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 RESTREINT

SURE 13

TELTS

from: Working Party on Economic Questions (Establishment and
Services)

on : 9 and 10 October 1980 .
'{for : Permenent Representatives Committee i

No. prev, doc. 8789/80 SURE 14 No, Cion prop. R/95/76 (733 3)
' : © o (cou(75) 516 find
+-f1n,2(f d,2)"

R/467/78 (uu 17)
(COW(78) 3 final)

Subject: Proposal for a second Council Directive on the co-ordinaticn
of laws, regulations and administrative provisions relating
to direct insurance other than life gssurance and laying
down provisions to facilitate the effective exercise o’
freedom to provide services

Delegations.will find attached:

- Annex  I: the Articles of the Directive w1+h delegatlons' comments
glven in footnote

- Amex TIT: Annex I %o the Dlrective; ' |

~ Mnex III: Annex II to the Directive, ’ v
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ANNEX I (%)',

Arficle_l
Scope

Thc obaect of this Dlrectlve is:

.; -(a) to aupplemnnt the f1r3+ Counczl Directive of 24 Juiy 1973

on the co~ordination cof ]aws revulatlons end admini-
strative provinsicns relating to the ﬁgklngfup end purouit
of the busincss of direct insurance other then life
aspurance; ' ' ‘

~
i § e

(b) to lay dovm provisions to facilitate the effective exercise

of freedom T6 provide services by the undertakings end in
respect of the classes of insursnce covered by that first
co-ordinating Directive. (1)

This Directive shall not affect the insurance policies
of the institutions under public law referred to in Article 4

of the first co~ordinating Directive end the risks to be .

e = ¢
°

covered by such institutions.A

Paragreph 1(b) shall not apply to insurance-policies
covering risks in class 10 in point A of the Annex to the first
co=ordinating Directive. (2)

(#) Articles renumbered owing to insertion of a new Article 3,

0'00/000
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General reservation by the Irish delegation (see 8789/80 SURE 14,
p. 3, point A). .

The German delegation asked that a reference to nuclear risks

and those connected with pharmaceutical products be added.
The Danish delezation asked that a reference to industrial

accidents e adasd., The Italian delepfpation wanted the exclusion

-to0 take in the insurance of "sea, laxe and river and canal

vessels"., The French deleszation pointed out that if an
exception were maae 1or one compulsory class such as motor
insurance the same arrangements should apply to other compulsory
insurance (sece 8789/80 SURE 14, pp. 4 to 6),
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Article 2
;  pefinitions
1.. - Foflthg purposés of fbié Directive:

" (a) "first co-ordinating Directive" !

means the first Council birective referred tco in
~ Article 1(a); ' '

“(b) "undertaking"

means any undertaking which has fegeived official
authorization -under Article 6(2)(a) Z‘or _7 ( )
of that Directive; :

.

é‘(c)'"nrovision of services"

‘means the covering of a risk by an undertaklng established
in a llember State

- when the policy~holder is ordinarily regsident or has
1ts central administration in another lMember Stute,

or_7 (2)

[ - when the risk is situated in another Member State._/ (3)(4)

. . . . ) - | ooo/oeo 7
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( ) Reservetiona by the Garmon, Peemch, T4alien ond ;v"nwhcxgg
delesations (see 6/uv/ 00 qud 45 Ds Tis
(2) Proposal by the Chaire L : . ?

The Fremch delerstion cntered a categorical'reservation

on ooy derimavion oxr the provision of servicss based oar the

-eritorion of ¢he rosidomce oX the policy=holdere

o

?A%/IB)O.' - - ?Lds/.I.F/ae ¢ E

The Cowmlqsion renrecentotives wanted the definition of the

provme;on of servicoes vo iaclude the two hJ?OuhGEGB referred
Yo in the first end aeccnd indenta,e .

The B“l”lﬂﬁ dp?rvntlbﬁ submitted an ﬁlte*nutive'prononal to be

read in conjunciion with itz definition of the location of
insurance businoczs (zee 2(a). below), at proposal reads as
followss - - - . B - ’

"prov1sion of BGTViCGS‘

‘direct 1nsurance business carried on withln the
territory of a Hember State by an undertaldng from
onc of ita establizhmente situcted in the territory
of emother Hembexr State®, )

See 8789/80 SURE 14, pre 8-11.
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HZ?Ta) ﬁsunef%isbry auﬁhority@"

me&ns

- in -the case of the’ hcad offlce, the authorlty compctent
. %o supervise insuronce as referred to in &rtlcle 6(2)(a)
» of the firsi co-ordirating Directive; L
. X
- in the case of agenciés end branches, the authority
- competent to supervise insurance gs referred to in
ArticlesG(Z)(b) of that Directive, |

9

~ These authorlfles are here:naftnr referred to as v
whe’ Bupervmsorv authorities of the State of authorlzatlon,_7( )
2. - Por the purposes of this Directive end of the first
co-ordinating Directive:
/ (a) "direct insurance business within the territory of a
Member State” '

means the undervriting by en underteking of a contract of
insurance with & policy~holder whose habitual residence
or central administration is in that Member State / ?)

2 A\ ]

( ) The German and Prench delezaticns were in favour of deleting .
this suoparagrapn. I1¢ should 1 any case be noted that the
7malnten;nce of the seccnd indent is *n“*4 to the maintenance
.of the reference to Article 6(2)(b) of ik e first Directive
included in Article 2(b) above. 2Tt

(°) Text propoced by the Be lxian

o

n delegztion, The representatives of
the Commission ‘s Lezal Sarvice entersd a caiegorical reservation,
11 the crivericn or the locavion of the risk were to be adopted,
the BelzZzn delezation proposed the following wordirg:

.the covering of risks situated in that territory”
(see 8789/80 SUR 14, pp. 10 and 11).

. l S - ooo/.ooo.
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~ the Member State in which the property is situated,
where the insurance relates to buildingsvor their
contents; B

~ the Member State of registration, where the insurance

relates to registered vehicles;

~ [/ the Member State in which the insurer is established,
in the case of policies of a duration of /37 /767
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; / )

~ 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 mbnths or less covering the risks
referred to in the above indents; ’

~ the MNember State in which the policy-holder has his
habitual residence or, if the policy-holder is a
legal person, the Member State in which the establishment
to which the contract relates is situated, in all cases
which are not explicitly covered by the foregoing indents.

h Provisional reservation by the German delesation,
too/‘o ---
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TITLE II

'PROVISIONS SUPPLEMENTING THE FIRST CO-ORDINATING DIRECTIVE

Article 3 (new)
Establishment

Bach Member State shall require that an insurance undertaking

seek the authorizatibn referred to in Article 6 of the first '

co-ordinating Directive if it has a centre of operations in that

Member State which Z“holds a standing commission from the
undertaking / (1) to / present, / (2) conclude and / or_/ (3) execute

¢contracts of insurance,

(1

The French delesation would prefer to replace these words with: °

W"is permanently entitled on behalf of the undertaking".
3 C i

The French, German and Panish delegations requested the addition

of "present" and the substitution or "or" for "and",

The other delersations and the Commission representative felt
that those alterations would extend ithe scope oI the provsiion
excessively.

The Netherlands deleczation would prefer the following wofding:
"on the undertaxing's behalf concludes and executes",

AN

(ANNEX 1)
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Article 4 (ex Article 3)
Technical reserves

Member States shall take all steps necessary to ensure

that at least tne following principles are oboerved in

' calculatlng the technical reserves:

(2) The.unedrned premium reserve shall be calculated, in

- (b)

principle, on a time basis, The calculation may, however,
be made by approximate methods if these lead to ’
approximately the same results as individual calculations,
The gross vremiums shall be taken as the basis for the
calculation, The resulting unearned premium reserve sﬁall
then in principle be reduced by agen%ts' commission and other
representatives' charges (agency costs)., Memker States
shall determine what is meant by deductible agency costs,

. 3 - “ )
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, insurance payments are likely to exceed

the correspondinsz net. premiums.,

e
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For the purposes of calculating the reserve for outstanding
claims, the future grots expenditure on claims shall be
estimated individually on the bagis of kmown outstanding cleaims,.

Member States may permit flat-rate methods of calculetion
instead of individual calculation where

= the number of similar outstanding élaims is so great that
the flat-rate method leads to a reéulp which is not
significantly different from that obtained by individual :

calculation, or | B .

- 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
Directive does not'permit individual calculation,

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 exnendlture.

As regards the risks listed in classes 4, 54 b5 Ty 11 end 12
in p01nt A of ‘the Annex to the first co-ordinating Directive, -

'unearned premiwm reserves snd reserves for outstanding claims:

mey be combined,

\

Ceeefeee
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Systems ba ed on en account over a period not exceeding
three years shall be considered as equivalent to the system .
descrxbed in the preceding paragraph for unearned premiwn

‘reserves and reserves for outstanding claims,

Undertakings shall form equalization reserves for the
credit, hail and frost classes and for the storm and natural
forces ofher than storm risks, where such risks are included in
the hail and froot cla ses.,

“The equalization reserve shall each year receive 75% of any
wnderwriting profit for that financial year. However, in tvhe
case of credit insurance, the amount iavolved may not excced 12%

~of the{net premiums for the same financial year. This transfer

4.

8788/2,/80 . - . . 1ds/JF/sb

shall no longer be obligatory when the reserves have reached:

~ in the case of credit insurance, 150% of the highest annual
amount of net premiuns received during the last five financial

.years, and

~ in the case of the other classes of insurance, 200% of the -
amount of net premiums for the last financial year,

. Any uwnderwriting loss which may occur in a given financial
year in these classes of insurance shall be met from the
- t .

reserve, - ,

The reserves referred to 1n this Article shall be dlsregarded

" for purposes of calculating the solvency margln and shall be

under exemption from any 1iab111ty to tax._7 (! )

.oeo/ovo
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(1)'Delegations agreed to review this Article in the light of the
report on technical reserves from the Confererice of supervisory
authorities (paragraphs 1 and 2): they were favourably inclined

towards paragraph 3,

The United Xinedom delegation entered a feservation on tax
exemption (paragrapn 4).

R
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Article 5 (ex Article 4)

Law applicable to the contract

Thip Article concerns the law appliceble to contracts of
inpurance covering rinks gituated within the Member States of

éhe Community.'

"9e ©  Where a policy-holder has his habitual régidence or

" centrel cdministration within the torritory of the Hember
State in which the risk is situated, the law applicable to
the contract of insuranco is governed by that Member State.

e Where a policy-holder khas his habitual residence or
central cdminisgtration in 6ne Xembor State and the risk is
gituated in enother Xember State, the parties to the
contract of insursiice mey choose which of the laws of those
two lember States shall apply to the coantract. (1)

3. " Where e pblicy-holder pursues an-independent comrercial,
industrial /or agriculturel / (%) activity /[ or an
independent literal profession / (3) cnd where the
contract covers 'two or more risks relating to these. ..

. pctivities and situated in different Msmber States, the

. legislation of the Member States shall provide that the

" - freedom of choice of the law applicable to the contract

: }. ghall extend to the lews of those Member States and of -
" the Member State in wkich the policy-holder has his
habitual residence or central adminisiration.

R A T A k o :',_:,e/.". R
. 8788/2/80 s 7 N R
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Reservation by the ILuzembours end “rench de]enﬁtlcns on

the principle oI CAOGLCE 0 Liive “c=erf“uloa oy wa2 (Garman
delegation cn the oprlicaticn oFf these provisions <o
compulsory insurance (see 8789/80 smzu 14, pp. 12 ond 13).

Tbe Workinz Party agreed to delete "agriculitural", on the
wmderstending wLat l “NG"BCule egricul ture, in parmlcul“r‘
that oricnted ‘towards the food indusiry, could be covered
by the broader expression "industrial actavity's '
The United Xinzdon cclccatlon, hewever, maintained its
reservetion cd tag deletson of "agricwltuaral®, which it
could withdraw if the refercuce 1o a llb‘“&l proxess'on
were retained in the text. At present the CGerron end
Iuxembours delesations hed reservations on tie inciusion of
liboral proressionse - .

" ' - | " . ._ i " ooo/ooo
E
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Nevertheless, vhere ell the Member 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.

[N

Where the pnlicy-holder pursues one of the activities -

" referred to in paragraph 3 end where the risk ‘o be covered

. relates to that act1v1ty end comes under class 4y 55

rs.

6, T, /11 or 127 () in point A of the Annex to the

first co~ord1nat1ng Directive, the parties to the contract
2 : .

may choose any lawe ()

The choice referred to in pafagraphs'25 3 and 5 must be
explicit or be clearly derived from the provisions of

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

ig not so, or if no choice hag been mude; the cbntraht
shall be govermed by the law of the country with which 1%
is most closely comnected., Nevertheless, a severable
part of the contract which has a closer comnecticn with

" another countiry may by wvay of exception be governed by the
~ law of that other nountrV. /~The contyact chall be h”acnmcﬂ

"unless proved otherwise, to be most closely connected with the-

Member State in which the risk is situated. / (3)_7 (4)_

(') Provisional reservations by the Germsn and Italian delesations.

(2) Reservations by the Prench and Tuxemboure delecations; ses

note 1 on page 9a.

(3) Provisiorel reservation by the Netherlends delegmtion,

+h

(4) The Donigh deleganticn reserved iis posifilon on thlis

paragrept un<il Article 5 (consumer contracts) of the
privete internaticnal law convention on contractual o
~obligations wes incorporated into Annex I to the Directivé.

ooo/oos
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T In all ceses where & choice of the law applicable %o
" the contrect way be made, the provisions contained in
Armmex I shnll applye.

. The exprcosions "thé law applicable to contracts" and
"the lew applicable to the contract" shall be interpreted

dn occordsnce with the provisions contained in the first
two paregraphs of Annex I. '

/8.  The choice of the laow applicabls to the contract may
in no case affect the rights of third parties._/ h

( ) The Pelgian and United Kinsdom delez2tiona entered
reservations on this paragrapn as vaey comsidered it
impossible to apply in practice in trkis form.

The Commission revresemtatives proposed that in order to
clariry the purvose @na scope of this paragraph an additional
- recitasl reading as follows be inserted:

- "Whereas the rights of injured third parties mey
be determined either by means of the vrovisions of
the :contract of insurance or ©ty the law applicable
to those partiss pursuaent to the rules ol private
internaticnal law; whereas the determination of the
law applicable to the contract oI insurance may thus
under no circumstances arrect those rigats”,

.ooo/ecc .

6788,/250 S AP 3
CANTLE 1) | o g 18s/JE/dm

S



Article 6 (ex Article 5)
- Law applicable
) Z%Whatever law opplics to the contract under Article 5, en
underteking mist comply with those public policy provisions in
force in th2 Member State where the risk is situated to whlch
the undertaklngs established in thet Member State are

"subjoct._/ ) S

(7) This text wes proposgsed by the Cheir in connection with the °
definition of the provision ol services based on the
criterion of the policyholder's residence (Article 2(c),
first indbdt).

The Belodan cele.oticn concidorced that this provision should
Pe insortes in Ui tle TII of the Directive.

The Danicsh delesatinn *nrn*nncmr? the -Fn]_lnmlnn- ?1'{,“1""1"1:1\/8
text:

"Article 6

Whatever law applies to a controct under Artlcle Bs
an insurmce undﬁvtﬂvln@ ”“sv comply with -

(a) the provisions of the law in force in the Hember State
referred to by the third paragraph of Article 60 of
. the EEC Treaty and

(b) vAathout nrejudice to subparagraph (2), the provisions’
of the law in force in the Member State in which the
risk is situated governinz the protection of third
parties &nd applicable to every insurzace undertaking
established within the territory of that lember State
/[ insofar a3 en undeértaking is not subject to similar
prescriptions in the lember State in which it is _
established /," - 5

Fog ?glegaulch' p031tlons see 8789/80 SURE 14, PDe 13, 14
an x

.
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Article 7 (ex Article 6)
Conditions of Operatidn

- Notwithstending Articles 8(3) and 10(3) of the first
co=ordinating Directive, HMember States may no longer apply

' provisions.which require prior Zﬁbr ex post factq;7(2)

approval of general and special policy conditions and premium
rates to contracts covering one or more of the risks in

" classes [4 5, 6, T, 8, 9, 11, 12, 13. /[Texcept for nuclear
-risks / ( )y 14, 15 and 16 7/ (4) in point A of the Annex to

the first co-ordinating Directive, where the policy-holder
pursues an independent commercial, indusirial Z~or
agricultural 7 activity / or an independent liberal

,professionn7'(5) and where the coniract covers a risk
relating to such activitye. -

P

'The provisions of peragraph 1 shall not prevent the
gupervisory authority which grants the .aythorization from

. having the ability to require ex post facto notification of

general end special insurace policy conditions, prcmlum rates

~and any other documents necessary for normal supervision

PUIPOBES o

Similarly, the provisions of paresgraph 1 shall not

~ prevent the competent authorities of the Member State in

which the undertaking is authorized from having the ability
to require that undertaking to supply any document
necessary for checking compliance with the mendatory

5%ules in force in that State and particularly with

‘provisions relating to risk prevention and public safety

policy in general and prices policy in genersl._/

ooo/eco
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(1) The Irish delesndion a%ill had a genercl reservation until a
definite wording was decided: on for Articles 9 and 10,
For the problem of the Article's coverage, see 8789/80 SURE 14,
pp. 16 and 17, : ’ . :

(2) Reservation by the Italisn delegation snd provisional reservation
by the French delesasion, )

-(3) Provisional reéervation by the United ¥inedom delégation. \

(") see 8789/80 SURE 14, p. 17.

(5) The Imxembours delecation entered & reservation on the reference
to liberal proressicng in comnection with the inclusion of class 8,
The United Kincdem delegation could agree 1o the deletion of

. Wggriculgural” 1 tne roererence to a liberal profession were
retained (see footnotes 2 and 3 on pe. 9a).

. r- v' r S Lo :- _A  ~ Z.‘eclo/oo.o '
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Paragrsph 1 shall~not apply to Member,States in respect of
those risks for which they have made insurance cover
compulsory (1). ,
The provisions of paragraph 1 shall not impede the
application of provisions which do not require the approval of
general insurance conditions for insuring buildings against
fire but which provide that the legal effect 6f approval of

the conditions shall be such that an insurance policy taken out

under approved conditions is valid vis-d-vis mortgages or
other holders of rights over the immovable property concerned |
in respect of whom the owner is obliged to insure that property

ageinst fire, / (2)
Article 8 (ex Article 7)

_ Supervision
' Bach Member State shall take all steps necessary to ensure

that the authorities responsible for supervising insurance under-
tekings have:the powers and means necessary for supervision of the
activities of insurance undertakings established on their territory,

including activities ehgaged in outside that territory, in
accordance with the provisions of the Council Directives governing .
these activities and for the purpose of seeing that they are

implemented. (

LA

3

ceidoes
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) New paragraph proposed by the Commission (see 8789/80 SURE 14,
"p. 20). .

( ) The addition of thls Daragranh was called for by the DaﬂlSh

T

delegation, which could drop its request if class § were
EGICQCd in Article 7(1). _ .

'(3) The German deleration proposed that the following statement
be entered in the Council minutes:

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

~ to 'make detailed enquiries about the whole range of the
undertaking's business, by seeking information or *
requesting business documents, by carrying out
‘investigations in the business premises of the
wndertaking or its intermediaries, or by attending
meetings of the undertaking's executive bodies;

- to take any measures with regard to the undertaking
which are appropriate and necessary to ensure that the
conduct of its business remains in conformity with the
scheme of operations and tThe legal and edministrative
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,"

' . ) ’ . . .ee© c/o o9
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.~ PROVISIONS TO FACILITATE THE EFFECTIVE EXERCISE OF
FREEDOM .TO PROVIDE SERVICES (%)

Article 9 (xx)(ex Article 8)
' Conditions of admission .
| ZZ&1. Save as pfbvided in Article 3, any undertaking which
- complies with the provisions of the first Directive e
and wishes to provide services on the térritory of
another Menber State shall seek euthorization for that
purpose‘from the svpervisory authority of the Member
. State / in which it is established_ /. (2) Authorization
- shall be given individually for each class of insurance
and for each Member 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 competént
authorities of that State proof that it possesses the
solvency margin provided for in Article 16 of the
first co-ordinating Directive. '

o " * .

(#) The Belgioan delersation wanted it to be specified at the beginmins
of this Title tThal thc provisions of Title II and the first
co—ordinating Directive applied to business involving the provision
of services, save as proviced in Title III. :

(%%) Compromise provosal by the Chair.
) General reservations by the United Kingdom and Netherlands
2 delegations, :
(“) Reservations by the Italisn, Cerman, Belgian and French
B delegations; see &739/80 SUAZ 14, DPe 18

8788/2/80 ; . s - T 14s/JF/im : ' E
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/[ (b) An undertaking seeking authorization to provide services
from the territory of '@ Member State_which has authorized
the opening of an agency or branch in accordance with
Article 10 of the first‘co-ordinating Directive must submit
to the competent authorities of that Steate a certificate
issued by the competent authorities of the head office country,
attesting that it vossesses the solvency margin provided
for in Article 16 of the same Directive,_/ (1)

2 The said undertaking shall submit to the competent g
authorities either of the head office State in the case referred
to in paragraph i(a) Z—or of the State of the agency or branch
in the case referred to in paragraph 1(b)_7/ (1) a scheme of
operations containing the following particulars:

(a) the Member State(s) on whose 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 intends to apply;

(c) the general and special policy conditionse.

(1) Reservations by the Italian, PFrench, Luxembecurs and German
delegations (see note 1 on p. 22 2oove and point 2 on pe [ of
SURE 14). . ‘
- coo/o-oo
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[ (d) the information which the supervisory authorities of the Member
State on'whose territory the undertaking intends to provide
services request from undertakings established there._7 (1

However, the‘particuiars’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
regard to the risks in classes 14 and 15 in point A of that Annex,
The particulars referred to in (b) and (c¢) need not be required
in the case of risks in class 11 in the same point,

The superv1sory authority é_may also requ1re_7 ( ) thp
following 1nfozmat;0n to be supplied:

(e) estimates relating to management expenses;

(f) estimates relating to pgemiums and to claims, in respect of
the new business, ' i - -

T -
(

;) The Tuxembowr ., Netherizands and United Kinedom delegations,
Yogether witn tne Ccmmilsefion representaiives, would lixe this
subpararsraph deleted.

i ( ) The Danish delesation wanted this r°placed by "shall require",

. . S ~ ece/ens
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The particulars in the scheme of operations referred to

. in subparagraphs (a), (b), (c) and / (d)_/ (1) of the .

ASVIRE

- 8788/2/80 | Y 1as/ F/.Lm

precedins parahraph‘shall be forwarded to the competent
authorities of the State on whose territory the undertaking
intends to provide services, The authorities in guestion
shall make knond their opinion to the authority responsible
for giving the authorization within 3 months of receipt of
the documents.. Z"For the authorlzatlon to be granted, the
opinion must convey their assent,_/ ( )

Any dissenting opinion and any decision to refuse an
authorization shall be accomnanied by the precise grounds
for doing so and notified to the undertaking in question.

In the absence of any comment within the abovementioned
perlod of tlme the opinion of the authorities consulted shall
be deemed to be favourable

~ Assent may be refused only if under ‘the same circumstances
the supervisory authority of the country of operation would
refuse aubhorlaatlon to an undertaking esrabllsnea on its

territory. ~Z7

‘Article 10 (ex Article 9)

Conditions for operating

If a supervisory authority notes that the rules in force
in its Sta e are being violated by ean unde“taklng providing
services on its territory, it / shall refer_/ Yy its
grounds for complaint to the supervisory authority of the
authorizing St2te and shall propose suitable measures for
putting an end to the situation.,

_.'../..

e
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(1) See fontnote 1 on pace 17,

(2) Reservation by the Unitcd Kinedom and Netherlands delepsations
‘and the Commission Ir2nreoenNialtlVvesS,

(3) The Denish delegation proposed the addition of two new paregravphs
worded as rollows:

Vi e . Where an authorization issued pursuant to varagraphs 1
to 3 is not issued in the officiel lansuage or lensusces
of the State in which the undertaking intends to provide
services, a sworn translation shall accompany it,

Documents which are to be forwarded pursuant to the
first sentence of the first subparagraph of perasraph. 3
shall likewise be translated unless otherwise agrced by
"the authorities in question, : )

Be The right to apply to the courts, granted in

. Article 12 of the first Directive to persons whose
applications Tor authorization have been refused, can be
exercised only belore the courts of the State which
delivered the opinion within the meaning of paragraph 3
insofar as such application to the courts concerns the
particulars or assessments given in that opiniocn,"

As this proposal was tabled at the last meeting; the Workine Party
was uneble to make knovm its views on it,

(#) The Ttolian delesation, with the support of the French, Irish,
Belmian and German dclesations, requested the addition or o new
paragrapn 1; see t789/00 SULL 14, ppe 13, 14 and 15, ‘

(4) Reservations by the Belgsian and United Kingdom delegations which
would like this provision to be optional,

To make it clear that this clause does not vprevent informal
contact between an insurer underwriting services business and the
supervisory authority of the Member State in which it is under—
written, the Commission repnresentatives oroposed a statement in
the Council minutes as ifollows:

"The Counicil hereby states that the procedure laid dovm in
Article 10 does not prevent the supervisory authorities of
the lMember 3tate in which services are provided from making
direct contact with the undertaking providing them,"

. . s ® ) T . : ooa/coe
8788/2/80 | o - 1ds/JF/im " E
° (ANNEX I) : : * .




~a
~4

- ﬁg -

2e The authorizing supervisory authority shall require the under—
taking to provide it with any documents necessary to establisnh
whether the complaint is justified. Z'The information so obtained
shall be passed on to the supervisory authority of the Member Sfate
in which the services are being provided._/ (1) )

3e The supervisory authority of the authorizing State shall trke
all the appropriate measures, which may extend to withdrawal of the
‘authorization referred to in Articlel9, to put an end to the
infringements of which it has thus been notified, It shall inform
the supervisory authority of the Member State on whose territory
the .ndertaking provides services thereof, '

4, If, in spite of the measures thus taken by the authorizing
State or where such mcasures prove inadequate or no measures have
beeh teken by that State, the undertaking persists in violating
the rules referred to in paragraph 1, the Member State in which
the services ere being provided may, after having informed the
supervisory authority of the authorizing State, take such appropriate
measures ac are strictly necessary to put an end to the situation
/”; these may go as far as a ban on operation_/ (2).;7 (3)

(1) Provisional reservation by the United Kinszdom delegation,
(2) Reservations by the Netherlands and United Kingdom delegations,

(3) Reservations on the Article as a whole by the Netherlands and
United Kingdom delegations, _

. : . ST ) . ee 0>/o.o °
8788/2/80 : .1ds/JF/vmn E
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- Article 11 (ex Article 10)

Compulsory insurance

1 Whatever law is applicable to the cohtract under Article 5,
contracts concluded by way of freedom to provide services that
cover & risk for which insurance is compulsory in a particular
Member State must comply with the provisions specific to such-
compulsory insurance obtaining in that Fember State,

4

2. .In particular:

(a) where the Nember State requires proof that the obligation

- to take out insurance has been complied with, it shall
accept for this purpose a statutory 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,

e Each Member State shall provide the Commission with a list
of those types of insurance which ere compulsory under its.
legislation., The lists shall be published and subsequently
updated in the Official Journal of the European Communities (1).

(') See 8789/80 SURE 14, pp. 19, 20 and 21,

o]
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Article 12 (ex Article 11)

Information for policywholders

['Where insurance is presented by way of freedom %o provide
services, the proposer must be informed é‘,'before committing
himself, / (2) that the contract will be concluded with a head
office, agency or branch not established in the liember State in

which the service is provided. / (1)

Any documents issued to the poiioymholder must contain the |

- information referred to in the preceding paragraph.

© Furthermore, the policy or any other document evidencing
cover must specify the address of the insurance establishment which

is actually providing the cover,

é“The requirements in the first two paragraphs shall not
apply to the contracts referred to in Article 5(3) and (5)._/ (3)

¢

(1) Reservation by the Netherlands delegation which considered
~this clause discriminatory.

(2) Reservation ,by the United Kingdom delegation linked to some
“extent with the scope oI the exceptvion in tae final paragraph.

(3) The Italian and Danish delegations were in favour of deleting
$his paragraph.

eoefeoe

txj ’
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Article 13 (ex Article 12)
. Special operating account

The supervisory euthority for the head office shall
require it to keep, for each class of insurence and for
each Nember State, a special operating accouwnt in
respect of all business transacted by way of freedonm to
provide services, including that transacted by its

" agencies end branches. This eccount must include the E

2e

.30

8788/2/80 e 7 1ds/JF/van E

items set out in the Annex,

The supervisory authority for the head office shall,
if the supervisory authority of the Member State in which
the service is previded so requests, forward a copy of the
special operating account to the laiter. -

In the case of undertakings keeping their accounts
in accordance vith the system provided for in Article 4(2),

the operating eccount may be restricted to the net premiums

received, less brokerage, and the .laims paid. during the

calendar year, set out by class of insurance and country
of origin, / ("

snnd wus

(ANNEX I)
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( ) The Prench, I o ermsn

. >; j;: g -._;: o '?i2€

4

sh, Danish and Iuxembourg

211
e

NS

p)

W
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]
e

-
3 Y
:dGJQFQZlOJo were tasicall;
Articie out could agree 1o
gstreanline to some extent tn
Annex II to the Directive.

F
C

)

N e

The Danish delezation. requeste
should also kee» g special ope
transacted by way of freedom %

Directive and from Article 14(
The Ttalian and French delesati

LT
L

~

ne
_:‘
.

ia
avour or the approaoh in this
classes being combined so as
nformatlon system laid down in

to

d that each uﬁe”cy and branch
ating account for business
o0 provide services,

~
-

1) of this Directive,

ons were anxious that the

- SUPErVLSOry auvnoritles snoula
who uvnderwrite services bugin

far=}
A

able to obtain from insurers
the same information as they

‘obtained from those operating via establishuent,

The Netherlands, Relgian

and United Xingdon

this Article nade very heavy a
always necessary
supervisory uapAorities
insurers atout their services

Conference oif Supervisory Auvth
information could be requesied

with this anproach. ‘The Belzi

such information to be request
the supervisory nuthorlty of
supplied, .

8788,/2/80"
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they would th

however, distinctive in holdinz that it should be po

emands on insurers, which were

erefore favour a clause giving

the opfion of requiring information from

cusiness, while leaving it to ‘the
orities to decide what kinds of

. The Commicsion could go along
an delegation's position was,
ssible for
ed directly from the insurer by

the country in which services were

delercations felt tha
not

as it .Lelt thcvu !
this requirement followed from Article 15 of the first co-ordinatir
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Article 14 (ex Article 13) .

. ) Technical reserves

1"1. The technical reserves relating to contracts concluded by
way of freedon to provide services shall be subjeét to the
rules laid down by the State of'establishment or, failing such

.rules, shall ve in accordance with establisied practice in that

State._/ )
2y .[~Such technical reserves must be covered by equivalent end
| matching assets, They may te localized withiout restriction

anywhere in the Community;_7 (<)
()

] 5 s

( ) Six delerations were in agreement., The Belrsian delegation thought
that reserving shiould follow the rules of tie couniry in which
~-gervices were provided. Unless co-ordination wader Article 4 was
satis factorv the French and Itzlian deleﬁatwo:s would go along
with the Belgian aelegation,

( ) - Localization

The Netherlands, German and United ¥ingcdom delegntions agreed %o
the Commission DIOOOSul ‘
The Belgian, Irish and Italian deTe??tions were in favour of
localization o1 assets in eigvaer tne countiry oi establishment
or the country serviced. S
The French and Tuxemboura delegations felt Ihau the assets should
be localized in the .lemoer $tate wnose sunervmoorv authorities
superv1ced the technical reserves. :

11

The Danish de evation was in favour of WOCgllZEUWOn of assets in
the country or risk only, for industrial accident policies,

- Matching asseds

—---—-—..—— s e e e

.The Commission renresentatives suggested appending to the
Directive the results of the Conference of Supervisory Authorities,

panlnes
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At the meeting on 11 and 12 September, the Danish delegation
submitted a proposal for an Article 14a wanlch The

Worlking Party did not manage to dlSCUSS. The proposal reads
as follows:

HArticle 142

.

¥ 5

Notwithstanding the provisions of this Directive a
Member State shell be entitled to retain or introduce
"rules reguiring an insurer, uvnder equivalent conditions
to those for insurers established in that Member State,
to join any pools, guarantee schemes or other similar
schemes designed to afford policy-holders or injured
parties furtaer guarantees that their claims on
insurance by law or under an 1nuurance pollcy can be
met, where the 1nsarer.

(a) covers a risk situated vithin the territory of the
Member State concerned; or

(b) underwrites an insurance policy for 2 policy—holder
resident or established within the territory of
that Member State; or

(c) has undervritten insurance which is compulsory for
the policy-holder under the law of the NMember State
concerned irrespective of whether either or voth of
the parties to the insurance policy is established or
resident cutside the territory of that Member State
and regardless of whether the risk as defined in
Article 2 of this Directive is situated W1th;n the
terrlto y of that Memoer State."

.

(ANNEX 1)
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 fobele 15
Tax treatment

All insurance: contracts Z‘concluded by way of freedom to
provide services_/ ( ) shall be subject solely to the tax
system in force in the Member State where the service is
provided within’ the meaning of Article 2(1)(c).

' Dhe insurance establishment covering the risk shall
collect the indirect taxestand parafiscal charges due in
this connection and shall pay them to that lember State in
‘accordance with the rules leaid dovm by that State. That
Member State may require that the insurance establishment
appoint a Z"correspondent established within 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) [ a tax repreéentative established within its -
territory and jointly end severally responsible for puyment'
of the taxes referred to 1n the prev1ous sentence_/ ( )

50160 P
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The Belgian and French delegations would be in favour of
deleting all rererence to the freedom to provide services and of
inoertlnb the te t thus amenqed into Title IJ of the Directive
as a general provision. _ :

After the idea of a correspondent or tax representative had
been sucgested at the meeting by the Ttalion delesation, the
other delesations gave their initial rezctions subject ©to more
detailed ec..emination. The Danish and German delegaticns were in
favour of the "correspondent", The Belgian, crench Iteliaen and
Luxembourys delegations were in favour of the ”regponfible" tax

.reprcsentative, The Irish, Netherlands and United Kingdom

delegations were not in. a position to ccmment,

The Cormission renresentatives said that if the insurance v
establishment did nct compily with 1ts obligations under the
second poragraph the provisions of Artlcle 10 would apply.

All delercations and the Commission repnresentatives considered
essential to give a reminder in & recital oI the need to
hqrmonlze the systens at present in force in the insurance field.

The Danish deleration felt that in the case of paraflccal lev1os
the system applicable would be that referred to in the
Article 14a vhich it had propoeed

(ARNEX I)

eoe/ooo
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Article 16 (ex Article 15)

Non-member countries

o o oy

‘ The Member States may grant the auuhorlz%tlonfre¢errea to
-in Article 9 to the mgencies and branches, esteblished within

their territories, of undertakings the head offices of which are

situated in non-member countries. Such cuthorization shall be
conditional upon the agreement of The lember State in which

-pervices are provided,

Where the non~member countiry concernéd has concluded an
agy cement with the Community on the tasis of Article 29 of the
first co-ordinating Directive, authorization sha 11 be granted
subject to the conditions 1mnosed ivt Article 9. (] )

ITLE IV
FPINAL PROVISIONS

Article 17 (ex Art 1cle 16)

The Commission and thé competent authorities of the lember

.m0

States shall collaborate closely for the purpose of fécilitating

¢he supervision of direct insurance within the Community angd of
examlnlng any dlelcaltles which might arise in the anpllcatwoq

of this Directive. ( )

. . :
- z ®

H
R

‘(1) New proposal from the Commission departments reflecting an
- approach tc rhich most delegations reacted favourably. The
Belpion snd Derich delersaticns maintained a reservation in

£

connection witn the autvhorization procedure, The French, Italian

end Trisn delecations entered a reservation on the principle,

(2) The United Xingdom delezation sail it would be proposing an

amendment 10 uniS vext SO0 as to mention the bemefits, as well
a8 the supervision riguiresments and difficulties, which could

arise from the Directive,

?Zgggi/?? . 1lds/JF/ém
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Artlcle 18 (ex Article 17)

: / The Cormission shall forverd to the Council regular

reports, the first belng nade [_w1th1n f;ve years of notification
'”of this. Dlrbcilve,“7 ( ) on the development of the market in

1nsurance tranbacted by vey of freedom %o _provide oerv1ces°_7 ( )

oy

, ~f a " Article 19 (ex Article 18) A

Member States shall amend their national provisions 4o
comply with this Directive within [‘eighteen_7'(3) months of
- its notification and shall forthw1th 1n¢orm the Commission thereof,

The provisions thus anended shall be epplied within [“twenty— |
four_/ (3) monihs of notification. '

()

Article 20 (ex Article 19) .

Upon notification of this Directive, Lember States shall
ensure that the textis of the main laws, régulations or edminisftrativ
provisions which they adopt in the field covered by this Directive
are, commmnicated to the Commission. L

PeS
.

( ) It was agreed that when the Directive wes adopued this phrase
o would be replaced by the relevant date
23; Provisional reservetion by the Irish 4@
The Danish, Italizn and Trlsﬂ aeiesats
to be extenced, tae Germon, rre p

Tuxembours deleszticonz tT2e o

s wanted both perieds
r.eh, i.&pierlsnds and

-~ - ' I ~
DET...OJ. CliiVe e

lezation,

Ce
n
e
Sl
T

-

pJC't

- Uniteo Lia~fno deleqziiom tnou the periods were adequate
and was ilr.ily oppesea 1o any ehuension, specially of the

second one, It was agreed, es for Article 18, that the

s periods would be replaced by the relevent dates,

. (*) The Danish delecztion u“ou~nt en Article 19a should be
insertcd, stipu-z2tins that the provisions of the Dlr°Cth°
could not apply re+roaCu1vely -

T

) = . .oe/qoc
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- Article 21 (ex Article 20)

/

This Directive is addressed to the Lember States,

Done at
For the Council
The President

- 8788/2/80 . B 7 1ds/9E/am
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The
naoolicable
law

Art. 10
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Ammex I to the Directive:

1. The luw applicable to & contract by virtue of

Article 5 shall govern / in particulaer 7 (1):
.(a) interpretation,

(v) performance,

.

(¢) within the 1limits of the powers conferred on the
court by its procedural law, the consequences of
breack, including the essescment of demoges '
ingofar as it is governed'py rules of law,

(d) the verious ways of extinguishing obligetions,
and prescription and limitation of actions.

In relation to the mermer of performance ang the
steps to be taken in the event of defective perfornance,
regard shall de had to the law of the country in which
performance takes placee. ' '

A7 T S P A RN 3k N
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(') The Belgien delesation would like this word to be deleted..
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[ The follo71ng mattnrs do no% Fall within the

scope of Article 5_/ (%) | . '

(2) questions 1nvolv1ng the status or legal capacity

/[ (v)

(c)

(a)

(e)

(£)

. of natural perscns, without preaud‘ce te

poragreph 6 of this Anzex,

contractuel obligations rclatlng to wills and succecsion
rights in property erising out of a2 matrimonial reletion-
ship, rights and duties arising out of a family relation-

ghip, parentage, marriege or affinity and maintenance

obligations in respect of children who are not legzuwmate,

otligations arising under bills of exchange,
cheques, promisscry rctes and other negotiable
instruments, / (%)

.
a

arbitration agreements and agreements on the choice
of court,

the creation, by fegistration or otherwise, legeal
capaéity, nternel organization or winding-up of
comparies and other bodies corporate or unincorporate
and the personal liability of officers and members '
as such for the obligzetions of the compeny or body
corporate or unincorporzte, : ' t

. ae

the quesiion whether an agent was able to bind a
principal, or an orgat to bind a company or body
corporete or unincorporate, to a third party,

22) The French Zdelega*ion suggested@ the following emendment:
YThe lew arcolicacie to a2 con*ract by virtues of

3 Article 5 shall not govern®,

(°) The Trench i2lecaticn suggested the addition of these

: gubperag—apes wnickh correspond to Article 1(bv) and (c)

4 of tre private intermational law Convention,

() :rov*s¢onal reservati

vation by the Irish delegation.

‘ ee c/. oo
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(g) the constitution of trusts ond the relstionship
between settlors, trustees end beneficiaries,

(h) evidence end procedure, without prejudice to
peragreph 9 of this Annex,

(i) the exarcine of the rights of third parties.
. ' s | .
3. In the spplication of Article 5 (7) / and without

prejudice to the application of Article 10 and
Article 7;7, effect may be given to the mandatory rutes

Hondatory of the law of any country with which the situation has
%%%%%CJG 7) a significant connection, if and insofar as, under the

lew of that country, those rules must be epplied whai-
ever the la% aépiicable to the contract. In considering
whether to give eifect to these mendatory rules, regard
shall be had to their nature and purpose gnd to the
consequences of their applicastion or ron-application.

Nothing in the preceding subvaragreph shell restrict
the application of the rules of the law of the forum in
& situation where they are mendatory irrespective of the
law otherwise applicable to the contract.

(l) New text proposed by the Cormission reprecentatives,
The Prench 2nd Irish delegations would prefer a provision
of this neture Io ce 1nservea 1n the text ¢ the Directive itsell,

8788/2,/80 C o siaas/ipfen L el
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4. " Fhe exiztonce wad velidity of o contract, or of way
term of m contract, ahall be deterninsd by the law whieh
would be epplicable under Article 5 / (2) end (3) 7 (°)
if the ctontract or term were valid,

‘Material
: 1dity - = . S - )
(ﬁ£E££i£_§) Ravertheloss & party mey rely upon ths law of the country
in whicz he has hix habitual residwace to egtablich that he
did not conmsant iL itf&ppearﬂ from the circumgtsnces that
it would not be rgaercnablz to detsrmine the offect of his
copduct in acccrismce with tha law spoecifiod in the precoding
' paragrapn. '
5. (&) A contract concluied by persons who fre in the some
country is formelly valid if it satisfiss the formal
‘ roquirementsa of the lezw which goverms it under Article 5 /7(3)
%%§%§%t and (51;7 or of the law of the countiry where it is entegéd
Jxticle 9) into. This parsgraph spplies if the persong in the ssme -

countrﬁ ars the parties to the contreact themselves or
“their agents.’

‘ (b)Y A contract concluded detween perscns in diffafent countries
. is fornally wvalid if it satisfies ithe formal requirements
of the law whick Joverms it under Article 5./ (3) and {5

of thé law of one of those countries. t

) 4

J/ or

(¢) sn sct intended to tave legal effact relating to_ah
“existing or contemplated contract i3 forwmally valid if
it satisfien the formsl requirements of the law which
under Article 5/ (3) and (5)_/ goverms or would govern the
contract or o? the law of the country where the act was
. dons,

(3

) Keservation by the Tanish delegation.

te) e
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Incepneity
(Article 11)

Voluntery
X'Bu LA »m

(Axrticle 12)

Subrogntion
(Article 13)

6o

e w

iIn a ecmtract entered into botwera percons vihs
are in the come countsry, ©o antursl poércon who would
have ccpacity wmder the law of thet covatsry ra
invoke his incspecity recwlting from cnothor lowy
egningt tho other porty %o the contract vbo, in good
feith md witkeut neogligence, contracted w1thont
cnapeciin” hig lack of capaclty.

The rutual obligzations of aseigpor end anmigﬁee

“wmder & voluntary nseigrment of a right eball be
- governcd by tho low which wader Articlae 5(3) and (5)

epplics $o 4he controct betwoea theme (7))

The lew govc “nixy the right to which the
cosignment relates shall determine its masigoability,
the relaotionship vetwoen the agsignee mnd the debtor,
the condiiions wmder which tho sesigrmient cea by
invoked egainst tho dobtor aund eny question whothew

© the debtor's obligntions have bsem discharged.

Vhere a person ("the creditor®) has a contracsual
claim, upon another (“"the dobtor"), =i = third acn
hes a duty to patisly tle credltor. or has in fact
satisfiod the creditor in discharge of that duty, <k
law which goverms the third persons's duty %o satis?
the creditor shall detormine whether the third pe
ig entitled to exercise against the debtor the r
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whick the creditor had against the debtor under ike
law governing their relationship and, if so, whether
ke may do so in full or only to a limited extemt.
. .. !
The same rule appliaa where several persons &re
subject to the sanme coniractual clain and ore of thex:
haa petistied ‘the creditor.

(6) Clashes with Article 21 of the . first Directive on non-life

insurance - see 4592/80 SURE 2.

8788/2/80
(ANNEX TI1)
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. 4 S. .The law governing the coatruct tmder Article 5(3)
Furden of end (5) shell apply to the extent that it contains, in

the lew of ecntreet, rulos which rodse pregumpitions
(Article 14)

of law or deterzunz the burden of proof,

in cet intended to have legszl effect may ba
proved by cay mode of proc¥ recoghized by the law
" of the forum or by exy of ¢he lews voferred to in
poragroph 5 of this Annex under which that act is
_ form#lly valid,lprcvided that guch mode of proof can:
be aedminigtered by the forum. ’

10. The applicetion of the law of may country
Exclvaion gpecified by this Directiive means the application

T i
o1 Henvol

. of.the rules of lawr in force in thet country other
(Article 15) )

then its rules of private internotional law.

8788/2,/80 S 1ds/JF/sb B
(ANNEX 11) : » - '




ARNEX IIT

mex IT to the Directive:

Ye Special oneratiﬁg account by country (1)
Ao Premivms: 1o unearned premiuvm reserve
" (at 1 Jenuary)
2. written premiuws for the year

3¢ unecarned premium reserve
(at 31 December)

4o eoxned premium total

Be Claims : 1. rescrve for claims outstanding
(at 1 January)

2, claims paid during the year

3. reserve for claims outstanding
(at 31 December)

4o claims total for the year
C. Commission paid
Do Management expenses
E. Other overheads

" P, Profit or loss

II. Special operatine account by class of insurance (1)

(A to F: as above)

( ) See footnote to Article 13 on page 22a of the text of the
Directive.

8788,/2/80 . '1dé/;F/sb
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TELEX TO:- _
STAATSSKRETAER HORST SCHULMANN
SUNDE S=mINI'STERIUM DER FINANZEN

M JEAN- Y\/‘a HABERER
DIRECTERU-GENERAL TRESOR
DARIS

MR 3ERYL :DRINK:L :
UNDER-SE CRE TARY DESIGNATE FOR mONETARY AF'FAIRS
US TREASURY, vAaHINuTON

-MR TAKEH] RO SAGANM]
"VICE wmINISTER
MINISTRY OF FINANCE, TOYKO

MR MATTHOFFER HAS KINDLY MADE A CHANGE IN HIS ARRANGEMENTS WHICH
PERMITS US ‘'TO HOLD-JHE G5 MEETING ‘AT 1500 ON SUNDAY 12 APRIL AT
11 DOWNING STREET, LONDON, WITH DINNER AT ABOUT 1930.  OUR )
INFORMATION IS NOw THAT THIS DATE 1S ACCEPTABLE TO ALL. "COULD I
PLEASE ASK YOU TO NOTIFY YOUR MINISTER AND CENTRAL BANK GO\FRNOR
ACCORDINGLYe. . . ; g

IT MAY SE USEFUL IF | RECORD BELOW THE AGENDA iTEMS FOR THE G5 ON -

WHICH WE AGREED ON 19 FE2RUARY. | EXPECT SIR GEOFFREY HOWE WwILL
HOWEVER SEND A DEFINITIVE _AGENDA NEARER THE TIME OF THE MEETING.
- THIS GIVES US THE OPPORTUNITY TO ADD TO THE LIST IN THE LIGHT OF
DEVELOPIMENTS [N THE NEXT 6 WEEKS OR S0.- IF YOU WISH DURING THAT
TIME TO SROPOSE ADDITIONS TO OUR 19 FEBRUARY LIST, PLEASE LET
vE KNOW. . ) .
Te IMF BORROWING, INCLUDING IN PARTICULAR THE SUGGESTED
SHORT TERP LOANS 2Y OECD COUNTRIES TOTALLING 1 BlLLl ON-
SDR'S: AF\D THE QUESTION OF MARKET BORROWING:

ny

. SAUDI IMF QUOTA:
. IN AND THE DLO.

(7]

L. SDR ALLOCAT!ON IN NEXT PERIOD.

5. WORLD BANK. D():HTION ON DA VI AND EXPIRY OF 'SRIDGING'

ARRANGEMENTS AT 31 MARCH 1330:
6. ENERGY AFFILIATE: :
7.  ®ONETARY POLICY: . INTEREST RATES AND EXCHANGE - RATES.

r
n ) . . 3

Al

KIND REGARDS
KEN COHZENS -

HM TREASURY . 7% - . * 5
LONDON  + ~ . ’
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cc Sir Douglas VWass

i , 0 ” . - Vir Barratt
: : ’ 45 Jir Hancoc
- ' . Virs Hed)€y Miller

. - r 1= le
2y Bborne~ - Mr Mountfield

CHLWCETIOR o Mr St Clair

: ? ) s Mr Anson - UKTSD

G5 DEPUTIES MEETING: 19 FEBRUARY
Your kindness in alloﬁing us to use HNumber llrfer this meeting was
- appreciated by all the participants. I need not bother you with the
full record, but you may like to know the salient conclusions. They
vere largely related to the policies of the new US Administration.

2 IMF Borrowing. The IMF may now be able to borrow up to 4bn EDRs
from the Saudis at market rates in 1981 and again in 1982, with the
possibility of something similar in 1983. 'This may be medium term
money, perhaps with maturities up to 7 years. One Saudi condition
will be OECD participation. It is expected that this would be
satisfied by arranging say i_bn SDRs of short term loans from
governmentsor central banks at market rates. The Saudis seem to want
OECD participation in order to safeguard their lending, rather than to
match it as to amount or terms. They do not wish to be singled out as
lenders and after the freezing of'Iranian assets they may see some
extra protection, irrationally or otherw1se, 1n having OECD company in
this IIMF borrowing operation. . ° 4’ : -

-

3. The problem is that the Amerlcans are saylng they have no legal
powers to participate in this short term 1endlng to the IMF. The rest
of us are ready to make some contrlbutlon.4 It seems wrong that the
Anericans should stand aside from an operatlon of this sort and we
pressed them to think again. This is likely to come up at the G5
meeting on Apfil 12. |

B. Baudi Special Quota Tncrease. The Japanese are now ready to concede
a spe01al quota increase.to the Saudis outside the Bth Quota Review,
notwithstanding their own complaints about the 1nadeguate Japanese qQuota.

v
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ere was tbereforé gereral agreeméﬁt that the Saudis should be
given g:quofa increase to at least 3%, which is what they need to
giﬁe them 2 permanéent right to elect their own Executive Director,
wbether they are a major creditor of the Fund or not. The Saudis
are asking for a quota of 2124 SDRs and there has been a suggestwon
of 1917 SDRs from the IMF staff. But the Italians have a quota of
1860 SDBs and do not want the Saudis to Jump over them. A Baudi
guota of 1850 or 1860 SDRs would be enough to give them their *%.
It was agreed to meke an attempt to avoid giving the Saudis more
than 1860 but I guess they will not accept that. 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.

o SDR Allocation. Sprinkei opposed anj new SDR allocation, on the
ground that there was no shortage whatever of international liquidity
and an allocation would simply'postponé necessary adjustment by LDCs.
The conclusion reached was thé% if the Americans were prepared to
take the lead in saying no to any-aliocation, the rest of us would

be prepared to support them. However, it will certainly be necessary
to establish at the G5 that all 5 countries really are prepared to
stand firmly on this position. I fear -the French may try to have it
both ways by saying they support the Améfican'opposition to & general
allocation but would favour a 1imited-ong_béamed'on the LDCs. -

-

6. IDA VI and World Bank General Capital Increase. The Americans
are re-arranging their proposed budgetary‘éppropriations for IDA VI

. by sharply reducing the’ figure for 1981 and sharply 1ncrea51ng the
figure for 1983, without however alterlng their commltment to =
total of $3.24 billion. KNobody yet knows what this change in
appropriations will do to actual disbursements to IDA. It might have

very little effect, but we cannot be sure. DiSbursements of course

interest us much more than appropriations.
7. Similarly, the Americans propose to spfead_théir contributions of
paid-in capital to the General Capital Increase evenly over the

6 years 1982-87, instead of front 1oad1ng them as the Carter .

Admlnlstratlon had proposed g is : . : : '
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B There was general agrecenent that the Vorlé Bank would have to "
scal~ dovn its ideas substentially from  the levels envisaged by

Mr Ticiamara. There was aléo agréement zmong the mon-American 4 that
we should make no further bridging contributions to IDA VI beyond the
end of lMarch. The Germans would see this as msintaining some pressure
on Congress to approve the Adiinistration's revised proposals. Ve
would see it as signalling the need for caution to the World Bank,
though in fact 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 to IDA VI.

o Fnergy Affiliate. The Americans have already issued a statement

in the Board of the World Bank saying they cannot now support or
contribute to an Energy Affiliate. They make it clear however that

they are not necéssarily Tuling out the idea for all time. Sprinkel

in fact argued that a large energy programme by the World Bank was mnot
necessary and that the"privéte sector (ie the o0il companies) had ample
access to funds. From the European side there was argument that thére
were opportunities for energy investments in the IDCs which, because
they were small or might be regarded by the o0il companies as polltlcally
'1nsecure, could usefully be taken up by the World Bank.

10. I made the p01nt that an Energy Affiliate without the United States
could hardly have much future as a market borrower. I also put it to
Sprinkei that while the UK would:fully understand the American yiew on
the SR allocation and on ‘the Energy Affiliate, if the US proposed to
take a negative line on both of these it would be highly desirable that
they should balance that both by gettlng the scaled down IDA VI
contribution speedlly through Congress Af they’ could and by
participating in the (costless) short term loan operation for the IMF

11. The Energy Affiliate quesfion 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 allocatlon is quite right and on the Energy Affiliate is very
understandable and poss1b1y of some value to us 1n publlc expenditure
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t_ _ms. We can also have entire sympathy with the desire they heave
so far indicated to avoid "irrelevancies" like the global
ﬂégotiatioﬁsa and some of the rather aid oriented activities of
the IMF. But all this makes it the more ﬁecessaiy'to play down the
aid component of the Ottawa Summit and to neutralise the proposed
Mexico Summit. There is nothing new of.any conséquence in prospect
for the LDCs, except perhaps more IMF lending.
12. .Interest Rates and Monetary Pblicy.- We had a long discussion
about this, mainly between Schulmann and Sprinkel. Schulmann

sought to persuade Sprinkel to approach policy in a more eclectic znd
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 he 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
from this and other conversations that he attached much more
importance to the impact of recession on inflétiqn and interest
rates than to the'impact of the pﬁblic deficit. Helwas'remarkably
frank in conceding that that deficit might rise. But of course

the absolute levels of both public expendlture and of the publlc
deficit relative to GNP are a good deal lower in the United States

- than they are in Weétern Europe. Hans Matth8fer has'aifeady.given
notice that he will want to raise the toplc of US 1nterest rates

*_

and monetary policy at the G5.

13. G5 on 12 April. As you know, ‘Sunday 12 pril ‘has now been
agreed, after enormous difficulty, as the date for the G5 1n‘.7'
London. I have already circulated a first shot at an. agenda but
invited comments nearer the time of the meeting. Perhaps I may
ésk‘you to circulate a definitive agendaa couple of weeks before
12 April. '

14. The Germans seem anxious to arrange a meetlng between
Messrs. Matthdfer, Honory and yourself in the margins of the next
ECOFIN to discuss a common line. at the G5., Thls.may prove'dlfflcult.
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In esny event, it may not, much sult us. The aim could be to prevent
vs aHTEElDE too much with the Amerlcans, though it could also

relate to a common line on Japanese exports.

Ve
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"EUxUPEAN COMMUNITIES Brussels, 25 February 1981 (04.03) ;ng
THE COUNCIL 5094/81
RESTREINT
SURE 8
COVER NOTE

t0: Note from the ILuxembourg delegation

No. prev, doce, 8788/2/80 No. Cion doce R/95/76 (ES 3)
REV 2 SURE 13 (coM(75) 516 final +
fin, 2 (f,d,e))

R/467/78 (ES17.
R AX TR

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 dewn

provisions to facilitate the effective exercise of freedom %o
provide services

- statement of the Iuxembourg delegation®s position '

The Iuxembourg delegation has sent the General Secretariat of the

Grand Duchy of Luxembourg,

5094,/81 SURE 8 gj/AH/mes E
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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),
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 Yo provide
services (1338/61 (ES 24) Amnex II pe. 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 country. Failure to adopt special
provisions under the Directive will remove the majority of insurance
business on Luxembourg®s territory from the control both of its
supervisory authorities and of its tax authorities.

ooo/ooo
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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, apply only {to insurance covering
what it has been agreed to term “large risks,

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, etc,), which even appeared in various
documentse 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, 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 ILuxembourg 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
LIuxembourg and all bulk-business risks are coverable as services
business (see the diagram on page 7). '

5094/81 1lby/AH/ jb E
(ANNEX)
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o Distortion of competition

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

(a) Distortion owing to geographical situation

While in theory freedom to provide services will enable
Luxembourg insurers to operate in the foreign areas on their
borders on the same terms as their foreign competitors on the
Luxembourg market, 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.

(b) Distortion owing to investment of technical reserves

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, which make up nearly 50%
of the market (a far higher percentage then comparable figures
for other Community lember States), do not simply repatriate
assets to their own countries, the 1973 Establishment
Directive already incorporates special provisions in this
respect for such insurers' investments (Article 15(2),
2nd subparagraph).

coe/o00
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If nearly 50% of investment by Luxembourg-based insurers
is 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® 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 ILuxembourg,.

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.

(¢) Distortion regarding general conditions and premium rates

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

cos/00e
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(a)

If, as provided in the draft Directive, prior approval of
general conditions and premium rates is no longer to be possible,
at least for services business, the authorities who are bound to
protect Luxembourg policy-holders will no longer be able to do
S0

To take an extreme case, 1t is even conceivable that
Iuxembourg-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 Jjust
across the border,

Figcal distortion

WWhile the problem of failure to pay taxes and similar
charges levied on insurance policies underwritten as services
business applies to all Member States, the loss of tax revenue
from evasion is marginal in relation to the total revenue from
this source in the large countries.

As previously pointed out however, services business will
have a considerably greater impact in ILuxembourg and the tax
evasion risk will perforce be that much greater.

coo/o-o
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Conclusions:

Although the Iuxembourg 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),

EIT
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EUROPEAN COMMUNITIES Brussels, 3 March 1981

THE COUNCIL Jelesiees
seegfer T
....... %Hnuénﬁﬁégé%iﬁfnﬂnn'
SURE 9 =
NOTE
from : Permanent Representation of Denmark
dated: 2 March 1981
o ¢ Permanent Representatives Committee
No. preve docCe No. Cion prop. R/95/76 (ES 3)
788/2/80 REV 2 SURE 13 (COM(75) 516 final

+ fine 2 (f,d,e))

R/467/78 (ES 17)
(ComM(78) 63 final)

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
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 Directives

5229/81 SURQ 9 erd/H/mec E,



ANNEX

NOTE FROM THE DANISIH DELEGATION

Te 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 lMember States of the
Community in the field of contract law. This harmonization
included insurance contracts concerning risks situated
outside the Community, whereas insurance contracts
concerning risks situated within the Community were excluded
since 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 Iirective on non=life insurance.

2e 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. ‘

ooe/ooo
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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,

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 or in practice., The Danish
delegation refers to the detailed arguments given in the
documents of the Council Working Party, and to the Danish
delegation's overall position as stated in
5400/79 SURE 7, page T and 8500/79 SURE 15, Annex II, while
pointing out that the views contained therein have never
been examined 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, This reservation is given in
9193/79 SURE 18 and has been repeated at Permanent
Representatives Committee level (sec 10020/80 CRS/CRP 34
SURE 17 EXT 1)+

3e For any harmonization of the private international
law of the llember Staltes concerning insurance contracts
%o be regarded as savisfactory, the Danish delegation
thinks it necessary that in particular the following
basic conditions should be met,.

(a) The rules drawn up must have a clearly defined scope.

-oo/oov
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4.

5229,/81
( ANNEX )

(v)

(c)

(a)

(e)

(£)

(g)

- Y -

The rules must reflect genuine harmonization.

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

As regards consumer insurance, the rules must take
adequate account of the need to protect consumers.

As regards industrial and commercial insurance, the
perties must be given a reasonable degree of freedom
in the choice of law,

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

The rules drawn up may only diverge from the principles
on which the Convention of 19 June 1980 on the choice

~ of law is based if there is a valid reason for so doing.

The Danish delegation thinks that the provisions on

the choice of law contained in the proposal for a second
Directive (Articles 5 and 6 and Annex I) do not comply
with the conditions set out in point 2.

s wad bon
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The following examples may be givens

Re (a): Taking Article 5 in conjunction with Article 1, it is
not clear whether the provisions also epply to insurance
activities not covered by the first Directive on non=~life
insurance. [Por example, the first Directive on non~life
insurance does not cover insurance activities carried out
by an insurance company established outside the Community
and which has neither a subsidiary nor an agency within
the Community. 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 wycertainty arises regarding forms of insurance
activity and classes of insurance not covered by the
first Directive.

Re (b): Article 5(1) provides that if the policy-holder has
his habitual residence or central administration within
the territory of the lember States in which the risk is
situeted, it is the intermational privete law rules of
that Stete which determine the law governing the insurancc
contract,

wwaf wws
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Re (c):

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.

The whole structure of Articles 5 and 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 bve pointed out in this commection that the
Danish delegation thinks it of paramount importance

to ensure that Danish law on marketing, and on the

- special treatment by an arbitration board of

5229/81
( ANNEX)

compléints from consumers and others, can be
applied to insurance policles marketed in Denmark,
regardless of where the risk is situated. |
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Re (d):

Re (e):

5229/81
( ANNEX)
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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.

There should be a more detailed examination of
whether the rules take sufficient account of the
need of the larger commercial operators to be able
to conclude agreements on the choice of law,

For example, the rules prevent commercial
operators from concluding agreements on the
application of the law of the country of origin
of the insurance company, and prevent the
conclusion of agreemcnts on the application of
the law of a third country in the case of product
liability insurance and credit or fidelity insurance.

erd/Hl/eh E



Re Ef): the Danish delegation's opinion, these questions
g) have not ween fully discussed by the Working Party.

With more particular reference to the choice
of law in the case of compulsory insurance, 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 beiﬁg applied,

De Drawing up rules which are acceptable and can be applied
in practice requires a further full examination of all the
problems, In view of the specific and difficult nature of
the subject, the Danish delegation would prefer to entrust
a Working Party coasisting of experits in private intermational
law with the task of preparing a set of appropriéte rules on ‘
the choice of law, Otherwise, the Danish delegation would
stress that it is extremely sceptical as to the possibility'
of aéhieving a satisfactory resulf,

6o - If in ordex to adopt the second Directive on non~life
insurance 1t were necesgsary to wait for a further examination
of Articles 5 and 6 of the propbéél‘ﬁo be completed,
adoption of the Directive would be considerably delayeds
In order to avolid 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 separate Directive
(see 5400/79 SURE 7 Do 7 and Working Document No 1 of
13 July 1979)

. B ‘ . c‘o/o-e -
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proposal so that the drawing up of

-

The Danish delegation would like to repeat this
t

he
Ll

e necessary superVisory
provisions is not impeded or delayed by the problems arising
in respect of rules on the cnoice of law, This is a
procedure which the Council has followed in the pasﬁ when

it has become clecar that a specific problem threatened to
impede or delay the adoption of a Directive on which
agreement had otherwise been reached, This was done in %he
case of the third Council Directive of 9 October 1978
concerning mergers of public limited liability companies
(see 0J No L 295, 20,1041978, pe 36), when the Council
decided to postpone the solution of 1roblems involved in
the scission of public limited liability companies and

deal with them in a separate Directive,

If this procedure is adopted, there should, as in the
case of the third company Directive, be a statement.in the
Council minutes that examination of Tthe problems involved
in the choice of law and the law applicable will be continued .
{see R/2260/78 (ES 104) Annex II, point 17).

In conclusion, the Danish delegation therefore proposes

that the Council should decide that:

(a) Articles 5 and 6 end Annex I should be taken out of

the proposal for a Directive and included in a separate
Directive,

(b) the following statement should be included in the

minutes of ‘the Council meeting at which the second
Directive on non-life insurance is adopted:

".Ct/ﬁt‘-
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"The Council and ®.c Comm*ss¢on state that +the
Commission's original proposal will continue
to be examined as far as the rules on the law
applicable are concerned.", :
(¢) that a Working Party should embarl as soon as possible on
an examination of a proposal for a Directive on the law
applicable to insurance contracts,

(&) that this Working Party should give priority to
examination of the proposal for a Directive on insurance
contracts,

(e) the Working Party should consist of experts in private
international law, '

5229/81 erd,/IM/ef D
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IEGAL OPINION

Subject: Froposal for a second Council Directive on the

co=ordination of laws, regulations and administrative
rrovisions relating to direct insurance other than
life assurance and laying down provisions to

facilitate the effective exercise of freedom to
prcvide services

- pssibility of limiting the effective exercise

of freedom to provide services to the business
of the head oiffice ‘

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 an gpinion on the following cquestion:

Can the¢ 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 the
business carried out by its agencies and brahches)?

This note sets out to reply to this guestion,

1e The restriction of the effective exercise of freedom to

provide services to the head office of undertakings or the
extension of such exercise to their agencies and branches is
reflected in the text of the Directive by the inclusion of such

agencies and branches in, or their omission from, the
definitions in Article 2,

; » : coo/oc.
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At the present stage of the proceedings (1) this Article

is worced as Tfollows:

Te

"Article 2

For the purposes of this Directive:

(a) "first co-ordinating Directive"

means the first Council Directive referred to in
Article 1(a):

(b) "undertaking"

means any uncertaking which has received official
authorization under Article 6(2)(a) [ or (b)_/ of that
Directive;

(C) coens"

The deletion of the reference to Article 6(2)(b) would
serve to make the Directive applicable only to business
carried out by the head office (2).

( ) Unless otherwise siated, references are to the proposal

(%)

as worded in 8788/2/80 REV 2 of 13 October 1980

The first Directive referred to is the Council Directive of
24 July 1973 on the co-ordination of laws, regulations and
administrative provisions relating to the taking-up and
pursult of the busgsiness of direct insurance other than life
assurance (0J No L 228 of 16.8.1973).

" One of the aims of this co-ordination was to make the

taklng-up of the business of direct insurance on the
territory of a Member State subject to an official
authorization,.

Under Article 6(2) of this Directive this authorlzatlon must
be sought by

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

(b)) any undertaking whose head office is situated in another
Member State and which opens a branch or agency in the
territory of the Member State in question. y

e o489
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The inclusion of this reference would mean that the
provisions in question were %9 arely beth te business
carried out by the head office and to that carried out
by agencies and branches, which are bodies deriving
from the head office without being legally separate from it.

Crnerations concorning the provision of services

themselves are o =

the provisions in Title IIX
of the proposal fer a Tirective (friicles § to 16).

The purpose ¢f Title III of the proposal is to
introduce inte lLiember States® legisliation a set of

provisions designed to faeilitatbte the effective exercise
of freedeom 192 rvrovide services by cowcrdinoating the laws
relating to the pursuit of self-employed activities.,

This cowordination is based on Article 57(2) of the

BEC Treaby, which is wmade appliceble to freedonm to
crvices by Lriicle €6 of that Treaty. These

are two of the Articles cited as the legal justification

for the proposal for a second Directive,

5343/81 nip/AH/mf B
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Under Article 57(2) the Council is required, before
the end of the transitional period, to issue directives
for the co=ordination of the provisions laid down by
law, regulation or administrative action in iL.ember States
concerning the taking up and pursuit of activities as
selfwemployed persons, It will be remembered that, in its
Judgment delivered on 3 December 1974 in case 33/74 (1),
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 scek to
abolish any discrimination against a person providing a
service by reason of his nationality, made it clear that it
was still the object (that is, even after the end of the
transitional period) of the direotives based on Article 57(2).

",eo to resolve the specific 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 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 services by the head office of
the undertaking only.

At the meetings of the ad hoc Working Party of
Counsellors, the following arguments were put forward in
support of an affirmative reply to this question:

( ) Van Binsbergen v Bedrijfsvereniging 1ezaalawgverheld

Reports 1974, p. 1299

c»u/-oo
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(a) the obligation to abolish restrictions on freedom to provide
services within the Community is laid dovm in the first
paragraph of Article 59 of the Treaty only in respect of
nationals of lMember States who are established in a State of
the Community 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 restrictions concerning
natural persons ("nationals"), 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 adopted by the Council on the basis of
Article 57(2) could legitimately be limited to facilitating
the effective exercise of freedom to provide services only
in respect of the business of the head office of the
undertaking, with a view for instance to avoiding distortions
of competition and ensuxring effective protection for consumers
(policyhclders).

(2) Pursuant to the first paragraph of Article 58 of the Treaty,
companies or firms formed in accordance with the law of a
lMember State and having their registercd office, central
administration or principal place of business within the
Community are, for the purposes of the chapter relating to
the right of establishment, to be treated in the same way
as netural persons who are nationals of lember Statess

Moreover, according to Article 66 of the Treaty this provision
applies to the matters covered by the chapter of the T“eaty
relating to services,

Thus the'[word_o tnationals of Member States" in the first
paragraph of Article 59 cover without distinction both
natural/ persons and the companies and firms defined in
Article 58 of the Treaty. ; .../...
5343/81 o hip/AR pm E-
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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. Accoxriling 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 (mnatural 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 operatians 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 argument
for excluding the business of agencies and branches from the
abolition of restrictions on the freedom 40 provide services,

(b) The agruments put forward as justification for restricting
fréedom to provide s3rvices to operatiohs carried out by
the head office of the undertaking consist in allowing that
the Council may, acting on the basis of Article 5TE2Y,
pursue objectives additional to those covered by the ones
in that Article: while the purpose set forth in this
Article is to "facilitate the taking up and pursuit of
activities as self-employed persons", the additional

. Objectives would be to prevent distortions of competition
and 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

W) see mitle I, 07 No 2, 15.1.1962, p. 32

(2) Judgement Van Binsbergen, Reports 1974, DPe 1294  cos/es
5343/81 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 professional rules of conduct in
force in that State".

In principle there is certainly no denying the Council's
right to take account 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 counter 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,
undér 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 Member States waich prohibited the
business of agencies and branches - established in the
other Member States % in exercise of the freedom to provide
sexrvices, while authorizing business carried .out within
their territory by agencies and branches having their

(1) In 2 statement in the minutes of the meeting at which it
adopted the General programme for the abolition of rest--
rictions on freedom to provide services, the Council
recognized the need %o safeguard the interests of policy
holders and third party beneficiaries (1338/61, pe 3).

As stated above, the latter cover without distinection,
within the meaning of the Treaty, both natural persons and
the compenies or firms defined in Article 58 of the Tre7ty.
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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 same conditions
as it imposed on its own naticnals, '

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
"gpecific requirements" 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 grounds for taking the second factor into
consideration,

In the present case the Council Legal Service does not
consider, at the present stage of the proceedings, that
objective grounds 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,

M

See Judgment of 184141979 in Joined Cases 110 and 111/78
(Ministére Public and others v Van Wesemael (Reports 1979,
P« 35); paragraph 28 of the grounds of this judgment reads
as follows:

"taking into account the particular nature of certain services
to be provided, such as the placing of entertainers in
employment, specific requirements impcsed on persons
providing services cannot be considered inccmpatible with the
Treaty where they have as their purpose the applicatiocn of
professional 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 lMember State in which he is established,"

.oo/ooo
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(1iii) the abolition of distortions of competition falls
within the objectives of the Treaty in the same way as
the abolition of obstacles to the freedom to provide
services (see Article 3(c) and (f)). The Institutions
of the Communities, like the ilember States, are
recuired to ensure that their activities include the
pursuit of these objectives., In the case in point the
provicions to be adopted by the Council must take into
account the need to reconcile the two objectives in
Article 3(c) and (f) of the Treaty without one
necessarily being sacrificed to the other (1).

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

4N In conclusion, the Council Legal Service does not
consider at the present stage of the examination of this
matter that there can be any objective grounds for justifying
the limitation of freedom to provide services to business
carried out by the head office, when the effect of such
limitation would be to exclude from the Directive = which,
broadly speaking, is to be adopted for the whole

Community = business performed in exercise of the freedom

to provide services by agencies and branches,

Accordingly, the Directive in question could not
validly exclude the business of agencies and branches from
lfreedom to provide services,

(1) see judgment of the Court of 21.2,1973 in case 6/72
(Buropefiballage et Continental Can v Commission,
Reports 1973, p. 215 and in particular pp, 245-246).
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COMMUNAUTES EUROPEENNES Bruxelles, le 10 mars 1981 " J’r
IE CONSEIL
5343/81
RES TREINT
JUR 57
SURE 11

AVIS JURIDIQUE
",

Objet : Proposition de deuxiéme directive du Conseil portant coordi-
nation des dispositions législatives, réglementaires et ad-
ministratives concernant l'assurance directe autre que l'as-
surance sur la vie et fixant les dispositions destindes &

fgciliter l'exercice effectif de la libre prestation de ser=-
vices

— possibilités de limiter l'exercice effectif de la libre
prestation de services aux opérations du siege social

Lors des réunions du Groupe ad hoc des conseillers en date des ’

20 et 24 février 1981, un avis du Service juridique du Conseil a été
demandé sur la question suivante :

Les dispositions de la directive peuvent-—elles se limiter a |
faciliteér l'exercice effectif de la libre prestation de ser=-

vices pour les seules opérations du sieége social de l'entre~

prise (& 1l'exclusion des opérations des agences et succursales

de celle=ci) ?

La présente note a pour objet de répondre & cette question.

1o La limitation de l'exercice effectif de la libre prestation
de services au sidge social des entreprises ou l'extension d'un
tel exercice aux agences et succursales de celles—ci se refle-
tent dans le texte de la directive par l'inclusion ou l'omission
de telles agences ou succursales dans les définitions figurant &
l'article 2. . " vee/ves
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A 1'état actuel des travaux (1), cet article est ainsi
rédigé

fArticle 2

1 Au sens de cette directive, il faut comprendre par :

a) premiére directive de coordination

la premiere directive du Conseil visée & l'article ler sous
2).

b)- entreprise

“

Toute entreprise ayant regu l'agrément administratif confor-

mément & l'article 6 paragraphe 2 sous a) /ou b)/ de cette
directive.

) sunan’

La suppression de la référence au b) de l'article 6 paragra—
phe 2 aurait pour effet de ne rendre applicables les dispositions
de la directive qu'aux opérations du sigge social (2).

IPRY S,

(1) Sauf indication contraire, les références sont faites au texte de la

(2)

proposition tel qu'il est repris au doc. 8788/2/80 Rév. 2 du 13
octobre 1980

La "premiere directive" & laguelle il est fait allusion est la direc-
tive du Conseil du 24 juillet 1973 portant coordination des disposi-
tions législatives, réglementaires et administratives concernant
l'acceés a l'activité de l'assurance directe autre que l'assurance

sur la vie et son exercice (J.0. n® L 228 du 16.8.1973). ,
Cette coordination a notamment pour objet de soumettre & un agrement
administratif l'acces & l'activité de l'assurance directe sur le
territoire d'un Etat membre. )

Aux termes de l'article 6 par. 2 &e cette directive, cet agrément
doit €tre sollicité par .

a) l'entreprise qui fixe son siége social sur le territoire de cet
Etat; ,

b) l'entreprise dont le siége social se trouve dans un autre Etat
membre et qui ouvre une succursale ou wne agence sur le territoire
de 1'Etat membre intéressé.
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L'inclusion de cette référence entrainerait l'appli-
cation des dispositions en question tant aux opérations du
siege social qu'a celles des agences et succursales, qui
sont constituées par des entités émanant du siége sans en
8tre juridiquement distinctes.

S'agissant d'opérations effectuées en prestation de
services, elles sont destindes & &tre couvertes par les

~dispositions reprises au Titre III de la proposition de

directive (art. 9 & 16).

Le Titre III de la proposition indiquée ci-dessus a
pour objet d'introduire, dans la législation des Etats mem=-
bres, un ensemble de dispositions destinées & faciliter
l'exercice effectif de la libre prestation ‘de services par
la coordination des législations relatives & l'exercice des
activités non salariées.

Cette coordination s'effectue sur la base de l'arti-
cle 57 paragraphe 2 du traité CEE, qui est rendu applicable
4 la libre prestation de services par l'article 66 du méme
traité. Ces deux articles figurent parmi ceux qui sont

‘retenus en tant que fondement juridique de la proposition

de deuxiéme directive.

vuafnas
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Aux termes de l'article 57 paragraphe 2, le Conseil est
tenu d'arréter, avent l'expiration de la période de transition,
les directives visant & la coordination des dispositions légis-
latives, réglementairés et administratives des Etets membres
concernant l'acces aux activités non salariées etll'exercice
de celles=ci, On rappellera que, dans son arrét rendu le 3.12.
1974 dans l'affaire 33/74 (1), la Cour, en reconnaissant un ‘
effet direct aux articles 59, alinéa “er et 60, alinéa 3 du
traité CEE dans la mesure ol ils visent & 1'élimination de
toutes discriminations & l'encontre du prestataire en raison
de sa nationalité, a précisé qu'il appartient encore (c'est-a-

"dire méme aprés l'expiration de la période de transition) aux
directives fondées sur l'article 57 par. 2.
"eeeo de résoudre les problémes spécifiques résultant de
la circonstance qu'a défaut d'établissement permanent,
- le prestataire pourrait ne pas €tre pleinement soumis
aux regles ﬁrofessionnelles en vigueur dans 1'Etat ol
la prestation est exécut&.”

Le Conseil disvosant encore & 1l'heure actuelle d'une com-
pétence pour arréter des dispositions en vue de résoudre ces
problémes spécifiques, la question soulevée par le Groupe re-
vient & savoir si ces dispositions peuvent se limiter & une
solution partielle de ces problémes, & savoir ceux qui résul-
tent des prestations de services effectuées uniquement par le
siége social de l'entreprise.

3e Lors des réunions du Groupe ad hoc des conseillers, les
arguments suivants ont été avancés & l'appui d'une réponse af-
firmative & cette question :

cod/vns

(1) Van Binsbergen c/Bedrijfsvereniging Metaalnijverheid,
Recueil 1974, p. 1299
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a) l'obligation de supprimer les restrictions & la libre pres=
tation de services & l'intérieur de la Communauté n'est
prévue par le texte de l'article 59 alinéa vpremier du traité
qu'a l'égard des ressortissants des Etats membres établis
dans un pays de la Communauté autre que celui éu destina-—
taire de la prestation. ILa portée d'une telle obligation

.étant donc limitée & la suppression des restrictions con-
cernant les personnes physiques ("ressortissants"), le
Conseil serait libre de procéder & une suppression par

- étapes des restrictions concermant les personnes morales et
d'exclure ainsi dans un premier temps de cette suppression
les restrictions concernant les opérations des agences et
succursales.

b) les dispositions arrttdes par le Conseil sur la base de l'ar-
ticle 57 paragraphe 2 pourraient valablement se limiter a
faciliter l'exercice effectif de la libre prestation de
services pour les seules opérations du siéege social de 1l'en=-
treprise en vue notamment d‘'éviter des distorsions de con-—
currence et de protéger d'une menidre efficace les consomme-
teurs (assurés).

e) En vertu du premier alinéa de 1l'article 58 du traité, les

. sociétés constituées en conformid avec la législation d'un
Etat membre et ayant leur siege statutaire, leur administra-
tion centrale ou leur principal établissement & l'intérieur
de la Communauté sont assimilés, pour l'application des dispo-
sitions du chapitre relatif au droit d'établissement, aux
personnes physiques ressortissant des Etats membres.
I1 résulte par ailleurs de l'article 66 du traité que cette
disposition est applicable 2 la matiére régie par le chapitre
du traité relatif aux services.
Les termes "ressortissants d'un Etat membre"figurant au pre-
mier alinéa de l'article 59 couvre donc indistinctement tant

| les personnes physigues que les sociétés définies & l'arti-
cle 58 du traité.
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Quant & la suporession des restrictions & la libre prestation
de services prévue par l'article 59 alinéa premier du traité,
elle est & réaliser "dans le cadre des dispositions" figurant
au chapitre relatif aux services. Or, le proéramme général
fixant, aux termes de l'article 63, les conditions générales
et les étapes de la suppression des restrictions, prévoit que
celle=ci soit réalisée au bénéfice des différents prestataires
(personnes physiques et sociétés) "Z omdition que le service
soit exécuté par le prestataire lui-méme du par une de ses
succursales ou agences également établies dans la Communauté" (1)
Avcune distinction n'est donc faite dans ce programme entre
les opérations du siége social de l'entreprise ou de ses agen-—
ces ou succursales. '

I1 n'est donc pas possible de tirer argument du texte du premier
alinéa de l'article 59‘du traité pour exclure les qpérations des
agences et succursales de la suppression des restrictions a la
libre prestation de services.

b) Les arguments invoqués afin de justifier une liberté de pres-
tation de services limitée aux seules opérations 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 complémentaires par rapport & ceux qui
relevent de ceux qui figurent & cet article : alors que la
finalité énoncée par celui—d est celle de "faciliter l'acces
aux activités non salarides et leur exercice", les objectifs
complémentaires consisteraient & éviter les distorsions de

concurrence et & protéger les assurés d'une maniere efficace.

Dans son arrét rappelé ci-dessus (2), la Cour de justice a
circonscrit le champ d'epplication des directives arrétées

ooo/-ou
(1) v. Titre I, J.0. n° 2 du 15.1.1962, p. 32
(2) arrét Van Binsbergen, Recueil 1974, p. 1294
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. sur la base de l'article 57 paragraphe 2 du traité & la solu-—
tion des problémes "résultant de la circonstance qu'd défaut
d'établissement permanent, le prestataire pourrait ne pas 8tre
pleinement soumis aux regles professionnelles eﬁ vigueur dans
1'Etat ol la prestation est exécutée.

On ne saurait certes exclure en principe qu'en recher—
chant une solution & ces problémes, il soit permis au Conseil
de tenir compte de finalités comme 1'éliminAtion des distor—
sions de concurrence et la protection des assurés (1). Encore
- faut=-il que la poursuite de telles finalités n'aille pas.a
l'encontre des dispositions du traité et soit justifiée par
des raisons objectives.

i) Une limitation de la libre prestation de.services aux opé-
rations du siege social des entreprises risque d'aller &
l'encontre d'une disposition expresse du traité (art. 60,
deuxitme alinéa); aux termes de celle—ci, le prestataire
(en lespece l'assureur) peut, pour l'exécution de sa
prestation, exercer, & titre temporaire, son activité dans

“le pays ol la prestation est fournie, dans les mémes condi-
tions que celles que ce pays impose & ses Propres ressor=
tissants (2).

Or, ces conditions sont dans le cas d'espéce constituées
par le fait d'opérer par la voie d'agences et succursales;
il en résulte que les Etats membres qui interdiraient les
opérations des agences et succursales = établies dans les
autres Etats membres = effectuées en libre prestation de
- gervices alors qu'ils autoriserzient les opérations effec=-
tuées & l'intérieur de leur territoire par les agences et

sval sue

(1) Par une déclaration inscrite au procés-verbal du Conseil lors
de l'adoption du Programme général pour la suppression des
restrictions & la libre prestation de services, le Conseil a
reconnu la nécessité que les intéréts des assurés et des tiers
bénéficiaires soient sauvegardés (doc. 1338/61, p. 3).

(2) Comme indiqué ci-dessus ceux=ci couvrent indistinctement, au -
sgns du traite, tant les personnes physiques que les gocletés
definies & l'article 58 au traité.,




ii)

succursales des entreprises ayant leur sidge social dans ce

“territoire ne garantireient pas l'exercice de l'activité

d'assurance en libre prestation de services dans les mémes

conditions que celles qu'ils imposent & ses ﬁropres ressor-
tissants. '

la Cour de justice a eu l'occasion de rappeler dans sa juris-
prudence la "nature particulieére deé certaines prestations

de services" et les conséquences qui’' en découlent quant &

la compatibilité avec le traité des "exigences spécifiques"
imposées aux prestataires. (1)

I1 apparalt donc légitime pour le Conseil de chercher
& concilier les exigences de la libre prestation de services
avec celles de la protection des particuliers, destinataires
de ces prestations, la prise en considération de ce second
élément devant évidemment &tre justifide sur la base de rai=-
sons objectives;

En l'espeéce il n'apparalt pas au Service juridique du
Conseil, en l'état actuel des travaux, que des raisons ob=-
jectives aient été avancées qui permettent de justifier que
les assurés soient mieux protégés lorsque la prestation est
effectuée & partir du sidge social que lorsqu'elle est ef=-
fectuée & partir des agences et succursales.

N S

(1)

of. arrdt du 18.1.1979 dans les affaires jointes 110 et 111/78
(Ministere gublic et autres c/Van Wesemael (Rec. 1979, p. 35);
l'attendu 28 de cet arrét est ainsi rédigé :

"compte tenu de la nature particuliere des prestations de ser=
vices, telles que le placement d'artistes du spectacle, on ne
saurait considérer comme incompatibles avec le traité des
exigences spécifiques imposées aux prestataires, qui seralent
motivées par l'application’ de régles professionnelles, justi-
fides par l'intérét général ou par la nécessité d'assurer la
protection de l'artiste, incombant & toute personne établie
sur le territoire dudit Etat, dans la mesure ou le prestatair
ne serait pas soumis & &s prescriptiors similaires dans 1l'Etat
membre ol il est établi."



iii) 1'élimination des distorsions de concurrence rentre dans les

4.

- objectifs du treité tout aussi bien que l'abolition des ob-

stacles & la libre prestation de services (cf. art. 3 sous c)
et £)). Les institutions des Communsutés sont tenues, comme
les Etats membres, d'assurer dans leur action lé poursuite de
ces objectifs., Dans le cas d'espece, les dispositiohs a

- arréter par le Conseil doivent tenir compte de la nécessité

de concilier les deux objectifs qui’ figurent & ‘l'article 3 c)
et f£) du traité sans que l'un doive &tre nécessairement sacri=-
fié au profit de l'autre (1). | :

Or, le Service juridique du Conseil ne voit pas lés rai-
sons pour lesquelles l'admission des agences et succursales
& l'exercice effectif de la libre prestation de services pro=
‘voquerait des distorsions de concTurrence,

En conclusion, il ne semble pas au Service juridique du

Conseil, au.stade actuel de l'examep de cette question,

qu'une limitation de la libre prestation de services aux opérations
du sieége puisse €itre justifiées par des raisons objectives lors=—
qu'elle a pour effet d'exclure des dispositions de -la directive a
arréter, d'une maniere générale, pour toute la Communauté, les

- opérations effectuées en libre prestation de services par des agen-

ces. et succursales.

Dans ces conditions, la directive indiquée ci=-dessus ne saurait

veleblement exclure les opérations des agences et succursales de la
libre prestation de services.

(1) cf. 1'arrdt de la Cour du 21.2.1973 dans l'affaire 6/72

5343/81
@

(Buropemballage et Continental Can ¢/Commission, Recueil 1973,
P. 215 et notamment p. 245-246).



EUROPEAN COMMUNITIES Brussels, 10 March 1981 (13,03)
THE COUNCIL i

I’ E‘;‘.‘
3

5371/81

RESTREINT

ECOFIN 17
AGRIFIN 86

NOTE FROM THE PRESIDENCY

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 Permanent
Representatives Committee on 19 February 1981 the AGRI/FIN Working
Party met on 5 and 9 March 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 Committee.
It would emphasize that the positions adopted by delegations on these
four questions must not be seen in isolation but taken as a whole,

ooo/ooo
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1,

Do the farm proposals for the 1981/1982 marketing year reflect the
Member States' general policy on financial and economic matters,

particularly with regard to the fight against inflation and the
restrictions on public expenditure?

The economic background to the Commission proposals is as
follows:

(2) 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% compared with actual expenditure in 1980 (2);

(d) on average public expenditure in the Member States rose by

14,7% in 1980; the 1981 estimates show an average increase
of 12%0

("
()

The rate of inflation should fall to approximately 8% in
December 1981,

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,

ooo/ooo
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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
ensure 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
lember 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;

e e o/o L
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- some delegations drew attention to the fact that the Commission
proposals offered the possibility of using NMCAs to modulate price
increases in the different llember 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
increases, 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 expenditure. Comparable
efforts must also be made at Community level. In particular:

- the German delegation pointed out that according to the multiannual
financial estimates the price increase should not be more than 6%,
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.

eod/ o0 0

5371/81 dor/CH/hr E



fﬁ%ww

2. Yhat effect do these provnosals have on the trend of farmers' incones,

brearing in mind the need to ensure greater convergence of the llember
States' economies?

In suoport of its proposals, the Commission pointed to the
substantial, real fall in farm incomes in 1980, following on a
less steep drop in 197¢ and three years of a moderate price policy
in the face of a considerable increase in costs, To take account
of the different national situations the Commission proposed in
varticular that the increase for llediterranean products be higher
than for other wnroducts and thaet positive [ICAs be reduced or
abolished, Lastly, the Commission reiresentative pointed out that
the price policy was coupled with structural policies to assist
the weakest oroducers.,

Several delegations found the Commission uroposals on
agriculturel vrices inadequate, In their opinion not only would
they fail to reverse the two-year old trend of 2 drop in the
purchasing power of farm incomes but, if endorsed, they would
subsequently worsen the position of agriculture in relation to the
other sectors of the economy, Some delegations also felt that the
whole set of Commission proposals did not help sufficiently in
reducing the disperities between the different zgricultural regions
of the Community, This was varticularly serious for those Member
States in which agriculture was of the utmost importance in terms
of employment and gross domestic procduct, for difficulties here

went a long way bto depressing the rest of the econony,
= J k o

Conversely, it was argued that farmers' incomes did not depend
solely on price increases, but also on structural alterations and
an uvnturn in the economy as a2 whole, The price vnolicy must

Y
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also easure a satisfactory balence of agricultuvrasl production in
terms of sunply and demand, 1In the present economic situation it
should clso e renenbered tiat unemployment prorlems were less

acute in agriculture than in other sectors,

5371/81 dor,//CH/ac
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3es Do these proposals 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 + 1,547 million ECU
- Savings = 703 million ECU

Financial impact on agricultural ' 1
expenditure + 844 million ECU (')

The budgetary impact of the proposals for the financial
vear 1981 is estimated at 255 million ECU.

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 Commission feels that if its agricultural proposals are

endorsed they will be compatible with short-term 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

(1) According to the Commission's calculations its proposals would
entail a gross increase in own resources of 321 million ECU over
12 months, This estimated increase was not calculated in

5 relation to the multiannuel estimates,

(<) Own resources increase by roughly 10% per annum, i.ee 2,000 MEUA
from 1981 to 1982,

-oo/oo.
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budgetary repercussions of the agricultural price decisions
for 1982/1983, any changes in the situation on the world
markets and on the monetary front, as well as the volume

of payments automatically arising from past commitments in
particular as regards the'structural funds.

The Commission acknowledged that it was of course too
soon to say how these considerations would be affected by a
nore far=reaching reorganization of the structure of the
budget (brief of 30 May).

Onuthe‘whple delegations agreedkwith the Commission's

analysis for the financial year 1981, but there were differences
of opinion regarding the outlook for 1982.

In particular:

- several delegations take the view that the available estimates
indicate that the Commission proposals will not pose any
budget problems in 1982 as regards either the limit on own
resources or Community policies to be pursued in other sectors,
The present world situation is better than forecast for several
significant 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 1% limit on VAT was not
a valid criterion for assessing the Commission proposals,
It existed and would have to be complied with in 1981 and 1982
but it could not be regarded as an absolute, hard-and-fast limits

oo-/coo
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- other delegations feel, however, 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 delégations 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 with the decisions to be taken on reorganizing
the structure of the budget in accordance with the brief issued
by the Council on 30 Iay 1980.

e e o/o e e
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4, Do these propcsals provide a satisfactory solution to the problem

posed by. positive MGAs?

The Commission proposes a five-—point reduction in the
positive monetary compensatory amounts applied in Germany and in
the United Kingdom and the abolition of positive monetary
compensatory amounts in the Benelux countries, It considers that
this measure 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:

- the French delegation, with the support of some other delegations,
felt that the Council should 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 MGAs 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 lCAs.,
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TELEGRAM NUMBER 861 OF 12 MARCH 1981 |
INFO SAVING BRUSSELS CCPENHAGEN THE HAGUE ROME DUBLIN PARIS BONN

LUXEMBOURG ATHENS

COREPER (AMBASSADORS): 12 MARCH

PREPARATION OF. ECOFIN COUNCIL (W!PT NGT TO ALL)

M4, FM.hch’ ,

ECONOMIC AND FINAUCLAL ASPECTS OF AGRICULTURAL PRICE FIXING

SUMMARY
1, LRAFT CONCLUS!GHN
{TALY, {RELAND, DE!

45 PREPARED BY DUTCH PRESIDENCY CRITICISED BY
DENMARK AND GREECE FOR MOT BEING ROBUST ENOUGH

CH HEED TO MAINTAIH FARM [NCOMES AMD BASIC PRINCIPLES OF CAP,

G

TANY AND UX SUPPORTED PRESIDENCY AFPPROACH %WHILE SUGGESTIHA

RIERDUENTS TO STREMGTHEN MESSAGE ASOUT BUDGETARY AND ECCHOMIC

INFLICATIO
DAFT FOR COUSITIRATION

AT CCOFi%

NSe DRAFTING GROUP TO MEET TOMORROW TO PREPARE NEU E
COUNCIL CON MONDAY,



S W T b -

AT FP CouiCIDIRATION AT ECOFIN COUNCIL CN tQlIDAY. ' i

T AL
2. RUZGIERD (ITALY), FIRANCE MINISTERS WOULD GHLY DEBATE THE
FOR A COUPLE OF HOURS. THERE WAS A STRCHG DANGER THAT MO AGRE
WOULD BE BEACHED CR A BLAND AMD USELESS TEXT WOULD EMERGE, THER
WAS ALSD A DANGER OF THE COUNCIL DEVELOPING A SPLIT PERSONALITY.
RUTTEN (PRESIDENCY) SAID THE PURPOSE GF THE ECOFI!N .DISCUSSIOHS WAS
TO UNDERLINE THE RELATICHSHIP BETWESN AGRICULTURE PRICES DECISICHS
MD OTHER COMMUNITY AYD HATICHAL ECONOMIC DESISIONS. AGRICULTURAL
CES10US SHOULD NOT BE TAKEM IN A VACUUM BUT tT WAS MOT JHTENDED
THAT FIUANCE MINISTERS SHOULD LIMIT THE POS SIBILITIES FOR OTHER
COUNCILS TO TAXE DECISIONS.

] r‘”l o)

3
MENT

[y

I-.

3. DILLGH ({RELAND) SUPPGRTED RUGGIEPS. ONE COUNCIL COULD NOT TELL
AHOTHER WHAT YO PO, HE COULD AGREE TO DISCUSSION BASED ON AGRIFIN
GROUP. REPORT (5371/81) BUY HOT ON BASIS OF WHAT HE CALLED VAGUE |
THUGHTS 0N 38 MAY MANDATE, '

be MATHIAS (CERMANY) AND | SPCKE IN SUPPDnT OF THE PRESIDENCY’S
GENERAL APPROACH, §T WAS IMPGRTANT TO BRING FACTORS HOT N THE
AGRYCULTURAL FLHELD TO THE ATTENTION CF AGRICULTURAL MINISTERS,

| SAID THAT THE COHCLUSIONS SHOULD SAY EXPRESSLY THAT AGRICULTURAL
QCLLEAGUES SHOULD TAKE MNOTE OF GU!“L’I‘Fs AND ARRANGE FOR A FURTHER
CONSULTATION IF THEY SAW ANY DIFFICULTY ABOUT TAXING DECISIONS
WETHIN THEM.-

By DISCUSSION WAS THEN TAKEN UP WITH AMENDMENTS TO THE DUTCH TEXT,
OHLY SOME WERE CIRCULATED. FOLLOWING WERE MAIN POIHTS ON WHICH
PECPLE WANTED AMENDMENTS:

A) FIGHT AGAINST INFLATION AND PRICES

ITALY1 SPECIAL ACCCUNT NEEDED TO BE TAKEN OF REGIONAL VARIATIONS
1N INFLATION RATE, ONE MEMBER STATE HAD ALREADY IHTRODUCED NATICNAL
INCOME ALDS. IF FAR PRICE PROPOSALS WERE NOT ADEQUATE PUBLIC EXPEND-
ITURE MIGHT ALSO HAVE TO BE INCREASED |N OTHERS. A BETVER REGIONAL
BALANCE WAS HEEDED, | -

{RELAND: AGRICULTURE POLICY MAKES AN IMPORTANT CONTRIBUTION
TO FICHT AGAINST INFLATION. PRICE PRCPOSALS DG HOT COVER RATE OF
INCREASE OF INPUT COSTS, SPECIAL DIFFICULTIES FOR COUNTRIES VWITH
LARGE Fizi4hHG SECTOR, '

GERYAMY: AGRICULTURAL PRICE {HCREA
GERERAL LEVEL OF PRICE INCREASES xn co
RATES,

SES SHOULD BE LESS THAM THE
UNTRIES WITH LOW INFLATON



RATES, -

. B) BUTGET AND 1 PER CENT CEILING

GERVANY AND UX s GROWTH IN AGRICULTURAL EXPEH
MARKEDLY LOVER THAN GROWTH IN QWM RESOURCES BASE. E SENT&AL TO HAVE
coMMiSS{ON’S FORECAST FOR 1982.

FRARCE: CIFFICULT BUDGETARY SITUATION REFERRED TO IOES HOT EXIST.
THERE IS 0 GENERAL PCLICY TO REDUCE THE SHARE OF AGRICULTURAL
SPENDING IN THE BUDGET.

BELGIUMs NEED TO LOCK AT OBJECTIVE FACTS, NOTE APPRCACH OF 1
PER GENT CEILING AND SHARE OF AGRICULTURE BUDGET IN TOTAL COMMUNITY
EUDGET, '

VTALY AND IRELAND: 1 PER CENT LIMIT NOT A REAL CONSTRAINT.
COMHUNITY OWM RESOURCES COULD BE JNCREASED,

C) MCAS

DENMARK AND I RELANDS STRONGER STATEMENT NEEDED ON D:swAanx:G
Posmvz MCAe , '

ITALY: SUBSTANTIAL REDUCTION OF GERMAN MCA ESSEATIAL.

GERMANY: GRADUAL AROLITION OF MCAS MUST TAKE ACCOUNT OF DEVELOP=-
MENT OF PRICES AND INCOME IN AGRICULTURE.

UKs BOT SU asc&xszn TO GENTLEMAN®S AGREEMENT ON MCAS, UK MGAS NOT
LIKE FIXED 4CAS: POUND SUBJECT TG CONSIDERADLE FLUCTUATION: MCAS
PROVDE EXTRA REVENJE. -

FRANCEs KEY TO EXERGISE LAY IN FIRYM STATEHENTS ON MCAS. BUDGET-
ARY ADVANTAGE OF UK MCAS ILLUSORY SINCE 75 PER CENT WOULD BE RETURNED
T0 UK s THE FOLLOWING YEAR, ‘

D) ECOROMIES |
 FRANCE: CONTRADICTORY TO SUGGEST THAT ALL JUCREASES IN EXPEND-
(TURE SHOULD BE FINANCED FROM SAVINGS, UMDERMINES THE WHOLE PURPOSE
OF HAVING OBLIGATORY EXPENDITURE, COMMUNITY PREFERENCE EFFECTIVELY
SPPLIED WOULD LEAD TO SUBSTANTIAL ECOMOMIES,

IRELAND, DEWMARK AND GREECEs STATEMENTS ABOUT ECONOMIES HOT
"ACCEPTABLE, GENERAL CPPOSITION,

ITALYs SUPPORT ECONOMIES MEASURES IN PRINCIPLE BUT MUST CONCEN-
TRATE ON REDUCTION OF SURPLUSES, :

' PRESIDENCY; ESSZNTIAL TO MAKE SAVINGS IN AGRICULTURAL SECTOR TO

AVOID GROWTH OF PROPORTIONATE SHARE OF ASRICULTURE IN BUDGET.

BELGIUM: HELPFUL TO INCLUDE COMMISSION’S VIEW THAT THERE \WOULD
BE NO SUPPLEAENTARY BULSET I8 1981 FGR AGRICULTURE,

GENERAL
6« FRANCE, ITALY, RELAND AND CEMMARK ALL INSISTCD ON THE HEED AOT

TO UNDERMNINE THE THREE BASIC PRHC!PLES OF THE COMMON AGRICULTURAL

[ 25X BN e BV




WILL BE COMSIDERED BY A DRAFTHIG GROUP ON FRIDAY. ASREEMENT OW &4
TEXT WILL CLEARLY HOT BE POSSIBLE. THE AIM IS TO HAVE A SET. OF DRAFY

T8 )+ Tl .
t K , ERCL(‘E” A 3.) R VAL Sl BT E L Wiy T30 (§Raim —r vr = =

6G Fr( "l“':r, ¢
THE THREE BASIC PP!”PEV £5 CF THE CCi:GH AGRICULTUTAL -

|
TO UNDBERMIHE

FLL‘ ng e
8

CONCLUSION
7. THE TEXT PROPOSED BY THE PRESIDENCY, TOGETHER WITH AMENLHENTS,

b

CONCLUSIGHS FOR SUBMESSIONH TO FINANCE MINISTERS ON-MONDAY, WHD WiLL
THEM DECIDE WHETHER TO U0 FURTHER WORK ON DRAFTING CONCLUSIONS, OR

ABANTON THE ATTEMPT a8 MHAVE A GEHERAL b!aCUSQ101
t?/d
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FCO = HAUNAY, SPRECKLEY

CAB = FRAMKLEN, WENTWORIH

MAFF =  ANDREYS, HADD’%, D4 CK 150N

TSY ~ FITCHEW, HAYCDCK, SCHOLES

L : _ P ' R
FCO PAss'saviﬁﬁ;ég?EMHéGEn ROME DUBLIN PARIS BONN ATHENS

fﬁTLcR
[ékﬂaﬁo&d i parced J;vujl e ¢¢7~u»C¢i7 L

-



R YT T e T~

T AN COREUNITIE:

_____ Eruesels, 15 Febru=zry 1850 (1f.0C
'HE COUNCIL 5G81/80 |
RESTREINT % o
. PV/CONS 5
et ECOFIN 9
b TRTASURY ‘
i
| .. zann
i = - {
152 G5 l
: ]
DRAFT '
MINUTES
of the 624th meeting of the Council -
held in Brussels on Monday 11 February 1980 FMINUTES
U ecfan
: ifz]%0
30 PV/CONS 5 har/AH/sb E
ECOFIN 9
' R




R

i

- Finencial conseguences of measures proposed by the Commission under -

the common agricultural policy
(4826/80 ECOFIN 5 AGRIFIN 47, 4840/80 ECOFIN 6 AGRIFIN 48)

The Council adopted the conculsions annexed hereto.

— Export credits: interest rates under the Arrasngement on guidelines

for officially supported exporti credits
(4792/80 cCG 9, 4793/80 CCG 10)

Following discussion, the Council instructed the Permanent

Representatives Committee to continue its examination of this item.

— Other business

= Date of the next Council meeting on economic and financial

guestions

s o e o e

The Council agreed to hold its next meeting on economic
and financial questions on Monday 17 March 1980,

<
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ARIY
ANIEX

Conclusions of the ECO/FIN Council of 11 February 1980

on the financial consequencses of measures proposed

by the Commission under the common

agricultural pelicy

The Council, beering 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 difficulties.' This goal
presupposéd substantial savings and & prudent priée policye.

The Council considered it to be desirable that the discussions
on the Commission's proposals should be guided by the following
principles: .

1. ‘An improvement of the common agricultural policy with
the aim 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, having regard to
the resources required for other policies.

Yy
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2. Subject to the examination of the assessment announced
by the Commission of the foreseeable development of market
" organization expenditure in the event of its proposals. being
implemented and taking growilh in expenditure over the last
few years as a basis, it would be necessary to take measures
leading to substantial savings, reaching tr=s order of magnitude
proposed by the Commission,

s 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.

IIT. The Council requested the Permanent Representatives Committiee
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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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-
tunity of informing you of its views on the matter.

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 companies to be established in

the country of the policy holder or that where the risk arises.

UNICE deplores the fact that more than 20 years after the
implementation of the Tr¥eaty of Rome, and contrary to the
provisions 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 of protectinc
policy holders and consumers in particular, which would be
disastrous as regards achieving freedom to provide services.

While appreciating the fact that consumers might wish to have
protection, especially in the form of approval by their national
authorities of general and specific insurance policy condi-
tions, UNICE would point out that it has always claimed that

the position of holders of policies covering industrial and
trade risks is different. Enterprises are capable of assessing,
oY can get proiessional advice in assessing the risks they

run in having insurance policies whose general and specific
conditions have not been previously approved by national
administrations. Hence the Directive should at least leave

ol s
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it to enterprises to decide whether they wish to make use of
insurance contracts offered in connection 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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objet

.n° prop. Cion R/95/76 (ES 3)
: 16 £

(com/75 5 inal
+ fin, 2 (£f,4,e)

R/467/78 (ES 17)
* (com/78 63 final)

: Proposition de deuxieme directive du Conseil portant
coordination des dispositions législatives, reglementaires et

administratives concermant l'assurance directe autre que
l'assurance sur la vie et fixant les dispositions destinees
a Taciliter l'exercice effectif de la libre prestation des

services ;

INTRODUCTION

\

La proposition de la Commission, transmise au Conseil le
.30.12,1975 (1) et .modifiée en vertu de l'article 149 alinéa 2
du traité le 16.,2,1978 (2), est en discussion au sein des instances

du Conseil depuis quatre ans,
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Bien que les nroblemes techniques ne soient pas
‘encore tous résolus, le Comité des représentants perma-

  j[nents a discuté des points fondamentaux de la proposition de
.  mfdir¢ctive'au cours de sept réunions depuis le mois d'octobre 1980,
7ﬂijejComité'est,parvenu & la conclusion que certains de
Aﬁ ces_pointsvappellent un débat et une solution au niveau politique
met.a dés-;ors convenu de soumeitre le présent rapport au Conseil,

RESERVES GENERALES

Les délégations danoise, irlandaise et luxembourgeoise

- marquent leurs réserves générales a l'égard de cette
- directive, La derniére de ces délégations a transmis au

Secrétariat un document exposant la situation particuliere
de son pays, diffusé sous la cote 5094/81 SURE 8 + COR. 1 (f).

La délégation irlandaise rappelle pour sa part la
déclaration du Conseil des 18/19 décembre 1978 selon

laquelle "il pourrait &tre nécessaire de retenir une solution

autorisant tempdrairemenf 1'Irlande a ne pas appliquer
intégralement les dispositions du titre III de la directive
concernant la libre prestation de services", Cette délégation
a'indiqué qu'une pdériode de suspension de cing ans pourrailty
constituer pour elle une solutlon satisfaisante,

ees/ues
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"QUESTIONS SCULISES AU CONSEIL

ot 5 S w I AR RS «j
-1 AGRENENT AUTHORISATI OV

- Plusieurs délégations sont dlavis que c'est le

probléme '"clé" de la directive et ont indiqué que si une
"~ solution satisfaisante était adoptée concernant la procé-
dure d'agrément, les soucis qui existent quant & la presta-
tion de services par les agences et succursales pourraient
‘8tre apaisés et un accord sur ce dernier probléme ainsi que
sur les autres questions restant encore ouvertes pourrait
"plus facilement €tre atteint,

A la suite des débats au sein du Comité des

représentants permanents, la situation actuelle peut se
résumer ainsi :

= huit délégations estiment qu'un agrément spécifique

est indispensable pour opérer en voie de prestation
de services, Toutes ces délégations, certaines déja
4 titre de compromis, peuvent suivre la proposition
de la délégation italienne qui prévoit un agrément

délivré par les autorités de 1'Etat membre de 1l'éta-

blissement aprés avis conforme des autorités de

"1'Etat membre ol la prestation sera effectude,

, LK
- Deux délégcations (RU et NL) sont d'avis que toute

entreprise établie dans un Etat membre de la Commu-

nauté au sens de la premidre directive de coordination
peut opérer en prestation de services ; elles ne

voient donc pas la nécessité d'un agrément spécifique et ne
peuvent en tout cas marquer leur accord sur une Procé-
dure d'agrément qui confie quelque rdle que ce soit

aux autorités de 1l'Etat membre de la prestation,

4T
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- dtaccord

' gations, mais s'interroge

©.i% = Les représentants de la Commission seraient en principe

sur la position de ces deux dernieres délé-

nt, dans le souci de venir a

“la rencontre des autres délégations, sur la possibilité

.-de prévoir, d'une part, un agrément donné par les auto-

' ritds de 1'Btat membre ol

information des autorités

llentreprise est établie apres

1de 1'Etat membre de la presta-

.. | b #* - 3
. tion, et, d'autre part, un systeme d'échange d'informations

‘"g posteriori" entre auto

ités de contrdle assorti d'un

- mécanisme de sauvegarde e? cas d'abus,

|

| .
Le Conseil est appelé & se prononcer sur : ’

°

|

1'opportunité d'un agréme%t spécifique pour la prestation

de services |

|
1

dans l'hypothése positive |

jcomportant un agrément délivre

‘par ‘les autorités de l'Et@t membre d'établissement,

le rdle

éventuel i confier aux autorités de contrdle de 1'Etat

membre ou la prestation sg

= avis conforme

i

‘simple information,
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/.:2, AGENCES ET SUCCURSALES

’ - Les délégations du Royaume-Uni, des Pavs-Bas, de 1sg
 ‘i"Be1gique, du Danemark. et de la Gréce appuiznt la proposi=-
. tion de la Commission qui accorde la liberté de prestation
i  fde services a toutes les entreprlses visées a la premlere
}ff“j7 ]d1rect1Ve de coordination, & savoir les sidges et les
i ‘4f?agences/succursales.

Les délégations allemande, italienne, francaise, .
- luxembourgeoise et irlandaise ne souhaitent accorder la
liberté de prestation qu'aux sieges sociaux,

l : ' Compte tenu de la comple cité des arguments juridiques

avancés de pert et d'autre, ﬂes délézations ont demandé

'l 4 aun service juridigue du Congeil dtétablir une note a ce
sujets L'avis du service jurnidique est diffusé sous la

cote 5343/81 JUR 57 SURE 11,

Te Conseil est avpeléd & décider si les agences et
succursales pourront bénéfichier de la liberté de prestation
de services,

1 W ) \ ‘ . — I
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Le projet de texte de la directive, tel qu'il résulte

. des travaux du Comité, prévoit & 1'article 15 que tout
‘:contrat d'assurance conclu |en libre prestation de service est
=}jexclusivement‘soumis au régime fiscal en vigueur en la
"l_matlere dans l'Etet membre pu la prestation est effectuée,
. A l'heure actuelle et comptle tenu de 1l'exondration des
- contrats d'assurance de la TVA prévue dans la sixieme
“directive TVA (1), les contrats d'assurance sont frappés dans
*ghuitlEtats membres par des [taxes spécifiques, alors que dans
'gdeux Etats membres ces contrats ne sont pas taxés, . .

Seule la délégation frincaise s'oppose & cette solution.

Elle demande par contre l'application de la TVA aux contrats

d'assurance, étant entendu pue, pendant une période

. transitoire, chaque IZtat aurait le choix entre l'application

-

de la TVA ou d'une taxe spépifique.

Huit délégations - la élégation hellénique ayant

réservé sa position - se sont opposées & la proposition
frangaise en raison de gravgs problimes que souldverait uns
modification de la sixidme {(irective TVA. Dbs lors, ces
délégations se sont prononcfes en faveur du maintien du

régime actuel de taxes spécifiques,

Dens ces conditions, lg Conseil sst_appeld 3 se

prononcer sur la auvestion dL savolr s'il v a lieuw de vrévoir

la TVA comme systéme de taxation en matidre d'assurence en

|
lieu et vlace du régime acthel vrévovant soit deg taxes

svécifiques, soit la non—tax& tion,

[

— . (1) JO n® L 145 du 134641977
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La délégation danowsé estime que les dispositions
concernant le droit appli'able au contrat, actuellement
~contenues dans les articl;s 5 et 6, devraient 8%tre soit
fondamentalement modifiéei soit supprimées dans le corps

de la directive et faire
distincte qui devrait 8tre mise sur pied - par un groupe

e d'experts en droit intermational privé. Pour exprimer ses
"‘reflexlons & ce sujet,

qui a été diffusée sous lI cote 5229/81 SURE 9,

I1 est suggéré au Conseil de prendre acte de la
vosition de la délégation|danoise et de donner mandat au
Comité des représentants permenents d'approfondir la

‘discussion de ce voint.

n revanche l'objet d'une directive

te délégation a transmis une note

- D 44 - -
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Le Comité des représentants permenents tient a informer
le Conseil que restent encore & résoudre, dans le cadre de
cette proposition de directiye, de nombreux problémes et

notamment celui du traitemenF des assurances obligatoires

- sur lequel il poursuit activement ses travaux.
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EUROPEAN COMMUNITIES Brussels, 12 liarch 1981
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5439/81
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SURE 12
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REPORT

from: Permenent Representatives Committee

to-2-2 Council

No. prev, docs. 8788/2/80 SURE 13 No. Cion prop. R/95/76 (ES 3)

REV 2 (com/75 516 final

4958/81 SURE 6 £ in, 2L a0

5267/81 CRS/CRP 9 R/467/78 (Ps 179
%g%“ 10 (COY/78 63 final)
EX 1

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
facilitate the effective exercise of freedom to -
provide services

INTRODUCTION

The Commission 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 under discussion in the Council bodies for four years.

égg 0J No C 32, 12.2.1976, p. 2
R/467//78 (Eo 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 since October 1980, The Committee
reached the conclusion that certain aspects require a debate
and a political solution and therefore agreed to submit this
report to the Council,

GENERAL RESERVATIONS

The Danish, Irish and Imxembourg delegations indicated
their general reservations on the Directive., The Iuxembourg
~delegation has sent the Secretariat a paper describing
Tuxembourg'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.

i : () o/- ®
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QUESTIONS PUT TO THE COUNCIL

1. AUTHORIZATION

Several delegations felt this was the key problem in
the Directive; given a satisfactory solution regarding the
procedure for authorization, concern over the underwriting
of "services" business by agencies and branches mizht be
allayed and agreement more 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 thousht that special authorization
was indispensable for the underwriting of services
businesse All these delegations, some of them already

- by way of compromise, could support the proposal by the
Italian delegation, which provides for authorization to
be given by the authorities of the Member 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 within the
meaning of the first co-—ordination Directive should be
able to uncderwrite services business; théy did not
therefore see the need for any special authorization and
could not in any event agree to an authorization procedure
which assigned any role at 2ll to the authorities of the
Member State serviced; :

coo/'.oo
5439/81 - erd/MM/mc E

N

'N&‘

giy %



- the Commission representati#es in principle agreed with
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 State in which the insurer was established after
informing the authorities of the Member State in which
the services were to be provided, together with an

- ng 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 servicess

.= and if it is deemed desirable to have authorization
given by the authorities of the Member State of -
establishment, the possible role to be played by the
supervisory authorities of the Member State in which the
.services are provided:

]

assent

information onlye.

. X ./o oo
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2. AGENCIES AND BRANCHES

The United Kingdom, Netherlands, Belgi#in, 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.

The German, Italian, French, Luxembourg and Irish

delegations wished to grant freedom to provide services only
to the head offices,

In view of the complexity of the legal arguments put
forward on either side, the delegations requested the
Council Legal Service to prepare a note on the matter, The
opinion of the Legal Service was circulated under
reference 5343/81 JUR 57 SURE 11.

The Council is requested to decide whether agencies

and branches shall benefit from freedom to provide services,

€ @ O/b ° ¢
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3. FISCAL PROBLEMS

The draft text of the Directive, as it stands afiter the
Committee's discussions, provides in Arfticle 15 that all
insurance contracis concluded by way of freedom to provide
services are to be subject solely to the tax system in force
in the Member Svate where the service is provided. At present,
taking account of the exemption of insurance contracts freém
VAT provided for in the Sixth VAT Directive (1), insurarnce
contracts are subject in eight Member States to special taxes,
while in two Member States they are not vaxed.

Only the French delegation was against this solution.

It requested thet VAT should be applied to insurance contracts,
on the understanding that for a transitional period each
State would have the choice of applying VAT or a special tax,

Eight delegations (the Greek delegaetion 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 favour of maintaining the existing system of
special taxation,

Accordingly, the Council is requested to give an opinion
ol whether VAT should be applied as the tax system for

insurance instead of the existing arrangements which involve

)

either special taxes or no taxes,

(") 0g Mo T 145, 13.6.1977, p. 1
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TAT APPLICABLE TO THE CONTRACT

re

The Danigh Gelegation took the view that the provisions
regarding the law applicable to the contract, at present
contained in Articles 5 and 6, should be either fundamentally
amended or transferred from this Directilive to a separate
Directive which shculd be drawn up by a Vorking Party of

xperts on private international law. To explain its views

011 thlo, the Cdelegation forwardeld a note which was

lj =X

culated under reference 5229/61 SURDE 9.

It is suggested that the Council take note of the

position of the Danish delegation and instruct the
Permanent Repregentatives Committce to hold a more detailed

discussion on the matter,

The Permanent Representatives Committee would inform the
Council that numerous problems still remain to be solved in
connection with this proposal for a Directive,; in particular
the problem of the treatment of compulsory insurance on which

it is actively pursuing its discussions,

5439/61 erd/Mi/ef B
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LIST OF "A" ITEIRS

for: 696th meeting of the COUNCIL OF THE EUROPEAN
COLRIUNITIES
(Economic and Financial Questions)

Brussels, Monday 16 March 1981 (10.30)

= Adoption in the official languages of the Communities
of the Council Regulation adjusting the Community loan
mechanism designed to support the balances of payment
of Community IMember States

5053/81 ECOFIN 15
5036/81 ECOFIN 14
+ COR 1 (4)
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CONPIDENTIAL

Draft conclusions for Finance Council 16 March 4981
(drafted for Presidency by Dutch attaché)
. - b

(:),,

1. Nindful of the importance of the establishment of a common market

2e

for insurance contracts in accordance with the Rome.Treaty, and in
particular of Article 59 concerning freedom to provide services at
the end of the transitional period, the Council expresses its
preoccupation with the lack of progress made with respect to the
non-life insurance services Directivé for which the Commission
submitted a proposal in 1975,. '

The Counci{Zinresses its desire that the Permanent ?epresentatlves
Committee ensures that the Council will be able to take the
necessary de01clons to finalize the Directive within 6 months. To
that effect the Council instructs the Permanent Representatives:

(2) to involve themselves more directly with the preparetion of
the file and in particular to nominate a senior counsellor (23,
in each Permenent ?epfesentation to participate regularly and .
agzlyely in this work of preperation;

(b) to make reguler reports to the Coun01+, the first to be
submitted not ater then Ney, on the progress of the work and
to submit to it for decision all.problems which appear to be
bottlenecks or of a nature that impede effective progress,

The Council Gecides that the Directive should be based on the
principle that control over insurance transactions is ultimately
exercized by the’ggﬁgrol authority in the country where the
Insurance company is established. Furthermore, the Directive
snEEia avoid any discriminatory or differential treatment between

head offices on the one hand and agencies’ and branches on tle

otherpsma. - (v ) T
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ECONOMIC SITUATION

- This is the first of three discussions required each year by the 1974
Decision on Convergence. Tormally the purpose is to consider whether the
policy guidelines contained in last December's Annual Report ocught to be

amendeds
2. The nub of the Pecember guidelines was that policies should:

(i) give priority to reducing inflation end 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'.

L, 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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IN DH_OARATION OF THE NEXT FEETING OF THZ COORDINATING GROUP,
TO 27 HZLD IN BRUSSELS ON 9 MARCH 1581 AT 14«30, PLEASE FIND
SELL. A DRAST CCia«UNICATION CF THZ COmISSION TO THE COUNCIL ON
THZ ZCONOmMIC AND SOCIAL SITUATION IN THZ COMMUNITY !

THE SCONOmMIC AND SOCIAL SITUATION IN THZ COMMUNITY

1o RECENT ECONOth PERFORMANCE IN THE COMMUNITY
HE SLOW=DOWN [N ECONOMIC ACTIVITY IN 1330, wITH GDP GROWING

2 0/0 IN THE EC AS A WHOLE, WAS APPROXIMATELY AS FORESEEN BY
HE COUNCIL IN DECEMEER OF LAST YEAR. OUTPUT PEAKED IN THE FIRST
TUARTER OF 1380, BUT DECLINZD THERSAFTER. HOWEVER, -PRIVATE CON-
SUMOTI ON WAS PROBASLY SEGINNING TO GROw AGAIN IN REAL TERMS BY
THE END O THE VYEAR, WHILE THE EC BUSINESS SURVEYS SHOWED FIRST
SIGNS THAT THE SHARP DETERIORATION IN BUSINESS SENTIMENT MAY
~“AVZ BZEN AQR:STED- - .

THERE WAD HARDLY ANY INCREASE IN smpLOYwENT IN 1230, WHILE THE
_ABQUR FORCE CONTINUED TO EXPAND RATHER RAPIDLY. THE RESULT WAS
. SHARP RISE IN UNZMPLOYMENT : THE AVERAGE RATE FOR THZ YEAR
AS 6.0 0/0, AND BY THE SEGINNING OF 1981 HAD PASSED 7.0 0O/ 0.
TVER THE LAST TWELVE MONTHS THE UNZ 2 LOYVENT RATE INCREASED
OST IN DENMARK AND THZ NETHERLANDS (UP BY ABOUT ONZ HALF) AND
=5 UNITED KINGDOM (U2 BY TWO-THIRDS)e THE ADDITIONAL. COST TO
“HE NATIONAL EXCHEQUZRS 0 THE RISE IN UNEMOLOYMENT AMOUNTS

OR THE 'COMMUNITY AS A WHOLE TO SOrE 0.15 0/0 OF GDP FOR 1380
DMPARED TO 1379. - - '

e U —
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PR g 15 {“'«'l\\ IN [NTLATION PIREFCRe AN LV HICH HAD TZGUN IN
7T AS ACCENTUATED IN i233., THEZ INCRTASED IN CCV?UPER SHILES
N r Cf nuJI{TV ON AVERAGE REACHED 121 3/0 IN 1355, COePARED
TO OTHT LOw POINT 0F 7.3 /0 IN 1373« DIVERGINCE SETVZEN CONSURER
BRI CE RISES F baEER STATES "ALSO WIDERED T0O TVICE THE AVERAGE
FOR THE STVENTIES A5 A WHOLE (THZ >TAR“‘°J D_”I TICN ROSE TO

“e% 0/C)e HOVIVER, A S0rEVHAT 2ETTER PZRFORMA F: ¥AS EVISEINT IN
iHiz ST COND HALS OF THZ Y= AR, ESPZCIALLY IN Th: UNITED KINGDOwm

WHZRE THZ ANNUAL RAT=Z HAD FALLEN TO EZLOW DQUBLE FIGURES

TNT COREONTTIUS 1063REEFOREESED AS T dclalin € wmerunddl taak atcond S0,

A PERCENTAGE. OF GDP, wAS THE LARGEST £VER RECC RDED. 1N CONTRAST
WITH 1279, THERE wAS SOME [#PROVERENT IN 1330 IN EXPORT IN RE-
LATION 70 1iM20RT VOLUIKE . HOyEVER, THIS wAS wCRE THAN OFFSET ZY A
TERmS 07 TRADZ DETERICRATION (2.8 0/0) CONSIDERAZLY LARCER THAN
THAT IN 1379 (ALTHOUGH THIS A3 STILL VERY MUCH SRALLER THAN
THAT SUFFERED IN 1274 ASTER THE FIRST OIL-PRICE SHOCK).

SXCHANGE-RATES  DEVELOPMENTS IN. THE EmS IN 1530 wWERZ LIMITED Tﬁ
MmOVERENTS PERMITTED BY UNCHANGED CENTRAL RATES. HOWEVER, THE UK
POUND APPRECIATED 15 0/C AGAINST THe ECU IN THE COURSZ CF THZ
Y-AR, AND THZ YEN 24 0/0. THZ. US DOLLAR wWAS ON A DZCLINING TREND
SGAINST THE ECU UNTIL MiD-YEAR, BUT HAS SINCF RE COVERED DU STAN-
TIALLY. .

-

Ze OUTLOQK FOR 1981.

THE PRESINT CYCLE 15 NOw SEEN AS BEI'NG SHARPER AND DEEPER THAN -
ANTICIFATED' THE STARTING POINT, THZ HIGH LEVEL C° ACTIVITY IN
EARLY 1330 HAS SZEN ACAIN REVISED UPWARDS, WITH THZ STEEPZR FALL,
LATER [N 1280 THZN CARRYING A HEAVIER RZCESSIONARY iOMENTUM OVER
INTC 128 1. DOMESTIC °PRIVATE DEMAND (CONSUMPTION, STCCKSUILDING

AND INVESTWENT) wHOLLY ACCOUNTS FOR THZ MORE PRONOUNCED CYCLICAL .

PRCEILE. FORZIGN DZiMAND HAS STAYED ON THE EXPECTED PATH, WHILE

w GOVERNMENT CONSUMPTICN IN VOLUNZ .TERGMS IS STILL EXPECTED TO GROW
SLIGHTLY IN 1981« THUS THE REVISED FORECASTS PREPARED BY THE

COmMISSIEN'S SERVICES IN FEZRUARY SUGGEST THAT THZ UPTURN IN

ACTIVITY mAY BE DZLAYED UNTIL THE THIRD QUARTER CF 1581, TwO.

QUARTZRS LAT=ZR THAN EARLIER EXPEZCTED. GDP GROWTH AT AN ANNUAL

RATE OF ABOUT-Z 0/0 IS NOY EXPECTED IN THE SECOND HALF OF 1531

AND INTO 1982« THE. YZAR ON YZAR GROWTH OF GDP FCR 1331 FOR THE.

COMMUNLTY AS A WHOLE IS REVISED DOWN FRONM + 0.6 0/0 IN ThZ

ANNUAL ECONDIMIC REPCRT TO - 0.6 C/C. . : /

EMPLOYFENT COULD FALL 8Y NEARLY 1 0/0, AND BY THE ZND CF THE
“YZAR THE UNZmMPLCYMENT RATE COULD BE ABOMWVE 7 /2 O/O (17 AND STILL
RIS!NGO . 2 ’

-

A SIGNIFICANT 5LOWDOWN IN CONSUMER PR!CES.CAN oE EXSECTED DURING

THE COURSE 0F 1331, AS THE EZFFECT OF MORE i#0ODERATE VWAGE SETTLE-
MENTS IN THE SIRST HALF OF THE YEAR IS REINFCRCED 8Y 304E
REBOUND 0OF PRODUCTIVITY IN THE SECOND HALT. ALTHOUGH CONSURER
PRICES FOR 1881 AS A vHOLE COULD 2E U2 RY ARCUND 10 /2 C/0 ON
1330 (TASLE 1), THE ANPUAL RATE IN THE S=CCND HALF ©F THZ "YEAR
COULD, AT 8.2 0/0, BE L 1/2 POINTS LOWER THAN IN THE SECOND HALF
0 1930. DIVE GENCC oh IRFLATIOV RATES SHOULD ALSC LESSEN SOnE -
VAT, \iTP THE STANDARD D~VIAT!ON 0 CONSUMZR PRICES [NCREASES
TALLING BACK TO u € 0/ 0. ) ‘ '

THZ COMMUNITY'S BALANCE OF PAYIMENTS CURRENT ACCOUNT IS LIKELY
TO CHANGE LITTLE DURING THE COURSE OF 1881 AND FOR THE YZAR AS
A VHCLE COULD BE SLIGHTLY WORSE THAN THE HIGH D=FICIT RECORDED
IN 1530+ A FURTHER WORSENING.OF THE TERMS OF TRADSE IN 1381 wiLL
SLIGHTLY iMORE THAN CFFSET AN IiPROVESENT IN VOLUb MQOVE MENTS.

1) \_A\PMKIIV ADNISTED rlLUQ“

Q\?ngc*;
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TETCOUNCIL 1T TTOUIRED ( ACCORDING 7O T== 1274 CONVERGENCE 2= -
CIIInN) ™ w—jhr":ﬂz IN MARCH AZ RIGAERDS 2C03518LT ADMET-ENTS
TC THE ZCANAWIC 20LICY GUIDTLINTS ADOPTED IN THD ANAUAL RIPCR
iV D~C?rFEF-

AT THZ TlesE THZ CWU‘ L CONCLUDED THAT THE PCLICY inlX SHOULD
GIVE DRIORITY TO THE RTZDUCTION IN INTLATION, SAVINGS IN.OIL
[FOORTS, AND THE 3UD.SUIT 0 THEZ OTHZR NECESSARY STRUCTURAL
CHANGES IN T-2 COravUNITY ECONGmY, AND EZ ONLY ®0DZRATZLY SUP-
PORTIVE IN T=RMS OF CYCLICAL DEwWAND MANAGZIFENT. THZ WEAKER *CP-
NOl C QUTLOCK CANNDT {i4PLY AN EASIER wAY OUT OF THZ. CONSTRAINTS.
vHILE THZ EVOLVING SITUATION CALLS FOR TECHNICAL ADMSTHENTS TO
SCrZ FINANCIAL 20LICIZS, THZ SUNDAFENTAL LINZ 07 20LICY - TC
RZDUCE INTLATION AND PUSH AHEAD VI TH STRUCTURAL ACAPTATION -
HAS TC BE PURSUZD wITH EVEN GREATER URGEINCY. :

.-

3 CONTROL OF DOMZSTIC WMONSTARY AGGREGATES AND EXCHANGE RAT=ZS WITHIN

9N

THE FUROPFAN MONETARY SYSTEi HAS ON THE VWHOLE BEEN SATISFACTORY.
'VOHOYZVER, MONZTARY BOLICY IN ZURGPT HAS BEEN AND 135 STILL
CONFRONTED WITH THZ N=ED FOR A CCNCERTED REACTION TO THZ V=RY %
HI GH AND VOLATILE INTEREST RATES PREVAILING IN THZ UNITED \\\
STATES, AND TO THE AP2RECIATION OF THZ EXCHANGEZ RAT=S CF THE N
DOLLAR AND YEN.!'!
THE ADPPRECIATION OF TH: YeN APPEARS TO BE JUSTIFIED IN THE LIGHT
OF JADAN'S TRADING PERFORMANCE. VI TH RESPZCT TO’THE UNITED
STATES! MONSTARY PQOLICY, EUROPE 15 MUCH, AFFECTED 3Y BOTH INTE -
REZST AHD . XCHANGE mATr FOVEMENTS :
;mgﬁﬁﬁ,

IF EUROPEAN INTEREST RAFES NOWw MOVED UP|ON AVERAGE TO\'-.-'ARDS

UNITED STAT=ZS LEVELS, T IS QUITE LIKELY THAT AS A RESULT THERE
WOULD BE NO CYCLICAL RECOVZRY IN EURCPE THIS YEAR. ON THE COTHER ..
HAND, A FURTHER SUSSTANTI AL DEPRECIATION OF EUROCOE AN CURRENCIES »
ACGAINST THE DOLLAR COULD RISK CAUSING A Now ACCZLERATICON OF (IN-

FLATION IN THZ CCwl«UNITY, THROUGH THE INCREASE IN 1¥PORT PRICES

IN EURO>ZAN CURRENCIES. MOREQVER, RATIC SVWINGS IN EITHER Ex-
CHANGE RATES OR INTEREST RATES ARE CODTLY TO T ECONOmY THROUGH
TH= JVC:RTHINWY THAT THZY INTRCODUCE.

IN VIEW -0F iTS LARGE CURRENT ACCOUNT DEFICIT .ON THE BALANCE OF

PAYWENTS, THE COMMUNITY SHOULD 3= PREPARED TO ACCEPT HIGHER
DOLLAR EXCHANGE RATES THAN PREVAILED IN 1280 ON AVERAGE« THE IN-
EVITARILITY OF THIS DEFICIT IN THZ SHORT-RUN FEANS THAT IT5
FINANCING SHOULD B= CAR”FULLY PREPARZDs THIS 'IN ITSELF SHCULD
POSE NDO INSUPERABLE PROELEMS., THE COmMWUNITY HAS FOR ITS PART

IN ?EBQUARY RENEWED AND EXPANDED (ITS OuN RKCYCLIN” FACILITY. l<

EXPERIENCE. CO\’flPMq HOv/ RU!@hfh TERCY COVUIIIONv MAY r“*’N\.‘G: AS BET-
WEEN EMS CURRENCIES AND THE M™AIN r-'LOATI\‘ FXCHANGZ RATES, AND
SURQOSE SHOULD NOT MAKE FUNDArENTAL CHANGZS IN [ITS DOMEST]C

"MONZTARY POLICIES IN RESPONSE TO VO LATI LE EXCHANGZ RATz »0vE-

MENTSe THE UNITED STATES AUTHORITIES FOR THEIR PART SHOULD CON-
TRIBUTE TC THZ - INTZRNATICONAL INTEREST BY MANAGING THEIR EUDGE-
TARY-MONE TARY POLICY MIX AND THE TZCENIQUZS OF mONSTARY POLICY
viITH A VIEW TO REDUCING THE LEVEL CF INTEREST RATF ONS STENT .
WITH A STABLE EVCLUTION OF MONZY SUPPLYy HE . SHE
ALSC CONSIDZIR SUGGESTING TG THE UNITED STATES AUTHO
REQRGANISATION OF EXISTING CENTRAL BANK SwAR _EACTLITIES TO
INCLUDZ CCNSOLIDATED_LINZS OF CR:DLz/svfwfﬁN THE FEDZRAL RESERVE
SYSTEm AND THE EUROPEAN MONE TAEY-CUDPEZRATION FUND. THIS wOULD
FURTHZR IMPROVE THE EFFECTIHVENESS OF COORDINATED TRANSATLANTIC

TINTERVENTION POLIC GFT'0V§FS THE POSITIVE INNOVATIGNS IN THIS

ARE A ”LQ»AD,)»%& n\ THE 'RECENT PAST {1PROVED CONSULTATION
NE T Ok NTFERVERTTON TN LchTA;N{s;.‘”Mvaﬁ'*ﬂ’””S)




1T THI i eSS rSSE STATSES wJST RATCH THT DIEFICULTIES . MW
"I OTRANSATLANT ATY COMDITIONS “ITH INTENSITIZEZ CNOPZRA- x#mm
TIOY % RIGARD IST RATT ADJUSTEENTS, INTERVENTICN 2CLICY P
AND -TICIAL C POVIRINTS. IN ADDITICON TO TULL USE OF THZ
S CHANES®S ©F DT AN LONTTARY SYSTSh, THIRT v OULD 38

M TH 2SS OR00 =5 FOR >pLCu471zqm 0F UNITED KINGDOW ?o?nl
TARY S0LICY A5 D5 INTERZST RATE ND CRITERIA OF ZXCHANGE
LT M ANAGTNEN _ :

ADART TRQe. THE INCRIASE IN UNTOLOYRENT A CONSZEQUENCE CF THE

TAKER LSVEL 0F ACTIVITY IN 1351 I3 SOeE INCREASS IN BUDGET
FCICITS QVER vHAT HAD 2FEN FORTCAST IN THE ANNUAL RESORT. HOV'-
SVER, THE mﬂvrﬁacwpr VEAKNESSES [N PARTS OF THE EUROSPZAN ZC0-

NDmY ARE SUCH THAT A FULL 2LAY O THZ 'AUTOMATIC STASILISERS!

CANNOT 52 RISKED IN ALL CCOUNTRIES. IN PARTICULAR, COUNTRIZS VITH -

THE HIGHEST DEFICITS ﬁmnrw~C3. IRZLAND, ITALY) SHCULD kmm1b4"3n.\3 a7:<244l
X INCRZASES - “URTHZR INCRZASES IN THESZ COUNTRIZS' DEFICITS S i
‘CANNCT ©RQVIDE ANY SUSTAINASLE [INCREASZ IN ECONOwMIC ACTIVITY., j -
ON THE CONTRARY, INCREASED DEFICITS - WHETHER SPONTANZ OUS OR
DISCRETIONARY = ARE LIKSLY TO CAUSE SWIFT AND SIGNIFICANT. INTE-
K= ST RATE INCRZASES, AND FO—FHREAFEN STARHY—OF—THE EACHANGE

RPAF— ANONG THESE COUNTRIZS, ITALY HAS MADE SROGRESS IN 1930 . |

IN REDUCING THE BORROVING 0 GENZRAL GOVERNWENT qo VELL UNDER -\ ¢y rone ol
12 0/0 .0 GD°, AND. THIS SHOULD &5 oozmnn<1u N e [IN OTHER . A (wied tre
COUNTRIES, S0ME INCREASE IN SUDGET DEFICITS mtacru BE maz;AAro . pewechonck
TO SUP20RT ACTIVITY., INDEED THE 'AUTOMATIC STASILISERS! SHOULD  €me aducd |
82 ALLOWID TO OPERATE SULLY IN COUNTRIES WITH THE LEAST HIGH ,g«ﬂ: (o edws
DEEICITS. HOWEVER, EVEN [N THESE CASES, "PRIORITY MUST S5E GIVEN . TO  sumfuenk
m»Uﬁtcnacx~:> EXPENDITURE- TO 1iPROVE-PRODUCTIVE | voﬂnzq_>r. o : LJWgAMr
. A VITOww 9
EXTENSIVE STRUCTURAL PROSLEWS x»ﬁqdauum.o<lmopﬁ.qd ACHIZVE ﬁ>wmww
HIGHER 4x'zu RATES OF GROVTH AND EwOLOYENT. POLICY #UST INTENG ,,rw ™
FY EFE0RTS TO 1ix®ROVE PRCDUCTIVE °©CTENTIAL BY REDIRECT(NG S S miéx
SUDGETARY RESOURCES FROM SUBSIDIES THAT ARZ. SUPPORTING UNS CONC- e
] C OR NON-PRIORITY ACTIVITIZS, INTO ADDING PUBLIC OR °ORI VATE _
INVESTRENT. THE [MVESTe#ENT RATIO HAS DECLINED FRQiw 23 0/0 OF 1
GO IN 1870 TO 21 O/0 IN 1379 IN THE CO«MUNITY AS A WHOLE . bEAN-

HILE, OVER THE SAME PERIOD IT SEEMS THAT(SUBJECT .TO DIFFICULTIES
o _>H_m4_o>r MEASURENMENT) INVESTHENT. GRANTS REMAINED STATIC AT
1 G/0 OF GDP, WHEREAS SUBSIDIZES (NOTABLY OPERATING SUBSIDIES,
EXCLUDING TAX EXPENDITURES) ROSE FROM 1.8 070 OF GDP T0O 2.6 0/0
vl TH PARTI CULARLY LARGE INCREASES RECORDED IN THE BENE LUX COUN-
TRIES, IRELAND AND [TALY. JUSTIFICATIONS FOR HIGHER OR MORE
RAP|D FISCAL DESRECIATION ALLOWANCES EXIST IN THE >OmMrrx>4nu
035 JLE SCENCE DF SXISTING CAPITAL STCCK DUSE TO THE HIGHER ENZRG
SRICES, AND [N THE NEED TO ACHIZ VE FUNDARENTAL ~?wmo<m3m7a N
INDUSTRIAL COMPETITIVITY VI3-A-VIS THIRD COUNTRIES. THE COrunl S=
SION TOR ITS PART 1S FOLLOWING THESSE PRINCIPLES IN AREAS OF .
COmMMUINT TY RESOCNSIBILITY, HAVING RECENTLY PROPCSED A REZDUCTION
0 STATS AIDS T0 STEEL (1), AN INCREASZ [N SRODUCERS! FINANCIAL °
CO-R= o>;u~uwr“4< FOR SURPLUS AGRICRGULTURAL ®RQDUCTION (2}, AND
A STRENGTHINING IN COeaNITY ro»z _zuqmc= NTS FOR FINANCING .
~2<1u47nzq (3).

e AR R

1) com (31) o —— BT Eud gt B A -
(2) coi (381) 50 FINAL ] w3 SRR SR AR
%) COm (30) 670 FINAL . T e g .

PROGRESS IS BEING iFADS IN REDUCING THE COMMUNI TY'S DEPENDENCE
oz [#2CRTEC OIL. THE SHARS OF [iMPORTED OiL o
_— - : - ZGROSS INLAND CON-
SURPTICON OF PRIMARY ENERGY FELL FROM 476 0/0 IN 1573 TO :
LheZ 070 IN 1933, AND 1S5 EXPECTED TO FALL FURTHER  TO rn.ﬂ 0/0.
IN 1231, THE VOLUwWE GF NET OIL [+P20RTS DROPPED 10.7 O/0 IN 1330
AND SHO cro FURTHER FALL 5 0/0 OR RORE IN 1251. .

- B o m——e e



N

.

3
i R s~ R oy .
I e et

+IJST B2 ACHIZVED

; S YER, wlOY s ROZRZSS BEEERE T

NTY COULD CC"\"?[DE m LT3 wACRIZCONDW] C RILICY TC 22 NC LOINGIA
CONSTRAIYED BY E" SY MARKE ENERGY PRCOUCTION AND
SAVINGS WUST 82 2 Y E\ 2L= ~EAN3. OT5TACLEZS SUCH
AS D=1LAVS [N i\‘f- T,ru: ” JLL_ AR POWZR, OR FAILURTZ TO imAKEZ

TIZwbLyY ADAUSTRENTS TO ENZ 3CY CONSUERTION TAXES 50 AS TO SUSTAIN
TeZ 'ORICE MESSAGE', wILL ULTHWATELY EXACT. AN EXTRZMELY HIGH

ORI CE H\' LI VING,STANDARDS.« SZVERAL COUNTRIES ARE RELATIVEZLY
WELL ENDOWED [N HYDROCAREZON RESQURCES (NETHZRLANDS, UNITED KING-
Do) OR HAVE RTASONASLE CHANCES OF BT COMING mUCH mMORE SELF - '
SUFEICIENT (IRSLAND, DENMARK) ., FRANCE [S MAKING PARTI CULARLY

RA2[D SROGRISS vITH OTHER EN"R"Y FORMSe 2ZLGIUM, G‘:Fi “ANY AND
ITALY = »HILE WAKING EFFORTS IN CERTAIN AREAS OF ENERGY PRODUC-
TION OR SAVING - NZED URG:Y\TLY TO STRENGTH=ZN MAJOR FEATURES OF
THETR NATIONAL ENERCGY PROGRAMYES, OR THEIR 1MPLINMENTATI ONe
EXAMDLES OF BELOW-AVERAGE TAXATION O ENERGY CONSUSTICN [NCLUDZ
HEATING OIL IN GENERAL AS EZTWEEN #C0ReS 0F HYDROCARZON CONSUR2 -
TION, AND, AS BETWEEN iZw3EIR STATES IN RELATION TO THZ COmUNITY
AVERAGE, HEATING OIL IN GERMANY, ESLGIUiv AND THE UNITED KINGDOM,
SETROLIN GLRiMANY AND LU)’“ MEOURG AND DIESEL OIL IN lTALY A'\‘D )
LUXE M2 O0URG.

THE FURTHER DETERIORATION IN THE LABOUR MARKET SlTUAT!O.’\‘ SHOULD
BZ APDPRAISED AS A FUNCTION-OF ITS DIFFERENT FCRKS AND CAUSES.

« THE EX:’EC'IED RE—DUCTIO.’\“OF EvPLOYRENT IN 1281 COULD 2 CORRZCTZD

PROGRESSIVELY VWITH THE RECOVERY IN THE SECOND HALF OF 123 1.-THE
SPZED £F THIS RECOVEZRY DEPENDS ON THE RESPONSE OF SOCIAL PART-
N=ERS TC THE NEED FOR HIGHZR INVESTMENT AND STRUCTURAL CHANG.
PARTI CULAR CONSIDZRATICN SHCULD IN THIS CONTEXT 2E.GIVEN TO THE
NEED TC TAKE FULL ACCOUNT OF THz DETERIORATION OF EWMPLOYMENT
DROSPEZCTS AND TC 'GENZRATE NIV JO085. DZFENSIVE MEASURES AND SUS-
SIDIES wOULD IwPEDE THE PROCZSS OF RZALLOCATICON AS »UCH AS
AGGRESSTVE WAGE POLICIZS. WITH LITTLE PRODUCTIVITY GROWTH AND
FURTHER LOSSESIN" 1331 ON THE TZRNMS 0OF TRADZ, THERE 135 ALMOST

b T ey

X
P,

NO SCOSE FOR SIGNITICANT REAL INCOME LBSS—N—SBrE—CEUNTRIES r—er *;’;“N;L“(Lrﬁrilv
SOME COUNTRIES STRONG EFFORTS ARE CURRENTLY BEING RADE TO MODE= ‘et mieed catomst

RATZ THZ GROVWTH OF NOMINAL INCCMES, AND THE BENELUX COUNTRIES IN  tog insoct e vt

PARTICULAR ARE IMPROVING THEIFR COMPETITIVZ POSITIONS AS A RESULT
CF COmBINING A LOw INFLATION RATE WITH STABLE EXCHANGZ RATES )
WITHIN THE EMSe IN OTHER COUNTRIES IT IS URGENT THAT MOREZ EFFORTS
BZ MADETTO REDUCE THZ TREND COF GROWTH IN NOmMINAL INCOMES, NOTABLY
IN IRELAND AND [TALY. MOREOVER, THE SUBSTANTIAL.INCREASE IN ;
STRUCTURAL UN=EMPLOYMENT EMPHASI ZES THZ NEED FCOR WAGE CONTRACTS

TC ALLCy FOR THE - QUICK:R ADJUSTIMENTS OF INCOMES BETWEEN COUN-
TRIES, SECTORS AND '-'IRI S WHERE COMPETITIVITY AND PROFITS HAVE
BEEN REDUCED-. ' :

PART OF THE TREND INCREASE N UNZMPLOYMENT R:CL“- Crs THE LONGZR
PERI0DS OF SEARCH BETWEEN J035, FACILITATED 8Y UNZMPLOYMENT AND
SOCIAL SECURITY BENEFITS. HOWEVER, THE WEAK GROWTH PERF ORrANCE
SINCE 1373 INCREASED THE NUMBER OF UNZMPLOYEDe AMOUNG THZ UNZi-—
PLOYZD CERTAIN GROUPS ARE [N A PARTICULARLY VULNERAELZ PO03ITION
YOUNG PEQPLE wWITHOUT SUFFEICIENT TRAINING, wOrEN LOOKING FOR PA:{T—
TImE JOB5 AND OLDER PECPLE APPROACHING THZ lR PENSION-AGE« 'TO AID
THE SE GRCUPS, AND TO ALLEVIATE UNZIMPLOYMENT IN GENERAL, IT IS
VITAL THAT MZiMBER STATES ASSURE SUFFICIENT RESOURCES FOR EXPANDEZD
VOCAT! ONAL TRAINING AND RETRAINING, UNDZRTAKE JUD“LCII”NTARY

" EFFQORTS TO HZLP THE RECORD SUPPLY OF YOUNG PEORPLE INTO THEI

FIRST SMPLOYWENT, IMPROVE PROGRAMMES OF APPRENTICESHI AGR IURG.SS {(AS
OFFERED IN GERMANY) AND PROMOTE PRZ-PENSION SCHEMES AND THE CRE-
ATICN CF PART-TIrE J0O3BS. ) . :

AN OLD PHENCIMENON HAS ATTRACTED New INTEREST : THZ GROWING Sl &

OF UNRECORDZD AND UNCESSEZRVED EMPLOWVRENT WHICH SEZEMS TQ HAVE EEEN
SDR’:AN\‘(‘ RA2{DLY IN MANY IND UDTK[AL!D"D COUNTRIES.

ooy,
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A REAL INCOME LOSS lN bOhr COUNTRI¢S-

T2 RULTIOLE AND CONTINUEZD ZFEORTS TO RZ#EDY THE UNZS LUYGLRT
TSETUATICN IN COmiUNITY COUNTRIES HAVE 3SHOWN 30+ RZ3ULT. m0ORE
HAS TO == D“N_, EUT NO GEINZRAL AND v UICK PANACZA |5 AVAILAEL=.
THZ RISPONSIBILITY 70R EmPLOYHENT CRZATION LIES AS owUCH WITH
THOSE wHn D,CIDE THZ CONDITIONS OF EMPLOYrENT AT THZ ©NTZRPRISE

{LZVEL AS WITH GOVERNMENTS IN THEIR MACROZCONOmIC AND STRUCTURAL

POLICIES AT THE NATIONAL AND COMMUNITY LEVELe -

L+ CONCLUSIONS

THE EURDPZ AN AND OTHER NOV CIL DRODUCINQ COUNTRIES ARz NOvW UNDER-
GOING THE N=yw READJUSTMENT PROCEZS5 DUz TC THZ S=ZCCND CIL PRICE
SHOCK = wHO3Z [wPACT ON GROWTE, PRICES AND THE EALANCE OF PAY-
MENTS 1S SIimILAR TO THAT CF THE FIRST SHOK IN i273-7L4. THE
DIFFICULT TASK OF GOVERNMENTS, TRADZ UNIONS, EwrPLOYZRS .AND
HOUSZHCLDS LIES IN THz NEED TO-AVOID THE POLICY ERRORS AND M|IS-
TAKEN REACTIONS THAT FOLLOWED IN 127L AND 1375« THZ CONSZ QUENCES
OF THZ SECOND HZAVY TRANSFER OF -RESOURCZS IN FAVOUR OF 0PzC

HAV= TO 22 ACCERPTED. THIS 1iWPLIES PRIORITIES FCR REDUCING THE
GRCY,TH 0 NOWINAL LASOUR COSTS AND FOR RESTRUCTURING THE PRODUC-
TIVE POTENTIAL OF OUR ECONOMIES THROUGH ACCZLERATED INVESTHENT
AND ENZRGY SUISTITUTION AND SAVINGS. THE SCO°Z FOR GLO3AL POLICY
ACTIONS IN THE CONMMUNITY IS5 VERY LImMITED MAINLY ZECAUSE THE
HIGH SUDGETARY D=~ICITS AFTER THz FIRST OILL SHOCK CQULD NOT BZ
RZDUCED DURING THZ «0DEST RECOVERY PERICD 1376-73, "AND

25 CAUSE PRZSENT INFLATION RATES AND INFLATIONARY EXPECTATIONS IN
MOST COUNTRIES ARz STILL EXCESSIVcEe THZ LIMITED POLICY CONTRIRBU-
TIONS 0OF G”V:RNEENTS COULD BE WIDENZD IF PROGRESS-IN COUNTERING -
INFLATION EECOMES MORZ EVIDENT AND [F THE STRUCTURAL POLICY
EFFORTS hAYC RAP] D PROGR=ZS5. ONLY IN THIS WAY IS I'T POSSIBLE FOR
MEMBER wTAT‘a TO HELP EACH OTHZR THROUGH HAVING A COHERENT, COL-
':’T!\” PROGRAM= FCR ECONOMIC R_COVCNY AND T1IF2PROVEMPSNT IN THE

\

Ewx2LOYMENT, DITUATION-\ _
;THIq PKQGRAMM_ 0* POLICY COORD]NATION [M2LIES FOR TP:‘COMMUNITY :

e MAYNTfNA\CL OF THE G’N:?ALLY CONVERGENT hO\ TARY AND BUDGETARY
POLICY CRIENTATIONS APPROVED N DECEMBER 1330. AND PROGRZSS Ik
STRENGTHZNING THZ EURCPEAN ONZTARY SYST=Me., | -

-

- STRONGER COO0OPZ RATIOV E“i\CEN THE COMMUNITY AND THE UNITED
g

. STATZS IN mﬂNCTARY AND EXCHANGE RAT” POL!C!ES-,

- LI TED SCOPE r:_OR D:MA\D DTIMULATORY ACTIOND TFQOUGH‘A QUALI -
FIED ACCEPTANCE OF AUTOIATIC BUDGET.STABI LISER, EUT. i-0ORE DUDDORT
FOR INVESTMENT, A CUICKER RESTRUCTURING AND ENERGY 3U3 STITU-
TIQN boLrey, AND INPROV D LA30UR RFTRAlNlPF AND hO= [LITY )

r-*"- MESe

.CORR{ GENDUM. ¢

°0INT 3 - 12TH PA?A- - SENTENCE NO. 3 'SHOULD READ

wITH LITTLE PRODUCTIVITY GROWTH AND FURTHER LOSSES IN 1381 ON
THE TERMS OF TRADE, THERE 15 ALMOST NO SCOPE FOR SIGNIF]CANT
REAL [NCORE AGINS IN THE COMMUNITY AND EVEN THE NEED TO ACCEPT
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WuEN, ON 15 DECEiMEZR 1380, THE COUNCIL ADD2TED THE A\\UAL
PORT ON THE ECONOMIC SITUATION IN THE COw aUNTTY (DECISIC
/"i /EEC), 1T WAS AGREED TO FIX THE FIRST ECONOMIC uOLI””
ID”LIN’Q ECR GREZCE AT THZ FIRST EXAMINATION OF THE ZCONQin| C
TUATICON ZY THE COUNCIL IN 1251,

!
:
A
L/
I

unu)ulv -

ACCORDINGLY, THE COimivl SS10N PROPOSES THAT THE COUNCIL APPROMVE
TH= ZCONCWIC POLICY GUIDELINZS FOR GREZCE CONTAINED IN THE

ANNE X !

ANWNEX
PYIN GRZECET, THE [MPROVEMRENT IN THE CURRENT ACCOUNT BALANCE

VAS ACHIZVED [N 1230 AT THE COST C A MODZIRATE DECLINE [N
DOMESTIC D=mAND AND A CONTRCLLED DRO® IN THE EXCHANGE RATE.,

AS A RESULT, A MORE FLEXIBLE ECONOMIC POLICY WAS POSSIBLE FOR
1231 THE 20LICY HAS Tv0 A5 : FIRST, TO CONTAIN THZ USTURN |
IN CONSUMPTION 0F wHICH THZRZ WZRE SIGNS TOwARD THE END OF 1330,
WHILE STIMULATING THE RECOVERY OF INVESTRENT wWHICH 1S ESSEN-
TIAL 1= PRODUCTION STRUCTURES ARE TO ADJUST TO THE NIy EXTERNAL
CONTZXTe, AND SECOND, TO SLOv.DCwN PRICES .- RISING AT AN A\NUAL
RATE OF 26 0/0 AT THE END OF 1230 - IN ODD:R TO PRESERVE THE
COMPETITIVENESS OF THE ECONOMY WHICH IS LIKELY, SOONER OR LATER
TO BE A”C’CT’D !F *H" DQ:S'NT RATc Of DRIC’ DlSEa DERJIST

- - =
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ECONOMIC SITUATION IN THE COMMUNITY
Brief by HM Treasury
(Separate Annex on EMS attached)

OBJECTIVE

1. To reaffirm the need fof 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

= (i) Inflationary impact of 1979-80 oil price rises on
earnings has been better contained 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 particularly sharp reduction in
inflation, but output has fallen faster than in other

countries and unewployment has risen more steeply.



- (iv) Trough of recession now in sight in both‘UK and other
countries. Gradual recovery of output likely. Wrong to
abandon Community's agreed policy to combat inflation

through firm fiscal and monetary restraint.

(v) UK remains committed to firm monetary policies
supported by curbs on government borrowing so that interest
. rates do not bear too much of the burden. Tax increases
in Chancellor's recent-bﬁdget enabled UK to cut MIR by
2 per cent. UK three-month interest rates are now below
those in U.S. and not out of line with moSt Community
countries.

JIf it is suggested that Fur unci i

criticises U.S. interest 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 currency must retain its wvalue.

(vii) It would be regrettable if a U.S.‘failure to control
fiscal deficit put excessive strain on monetary policy.
 The Administration.is»placing emphasis on fiscal
policy, but we have to acknowledge constitutional
difficulties féced by any U.S. administration in imple-
‘menting fiscal policy. Both the Administration and
Congress seem to recognise the importance of keeping tax

and expenditure cuts in phase.
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(viii) So far as volatility of U.S. interest rates is
concerned, difficulties created for Communify 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 1likely to result in some volatility of interest

we

rates,but /are not in the position to dictate to the

U.S5. on techniques.

(ix) On the level of interest rates, UK cannot see how
it is possible to organise general reduction of world
interest rates while inflation rate in main industrial
countries continues excessive. There might be something
to 5e 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.






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 14+ 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 wmay 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 Community GNP
to decline}by %+ per cent in 1981 with only France, Greece and
Ireland enjoying positiVe growth. (This coﬁpares 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, wifh rate falling to 123 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-on-year rate of

inflation has fallen from 22 per cent last spring to 13 per cent
in January. Budget 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. 1In 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. Current account deficit for Community countries which was

almost B40 billion in 1980 is expected to be about g30 billion
in 1981. The German deficit of $15 billion in 1980 is expected
to 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 cﬁrrent account
was in surplus 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 EC 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 1980. 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
stabilisers to increase governments' deficits as a result of

recession. UK target for £M3 growth in 14 months to April
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1982 is 6-10 per cent. PSBR for 1981-82 is projected'to be
£10% billion equivalent to 41 per cent of GD? compared with
£133 billion or 6 per cent 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 cent.
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 warked in the case of Germany where
domestic 3-month rates have escalated from 9% 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 interest rates at 121 per cent, Italy 17%
per cent, Belgium 134 per cent, the Netherlands 114 per cent
and Denmark 151 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 now they are below U.S.

rates and not out of line with ﬁost EC rates.

9. German Chancellor Schmidt and Finance Minister Mgttoeffer
have both been reported in the Press as critical of the levél
~of U.S. interest rates. The Federal Chancellor aglso claimed

in his telephoﬁe 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

admitted 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-Februﬁry but has since

rallied.

10. Bundesbank chairman Pohl has said the fight against

inflation is more important than interest rates. Schmidt,

himself, has acknowledged the 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 German balance of payments to be stronger reflecting

Germany's underlying competitive strength. -

11. The Germans themselves,therefore, have a rather ambivalent
attitude towards U.S. interest rate policy. This reflects a
lively debate going on in Bonn about the level of German
interest rates:which are the responsibility of the Bundeébank
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 consé-
quences. Furthermore, Schmidt is known to be anxious about
the danger of a major world recession. The Dutch Government
is under strong pressure to do something about unemplpjment.
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 running an excessively 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 further than the last Council in setting
a timetable for new developmehts.

3. If necessary, to agree to studies of any specific new

proposals from Belgium.

POINTS TO MAKE /DEFENSIVE/

1. ZﬁK attitudg] We fully support the EMS, and acknowledge

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. ' /Draw on paragraphs 5 and 6 below if
pressed./

2. [If the Belgians or others suggest changes in the working
of the EMS;7 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 these questions and>will no doubt

be advising the Finance Council at an appropriate moment.

‘fo necessarz7 The new Belgian ideas should also be looked at.






BACKGROUND

1, There is no reason for us to raise 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 Europegn
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 leitical
support for the former given the loss of national control over
economic policy that it would entail. The last European
Council in December removed the March deadline and merely
suggested that there should be further 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.

Bis 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 Fébruary after the Bundesbank had
acted to raise interest rates and the mark has now moved back
to the top of the EMS band. The Belgian franc, which has
been consistently weak for a long time, was left isolated at
the bottom of the (21/y per cent) EMS band despite an increase
in Belgian interest rates. .

by, The Belgians were critical of the way in which the
Germans raised their inﬁerest rates and this resentment may

underlie their wish to discuss the EMS. Alternatively, i%



is possible that they wish to propose various technical
modifications to the system such as those they suggested in

a speech last month by M van Ypersele, a former chairman of
the Monetary 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.

Bl ¢ UK and exchange rate 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 to other EMS currencies at times of disturbance

in the oil markets. It 1s not certain, or even probable,

that the exchange rate mechansim would have been as manageable
if sterling had been a member. Second, the obligation to
control sterling's agreed margin of fluctuation could

conflict with our domestic monetary policy if we were
obliged to intervene heavily fo 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 Community's average. The answer is that
whilst the improvement in inflation is encouraging, the sharp
movement in sterling reinforces rather than retracts from the
arguments in paragraph 5.

T, Nevertheless, the Government has made it clear in a
number of public statements that we intend to join the exchange

rate mechanism when we judge that conditions are right.



UNTMPLOYMENT @ POINTS FOR EUROPEAN COUNCIL PRESIDENCY CONCLUSTONS

1. There is no easy way for the Community to conquer unemplbyment_ l;giiz;
ControlL&ng 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 so 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 Committee, to propose ways in which this process can be
assifted and 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 apprepriete ﬁeasures which assist the
transition by helping those areas and groups in the Community which are

particularly badly hit by unemployment. In this respect, the Council is
particularly concerned at the problems caused by declining employment in

traditional industries in various regiorns of the Community. Particular

importance is attached to mitigating the social effects of festructuring

in the steel and shipbuilding industriég. It accordingly invites the
Commiﬁssioh to pay special attention to these problems, particularly in
formulating its proposals for revision of the European Social Fund and

the European Regional Development Fund.
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EXPLANATION OF UNITED KINGDOM APPROACH

1. The current level of unemployment must be central to any consideration

of the economic situation in the Community. In January 1881 it reached

73% of the active population (ie some 8% million people) compared with

4.3% in 1975 and 2% in 1970, This represents a serious waste of human
resources and imposes & severe burden in terms of human suffering and

loss of digﬁity on those affected. The problem is worse becausé it is
concentrated on pafticular 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 underlying
problems that today afflict the Community's economy: the world economic
recession, inflation, low levels of investment, slow growth in productivity,
poor competitiveness and a high level of dependence on imported high cost.

energy. The two massive increases in oil prices in the last decade have

rendered obsolete a substantial proportion of the capital equipment of the

industrialised countiies and of the Community countries in particular.

Europe needs to replaée tﬁié equipment and alsé to invest in new forms of
energy production. The future stﬁndard of living of the Coﬁmunity and the
level of employment that we will be able to sustain'without excessive infiafion
will depend dn the ability of the European countries to‘meet'these investment.

~

needébto adapt to changing conditions 6f employment and to equip ourselver

with new skills.

3. These underlying problems must be successfully taqkled if we are
to secure a lasting reduction in unemployment. Employment measures which

assist the transitioén are to be welcomed, but such measures must avoid



worsening competitivencss. Otherwige they lead to a loss of output to
~— overseas competitors and the reduction in unemployment is not then
sustainable. For our competitors will not stand still. New processes
and techniques will continue to be developed and used outside the Community
and the newly industrialised countries will become increasingly competitive

in basic manufacturéed products. Unless we allow the.structﬁre of our

industry to adapt to meet these challenges, still more jobs will be lost

in the future.

4, These dangers are illustrated 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 #n increase in unit labour cosfs,

the effect is toexacerbate inflation, reduce competitiveness and depress
unemployment in due cburse. Moreover, circumstances vary widely and to
impose a uniform reduction in the working week throughout the Community
would not take aécount of what individual firms could afford and could
organise efficiently. This is not, of course, to say that other special .
empig}ment measures particularly directed to helping groups worsf affected
bywtﬁé recession might not have a part to play in relieving unemployment.
5. A_lasting reduction in unemployment requires the creation of conditions
for sustainable growth and these can only be achieved if ihflation.is
brought doyg. A high le#el of inflation in the industrial countries could
invite more o0il price increases. Butéinflatiop also destroys the framework
for business_confidence and the basis for investment decisions. It upsets
relative pricing, endlessly absorbs effort in adjusting to new price and
wage levels and often squeezes prbfits in favour of wages. It has powerful
direct and indirect effects on the profitability of industry and on its
internafion&l competitiveness. Inflation is thus the enemy of unempioyment,
economic growth and structural adjustment. TL;% Mezan tt;if ééit;
frl and ool potn;g&;:‘ﬁc;wfg el Greflot T

hl
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competeing effectively in basic manufactured producle and where competition
N—" ~/

t.. In world economic conditions where newly industrialising counirics ar

between advanced industrialised countries becomes more severe, the companiesr

and sectors most capable of survival will be those with:-

(a) control of rapidly advancing technology;

(b)

adequate professional and technical management and highly-skilled

labour;

(c) highly sophisticated selling and distribution systems which can

react to changing consumer preferences;

(d) flexible manufacturing systems which can respond to consumer

needs or product variety;

(e) economic production units capable of responding to major segments

of world demand.

High technology is an ingredient in most of these factors and it is this

which needs to be developed within the Community.

7. Structural changes on the scale that are taking place inevitably create

serious social and employment problems. These are particularly acute in arecas

of the Community where there is a concentration of declining industries such

as steel and 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



“grew productive and infrastructure investment. In the current situation it i
essential that a higher priority is given to these particular problems in the
administration of these and other Community instruments and in the forthcoming

reviews of their activities.
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21X,

Pleasge find attached a Commission communication to the
Council on the ecounomic and social situation in the Community.

This communication is in accordance with Article 2 of the
Convergence Decision of 18 February 1974.
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1« © - Recent economic performance

The slow=down 1in economic activity:-1in 1980, with.GDP ¢rcwing 1,3%

Y,3%
in the EC as a whole, was approximately as forese@n by the council “in

in December of (ast year. Output peaked 1n the .first quarter of 1980,

but declined thereafter. HoWever, private

bonsumption was'probably beginning to grow agaﬁn in real terms by the end

of the year, while the EC business surveys showed first signs that the sharp
‘deteriorafﬁon in- business sentiment may have been arrested.

There was hardly any ﬁncrease‘in empLoyment in;1980, while the Labour
force continued to expand rather rapidLy. Ihe reeuLt was a sharp rise in
unemployment: the average rate for the year was 6,0%, and by the beginning
of 1981’had passed 7,0%. Over the Last'twetveﬁmonths the unemployment rate
increased most in Denmark and the NetherLandsv(up by about one half) and the
United Kingdom (up by two-thirds). The additional cost to the national exchequers
of the rise in unempLoymenf'amounts for thelcemmunitj as'a whoLeito some 0,15%
of GDP for 1980 compared to 1979. St '

The deterioration in ﬁﬂfLation‘perfermance which had begun in 1979
was accentuated in 1980; the increase 1in consumer pr1ces in the Community
on average reached 12 ,1% 1n 1980, compared to the low: point - of Ty 5% an 1978
Divergence between consumer price rises of Member States also widened to twice the
. average for the seventies as a whole (the standard deviat1on rose to
3., 0% However,’a somewhat better performance was ev1dent in the second
_half of the year, espec1aLLy in the United K1ngdom where the annuaL rate
had fallen to beLow double figures. ; :

'The Community's current account'defieﬁt in 1980, expressed as a
perqentage of GbP; was the Largest;ever‘redorded. In contrast with 1979,
there was some 1mbr6vement in 1980 in export in reLation to import volume.’
However, this was more than offset by a terms of trade deterioration (2, 8%)

'conszderabLy Larger than that in 1979 (aLthough this was still very much
smaller than that suffered in 1974 afterrthe;f1rst oiﬁﬁpr1ce'shock}.

Exchange-rates deveLopmenrs‘in’the éMS'fn>?980 were Limited to

’\

i moveménté’permz ted by unchanged centrat rate a.newever, ‘the UK pound apprecwated,'

o

"7<,1sx agawnst the ECU in the’ course of the yea ,:and the Yen 24%. Tne us- doLLar

xl;was on a dECL1n1ng trend agawnat the ECU un,"

”aﬁrecevered substant1atty.;
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2 AOutLook for 1981

The present cycle is now éeen as being sharper and deeper than
anticipated. The starting point, the high Llevel of activity in early 1980
has been afain revised upwards, with the steeper fall later in 1980 then‘
carrying a heavier recessionary momentum over into 1981. Domestic private
demand (consumption, stockbuilding and investment) wholly accounts for the
more pronounced cyclical profile. Foreign demand has stayed on the expected
path, while government consumption.in volume terms is still expected to grow
slightly in 1981. Thus the revised forecasts prepared by the
Commission's services in February suggest that the upturn in activity may
be delayed until the third quarter of 1981, fwo guarters later than earlier
expected. GDP growth at an'annua[ rate of 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%.

Employment could fall by nearly 1%,;and by the end of the year the
unemploymen* rate could be above 7 1/2% (1)‘§nd stiLL rising.

A significant slowdown in consumer prices can be expected during the '
course of 1981, as the effect of more moderété wage settlements in the first
half of 'the yeat is reinforced by some rebound of productivity in the second
half. Although consumer prices for 1981 as a whole could be up.by around
10 1/2% on 1980 (Table 1), the annual fate 'in the second half of the year
could, at 8,2%, be & 1/2 points. lower than in the second half of 1980.
~Divergence of inflation rates should also Lessen somewhat, with the standard

deviation of consumer prices increases falling back to 4,6%.

The Community's balance of payments current account is likely to change
Little during the course of 1981 and for the year as a whole couLdAbe slightly
worse than the high deficit recorded in 198017A further worsening of the terms
of trade in 1981 will slightly more than offset an improvement in volume

movements.

al

Sk Policy issues

The Council is required (according to the 1974 Convergence Decision)

to deliberate in March as regards possible adjustments to the economic
e e e i g, T T A

(1) Seasonally adjusted figure.



policy-guidelines ‘adopted in the Annual Report im December.

At the time the Council concluded that the po{icy mi% should give
priority to the reduction. in inflation, saviigs it oil dmports; and the
pursuit of the other necessary structupral Cnc* ges in tne ConMUfity economy ,
and be only moderateLy support1ve in terms of cyct1caL demand management.

The weaker economic. outlook cannot imply an eas1er way out of the conq*ra1nts.
While the evolving situation calls for teqhn1caL adjustments to some financiat
»poLiciee, the fundamental Line of policy = to reduce inflation and push

aheadfwithrstructuraL adaptation - has toabe'pursued with even greater urgency.

Control of domestic monetary aggregates and exchange rates within
the European Monetary System hua on the whoLe ‘been satisfactory. However,

monetary policy in Europe has been and 1s.st;LL,confronteo with the need for a

concerted reaction to the very high and volatile interest rates prevailing in

the United States, and to the appreciation of the exchange rates of the dollar and yen.

The appreCiation of the Yen appears to be justified in the Light
of Japan's trading performance. With respect to. the United States'monetary

policy, Europe is much affected by both interest and .exchange rate movements.

-,If European interest rateennow moved further up on average towards United
States Leve(s, it is quite likely that as a result there would be no cycLioaL
recoveryvin Europe this year;'On the other hand, a further substantial
depreciation of Eurdpean currencies against fhe dollar could risk causing
a new acceleration of 1nfL§%1on in the Commun1ty, through the increase in
import prices 1n European currencies. Moreover, erratic swings in either
exchange rates or interest rates are costLy to the economy through the . ¢ 5

uncertainty that they 1ntroduce.

In view of its large current account deficit on the baLanceJof payments,
the Community should be prepared to—acceptf‘ higher dollar exchange rates
than prevailed in 1980 on average. The ineVﬁtabiLity of:this deficit in
the short=-run means that its financing shouLd be carefully prepared;
This in itself should pose no {nsuperabte probtems; the Community has for
its part in February renewed and expandec ts own recycLing facility. Experience
confirms how quickly conditions may change 43 betWeeanMS currencies and the
main fLoating exchange rates, and Europe should.not make fundamental changes
in its domestic monetary‘poLicies in-requnae to voLatiLe ekchange rate move-
ments. The United States authorities for their part could contribute to the
internationaL interest bybmanaging their bodgetary-monetary policy mix

and the techniques of monetary policy with a

." = ¥ X p-v/v‘:-



view to reducing the level of interest rates consistent with a stable

evolution of money supply.

Witnin the Community, Member States must match the difficulties
of transatlantic monetary conditions with intensified cooperation as
regards interest rate adjustments, intervention pricy and official capital
‘movements. In addition to full use of the mechanisms of the European Monetary
System, there would seem now to be opportqnities for adjustments of United
Kingdom monetary policy as regards interest rates and criteria of exchange

rate management.

Apart from the increase in unemployment a consequence of the weaker

level of activity in 1981 is some increase in budget deficits over what had

been forecast in the Annual Report. However, the structural weaknesses in
parts of the European econbm§ are such that a full play of the 'automatic
stabilisers' cannot be risked in all countries. In particular, countries

with the highest deficits (Belgium, Ireland, Italy) should act to prevent
increases. Further increases in these countrﬁes"deficits cannot provide any
sustainaw .= increase in economic.activity;.on the contrary, increased defi-
cits - whether spontaneous'or discretionary - are Likéty to cause swift and
significant interest rate increases. Ampng these cogntries,'ltaty has made
progress in 1980 in reducing the borrowing of gemeral government to well
under 10% of GDP, and this should be conserved in 1981. In the case of Ireland
the projection of a reduced deficit is also significant, particularly in view
of the ihpreased spending on public inves;mgnt. In other countries, some
increase in budget deficifs should be permitted to support activity; indeed
the 'automatic stabilisers' should be allowed to operate fully in countries
with the least high deficits. However, even in these cases, priority must be

given to restructuring expenditure to improve productive potential.

Extensive structural problems have to be overcome to achieve higher

trend rates of growth and employment. Policy must intensify efforts to improve
productive potential by redirecting budgetary resources from subsidies that
are supporting uneconomic or non-priority activities, into aiding public or
private investment. The investment ratio has declined from 23% of GDP in

1970 to 21% in 1979 in the Community-as a whole. Meanwhile, over the same
period it seems that (subject to difficuLﬁje; of statistical measurement)

investment grants remained static at 1% of 'GDP, whereas subsidies

RN



(notably operating subsidies, excluding tax expenditures) rose from 1,8% of
GDP to 2,6%, with particuLaoLy Large increases reco“ded in the Benelux
countries, Ireland and Italy. Justiffcations fof’hig%r{ o el ol "ﬁid fiscal
depreciation allowances exist in the accelerated obscléscence of existing
capital stock due to the highér energy prices, and in the need to achieve
fundamental improvement in’industrial competitivity vis—a-vis third countries.
The Cohmissioﬁ for! its part is following these principles in areas of

Community responsibility, having recently proposed a reduction of state aids
| i s ' S

to steeLEl)an increase in producers'financial co-responsibility for surplus

~agricultural productioan)aod a strengthening in Community Lloan instrume: s

for financing investment(§>

Progress is being made in reducing the Community;s dépendence on
imported oil. The share of imported oil in gross inland COnsumption of
primary eneréy fell from 47,6% in 1979 to 44,27% in 1980, and is expeotéd
to fall further to 42,1% in 1987. The volume of net oil imports dropped 10,7%
in 1980 and should further fall 5% or more in 1981. '

However, much more progreso must be achieVed before the Community
could consider its macroeconomic policy to be no loncer consfrained by
energy market factors. Energy production and savings must be boosted by
every possible means. Obstacles such as oeLays'in inVesting‘in oucLear power,

or failure to make timely adjustments to enérgy consumptioh taxes so as to

‘sustain the ‘'price message', will ultimately exact an extremely high price

in living standards. Several countries are reLativeLy weLL endowed 1in
hydfocarbon resources (Netherlands, United Kingdom) or have reasonable

chances of becoming much more éeLf-sufficient (Ireland, Denmark); France

is making particularly rapid progreSS’with other energy forms. Belgium, Germany
and Italy = while making efforts in certain areas of energy production or
saving = need urgently to strengthen major features of their national energy
programmes, or their implementation. Examples of below=average taxation

of energy consumption incLude'heatﬁng 01l in‘geoeraL as between forms of hydro-
carbon consumption, and, as between Member'States>in relation to the Community
average, heating oil in Germany, Belgium ai ' the United Kingdom, petrol in

Germany and Luxembourg and diesel oil in I.aly and Luxembourg.

(1) coM (81) 71 final :
(2) com (81) 50 final ‘
(3) COM (80) 670 final : ' o
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The further deterioration in the lLabour market situation should be

appraised as a function of its different forms and causes.

The expected reduction of employnment in 1981 could be corrected pro-
gressively with the recovery in the second half of 1981. The speéd of this
recovery depends on the response of social partners to the need for higher
investment and structural change. Particular consideration should in this
context be given to the need to take full account of the deterioration of _
employment prospects and to generate new jobs. Defensive measures and subsidies
would impede the process of reallocation as much as aggressive wage policies.
With Little productivity grbwth and further losses in 1981 on the terms of
tride, there is almost no scope for significant real income gains in the

Community and even the need to accept a real income loss in some countries.

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 competitive positions as a result of combining a Low inflation rate

with stable exchange rates within the EMS. In other cQuntries it is urgent
th:t more =fforts be made to reduce the trend of growth in nominal incomes,
nota. .y "~eland and Italy. Moreover, thé substantial increase in structural
unemployment emphasizes the need for wage contracts to allow for the quicker
adjusments of incomes between countfiés; sectors and firms where competitivity

and profits have beenireduced.

15 el
Part of the trend increase in unemployment reflects the longer periods

of search between jobs, facilitated by unemployment and social security benefits.
However, the weak growth performance since 1973 increased the number‘of unemp loyed.
Among the unemployed certain groups are in a particQLarLy vulnerable position:
young people without sufficient training, women looking for part-time jobs and.
older people approaching their pens{on-age..Td aid these groups and to alleviate
unemployment in generaL it is vital that Mgmber States assure sufficient resources
- for expanded vocational train%ng and retrainﬁng, undertake supplementary efforts
to help the record suppLy of young peoéLe into their first employment, improve
programmes of apprenticeships (as offeréd in Germany) and pramote pre-pension

schemes-and the creation of part-time jobs.

An old phenomenon has attracted new interest: the growing size of
unrecorded and unobderved employment which seems to have been spreading

rapidly in many industrialised countries. ..

P e
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Thé multiple and contin@ed efforts to remedy the unemployment situation
in Community countries have shown some results. More has to be done, but
no generét’and quick panacea is avaitabte;‘Tbé;responsiéilit; for emptoy?
ment creation Lies as much with thoseiwho décide the conditions of employ=
ment at the enterprxse LeveL ascwith governmentc in the1r macroeconomnic and

structural poL1c1es at the nat1onaL and Community Levex.

b Lonclusions

The EurOpeén and other non=oil producing ¢ountries are now undergoing
the new readjustment process duc to the seconc oil price shock = whose impact
on~g}owth, pfﬁces and the balance bf payments is similar to that of the
first shock in 1973-74. The difficult taskof gcvérnmehts, trade unioré, employ=
“&rs and households Lies in the need to avoid the poL%cy errors and
mistaken reactions that followed in 1974 and:1975, The consequences of the
~second Heavy transfer of resources in favour of OPEC have to'bé'acceptedf
This implies prioritieé for reducing the growth of nominal labour costs
and for hestrucfuring the productive potential of our economies through
acpeterated.invqstmént - and energy substitu?ion and savings. The scope for
global policy actions in the Community is vefy Limited mainly because
the high budgetary deficitélafter the first oil shock could not be

reduced during the modest recoVefy period 1976-79; and becggse present
inflation rates and infLationaryvexpectétions in most countries are still
.excessive. The Limitéd poLicy‘contfibutions of governmenfs could be'widened

jif progress in countering inflation becomes more evident and if the

stpucturaL policy efforts make rapid progress. Only in this’wéy is it possible-
fqr Member States to help each other through having a coherent, collective bré—

gramme for economic recovery and improvement in the employment situation.

This programme of policy coordination implies for the Community:

= maintenance of the generally convergent monetary and budgetary policy
‘orientations approved in December 1980 ¢ ' progress - in strengthening the
Eufbpean Monetary System; : ;
= stronger coopsration between the,Community»and the Unitéa States in monetary
and exchange rate policies; i R :
= limited scope for demand stimutatory actions through a quaLﬁfiéd accnptance of
automatic budget stab1L1sérs, but more support for 1nvestment, a quicker re-

structuring and energy subst1tut10n poLwcy, and 1mprovpa Labcur retra1r*ng
and mobility schemes.
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Table 1: Main Economic

Aggregates, 1979-81 G
1979 1980 1981 1979 1980 1981
GDP volume, % change PriVate_consumption»deftator, % change
DK 3,5 -0,9 -0,1 9,5 1150 90
D 4,6 2,0 -0,7 3,9 5,4 455
GR 3,8 1,4 2,4 17 24,5 2155
F 3,2 1,8 0,5 $eA0%5 13,3 37,8
IRL 1,9 0,8 1,8 dese 18,2 16,0
1 5,0 3,8 -C,8 14,9 S0k 18,7
NL 272 0,2 -0,6 4,6 6,5 6,3
2,4 1,2 -0,7 3.5 6,3 6,2
36 0,4 -1,0 15,8 6,3 6,3
UK i, 5 -2,0. -2,0 12,2 16,1 1,0
EC gs 1,3 -0,6 8,9 12,1 10,4
: Unemployment rate, % of ; Curreﬁf account of balance of payments
civilian labour force % GDP : A
DK 5,3 © 6,2 756, x P Lo = '
STy 3,4 3,4 4,4 -0,7 -1,7 -1,6 . pewmm
GRCD 2,2) 2, (2,3 -2,9 o 2,9
F 6,1 6,5 7,5 +0,1 -1,3 -1,8
IRL - 7,9 8,9 10,9 : -10,1 -8,3 -11,4
I 7,6 8,0 8,2 +156 -2,6 -1,4 e
NL 4,2 5,0 6,8 -1,4 -1,5 -0,9
B 8,6 9,3 10,7 -2,9 -5,6 -6,6 5
0,7 0.7 0,8 +28,7 +20,8 +18,0
UK 5.4 6,9 9,8 -0,9 +1,0 +0,3
ECE T 5555 6,1 i R o -0,5 - =1,5 =1,6
General government net lending Money supply, % change
(+) or borrowing (=), % GDP
DK 3,1 L =4,6 =557 M2 99 10,9 8,7
D -3,0 -3,5 -3,8 (M3) 6,0 6,2 4,5
GR 3 . 5 : 2 2
F -0,8 2 -0,6 -1,8 (M2) 14,4 10,5 10,0
RL -11,9 -13,5 -11,7 (M3) 12,0 18,9 12,0
I ~9,4 -7,8 -8,4 (M2) 20,3 12,3 18
NL 0 =078 -3,2 Cmpyi gl 5,8 6,5
B 2le =0%4 79,2 (M2H) 6,0 3,0 5,0
L 40,1 -0,9 -2,1 : 5 ¢
UK -3,3 -2,3 -2,2 (LM3) 12,7 19,5 10,2
EC 3,6 - -3,6 =4,0 11,2- 10,1 8,2

(1) Not comparable with other countries.

Source: Commission services, based on information available to 24 February 1981.
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N ADDENDUM

to the Communication from the Commission to the Council;
| Doc. COM(81)95 final

When, on 15 December 1980, the Council adopted the Annual Report
on the economic situation in the Community (Degision 80/1265/EEC), it was agreed
to fix the first economic policy guidelines for Greece-at thextirst

examination of the economic situation by the Council in 1981.

Accordingly, the Commission proposes that the Council approve

the economic policy guidelines for ‘Greece contained in the annex.
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In Greece, the improvement in the current account balance was
achieved in 1980 at the cost of a moderate decline in domestic demand
and a controlled drop ih the exchange rate; as a result, a more flexible
: econom%c policy was possib}e for 1981. The policy has two aims: first, to
contain the upturn fn.consdmption of which there were signs toward the end
of 1980, while stimulating the recovery 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 énnuaL rate of 26% at the end of 1980 -
in order to preserve the competitiveness of the economy which is likely,

sooner or later, to be affected if the present rate of price rises persists.

These objectives 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 maintain purchasing;power: this should help achieve the necessary slowdown
in nominal pay rises and the moderation of private bonsumption. As for budgetary
policy, it has provided for a substantial 5ncrease in public sector investment
and an appreciably greater effort to assist certain categories of brivate
investment . Lastly, monetary policy has considerably loosened the constraints
on firms: for 1981, the iﬁcrease in lending to the private sector is targeted
to move roughly in paraLLeL with the erecast’increase in the value of gross
domestic product; however, no immediate moves have been made to lower interest

rates.

This package seems to achieve the beét compromise possible 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 regards, in particular, slowing down
price rises and Limiting the increase in thé external deficit. If they do

not, certain elements of the current policy would have to be tightened up.
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CHANCELLOR OF THE EXCHEQUER ‘)}"y cc Sir Kenneth Couzens
. 6\F‘ ’ Mr Barratt /
«+) Mr Hancock
Lag/Wad . Mr Bottrill Lone
Mr Atkinson
Mr Scholes “/H

£or

NEXT MONDAY'S FINANCE COUNCIL. G5 BUSINESS IN THE MARGINS }”4*“

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.

o 1" 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




CONFIDENTIAL

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

M et
G‘Sﬁ&puxﬁa-

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 September - 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 "bridging" 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.

- You are to suggest a final agenda nearer the time.

i

MRS M HEDLEY-MILLER
12 March 1981
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1. SIR KENNETH yzés

2. CHANCELLOR cc as attached list

A

FINANCE COUNCIL : 16 MARCH

The Council will meet in Brusselsqgg Monday 16 March. You will be
attending for the morning session/ for drinks before lunch. There-
after Sir Kenneth Couzens will take your place. You will 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 off 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
(SN605), arriving Heathrow at 1545.

Agenda
3. The following items may be discussed:

(1)'A' point: adoption of regulation renewing the Community Loan
m Mechanism

(2) agricultural price proposals

(3) insurance services directive

(4) economic situation in the Community

(5) preparation for the European Council
“ (6) G5 business

(7) export credit

N\(S) informal meeting of Finance Ministers
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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 for 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, to. 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 insurers estimate that they would gain well over £50
million of business a year if the directive was agreed.

A B
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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 themgotiations 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 guidélines 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 us 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.
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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 yéar 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.

éth%fqauz nq’LLav%kytéif
’S&(CQ(?f

K J SCHOLES

/ 13 March 1981

\&)3



LIST OF BRIEFING

PA.
a

B.

Item (1) 'A’ point
lkeon (’L) !xS!\CVVL(W"i pnCL prveo’;w(,o

Item (3) insurance service directive
/ Chancellor's and Sir Kenngth Couzens' copy only / §ucelemedkom ~E;64<&1
o 6.

Item (4) economic situation in the Community

Item (5) preparation for European Council:
unemployment (material recently given to the Dutch)

interest rates etc. (brief for European Council)
Item (6) G5 business
Export credit

Zfbhancellor's and Sir Kenneth Couzens' copy onli7 Personality notes
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CIRCULATION
With attachments:

Principal Private Secretary
Financial Secretary
Minister of State (C)
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ITEM 1 'A' POINT : COMMUNITY LOAN MECHANISM

Line to take: agree

Bac ound

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.

X
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Financial Secretary
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MST (L)

Sir D Wass

Sir K Couzens
Ryrie
Mr Middleton
Lovell
Ashford
Edwards
Fitchew
P Gray
Culpin
Scholes
Mrs Gilmore

ECO/FIN COUNCIL, 16 MARCH: CAP EXPENDITURE

5

FERERRRE

1. I refer to Mr Fitchew's brief of today's date and, in
particular, the section on what to do if there is no agreement
on a resolution.

2 I have been in touch this afternoon with the German Ministry
of Finance. They share our assessment which is that it is
extremely unlikely that the Finance Council will agree to a
resolution that either the German Ministry of Finance or the
British Treasury would regard as in any way satisfactory.

They also share our view that it would be much better to break
off the discussion in disagreement than to acquiesce in an
unsatisfactory resolution.

5 That being so, I have suggested to the official concerned,
Dr Heck, that you and Mr Matth8fer should make it clear to the
press afterwards that:-

(i) The British and German positions were very close
: together, but

(i1) The other delegations were not prepared to agree
to a resolution which would establish the principle
of financial control, and

(iii) That you were both very surprised at the attitude
of these other delegations which seemed not to be
interested %ﬂ;a genuine reform of the CAP which
would submit Ao the type of financial discipline
which we all regard as essential for domestic
expenditure programmes.

-



4, Dr Heck said that he would recommend this to Mr Matth8fer
and that he would expect him to agree.

5. Unfortunately Mr Matth8fer will not arrive until the last
minute so that it EE”GBEEEEI& that you will be able to have a
bilateral discussion with him before the 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 Mr Matth8fer that would be very desirable.

6. I should also like to suggest that you should leave the
Council after the CAP discussion, even if it means missing the
insurance item, so as to be sure to have time to give a press

conference yourself on the CAP guidelines issue.

7. MAFF officials have undertaken to advise Mr Walker to make

a statement in the Agricultural Council that would include a
reference to the need to ensure that in future years
agricultural policy must be so managed that the rate of growth
of agricultural expenditure is markedly lower than the rate of
growth of the own resources base. If he does in fact say this,
and the fact that he has said it is reported to the press,

both the German Government and British public opinion are likely
to be suitably impressed. Perhaps you would find time for a
word with Mr Walker before the Councils begin.

P/_,,../""W
D.H.

D J S HANCOCK
13 March 1981
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ECO/FIN COUNCIL 16 MARCH: CAP EXPENDITURE

Objective
To obtain agreement to a satisfactory Council resolution providing that in 1982

and future years the growth rate of agricultural expenditure should be kept !

m—

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 paragraph?

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




4

i

iy
&,

CONFIDENTIAL

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.
The/ Annex A below also cobntains side-by-side with the draft text the amendments
proposed by Sir Michael Butler in yesterday's COREPER. We will report further as

soon as a new text emerges.

L., 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 inancial guideline should be laid down for CAP expenditure. Our main, if
solefally is Germany and it will be important to work closely toégther with Herr

Schﬁimaaﬁ,througﬁout the 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
e eGP

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 expendlture and

revenue estimates have recelved no_response_ from the Comm1851on. However the

Tugendhat Cabinet have told us that the latest work in DG XIX suggests that the

position in 1982 will be even more restrlctlve thaﬁ suggested by the triennial

estimate referred to above. They are hopeful that Mr Tugendhat would be able to say

this to the Eco/Fin Council on Monday, if you prime h ’Wlth/the right question. We
suggest it would be helpful ifffou had a quick word w{th Mr Tugendhat ore the

start of the Council to confirm this. \

N

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 asan 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 EQEﬁiéiﬁééjﬁﬁﬁz

é&stem of open-ended guarantee cannot be continued. The Council must therefore

face up to the fécfithaiithere 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. Some-defe speaking notes covering these possible criticisms are

. _ o = — e

e

Points to be avoidea:{;/ﬁco/Fin Resolution

8: As a general tactic you should argue that the Eco/Fin Resolution should concen-
{ trate on the issues which are directly the responsibility of Finance Ministers -

I\ inflation, the economic situation and, akove all, the budgetary impact of CAP

L decisions. But there are a number of specific points which we should seek_to avoid

in the Eco/Fin Resolution. : e T

(a) Any form of words implying a Qggggggg)commitment
—— LT

to reduce our positive MCAs as part of the( 1982 pricg
package;
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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. '"progressive"

X

coresponsibility levy, removal 657butter subsidy);
but do not exclude "improvements in market manage-

ment'.

(c) Any suggestion that the need to maintain farm

. i e
incomes should take precedence over other considerationms.
"

(d) Te=awoid references to the regional impact of the

L i N Y
CAP (a euphemism for more spending in Italy and Ireland)
or to the special circumstances of countries with a

large agricultural population (ditto).

9. The present draft of the Resolution contains nothing unacceptable on (b)-(d)

but does contain an unhelpful formula on dismantling positive MCAs. TFollowing

yesterday's OD meeting we must clearly resist this formula or seek to get it

appropriately dil ed. The“pest line to take in the first instance would seem to
e L »
be that action on(positive MCAs a detailed question, which is properly the

prov1nce ‘of the Agriculture Q94n011 and that accordingly the Resoultion should

contaln no referenqwﬁtﬁiihamw, 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 i to distinguish the UK positive MCA from that

in other Member States is gt Annex D.

10. It is, however, clear that there will be considerable pressuwr 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:
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"The Commission's proposals for gradually dismantling
ﬂ 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. 1In

this connection, however, full consideration must be

given to the relative cost and income position of farm

v 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 paragraph

abovg). In the last resort, however, if we cannot get unanimous acceptance of

a satisfactory Resolution containing our expenditure formula we recommend that you

should, in concert with the Germans, make it clear that we prefer to havéwgg

s

Resolution at all than an unsatisfactory one. We recommend that, in so doing, you
should sa&wihat we regarded it 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 Council or 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.

t - T —

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
of different Member States and is unlikely to be discussed in detail. Separate

briefing will be provided if necessary.

Detailed briefing on Commission price proposals you may like to include in your

®
e«
G:gglfTCHEW

13 March 1981

dossier the briefing provided for Thursday's OD meeting.



DUTCH PRESIDENCY RESOLUTION

"1. The Council recalls the
pnclusions it came to on 1l February
1980.

2 The Council has taken note of
the Commission's communicatiom 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 situationy This

AMENDMENTS PROPOSED BY 2
UK IN COREPER

Paragraph 2 At the end-of the
third sentence add:

fzz;ising from the approach of the 1%
VAT ceiling and the high proportion
of the budget taken by agricultural
expenditure"

Sz

Paragraph 2 éﬁgﬁg sentence:

After "require" insert
minimum"

will requirepa cautious prices policy
and efficieﬂg‘markﬁf*management in
Substantial
economies are also unavoidable.

12is and subsequent years.

3. The Council emphasises how import-
ant it is for the Commission's agricule-
tural price proposals for 1981-82 %o
accord with the general policy on
combating inflation, limiting public
expenditure[dnd reducing the proport-
ion of total Community expenditure
acccunted for by agricultural
expenditure:] As regards inflation
the Commission's proposalg/jas a
whole do not conflict with the anti-
inflation policies of the Community
and Member Sta‘cesg Es regards
limiting expenditure and reducing
.he proportion of the Community
budget accounted for by agricul-

tural expenditure the proposals
are accertable. The Council would

Paragraph 3 amend the second
sentence as follows:

ﬁ;;_}egards inflation the Commission'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).

Paragraph 3 amend third and fourth

sentences as follows:

"As regards limiting expenditure
it appears that the Commission
proposals constitute a first step
to dealing with surpluses and



point here to the economies prop-
os¢ !to offset the cost of
~Ancreased prices. | These arguments
are supported by the greater
hphasis 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. |The Commission's
proposals to dismantle positive
MCAs~ will encourage better
allocation of production and
make a contribution to the
desired restoration of unity of
the marketzx

4, The proposals will for 1981
come within the available budget
appropriations for agriculture.
.or this to be so the econcmies
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.

44
come within the 1981 FEOGA i £}
provision provided that their
economy proposals and improvements
in market management are agreed".

Paragraph 3 delete last sentence
on MCAs

ba

S Lypipen: @ vo

Paragraph 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
budgetary 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 5?=§§§"
Wn resources base.

If it seems likely that the above
guidelines will be breached in any
year, the Commission 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

e
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the Council, the Commission must
present proposals 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".



CAP EXPENDITURE: SUGGESTED OPENING STATEMENT

for this discussion
Welcome the opportunity/which I proposed in December. Increasintly important

that we, as Finance Ministers should involve ourselves in the evolution of the

Community Budget and its major components, as the 1% VAT ceiling begins to bea

I suggest it is important that we should focus our discussion on those
issues, arising out of the Commission' proposals which are directly the respon
sibility of Finance Ministers - namel{fznflation, 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

The

Commission has rightly recommended in its paper "Reflections on the CAP" that an

would subsequently observe in their management of agricultural expenditure.

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

‘\‘
financial guidelines for tgs qpntainment of guarantee expenditure.
jP@ﬁA MO ON Zié{'ém (D Popd : bra Lpgt EC. 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.

%. 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?

L., 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

r—

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
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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 ¢

FINANCIAL GUIDELINE -~ DEFENSIVE SPEAKING NOTES

(a) No problem if 1% VAT ceiling raised

Totally inappropriate response given thst 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 operate pyational 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 guideiine, formula is no more than a restatement
of their existing financial responsibilities. Agri-
cultural expenditure is subject to Q?@ktuations, but

increases in one area can normally be matghed by savings

elsewhere. And ceiling does not prejudge vhat economy
measures Agriculture Ministers should take, if these

prove necessary.



(d) "Markedly below" too restrictive

No. At present agricultural expenditure 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.

N o A,b%«/\m,ww
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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 concerned positive MCA leads to
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

L4, Essential to recognise totally different position of UK and Germany/Benelux:

(a) Benelux and German MCAs are "fixed" within EMS mw .
and have not changed since last price fixing. Sterling g‘QV‘)
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 relatively f)
high inflation rate whereas other countries with positive

R . S0 e G ’
MCAs have low rates. ——

C—

(c) No evidence that UK positive MCAs have led to

distortion, -




EUROPEAN COMVUNITIES Brussels, 13 March 1981
RESTREINT
ECOFIN 20
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NOTE FROI THE PRESIDENCY

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

Delegations will find attached

- on the left-hand pages, the draft conclusions drawn up by the
Presidency for the meeting of the ECO/FIN Council on 16 March 1981;

- on the right-hand pages, the amendments proposed by the delegations.
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5483/81 ner/AH/mf

‘The Council recalls the conclusions it came to on
11 Pebruary 1980 (1).

The Council has taken note of the Commission communication
of 5 December 1980 concerning the common agricultural policy (2).
It endorses the Commissionis 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 /~(*) 7 intact (3) /(°) 7 and take account of the
difficult zeneral financial and economic situation and in
particular the difficult budgetary situation (6)(7) [‘(8)_7.

This will require a cautious (9) prices policy and efficient
market management in this and subsequent years. Substantial

economics are also unavoidable (10)(11).

wuof wan
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“9(1) The IRL and GR delezations propose deleting this sentences,

L///The D delegation proposes the following expanded text:
JA

Mhe Council gives a reminder of the conclusions it came to on
11 Pebruary 1980 vhich it confirmed by its decision of 30 llay 19380".

A(?) In the view of the TRI delegation the AGRI Council has not VA

N V\ Q . . - .
Vw "taken note" of the Commission commmunication in question,
(3) The DK/IRL/I/F/L/B dele%ations propose replacing “should
N 9 leave the bases of the CAP intact" by "should lead to the
congolidation of the CAP",
N‘7 (4) The IRL delegation proposes adding "and its mechanisms",

(5) The B/I/IRL/F/L/GR delesations propose inserting the following
Mo phrase: "in order to guarantee those who work in agriculture a
’ reasonable development in terms of individual earnings',

s 1 ) The T/L/I/DK/GR delezations propose deleting the word "difficult",

(7) The IRIL delegation nroposes deleting "and in particular the
difficult budgetary situation',

(8

the approach to the 1% ceiling and the high proportion of

The UK deleggtlon proposes the following addition: "ar1°1ng fromy
agricultural spending in the Community budget",

N (9) The GR and I delegations want to replace "cautious" by
"appropriate’,

(10) The T delegation wants to delete "substantial,

(11) The D delegation proposes replacing this paragraph by the
v ‘ following:

"Under these circumstances a cautious prices policy and efficient
morket management talking account of market forces are required

in this and subsequent years., It is also essential to achieve
substantial savings'e

Qco/.-o
5483/01 ner/AH/ef E



3 The Council has cxamined the Commission's agricultural price
proposals for 1981/1982 in the light of the general finencial
and economic policy of the Member States, and particularly with
regard to the fight against inflation and the limitation of
public expenditure (1).

= 7

As regards inflation, the Commission proposals (3) a

h W
©

whole do not conflict with the anti~inflationary policy of the
Community and the Liember States (¥)(°).

o o/o ®e
5483,/81 ner/AH/ef E
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(1) The D delegation provosed Wwording this subparagraph as follows:

5483/81 erd/H/nhr

"The council emphasizes how important it is for the decisions fixing
the agricultural prices for the marketing year 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 total unity expenditure accounted
for by agricultural expenditure.| In this conmexion it will be
necessary for the price increases 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 TRL 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 MCAs 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 e..".

The UK delegation proposed wording this subparagraph as follows:

"As regards inflation decisions on the Commission 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)."

The I and GR delegations proposed wording this subparagraph as =~

follows:

"As regards inflation, decisions on the Commission proposals must
ensure comparable support for agricultural revenues in each country,
taking account of their import on the various economic sectors.”

eus/cos

5]



As regards limiting public expenditure and contalnlng
agricultural expenditure, the Commission proposals are
acceptable (1)w[f(2)_7 (3). The Coumecil would point here to
the economies proposed to offset the cost of increased prices (4)
and the greater ‘emphasis’ than hitherto on the guiding role of
the market (~ )( ). The introduction of the principle of the
producer's financial co-respon31b111ty should _help to contain
agricultural expenditure in future ( ) ( )(9)

g s

) ./. ® e
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, GR delegations proposed replacing: "the Commission
propos s are acceptable” by: "the Commission proposals help to
do so",

The I delegation proposed inserting the following sentence:

"The Council stresses that the main aim in this connection is to
achieve a better balance within agricultural expenditures"

The D delegation proposed amending this sentence as follows:

WAs regards limiting public expenditure and reducing the
proportion of the Community budget accounted for by agricultural
expenditure, the Council thinks it necessary to adjust the
agricultural policy so that the rate of increase of agricultural
expenditure remains considerably less than the rate of growth
of own resources in the coming yearse"

The D delegation proposed amending this sentence as 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 see'e

The D delegation proposed supplementing this sentence as follows:

"eee Which means reviewing the aid policy and rendering the
action of intervention machinery more flexible,"

The UK delegation proposed replacing the first two sentences of

this subparagraph by the following text:

"As regards limiting public expenditure, decisions on the
Commission's proposals must come within 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

The I delegation proposed deleting the second and third sentences
of this subparagraph and replacing them by the following text:

"The Council would stress that economies must be achieved in
sectors where there are structural surpluses,”

The B and F delegations proposed amending this last sentence as

Follows:

"Participation by producers and a stricter observance of the

Community preference should also help to contain agricultural
expenditure,”

ooo/ooo
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) The DK delegation proposed wording this sentence as follows:

"The introduction of the producer's co-=responsibility should
help to contain agricultural expenditure in future."

The GR and I delegations requested that the following subparagraph
be inserted: ‘

"The Council points out that the common agricultural policy must
also encourage the convergence of the economies of the lMember
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 ver person engaged in
agriculture."

00./000

=
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The Commission's proposals to dismantle positive MCAs will
encourage better allocation of production and trade and make a

contribution to the desired restoration of the unity of the
. : 2 i
market (1) () (3) (4.

oo o/- ee
5483/81 rke/iH/g ]
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The United Kingdom delegation wanted this paragraph deleted,

The German delegatioﬁ(proposéd replacing this paragraph with the

following:

"The gradual dismgntling of positive ICAs should be considered
in the light of trends in costs and farm incomes,"

The Italian delegation proposed the following alternative wording:

"The Council believes that those positive monetary compensatory
amounts which, as acknowledged by the Commission itself, have
created distortions in competition to the advantage of certain
countries both with regard to production and trade, and which
result in a significant budgetary load on the Community should
be abolished,"

The French, Irish, Belgian, Danish and Greek delegations proposed

the following amendment to the text:

"The Commission's proposals to dismantle positive lCAs will
encourage better allocation of production and trade, make a
contribution to the desired restoration of the unity of the
market and will result in savings in the budget. A complete
and repid dismantling of the MCAs should be programmed,

ooo/-o-
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The proposals will, for 1981, come within the available
budget appropriations for agriculture., For 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 must be financed,
having due regard for special market conditions, from savings
elsewhere in the agricultural sectors

oo-/coo
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(1) The I delegation proposed the deletion of paragraph 4.

The DK, P, GR, IRL delegations proposed the deletion of the last

sentence.,

The D delegation proposed —rilacing the first sentence of the

paragrsph with the following:

L/// "The proposals should, for 1981, come within the available budget

R

approprietions for agriculture and should not encroach on the
budget for i982,"

The UK delegation proposed replacing this paragraph with the

following:

"On the basis of the information available to the Council it is

/

doubtful that the evolution of the underlying budgetary situation,

setting aside purely conjunciural influences, will produce an
acceptable budgetary outcome in 1982 and subsequent years. In
future years, agricultural policy must be so managed that the
growth rate of agricultural expenditure is markedly lower then

¥

the growth rate of the own resources base.

If it seems likely that the above guidelines will be breached

in any year, the Commission 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 the
Council, the Commission must submit its proposals in good time,"

(2) The D delegation proposed the addition of a paragraph 5 to the

text of the Presidency, to read as follows:

A

S

5483/81

Furthermore, the Council believes that it is imperative
to improve substantially the Community budgetary procedure
to comply with its decision of 11 Pebruery and 30 May 1380,
In doing so, it should first of all ensure that when the
budget is being drawn up account is taken of the general
economic situation, of the different Commumnity policies and
of their financial implications and of the limited
availability of budget resources. When 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 %o
comply with 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;

o-o/ooi
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- to forward financing proposals along with those proposals
which have financial implicationsj

- to propose for the EAGGF -~ Guidance Section - an improved
procedure for expenditure commitments which will ensure
that where approprizations 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 delegation proposed the addition of a new
paragraph to read as follows:

"The ECO/FIN Council would be grateful 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
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COIMIMENTS ON OTHER DELEGATIONS' AMENDIENTS

PAGE 1A FOOTNOTE 3 = "CONSOLIDATION OF CAP"

Prefer "leave basis of CAP intake® more in line with

30 lMay Agreement., What does "consolidation" mean anyway?
PAGE 14 FOOTNOTE 5 = "GUARANTEE .... BARNINGS"

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 "reasonable prices for consumers'", Can't have one without
the other reference.
PAGE 2A FOOTNOTE 5 = "COMPARABLE SUPPORT FOR AGRICULTURAL REVENUES
IN EACH COUNTRY"
Not acceptable, Relative prices must be left for
Agriculture 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 BALANCE WITHIN AGRICULTURE EXPENDITURE!

Cannot agree that this is the main aim. As Finance Ministers
are concern  must be the overall expenditure constraint. For

Agriculture Council to decide on relativities.

PAGE 3A FOOTNOTE 7 = "ECONOMIES .... WHERE THERE ARE STRUCTURAL
SURPLUSES™

Insert “particularly" before "where®,






PAGE 3A FOOTNOTE 8 - "STRICTER OBSERVANCE OF COMMUNITY PREFERENCE®

Deletes Do not know what this means. All of us surely
observe existing rules on Community 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 DISCREPANCIES .... IN THE LEAST
FAVOURED REGIONS"™
Again a question of price rdativities 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-Japanese 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.

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-
hole allowing their Exim 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 Summit.

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 diséipline under the Consensus.

L, 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.

Se 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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EUROPEAN CCMMUNITIES Brussels, 13 March 1981
THE COUNCIL

.........................................

............................................

...........................................

0J/CONS 12
ECOFIN 18

PROVISIONAL AGENDA

fors:s 696th meeting of the COUNCIL OF EUROPEAN COMMUNITIES
(Bconomic and financial gquestions)

Brussels, 10,30 on Monday 16 March 1981

1s Adoption of the agenda .

2. (Poss,) Approval of the list of "A" items
5453/81 PTS A 11

3¢ First quarterly examination of the economic situation
in the Community :
5461/81 ECOFIN 19

4, Preparation of economic, financial and monetary items
likely to be raised atv the next Buropean Council

5¢ Economic and financiel aspects of the fixing of
agricultural prices for the 1981/1982 marketing year
5371/81 ECOPIN 17
' AGRIFIN 86
5483/81 ECOFIN 20
GRIFIN 95

ooo/ao_»

5452/81 0J/CONS 12 ert/LG/g]
. 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
down provisions to facilitate the effective
exercise of freecom to provide services

8788/2/80 SURE 13 REV 2
5094/81 SURE 8
+ CoORY1. &)
5229/81 SURE 9
5343/81 JUR 57
SURE 11
5439/81 SURE 12
FISC 13

Te Other business

(x) Out of stock

5452/81 ert/LG/g]
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cc Sir K Couzens } &0
Mr Barratt TR
Mr Hancock
Mr Bottrill
Mr Atkinson
Mr Scholes

MRS HEDLEY MILLER

ECOFIN:| G5 BUSINESS IN THE MARGINS

The Chancellor was grateful for your note of 12 March. He
has commented that it is not very satisfactory trying to
discus% these issues over a cocktail.

. {
2 On the PLO issue, the Chancellor suggests that we

=

should{oonsider 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 nelp to oil the IMF wheels.

Jw

A J WIGGINS
13 March 18981



ECO/FIN COUNCIL 16 MARCH 1981 , &
DRAFT INSURANCE SERVICES DIRECTIVE J; -

Covering brief by HM Treasury
DOCUMENTS

Reference A is a report in French from Coreper dated 12 March setting out the
key issues for discussion: now. The English 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 content with a

transitional period of protection.

Reference E is a paper by Denmark on choice of laws 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 then, 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.
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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 MAKE

General

Te 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 as soon as possible. The directive

an important first step in that direction and long overdue.

2e 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 tiume.
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S Must set firm date for further and preferably final
discussion. Coreper to prepare final report on all
outstanding problems [Tincludin ny questions not resolved
todaj7 for May Finance Council.?:gailure to agree - or

at least to make very substantial 'progress - at that

meeting would oblige us to refer the matter upwards.

~

Authorisation

EEFSt Question: the existence of a harmonised
supervisory regime, set up by the Establishment directives,
makes separate authorisation unnecessary and unjusfified.
3E§§EEents of the European Court support that. 7

N

24 Given our answer to the first question, the second
does not apply. IT there were 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 Ey(eu'ﬂ
favourable cpinion as that would infringe the independence ﬂ@eum/‘

of Member States' jurisdiction. tund
(AP
D We are not opposed, however, to providing for some &5
influence on the part of the receiving Member State over bé‘dwut'
the behaviour of insurers doing services business into no U
its territory. The second part of the Commission's d) véts

compromise proposal might be studied by Coreper, for
report back in May.

4, Zfif Presidency revive their compromisg7. First
part of compromise most welcome since it disposes of
problems of separate authorisation. Second part presents
difficulties, but further study wmight overcome these.
Suggest three, possibly complementary, approaches for
Coreper to study for May:

(1) establish consultative machinery to
deal with requests for suspension, including a
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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

i 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 included. ?

Taxation
T The UK has never taxed insurance premiunms.
2e Officials have identified a host of objections to

VAT on insurance, and in particular to its existence in
some states and not in others.

Ou\jpge VAL Luwd) CoanNidvd
By 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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Law applicable to the contract

1. 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 Coreper should examine, but should report back
in May.

ESSENTIAL FACTS

General

l « 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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D 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 %3 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:

(1) express concern at lack of progress;

(ii) instruct Coreper to take a closer
interest, appointing senior attachés 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 ©
months, eg by the summer break. The June European
Council could then be used to launch a final phase
during the UK Presidency. There may be a suggestion that
the dossier be referred to State Secretaries (ie Jjunior
Ministers). This is a notoriously unreliable way of
making progress in Brussels.

Authorisation

Ba The issue is whether insurers should need separate
authorisdaion 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 meeting 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' Jjurisdiction.

6. Our requirements for a satisfactory package would
be:

-
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(1) 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 lMember 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,
assuning that the "safeguards" are satisfactory, though
it does require separate authorisation for services.

Be 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 eements:

(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 impmed
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

0. 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
UK 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

-8-
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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
insurance 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 € 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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TE Nevertheless, if it is suggested that the matter
be remitted for further technical discussions, we can
reluctantly accept that.

15 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 direcdve

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
1% March 1981
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