NG ~ AClllI TY· '. ~ 

EXD~RIEf\!~ , CONc-IRivIS HOV.' Qur~r(UYE TERGY CONDITIONS a/jAY CHANGE A.S BET"': 
\lEE,N Eiv,s CUR~:ENC!~.s AND THE f",t\I j\! FLOATI NG FXCH .ANG=: RATES, AND 
EUR00E SHOULD NOT h AKE FUNDA~E~TAL CHANG~S IN ITS DO~ESTIC 

, r., Of\I:::TARY POLl C1 ES iN RE SPOt\:S~ TO VOLATI l£ EXCHANG::: · RAE i"QVE'­
'IIE~~TS. ' THE UN ITED3TAES i~UTHORfTIES FOR TriEIR DART SHOUL0 CON­
TR J SU)l:: TO TH~ , i I NT~ RNATI Oi~AL I NTE REST BY t'I.4f\JA GI NG THE I R' BUDGE­
TARY-j"'JO f\~ TARY ~OL I C'( fVd X A~,!iJ THE· TE\CrJ< [ QU::: 5 O~ j'Y,O;\~ TARY PO LI CY 
\:I ITH A VIEy.' TO R::DUCf~!G THe: l£ ,\;E L OF INTEREST RATES CO~\~.SISTENT 
',P'I TH A STABLE E VOLUT! O~ OF f\'I ON~ 'Y .5UPPL y~ T-~:: C8i' lhUNI T-r-5HA' ~D 
ALSO CON5ID=:R SUGGESTING TO THE UNITED , STATES AUTHO co THE 
R~ORG l\i\l JS A TION O~ EXIST!NG C:::NTRAL BANK Sv/ A?;:-, I LiTIES TO ' 
f I\tC L U:):: CO:\1 S D LiD P. TE: 0 _ L i I\E S OF eRE D I T~-t~tN Tt-JE ,F Eu~ RA L RE SE R \IE 
SYSTEi\l, Al~D THE ' EUROPEAN t\o'ION~TAR ~J?ERATI ON FUND. ·THI S WOULD 
FUC:TH=: R I fvPROVE TH=: EFFcSL-! ~i'JE 55 OF COORD I N A TED TR .t\NSATLA~rrI C 

' J'f\rT~RVENTi Ol\j ' DOL_ ! CY.--;c'uLL.OV: i NG THE POS! TI VE I NNOVATI or\lS IN THIS 
~-- \ ., 

ARE.1:.. p,LRE ADY ~~~ IN THC: ! R~ CENT PAST ' t I !'''PROVED CONSULTATIO[\J 
t\SJj;.:.QP-+t~955;::tNfE R V[""Mi ! U:\! rrrcctTf7\!ii- co s 'j .U~H4" y GUR M~ N G J &-5 ) . ' , 
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A-:; ):::L~Y3 I N ([\" '::STI:<:; Ir'! ~\\JCL£:AR PO\',::R. 0;:: FldLURE TO j·,A :<::: 
T J:- I' ,L v A] ,JUSTr-E !,'T3 TJ ~t\: :: RGY COI~3Ui:PT! ON TA>:~S _ SO AS TO SUSTA IN 
TU=: 'J?-l CJ:I\E S3ACE " 1,:1 Ll Ul TI i'IATE l Y EXACT AN EX.TRE!".E L Y HIGH 
PF<IG:: I h' LIVIN:;~STAI\'OARDS. SEVERAL COU~~TRIES , AR::: RELATIV:::LY 
\',,=Ll EN)Ov ED IN HY:JROCAR2c)N RESOURCES (N:::THERLANDS, UNITEO Klf\lG-:­
DC)rv ,) OR t-; A,\F R:::ASC)!\),t.,3LE CHN'-!CF.:S OF RECOi-'t/NG I".UCH i',ORE SELF-
Suc-r- I CI ~f\,'T (( R=:LAN), JEf'~ i·,A.RK)., F~Ai\'CE IS I'IAKJ NG DA, :-;TI CULA~l y 

RA 9 1D DR OGRESS '."lTH OTHER E'NERGY FORi .. ,s. SELGIUI"I, GE~'j"'Af\Y Ah!J . 
ITALY - ',:!.-l IL=: hAK(NG =T~ORTS I~ G:RTAIN AREAS 0;:- C:!'E~GY PRtJDUC­
TION OR SAVj f\:G - f'EED URG~' 1\TLY TO , STR:::f'JGTHEf'~ jv,AJOR r-EATURC:S cr.:­
TYEl R!'XATI Oi\lAL ENERGY PROGRA,i"i'cS, OR THEIR I jv,DLE,"ENTATI Q;~. 
EXAi".':>LES o=- SELO'.',' -AVER.AG::: TAXATlor" O=- ENERGYCONSUI'PTfON If\CLUiJE 
HEATif\'G OIL. IN G:::NERAL AS E~TI!,~EN FORr"S OF HYDROCARSor'~ COi~3 Uj·.:,)­
TION, AND, AS SETV}EENivEI".3t:R STATES IN RELATiON TO THE COI'J",UhiITY 
A\~RAa:9 H:::ATING OIL IN GERI~ ,ANY, cELG1Uj,. AND THE UN,ITED Kl~JGD.oh, 
:JETROLI N GLRi~,ANY AND LUXEiv,80URG AND Df E,$EL 01 LIN , I TAL Y AND I 

l1JXEivBOURG. 

Ti-!E FURTH~R DETERf ORATION IN Tt1=: LABOUR l"'IARKET S I TUATI ON SHOULD 
EE ADDRAI SED -AS A FUNCT I Of'IJ - (fr- r TS D I FFE RENT F ORI.:5 AND CAUSE'S. 

.1.. Tf-E EX:J::CTED REDUCTION ' OF EI"PLOYi·EhJT IN 1981 COULD SC: CO~RC:CED 
PROGR~5SI\ElY \·flTH TH=: RECOVERY I~J THE SECOND HALF OF 1931.-THE 
SDE~D cc THIS R~COV~RY D~PENDS ON THE R~SDONS~ OF SOCIAL PART­
!\t.::RS TO THE NEED ~OR HI~~-ER INVESTjvENT AND STRUCTURAL Q-{ANG. 
PARTI C'LJLAR CONSI D~RATI ON SHCULD IN THf S CON'EXT BE, GI \€N TO THE 
t\!::ED TO TAYCi: FULL 'ACCOUi\'T OC' THe: DETERI ORATI Oi'! OC- Eiv'tPLOYivENT _ 

, PROSDECTS AND TO ' G~N::RATE NEVi JOSS. D~FE;'.}SI \:E jvEASURES ANDSU8-
SIDi:::S \J/OULD Ih?ELE THE PROC=:SS OF REALLOCATION AS 1",UCH AS 

I t 

I I i 
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1 AGGRE 551 VE l:'ASE POll CI€ S. \\'1 TH LI TTLE PRODUCT) VI TY GRO\,,'TH AND 

FURTYER lOSSC:S -, N- 1331 ON THE ERr-'iS OF TRAO:':, Tr.:::RE IS AU"(,)ST 
NO SCO=>E FOR Sf Q\!I ~ J CA~!T REAL 1 NCOi"c lOSS: i! SOl E ccur~TRf FS.-J-N- "'<' ...... ~ ,,~('t..., f<:J~f"'W' J~;, 

'" \ '.J~, ('4 ('\I..l.l. (: .. 
It.! SOf'E COUNTR IE 5 STROf\lG EFF ORTS AR::: CURRENTLY BE I NG t'IADE TO t',O:)E - :~~k i' .rr .. ~ \Mc>~'. (t , 

'RAT~ TH=: GROy:TH O~ NOj"d NA L f NCQi-.. E S. ,Ai\1[) THE BE NE LUX COUNTR IE S ' I N i~j H\ ·i.O'~ (o • ..Jr.·,: 
DARTICULtl,R , ARE ,Il'-,PROVING THEI-R COl"i~ETITIV~ POSITIONS AS A RESULT 
O~ COi".BEN ING A LOv) INFLATIOr\! RATE V/fTH STA8~ EXCHANGE RATES 
\~n THI N THE EI"5. I N OTHER COUNTR IE 5 I TIS URGENT THAT hORE EFFORTS 
SE i'v,ADE'.TO R~DUCE THE 'TREND OF GR01:JTH IN NOi-.INAL I NCOf'ES, NOTABLY 
If\! IRELAND AND ITALY.)vIOREOVER, THE SU5ST,!l.NTIAL, INCREASE IN 
STRUCTURAL Uf"Et"P)LOY'''IENT EJvPHASI ZES THE NEEO FOR ",rAGE CO~TRACTS 
TO A LlC':' ;:-OR THE ·QUIC~R ADJUSTtvENTS OF ,1 NCot"ES B~n'/EEN CQUN­
TRIES, ' ':±'CTORS AND FIRiwJS \'}HERE cm"PETITIVITY AND PROFITS HA\£ 
8~E N REDUCED. 

DART OC" THE TREND , INCREASE f N UN~tvPLOYivENT REFl"::CTS THE LONGER 
PERIODS OF S~ARCH BET\'/EEN J03S, FAC} U TATED SY U~~f'..PLOYl'ENT AND 
socr AL SECURITY BEf'EFI TS. HO,',EVER, THE WEAK GRO\',' TH ' ?ERFORI',ANCE 
SINCE 1973 INCREASED THE NUl"ISER OF UNCI"PLOYED. Al'w.OUNG THE Uf\CI-.­
P-LOYE:D CERTAI N GROUPS ARE I N A PARTI CULARL Y VULNERASLC: PO,SI TI ON 
YOUNG PEODLE 1,./i THOUT SUFFICIENT TRAINING, ViOr,EN LOO!\ING FOR PART­
TH·E JOSS AND O,LDER PEOPLE APPROACHING , THC:IR PENSION-AGE. ' TO AID' 
TH~S:'- GROUDS, AND TO Atl£vIATE UNEJviPLOyh=:NT IN GENERAL, IT IS 
VITAL THAT IvEt",SER STJ\TES ASSURE SUFFICIENT RC:SOURCES FOR EXPAND:::'D 
VOCAT! ONAL TRAI NI NG A~~D R:::TRA [NI NG t UNDERTAKE SUPPLEliENTARY 
EFFORTS TO HE LP THE , ~CORD- SUP?L Y OF YOUNG PE OP Lf I NTO THE i R 
'F '( ,RST Eiv,::JlOYivENT" I fvPROVE PROGRt..ivu-ES OF ADPRENTI CESHf AGRI CRGpS (AS 
D="FE qED It\' GE Rh,Af\'Y) AND PROIvi OTE PRE>-PENSI or\JSCHElvES AND THE CRE-

'ATIO l or:- PA.RT-TII"E J03S. 
I 

A"-' OLD ~~NOj"ENON HAS ATTRACTED i~\·.1 INTER~ST TH::: GRO\·/ING 51 zc: 
OF UN~{ECORDED AND UNOSS:::R\rED E!",=>LOYi'ENT V/H! CH S:::EIY.S TO HAvE 2EEt\' 
SDR~AD lt\'G RADfDLY IN ~ANY INDUStRIALISED COUNTRiES. 
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. f T~:: hUL TI aL:: t~t\:D CO i\~ TI NV.::D =Fc-ORTS TO R~l'EDY TH::: ur<:= ~~i~ LO Yi"C:f\T 

• -SI·TLJATI Ci\l I~~ COhl'.Ui'-:r TY CQUi'\TRI~S HAV::: SHO':.'N 30,'''E~ R:::: 3ULT. l'IO~= 
. f-:A,S TO ~=- DOf\'E, :3UT ,,:0 G::f\I=:RAL Ai\'C) \','UI C~\ PANACEA I S AVAI LAGLE. 

"f,H= R:::S~C\!SI Sf LITY ;:-nR [iVj?LOYi',ENT CR~ATI O~ LIES AS 1"'.oUCH \tilTH 
Tf-1 J5= \j'~n D::CI D::- Tr.:: COf\!;) I TI ONS 0::- EI·,JLCyj·ENT AT ,The ci<T=:RPRI S= 
~VEl AS \,nTH GO\!ERr~I'''ENTS IN THEIR !v'fACRO:::CONOiltdC AND STRUCTURAL ' 
DOL I Ci:= 5 A T THE NAT I Of\'AL AND COlvl/' fUN I TY LEVE L. _/ . 

L~. COI\'CLUS r ONS 

T~r:: EURQ=>:: AN AND OTH:::R NON-Of L PRODUCING COUNTR IES A,R::NO\'; Ui'!JER­
Gor ~\IC; T~E ~\'~V' R:::AJJUSTj'ENT PROC:::SS DU:: TO TH::: S=:CCNO Of L PRJ CE 
SHOCK - '-'.'HOS::: I jvPACT O~~ GRO/'TH, PriI CLS ANJ THE BALAN CE 0;:- PAY­
j'vC:NTS f S 51 ivd LAR TO THAT or THE FIRST ShOi< IN 1:373-74. THE 
D J ~~ I CUL T T ASK OF GO vE'RNI"'cNTS , TRADE Ui'.! ION:;, EI-.? LO~ RS _ ~.ND 
HOUS~HCLDS LIES IN THE NEED TO · AVOID THE POLICY ER RORS AND ~IS- · 
TAK:::N R~~.C~J ONS THAT FOLLOI,\tD' IN 197L.. AND 1375. TH::'- cor-~s=: ~-lJ~NCES 
CF T~ S~COND H=AVY TRANSF[R OF· RESOURCES I N ~ AVOUR OF O?cC 
H4V=: TO S~ ACCEPTED. THIS livPLIES 'PRJ ORITIES FOR RE::DUC f NG THE 
Gqcv,TH OC t\iOivdNAL LA30UR COSTS AND F;OR RESTRUCTURJ ·f- 1G THE PRODUC­
Tf \tE POTENTIAL OF OUR EeONOi-'IIES THROUGH ACCELERATE D INVESTr"ENT 
AND EN~RGY SU35TITUTJON AN~ SAVINGS. THE SC09E FOR GL03AL POLICY 
ACTI ()r\lS ll~ T!-E COiv·,I".UNI TY IS VERY Lr 1"' , [ TED i"'IAI Nl Y BE CAUSE THE ' -
HJ '3Y =UDGETARY DEc-ICITS , AFTeR TM=: FIRST OIL SHOCK ' COULD NOT .Be 
R~ ~UCED OUR Jl-!G THE l··,O~ ST RE COVER Y PE R I OD 1976-79, ~ AND 
g=CAUS~ PRES~NT INFLATION RATES AND INFLATIONARY ~ XPECTATIONS IN 
fvtCJST CQUNTRIES ARE STILL EXCESSIve- T~ LIivdTED P OL ICY CONTRIBU­
TJQ~lS oc-GOV~Rf\'i'vENTS COULD B~V.'IDEN::D IF PROGRESS - I N COUNTERING ' 
Ir\FLATION-2ECOj'YjESlV,ORE EVJiENT ANc) IF Tt-iE STRUCTURA L POLICY 
E=-r:-ORTS ''.',AKE RADIO P-ROGRESS. ONLY IN THIS V.'AY IS IT POSSIBLE FOR 
iYE!\;IS~R STATeS T\O HC:lP EA.CH OTH:::R THROUGH HAVI NG A COHERENT, COL­
LECTI VE ::>ROGR·At .. ;j-.. E FOR ECONO,,-,J C RECOVERY AND I h?RO\/Ei~E NT I N THE 
EI",:J LOYj"ENT S i TUATI ON. I . 

... I • • . : _ \ . 

/'.' . . 

. THI S PROC;;RAivjt·E OF POLl CY COORDI NATION I r"'PLI ES FOR THE COj'y',j'.UNI TY ", 
. -

- ("JAfNT8NANCE , OF THE GENERALLY CON\ERGENT hONETAR Y Ai\;D BUDGETARY ' 
DOLI CY O.RIENTATIONS APPROVED: IN DECEt':.BER · 1930 _ AND PROGRE SS IN . . 
STRcNGTH:::NING THE EUROPEAN ''',ON;:TARY SYSEi·~., . ' -' . 

- STRONGERCOOPERATI ON 8ET\,.rEEN THE COlllff-.UNI TY AND THE UNl'lED 
STAES If\! iv,ONETARY AND E-XCHANCE RATE POLICIES., 

. ' 

- Lf 111 ,[ ED SCOPE FOR D~ivl.L\ND STI '·'.ULATORY · ACT) ONS THR OUGH 'A ~UALI ~ 
~IED ACCE:JTANC~ O~ AUTOi'jATI CBUDGET . STABI LI SER. SUI. .... ·,ORE SU?PORT 
FOR I NVESTivENT, A QUI CK~R RESTRUCTURI NG AND EN~RGY SU3STJ TU-
TI ON .DOLtCY, AND J iv,PROVED LA30UR RETRAI NI NG AND l".QS(-LI TY ' 
3CH~ H::'S. 

,CORR 1 ~NDutwi : ", 
DOINT 3 - 12TH PARA. SENTE~~CE NO • . 3 'SHOULD READ 

V.' f TH LI TTLE PRODUCTJ VI TY GRO,'/TH .~ND FURTHER LOSSES IN' 198 1 ON 
TH~ TE Rlv,S OF TRADE, TH~ RE IS A LtvIOST' NO SCOPE FOR 51 GNI F I CANT 
RE AL I NCOj"E AGI NS IN THE · cot~J\lIUNJ TY AND E YEN -TH5 .'NEED TO ACCEPT 
A RE AL I NCOI"IE , LOSS IN . SOlvE COUN1R rES. 

- ( . 

~. ¥'----' .... - .. _- - .--,...----.. L-,, _~ ·.-""-'·-~- ·~r. _ .- - ... - _.J..o. ___ ~"_~_"'_~_ " _' _ __ M. ___ " _" _ ':,:~_~"' _ _ ""':"'_ .... _".;...... ._ .• ~ . ........ . . ' . ' , 
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l t \~' ~E N , ON 15 D:::C~ i ~. S::: R l]C:J , T r.-: ::: CO!J\J CI L /' .. D89 T::D Tr-;E f\~~\~UA L 
P:: p ORT C) ~~ -THe E CO~,! Ol-d C 5 I TU AT I o!~ I f'J TH~ COh ,V/Ui'! I TY (D::: C! S I C\! 
"3D / 1~G5/~EC), I T V'AS AGR:::eD TO FI X THE FI RST ECONOI'w d C POLl CY 
GUI D::: LI r~s LO R GRE:-:CE AT THE FIRST EXAi'iJ NATION OF THE E CO(\JOi'd C 
SITUATION ~y T~~ COUNei L IN 1981. 

I'~SC0 F: J[~IGLY, TH:: COj"/IYjISSIOf\! DROPOSES THAT THE COU~JCrL APPRO'E 
TH::: =:CDr~O ; 'II C ~OLI CY GUI DELI NES FOR GRE:::CE CO:\!TAI1\EO I N THE 
Ar--Jt\JE x- ' , 

, t I f'~ GR=:::: C:::, T~:: 11'I;)qO\/::: i'ENT ' IN TH:: CURRE I\!T ACCOUNT BALANCE 
\' .·~.S .L\CHr~\i~D I i'.!1 ?30~T THE COST o=- A ('fODERATE DECLINE IN 
DOi<:: STI C D:::r·, AND ,l~d\!D A COf\'TROLLE 0 DRO~ I f\' THE EXCHJ1J~CE RATE., 
A.S A. R::SULT, A. iVjORE FLEXI SLE ECONOI'd C POLl CY V/AS POSS} 8LE FOR 
193,. T~~ :JOL 1 CY HAS T\,.; O .~ 1&\'5 : FIRST' , TO CONT AI N THE , u:YrURr-~ , 
IN COi\15Ui"PT( O~J O~ \:!HICH · T.~-ER::: v,rERE SIGNS TO\'.!ARD THE Et\J OF ;980, 
V.1H I LE ST} jy,ULA T f ~\J G Tf-!~ RE CO \t.=: RY o:=- I NV::: ST1·E NT v:H I Q-1 I S E 5S Ef\!­
TIAL I~ ~RODUCTJON STRUCTUR:::S ARE TO ADJUST TO THE NE~ EXTERNAL 
CO~!EXT<I t AND SECOl'~Dt TO SLO:i · )C'v";'N PRJ CES · - RiSING AT AN A.NNUAL 
RAT::: o:=- 26 010 AT THE .~t\'D OF 1930 -:- IN ORJER TO PRESERVE THE 
CO;v.~~TITIVEN=:SS OF THE ECO~~OI"jy V.IHICH IS LJ~<ELY, SOOf\'ER OR LATER, 
TO :?E A=-FECED I:=- THE PRESENT RATE OF PRI c:: RI SES ;:>ERSI STS. , . 
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NL 
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UNE tv.?LOyjvE NT RA ~ , 0/0 OF 
tlvl~IAN LA50UR FORCE 

CURRENT ACCOUNT OF 8ALANCE , 
PA YivENTS % GOP , 

DK . ··. · 5.3 6 .. 2 7~6 -4.6 -4 .. 1 -3.7 
D ' 3. Lt, 3.4 Lt • 4 -0 • 7 ~ 1 • 7 - 1 • 6 
GR ( 1) (2 • ~ ) (2. 1). (~ • 3 ) -2 • 9 _ -2 .,6 -2 • 9 
F 6. 1 6. 5 7. 5 +0 • 1 (, - 1.3 - 1.8 ' 
J Rl -7 • 9 30 9 10 .9 - 10,. 1 ~8. 3 ' - l 1.4 
! 7. 6 i 8 .0 8 .2 + 1. 6 -:-2 • 6 - 1. 4 
NL li.2 I 5.0 6.8 -:-1.4 --1.5 : -0.9 ' 
B . 8. 6 9. 3 10 • 7 '-2· 9 - 5. 6 ,- 6. 6 
L 0 -~ 7 0 • 7 0 • 8 +2 8 • 7 +20 • 8 + 18 ~ 0 
UK 5 .. 4·· 6. 9 9. 8 -0 .~9 + 1. 0 -4{) • 3 ( 
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7·4 -0·5 
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ECONOMIC SITUATION IN THECOM~ruNITY 

Brief by HM Treasury 

(Separate Annex on E~ID attached) 

COPY NO. 

1. To reaffirm the need for priority to be given .to securing 

a lasting reduction in inflation. To improve understanding of 

the respective policies of the U.S. and the Community countries . 

To emphasise that UK policies are in line with Community's 

. agreed approach. 

'. POINTS TO MAKE 

2. (i) Inflationary impact of 1979-80 oil price rises on 

earnings has been better cont~ined than in ~ 1975 and 

recession shallower. 

(ii) Nevertheless inflation remains uncomfortably high in 

many countries and output is lower than expected last 

autumn. 

(iii) UK has achieved particul,arly sharp' reduction in 

inflation, but output has fallen faster th~n in other 

countries and . unemployment has . risen more steeply. 

- 1 -



, (tv) Trough of recession now in sight in both UK and other 

c'ountries. Gradual recovery of output 1 ikely • Wrong to 

, 'rabandon Community's agreed policy to combat inflation 

through firm fiscal and monetary restraint. 

,(v) UK remains committed to firm mO'net'sry policie's 

supported by curbs on government borrowing so that interest 

rates do Dot bear too much of the burd'en. Tax increases 

in Chancellor's recent budget enabled UK to cutMLR by 

2 per cent. UK three-month. interest rates are now below 

those in U .8. ,and n'ot out of line with most Community 

countries. 

·fif it is suggested that European COnn,cil publicly 

criticises U .8. in-tere'st rate policy? :-

(vi) Community cannot object to U.S. efforts ,to reduce 

inflation. Community countries as well as·U.S. have 

repeatedly committed themselves to giving priority to 

reducing 'inflation through firm monetary and fiscal 

policies. We criticised the U.S,. when the dollar was 

weak. We all have an interest in a strong dollar. World's 

principal reserve curre.ncy must · retain its value. 

(vii) It would be regrettable 'if a U.S. failure t'o control 

fiscal deficit put excessive strain on monetary policy. 

: The Administration is placing emphasis on fiscal 

policy, but we have to acknowledge c'on"stitutional 

difficulties faced by any U.S. administration in imple­

imenting fiscal policy. Both the Administration and 

, Congress seem to reeognis'e the importance of keeping tax 

\ and expenditur'e cuts in phase. 

- 2 -
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(viii) So far as volatility of U. S. i~terest rates is 

concerned, difficulties created for Community countries 

have already been pointed out to U.S. authorities by 

Central Bank Governors at Basle. Seriously doubt 

whether it would be prudent to go further and make 

critical remarks in Council communique. Monetary 

control method chosen by U.S. with emphasis on monetary 

base likely to result in some volatility of interest 
we 

rates,but /arenot in the position to dictate to the 

·u.s. on techniques. 

(ix) On the level of interest rates, UK cannot see how 

it is possible to organise generai reduction of world 

interest rates while inflation rate in main industrial 

countries continues excessive. There might be something 

to be said for a general resolve to ensure fiscal 

policy is kept tight so interest rates are not driven 

up. UK is playing its part: tax increases in recent 

budget were associated with interest rate cut. 

- 3 -
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BACKGROUND 

References 

A. Commission telegram 24138/SHA of 3/3/81 

3. Outlook for EC economies even more gloomy than at Luxembourg 

Council in December. GNP growth of 1* per cent in 1980 was 

concentrated in first quarter of year. Subsequent recession, 

led by weak domestic demand, has been deeper and could be more 

prolonged than once thought likely. In UK, GDP fell by 2~ per 

cent in 1980. Trough of recession may now be in sight in 

both UK and rest of community, but industrial production is 

still falling or at best stationary in many member countries. 

Upturn is unlikely before mid-year at earliest and even then 

could be sluggish. Commission expects overall Oommunity GNP 

to decline by ~ per cent in 1981 with only France, Greece and 

Ireland enjoying positive growth. (This compares with a fall 

of about 2 , per cent in 1975.) Budget forecast for UK shows 

some recovery of output in the second half of 1981 but a fall 

of about 2 per cent for the year as a whole. 

4. Consumer price inflation in'the EC peaked last July at about 

14 per cent over a year earlier . Improvement since has been 

modest, with rate falling to 12t per cent by Q4 1980. But 

towards end of 1980 inflation began to accelerate in France, 

Germany and Italy. Little improvement seems likely before 

latter part of this year. In UK, year-cn-year rate of 

inflation has fallen from 22 per cent laatspring to 13 percent 

in January. ~dget forecast is for a further fall to 10 per 

cent by Q4 1981 and 8 per, cent by Q2 1982. 

- 4 -



5. Unemployment in member countries increased by 1.8 million 

in the year to January 1981 to 8.5 million. Steepest increases 

were in UK, Denmark and Netherlands. Commission expects 

further substantial ,increases in 1981. In UK, registered 

unemployment (seasonally adjusted and excluding school leavers) 

rose by 900,000 in the year to February to 2.3 million. The 

Government's working assumption is that GB unemployment in 

1981-82 will average 2~ million (UK figure would be. slightly 

higher) • 

6. Curre.'nt account deficit for Community countries which was 

almost ~O billion in 1980 is expected to be about ~30 billion 

in 1981. The German deficit of ~15billionin 1980 is expected 

t ·o show some reduction later this year. France seems likely 

to show a continued large deficit this year, but Italy and 

Netherlands may achieve some improvement. UK current account 

was in sU!rplus by £2~ billion (almost ~6 billion) last year 

and is expected to show a further similar surplus ' in' 1981, 

though declining through the year. 

7. Venice Summit, IMF annual meeting and EO members all agreed 

last year to give priority to reducing inflation through firm 

monetary and fiscal policies. Germany, France, UK and U.S. 

have all announced lower monetary growth targets for 1981 

than for 1'980. These moves have been supported by fiscal 

policy measures to curb public borrowing and in particular 

to offset at least partially the tendency of automatic 

stabilis·ers to increase governments' deficits as a result of 

recession. UK target for £M3 growth in 14 months to April 

- 5 -



(j 1982 is 6-10 per cen't. PSBR for 1981-82 is projected to be 

'1£10t billion equivalent to 41; per cent of GDP compared with 

£13~ hill ion or 6 percent of GDP in 1980-81. 

8. Interest rates have fluctuated sharply in the past year 

but in general remain high. U.S. three-month rates rose to 

17-18 per cent early last year before falling to around 8 per 

cent in the summer and rising again close to 20 per cent by, 

the end of 1980. They have since eased to around 15 per c~t. : 

European. interest rates in general fluctuated less than U.S. 

rates last year but have tended to rise in recent weeks. This 

move has been particularly marked in the case of Germany where 

domestic 3-month rates have escalated from 9t per cent at the 

end of January to 15 per cent now. Other Continental EC 

countries have followed the Germans to a greater or lesser 

'extent with French i.nterest rates at 12i per cent, Italy 1?t 

per cent, Belgium 13t per cent, the Netherlands 11t:per cent 

and Denmark 15t per cent. In the UK MLR has fallen from 17, 

per cent to 12 per cent in the past year with a similar 

reduction in 3-month rates, so that DOW they are below U.s. 
rates and not out of line with most EC rates. 

9., German Chancellor , Schmidt and Finance Minister Mattoef.fer 

have both been reported in the Press as critical of the level 

of U.S. interest rates. The Federal Chancellor also , claimed 

in his telephone conversation with the Prime Minister on 

24 February that the level of interst rates 'was inhibiting 

) investment. He has also cited U.S. interest rates as one of 
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the factors behind the Dmark's weakness, although he has 

admitt'ed that Germany's current account deficit is · a further 

factor. The Dmark depreciated by almost 30 per cent against 

the U.S. dollar in the year to mid-February but has since 

rallied. 

" 10. Bundesbank chairman Pohl has said the fight against 

infl.etion is more important than interest rates • Schmidt, 

himself, has acknowledged ~he need for the U.S. to continue 

to follow firm policies to counter inflation. He has also 

·said that in the longer-term he expects both the Dmark and 

the Genltan balance of payments to be stronger reflecting 

Germany" s underlying competitive strength. ' 

11. .:!he Germans themselves ,therefore , have a rather ambivalent 

attitude towards U.S. interest rate P9licy. This reflects a 

lively debate going on in Bonn 'about· the level of German 

interest rates which are the responsibility of the Bundesbank 

rather than the Federal Government.'· There is a perceived 

.conflict between internal objectives which point to lower rates 

and the immediate external objective which needs higher 

interest rates to avoid a weak DM·and its inflationary conse­

quenc:ss. Furthermore, Schmidt is known to be anxious about 

the dallger of a major world recession. The Dutch Government 

is under strong pressure to do something about unemployment. 

It is therefore quite possible that there will be ' an attempt 

at the Council to blame Europe's problems on the United States 

by accusing them of ruIlning an excess:ively tight monetary 

policy. 

- ? -
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EUROPEAN MONETARY SYSTEM (EMS) (Annex to brief 3) 

OBJECTIVES · 

1. To avoid commitments on the timing of UK entry. 

2. To avoid going fu~ther than the last Council -in setting 

a timetable for new developments. 

3·. If necessary, to agree to studies of any specific new 

proposals from Belgium . 

POINTS TO MAKE LDEFENSIVY 

1. LUK attitudg We fully support the EMS, and acknowledge 

,I '? 
t L -· 

the contribution which it has made to stability in the exchange 

markets. We do not yet feel able to join the exchange rate 

mechanism. We must wait until conditions are right for the 

system and for ourselves. - !J5raw on paragraphs 5 and 6 below if 

pressedJ 

2. [If the Belgians or others suggest changes in the working 

of the EMSJ There are a number of interesting suggestions 

on how the system might be developed further. Some could be 

far reaching. The Monetary Committee and the Committee of 

Governors are considering thes~ questions and will no doubt 

be advising the Finance Council at an appropriate moment . 

[Jf necessa-ri/ The new Belgian ideas should also be looked at. 





BACKGROUND 

1. There is no reason for us to r~ise this subject, but the 

Belgians have hinted that they may do so. Their reasons are 

unclear. 

2. It was originally envisaged that the "provisions and 

procedures of the EMS would be consolidated into a European 

Monetary Fund" by March 1981. A Fund could be anything 

from a fully fledged Community central bank to an empty 

charade, although there is unlikely to be much politica l 

support for the former given the loss of national control over 

economic policy that it WQuld entail. The last European 

Council in December removed the March deadline and merely 

suggested that there should be furth~r studies and progress 

"at an appropriate time". It is highly unlikely that the 

French or Germans will want to go beyond ,this before the French 

Presidential elections; and there are no signs that a new 

Franco-German initiative is being prepared for after the 

elections. 

3. Over the last year the exchange rate mechanism operated 

smoothly until the German mark came under ,pressure in October 

1980. After several months of heavy intervention the position 

of the mark' was eased in February after the Bundesbank had 

acted to raise interest rates and the mark has now moved back 

to the top of the R1'v1S band. The Belgian franc, which has 

been consistently weak for a longtime, was left isolated at 

the bottom of the (2 1/4 per cent) EMS band despi te an increase 

,in Belgian interest rates. 

4. The Belgians were critical of the way in which the 

Germans raised their interest rates and this resentment may 

underlie 'their wish to discuss the E..MS. Alte'rnatively, it 



is possible that they wish to propose various technical 

modifications to the system such as those they s~ggested in 

a speech last month by M van Ypersele, a former chairman of 

the Morietary Committee and now chef de cabinet of the Belgian 

Prime Minister. It is important not to agree to these or 

any other proposals without further study. 

5. UK .and exchange ra'te mechanism. Two factors point to 

caution. First, the UK is alone in the Community in being 

self-sufficient in oil, while other member states are net 

importers. So sterling has tended to move in the opposite 

direction t6 other EMS currencies at times of disturbance 

in the oil markets. It is not certain, or even probable, 

that the exchange rate mechansim would have been as managea,blle 

if sterling had been a member. Second, the obligation to 

control sterling's agreed margin of fluctuation co~ld 

confli~t with our domestic monetary policy if we were 

oblige~ to intervene heavily to hold sterling down. 

6. Others may suggest that conditions are now favourable 

for sterling to join because its exchange rate has come down 

a long' way in the past month and the UK's inflation rate is 

now close to the Conununityts averag~. The answer is tha.t 

whilst the improvement in inflation is encouraging, ,the sharp 

movement in sterling reinforces rather than retracts from the 

arguments in paragraph 5. 

7 .- Nevertheless, the Government has made it clear in a 

number of public statements -that we intend to join the exchange 

~ate mechanism when we judge that conditions are right. 



. ,- r\i~\lrl,OYt-1C\T PulJ\TS FOR EUROPE.A;\ COU~CIL rnLSIDE\CY CO\CLUSIO\ .C: 

1. There is no easy way for the Community to conquer unemplo~~ent. 

) ControlLing inflation is an essential condition for sustainable growth 

of output and employment in the Community in the period ahead. Without 

that, our industry and commerce will find it harder to compete and 80 to 

create the jobs that are needed. 

2. To promote employment we need particularly to move into the new 

high technology industries and to apply high technology to improving the 

efficiency of existing industries. The Council accordingly asks the 

Commission, drawing on the useful work already in hand for the Standing 

Employment Commi ttee -, -to propose ways in which this process can be 

ass~ed an~ accelerated within the Community, including the use of 

measures to ease the structural changes in the labour market which must 

) accompany it. 

3. -The COuncil supports the use of a~~P8~Fiate measures which assist the 

transition by helping tho~e areas and groups in the Community which are 

particularly badly hit by unemployment. In this respect, the Coubcil is 

particularly -concerned at the problems caused by declining employment in 

traditional industries in various regions of the Community. Particular 

importance is attached to mitigating the social effects of restructuring 
. f 

in the steel and shipbuilding industrie...s. It accordingly invites the 

Commi~ssion to pay special attention to these problems, particularly in 

formulating its proposals tor revision of the European Social Fund and 

the European Regional Development Fund. 
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EXPLANATIOr\ OF Ur-;ITED KIr-;GDO~~ APPROACH 

1. The" current level of unemployment must be central to any consideration 

of the economic si'tuation in the Community. In January 1981 it reached 

7i% of the active population (ie Borne 8} million people) compared ~ith 

4.3% in 1975 and 2% in 1970. This represents a seriouB waste of humnn 

resources and imposes B severe burden in terms of human Buffering and 

loss af dignity on those affected. The problem is worse because it is 

conoentrated on particular social groups , notably the young, and in certain 

areas of the Community, particularly those dominated by declining industries . 

2. ,This high level of unemployment is the result of the serious u~derlyin~ 

problems that today afflict the Community's economy: the world economic 

recession, inflation, loW' levels of investment, slow growth in productivity, 

poor competi ti veness and a high level of dependence on importe.d~ ,high CORt 

energy. The two massive increases in oil prices in the last decade have 

rendered obsolete a Bubstanti~l proportion of 'the capital equipment of th~ 

industr'ialised countries and of the Community countries in particular. 

Europe needs to replace this equipment and also to invest in new forms of' 

energy production. The future standard of living of the Community and t lH' 

level of employment that we will be able to sustain without excessl ve i nfl: l t i "" 

will depend o~ the a~ility of the European countries to meet these invc~t",p"t 

needs>to adapt to 'changing conditions bt employment and to equip ourselveR 

with new skills. 

3. These underlying problems mu~t be successfully tackled if we are 

to secure a lasting reduction in unemployment. Employment measures which 

assist the transition are to be welcomed, but such measures must avoid 

1 



'--·overseas competitors and the reduction in unemployment is not then 

sustainable. For our competitors will not stand -still. Ne~ processes 

and techniques will continue to be developed and used outside the Community 

and the newly industrialised countries will become increasingly competitive 

in basic manufactured products. Unless we allow the structure of our 

industry to adapt to meet these challenges, still more jobs will be lost 

in the future. 

4. These dangers are ~llustrated by the proposals that a number of 

organisations have made for~a general reduction in the working week. 

But if, as is likely, this leads to an increase in unit labour costs, 

the effect isto~xacerbate inflation, reduce competitiveness and depress 

unemployment in due course. Moreover, circumstances vary widely and to 

impose a uniform reduction in the working week throughout the Community 

would not take account of what individual firms ·could afford and could 

organise efficiently. This is not, of course, to say that other special . 
. ~.- . . 

employment measures particularly directed to helping groups worst affected 

by · ·the recession might not have a part to play in relieving unemplQyment. 

5. A lasting reduction in unemployment requires the creation of co:ndi tions 

for sustainable growth and these can only be achieved if inflation _is 

bro~ght down. A high level of inflation· in the industrial countries _could 

invi te more oil price increases. But.,inflation also destroys the framework 

for business confidence and the basis for investment decisions. It upsets 

relativ~ .pricing, endlessly absorbs effort in adjusting to new price and 

wage levels and often squeezes profits in favour of wages. It has pOl\'erful 

direct and indirect effects on the profitability of industry and on its 

international competitiveness. Inflation is thus the enemy of unemployment, 

economic growth and structural adjustment. ~ ~~ tJ;:;t- .~ 

t~~ a,.J. ~ fot (~A 0!t ~~ ~ L.~~ ~~-tt:.z 
~~~i~. · . 
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'. (,. In ",orld ('C'onoi1 lic conditionF. ",-bere ne\.;)y industria)iF:in; ronniric .c:. <11'\ 

. compet .• i ng effective 1 y in basi c manufactured productE and ",-here compet iii on 
"-../ "" 

between advanced industrialised countries becomes more severe, the companieF: 

and sectors most capable of survival will be those with:-

(a) control of rapidly advancing technology; 

(b) adequate professional and technical management and highly-skillen 

labour; 

(c) highly ' sophisticated selling and distribution systems which can 

react to changing consumer pr~ferences; 

(d) flexible manufacturing systems which can respond to consumer 

needs or product variety; 

(e) economic production units cB.pable of responding to maj or segments 

of world demand. 

High t~chnology is an ingredient in most of these factors and it is this 

which needs to be developed within the Co~unity. 

7. Structural changes on the scale that are taking place inevitably create 

serious social and employment problems. These are particularly acute i"n arear::; 

of the Community where there is a concentration of declining industries ~uch 

as steel arid shipbuilding, and particularly for certain groups, notably young 

people seeking their first jobs in such areas. The Community already has in 

the Social and Regional Funds instruments which can play a part in dealing 

with these problems by providing support for training and retraining and for 



I 

"ne~' producti ve and infrastructure invest-ment. In the current Bi tuat i on it; ~ 

ebsential that a higher priority is given to these particular problems in the 

administration of these and other Community instruments and in the rorthco",in~ 

reviews of theit activities. 

4 
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TR~~rSLATION OF LETTER 

from~: Conn:1ission of the European Commlli1.i ties, signed by 
~!.lr A. GIOLITTI , ~n:ember 

dat ed~ 11 I.iarch 1981 
to : Dr C . A. van der KLAATnY, President of the Cott..'1.cil of the 

Europeru~ COlumunities 

Subject: First quar"lJerly examination of the economic situation 
in the Community 

- Co~nission co@nunication 

Sir, 

Please find attached a C01l1111ission communication to "the 

CotL."lcil on the economic an.d socialsi tuation in the Community. 

This co~n~nication is in accordance with Article 2 of the 

Convergence ' Decision of 18 February 1974 . 
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(Communication from the Commission to the CounciL ;n accordance 
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c· 
. .,-,Ji--.-':-

1. R~cent !9conomic er fo·rm Gln GU·.l t h ~ Ccmm u. nl t 

The sLow- down in econom i c a ct iv ic y i ' , 1 98 0~. :rjt h .G DP ~ i(:"'~ ng 1 ,3% 

in theEC as a who~e, wa s approximately as fo re ~e~n by the Counci~ in 

in . De~~mber of last yea ~~ Ou~pD t peaked in the.fi r st quarte r o f 1980, 

bu.t gecLined thereafter .. Ho WeVer, p ri'va t e 

"consump'tion was " prob~bly begi nning to grow again in real te r ms by the end 

of the year~ whiLe the EC bus iness ~urveys showed 1irst signs ' thai the sharp · 
~. .. . ~ 

. ' detet i o ra t i o'n ;-n · busi ness sentiment ~ay ·n.ave rbefina r rest ed .. . 

There -was , hardLy any in~rease in e~ployment in 1980, while the Labour 
-

forc~ continued to expand rather rapidly. The res~lt was ' a sh~rp ri se in ' 

unemptoyment: the average rate for the year was 6,'0%, an.d by the beg.inni ng 

. of 1981 had passed 7,0%~ Ove r th~ ' lasi tweL~~ ; ~onths , the · unem~Loymen t r ate 

increased most in Denmark and t he NetherLands (up by ab'out one h'alf) and the 
' I 

Uhited Kingdom Cup by two-t hirds) ~ The add i~ionaL - ~os~ to ~he natiohaL excheque rs 

of t~e r;~~ in unem~Loymeht ~amounts for ' the C ommunit~ as : a whoLe 'to some 0,15% 
I " . 

of GDPfor 1980 compared to 1?79 .. , 

The deterioration in il1fl a~ion 'per f01rmance wh 'ich had begun in 1979 

was accentuated in 1-980; ·the increase .in c~O'A$1umer pr';'ces ' i 'n the Community 
. .~. 

on average reached 12,1% in 1980, compared , to : th~e Low :point ·,of 7,3% in 1978. 

D i vergenc~ betwe~n cons~mer price rises of M~mber Stat e~ also widen~d to ~wicethe 
,'1 n I . ' 

aver,age for ' tho seventies as a IrJhoLe ·(the standard -deviation rose to 

5~~%). . However, ' a som~what better . per10rm~~ce was evidentin ' the secorid 
I • .. " .. , \.' .' 

, ' halt of the year, espec}aLLY. ·in the Unit.ed Ki'ngdom ~Jhere ' the annuaL ' rate 

,had ',fat-len to ' beLow double f;gure~. I i ; '.:; 

II ; : 

r he Com m u nit y • s cur r en t a c co un t . de f 1 C'1 t . ; n '1.980, ex pre sse d a s. a ' 

p~r~entage of GDP~ was · the largest : e~~r redo~d~dB In bontrast ~ith 1979, 
' t ' . " 

there ' wa~ "'some impr~vement 1n 1980 iri' export in relation t0i~port VcLume. · 

~Swever, t~iswas more ' t~a~ ' ~ffs~t b~ . a . ter~~ .?f trade :det erioration - (~~8~) 
. cons.;derabLy La·rger than that in 1979C q l though this was s.ti l L very much 

• • I I . r: .' r~ ' ~~ :? .' f - .': ' •• , , 

sma' lL .~r than that suffered in 1.974 after ,the ·fir st ··oiL--price -shock)· . : . 
. '. . . ' . " "1" ,. . '.: n ..' -. 

Exchange-r.atesdevelopme~ts . fn ' th ~ , . ~~S :: in :" J9:80 were lim; ted to 
. ,:- " . ". '. . . .~ '. ','" . , ~ .i' .. . . . . r ~ . I' . . .,'j ~ ; . -...... '. ..~ • • - • • • 

i ~ ' ,' 1, • .. ·.· lPQ\i¢m.eht.:S :;perm:i t te.qby· tinchanged . c~r.tt~l .:r-a ~e;s~. ,·· H.6W:ev~e:~~: 'Xhe UK iPOUlid . app'r¢ci ataq.· 
·. • •. . 1· · ';~.'. ~ '. '.: : .• ~: • .. . . ".1' " : ~ •... ';" , ~ " . . ,"; ";. '\. "~ ~." ~ " ':l~' ~ '~: : :; ~' : ' : .,' , '~~"~ ... ~ ~' :.~: : ... :'~ . ...... ;:. ' ... ' '. ' " . 

:(1'.' ,.::.-: :~ .. ·tS '~: · .a;-g a':i.ns~t:t.he· E .. CUin· ' the ' cQ\Jt·~e·cit~ . · .tl\e ." l)i..ea ~~ :. "and :Jn,e: ·Ye0 ·· 24.%·~ ·~:Yhe l)S',' dQ;~·Lar · .. , 
' ~ ' . '.',' - ':.;:, w~·~::o~- '~~ " decLiOling " lrend.'a~~·tn~t th~ ·EcD ·.·un:~if '·m· i 'd~Y~.~~;, ·:~~t, .,has.:~ s{nc~ .' ..... " 
~" ::,. : " "~ .. }~ .. ,::~·r'~·~pv:e'~d .. ' ~LJbs'tari:t i a:ll.t ; . .; .. :, " ., .... ' , : '. , :," .; ' ::', ',H , : " ~,: . _. ; . , ': ','" ' • • .. . 

/' ... ' .. ' . " 

.. ' :;. 
't _: ". 
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2. Out Look for 1981 

The present cycLe is now seen as being sharper and deeper than 

anticipated. The starting point, the high , LeveL of activity in earLy 1980 

has been again revised upwards, w1th the steep"er faLL Later in 1980 ' then 

carrying a heavier recessionary momentum over into 1981. Dome~tic private 

demand ' (consumption, stockbui Lding and investment) whoL Ly accounts for th'e 

more pronou nc ed cycLicaL profiLe . Foreign dem~nd h~s stayed on the expected 

path, whi l e government consumpt,ion , in , v6Lum~~erms is s~ill expected to grow 

sLightLy i n 1981. Thus the re0is~d forecasts , prepared by the 

' Comm~ssionos services in February suggest t~at the upturn in at~ivity may 
/ • , " 1 

be deLayed untiL the t~ird quarter of 1981, : two quarters Later than earlier 

expected. GDP growth at an annual rate pf about 2% is now expected in the 

second haLf of 1981 and into ' 1982. The year on year growth of GDP for 1981 

for the Community as a whoLe 'is revised down ,from + 0,6% in the AnnuaL ' Economic 

Report to - 0,6%. 

I : ' 

EmpLoyment couLd faLL by \nearLy 1~, ', ~nd by the end of the year the 

unempL'oym c;--,<:: rate couLd be' above 7 1/2% ' (1)' ~nd stiL,l ' rising. 
, :1 : ', .. , 'I 

A significant sLowdQwn in cons~me~ ' ~~icesc~h ' be expected during the 
, ' 

course of 1981, as the effect of more mode~~t~ wage ~e~tLements ,in the fir~t 

ha.Lf of ,the yeat is reinforced by som,e rebound of pr?>ductivity in the second 

half. ALthough consumer prices for 1981 as ' ~ : whoLe c6uld be up ,by around 
. ',' l 

10 1/2% on 1980 (TabLe 1), ' the annual rate 'i'n' the second , ha.Lf of the y~ar 

,couLd, at 8,2%, be 4 1/2 point~lower than i~ the second haLf of 1980 • 

. ,Divergence of infLation rat~s , should also Ce~~ensome~hat, with the standard 

deviation of consumer prices increasesfaLL 'ing back to 4,6%. 

The Community's baLance of payment~ ! current account is LikeLy to change 

,littLe during the course of 1981 and for the ,year as i a ~ whole could be sLightLy . 
I , 

worse than the high deficit recorded in 19~O~ ~ A further worsening of the terms 

of trade in 1981 wilL sLightLy more than offset an i~provement in voLume 
, - ,', 

movements. , ' 
1: :; ~ 

3. PoLicy issues ~ I • '" ','j 

; 1.1 

Th~ Council is requi red (according to the 1974 Convergence Decision) 

t o deL iberate in j\1a rc h as regards poss 'ible adj .ustments l to 'the economi c 

~-',--~--. .., , • • 1 •• 

(1) Se;;l SO ;; .:"' l.! I adj uS,t ed figure. 

'i 
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policy -'-g~ideL ines ',adopted ,'i n 'the AnnuuL Repor'-c ir.l 'o ecember .. 

At the time t he ' Counc il' concluded ', thdt th e poLicy m'~ ~ " SLCiULd give 

p.ri or ity to t he r educt i on " in infLation, 'savi ',!)$ '1;' :.)i L. impo "t.s, :.:')d the 
• . , -! 

pursuit of' the other ne,cessary s t r:'u ctu r a l ' ~hang e s in the comm'~ :'i t'y ~conomy, , 

and be onLy moder'ateLy" suppo rtive ' in term s of cyclic a l demand rnana gerp 2ht. 
I I 

The weaker , e~on?~ic , outlook 'cannot tm~ly an e~~ie r way out o f the constrai nts . 
. . , . 

While the evolving situation calLs f o~ ,tec,hnical a djustments t0 8o~e f,i na nciaL 

'poLicies, the fundamental Line of poLic y '~ ,~o reduce ,infLa t io'n and pus,h 

ahead ~with ' , structural adaptation - has' to',be ' pur sued ' with even gre'ater urg,ency • 
. ;. 

Control , of domestic monetary , aggregate~ a nd excha nge r ~tes within 

the ~uropean Monetary System hss o~ the whole ' been satisfact6 r y. Howeve r, 

monetary policy in Europe has- been and is , st -] Ll , confront 'ed IrJith the 'need for a 

concer~ed reaction'to the very hig h an~ volatiLe interest rat es prev~ilin~ in 

the Un it ed States, and tothe apprec i ati~n'of the e xc ha ng e r ateso 'f the doLLar an d ye n: 

The appre~;ation of the ' ien a ppears t o be ' ju~tif ied i~ ' the Light 

of J~panistrading , performanteD with ~espect t o th o United Stateslmonetary 
" I' ' 

poLicy, Europe : is ,much affected by both inte rest and ,extha ng e rate m6vem ents • 

. If European interest rates ' now moved fu rt h,?r up on aver'age towards United 
- ' :. - . ~ 

States LeveLs, it is quite ' LtkeLy th ai 'as a resu Lt there would be nocycLi~aL 

recovery .i n Europe th is yea r .. On the other hand, a further subs t a nt i a L 

depreciation of Eur6peancurrenc ies against th e doLlar couLd r 'i 'sk- caus',ing 

a , new acceLeration of infLd'tion 1n the Co~muriity, throu.gh the increase in 

import prices i,-~ Eur6pea~,currencies .. More6'~er" erratic swingsi'n either 

exchange rates or ' interest irates are costLy ' to the ecbnomy through the , 
-

uncertainty that they ' introduce. 

In view of its Large current account deficit on the baL~nce of payments, ' 

the Community shouLd be , prepared to- accept ;" higher dolLar exchange r ates 

than prevaiLed in 1980 on average . The i~evi tabil ity of this deficit in ' 

the sho~t-run means that its fina nc ing s~ould be caref~LLy prepared ~ 
- ; 

This in itseLf shouLd P9se no insuperabLe probLems ; t~e Communityha~ for 
-'- . 

its ~ part in Februari renewed and expan~eo ·~ s QW O recycLing faciL it y . E x perienc~ 

confirms how ~uickLy condit~~ns may change ~~ bet~ ee0 ', EMS currencies and the 

main fLoating ' exchange _ r~tes, ' and Europe ~hoyLd :not m~ke ' fundamenta~ ~hanges 

, i~ ,its dome~tic mo~etary ' poLicies in, respqh~~ .to v~~at il e exch~~g~ rate mo~~­
ments .. The United _States aut hori't;'es for ' their pa'rt ,:'cou Ld ' contribute fo the 

," . " ' '. , .l, " " 

in~~rnational int erest by managing th e~r ~udgetary-moneta~y policy mix 

and the ' techniq~es of monetary p6iici with a 
.e • . / .... .. 



view t o re duc ing the LeveL of interest rates consistent with a stable 

evoLution of mone~ suppLy ~ 

Wit hi n the Cbmmunity, ~em8er State~ must match the difficuLties 

o'f tr-ansatLantic monetary conditions w'ith ' intensified cooperation' as 

4 .... 

reg ards in te rest rate -adju'stments, intervention poLicy and officiaL capitaL 

'movements. In addition 'to fuLL us~ of the mechanisms of the E0ropean Monetary 

System, there wouLd seem now to' be opportunitfes for adjustme;nts of United 

, Kingdom monetary policy as regards interest ' rates a'nd criteria of exchange 

rate management .. 

Apart from the increase in unempLoyment a conse~uence ' of the weaker 

Level of acti vity in 1981 is some increase in budget deficits over what had 

been fore~ast in the Annual Report. Howev~r , the st~ucturaL weaknesses ~n 
r I " ' 

pa ~t s of the European economy are such that a fuLL pLay of the 'automatic 

stabiLisers' cannot be risked in aLJ countries·. In particuLar, countries 

with the highest d~ficits (BeLgium~ Ire~and, Italy) shouLd act to prevent 
" ' 

inc reases . Further increases in -these countr~es' deficits c~n~ot provide _ ariy 

sus t a i n d ~ , : in crease i ne con 0 m i c act i vi t y; 01;1 the contrary, . inc rea sed de f ; -

cits - whether spontaneous ' or ' discretiona~y -,are Lik~lY , to cause swift and 

significant interest rate increases. Among these countries, ' ItaLy has made 

progre~s in , 1980 in redycing the borrowin~ of generaL government . to welL 

under 10% 'of GOP, and this shouLd be conserved in 1981. In the case of IreLand 

the projection of a reduced deficit i~ also sign~ficant, particuLarly in view 

6f the in-creased spending on publ i c , investment. In other countries, some 

increase in ~ budget d~ficit~ shouLd be permitted to support activity; indeed 

the 'automatic stabiLisers' shouLd be allo'wed to operate' fuLly in countries 

with the least' high deficits. However, even in these cases, priority must be 

given to restructuring expenditure to ' imp~9ve pr~ductive potential. 

Extensive structuraL probLems have to beovefcome to achieve higher 

trend rates of grbwth and empLoyment. PolJ~y must ' int~nsify efforts to improve 

produ ctive potential by redirecting budge~~ry resou~ces from subsidies that 

are supporting uneconomic or non-priority activitiei, into aiding public or 

private investment. The investment ratio has declined from 23% of GOP in 

1970 to 21% in 1979 in the Community ·as a whoLe. MeanwhiLe, over the same 
, " 1 

pe 'riod it see ms that (subject to difficul.~ , ies of statisticaL measurement) 
• ' " : : :j . 

investment grants remained static a't 1% 0f ::G:op, whereas subsi'dies . 

.; .. / ... ' 
I' 
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(not~bl y 6perating subsidies , ~xcLudtng tax xp@nd itur~s) ro ~~ fr om 1,8% of 
I 

'G'D? to ' 2,6%, with particularly Large, inc r eases reco'de-d in the pen lux 

c 0 ~ n t r i e s , Ire L.a n dan d I tal y. Jus t i f i cat ion S . for' h i 9 h (' :'. 0 r I:' ,.. ~ I - ) i d f i s c a .L. 

depreciation ·allowances ,exist in the 'accelerat ..: d obsolescence ', of ..:xis t ing . 

capital stock du~ to the higher energy . pric~s, and . in th~ need to achieve 

,fundam-enta limp rovement in ' i ndust ria L ' 'compet it; vi ty vi s-a-vi s third 'co\Jnt r i es". 

The co:mmission' for ; itsp~r't is folLowing these pr:inc 'ipLes in C? reas of 

Community responsibility~ having recently proposed a reduction of state a i ds '., '. ' ' ; "" ' . 
to steel~1-)an ' incre~se ' in pro'ducers'financiaL co-responsibiLit y for surpLus 

agricultural pr~duction;2) a~-d a strengthening in ' Community Loan "in s.trume H;:~ 
. for finahdin~ invest~ent(~) 

Progress is being made jn · reducing the Co mmu nity ' s dep~ndence on 
, " 

imported oiL. The share of i~port~d 6il in g~~ss inLand tonsumpticn of 

prima.ry energy fell from . 47,6% in 1979 to 44,2% in 19~0~ and i~ expected 

to falL further to '42,1% in 1981" The voLume,o'f n'et ,oi L impor t s dropped 10,7% 

in 1980 and should further faLL 5% 'or ·morein 19'81 . 

However~ 'much ~ore progr~ss must be achieved before the Community 

could ionsid~r its ~acroeconomic policy to be no longer constrained by 

energy market ~act6rs. Energy production .and saving $ must b~ boosted by 
, -

every possible means. ObstacLes' su-c'h as deLays :in investing in nuclear power, 

or fai Lur~ to make timeLy adjustments to ,energy consUrhpt,ion taxes s6 as to 

'sustain the 'price message', wiLL uLtimateLy exact an extre~eLy hi~h price 

in Living standards. 'Several' countries ar-e reLativeLy weLL endowed in 

hydrocarbon .resources (.N.~therlands, 'united ' K '~ngdom) or , have reasonable 

chances of becoming much more s~Lf-sufficieht (Irela nd, Denmark); France 

is ~aking particularly ~apid progress ~ith ~ther energy forms. BeLgium, Germany 

and Italy- while making ' efforts in certain ~reas of energy ' production or 

saving - need urgentLy to strengthen major features of thei r na'tiona L energy 

programmes, or their implementation. Examples ' of beLow~a~era~e taxa~ion 

of energy consumption ·include ·heating oiL in ~ ~e~era L as between fo~mi ;f hydro­

carbon consum~tion, : and, as bet~een . Member~tate~ in 'relation to the Community 

average, heatin'g oi L in, Germany, BeLgium al I t he United Kingdom, petroL in 

Germany and Luxembourg an-d dieseL .. oil . in Il.aly a'nd Luxembourg. 
\ 

(1) COM (81) ·71 final ; I 

(2) COM (81) '50 fina l 
1 " r 

(3) 
•. , • '.1 •• 

COM (80) 670 final 
" 

: , 
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The furth er deterior~tion in the labour market situation should be 

appraised as a function of 'its different formg and causes. 

The expected reduc-t ion of employment : in 1981 could be corrected pro-

g ress i vety with th e_ recovery in the second ha l f of 1981 . The speed of this 

recovery depends on the response of social partn~rs to the need for higher 

investment and structural change. Particular consideration should in' this 

context be given to t 'he need to take fut l account of the deteriorat -ion of 

empLoyment prospects and to generate new jobs. Defensive measures and subsidies 

would im :-) ~de the process of reallocation as much asaggress;ve wa-ge policies. 

Wi th li tt(e productivity growth and further losses in 1981 on the te~ms of 

t r:; de~ the,re _ is almos t no scope- for signi-ficant real in-come qains in the 

Community and even the need to accept a real income loss in . some countr~es . 

In some countries strong efforts are currently being made to moderate the 

growth of nominal incomes , and the Benelux countries in particular are improving 

their' co~p etitive positions as a result of :combining a low inflation rate 

wi t h sta bl e exchange rates within the EMS. , In other countries it is urgent 

th ~t ~0re pf forts be made to reduce the tr~rld of growth - in nominal incomes, 

not ~ ~ y ' ~~ eL and ' and Italy. Moreover, th~ ' substanti~l increase in structural 

u~empLoyment emphasizes the need for wage t6htracts 't6 aLlow for the quicker 

adj usment s o-i incomes bet-ween countr i~$~s'e !ctors and' fi rms where c.ompet i t i vi ty 

and profi ts have been reduced. 

Pa r t 0+ t he trend increase in ~nemploym~nt reflects the longer periods 

I · 
j" 

of sea r ch between jobs, facilitated -by unemployment ,and socia-l security benefits., 

However, the weak growth performance sin~e ; 1973 increased the number of unemployed. 

Amohg the unemployed certain groups are in a particularly vuLnerable position: 

young people without sufficient training, women ' Looking for part-time jobs and , 
. !.' . 

olde r peopLe 3-pproaching their pension-age . ,To aid these groups and to alleviate 

unempLoyment in general it is vital that Member States assure ~ufficient resources 
, !;, . 

for expanded vocationa~ training and retra11")~ng, un~ertake supplementary efforts 

to help the record supply of young peopLe into their first employm'ent, improve 
. i ' ' " 

progra~mes of apprenticeships (as offer~d in : ~ermany) and promote pre-pension 

schem~s.and the creation of part-time j~bs. 

An- old phenomenon has attracted new ~nt~rest: the growing size of 

unreco rded and un~b~e rved empLoyment ~hic~~ ~~ems to h~ve been spreading 

rapidly 'in ma ny industrialised countricrs. ' r 

~ .1 .. 

;, '" 
:,: . 
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The muLtipL~ and continuedeff~rts to remedy the uriemployment situation 

in /Communi ty countries have shown some res uL ts. More has , to be dor\e, but 

no generaL' and quick PS3nacea is a·Jai L~~le.' '!he- .responsib -a :t> :01" euploy­

ment-creation Lies as much with those: who decide the conditions of employ.~ 

ment at the enterprise Le~el as with · g~vernment s in their mac roeconbmic and 
f ' 

structuraL poLicies at the na~ionaL a~d Co~munity level: 

4 . ConcLusions 

The Europ~an and othe r non-oiL producing countries a re no~ undergoi~g 

the n e~ readjustment proces s du~ to the second o il pric e shock - wh os~ impact 
-

on growth, pr-ices, and the baLa "-lce of payments is simi Lar', to tha t of · the 

first shock in 1973-74 a Thedl fficuL t t,ask :of governme:nts , trade unions,e.mpLoy"': 

- ier's an d househqLds Lies in th e need' to avo'id -th E: poL i cy errors and 

m is ta keh rea ct ions tha t fa L Low.ed in 197-4 and 1975 " Th e con~ equenc es of t he 

second ~eavy' transfer ofr'esources in favour : of :OPEC have to be ' accepted:_ 

This impli~s priorities for reduc i ng the g ~o~~h of nomin~LLabour tosts 

and fo r restructurin~ the, productive potent'i aL of QU,r 'economies th rough 

a cceLe~ated , in0estment and energy substitu~~o n ?nd sav ings . The s cope fo~ 

global poLicy acti6ns in the Community is very lim it ed ' mainLy - beca~se 

the high budgeta ry d~ficits l after the fi~st oiL shock cb~td not b~ , 

reduced duri~g ih e modesf reco~ery period 197¢~79, and because present 

inflatiori rates and infLationary expect~tions in m6st countries are st il l 

, excessive. Th~ t~mited p6Licycont~tbutions of gqvernmehts couLd b~widened 

, if pt ogress in coun t ering infLat i on becomes ' ~ore evident and i f the 

structuraL policy effo 'rts make rapid progres s" On Lyih this way is, it possibLe 

for Mem~er States to hciLp ' each other throu~h haVing a coherent, coL Lect ive pro­

gramme for economicreco.very and imprOVement ;n the employment ?ituation. 

This programme of. p,oLicy coordination impl ies for the ,Community: 

- maintenance of the generaLly convergent monetari and budgetar~ poL icy 

' orientations appro,ved i,n December 1980 i:. ,',progress --in strengtheni ng the 

European r~onet a ry System; 

- stronger cooperation betwe~n the .Community and the United States in moneiary 

andexcharige rate poLicies; 

- limited scope for demand stimuLatory ,act4ons t~rough a qualified a~ceptance of 

automatic budget , stab; l i sers,· but "more s tlpp,ort ,~or investment, - a quicker' re­

~tructuring and energy substitution poLicy,'and improved Labour re trair,fng 

and mobility sc hemes. 
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Table 1: Main Economic Aggregates, 1979~81 8 .. -

1979 1980 

GDP volume, % cha~ge 

3,5 

4,6 

3,-8 

3,2 

1,9 

5,0 

2,2 

2;4 

3,6 

1,3 

-0,9 

2,0 

1,4 

1,8 

0,8 

'3,8 

0,2 

1,2 

O~4 

-2,0 , 

1,3 

1981 

-0,1 

-0,7 

2,4 ' 

0,5 

1,8 

-0,8 

-0,6 

-0,7 

';'1,0 

-2,0 

-0,6 

Unemployment rate, % of 
civilian labour force 

5.,3 

3,4 

(2,2) 

6,1 

, 7,9 

7,6 

4,2 

8,6 

0,7 

. 5,4 

5,5 

, 6,2 

3,4 

(2,1) 

6,5 

8,9 

8,0 

5,0 

9,3 

.0,7 

6,9 

7,6 

4,4 

(2,3) 

7,5 

10,9 

. 8,2 

6,8 

10,.7 

0,8 

9,8 

7,4 

General government net lending 
(+) or borrowing (-), % GDP 

... 3,1 

-3,0 

-0,8 

-11,9 

-9,4 

-2,0 

-7,2 

. +0,1 

- 3,3 

-4,6 

-3,5 

-0,6 

-13,5 

-7,8 

-2,8 i 

-9,4 
-0,9 

-2,3 

-3,6 

-5,7 

-3,8 

-1,8 

-11,7 

-8,4 

-3,2 

' -9,.7 

-2,1 

-2,2 

-4,0 

: :(M2) . 

" (M3) 

(M2) 

(M3) 

(M2) 

(M2) 

(M2H) 

<I!M3) 

1979 1980 1981 

Private consumption,de'flator, i. c:~~!,ge 

9,5 

3,9 

17,7 

10,5 

12,~ 

14,9 

4,6 

3,5 

5,& 
12,2 

8,9 

11,0 

5,4 

24,5 

13,5 

18,2 

21,2 

6,5 

6',3 

6,3 

16.,1-

12,1 

9,0 

4,5 

21,5 

. 11,8 

16,0 

18,7 

6,3 . 

6,2 

6,3 

11,0 

. 10,4 

Current account of ba lance of payment s 
% GDP 

':'4,Q, ~, 

-O,~ 

-2,9 

+0,1 

--10,1 

+1,-6 

-1,4 

-2,9 

+28,7 

-0,9 

-0,5. , 

-4,1 

-1,7 

-2,6 

-1,3 

-8,3 

-2,6 

-1,5 . 

-5,6 

+20,8 

+1;0 

-1,5 

-3;7 

-1,6 

-2,9 

-1,8 

-11,4 

-1,4 

-0,9 

-6,6 

+18,0 

+0,3 

.;..,1,6 

~9ney supply, i. change 

9 ;9 ~' 

6;0' , 

14,4 

12;0 

20,~ 

7,6 

Q~O 

12,7 

11,2~, 

10,9 

6,2 

10,5 

18,9 

12,3 

5,8 

3,Q 

19,5 

10,1 

8,7 

4,5 

10,0 

12,0 

13,1 

6,5 

5,0 

10,2 

'8,2 
------------'-------------------:-----~-----....,..--~, 

(1) Not comparable with other countries. :~ : :" ,: 

Sburce : Commissiori services, based on information ~v~ilable to , ~4 February 1981. 
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ADDENDUM 

to the Communi'cation from the Commissi.on to the CounciL; 

Do c • COM (81 ) 95. fin a l 

When, on 15 Decembe~ 19~O, - the Council .adopted the Annual Report 

on th~ economic situation in th~ Community (Decision 8a!1265/EE C~ it was agre~d 

to fix the first economic poLicy guideL ines for ' ~reece at the first 

exa.minat;·on of the economic situation by. the Counci Lin 1981. 

Accorr:lingL>" th~ 'Commission proposes that the Counc iL approve 

the economic poLi cy guideL ines for . 'Greece conta ined in the annex. 



In Greece, the improvement in the current account balanc,e was 

achieved in '198D at the cost of a moderat-e decline in domestic demand 

and a controLLed drop in the exchange rate; as a result, . a more flexibLe 

economic policy wa~ .possible for 1981. The poliey has two aims: first, to 
I 

contain the upturn in consumption of which there 'were signs toward the end 

of 1980, whiLe s~imuLating the recoyery of investment which is essentiaL if 

production structures are to adjust :to the new externaL context; and second, 

to sLow down prices - rising at an annual 'r 'at'e of 26% at the end of 1980 

in order to preserve the competitiveness of the economy which 1-5 likely, 

sooner or Later, to be affected if the present rate ' of price rises persists. 

These 6bjectives are to be achieved by a package of measures concerning 

incomes, the budget and credit. As a complement to the adjustments made to the 

income tax rates and allowances to counteract fiscal drag, incomes poLicy has 

Laid down, for the year, rules for the adaptation of wages designed simply 

to mai nta in purchas ing power: th i s should he lp achi eve the ne cessary slowdown 

in nominaL pay ~ises and the moderation of p~ivate consumption. As for budgetary 

policy, it ha~ provided for a substantialin~rease in public sector investment 

a~d an ap~reciabty greater effort t6 assist certain categories of private 

investment. Lastly, monetary poLicy has consi,derablY , loosened the constr,aints 

on firms: for 1981, the increase in Lending to the private iector is targeted 

to move roughly in parallel with the forecast ' increase in the value of gross 

domest i c pr_oduct; however, no immedi ate moves have been made to tower interest 

rates. 

This package seems to achieve the best compromdse possibte between 

short-term constraints and ,medium-term necessities,. _ OnLy during the first 

half-year will it be possible to assess whether the results achieved fulLy 

correspond to the objectiveS set as ' ~egards, in particular, ~lowing ' down 

price rises and Limiting the increase in the ,externat deficit. If they do 

not, certain eLements of the current policy would have to be tightened~p. 

; I 
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CONFIDENTIAL 

CHANCELLOR OF THE EXCHEQUER cc Sir Kenneth Couzens 

" If\. N ,.. U"V ,. , 

~. 

I'1r Barratt 
I'1r Hancock 
Mr Bottrill 
I1r Atkinson 
Mr Scholes 

NEXT MONDAY'S FINANCE COUNCIL. G5 BUSINESS IN THE MARGINS 

As reported to you in Sir Kenneth Couzens' note of 24 February 
about the last G5 Deputies meeting, the Germans hanker after a 

"trilateral" - yourself, Herr Matthoeffer, and M. Monory - in the 
margins of the next Finance Council, to discuss the 12 April G5. 

2. This is not altogether desirable: the idea might be to get 

us to gang up on the US. Your logistic problems have been 
explained. There may nevertheless be an attempt at a brief talk 
over cocktails before lunch. 

3. In case this happens, you will wish to be reminded of the 
likely topics for the G5 as at present foreseen. Sir K Couzens' 
telex of 23 February, and his note to you of 24 February, are 

attached for ease of reference (not copied to all). 

4. Briefly 

a) IMF borrowing 

i. Saudis coming along, but strong linkage with their 

quota claim. And they want OECD countries to do some­
thing as well. (They think that if non-OPECs are 

involved there will be no monkey business). Four of 
the G5 would lend. The US say they have no powers. 
Troublesome if US don't join in. They need to be 
pressed. 

ii. If the Saudis don't come along, the IMF will have 
to borrow in the markets - probably within weeks. OK by 

the Americans. But France and Japan are opposed, and 

CONFIDENTIAL 
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the Germans anguished. Concern rather over-done. Fund 
has always been legally provided with borrowing powers. 
Agree that Fund quotas are the correct and ideal basis 
for Fund lending. Moral is to have a big enough 
Eighth Quota Increase to obviate need for borrowing. 
But market borrowing may be needed in the meantime. 

b) Saudi IMF Quota~ Tiresome to single anyone out before 

Eighth Review. Awkward for Japanese. Justification­

big Saudi lending - a bit weak. Will have to concede 
something, all the same. Saudis seeking quota of 

2124, up from 1040. IMF Staff suggesting 1917. 
G5 Deputies suggested 1850 to prevent leap-frogging 
over Italians at 1860. Italians not very robust in 
Washington : seem to think they could accept 2124. 
Perhaps not feasible to keep the problem on ice until 
your G5 on 12 April. Might need to settle, and perhaps 
shift, G5 position for an IMF Board Meeting before 

12 April. 

c) IMF and the PLO. Post mortem on last summer's events in 

Mr Muldoon's Committee hasn~t clarified things much. 
Anyway the important thing is not raking over the past, 
but what the US actually want to do about PLO observers 

next Septem~er - creeping ever closer. Secretary Regan 
is expected to tell you about this at the G5. France 
and Japan would abstain on a straight vote. Not clear 

we should vote against attendance. 

d) SDR allocation in next basic period. Mixed but on balance 

hostile feeling in G5 Deputies. US against, UK very 

doubtful, France against except for a small allocation 
slanted to LDCs (this skewing is not what the Articles 

provide for). Japan would like a study as an excuse for 
delay. Germany thinks we can't be too hard faced. Feeling 
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at Deputies that all would support US if, at your G5, 
they were really prepared to take the lead and stand 
firm on no allocation. 

e) World Bank. US contribution to IDA 6 has survived, but 

will be "rear-end loaded". No ttbridgingtt after March. 
World Bank will generally have to scale down its ideas. 

(Clausen arrives in May and succeeds McNamara in July). 

f) Energy Affiliate. US think unnecessary (oil companies 

will finance anything worthwhile). Others doubtful 
whether the private markets would do all that was 
necessary for energy development in LDCs. UK sympathetic 
to US view, but thinks the affiliate would probably 
attract more OPEC funds in total for World Bank group. 
Secretary Regan expected to speak on this too at your 

G5. (N.B. French want this bit of the World Bank to 
be in Paris!). 

g) Monetary Policy and Interest Rates. Will have been 

discussed at ECO/FIN. Will no doubt still be a current 

and lively issue at your G5. Delicate. Not easy 
intellectually. Excellent to have a private and informal 
opportunity on 12 April for very high level exchange 
of views with the Americans. 

5. You are to suggest a final agenda nearer the time. 

CONFIDENTIAL 

MRS M HEDLEY-MILLER 

12 March 1981 
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1. SIR KENNmH ~S 
2. CHANCELLOR cc as attached list 

FINANCE COUNCIL : 16 MARCH 

The Council will meet in Brussels on Monday 16 March. You will be 
~1"\c;C. 

attending for the morning se8sion~ for drinks before lunch. There-

after Sir Kenneth Couzens will take your place. You vi1l be 

accompanied by Mrs Gilmore, Mr Wiggins, Mr Fitchew and Mr Henes 

(the assistant secretary in the Department of Trade dealing with 

the insurance services directive). The Governor is also attending 

the meeting in his capacity as Chairman of the Committee of Central 

Bank Governors. 

Administrative arrangements 

2. Your flight takes ott from Heathrow at 7.45 (BA 374), arriving 

at 9.40. The Council begins at 10.30 and will be followed by 

drinks and then lunch. There may be a further session after lunch. 

You will leave after the drinks to catch the 1445 flight (BA 383) 
with Mr Wiggins, arriving Heathrow at 1445. Lunch will be served 

on the plane. The rest of the party are booked on the 1545 flight 

(SN6Q5), arriving Heathrow at 1545. 

Agenda 

3. The following items may be discussed: 

~ (1) \A' point: adoption of regulation, renewing the COIIl'IIUnity Loan 

" Mechanism 

(2) agricultural price proposals 

(3) insurance services directive 

(4) economic situation:, in the Community 

(5) preparation for the European Council 

~ (6) G5 busineSB 

(7) export credit 

" (8) informal meeting of Finance Ministers 

- 1 -
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4. The formal agenda consits of items (1)-(5). Items (4) and (5) are 

likely to be dealt with during or after lunch. It is also possible 

that item (3) may not be reached in the morning session. Item (6) is 

not for the whole Council, but the Germans would like to discuss it 

with yourself and the French in the margins of the meeting. It will 

probably come up over drinks before lunch. Item (7) is likely to be 

discussed over lunch. You may wish to mention item (8) to Mr van der 

Stee if a suitable occasion arises in the margins of the meeting; it 

is not on the agenda. 

Objectives 

5. A list of briefs on the individual items is attached. The most 

important items for the UK are the agricultural price proposals 

and the insurance services directive. 

6. For the agricultural price proposals our objectives, agreed at 

OD Committee, are: 

1. to secure agreement that for 1981 there should be no 

supplementary budget tor agriculture, and hence that the price 

proposals should be accommodated within the existing budget; 

2. to obtain a unanimously agreed Council resolution stressing 

the need for a cautious price policy and requiring the future 

rate of growth of agricultural guarantee expenditure to be 

markedly below the rate of growth of the own resources base; 

3. if a satisfactory resolution is not obtainable, to seek, 

in concert with the Germans, tQ ~ break off the discussion rather 

than accept an unsatisfactory text. 

7. The insurance services directive would give insurers freedom ,to 

operate across frontiers within the Community. Thus, for example, 

a UK insurance company can already do business in France by setting 

up a branch in France; but the directive would allow it to cover 

French risks direct from the UK. This would be particularly important 

for Lloyds whose unusual structure makes foreign branches difficult to 

operate. It would also be important for other insurers because foreign 

branches are obliged to operate under foreign, rather than UK, law and 

supervision. Our insurer. estimate that they would gain well over £50 

million of business a year if the directive was agreed. 

- 2 -
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8. The directive has been under discussion for over five years. There 

is a strong case for it because the Treaty of Rome provides that such 

freedom should be introduced, but most other Member States are dragging 

their feet because their insurers would suffer. The subject suffers from 

considerable technical complexity which has provided ample scope for 

delaying tactics. 

9. There is no chance of final agreement at the Finance Council. Our 

objectives are: 

1. to inject a sense of urgency into thezegotiations and impose 

a firm timetable; 

2. to resolve at least some of the questions in the report 

from COREPER in a satisfactory way. 

10. The discussion of the economic situation in the Community is the first 

of three required each year by the 1974 Convergence Decision. Formally 

the purpose is to consider what adjustments, if any, are needed to the 

guidelines to Member States for the conduct of economic policy in 1981 

which were contained in the 1980 Annual Report agreed last December. The 

earlier guidelines are likely to be confirmed with a short addition to 

cover Greece. Any discussion is likely to be concentrated on the next 

item. 

11. We cannot predict what form the discussion will take on preparations for 

the European Council. Both the Governor, as Chairman of the Committee of 

Governors, and M Haberer, as Chairman of the Monetary Committee, will make 

oral reports. The Governor should be able to give you an outline of his 

report on the plane on Monday. Discussion is likely to range over three 

topics: 

1. unemployment 

2. interest rates 

3. exchange rates 

On the first you could draw on the material (attached) which the Prime 

Minister recently authorised ue to pass to the Dutch for possible inclusion 

in the Presidency Conclusions to the European Council. On the second and 

) third you could draw on the (attached) brief on the Economic Situation 

for the European Council. 

- 3 -
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12. Separate briefs are attached on G5 business and export credit. 

13. If a suitable opportunity arose you could mention the informal meetings 

of Finance Ministers to Mr van der Stee. The question is whether we need 

such a meeting during our Presidency. You could say that the UK obviously 

wants to carry out its obligations, but that we do wonder whether two 

meetings a year are really necessary. What are Mr van der Stee's views? 

Press 

14. Sir Kenneth Couzens will see the press supported by Mrs Gilmore at 

the end of the meeting. It is possible that there will also be time for 

you to see them briefly just before you leave. 

J SCHO~ 
13 March 1981 
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LIST OF BRIEFING 

~. Item (1) 'A' point 
A I~ (1.) c...~~cvJ.~ .. J. f-"~ f~foC;c..G 

B. Item (3) insurance service directive 

C. LChancellor's and Sir Ke~th Couzens' copy onlyJ )"'f('t~M~ t'<"'.o..6.rtaJ 
{of g. 

D. Item (4) economic situation in the Community 

E. Item (5) preparation for European Council: 

unemployment (material recently given to the Dutch) 

F. interest rates etc. (brief for European Council) 

G. Item (6) G5 business 

H. Export credit 

I. ~Chancellor's and Sir Kenneth Couzens' copy only-l Personality notes 
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With attachments: 

Principal Private Secretary 
Financial Secretary 
Minister of State (C) 
Sir K Couzens 
Mr Byatt 
Mr Hancock 
Mrs Hedley-Miller 
Mr Lovell 
Mr Ashford 
Kr Edwards 
Mr Fitchew 
Mrs Gilmore 
Mr Hawtin 
Mr Cul pin 
Mr Gray 
Mr Mercer 
Mr Seebobm 
Mr Rorgrove 
The Governor - B/E 
Mr Balfour - B/E 
Mr Wentworth - Cabinet Office 
Mr Spreckley - FCO 
Mr Henes - D/Trade 
Mr Butt - UKREP (6 copies) 
Mr Appleyard - Paris 
Mr Boyd - Bonn 
Mr Anson - Washington 
Mr Adams - Rome 

Steering brief only: 

Chief Secretary 
Minister of State (L) 
Sir D 'iasa 
Mr Barratt 
Mr Unwin 
Mr Bottril1 
Mr Ridley 
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ITEN 1 fA f POINT COMMUNI'fY LOAN MECHANISM 

Line to take: agree 

Background 

This was discussed and agreed at the last Finance Council. It 

could not be adopted then because the texts had to be finalised. 

In any case there are no UK interests at stake. 



CHANCELLOR OF THE EXCHEQUER cc CST 
Financial Secretary 
l'1ST (C) 
l'1ST (L) 
Sir D wass 
Sir K Couzens 
I'1r Ryrie 
I"Tr Middleton 
I'1r Lovell 
l'1r Asbford 
I'1r Edwards 
l'1r Fitchew 
l'1r P Gray 
l'1r Culpin 
I'1r Scboles 
Mrs Gilmore 

ECO/FIN .COUNCIL, 16 :MARCH: CAP EXPENDITURE 

1. I refer to l'1r Fitchew's brief of today's date and, in 

particular, tbe section on wbat to do if tbere is no agreement 

on a resolution. 

2. I bave been in toucb tbis afternoon witb tbe German :Ministry 
of Finance. Tbey sbare our assessment wbicb is tbat it is 

extremely unlikely tbat tbe Finance Council will agree to a 

resolution tbat eitber the German :Ministry of Finance or tbe 

Britisb Treasury would regard as in any way satisfactory. 

Tbey also sbare our view tbat it would be mucb better to break 

off tbe discussion in disagreement tban to acquiesce in an 

unsatisfactory resolution. 

3. That being so, I bave suggested to tbe official concerned, 

Dr Heck, tbat you and l'1r l'1attbafer sbould make it clear to tbe 

press afterwards tbat:-

(i) Tbe British and German positions were very close 

togetber, but 

(ii) Tbe otber delegations were not prepared to agree 

to a resolution wbicb would establisb tbe principle 

of financial control, and 

(iii) Tbat you were botb very surprised at tbe attitude 

of tbese otber delegations wbicb seemed not to be 

interested \~a genuine reform of tbe CAP wbicb 

would submitfto tbe type of financial discipline 
wbicb we all regard as essential for domestic 

expenditure programmes. 

- 1-
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4. Dr Heck said tbat he would recommend this to Nr Mattb8fer 

and tbat be would expect him to agree. 

5. Unfortunately Nr Mattb6fer will not arrive until tbe last 
-.. ...-

minute so tbat it is unlikely tbat you will be able to have a 

bilateral discussion with bim before tbe Council. But Dr Heck 

will be available at 10.00 a.m. and we have arranged for him to 

speak to Sir K Couzens. If you were able to have even a brief 

word with Nr Mattb8fer that would be very desirable. 

6. I sbould also like to suggest tbat you sbould leave tbe 

Council after tbe CAP discussion, even if it means missing tbe 

insurance item, so as to be sure to bave time to give a press 

conference yourself on the CAP guidelines issue. 

7. MAFF officials have undertaken to advise Nr Walker to make 

a statement in tbe Agricultural Council tbat would include a 

reference to tbe need to ensure tbat in future years 

agricultural policy must be so managed tbat the rate of growth 

of agricultural expenditure is markedly lower tban the rate of 

growtb of tbe own resources base. If he does in fact say this, 

and the fact tbat be bas said it is reported to tbe press, 
botb the German Government and British public opinion are likely 

to be suitably impressed. Perhaps you would find time for a 

word witb Nr walker before the Councils begin. ,..--------. 

D J S HANCOCK 

13 Marcb 1981 
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1. MR L~L . 
2. CHANCELLOR 

ECO/FIN COUNCIL 16 MARCH: CAP EXPENDITURE 

Objective 

cc CST 
FST 
MST(C) 
MST(L) 
Sir D Wass 
Sir K Couzens 
Mr Ryrie 
Mr Hancock 
Mr Middleton 

® 

Mr Ashford Mr Wiggins 
Mr Edward.s Mrs Gilmore 
Mr Gray 
Mr Culpin 

Mr Butt (UKREP)- 6 copies 
Mr Boyd (Bonn) 
Mr Appleyard (Paris) 
Mr Andrews (MAFF) 4 copies 
Mr Spreck1ey (FCO) 
Mr Wentworth (Cabinet Office) 

To obtain agreement to a satisfactory Council resolution providing that in 1982 

and future years the growth rate of agricultural expenditure should be kept 
~ . 

markedly lower than the growth rate of the own resources base. 

Background 

2. At Thursday's meeting of OD it was agreed that at Monday's Eco/Fin Council our 

objective should be to get a Council Resolution which includes a guideline for the 

future containment of agricultural expenditure in the tersm set out in paragraph1 

above. 

3. Discussion. at the Eco/Fin Council is likely to be based upon a draft Resolution 

produced by the Dutch Presidency. The precise wording of this draft is still 

uncertain. Annex A below contains the Dutch Presidency's initial draft, which was 

lengthily and inconclusively debated at COREPER yesterday (UKREP Telno 881 of 12 

March also attached below). The draft has now been remitted to a Working Group 

1 
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) meeting which is (this afternoon) still in session. The likelihood is that the 

result will be a composite text littered with the usual apparatus of square brackets 

and footnotes , showing the widely divergent positions of different Member States. 

Th~n:~elow also contains side-by-side with the draft text the amendments 

prop e ~· y Sir Michael Butler in yesterday's COREPER. We will report further as 

soon as a new text emerges. 

4. It is already clear from yesterday's discussion that , there will be great 

difficulty in obtaining a satisfactory agreed text at Eco/Fin. The Italians and 

Irish in particular seem to be strongly opposed to any wording which suggests either 

that there is any difficulty in financing this year's price settlement or that any 

fo guideline should be laid down for CAP expenditure. Our main, if 
.. ... 

no Germany and it will be important to work closely together with Herr 

~~~~~~----~~~~e Council and in particular that both countries should 

follow the same line, if no acceptable Council Resolution can be agreed. 

5· Your main objective at the meeting will be to secure the acceptance of the last 
" ) but two paragraphs in the UK amendments set out in Annex A below. The first of these 

paragraphs sets out the "markedly below" formula agreed at OD yesterday. The second 

paragraph is also essential to make it clear that the formula is intended to be 

regarded as an operational limit and not just a hopeful target • 

) 

.. 
6. The main arguments we suggest you deploy in supporting this formula are set 

out as a speaking note in Annex B below. One of the arguments,: included in Annex B 

is that the Commission's last projections for 1982 show that even a 6% growth in 

CAP expenditure could take the Budget up to the 1% ceiling. These projections are 

now out of date. Our requests in the Agri/Fin Group for updated expenditure and .... 
revenue estimates have received no response from the Commission. However the 
~ '4 
Tugendhat Cabinet have told us that the latest work in DG XIX sugge~~s that the 

( .. 

position in 1982 will be even more restrictive than suggested by the triennial 
,... --= 

e~J.mat e ref erred to above. They are hopeful that Mr 'lhigendhat would be able to say 

this to the Eco/Fin Council We 

suggest ore the 

start of the Council to confirm this. 

Possible criticisms from other Member States 

7. A number of other Member States, in particular Ireland and Italy, are likely to 

be critical of a 1982 financial guideline in the form we are proposing. Their 

arguments are likely to include the following: 

2 
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No real financial problem provided Member States 

are prepared to raise the 1% VAT ceiling. 

A financial ceiling is incompatible with previous 

Community practice that once Agriculture Ministers made 

their decisions, the financial consequences of them must 

automatically be met. 

Even if a guideline is acceptable it must be regarded 

only assn ex-ante target, not as an ex-post limit. 

"Markedly below" is too restrictive. 

The answers to most of these points are simply to say that, with the approach of 

the 1% limit, which a number of Member States will insist on being maintained, the 
~ 

system of open~ended guarantee cannot be continued. The Council must therefore 

'" face up to the fact that there will no longer be scope for supplementary FEOGA 

budgets as there have been in the past. To say, as does our formula, that the 

Commission must take the responsibility for remaining within the agreed financial 

guideline is no more than a re-statement of their existing financial responsibilities. 

It is true that agricultural expenditure is inherently more difficult to predict and 

liable to fluctuations than other types of expenditure. But it should normally be 

the case within such a large budget as that enjoyed by FEOGA that excess spending 

on one product can be offset by savings elsewhere. Nor are we seeking to pre-judge 

what measures the Agriculture Council might have to take to keep within the ceiling 

if necessary. speaking notes covering these possible criticisms are 

attached 2Q 

8& As a general tactic you should argue that the Eco/Fin Resolution should concen­

trate on the issues which are directly t he responsibility of Finance Ministers -

Y inflation, the economic si tua ti 'ave all, the budgetary impact of CAP 

decisions. But there are a number of specific points which we should seek to avoid 

in the Eco/Fin Resolution. ' 

(a) Any form of words implying a 

to reduce our positive MCAs as part of the 

package; 

3 
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(b) To ensure that reference to "economy measures" 

are sufficiently general to avoid any commitment to 

ones which would damage the UK (eg. tfprogressivetf 
~ ~ 

coresponsibility levy, removal of butter. subsidy); 

but do not exclude tfimprovements in market manage­

ment". 

(c) Any suggestion that the need to maintain farm 
~ 

incomes should take precedence over other considerations. 
r 

> 

(d) ~ references to the regional impact of the 

CAP (a euphemism~for more spending in Italy ;nd Ireland) 

or to the special circumstances of ' countries with a 

large agricultural population (ditto). 

I 

9. The present draft of the Resolution contains nothing unacceptable on (b)-(d) 

but does contain an unhelpful formula on dismantling positive MCAs. Following 

yesterday's OD meeting we must clearly resist this formula or seek to get i t 

appropriately dil 

be that action on 

line to take in the first instance would seem to 

a detailed question, which is properly the 

ncil and that accordingly the Resoultion should 

contain The Chancellor could also suggest that reductions 
~ 
in MCAs are irrelevant to budgetary savings or a financial guideline. A speaking 

note making these points and~~~~ distinguish the UK positive MCA from that 

in other Member States is 

10. It is, however, clear that there will be considerable pressu~ from other Member 

States, for an even stronger formula than that in the Dutch draft. The French are 

asking for a commitment to phase them out within 2 years. A fallback position is 

therefore necessary for us to use against the possibility that some reference to 

MCAs may be a necessary price to pay for getting a unanimously agreed Resolution 

containing our formula on limiting expenditure. An acceptable fallback must 

nonetheless avoid any definite commitment to reducing our MCA and make it clear 

that full account must be taken of the cost and income position of UK farmers. We 

suggest the following form of words which has been agreed with MAFF officials: 

4 
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"The Commission's proposals for gradually dismantling 

positive MCAs are intended to contribute to the restor­

ation of the unity of the market. Decisions on these 

proposals are a matter for the Agriculture Council. In 

this connection, however, full consideration must be 

given to the relative cost and income position of farm 

producers in the Member States concerned". 

11. In the likely event of disagreement between delegations and the Council you 

might make a second attempt to focus attention on those issues for which Finance 

Ministers cannot deny they are responsible (see the first sentence of 

~abov~ . In the last resort, however, if we cannot get unanimous acceptance of 

a satisfactory Resolution containing our expencr1 ure formula we recommend that you 
~ 

should, in concert with the Germans, make it clear that we prefer to have np 
-

Resolution at all than an unsatisfactory one. We recommend that, in so doing, you 

should say that we regara~ai~ -as extremely ·unsatisfactory that the Council had 

failed to face up to its responsibilities and that it might well be necessary for 

the Council to return to the question at a later stage. This would make it clear 

that we had not abandoned the attempt to introduce an expenditure constraint and 

make it easier for us to pursue the objective in the Agriculture Council at the 

same time. 

12. We have considered the alternative option of going for a disagreed Resolution, 

ie. an "On the one hand some Member States •••• on the other hand other Member 

States ••••• " formula. We believe this to be unsatisfactory. It would look weak 

and it would leave the Council divided with positions polarised, thus making it 

more difficult ,for us to continue our campaign in the Agriculture Councilor revert 

to it at a later stage in Eco/Fin. If, however, the Germans insisted on having some 

sort of Resolution, we might have to think again. 

Agri-Fin Report 

13. The Council will also have before it the report from the Agri-Fin Group. This 

has not yet been received. But it does no more than set out the main preoccupations 

bf different Member States and is unlikely to be discussed in detail~ Separate 

briefing will be provided if necessary. 

~etailed briefing on Commission price proposals you may like to include in your 

dossier the briefing provided for Thursday's OD meeting. 

/(~ 
13 March 1981 



.DUTCH PRESIDENCY RESOLUTION - '} --- .-

1. The Council recalls the 
Jnclusions it came to on 11 February 

1980. 

2. The Council has taken note of 
the Commission's communicatioD of 
5 December 1980 concerning the CAP. 
It endorses the Commission's aim of 
maintaining the CAP and the economic 
and social benefits it has brought 
The solutions to be worked towards 
should leave the basis of the CAP 
intact and take account of the 
difficult economic and financial 
situation and in particular the 
difficult budgetary situation 
will require a cautious prices policy 
and efficien management in 

ais and subsequent years. Substantial 
economies are also unavoidable. 

ANNEX It t .,t!'*~." 

M~ENDMENTS PROPOSED BY 
~IN COREPER ----

P~~graph_ 2 -At the end, ',of the 
third sentence add: 

.. -- If 

; AriSing from the approach of the 1% 
VAT ceiling and the high proportion 
of the budget taken by agricultural 
expenditure" 

~ 
Paragraph 2 ~rd sentence: 

After tlrequire" 

I 

3. The Council emphasises how import- Paragra~h_ ) amend the second 

ant it is for the Commission's agricul-
tural price proposals for 1981-82 to 
accord with the general policy on 
combating inflation, limiting public 
expendi ture tand reducing the proport­
ion of total Community expenditure 
accounted for by agricultural , 
expenditureJ As regards inflation 
the Commission's proposal as a 
whole do not conflict with the anti­
inflation policies of the Community 
and Member States:J ~s regards 
limiting expenditure and reducing 

e proportion of the Community 
budget accounted for by agricul­
tural expenditure the pro posals 
are acce r-table. The Council would 

sentence as folloV1S: 

flAs regards inflation the Commission t s 
proposals must be considered in the 
light of the commitment of the 
Community to reduce the rate of 
inflation and the degree of 
divergency between Member States 
(Annual Economic Report). 

.!:§.E..§.graph 3 amend third and fourth 
sentences as follows: 

"As regards limiting expenditure 
it appears that the Commission 
pro posals constitute a first step 
to dealing with surpluses and 



·point here to the economies prop­
- OSt -~ to offset the cost of 

_ .increased prices J These arguments 
are supported by the greater 

phasis than hitherto on the 
guiding role of the market. 
The introduction of the principle 
of the producers' financial co­
responsibility should help to 
contain agricultural expenditure 
in future. t!he Commission's 
proposals to dismantle positive 
MCAs -j will encourage better 
allocation of production and 
make a contribution to the 
desired restoration of unity of 

the market) 

4. The proposals will for 1981 
come within the available budget 
appropriations for agriculture. 
• r this to be so the economies 
proposed and an improvement in 
market management will need to be 
achieved. Should there be 
unexpected increases in any items 
of expenditure this year they will 
be financed, having due regard for 
special market conditions, from 
savings elsewhere in the 
agriculture sector. 

come within the 1981 FEOGA 
16 -6 

provision provided that their 
economy proposals and improvements 
in market management are agreedu • 

r~ragraph J delete last sentence 
on MCAs 

~~ftgr~Eh 4 delete and replace 
by the following three new paragraphs: 

On the information available to it 
the Council is doubtful whether the 
underlying evolution of the 
budget~J situation, setting 
aside conjunctural influences, 
will produce an acceptable 
budgetary outcome in 1982. 
Accordingly in future years, 
agricultural policy must be so 
managed that the growth rate of 
agricultural expenditure is markedly 

ower than the growth rate of the 

2 

wn resources base. 

If it seems likely that the above 
guidelines will be breached in any 
year, the Oommission should act to 
offset any increase in costs by 
savings within the Guarantee Section. 

To the extent that measures to be 

taken fall within the competence of 



) 

j 

JA the Council, the Commission must 
Vt present pro posals in good time. 

The Eco/Fin Council would be 
grateful if their agricultural 
colleagues would take account of 
these views in considering the price 
proposals and would arrange for 
further consideration by Eco/Fin 
if they see any difficulties about 
taking their decisions within these 
guidelines". 
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CAP EXPENDITURE: SUGGESTED OPENING STATEMENT 

for this discussion 
Welcome the opportunity/which I proposed in December. 

that we, as Finance Ministers should involve ourselves in the evolution of 

Community Budget and its major components, as the 1% VAT ceiling begins to 

I suggest it is important that we should focus our discussion on those 

issues, arising out of the Commissionf.\proposals which are directly the respon 

sibility of Finance Ministers - nameltl1nflation~he difficult economic circum­

stances in which all Member States find themselves and, above all~the impact of 

CAP decisions on public expenditure and the Community Budget. In particular it 

must be the responsibility of this Council to set out financial guidelines for 

our Agriculture Minister colleagues to which we would ask them to pay regard in 
.... 

taking their decision on prices and economy measures and which ·the Commission 

would subsequently observe in their management of agricultural expenditure. 

Commission has rightly recommended in its paper "Reflections on the CAP" that an 

open-ended guarantee system .can no longer be sustained. This, together with the 

approach of the 1% VAT ceiling, makes it essential that there should now be clear 

I 

financial guidelines for the containment ~ guarantee expenditure. . . ~ 
J p~ t-J-O-w (),.J-r:zA~~~ IMfh Pl>0 .' 01 ~~ L-A'1<t1l t-r-t. MC~ 

2. The Presidency Resolution provides an acceptable guideline for 1981. But a 

guideline is even more important for 1982, becasue (i) the main impact of the 

Commission's price proposals will be felt in 1982 and (ii) the uncertainties 

affecting the 1982 budget are much greater. 

3. The Commission's most recent 3 year forward look, published with the 1981 

budget, shows that, unless agricultural spending is kept markedly below the rate 

of growth of the own resources base, we shall be perilously close to the 1% VAT 

ceiling even on quite restrictive assumptions about non-obligatory expenditure. 

Can the Budget Commissioner tell us whether that assessment still remains valid? 

4. If there is to be significant scope for budget restructuring within the 1% VAT 

ceiling agricultural spending will have to grow markedly more slowly than the own 
•• 

resources base. ---
5. You will see, Mr Chairman, from the document in front of us that my delegation 

has proposed the addition to 3 paragraphs to form part of the Council Resolution 

1 
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which provides such a guideline for 1982 and subsequent years. The guideline 

provides, for the reasons I have just explained, the rate of growth of agricultural 

spending should be markedly lower than that of the own resources base. I strongly 

commend this guideline, which I regard as an essential element in our Resolution ,to 

the Council. 
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ANNEX C 

FINANCIAL GUIDELINE - DEFENSIVE SPEAKING NOTES 

(a) No problem if 1% VAT ceiling raised 

Totally inappropriate response given thii inflationary 

pressures which we all have to fight and the restrictive 

stance which all of us are having to adopt in face of 

the many other claims on taxable capacity.UK - and several 

other member states - cannot accept an increase in the 

ceiling. Crucial therefore to adjust policies to ensure 

expenditure is contained. 

(b) Ceiling incompatible with past practice of 

automatically meeting financial consequences of 

agricultural policy decisions 

No longer acceptable for system of open-ended guarantee 

to continue unconstrained, whatever the circumstances. 

Cannot operatetrational expenditure policies on that 

basis, so equally inappropriate in the Community. 

Support for agriculture, like other sector, must pay 

regard to general economic and financial situation. 

(c) Guideline can only be ex-ante target, not an 

ex-post limit 

Essential to impose a genuine constraint, not simply 

an expression of hope. Council must face up to the 

fact that there will no longer be scope for FEOGA 

supplementary budgets as in the past. In emphasising 

Commission's responsibility for keeping within the 

agreed guideline, formula is no more than a restatement 

of their existing financial responsibilities. Agri­

cultural expenditure is subject to ~tuations, but 

increases in one area can normally be matched by savings 

elsewhere. And ceiling does not prejudgevhat economy 

measures Agriculture Ministers should take, if these 

prove necessary. 

1 
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(d) "Markedly below" too restrictive 

No. At present agricultural e~endi~ure dominates 

the budget. If there is to be genuine restructuring, 

involving the development of other Community policies, 

agricultural expenditure must grow markedly slower than 

the growth of total Community income. The present 

balance of policies is wrong and a less restrictive 

formula would not suffice. 

,A; 



ANNEX D 

SPEAKING NOTE ON MCAs 

Opening position 

1. Do not accept it as appropriate to include reference to MCAs in guidelines 

issued by Eco/Fin Council. 

2. Eco/Fin should be concerned with overall financial and budgetary position, 

and with setting general framework within which agricultural issues are settled. -~ : 

Proposals for positive MCAs are a detailed point, and would be quite wrong for 

us to interfere in proper province of Agriculture Council. 

3. Moreover reductions in positive MCAs are irrelevant to budgetary savings and 

hence to a financial guideline. As far as UK is co~cerned positive MCA leadsm 

net benefit to Community Budget - reducing the UK MCA would worsen Budget position. 

Therefore perverse to include call for MCA reduction in an Eco/Fin resolution. 

Supplementary comments on UK MCA 

4. Essential to recognise totally different position of UK and Germany/Benelu~: 

(a) Benelux and German MCAs are "fixedtf within EMS 

and have not changed since last price fixing. Sterling 

is volatile and we have had positive MCAs for only 10 

months following 7 years of negative MCAs • . UK MCA has 

already dropped nearly 5 points since price proposals 

were published. 

(b) Proposal bears harshly on UK because of relatiYely 

high inflation rate whereas other countries with positive 

MCAs have low rates. --
~ 

(c) No evidence that UK positive MCAs have led to 

distortion • . 

, 
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Subject: Economic and financial aspects of the Commission proposals 
on the fixing of prices of certain agricultural products 
and certain related measures for the 1981/1982 marketing 
year 
- Draft conclusions 
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- 2!L!~~~~£ pa~~~, the draft conclusions drawn up by the 
Presidency for the meeting of the ECO/FIN Council on 16 March 1981; 

- on ~~~~!-h~~~£~, the amendments proposed by the delegations. 
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1. The Council recalls the conclusions it came to on 
11 February 1980 (1). 

2. The C'ouncil has tak'en note of the Commission communication 
of 5 December 1980 concern~ng the common agricultural policy (2). 
It endo,rses the Commis.sion's aim of maintaining the common 
agricultural policy and the economic and social benefits it 
has brought. 

The solutions to be worked towards should leave the bases 
of the CAP C(4)J intact (3) C(5)J and take account of the 
difficu.lt gen-eral financial and economic si tuationand in 

particular the difficult budgetary situation (6)(7) L.-(8)J. 

This will require a cautious (9) :prices policy and efficient 
market management in this and subsequent years. Substantial 
economics are also unavoidable (10)(11). 

. . . 1. · · 
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N~ (1) The TilL and GR delef~ations propose deleting this sentence. 

. ) The D delegation proposes the follo\,ling expanded text: 

\/-wV ffThe Council gives a reminder of the conclusions it came to on 
11 February 1980 vrhich it confirmed by its decision of 30 D:Iay 1980" . 

1\ , ir\j.-( 2) In the view of the IUL delegation the AGRI Council has not yet 
r~ '" "taken note" of the Commission comruunication in question. 

(4) The IRL delegation proposes addirl{s "and its mechanisms" . 

(5) The B/T!IRL!F/L!GR delegations propose inserting the follovling 
.~ ~ phrase: "in order to guaraI+tee those v/ll0 work in agriculture a 

reasonable development in terms of individual earningsll. 

" (6 ) The F/L/I/DK/GR delegations propose deleting the word "difficul ttl. 

N1 '(1') The IRL delegation lJrOposes deleting "a~d in particular the 
difficult budgetaX"iJ situation" . ' 

(85"-The UK delegation proQoses the folloHing addition: "arising from, '/ 
/~ the approach'to the 1 ~:~ ceiling and the high proportion of 
,,- agricultural spending in the Communi ty budget". 

\... -
iIl~ (9) The GR and I delegations want to replace IIcautious" by 

"appropriate". 

(10) The I delegation wants to delete "substantial il • 

~e D delegation proposes replacing this paragraph by the 
:Following: 

"Under these circumstances a cautious prices policy ancl efficient 
market management taking account of market forces are required 
in this and subsequent years It is also essential to achj_ 8ve 
substantial savingsH . 

. .. 1 ... 
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3. The Council has examined the Cormnission's agricul turnl price 

proposaTs for 1981/1982 in the liGht of the general financial 

and economic policy of the Member States, and particularl~r y,ri th 

regard to the fight against inflation and the limitation of 
publi c expendi ture (1). 

As regards inflution, the Commission proposals (3) as a 
vvhole do not conflict '.'lith the anti-inflationary policy of the 

COmnlLU'li ty and the LIcmber States (4) (5). 

. .. / ... 
5483/81 ner/AH/ef E 
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(1) The D delegation proposed wording this subparagraph as follows: 
"The council emphasizes how important it is for the decisions fixing 
the agricultural prices for the marketing yea.r:" 1981/1982 on the 
basis of the Commission proposals to accord with the general 
policy of combatting inflation, limiting public expenditure and 
reducing the proportion of totalf[unity .expenditure accounted 
for by agricultural expenditure. In this---c onnexion it will be 
necessary for the price increase to be less than" the general rise 
in costs, which will have to be ascertained above all by reference 
to those Member States where the increases in costs are smallest." 

~ 

The IRL and GR delegations proposed replacing the second, third and 
fourth subparagraph of this paragraph by the following text: 

"The Council considers that the Commission proposals as a whole 
are consonant with general policy and, furthermore, that they 
do not pre-empt future decisions on structural changes. The 
abolition of positive ruCAs would encourage better allocation of 
production, eliminate expenditure due to distortions of competition, 
and restore the unity of the markets. The Council is not, however, 
satisfied that the proposals would be sufficient to reverse the 
downward trend of agricultural incomes nor that they would contribute 
effectively to greater economic convergence in the Community." 

The D delegation proposed replacing "the Commission proposals as a 
whole do not conflict with ••• " by "decisions on the Commission 
proposals will, as a whole, have to be consonant with ••• ". 

(4) The UK delegation proposed wording this subparagraph as follows: 
"As regards inflation decisions on the Commisf?ion proposals must be 
taken in the light of the commitment of the Community to reducing 
the rate of inflation and divergencies in the rate between 
Member States (Annual Economic Review 1980/81)." 

(5) The I and GR delegations proposed wording this subparagraph as 
follows: 
"As regards inflation, decisions on the Commission proposals must 
ensure comparable support for agricuJtural revenues in each country , 
taking account of their import on the various economic sectors." 

• v. / •.• 
5483/81 ~ _u 
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As regards l i miting public expenditure and containing 

agricultural ' expe-ndi ture , the Oo'mmi:s-s·ion · :P'T(;)':fj'Osals 'are 

a cceptable (1) "~L~( 2) J (3). Th,e CO:'U1lci l ' would .:point · here. to 

the . economies ,proposed to .offset '! the cost .···of .. increas·ed , prices (4) 

and " the'" greater ~ emphasis " than '· hi tl'fe-r--uo " '~l1\the " gU±aing ' role ' of 

themarket ~ 5 ) '(6) \I The introduction ' of the ' :principle of the 

producervs financial co-responsibility should 'help to contain 
agricultural expend.iture in future ' (7)(8)(9) - -

... 1 ... 
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( 1) TheF. I , GR delegations proposed replacing: "the Commission 
proposals are acceptable" by : lithe Commission proposals help to 
do so". 

(2) The I delegation proposed inserting the follovving sentence: 
liThe Council stresses that t he main a im in t his connec·t;ion i s to 
achieve a better balanc'9 v'"ithin agricultural expenditure.1! 

(3) The D deleg~li2.!1: proposed amending this sent ence as f ollows : 
"As regar{!,s limiting public expenditure and reducing the 
proport~on of the Community budget accotL~ted f or by agricultural 
exp t.l1.di ture, the Council thinks it necessary to adjust t h e 
agr icultural policy so that the rate of increase of agricultural 
expendi ture remains q,onsiderably les,S than the r a te of growth 
of own reso~es in the coming years . " 

(4) The D delegation proposed amending this sentence a s follows : 
"The Council would point here to the need to achieve economies 
making it possible to offset the cost of increased prices and 
the greater .~~u~. ___________________________________________________ __ 

(5) The D delegatio~ proposed supplementing this sent ence a s follows: 

" •• • which means reviewing the aid policy and rendering the 
action of intervention machinery more flexible." 

(6) The UK delegation proposed replacing the first two sentences of 
this subparagraph by the following text: 
nAs regards limiting public expenditure, deci s ions on the 
Commission's proposals must come \vithin the available budgetary 
appropriations for the EAGGF Guarantee Section,* and to this end 
the economies proposed and improvements in market management 
are essential. The decisions should begin to deal with the 
problem of cap surpluses." * in 1981 

(7) The I dele~tion proposed deleting the second and third sentences 
of this su paragraph and replacing them by the following text: 
liThe Council would stress that economies must be achi eved in 
sectors where there are structural surpluses." 

(8) ~~e B and F delegations proposed amending this last sentenc e as 
I'ollows: 
"Participation by producers and a stricter observanc e of the 
Community preference should also help to contain agricultural 
expenditure." 

. . . i ... 
5483/81 er d/HM/pm E 
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The DK delegation proposed \'vording this sentence as follows: 
"The introduction of the producer's co-responsibility should 
help to contain agricultural expenditure in future." 

""d,,' "',~ "='''-''1,' , . 1~~7 ' ,<'.-

".J'!' 

(10) The GR and I delegations requested that the following subparagraph 
be inserted: 
liThe Council points out that the common agricultural policy must 
also encourage the convergence of the economies of the Member 
States, in particular by reducing discrepancies in the income 
of farmers in the least favoured regions. It therefore considers 
that the outcome of negotiations on the agricultural prices for 
the marketing year 1981/1982 must also comply with this aim as 
regards their effect on the value added per person engaged in 
agricul t'Llre. II 

... / ... 
5483/81 erd/ill/I/el 
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The' Gornfifission"s proposals to dismal'ltle positive MCAs will 

eric6urage' bettej. ,allocation of production and trade and make a 

contribution to the' desired re'storation of the uni ty of the 
market (t) (2 Y (3) (4 Y , " 

... 1 ... 
5483/81 ' rke/AH/gj 
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(2) The German 
fo . OW~l1g: 

.- 4a -

I""" 

O'ation wanted this · paragraph deleted . 

proposed replacing this paragraph Vllth the 

'. AA [t}'( "The gradual dism tling of posi ti ve !VlCAs should be considered 
(tu in the light of trends in costs and farm incomes . " 

(3) The Italian delegation proposed the follovving alternative vlording : 

"The Council believes that those positive monetary compensator;)' 
amount s whi ch, as aclmovvledged by the Commission itself, have 
created distortions in competition to the advantage of certain 
countries both with regard to production and trade, and which 
resul t in a significant budgetary load on the Community should 
be abolished." 

(4) The French, Irish, Belgian, Danish and Greek delegations proposed 
the follovving amendment to the text: 

"The Commissi on ' s proposals to dismantle positive MCAs will 
encourage better allocation of production and trade, make a 
contribution to the desired restoration of the unity of the 
marke t and will result in savings in the budget . A complete 
and rapid dismantling of the MCAs should be programmed . . 

... / ' ... 
5483/81 rke/AH/gj 
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4. The proposals will, for 1981,. -e''Ome within the available 
budget appropriations for agricul~e .• · Forthis to be so, the 
economies proposed and an improvement in market management will 
need to be achieved. Should there be unexpected increases in 
any ,items of expenditure this year", th$YDlUs t . be financed, 
having due re~rd for , ~pecial market conditions, from savings 
elsewhere ' in the agricultural sector. (1) 

1..- (2)J 

1..'- (3)_7_ 

rke/~~lVgj 
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(1) The I delegation proposed the deletion of paragraph 4. 
The DK, F, GR, IRL delegations proposed the del etion of the l ast 
sentence. 
The D delegation propose d. ~~0=~ld,cing the first sentence of the 
paragraph with the :~o11 o\,jlng: 

"The proposal~:) :,hO\,i.ld 1 for 1981, come vfi thin the available budGet 
appropriati(E1S f or agriculture a.nd should not encroach on the 
bud c~ ,::. t f' 'I Y" 'i 982 If 

0""'" ...... , ~ -- • 

Crhe ~JK delegation proposed replacing this paragraph with the 
foll owing: 
"On the basis of the information available to the COli...11.cil it is 
doubtful that the evolution of the underlying budget ar y situation, 

J
setting aside purely conjur~ctural influences , will produce an 
acceptable budgetary outco~e in 1982 &~d subsequent years. In 
future years, agricultural policy must be so managed that the 
growth rate of agricultural expenditure is markedly lower than 
the growth rate of the ovm resources base. 

If it seems likely that the above guidelines will be breached 
in eny year, the Commission should act to offset any increase in 
costs by savings within the Guarantee Section. 'I'o the extent 
that measures to be taken fall within the competence of the 
Council, the Commission must submit its proposals in good time." 

The D delegation proposed the addition of a paragraph 5 to the 
iext of the Presidency, to read as follows: 

~. Furthermore, the Council believes that it is imperative 

5483/81 

" to improve substantially the Community budgetary procedure 
to comply with its clecision of 11 February and 30 May 1980. 
In doing so, it should first of all ensure that when the 
budget is being dra~m up account is taken of the general 
economic situation, of the different Community policies a:r1d 
of their financial imulications and of the limited 
availability of budget resources. ~~en implementing the 
budget, the Community institutions should comply rigorously 
with budgetary estimates during the financial year. The 
Council therefore requests the Commission: 

within the framework of the powers conferred on it to 
comply ~~th budgetary estimates in its management of the 
agricultural market, and where measures required to achieve 
that end fall within the Council's jurisdiction to submit 
the necessary proposals to it in good time; 

... / ... 
rke/AH/el 
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- to forward financing proposals along with those proposals 
which have financial implications; 

to propose for the EAGGF - Gtrldance Section - an improved 
procedure for expenditure commi.tments which will ensure 
that where appropriations are exceeded it is not only a 
posteriori that it is noted and that it is not possible 
thus to anticipate the decisions of those Institutions 
required to act in this matter." 

(3) The United Kingdom de1efltion proposed the addition of a new 
paragraph to read as fo ows: 

liThe EGO/FIN Council would be g:ra.teful if their agricultural 
colleagues would take account of these views in considering 
the Commission's price proposals on prices and economies 
and would arrange for further consideration by ECO/FIN if they 
see any difficulty about taking their decision within these 
guidelines." 

5483/81 rke/AH/pm E 





COI'II~IEI:-rT S ON OTHER DELE GAT IONS' AIIEl'ID:,IE:NTS 

PAGE 1A FOOTNOTE 3 - " CONSOLIDATION OF CAP" 

Prefer nl eave basis of CAP intake U more in line with 

30 may Agreement. VThat does "consolidation" l'1ean anyvvay? 

PAGE 1.8. FOOTNOTE 5 - " GUARA.l"rTEE •••• EARNINGS" 

Suggest this is unnecessary. Article 39 of Treaty 

already refers to agricultural earnings as one of the objec­

tives of the CAP. But it also refers to other objectives 

eg ttreasonable prices for consumers " . Can't have one without 

the other reference. 

PAGE 2A FOOTNOTE 5 - uCOr/IPAR~1BLE SUPPORT FOR AGRICULTURAL REVEI\TUES 
IN EACH COUNTRY" 

Not acceptable. Relative prices must be left for 

Agricu~ture Council to decide. In any case price decisions 

must also have regard to demand/supply balance and trends of 

expenditure. A particular level of revenue for particular 

producers or regions cannot be guaranteed. 

PAGE 3A FOOTNOTE 2 "A BETTER BALAI\fCE VTITHIN AGRICULTURE EXPENTIITURE' 

Cannot agree that this is the main aim. As finance I,Iinisters 

are conc ern · -. mus.t be the overall expenditure constraint. For 

Agriculture Council to decide on relativities. 

PAGE 3A FOOTNOTE 7 - 'ECONOl:IIES •••• WHERE THERE ARE STRUCTURAL 
SlJRPLUSZS t 

Insert "particularly1 before "where " . 



I 
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PAGE 3A FOOTI~OTE 8 - nSTRICTER OBSERV.t'lifICS OF COIJ1\fLJNITY PREFERETTCEH 

Delete. Do not know what this means. All of us surely 

observe existing rules on Corrrr~unity preference as strictly as 

possible. Any new proposals must be considered on merits, 

including impact on efficiency and problems that increased pref-

erence may cause our trading partners • 

PAGE 3B FOOTNOTE 10 - "REDUCING DISCHEPA.WCIES •••• IN THE LEAST 
FAVOURED REGIONS" 

Again a question of price rSativities which we must leave 

to Agriculture Council. 



) 
) 
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RESTRICTED 

EXPORT CREDIT CONSENSUS 

Line to Take 

1. The Community needs to adopt a constructive approach to 

the reform of the Consensus, which is now under increasing strain. 

Preservation of the Consensus is necessary to avoid a destructive 

credit race. 

2. The Community's proposals for change should cover all aspects 

of the Consensus, not just the interest rate issue. It is 

particularly important to achieve greater transparency and tighter 

discipline on mixed credits. This is an area of increasing concern 

where more and more countries are taking defensive action of one 

kind or another. Specifically, the Community should propose the 

introduction of prior notification requirements for mixed credit 

offers with grant elements in the 15-25% range. 

3. On interest rates, the Community must try to resolve the 

problem posed by countries, such as Japan, whose market rates are 

below those of the Consensus minima and who rely on officially 

supported finance for exports. Otherwise it may be difficult to 

reach agreement on a further increase in minimum interest rates. 

In the present state of European-Japa~ese trade relations, any 

arrangement which appeared to accord Japan specially favourable 

treatment would not be acceptable. 



RESTRICTED 

Background 

) 1. We understand the Dutch Presidency have proposed this issue 

for discussion over lunch, in order to urge the need for a 

constructive Community position if the Consensus is to be preserved 

as an effective international discipline on financing terms. 

) 

i 

2. Consensus Participants failed to reach agreement in Paris last 

December on the key issue of bringing minimum interest rates more 

into line with market rates. The EC proposal for an increase in 

interest rates (1% for rich/intermediate countries and 0.8% for 

poorer countries) was unacceptable to the Japanese without a loop­

qole allowing their EXLm Bank to offer credits at below matrix 

rates reflecting their lower market interest rates. Participants 

did however agree to consider the level of minimum interest rates 

at each annual review of the Arrangement; and a new deadline of 

October 1981 was set for a solution on the lines agreed at the 

Venice SUlnmit. 

3. Since December the Americans have carried out their threat to 

derogate from Consensus rules on maximum credit length in selected 

cases, and a number of countries (including ourselves) have announced 

new mixed credit facilities as defensive measures. But, contrary to 

some recent press reports, there has so far been no general break­

down in diseipline under the Consensus. 

4. Within the Community, the Germans have pressed for a flexible 

approach to the problem of low interest rate currencies (until 

recently they have been in this category themselves; and they support 

an eventual solution under which Consensus minimum rates would be 

differentiated by currency). Other Participants, including ourselves, 

are more cautious, pending further analysis of the Japanese situation 

and the position of the new US administration. Ministers have yet 

to decide what approach the UK should now support. 

5. The Commission has not so far put forward specific proposals 

for its negotiating mandate at the annual review meeting of Consensus 

Participants in May. These are likely to come before the ECOFIN 

Council on 13 April; and detailed discussion of possible approaches 

to the interest rate problem should await that meeting. 

AEF3 Division 
13 March 1981 
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EUROPE&~ CO~mJNITIES 

THE COUNCIL 
J3russels , 13 March 1981 
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PROVISIONAL AGE~mA 

OJ/CONS 12 
ECOFIN 18 

for : 696th meeting of the COUNOIL OP EUROPEAN COrJIMUNITIES 
(Eeonomic and financial questions) .. ' 

Brussels , 10 . 30 on Monday 16 March 1981 

1 . Adoption of the agenda . 

2. (Poss . ) Approval of' the list of nAn items 
. 5453/81 PTS A 11 

3. First quarterly examination of the economic situation 
in the Communi ty 

5461/81 ECOFIN 19 

4. Preparation of economic , financial and monetary' items 
l i kely to be raised at the next Europea,1'l Council 

5. Economic and financiel aspects of the fixing of 
agr icultural ~rices for the 1981/1982 marketiltg year 

. 5371/81 ECOFIN 17 
AGRIFIN 86 

5483/81 ECOFIN 20 
AGRIFIN 95 

... / ... ~ 

5452/81 OJ/CONS 12 
ECOFIN 18 

R 
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6. Proposal for a Second Council Directive on the 
co-ordination of laws, regulations and 
administrative provisions relating to direct 
insurance other than life assurance and laying 
do~n provisions to facilitate the effective 
exercise of freedom to provide services 

8788/2/80 SURE 13 REV 2 
5094/81 SUPLE 8 

+ COR 1 (f) 
5229/81 SURE 9 
5343/81 JUR 57 

SUPtE 11 
5439/81 SURE 12 
. FISC 13 

7. Other business 

(x) Out of stock 

5452/81 · ert/LG/gj E 



CONFIDENTIAL 

MRS HED EY MILLER 

ECOFIN: G5 BUSINESS IN THE MARGINS 

cc Sir K Couzens 
Mr Barratt 
Mr Hancock 
Mr Bottrill 
Mr Atkinson 
Mr Scholes 

. The Chancellor was grateful for your note of 12 March. He 

has commented that it is not very satisfactory trying to 

discusf these issues over a cocktail. 

2. O~ the PLO issue. the Chancellor suggest~ that we 
i 

should' consider our ,position fairly quickly, since the Foreign 

Secretary and the Prime Minister may be inclined to take a 

different view from us. The Chancellor himself would be 

inclined to take a "relatively dove-like" position - if that 

would really help to oil the IMF wheels. 

A J WIGGINS 

13 March 1981 

,. 



ECO/FIN COUNCIL 16 MARCH 1981 

DRAFT INSURANCE SERVICES DIRECTIVE 

Covering brief by HM Treasury 

DOCUMENTS 

Reference A is a report in French from Coreper dated 12 March setting out the 

key issues for discussionJ now. The Engiish version will be available on the day 

of the meeting. This and the Department of Trade brief are the only essential papers. 

Reference B is the complete draft directive indicating all the objections and 

counter-proposals tabled by each member state. 

Reference C is a legal opinion stating conclusively (in our eyes) that any directive 

must apply equally to head offices of insurance companies and to their branches 

or agencies in other member states. It can be taken as read. 

Reference D is a paper by Luxembourg stating that without safeguards the directive 

would allow their domestic insurance industry to be swamped. It seems that this 

point will not be discussed, but if it is one could suggest that on the contrary 

Luxembourg might be a tax efficient place from which to offer cross-border 

services. The Irish have the same problem but seem to be c.ontent with a 

transitional period of protection. 

Reference E is a paper by Denmark on choice of law. This is not for discussion 

but for reference back to COREPER, preferably with a tight deadline. 

QUESTIONS 

The COREPER paper (Reference A) poses questions to which answers are required. 

The easiest way to react to them is probably to look first at the "ESSENTIAL 

FACTS" part of the Trade brief from page 4 and~, for the tactical handling 

at the meeting, at the "POINTS TO MAKE" starting on page 1. 

CONCLUSIONS 

Reference F is a draft by the Dutch Presidency of the conclusions which the 

meeting might reach. It is broadly acceptable subject to the comments on pages 

5 and 6 of the Trade brief. 



CONFIDENTIAL 

ECO/FIN COUNCIL 16 MARCH 1981 

DRAFT INSURANCE SERVICES DIRECTIVE 

Brief by Department of Trade 

References 

A Report from Coreper doc 5439/81 

B Text of draft directive doc 8788/2/80 REV2 

C Council Legal Services Opinion doc 5343/81 

D Luxembourg statement doc 5094/81 

E Danish paper on choice of law doc 5229/81 

F Presidency draft conclusions 

OBJECTIVES 

1. To inject a sense of urgency into the negotiations 
and impose a firm timetable. 

2. To resolve at least some of the questions in the 
report from Coreper and in a liberal sense. 

POINTS TO l'1AICE 

General 

1. Grateful to Presidency for ensuring directive 
finally surfaced at political level. Council must now 
make a determined effort to implement what is a funda­
mental Treaty right resoon as possible. The directive 
an important first step in that direction and long overdue. 

2. Coreper have put few, clear, straightforward questions 
for orientation. Council should make every effort to 
answer them and thus open way for adoption of the directive 

as a whole next time. 

-1-
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3. Must set firm date for further and preferably final 
discussion. Coreper to prepare final report on all 
outstanding problems ;-inC1Udin~ny questions not resolved 
todai7 for May Finance council.~ailure to agree - or 
at least to make very substantial progress - at that 

meetin would oblige us to refer the matter upwards~ 

.Authorisati~ 
the existence of a harmonised 

supervisory regime, set up by the Establishment directives, 
't- ~ 

makes separate authorisation unnecessary and unjus.tified. 
~~----~--~~~~~------~--~------~~~~------~~ 
J~ments of the European Court support that. 

~ 

2. Given our answer to the first question, the second 
does rfot anp1y. If there w.ere separate authorisation, 
~ 

we would not be prepared to do more than inform the 
receiving Member State of it. We could not contemplate 
making such authorisation dependent on that state's 
favourable o~nion as that would infringe the independence 
of Member States' jurisdiction. 

3. We are not opposed, however, to providing for some 
influence on the part of the receiving Member State over 
the behaviour of insurers doing services business into 
its territory. The second part of the Commission's 
compromise proposal might be studied by Coreper, for 
report back in May. 

4. ~If Presidency revive their compromise7. First 
part of compromise most welcome since it disposes of 
problems of separate authorisation. Second part presents 

difficulties, but further study might overcome these. 
Suggest three, possibly complementary, approaches for 
Coreper to study for May: 

(i) establish consultative machinery to 
deal with requests for suspension, including a 

-2-
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CONFIDENTIAL 

possible role for the Commission; 

(ii) suspension only after conviction, 
or at least at a much later stage of 
litigation; 

(iii) refine definition of "rules in 
force on its territory"; at present very 
wide and exposes insurers to great 
uncertainty. 

Branches and Agencies 

1. Opinion of Council Legal Services settles the 
matter. Any exclusion of agencies and branches from 

the provisions of the directive would constitute a 
restriction on freedom of services and would be invalid 
under the Treaty. This confirms our view and that of 

the Commission. There is nothing for us to decide; 

branches and agencies are incIUde~ 

Taxation 

1. The UK has never taxed insurance premiums~ 

2. Officials have identified a host of objections to 

VAT on insurance, and in particular to its existence in 
some states and not in others. 

o \j~J{ t>(L \l.A':\-,' J ""p c..1) N ,\, ,J"u 
3. Article 15 is accepted by vast majority as workable 
basis which would ensure collection and remission of 
taxes due. We see no reason to change matters for sake 
of one Member State when a workable alternative is already 

available and more generally acceptable. 
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applicable to the contract 

The UK is not enamoured of Article 5 either, 
and has some technical amendments still on the table. 

But we doubt whether a major revision or agreement on 
deferment are possible in a reasonable time. Can 

agree corepet should examine, but should report back 

inMaY~ 

ESSENTIAL FACTS 

General 

1. The EEC Treaty gives freedom to providers of 
services, including insurers, to operate throughout 
the Community, and the direct effect of the relevant 

Articles (59 & 60) has been confirmed by the European 
Court. But nearly 25 years after the Treaty was signed, 

this freedom is still not fully effective; contrary 
national laws and non-discriminatory national controls 
eg over insurance prevent it. The services directive 
is designed to remove these obstacles for insurance of 
large industrial, commercial and professional non-life 

risks. Our insurers estimate that they would gain over 
£55M net in a first year, and more thereafter, from 

the directive. 

2. Since 1962, the Community has had a programme for 
establishing a common market in services, including 

insurance. It has not got far. For insurance, effective 
right of establishment (ie the right of, say, a UK company 

to set up a subsidiary, branch or agency in, say, France) 
is well towards completion on the basis of a harmonised 
regulatory system; but freedom of services (ie the right 
of the UK insurer to cover a French risk direct from the 
UK) is a long way from completion. 
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3. The present draft directive was proposed by the 

Commission in 1975, but has made very slow progress; 
mainly because certain Member States (mainly France, 

Italy, Belgium and Germany in descending order of 
obstructiveness) do not want to open up their markets 

to competition and see business - and money - go abroad. 
Only the Dutch and the Commission have reasonably 
consistently fought with us for a liberal directive. 

Between 1978 and 1980, it was considered at 33 two-day 
meetings at expert level but came no nearer agreement. 

In June 1980 the Commission finally prompted Coreper 
into calling for a report on the outstanding issues; 

despite heavy pressure from the UK and the Commission, 
and a co-operative Presidency, those issues remain the 

same nine months later. It is clear that they will 
only be resolved at a political level; hence this first 
batch of questions for Ministers, submitted at 
Commissioner Tugendhat's instigation. Each section of 
the report (Reference A) ends with one or two questions 

to Ministers. This brief deals with them in sequence. 

4. The Presidency are hoping that the Council will 
reach the following conclusions: 

(i) express concern at lack of progress; 

(ii) instruct Coreper to take a closer 
interest, appointing senior attach~s group, 

reporting back regularly to Council and at 
latest next May on all remaining obstacles. 
Final adoption within 6 months. 

(iii) question of agencies and branches settled 
once and for all. 
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These conclusions would be in general acceptable, though 

we would wish to argue for a shorter deadline than 6 
months, eg by the summer break. The June European 

Council could then be used to launch a final phase 
during the UK ~esidency. There may be a suggestion that 
the dossier be referred to State Secretaries (ie junior 

Ministers). This is a notoriously unreliable way of 
making progress in Brussels. 

Authorisation 

5. The issue is whether insurers should need separate 
authorisaion to do services business, and, if so, whether 
from their own supervisor or from that of the recipient 
country. Our view has consistently been that they should 
not - from either source. In the light of the European 

Court cases of Wesemael and Follachio, we have maintained 
- at one time with the Dutch and the Commission - that 
an insurer authorised in one Member State under the now 
uniform Community regulatory system should automatically 
be acceptable to all other Member States. But the 
Commission have now accepted the notion of separate 
authorisation and the Dutch Presidency have shown a 

readiness to look for compromises, so we may well need 
to be prepared to explore ways of nieeting other Member 

States' anxieties. Their main concern is that they 
should have some control over the activities of foreign 

insurers doing services business into their territory 
from outside. That is a legitimate concern but leaves 
the question of how direct and how draconian such control 
can be. It cannot go as far as usurping other Member 
States' jurisdiction. 

6. Our requirements for a satisfactory package would 
be: 
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(i) no special authorisation for services; 
authorisation for establishment business is ipso 
facto for services too; 

(ii) any suspension of such authorisation 

must also, therefore, ultimately lie with the 
authorities of the country of establishment. 

We are prepared to look at any reasonable refinements 

which Member States may wish to introduce, such as 
intergovernmental consultation in cases of alleged 
misconduct by insurers, a firmer commitment to act on 

the case of proven misconduct, or possible mediating 
role for the Commission, a closer definition of the 

misconduct itself. We could even possibly, as part of 
a deal, accept special authorisation for services, 

but only by the country of establishment. But we must 
retain the final say. 

7. Of the "compromises" in the report, the Italian 
one will not do since it would give the recipient 
Member State a right of veto. The Commission's 
compromise is a little more promising and may be all 

there is to build on. It would at least keep the final 
say in the hands of the country of establishment, 

assuming that the "safeguards" are satisfactory, though 
it does require separate authorisation for services. 

8. It is not clear yet whether the Presidency will 
revive a compromise proposal which originally received 

support from nobody but the Commission, but in which 
we could express a strong, if critical, interest if it 
reappeared. It consisted of two dements: 

(a) authorisation is automatically for 
services as well as establishment business. 
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(b) the Member State where the service is 

provided may require the country of establishment 
to suspend that authorisation on the allegation 

of the violation of the rules in force on its 
territory. 

The first part would be welcome. The second would need 
further work to satisfy a number of objections: it 
infringes Member States' freedom to exercise their own 
jurisdiction independently; a penalty would be imp~ed 
on the prima-facie presumption, rather than proof, of 
guilt; and an insurer's reputation in another Member 
State could easily be wrecked by a series of arbitrary 
suspensions. But if the receiving country's role were 
less decisive, the suspension less premature and the 
grounds less vague, then there might be an acceptable 
basis for agreement. 

Branches and Agencies 

9. The issue is whether freedom of services applies 
not only to insurers' head offices but also to their 
agencies and branches in other Member States. We, 
and the Commission, have always said that it does; 
Article 59 of the Treaty bestows the freedom on "nationals 

of Member States who are established in a State of the 
Community other than that of the person for whom the 

services are intended". That is precisely what, say, a 
U~ insurer's branch established in France would be when 
insuring, say, a German - or even an Englishman. The 
Council Legal Services have now conclusively confirmed 
that and Germany (who asked. for the Opinion), France, 
Italy and Luxembourg ought now to accept it, though they 
have not so far done so. They may claim that the need 

for a restrictive authorisation procedure is greater if 
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branches and agencies are included. We do not accept 

that; the existing supervisory regime already makes special 
provision for branches and agencies. 

Taxation 

10. All Member States except the UK and Ireland tax 

insuranc e contracts. The incidence varies widely but 
is highest in France (up to 30% of premiums) where it 

brings in some 8 billion Francs (1.6% of total tax revenue). 
So the desire to prevent evasion is understandable. But 
8 out of 10 Member States accept that Article 15 of the 
draft directive would achieve that (the Greeks are at 
present reserved). Only the French insist on VAT, if 

necessary for themselves alone pending. 'further harmonisa­
tion. They intend to set their case out in full at the 

Council. 

11. Eight delegations and the Commission are opposed, 
and a formidable battery of objections has been put 
together. On the one hand it would reopen the 6th VAT 

Directive - itself a frail compromise - which specifically 
excludes insurance, and would need a fresh Commission 

proposal and consultation with the Parliament; on the 
other it would have adverse implications in the areas 

of distortion of competition, deflection of trade, 
double taxation, mutual assistance arrangements and 

possibly own resources. 'The 6th VAT Directive's require-
ments for accountable fiscal representatives could also 
seriously undermine the principle a freedom of services 

without need for establishment. So, while the difficulties 
may not be insuperable nor the disadvantages insufferable, 

there is no good reason for the majority to put themselves 
out for one country, especially when a more generally 
acceptable alternative can be found on the basis of Article 15. 
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12. Nevertheless, if it is suggested that the matter 

be remitted for further technical discussions, we can 
reluctantly accept that. 

Law applicable to the contract 

13. We would prefer the parties to an insurance services 
contract to have a free choice of the law governing it, 

with the EEC Convention on the law applicable to 
contractual obligations (agreed in June 1980) applying 

to direct insurance contracts as it does to most other 
commercial and consumer contracts. But others have 
insisted on the narrower freedom provided in Article 5. 
That Article has taken years to draft and, subject to 

a number of technical amendments, we can accept it though 
we do not like it. The Danes do not like it either and 
cannot accept it; they have put in a paper suggesting 
it be either improved, or dropped from this directive 
and dealt with separately. While that objective is 

laudable, it is probably unattainable, and trying for 
it will only play into the hands of those seeking delay. 

We will want to be sympathetically discouraging. At 
this stage the Council is only asked to note the Danish 
request and remit it to Coreper; that remit should 
have a tight deadline. 

Department of Trade 
13 March 1981 
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