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The Commission would like the guidelines it has proposed and any

conclusions of the Council to be taken into account in the national '
economic and budget policy debates and in the preparation of national
public budgets for 1988.

The Council should examine this communication at its meeting on
P gy (08 7. S

It is also being submitted to the European Parliament and the

Economic and Social Committee.
(Complimentary close).

(s.) Alois PFEIFFER

Encl.: COM(87) 297 final
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' THE COUNCIL 7625/87
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TRANSLATION OF LETTER

from : Commission of the European Communities, signed by
’ Mr Alois PFEIFFER, Member

dated: 3 July 1987

to : Mr Uffe ELLERMANN-JENSEN, President of the Council of the
European Communities

Subject: Second quarterly examination of the economic situation
in the Community

- Commission communication to the Council on the economic
outlook for 1988 and budgetary policy in the Member States

Sire,

I enclose a Commission communication on the economic outlook for

1988 and budgetary policy in the Member States.

In accordance with Article 3 of Council Décision 74/120/EEC on
the attainment of a high degree of convergence of the economic
policies of the Member States, this communication is being submitted
with a view to the examination of the economic situation in the

Community.

As provided for in the 1986/1987 Annual Economic Report, this
communication includes an intermediate review of the application of

the co-operative growth strategy for more employment.
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In the margins

. \

The Dutch might raise with you: )

(g) Inter-American Development Bank - location of 1989 annual

meeting;

Briefs on all these (except (c)) are attached, with single briefs
covering (a) and (d) on the one hand and (b) and (e) oh the other.
Also attached is a table showing member states voting entitlements

in the Council (Annex G).

"A" points
3% The list we have so far received is attached at Annex E.
4. We understand that the Dutch will want to make a unilateral

statement for the minutes in relation to the Comitology Decision
inviting the Commission to produce a revised text of the second
Banking Co-ordination Directive with an article in it specifying

the position and tasks of the Banking Advisory Committee. This

is entirely acceptable to us. There will, however, be no discussion

of the Danish statement. A short brief is at annex H.

Second quarterly review of the economic situation

5is A brief is at Annex Al. There will be a general exchange of
views over lunch, and discussion will continue in the formal Council

afterwards.

6. The July ECOFIN customarily conducts the second quarterly review
of the economic situation, which is required by the 1987 Council
decision on convergence of economic policies in the Community.

Discussion is on the basis of a Commission paper (COM(87)297) attached

at Annex A2. The paper will probably be introduced by Commissioner
Pfeiffer.
7 The Council will be asked whether any changes should be made

to the guidelines set out in the last annual economic report. The
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FROM: J E MORTIMER
DATE: 9 JULY 1987

PAYMASTER GENERAL

ECOFIN 13 JULY

ECOFIN on 13 July, the first of the Danish Presidency, is in the

Charlemagne in Brussels. You will be accompanied by Mr Lavelle,
Mr Howard (C&E) and Mr Trevett (C&E). The meeting is scheduled
to begin with lunch at 13.00, with the formal session beginning
at 15.00.

25 The agenda is as follows:

Over lunch

(a) second quarterly review of the economic situation - general

views;

(b) butter stock disposals (possibly);

(c) preparation for the informal ECOFIN in September.

In the formal Council

(d) continuation of discussion on second quarterly review;

(e) continuation of discussion on butter stock disposals;

(f) UK's request for a derogation under 6th VAT Directive (cash

accounting).



Butter stock disposals

13. This is covered in Annex Bl. The background papers are at
Annexes B2-B5. Spain has asked for this item to be discussed over
lunch. They also hope to make a short statement in the formal Council
afterwards. It is not clear whether the Presidency has agreed to
this procedure or whether they will insist on discussion being
confined to the formal Council.

14. Delayed reimbursement for butter stock disposals was agreed
by the Council in March. Nevertheless, the Spanish and Portuguese
have protested at the financial burden it places on then, given
that the stocks were built up before they joined the Community.
Therefore ECOFIN asked the Commission to report on the points raised
by the two new member states. The Commission produced its formal
report Jjust before the June ECOFIN, and at that meeting COREPER
was asked to consider it and report back to this ECOFIN.

15. Most of the discussion is 1likely to be between the Spanish
and Portuguese and the Commission. There should be no need for
a UK intervention. We have no sympathy for Spain and Portugal on

this point.

Preparation for the informal ECOFIN 12/13 September

l6. There is no separate brief on this. We expect the Danish
Presidency to outline a possible agenda, and perhaps say something
about the administrative and social arrangements. No detailed

discussion is expected.

17. The agenda will probably include:

(a) preparation for the IMF/IBRD annual meetings;

(b) strengthening of the EMS (arising mainly from French
concerns following the January realignment);

&) liberalisation of capital movements. (The Monetary and
Central Bank Governors Committees are studying the
implications of full 1liberalisation prior to Commission
proposals expected this autumn. At the European Council

capital movements was picked out with some other internal



report was adopted 1last December, and the guidelines in it were

.econfirmed by ECOFIN last March.

85 During discussion, you will want to argue against any changes
in the guidelines. You could note - but not endorse - COM(87)297,
while commenting on some of the points in it. You might also draw

attention to the recent strength of the UK economy.

9. COM(87)297 argues that growth in the Community has slowed down,
mainly due to a less favourable international environment. It argues
that greater priority should be given to strengthening internal
demand. On page 37, when discussing the UK, it says "...there could
be a case for allowing the public sector borrowing requirement in
1988/89 to rise above the level set for the medium term". In our
view, the general economic appraisal is a little gloomy, and the

policy prescription for the UK unacceptable.

10. The Commission's paper was discussed at the Coordinating Group
on 6 July, which Sir Peter Middleton attended, and its chairman
will speak at the Council. A copy of Sir Peter's speaking notes

for that meeting are attached at Annex A3.

11. The Commission paper and the economic outlook generally were
discussed by the Economic Policy Committee on Wednesday. The chairman
of this Committee, Mr Milleron, will also report to ECOFIN. A copy
of the report he circulated to the EPC is at Annex A4. Mr Milleron
is likely to say:

= the Commission's paper is a shade pessimistic. There
may be rather more activity and a higher level of trade
than was thought likely a month or two ago;

- it is important to retain flexibility in budgetary policy.
We should see how things develop before taking further

action.

We would not want to object to this.

12. The usual set of economic statistics is attached at Annex AS5.



but there is no requirement to consult the European Parliamst‘or

the Economic and Social Committee.

22. We have been 1lobbying the French all week to withdraw their
objection. The Chancellor spoke to Balladur over the telephone
yesterday, but did not receive a helpful response (though whether
because Balladur was not properly briefed or because he was not
prepared to budge is not clear). Sir Geoffrey Littler will be talking

to the French in Paris again today.

23. Your aim on Monday will be to exert maximum pressure on the
French to withdraw their objection. If you fail, you will want
to isolate France with a view to a Presidency conclusion making
clear that they alone are blocking, quite unreasonably, the UK's

derogation.

Inter-American Development Bank

24. This 1is covered in Annex D, supplied by ODA. It may be raised
with you in the margins of the meeting by the Dutch.

25. The Inter-American Development Bank was set up in 1959 by the
US to help development in Latin America. In 1976 European and some

other countries Jjoined, and once every four years the annual meeting

is held on this side of the Atlantic. The next such occasion is
in 1989. Four countries have been interested in hosting the meeting:
Netherlands, Germany, Israel and Yugoslavia. The Dutch now claim

to have squared the Germans, and may be seeking support against
the other two countries. ODA suggest that we should support the
Dutens

Personality notes

26. These are attached at Annex F.

27. Copies of the briefing go to those on the 1list attached

immediately beneath this covering minute.

lAn

J E MORTIMER




market areas for accelerated progress, ie complete
liberalisation by end 1988); :
(a) indirect tax approximation. This subject was going to
be on the agenda for the July ECOFIN, but Lord Cockfield
could not get Commission agreement on his detailed

proposals in time for a July discussion.

Cash accounting and 6th VAT Directive - UK derogation

18. This is 1likely to be the most difficult item, but Mr Lavelle
and Mr Howard have been closely involved in recent developments,
and will be on hand to bring you up-to-date with what has been
happening and advise on further action. The topic is covered in

Annexes Cl1-C9.

19. Cash accounting for VAT for small and medium-sized enterprises
was announced in the budget, and is intended to come into effect
on 1 October. In the UK view, the relevant Community legislation
(the sixth VAT directive) allows cash accounting on the "output"
side (ie when the cash is received for supplies made) but does not
in all circumstances allow cash accounting on the "input" side
(when VAT is deducted on payment for supplies received). Therefore
we need a derogation from the sixth VAT directive, as provided for
in article 27 which allows member states to introduce simplified

schemes.

20. In accordance with article 27 procedure, we notified the
Commission in March about the new scheme, and they in turn notified
other member states on 30 April. In the past, such requests from
member states have been automatically approved by the Council after
the specified notification period. However, in this case, the French
have objected and have requested a Council discussion. The main
French anxiety seems to be that they might come under pressure to

introduce a comparable scheme.

21. Agreement to the derogation is necessary soon to meet the
1 October implementation date. On procedure, the Commission (which
is content with our request) must now submit a proposal to the Council

to provide for the UK derogation. Unanimity is needed for agreement,
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Paymaster General
PS/Paymaster General

Sir Geoffrey Littler

Mr Lavelle

Mr Edwards

Mr C Budd, Cabinet Office

Mr J S Wall, FCO

Mr D Bostock, UKREP (8 copies)

Steering brief only

PS/Chancellor
PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Sir Peter Middleton
Mr Byatt

Mr P Cropper

Mr Scholar
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The Governor B/E

Mr J Kirby B/E

Mr Garside - Paris

Mr A C Thorpe - Bonn
Mr T P Lankester - Washington
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RESTRHCTED

FM UKREP BRUSSELS , »
TO DESKBY 140800Z FCO X’ \
TELNO 2454 ‘

OF 132010Z JuLY 87

{INFO PRIORIMTY EUROPEAN COMMUNHTY POSTS, STRASBOURG

FRAME ECONOMEC/FRAME AGRMCULTURE
ECOF:kN COUNCiEL = 13 JULY

SUMMARY
1, THE PAYMASTER GENERAL REPRESENTED THE UK.

'A' POGUINTS (SEE DOC 7670/87)

2, ALL AGREED EXCEPT isTEMS 13 (DELETED) AND 2A (WHWTHDRAWN AT
SPANdISH REQUEST DUE TO DRAFT:iNG PROBLEMS AND TO BE RESUBMHKTTED TO
COREPER).

SECOND QUARTERLY ECONOMIC REPORT.

3. AGREED. NO NEED TO CHANGE GUWDELSWNES #iN 1986~7 ANNUAL REPORT.
PRED:-ECTABLE DM#FERENCE OF ViEWS ON COMMESSHON CALL FOR COORD:NATED
FHiSCAL EXPANSHON. SUBJECT ULIXKELY TO BE DHSCUSSED AGAhN AT +NFORMAL
ECOF:EN skN SEPTEMBER.

FiNANCUMNG OF BUTTER STOCKS D:kSPOSALS.
4, PORTUGAL ASKS FOR 24 MECU COMPENSATiION: BELGIUM SHOWS SOME
SYMPATHY, BUT NOT FOR LONG.

VAT CASH ACCOUNT:NG
5. UK DEROGATHON AGREED FOR 3 YEARS, PENDYNG ADOPTON OF

COMMUNsBTY RULES (22ND DHRECT:HVE) . COMMISSHON TO REVHEW POSHHT:HON <F
DIRECTHWVE NOT N PLACE BY THEN. MINUTES STATEMENT TO MAKE CLEAR
DEROGAT:ION kS WTHOUT PREJUD:CE TO WORK ON THE DIRECT-WE. FeNAL
WORDiNG TO BE T:ID:i£D BY COREPER FOR ADOPT:ION AS AN A PO:INT AT THE
FORE:|GN AFFA4RS COUNCAL ON 20 JULY. FRANCE APPARENTLY LOOK:NG FOR
MOVEMENT ON DOM RUM.

LUNCH D:hSCUSSHON
6. SEPTEMBER :NFORMAL ECOF N AND 1988 BUDGET AND REFERENCE
FRAMEWORK «

7. FOR DETALS SEE MY 4 4FTS.

HANNAY

ADVANCE

WALL FCO

LYALL-GRANT FCO

KERR FCO

WiLL FAMSON CAB /AI—TM/



FURTHER TAX CUTS BEYOND THE DM 14 BN PACKAGE (3/1&' PERCENT OF GERMAN
GDP) JUST PASSED BY PARL-AMENT AND THE PROPOSED :iNCREASE N THE
PUBLAC SECTOR DEFC:iT WOULD BE COUNTER-PRODUCT:WVE.

7. THE PAYMASTER GENERAL ALSO CONS:#:DERED THE COMMISS:ON'S
PESSii#MisSM OVERDONE ESPECKALLY tbN THE CONTEXT OF THE UK ECONOMY WHOSE
PERFORMANCE #N THE LAST 12 MONTHS (PLUS 4 PERCENT WNCREASE -IN
DEMAND) HAD OUTPACED EVEN THE MORE OPTHMMEST4C FORECASTS: MOREOVER
WiliTH LAST MONTH'S FALL 'MN UNEMPLOYMENT, THE LARGEST S&ENCE 1948, YET
WiTH REAL FNCOMES RiS::NG FASTER THAN PRODUCTHWV:ETY THERE WAS
CERTAiMNLY NO FURTHER ST:HMULUS NECESSARY.

8. ANDERSEN (DENMARK) ARGUED THAT WH:iLE THERE MLGHT BE NO NEED TO
CHANGE THE GU:WDEL:WNES AGREED LAST YEAR *KT WAS NECESSARY TO PURSUE
THESE MORE EFFECTHWELY. THE LONGER THINGS WERE LEFT THE MORE
DilF FsiCULT «#T WOULD BE: DESPTE HER BALANCE OF PAYMENTS POS:hTH:ON
DENMARK WAS WiILL/ENG TO DO HER BilT BUT THERE WOULD HAVE TO BE A
GUARANTEE THAT OTHER MEMBER COUNTR:#€S WOULD DO L:KEWISE.

9. PREDHMCTABLY MACSHARRY (:RELAND) SidMiT:S (GREECE) AND CAD:dLHE
(PORTUGAL) SUPPORTED THE COMMiSS:ON'S CALLS FOR AN :BNTENS:#F{CAT:ION
OF THE COOPERAT:KVE GROWTH STRATEGY AND FOR AN EMPHAS::S ON BOOST:NG
DEVELOPMENTS N THE ''LESS FAVOURED'® AREAS OF THE COMMUNTY.
EYSKENS (BELGHUM) ALSO LENT SOME SUPPORT TO THE COMMESS:HON BY
CALL:hNG FOR A ''2 - TRACK POLICY'' :h,E. TO CONTROL GOVERNMENT
EXPEND:WTURE AND :LNFLAT:ON AND REDRESS CURRENT ACCOUNT DEF{CiliTS WHILE
AT THE SAME TUME STHMULAT::NG GROWTH BY NON—INFLAT:FONARY MEANS SUCH
AS REDUC:ENG F#:SCAL PRESSURE AND ENCOURAGING PRJWVATE ::NVESTMENT. ON
NORTH=SOUTH RELAT:/ONS, HE SA:D A COMMUNETY APPROACH TO ALLEV:FATANG
{NTERNAT:ONAL DEBT PROBLEMS WOULD CONTR::BUTE TO AN :BNCREASE «:N WORLD
TRADE WHHCH WAS N EVERYONE'S (INTERESTS.

10. MFEMAN (NETHERLANDS) AND SCHEER (FRANCE) BOTH TOOK EXCEPT:ION
TO SOME OF THE COMMiSS:ON'S COMMENT ON BUDGETARY ASPECTS N THEWR
RESPECTIWVE COUNTRH€ES, WHHLE THE SPAN:I'SH ECONOMIC SECRETARY AND MORE
VEHEMENTLY CADILHE DECLARED THE FORECAST'S FOR :INFLAT:“:ON (N THE:HR
COUNTRI£S TO BE MUCH TOO H#GH. THE SPAN:4SH MENLSTER ALSO EXPRESSED
CONCERN THAT ALTHOUGH DOMEST.C DEMAND N SPAIN WAS HIGHER THAN THE
COMMUNATY AVERAGE, THilS HAD LED NOT TO A REDUCTION :iN UNEMPLOYMENT
AT HOME BUT AN :FNCREASE N THE TRADE DEF4C:iT: SO THERE WAS A CLEAR
NEED FOR GREATER ACT.HON BY THE STRONGER ECONOMIES.

11. SHMOUSEN (PRES:WDENCY) CONCLUDED THAT THERE WAS NO NEED TO
CHANGE THE ECONOMIC POLICY GUADEL INES SET OUT N THE LAST ANNUAL
ECONOMIC REPORT. THE ECONOMEC SitTUATHON N THE COMMUN:TY SHOULD BE
CAREFULLY MONHTORED AND RECONS:DERED AT THE SEPTEMBER :ENFORMAL /6COF(N



GRS 1000

RESTRICTED

RESTRICTED

FM UKREP BRUSSELS

TO DESKBY 140800Z FCO ;
TELNO 2455 . \
OF 132015Z JULY 87 i
AND TO DESKBY 140800Z TREASURY

HNFO SAVIING EUROPEAN COMMUNETY POSTS, STRASBOURG

FRAME ECONOMIC
ECOFkN COUNCIHL & 13 JULY
SECOND QUARTERLY ECONOM4:C REVHEW

SUMMARY

1. AGREED NO NEED TO CHANGE GU{DEL#NES tiN 1986-7 ANNUAL REPORT.
PREDICTABLE DIFFERENCE OF WPEWS ON COMMKLSSHON CALL FOR COORD:INATED
FiRSCAL EXPANSHON. SUBJECT LUKELY TO BE DUSCUSSED AGAiN AT ¢NFORMAL
ECOF:N ‘N SEPTEMBER.

DETAuL

2, THE COUNCi. D:sSCUSSED THE COMMESSHHON'S JULY COMMUNGCAT:HON ON
THE ECONOMHEC OUTLOOK (7625/87), WHillCH RECOMMENDED NO CHANGE #N THE
GUDELHNES FOR BUDGETARY POL#CY BN THE LAST ANNUAL ECONOMEC REPORT
BUT URGED THAT THEY BE MORE SPEED{LY iMMPLEMENTED: CALLED FOR A JOUNT
PROGRAMME OF F:$SCAL EXPANSION N 5 MEMBER STATES WiTH A RELATMWELY
FAVOURABLE PUBLiEC F:WNANCE STUAT:RON (DENMARK, GERMANY, FRANCE,
LUXEMBOURG AND THE UNTED KiiNGDOM): AND (A PROCEDURAL :I:NNOVAT.ON)
ASKED FOR :hTS COMMUN:ECAT:ON AND THE RESULTS OF THE COUNGiL'S
DESCUSSHEON TO BE BROUGHT TO THE ATTENT:HON OF NATHONAL PARL:BAMENTS.

3. CHRe:[STOPHERSEN (COMMKESS:ON), DEPUTLSHNG FOR PFEIFFER,

‘iNTRODUCED THE COMMESSHON'S COMMUN:CAT:HON.

4, THE CHA{RMAN OF THE COORD:'NAT:iNG COMMETTEE AND ECONOMIC POLILCY
COMMUTTEE REPORTED ON THE:R COMMITTEES' DISCUSS:MON OF THE
COMMESSIHON'S COMMUN:CATFON. THERE WAS GENERAL AGREEMENT THAT THE
POLAUCY GUHDEL:MNES SET LAST DECEMBER SHOULD NOT BE CHANGED BUT A
DlVilsS::ON OF WVEWS ABOUT THE COMMISSHON'S CALLED FOR FiSCAL
EXPANS:ON, SOME DELEGAT:#ONS SUPPORTANG THE COMMISS:#:ON, OTHERS
UNDELINENG THE :[MPORTANCE OF A F.lRM MED:HUM TERM APPROACH AND THE
RISKS OF EXPANSIONARY POL/ACIES. THE COORDINATHNG COMMUGTTEE ENDORSED
THE COMMJSSON'S DECilSHON TO SEND kTS COMMUM:ICAT:HON TO THE EUROPEAN
PARL‘-HAME__NT AND ECONOMIC AND SOC::AL COMMKTTEE BUT CONSHDERED THAT T
WAS FOR :IND: iV IDUAL GOVERNMENTS TO DEC::DE HOW OR WHETHER T SHOULD BE
PRESENTED TO NAT:HONAL PARL:'AMENTS.

5. THERE FOLLOWED A LENGTHY TABLE ROUND /N WHiCH MOST MENASTERS

READ OUT PREPARED STATEMENT, MANY REPEAT:FNG PO:INTS ALREADY MADE QVER
LUNCH,

6. SCHIECHT (GERMANY) THOUGHT THE REPORT TOO PESSIMISTIC
ESPECHAALLY AS REGARDS GERMAN ECONOMIC PERFORMANCE. BUT :iN ANY CASE
HIS GOVERNMENT WAS DOING AS MUCH AS POSS:#BLE TO BOOST DEMAND: ANY

/FUIZ‘N-*GQ
RESTRICTE
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ECOFiiN. MEMBER STATES SHOULD DECHDE :IND:#:kDUALLY HOW FAR NAT:HONAL
PARL:MAMENTS SHOULD BE riNFORMED OF THE COMMHESS:FON'S AND COUNGHL'S

VibEWS .

HANNAY
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ADVANCE

WALL FCO

LYALL-GRANT FCO

DUFFHELD FCO

ALTY CAB

MERCER CAB

PS/PAYMASTER GENERAL TSY
PS/CHANCELLOR TSY
LAVELLE TSY

EDWARDS TSY

OSBORNE TSY

BARBER TSY

MORTHMER TSY

SAVAGE TSY

K/sRBY BANK OF ENGLAND
ARROWSMUTH BANK OF ENGLAND
MAHN

FRAME ECONOMIC

FCO PASS SAVNG COPENHAGEN, THE HAGUE, ROME, DUBL:N, PARLS, BONN,

LUXEMBOURG, ATHENS, L:SBON, MADR:{D, STRASBOURG

UCLNAN 9297
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Cobies To:

Ps Abvamce PAbbdRescecs .

{ADVANCED AS REQUESTED)

iREP.EATED AS REQUESTED]
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FROM: J E MORTIMER
ﬂL/ MV' DATE: 14 JULY 1987
1. Mr Liyeii; C

2. Paymaster General
cc: PS/Chancellor <—
Sir G Littler
Mr Edwards
Mr Scholar
Mr Matthews
Mr Bonney
Miss Barber
Mr Dyer
Mr Howard (C&E)

ECOFIN, 13 JULY

I attach for approval a draft arranged Parliamentary Question

and Answer reporting on Monday's ECOFIN.

2% Perhaps your office could 1let Parliamentary Section know if

-

you are content with it.

A

J E MORTIMER



5OFIN ARRANGED PQ

el allolalistole) e o viainin o s ® cecessssce....TO ask the Chancellor of the Exchequer
if he will make a statement on the outcome of the Economic and

Finance Council meeting on 13 July.

This meeting was held in Brussels. I represented the UK.

The Council carried out its second quarterly review of the economic
situation in the Community. It was agreed that there was no need
to change the economic policy guidelines contained in the annual

economic report adopted last December.

DRAFT REPLY BY THE PAYMASTER GENERAL
Spain and Portugal “reiterated their concern about the impact on
-them of the Council's decision- to delay reimbursement to member
states of losses incurred on the disposal of butter stocks. The

Council took note of their views. |

The Council agreed to a UK request for a derogation from the sixth
VAT directive relating to cash accounting for small businesses.
The derogation will apply for a transitional period until the
Council adopts a Community wide scheme. The Council will review

the position after three years.



FROM: APS/Paymaster General
DATE: 14 July 1987

/%Ps//cx

MR HOWARD - C&E cc PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Mr Lavelle
Mr Scholar
Miss Sinclair
Mr Cropper
Mr Trevett - C&E
PS/C&E
Mr Bostock - UKREP

CASH ACCOUNTING: EC DEROGATION

The Paymaster General discussed the derogation with the

Chancellor 1last night. Although the EC Council Secretariat

will be preparing a draft text of the derogation, the Paymaster

General would be grateful if you could urgently draw up our
" draft text which could be presented to the Danish Presidency.

2. In particular, it would be useful if a form of words could
be found which suggest that the derogation is more permanent
and for three years only in the first instance, so that renewal

can be made as automatic as possible.

ﬁIDUbamu\,;;a*uﬁﬁ

MISS D L FRANCIS
. Assistant Private Secretary



FROM: P TREVETT
DATE: 14 JULY. 1987

. m : HM CUSTOMS AND EXCISE
o~ = VAT CONTROL DIVISION D
| %ﬁ ALEXANDER HOUSE 21 VICTORIA AVENUE
' A SOUTHEND-ON-SEA X SS99 1A]
. TELEPHONE SOUTHEND-ON-SEA (0702) 348944 ext
Paymaster General cc PS Chancellor

PS Chief Secretary

PS Financial Secretary
PS Economic Secretary
Mr Lavelle

Mr Scholar

Miss Sinclair

Mr Cropper

Mr Bostock (UKREP)

CASH ACCOUNTING DEROGATION : ECOFIN DECISION
Your Private Secretary's minute to Mr Howard of today's date.

2.~ We have provided UKREP with the attached text, which they have fed in to the
] Council:-

"This Decision shall apply from 20 July 1987 for a transitional period until the Council,
acting unanimously on a proposal from the Commission, adopts a community special
scheme for small and medium sized businesses. If, however, at the end of 3 years such
a scheme has not been adopted, the Commission shall examine the United Kingdom's
system of cash accounting and report on its operation to the Council".

3. We hope to know tomorrow whether this suggested text has been accepted by the

Presidency and, if not, what alternative text they have proposed for agreement in
COREPER. We shall report back to you as necessary.

N

P TREVETT
Internal Distribution
CPS Mr Wilmott
‘ Mr Knox Mr Cockerell
Mr Howard Mr Holloway

Mr Jefferson Smith
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FROM: J E MORTIMER
® DATE: 15 July 1987

CHANCELLOR OF THE EXCHEQUER cc Paymaster General

Sir Geoffrey Littler
Mr Lavelle
Mr Edwards
Mr Scholar

CABINET, 14 JULY: OUTCOME OF JULY ECOFIN

You might care to report to Cabinet tomorrow the outcome of
the July ECOFIN:

- The Paymaster General represented the UK. The Council
carried out its second quarterly review of the economic
situation. It was agreed that there was no need to change
the economic policy guidelines contained in the Annual

Economic Report adopted last December.

. - Spain and Portugal reiterated their concern about the
impact on them of the Council's decision to delay
reimbursement to member states of losses incurred on the
disposal of butter stocks. The Council took note of their

views.

- the Council agreed to a UK request for a derogation
from the sixth VAT directive relating to cash accounting |
for small businesses. The derogation will apply for a!
transitional period until the Council adopts a Communityf
wide scheme. The Council will review the position after%
three years. i
2. You will be aware that we have been concerned about whati
would happen to our VAT cash accounting derogation at the E
end of the three year period agreed in ECOFIN. We had hoped i
that the derogation would continue until the Council took \

' a positive decision to end it. We were not able to achieve \

\
\



this, however. To secure the derogation now, it has been
necessary to accept that we may have to apply for an extension
to the derogation in three years' time. The exact form of
words governing what will happen has yet to be agreed in
COREPER. There is, however, probably no need for you to go

into this/detail with your Cabinet collegues.

s

-

J E MORTIMER
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FROM: S P JUDGE
DATE: 15 July 1987

PAYMASTER GENERAL

MR TREVETT (*) , cc :
PS/Chancellor
PS/Chief Secretary

PS/Financial Secretary
PS/Economic Secretary

Mr Lavelle

Mr Scholar

Miss Sinclair

Mr Cropper

Mr Bostock (UKREP)
(* advance copy
by fax)

PS/C&E

CASH ACCOUNTING DEROGATION: ECOFIN DECISION

The Paymaster General has seen your submission of today,
and is content with Customs' view - which he assumes is

shared by UKREP.

20 He thinks there is a good case for the amendments

you propose, on the basis of Monday's debate at ECOFIN.

3. If the amendment is not accepted, then he would like
to see an entry in the minutes to the effect that we wish
to see the derogation maintained, in the context of orderly
support for SMEs in the UK. You told me that UKREP were

thinking on similar lines.

S P JUDGE
Private Secretary

5
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FROM: APS/Paymaster General
DATE: 20 July 1987

MR J E MORTIMER cc PS/Chancellor
Sir G Littler
Mr Lavelle
Mr Edwards
Mr Scholar
Mr Matthews
Mr Bonney
Miss Barber
Mr Dyer
Mr Howard (C&E)

ECOFIN, 13 JULY

The Paymaster General was grateful for your minute of 14
(=5
July attaching a draft arranged Parlapentary Question and

Answer.
2 The Paymaster has now approved the draft Answer and

I would be grateful if the Parliamentary Clerk could arrange

for the Answer to be laid today.

Deborat I:n,q;;'

MISS D L FRANCIS
Assistant Private Secretary
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FROM: PAYMASTER GENERAL
DATE: 27 July 1987

MR gomney, Mo Ceassic
MR /'k*i'\'TlHﬂL' MR dMownEw,
MR Crorpey

HMiss  INnecsn = T/soc.

PRIME MINISTER

BUDGET COUNCIL: 23 JULY

The Budget Council failed last week to agree a draft Community

budget for 1988, and decided to meet again on 17 September.

2.2 The Danish Presidency argued hard for a draft budget
which would have exceeded the 1.4 per cent VAT ceiling by
5.66 billion ecu (equivalent to a VAT rate of about 1.7 per
cent). At the request of the Germans and ourselves, however,
the Council Legal Service confirmed that the Council could
not legally put forward a draft budget which exceeded the
Own resources ceiling unless there was unanimous agreement
by member states that the extra resources would be provided.
‘ I made clear that there was no guestion of "the UK agreeing
to this. The Germans, too, argued that the draft budget must
respect the 1.4 per cent ceiling, and the Spanish argued that
it would be wrong to prejudge the outcome of the future

financing negotiations.

B The Council Legal Service also said that the European
Court's case-law (not the Treaty) pointed to''a principle of
‘continuity of the Community' and 'veracity' in the
establishment of the budget. On this flimsy basis, the other
southern member states and Ireland persisted in arguing for
raising the Presidency's expenditure proposals, while the
other northern member states, 1including France, argued for
going beyond 1.4 per cent - though not as far as the Presidency

or the Commission had proposed.

4. By early evening it became clear that no agreement was
possible. At no stage was the UK abatement mentioned: the
gulf which separated the large and small spenders was too great

to be bridged by any plausible adjustment to it.

/1 i/\



CONFIDENTIAL

5. It is not clear what the Presidency will do when the
Council resumes in September. It would be difficult for the
Council to brush aside the Council Legal Service's advice
and establish a draft budget in excess of the 1.4 per cent
VAT ceiling. Even if they were minded to do so, I would hope
that no qualified majority would be found for such a budget.
The Germans have told us that they will not be willing to
compromise on the 1.4 per cent issue this side of the Copenhagen
European Council, and the Dutch too have told us that, much
as they would prefer a larger budget, their present view is
that they cannot vote for a budget in which expenditure exceeds
the 1.4 per cent «ceiling unless there has been unanimous

agreement by all member states to provide the extra resources.

6. On the other side of the argument, the southern member
states and Ireland, and likewise Belgium, Luxembourg, Denmark
and France, will not readily agree to respect the 1.4 per
cent ceiling when the resulting budget proposals would 1in
their wview be manifestly inadequate in relation to the
Community's needs, as well as being unacceptable to the
Parliament. The Presidency might try to commend to the Council
some ruse such as placing revenue beyond the 1.4 per cent
ceiling in square brackets. This would not, however, remove
the 1legal constraint that expenditure in the budget cannot
without unanimous prior agreement exceed the revenues available

within the 1.4 per cent ceiling.

7). The Presidency's best strategy, I suspect, will be to
try to establish a draft budget within the 1.4 per cent ceiling
with an accompanying Council declaration that the Commission
and Council will act with all possible speed to amend the
budget after the Copenhagen European Council if that Council
reaches a firm decision to increase the Community's revenues.
I believe we should be prepared to accept a non-prejudicial
declaration along these 1lines, though the precise language
would need to be carefully watched. The President of the Budget
Council may wish to discuss this when he visits me in the

first week of September.



CONFIDENTIAL

8. It is by no means impossible that the Council will again
fail to reach agreement in September and will then miss the
5 October deadline in the Treaty for submitting a draft budget
to the Parliament. The budget procedure might well then remain
stalled until after the Copenhagen European Council. 8 e
also highly 1likely, however, that the European Parliament
would reject any draft budget which the Council did agree
to put forward, so the budget procedure may well be stalled
in any case until after Copenhagen. This would no., I think,

be a disaster from the UK's point of view.

9 Whatever the outcome may be, I suggest the priorities
for the UK should continue to be to beat off any challenge
to our abatement, and to avoid prejudging or prejudicing the

outcome of the future financing negotiations.

10. I am copying this minute to Geoffrey Howe, John MacGregor

and the Attorney General: and to Sir Robert Armstrong.

ER

PETER BROOKE



From the Private Secretary
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10 DOWNING STREET

BUDGET COUNCIL:

LONDON SWI1A 2AA

23 JULY

28 July 1987

The Prime Minister has considered the Paymaster
General's minute of 27 July about the recent EC Budget

She has commented that she does not share the view

that the suggested Council declaration, mentioned in

paragraph 7 of Mr.

Brooke's minute,

is non-prejudicial. 1In

her view it leads to clear expectations that the Budget will

be increased.

Agriculture,

We shall need to consider this point further.

I am copying this letter to the Private Secretaries to
the Foreign and Commonwealth Secretary, the Minister of

REC.

FAYMASTER GENERAL'S g
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Simon Judge, Esq.,
Paymaster General's Office,
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Sir G Ligtler
Mr )Alldn
Mi Barber

Treasury Chambers, Parliament Street, SW1P 3AG l7 g
01-270 3000

31 July 1987
P Simonsen Esq
Minister of Finance

12 Slotsholmsgade
DK-1216 Copenhagen K

Deor M Simonsen

INFORMAL ECOFIN MEETING: SEPTEMBER 1987

The Chancellor of the Exchequer has asked me to thank you for
your letter of 22 July setting out further details about the

Informal ECOFIN meeting to be held from 11-13 September 1987
in Denmark.

Please find enclosed the completed gquestionnaire. I would
like to point out that all five members of the UK Delegation
will be travelling to Denmark together, on the flight
indicated in the questionnaire, and will require transport

from Beldringe airport to the hotel Hesselet, on Friday
11 September.

However, on the return journey, the Chancellor and
Sir Geoffrey and Lady Littler will be travelling separately
from the Governor and Mrs Leigh Pemberton. The Chancellor,
Sir Geoffrey and Lady Littler will be returning on a private
plane, an HS125, departing Beldringe airport, on Sunday
13 September at 14.45. They will therefore require transport
from Faaborg to Beldringe airport after lunch on Sunday. The
Governor and Mrs Leigh-Pemberton will be flying from Odense
airport to Copenhagen on flight DX310, departing Odense at
16.25, on Sunday 13 September. They will therefore require

transport from Faaborg to Odense airport after 1lunch on
Sunday.

Please could you also note that I will be on leave from
19 August and therefore, the person to contact from this day
onwards will be Mrs Cathy Ryding on 01-270-5004.

o

MISS J LONG
Diary Secretary

PS/Governor - BOE



QUESTIONNAIRE:

Contact person in the Ministy:
Name:Migs J Long until 18/8/87 from 19/8/87 Mrs Cathy‘;i
Telephone no.:  01-270-5011 01-270-5004"Y91N9

Informal ECOFIN-meeting September 11,12,13 1987
The names of participants in the delegation:

Minister of Finance/Economic Affairs Rt Hon Nigel Lawson

me
Spouse: "'Oinno-n-o-c--o..
Governor of Central Bank Robin Leigh-Pgmbert<
Spouse: Rose Leigh-Pember to:
Government official Sir Geoffrey Little
Spouse: Lady Shirley Little:
Transportation:
Arrival:
A. Airline: Flight number B R s i
Arrival at Kastrup Airport, Copenhagen o TR Gl
B. Private plane: Type and immatriculation HS125

Date and time of arrival 11/9/87 17.00
Parked at Beldringe airport in the weekend YES '

C. Car type and immatriculation b o R I
Date and time of arrival at the Danish
border NPT e |



Departure.

A. Airline: Flight number DX310

Oeparture from ODENSE Ajrport 13/9/87 16.25

B. Private plane: Type and immatriculation HS125
Date and time of departure 13/9/87

€. Car., Date and time of departure ..... "

Persons accompanying:

Driver's name: Gereid
Name(s) of security personneal o e e,

14.45

Registration number of WeAaPONS, I ANY cocivivennnesati

Other information:

Delegation member. Spouse.

8lood type
Ministers -—- T

Governor of Central Bank — v
Government official. = Vot

Does any person in the delegation need special diet?

NO

Please do not hesitate to contact Mr. Hilmar Bojesen
you have any more questions (1924158.)

if
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Treasury Chambers. Parliament Street. SWIP 8A e Cem;g:e’,

Charles Powell Esqg

Private Secretary to the Prime Minister
10 Downing Street

London SW1

COMMUNITY BUDGET FOR 1988
Thank you for your letter of 28 July.

The Paymaster General quite takes the Prime Minister's point
that a Council Declaration on the lines envisaged in paragraph 7
of his minute of 27 July would create a clear expectation that
the budget would be increased if the Copenhagen European Council
agreed to provide the Community with extra revenues. In his
view the Council would decide to raise the budget in that event;
we also have to bear in mind that a budget which is 1limited .
. to 1.4 per cent VAT, while making full provision for the UK's
large abatement entitlement, will undershoot the agreed 1988
budget discipline limits by some 1380 mecu.

The Paymaster General wished to make a rather different, though
related, point - namely that a Council Declaration of willingness
to raise the budget if more revenues were provided would not
prejudice the critical question of whether more revenues should
be provided. Subject to the Prime Minister's views, the Paymaster
General thinks that it would be difficult for the UK to oppose
a suitably worded Declaration in this sense, if the Presidency
and other Member States wanted it, and in the context of a draft
budget which met our requirements in full by respecting the
1.4 per cent ceiling and making full provision for the UK's
abatement.

The Paymaster General suggests that we wait and see what the
Danish President of the Budget Council has to say when he comes
to London in the first week of September, and take stock again
thereafter, before the meeting between the Prime Minister and
“Christophersen (which the Paymaster believes could be extremely
helpful in the future financing context), and before the Budget
Council resumes on 17 September.

I am copying this letter to the Private Secretaries to the Foreign

and Commonwealth Secretary, the Minister for Agriculture, the
Attorney General and Sir Robert Armstrong.

® \1qu ety
e ! S P JUDGE
\‘:’,wm - Private Secretary




INFORMAL ECOFIN 11-13 SEPTEMBER 1987 ANNEX E
ECONOMIC SITUATION IN GREECE
Attached are:

(1) background brief by IF

(2) Council Decision on Greece's Community Loan



' ECONOMIC SITUATION IN GREECE

b Expansionary policies in the early 1980s contributed to
‘. mounting balance of payments and budget deficits and high rates of

inflation.

2. Following the general elections of June 1985, the Government
announced a redirection of policies, with the immediate emphasis

on reducing the balance of payments deficit.

3.5 The important Stabilisation Programme introduced in October
1985 included: (a) a reduction in the PSBR of about 4 per cent of
GDP in both 1986 and 1987, to be achieved by tax increases and
spending cuts; (b) a tightening of monetary policy through lower
DCE 1limits and increases 1in interest rates; (c) a 15 per cent
devaluation of the drachma; (d) a modification of the compulsory
wage-indexation scheme (to exclude the impact of import prices and
to index wages to expected rather than past price increases) which

implied substantial cuts in real earnings.

. 4. In the event, real personal disposable incomes were reduced by
almost 5 per cent in 1986. A 20 per cent cut in public investment
also depressed domestic demand. Yet real GDP rose moderately,
because of rising exports and strong growth of agricultural
output. This year real GDP is likely to fall however, given a
continuing decline in consumers' real income and their expenditure

and a big drop in farm output because of bad weather.

5. The current balance of payments deficit halved, to 4% per cent
of GDP, in 1986, partly because of the increase 1in exports, but
chiefly because of the fall in o0il prices and a significant
increase in net EC transfers (which together account for four-

fifths of the improvement).

6. The PSBR fell by about 4 per cent as intended, from 17.6 per
cent of GNP in 1985 to 13.7 per cent of GDP. The introduction of
VAT this January and low public pay increases are expected to
. reduce the PSBR further this year (to about 12% per cent of GDP),

but not by as much as was originally planned.




7o The inflation rate peaked at 25 per cent at the end of 1985,
declined to 17 per cent by the end of 1986, but then
picked up again early this year after the introduction of VAT.

June, consumer prices were 18 per cent higher than a year before.

8. The following table gives some summary statistics for 1985 and

1986 and OECD forecasts for 1987.

temporarily

1985 1986 1987
Real GDP* 2l Fe3 -1
Manufacturing production¥* 4.5 055 3/4
Unemployment rate (%) 8.6 - | 83/4
Consumer prices* 18.5 22,3 143/4
Current balance ($bn) -3.3 -1.7 -1%

* Percentage changes.



'.'TARGETS AND PERFORMANCE

On 9 December 1985 the Council, consequent to approving a loan to
support Greece's balance of payments, stipulated targets for 1986
and 1987 against which to measure the progress of the
Stabilisation Programme. (These are additional to the Greek
authorities' own targets.) The targets are compared below with

performance so far.

Target Performance
T Inflation
1986 15% at end-year 15.9% at end-year.
(Greek stabilisation
programme set 16%).
1987 10% mid-year, excluding 18.1 % in June

effects of VAT intro- (including VAT).
duced on 1 January

(Greeks' target for end

year, including VAT, now

revised up from 10% to

13.2%).
ii. Wage Policy
1986 and Appreciable slowdown in Real average earnings
1987 increase of labour estimated to have
costs through adjust- declined by 83%%
ment of wage index- between 1985 & 1986.

ation mechanism (based Nominal increases of

on future inflation rate 8-9% expected in

and excluding import 1987 (i.e. below
prices). inflation rate).
iii. PSBR
1986 Reduction in PSBR:GDP Net PSBR (cash basis)
ratio of 4%. reduced from 17.9% of
GDP in 1985 to 13.7%
in 1986.



' 1987

Further reduction in
PSBR:GDP ratio of 4%.

iv. Monetary Policy

1986

1987

Reduction in DCE to
17% by end-year and
reduction in propor-
tion of PSBR covered

by monetary resources.

Reduction in DCE to
11% by end-year
(13.2% was originally
cited as target in
Monetary Programme;
now set at 11.2%).

Mie Balance of Payments

‘ 1986

1987

Reduction in current
account deficit
necessary to stabilise
external public debt
by 1988. Greeks'
target $1.7 bn.

Greek authorities'
target $1.25 bn for
current account
deficit.

Officially forecast
in June to be 11.3%
of GDP this year.

DCE reduced to 18.2%.
Little success in
increasing recourse
to non-bank private
sector in financing
PSBR.

15% in April.
Overrun for year as a

whole seems likely.

Current account def-
icit reduced to $1.7
bn in 1986 from $3.3
bn in 1985.

Cumulative deficit
for January-May of
$1.44 bn in 1986).
Greeks now forecast
$1.35 bn for 1987.



To summarise, while the current account and PSBR targets were met
last year, this largely reflected favourable external developments
and the outturns might even be regarded as disappointing under
such circumstances. The evidence so far available for this year
suggests that (although there may be a further fall in real wages)
it will be virtually impossible to meet the targets for inflation
and the balance of payments, and there are also likely to be

difficulties with the fiscal and monetary targets.



COUNCIL DECISION
P L

concerning a Community loan in favour
of the Hellenic Republic

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economic
Community,

Having regard to Council Regulation (EEC) No 582/81 of

16 March 1981 adjusting the Community loan mechanism designed
to support the balance of payments of Member States (1), as
amended by Regulation (EEC) No 1131/85 (2), and in particular
Article 2 thereof,

Having regard to the proposal from the Commission, submitted
after consultation of the Monetary Committee,

(3y o No L 73, 19.3.1981, p. 1.
() OJ No L 113, 1.5.1985, .59,

n

ol sse




WNnereas examination by the Commission, in collaboration with the
Monetary Committee, of the economic . ‘tuation of Greece has shcwn a
marked deterioration in the balance of payments, a fall in the

foreign exchange reserves and a rapid increase in external indebtedrec::
whereas these difficulties, because of their persistence are liablz

t> jeopardize the proper functioning of the common market;

Wr.ereas the Greek Government has applied for a medium-term loan under
the Community loan mechanism desigried to support the balance of payments
of Member States; whereas the granting of such a loan is an appropriate
measure, within the framework of mutual assistance, to facilitate tne
adjustment of the Greek economy;

Whereas the main reasons for the deterioration in the balance of payment
of Greece are the absence of control over domestic factors, notably

a sharp acceleration of inflation, a rapid rise in labour costs, a
marked deterioration in the situation of the productive sector and a
substantial over-run of domestic budgetary and monetary targets;

Whereas the Greek authorities have adopted an economic recovery
programme and have presented this programme at the same time as their
application for a loan; whereas the Commission has addressed to the
Greek Government a recommendation on the measures which it suggests
should be adopted; whereas the Greek authorities have approved the
terms of the said recommendation;



whereas the Greek Government, in implementing this recovery

=

programme, undertakes to pursue, over a period of two years, and

if necessary taking the appropriate corrective measures during

the period, the following objectives:

1) a slowdown of inflation, so that the annual rate of price increase

2)

3)

4)

5)

is brought down to 15% at the end of 1986 and to under 10%
by mid-1987, excluding the effects of the introduction of value
added tax from 1 January 1987;

a very appreciable slowdown in the upward movement of labour
costs, through a lasting adjustment of the wage indexation
mechanism based on an advance inflation norm and excluding

from wage adjustments rises in import prices;

a reduction in the public sector borrowing requirement of
4 percentage points of the Gross Domestic Product in 1986 and of a
similar amount in 1987;

a progressive but substantial reduction in domestic credit
expansion to 17% in 1986 and to 11% in 1987 compared with 25%

in 1985 and a significant reduction in the proportion of the
public sector borrowing requirement covered by monetary resources;

a reduction in the current account deficit so that as early
as 1988 the external public debt can be stabilized in terms of
absolute value;



. ‘Whereas the implementation of this zrogramme is to give priority,
~ithin a medium-term perspective, to strengthening and mcdernizing
sroductive structures; whereas as a result the conditions for the
~ecovery of productive investment are to be established;

HAS ADOPTED THIS DECISION:
Article 1

The Community shall grant the Hellenic Republic, under Regulation (EECH
No 632/81, a loan of 1 750 million ECU or the equivalent amount in

other currencies.
Article 2

The loan shall be made available to the Hellenic Republic in two ecgueal
instalments:

- the first instalment as soon as the borrowing operations are

completed,

- the second instalment within one year of the payment of the firsct
instalment, and, in any case, not before 1 January 1987, the
Commission shall release the second instalment in the light'of
the examination, made in collaboration with the Monetary Committes.,
'of the evolution of the economic situation of the beneficiary
Member State and the results obtained in the execution of the
economic recovery programme, as imp.iemented.

-------



Article 3

'. 1 The loan shall be grantea on the basis of the decision taken by the
beneficiary Member State to implement the economic recovery programme
which it has presented, the objectives of which are set out in the

recitals to this Decision.

2. The Commission, in collaboration with the Monetary Committee, shall
examine at regular intervals the evolution of the economic situation
of the beneficiary Member State and the execution of the econodmic

recovery programme, as implemented.

Article 4

This Decision is addressed to the Hellenic Republic.

Done at Brussels, r 9 DEC.1985

For the Council
The President

» (5. ) 2 GANTER

Certified true copy
For the Secretary-General

Wolfgang PINI
Director-General

-------
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.Aide Memoire on Capital Convergence (for possible discussion with
. Stoltenberg)
L
= You attach great importance to the success

of the current discussions aimed at securing
convergence of capital adequacy requirements
in both the EC and G10 countries. To include
the USA and Japan in an agreement would
be a major prize, which is well within our
grasp if enough political weight 18 ' put
behind it.

= Germany's support is especially important.
You hope Stoltenberg will do everything
he can at his end to see that this ma jor

P

opportunity is not missed.

//,/’/. /‘;\}\‘—/\'ﬁ i
= You understand there//ﬁéve bee particular
problems over thg/”definition of capital,
o but that the Bank/believe they have identified
a basis for compromise (which gives due

prominence to a very narrow definition of

top quality capital). You are sure any
remaining problems can be sorted out, given &\)
enough will; and you hope German officials —

will get in touch with the Bank\ if there
are any difficulties to ¢try to sort them

out on a bilateral basis.

= Time . is ' short. The next few weeks, but
especially the Basle supervisors committee
meeting on 16-18 September and EC Council
working group discussions on the "Own Funds
Directive" will be wvital if the USA and
Japan are to be included in an agreement

by the end of the year.
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SUMMARY { ( fC&,» &) b ,
WORLD BANK CONSUDERING FOLLOW-UP TO JULY 10 MEETING X S fo /
PARTICULARLY INTEREST RATE REDUCTIONS AND COF(NANC[NG PROSPECTS. ?u\ Qb 4 1

MISSION PLANNED TG DONOR CAPITALS 14 THE COURSE OF SEPTEMBER.
SUBSEQUENT GENERAL MEETLNG UNDER CONSIDERATION, PERHAPS BLATE
OCTOBER. L
DETAIL
2.  JAYCOX (VP AFR|CA) CAME TO SEE ME AND LEADER TQ DISCUSS
FGLLON UP TO THE PARIS MEETIAS OM SUB SAHARAN AFRICAN DEST.
JAYCOX EXPRESSED APPRECIATIGNH OF THE UK CONTRIBUTION AT THE
PARIS MEETING. HE ASSESSED PROSPECTS FOR THE THREE MA(N
PROPOSALS ON THE TABLE AS FOLLOWS3
l. SAF TREBLINGs AS SEEN BY THE BANK, A GOOD MANY PROBLEMS
REMAIN, AND THE BANK WERE CONCERNED THAT THE PROPGSAL wAS
SEEN AS COMPETITIVE WiTH THEIR-Owh COF INANCING 1DEA: UNLESS
THERE 1S ADDITIONALITY, SAF TREBLING WOULD NOT HELP THE

AFRICAN COUBTRIES,
tk. ON THE PROPGSAL FOR ENWANCED COF.NANCAING wiTH THE BANK

FOR STRUCTURAL ADJUSTMEWT, THIS SEEMED TO HAVE RECEIVED
GEWERAL SUPPGRT, AND THE BAHK PROPOSED TO PURSUE IT AS
BELOW,
11w ON- INTEREST RATE CONCESSIONS kN THE PARIS CLUB, THE
PARES MEETING WAS SOMEWHAT DISAPPOANTING BUT THE BAHK HAVE
NOT GIVEN UP HOPE. A GGOD DEAL GF WORK SEEMED TC BE GGING ><
Ot WITHIN THE US ADHINISTRATIGH, TMOUGH LITTLE wAS BEING. /
SALD ABGUT 1T. FRANCE WAS QUOTE WAVERING UMQUGTE, |IN SPITE
TCHET'S NEGATIVE REACTIOH ON 10 JULY.
3. PGINT 4l REPRESENTS A PUSTSCRIPT TO WASHINGTON TELNG 1633,
JAYCOX SAID THAT MCPHERSON WAS PERSONALLY COMMITTED TO FINDING A l N
WAY FORw1ﬂgug§_Ié:EZEfI§IEKiE;—”§T§~EU§?TFHK?TEE_K§—SEEUTY ’
SECRETARY TO THE TREASURY wAS EXPECTED IN TWO DAYS, ARD HE SHOULD
TAKE UP WIS PGST BY EHD AUGUST. HCPHERSON'S OFFICE MAS WORKING
ON A FLAN WHICH WOULD INVOLVE REF INANCING AND PGSSIELY
SECURITISING THE RELEVANT EXPGRT CREDITS. (COMMENT: WE WILL
SEEK FURTHER DETAILS OF THESE IDEAS, BUT LT 1S NOT CLEAR WOW
THEY WOULD CIRCUMVENT THE CONGRESSIONAL AND BUDGETARY PROBLEM
REFERRED TU N TELNO 1538).

Resi a

uﬂg
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Completion of the internal market:

approximation of indirect tax rates

P T YA A ST ¢

and harmonization of indirect tax structure.
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harvest of prosperity of which they are intrinsically capable. Perhaps the
starkest measure of the extent of the waste and of the urgency of the need
for action is that, meanwhile, 16 million potential ‘producers of wealth and
growth stand unemployed. The simple truth is that we are failing to make

N

use of the immense potential which Europe possesses.

What is the reason for this tragic waste of opportunity and potential?
The Community's Heads of State and Government had long sensed that the
answer lay in the disunity which still, nearly 30 years after the signing
of the Treaty of Rome, marked the European economy itself. The countries of
the European Community, for all their common heritage and common interest,
remain a fragmented economy, divided into a dozen separate markets; each
with its own rules; each manufacturing for its own market; each facing
obstacles and difficulties in trying to trade with other Member States.
That is why the Community has steadily fallen behind the more integrated
markets of the United States and Japan in the growth of its demand, its

production and its trade.

The Heads of State and Government, meeting in March 1985 in Brussels, set
the target and the objective by identifying as their first priority "action
to achieve a single large market by 1992 thereby creating a more favourable
environment for stimulating enterprise, competition and trade; it called
upon the Commission to draw up a detailed programme with a specific

timetable before its next meeting".

The Commission's blueprint in response to this challenge was rapid, bold

‘and radical. It has since been universally accepted as the foundation for a

rebirth of European aspirations. The White Paper on completing the internal

market did not mince its words:

"Europe stands at the cross-roads. We either go ahead - with resolution and
determination - or we drop back into mediocrity. We can now either resolve
to complete the integration of the economies of Europe; or through a lack
of political will to face the immense problems involved, we can simply

allow Europe to develop into no more than a free trade area.

The difference is crucial. A well-developed free trade area offers
significant advantages: it is something much better than that which
existed before the Treaty of Rome; better even than that which exists

today. But it would fail and fail dismally to release the energies of the




COMPLETION OF THE INTERNAL MARKET: APPROXIMATION OF
INDIRECT TAX RATES AND HARMONIZATION OF
INDIRECT TAX STRUCTURES

GLOBAL COMMUNICATION FROM THE COMMISSION

1. Introduction: the economic and historical perspective

The Commission's White Paper on completing the internal market of the
Community(l) was a response to the need to reverse the relative decline of
western Europe. The undertaking is an ambitious one - to some perhaps
frighteningly so - but it had to be ambitious if it was to measure up to
the scale of what is needed. And the Governments of the Member States have
firmly and repeatedly committed themselves to fulfilling those ambitions.
They had already been searching for some time for a strategy - a strategy
which would revive the entire economy of Europe and reverse the process of
the previous decade or more which had caused our performance in terms of

output to fall increasingly behind those of our main competitors in America

and Japan.

Their recognition that the solution was to be found in the completion of
the internal market goes back as far as the Copenhagen European Council in

December 1982 and was reaffirmed atDublin and Fontainebleau in 1984.

The Commission took up the challenge and gave it more concrete expression
by declaring in the European Parliament in January 1985 that within 8 years
- the life of two Commissions - a programme for the dismantlement of the
Community's internal frontiers would be drawn up and implemented.

The population of the European Community is nearly half as large again as
that of the United States and well over twice that of Japan. We are the
biggest and oléest-established bloc of trading nations in thé world. Our
scientific knowledge and our capacity for invention are second to none. But
for want of a dynamic regenerative impetus these immense resources in con-

siderable measure lie féIlow, failing to produce the growth and the rich

(1) com(85) 310 final
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regards the approximation of VAT and excise duties, the European Council
invited the Council of Ministers for Financial Affairs (ECOFIN) to examine
on the basis of the White Paper any measures which might be necessary for
the achievement of a single market and the possible timetable for the

application of those measures."

The ECOFIN Council delegated this mandate in the first instance to a
high-level group of fiscal experts who, together with representatives of
the Commission, considered the fiscal proposals outlined in the White Paper
and the possible alternatives to it. The high-level group reported to the
ECOFIN Council in June 1986 that the proposal would achieve the removal
of formalities and fiscal controls at borders in the case of intra-
Community trade and that the alternatives they had considered would fail to
result in the removal of fiscal frontiers and could not, therefore, be
recommended. Nevertheless, the report also made it clear that there were
still considerable difficulties, uncertainties and hesitations, and

concluded that '"Member States will not be able to decide whether the

measures envisaged by the Commission are ultimately acceptable to them

until full details of the measures as a whole are available. Only when

Member States can see clearly

- the financial, budgetary, economic and social consequences of - the

measures for them,

- the practical consequences for both the economy and individuals and the

national budget entailed by the clearing mechanism,

will each of them be in a position to weigh up the advantages and

disadvantages resulting from the Commission's system and decide whether it

is prepared to agree to the system."

The ECOFIN Council in June 1986 discussed the group's conclusions and

reserved its position until the Commission had submitted to the Council
vdetailed proposals on the rates and rate structure of indirect taxation
and on the cléaring system, On that basis the Member States will be able -to

state their position on the approach which the Commission envisages in Part

I1I of the White Paper".

This Communication provides the detailed proposals for which ECOFIN have

asked. It constitutes the beginning of the next, and probably most
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people of Europe; it would fail to deploy Europe's immense resources to the
maximum advantage; and it would fail to satisfy the aspirations of the

people of Europe.'

The White Paper and its programme were welcomed‘and largely endorsed by the
European Council meeting in Milan in June 1985. Six months later saw the
adoption of the Single European Act which establishes as a legal commitment
the objective of 'an area without internal frontiers in which the free
movement of. goods, persons, services and caﬁital is ensured." A Europe
without internal frontiers - not a Europe with fewer or simpler frontier
controls, but one with no such divisive frontier controls at all. The
programme in the White Paper is for a comprehensive elimination of all the
barriers - the physical barriers, the technical barriers and the fiscal
barriers - which cause the face of Europe to be scarred by the frontiers
which divide it. One of the declarations that accompanied the Single
European Act made specific reference to "decisions necessary to implement
the Commission's programme described in the White Paper on the Internal

Market!".

The Commission and the Governments of the Member States are therefore

firmly committed to embark on the completion of the programme.

2. Completing the Internal Market: the fiscal aspects

The Commission has taken as its starting point a snapshot of the existing
wide spread of indirect tax rates and structures in the Community. It has
then confined itself to setting out the minimum changes which must be made
to that picture in order to achieve a sufficient degree of fiscal
approximation. It must be clearly understood that the present package is
not an attempt to design an ideal fiscal system for the Coﬁmunity, but a
blueprint for abolition of fiscal frontiers. It is in that spirit that the
Commission has tried to find the most practical possible solutions; and ‘it
is in that spirit, and taking possible problems of adjustment into account,
that they are presented and must be studied. That is the job which the

Commission was asked to dos

Already in Milan in June 1985, the European Council launched an intensive
programme of activity based on the White Paper proposals. As far as the

fiscal chapter (Part III) was concerned, the Milan conclusions stated: "As
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which fiscal approximation might impose on Member States' flexibility of

response to be compensated for at a Community level.

All this, however, is yet to come. The immediate task for the Community is
to study the proposals which accompany this communication and for each of

its Members to evaluate their significance.

3. The Proposals

The White Paper demonstrated that if fiscal frontiers are to be abolished
and the indirect taxation system of the Community is to serve the single
unified market which we are committed to completing, there must be a
considerable measure of approximation of indirect taxes. Only then, when
indirect tax levels are sufficiently close as between one Member State and
another so as not to distort competition and patterns of trade, will it be
possible for the European economy to work in a free and unfettered way;
only then will goods, services, capital and people be able to move freely
to where they enjoy genuine comparative and competitive advantage. If we
are to abolish the internal frontiers which at present divide us, it is
vital to deal with fiscal frontiers and the underlying reasons for their
existence. This is not a new dawning of the truth. It is something which
has been accepted ever since the founding of the Community: and it has been
re-affirmed on many subsequent occasions, not least in the Single European

Act itself.

The abolition of fiscal frontiers will bring with it the abolition for
intra-Community trade of the existing system'of relieving goods from tax at
export and of imposing tax at import, as has indeed been envisaged ever
since the First VAT Directive was adopted twenty years ago. Elimination of
the distinction made at present between supplies within a Member States and
supplies to another Member State should result in significant adminis-

trative simplification for traders.

In addition, the removal of fiscal frontiers necessitates approximation of
VAT and the main excise duties if unacceptable levels of distortion of
competition, diversion of trade, and tax fraud are to be avoided.

The Commission is also proposing a VAT clearing mechanism to ensure that,

after frontier controls have been abolished, the Member States continue to
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decisive, phase of this dialogue. As is clear from the conclusions of the
high-level group and the ECOFIN Council, the process of fiscal integration
cannot begin in earnest until the Member States have had an opportunity to
assess what fiscal approximation will mean to them in real terms. Only when
a clear and coherent set of proposals for fiéﬁal approximation is on the
Council table will the Member States be in a position to weigh up the
implications for themselves, and to determine what benefits and what costs
they offer to each of them in their own particular circumstances, both in

the shorter and the longer term.

Neither the Commission nor the Member States have ever had any illusion
about the magnitude and the difficulty of the task ahead. But they have not
hitherto been in a position to measure it. The present proposals are the
basis on which that task of analysis, of evaluation and of eventual
adjustment can now take place. Every effort will need to be made to find
Community solutions to difficulties that may arise. If that should prove in
some cases to be impossible, the Commission is prepared to examine with the
Member States concerned what special measures might be applied to them.
Such measures would have to be of a temporary nature and must cause the
least possible disturbance to the functioning of the Common Market. The
Commission could then propose appropriate solutions to the Council, notably
as provided for in Article 8C of the Treaty as amended by the Single
European Act.

As is discussed in more detail later in this paper, the path to abolition
of fiscal frontiers in 1992 will be an easier one to tread for some Member
States than for others. Some aspects may cause extreme difficulty in some
cases, for example in Member States whose budgetary receipts would be
significantly reduced or increased. The Community as a whole - the Member
States and the Commission working together - will have to find waysy
including the possibility of derogations where these can 'be justified, of
easing the path for those of its members for whom the implementations of
the . proposals could pose political, social or budgetary problems. The
proposals already provide a major element of flexibility; it is proposed
that Member Stafes be given freedom to determine their own path to 1992 and
the pace at which they travel along it. The Council and the Commission will
monitor the pattern of progress and may propose solutions to difficulties
which manifest themselves. The Commission will consider the possibility of
proposing'complementary measures at a later date, which would enable the
measures proposed here to be amended on a Community basis if economic

developments were to make that desirable. This would enable any limitation
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consideration of the proposals. In what will be a challenging period of
transition, the Commission has concentrated on two overriding priorities:
its proposals must result in the best possible fiscal environment for
economic operators in the internal market; gt the same time they must
minimize the adverse effects of the approximation exercise for Member
States' revenue flows and budget flexibility. This document sets out in
general terms the Commission's proposals for a manageable level of approxi-

mation. The specific proposals in question are listed in Annex A.

For ease of analysis, VAT and the excise duties are dealt with separately

in the following two sections.

4. Approximation of VAT rates and rate structure

The First and Second VAT Directives, which laid down in 1967 the
foundations of the Community VAT system, already clearly envisaged the
abolition of tax on imports and the remission of tax on exports in trade
between Member States and the approximation of legislation concerning
turnover taxes in order to eliminate distortion of competition within the
Community. This objective has been repeatedly confirmed over the years.
Considerable progress has been made towards the creation of a common VAT
base, notably with the adoption of the Sixth VAT Directive. The Sixth
Directive lays down, in particular, a clear programme for the staged
introduction of the fiscal conditions permitting the internal market to
function. That programme is already under way. The Commission has put
forward several proposals - notably the.Seventh, Twelfth, Eighteen£h and
Nineteenth Draft Directives - designed to eliminate some of the most
significant remaining areas of divergence. The Council should deal with
these proposals as a matter of urgency. Certain derogations have not yet
been tackled. More is said of these questions later in this Communication.
Nonetheless, there now exists an identifiable common VAT base which
represents a decisive step along the road towards a common fiscal system

and thus towards the elimination of fiscal frontiers.

a) Number of rates

The starting point for any approach to the approximation of both the
number and level of VAT rates must be the existing situation in the

Member States. This is as follows:



receive the revenue to which they are entitled. It will ensure that output
tax collected on export sales in one Member State is passed on to the
Member States in which the supplies are finally consumed. The mechanism is
described in detail in a separate Working Paper but - is in essence a central
account through which Member States will dra; or pay money periodically,
depending on the extent to which they are net importers or exporters.
Member States will calculate the amount to be drawn from or paid to the
central account on the basis of information supplied in traders' VAT
returns. No additional records will need to be kept. For excise duties, no
such system is needed, since these are not charged until the goods are
released from bond, normally in the country in which they are to be sold to

the final consumer.

There are, of course, other indirect taxes within the Community, such as
taxes on the registration of vehicles, and on the purchase of houses, which
vary considerably from Member State to Member State. Those variations can
be such as to cause distortions of competition and deflection of trade. But
they do not impede the free movement of goods in the sense that the
differences between them do not give rise to controls or formalities at
frontiers. The Commission actively pursues cases in which such indirect
taxes breach the rules of the Treaty, but does not consider their approxi-

mation to be a necessary part of the abolition of fiscal frontiers.

In adopting its approach to the elimination of fiscal frontiers, based on
the notion of the sufficient approximation of the existing patterns of
indirect taxation in the Member States; the Commission is strictly imple-
menting ArticIe 99 of the Treaty as amended by ‘the Singlé European Act. Thatarticle

calls for proposals "for the harmonisation of legislation concerning

turnover taxes, excise duties and other forms of indirect taxation to the = _

extent that such harmonisation is necessary to ensure the establishment and
the functioning of the internal market within the time limit laid down in
Article B8A (ie, 1992)". The Commission has refrained from proposing
anything which is not strictly necessary for that purpose. There are
pressures from one quarter or another to use the approximation process as a
vehicle for achieving other fiscal changes or even non-fiscal policy
objectives. The Commission considers, however, that it would not be
justified in seeking to place additional strains of adaptation on Member
States in this way. Every effort has been made to avoid running counter to
other policy objectives, and to bear the wider economic social and regional
implications in mind in formulating these proposals. But these are among

the implications which can only be evaluated on the basis of a collective
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The question of how many rates a Community multi-rate system should
have is less clear cut. Whilst a majority of Member States have three
or more rates, in practice they fall into two main camps, namely those
with a standard and a reduced rate or rates and those with standard,
reduced and increased rates. Taking into account the fact that, where
Member States have more than three rates the more extreme rates
normally apply to only a very limited number of products, the real

choice lies between a two-rate and a three-rate system.

There is little doubt that a three-rate system creates more complica-
tions for both taxpayers and national administrations and that it would
therefore be simpler and more cost-effective to move to a two-rate
system than to oblige those Member States who currently do not apply an
increased rate to move to a three-rate system. Furthermore, since the

existing increased rates are applied to a relatively small proportion

.of the tax base in each Member State (on average below 10%), their

abolition would not create undue budgetary problems. Finally, the
coverage of existing increased rates is not particularly homogeneous
and it would therefore be difficult objectively to draw up a common
list of goods and services which should be subjected to an increased
rate. For all these reasons, the Commission has concluded that a
two-rate system would be preferable - namely a system with a standard

rate and a reduced rate only.

b) Scope of the reduced rate ’

In most Member States the coverage oﬁ the reduced rate or rates is
generally restricted to items of basgh necessity. The zero-rates in
Ireland and the United Kingdom cover much the same ground. Taking this
into account, there is a considerable degree of consistency in the
different Member States. The Commission proposes therefore that the
following basic goods and services should be taxed at a reduced rate
under the harmonized Cohmunity VAT structure, but it is important to

read this list in conjunction with what is said at 2d) below about zero

rates.

_— foodstuffs (with the exception of alcoholic drinks);

- energy products for heating and lighting;




Reduced Standard Increased

Pates rate rate
Belgium (1) (2) 1&6 19 25 & 25+8
Denmark (1) - 22 -
France 24 ;

5.5 & 7 18.60 33.1/3
Germany 7 14 =
Greece 6 18 36
Ireland (1) 2.4 & 10 25 -
Italy (1) 2 &9 18 38
Luxembourg 3&6 12 -
Netherlands 6 20 -
Portugal (1) 8 16 30
Spain - 6 12 33
United Kingdom (1) - 15 -

Rates applicable as at 1.4.1987

’

From the above it can be seen ﬁhat all Member States, with the
exception of Denmark and the UK, tapply more than one rate. Thus,
although the Commission accepts that} in theory, a VAT system with only
one rate is the simplest and most efficient structure, it is clear that
such an approach would have disruptive consequences for all Member
States, other than the two mentioned, and is unlikely to be acceptable
to the Community as a whole. It is therefore proposed that a multi-rate

system should be adopted.

(1) Also applies an exemption with a right to refund'(ie a
zero-rate) to certain dcmestic transactions (NB all
Member States apply the zero rate for exports and like
transactions).

(?) Also applies an intermedinte rate of 17%
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Turning to the reduced rates, these currently vary from 1% to 10% but
the lowest rates apply only to a very few products and those with
significant coverage vary from 4% to 10%. On the other hand, it also
has to be borne in mind that two Member States currently apply a zero
rate to most, if not all of the basic goods and services which are
included in the list of items to be taxed at the reduced rate. Taking
these various factors into account, the Commission has concluded that
the permitted- range for the reduced rate should be between 4% and 9%
though in view of the inclusion in this rate band of certain sensitive
sectors, such as the cultural sector, the Commis§ion-recommendsthat

Member States fix their rate in the lower half of that band.

/

The weighted average VAT burden resulting from these calculations (i.e.
the total tax yield in proportion to the total harmonized tax base) ih
the Community is currently around 13%. The proposed rate bands will
permit Member States to choose rates which will result in a minimum of
disruption for the maximum number of Member States in terms of this
existing tax burden. The future weighted average VAT burden will, of
course, depend on the actual choices made by the Member States within

the permitted bands.

Derogations, zero rates and exemptions

The White Paper acknowledged that éome countries would face consider-
able difficulties with fiscal épproximation; and it said that
derogations might be needed to meet;these problems. This is likely to
be of particular importance in the Case of zero rating.

It has always been an accepted part of Community policy that zero
rating, except in the case of exports, was a temporary measure which

would disappear with the Completion of the Internal Market. This was

_clearly stated in the second VAT Directive adopted in 1967 and restated

in the Sixth VAT Directive adopted in 1977.

& LN
The zero rating of supplies generally acknowledged as basic necess-
ities rests upon considerations of social policy; though it is clearly

a less efficient way of achieving such objectives than measures more
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supplies of water;

pharmaceutical products;
- books, newspapers and periodicals;

passenger transport.

Overall, these items represent approximately one third of the common

Community tax base.

Rate levels
3

The standard rates currently applied in the Member States‘bary from 12%
(Spain and Luxembourg) to 25% (Ireland). This is clearly too wide a
band to permit the abolition of fiscal frontiers without serious
economic consequences. The spread of rates therefore has to be narrowed
to a point where the difference between the upper and lower limits will
itself not create intolerable price differences between the Member
States (especially those which are adjacent). On the other hand, the
Commission is conscious that the narrower the band becomes, the gre;ter
is the number of Member States that will suffer budgetary disruption.
In terms of the second of these criteria, the optimum spread of the
standard rate band would be 8 points (which would incorporate 10 out of
the 12 standard rates currently applied, within a band from 12% to
20%). Unfortunately, however, neighbouring Member States are to be
found at either end of this spectrum and the Commission has been forced
to conclude that the resulting tax-induced border price -differentials
would generate trade distortions and fiscal fraud, which Member States

would be likely to find unacceptable. '

I1f, however, the standard rate band were narrowed from 8 to 6 points
there would still be 8 Member States who would currently fall within
this range (if the parameters were set at 14% and 20%) and the
resulting prlce differentials would become that much less distortive
and more manageable. The Commission has, therefore, concluded that the
optimum norm for the standard rate should be within a permitted range
of between 14% and 20%. In fixing their own individual rate within this
band, Member States would need to take into account the effect of
market forces once fiscal frontiers had been eliminated - and would, of

course, be entirely free to do so.
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part in the discussion of any derogations for which Member States in
real difficulty might feel the need. But that dialogue cannot commence .
until the present proposals have been studied and evaluated by all

concerned.

This is not the place to deploy at any length the arguments for and
against such derogations. The principle which needs to be respected
all the time is the integrity of the Internal Market. Clearly where
trade between Member States inevitably involves significant additional
costs, it may well be possible for the market to accommodate cost
differences resulting from derogations without too much risk of
deflection or distortion of trade. But where cross—border'shopping is
easy and involves’ of itself no significant additional costs,
derogations might well create significant distortions. For this reason
also derogations are not simply a matter concerning the Member States

asking for the derogation, but concern also the other Member States.

The second point which needs to be made is that derogations always
carry a cost - which ultimately is borne primarily by the Member State
concerned. The objective of the Completion of the Internal Market is .
to reduce actual and jdentifiable costs arising from the present
frontier controls, and to give industry a more cost-effective basis on
which to conduct its operations by having access to an undivided
market of 320 million instead of primarily to its own domestic market
only. Derogations may well lead neighbouring Member States to insist
on the maintenance of frontier controls directed specifically against
the Member State concerned. It would be a tragedy for the Community as
a whole and in particular for the Member State concerned if by its own
policies it forced itself into a position where effectively it had cut
itself off from the overwhelming benefits which will flow from the .

integrated European market.

A word should also be said here about exemptions. The -Sixth VAT
Directive, in laying down the basic principles of the tax base,
designated_éertain supplies as in principle:exempt but gave Member
States the option to continue to tax some of them on a transitional
basis. Others were to be in principle taxable, but again as a

transitional measure, Member States were allowed to continue to exempt i
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cl cely targeted towards those in need. Only two Member States have
followed such policies to any significant degree; the other Member
States have successfully accommodated themselves to a broadly based
concept of VAT without the extensive use of zero rating. This has
been achieved by direct compensation of disadvantaged groups through
the social security system and welfare payments, thus directly bene-
fiting the groups primarily affected in a more cost-effective way than
is achieved by a fiscal price subsidy. It should also be remembered
that zero rating, by giving a price advantage to the products of one
Member State, distorts competition within the Community; this is
particularly true when applied to supplies which feed through into
industrial and commercial costs. Finally, it needs to.be remembered
that, for any given yield of revenue, zero rating in one area must
inevitably lead to a higher overall rate of tax elsewhere; if 50%
of consumer expenditure is exempted by =zero rating, the rate
of tax elsewhere necessarily has to be twice what it would have

been if there had been comprehensive coverage.

For all of these reasons, the Commission could not recommend thaf the
Community should abandon what has been its considered and settled
policy ever since the VAT was first adopted. It is for this reason,
that in the rates and coverage proposed above, the Commission has not
proposed zero rates, but has proposed that for the most part basic
necessities should be charged at the reduced rate, as is the practice

in almost all the Member States.

Nevertheless, the Commission accepts that some Member States face
difficulties. The Commission recognises that the Member States
concerned may well wish to be granted derogations to meet their
particular difficulties. Indeed, this point was clearly recognised in

the White Paper itself.

The Commission has indeed considered whether it should already at this

Jjuncture propose such derogations but has come to the clear view that
it would not in any event be practicable to do so until the Member
States have had a chapce to study its proposals and consider what
particular difficulties they may present. Though the proliferation of
derogations would present serious problems that could threaten the
operation of the internal market and the objective of abolishing

fiscal frontiers, the Commission would of course take a constructive

NI yrr e N AL |
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importance for Member States' budgets. For tobacco products, where the
Commission is proposing a composite rate for the ad-valorem excise duty
and VAT, taken together, a margin of flexibility is proposed which is
equivalent in its effect on retail prices to the margin proposed for VAT
on other goods. More generally the possibiliéy of providing a margin of
flexibility on excise duties in particular cases of difficulty would
depend on whether it was compatible with the objective of the abolition of

frontier controls.

As regards the level of excise rates, the present divergence between
Member States is much greater than in the case of VAT and it is
consequently that much more difficult to arrive at an optimal solution
which will cause the least amount of disturbance to the greatest number of
Member States. Account must also be taken of other Community policies

which affect mineral oils, tobacco products and alcoholic beverages.

In determining the rates the Commission's general approach has been to
secure equity between Member States and the minimum disruption in each
sector. The method for achieving this has varied according to the

particular circumstances or characteristics of each sector in question.

Accordingly, in the case of tobacco products the rates have been
calculated on the basis of the Community arithinetic average which gives
equal weight to the rates applied by each Member State. The resulting rate
produces an increase in the overall taxation of manufactured tobacco at
Community level, which is consistent with the Commission's policy in
health matters, set out in the report to Parliament in 1982 (COM(82)61
final) and in the Action Programme: "Europe Against Cancer" (COM(86)717
final).

The alcoholic drinks sector is broadly composed of two categories -
distilled and fermented beverages. For the former (ie spirits) the
Commission has taken the Community arithmetic average. However in the case
of the fermented beverages (wine and beer) it was found that the effect of
the arithmetic average, and also of an average weighted by consumption,
would be highly disruptive. The solution proposed for these products,
which are in competition, is therefore to tax them equally per litre of

product on an overall revenue-neutral basis.
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them. The draft Eighteenth VAT Directive, still before the Council,
seeks in the interests of fair competition within a single internal
market to bring many of these transitional options to an end - either
as permanent exemptions or by bringing the supplies concerned
definitively into the tax net; others remain to be settled at a later
stage, including the treatment of gold (other than for ‘industirial use) and of
works of art, where further thought needs to be given to what the
definitive régime should be. Further proposals will therefore be

needed, as foreseen in White Paper programme.

5. Excise duties

When first putting forward its proposals in 1972 for harmonizing the
structures of excise duties, the Commission singled out for retention and
harmonization at Community 1level the excises on manufactured tobacco,r
mineral oils, spirits, wine and beer. The other excise duties were to be
phased out to the extent that they involved tax adjustments at internal
frontiers. This programme had as its ultimate objective the creation of

conditions permitting the abolition of fiscal frontiers.

This objective can, of course, only be met when common rates of excise
duty are charged on harmonized structures throughout the Community. The
present proposals, put forward under the White Paper programme, complete
the process by laying down the common rates to be applied to those
structures. It should be stressed, however, that very little progress has
so far been made in the Council towards the adoption of the Commission's
structural proposals. Consequently, the considerations in respect of the
excise duties are more complicated than those in respect of VAT because
not only the rates but also the structures still differ widely betweeﬁ'

different Member States.

As far as excise duties are concerned, any flexibility in the rates of
duty which might be permitted would be compounded with the permitted
margin for VAT rates and would therefore result in tax-induced price
differentialsqwell in excess of b%. This is because VAT is imposed on the
price of goods inclusive of excise duty. Consequently, the Commission has
proposed that, as a general rule, any margin of flexibility in
approximating rates should be reserved for the VAT rates because these

rates have by far the widest coverage and therefore have an overriding
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Mineral oils

Petrol, leaded, and medium oils

used as propellants, per 1000 1_ ' 340 ECU
Petrol, unleaded per 1000 1 310 ECU
Liquified petroleum gas (LPG) per 1000 1 85 ECU
Diesel (gas-o0il) per 1000 1 177 ECU
Heating gas-oil and

medium oils used as fuels other than

propellants per 1000 1 50 ECU

Heavy fuel oil per 1000 kg 17 ECU

It should be noted that the excise duties proposed above are based on the
situation as at 1 April 1987. Between now and 1992 the amounts of the
specific duties will be adapted annually by the Commission in accordance
with the general consumer price index in the Community and the revised

figures will be communicated to the Member States.

6. Overall budgetary effects

As indicated previously, the Commission has kept in mind in formulating
its proposals the need to minimize budgetary disturbance for the maximum

number of Member States.

While-the eventual adjustments which may be needed in individual Member
States' budgetary arrangements are primarily and properly a matter for
the Member Stgtes concerned, some tentative global qualitative assessment
of the likely overall effects of the Commission's proposals can be given
at this stage. Any quantitative estimates would have to be based on
purely mechanical calculations which could not take account of the
effects of changes in demand which tax and price changes may generate
(elasticity effects); or of the effects on frontier trade; or of any

macroeconomic stabilising mechanisms which may operate in the absence of
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For mineral oils the Commission is proposing, for each main category of
product, a rate which minimises disturbance to national tax revenues or
industrial cost patterns. Thus for petrol which is by far the most
important producer of revenue in this secfbr, a rate based on the
arithmetic average of existing rates has been chosen. For diesel, heating
gas oil and heavy fuel oil on the other hand, whose use is predominantly

commercial, the Commission considers that an average weighted by

‘consumption would be more appropriate, as it minimizes the effects on

industrial costs.

On the basis of these considerations the Commission accordingly proposes

the following rates:

Alcoholic drinks Amounts in ECU

Alcohol for beverages

(per hl of pure alcohol) 1273
Intermediate products (per hl) 85
Wine (per hl) average 11% vol) 17
Beer (per hl) (average 12,5° plato) 17

Manufactured tobaccos

Cigarettes (specific excise per 1000) 19.5
ad val + VAT (in % of retail price) 52%-54%

Cigars and cigarillos

ad val + VAT (in % of retail price) 34%-36%

Smoking tobacco

ad val + VAT (in % of retail price) 54%-56%

Other manufactured tobacco

ad val + VAT (in % of retail price) 41%-43%
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being made by the Member States and will report periodically to the
Council, in accordance with the provisions of Article 8B of the Treaty as
amended by the Single European Act. Such reports will consider the neeq t
for proposals for any complementary amending measures to take account of econo-
mic developments.

Furthermore, the Commission is putting forward a Convergence Proposal
which replaces the standstill proposal currently before the Council (1).

The convergence proposal, which covers both the VAT rates and the main
excise duty rates, aims to ensure that Member States do not diverge from

the overall objective in the meantime.
8. Conclusions

The abolition of fiscal frontiers is a vital element in the completion
of the internal market. But it will also be an achievement of incalcu-
lable value in itself. The most direct and immediate benefit would
accrue to industry and commerce as the administrative cost of fiscal
frontier formalities virtually disappeared and the time spent in
transporting goods was reduced. Relieved of those costs, firms in the
Community would become more price-competitive both within the internal
market and internationally. That in itself would increase their
potential market and lead to economies of scale in production. These,
together with the reduction in administrative costs, would be reflected
in lower prices for the consumer. Real domestic demand in the Community
would rise, with favourable effects on GDP growth. And, of course, the
cost of frontier controls to member governments would be reduced.
Frontier controls for fiscal reasons constitute the overwhelming
majority of such controls. A Community in which it was no longer
necessary for the citizen to worry about whether or not he had exceeded
his travellers' allowance or whether he could drive his car into one
Member State or another; a Community in which traders could do business
with customers in other Member States just as they do with customers in
the next street or the next town; a Community in which there would no
longer be the endless queueing and form-filling and rubber-stamping at
frontier posts; a Community.in which goods and services no longer bore
the extra and unnecessary cost of delay and bureaucracy; such a
Community is well worth the effort on all sides that the Commission's

proposals will undoubtedly require.

(1) coM(85) 606 as amended by COM(87) 17
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compensatory measures. Taking such effects into account would in
principle reduce the initial budgetary gains or losses shown. The
Commission is, however, very conscious that in view of the complexity of
the present tax rates and structures, and in view of the freedom given'to
the Member States to determine how they make tﬁé fiscal changes they need
between now and 31 December 1992, any quantitative estimate of these
moderating effects would be particularly difficult and unreliable. In

particular an in-depth study of such effects would require a prior

‘knowledge of the nature and extent of any compensatory policies which the

Member States might adopt, depending on their budgetary situation and the
use they make of indirect taxation. The Commission asked for such
information early on in the process of formulating its proposals but has
had only an inadequate response. The task of evaluating the effects of
these proposals for individual Member States is, in any case, primarily a
task for the Member States themselves. With the publication of the
proposals, that is a task on which they can now begin. The Commission has
already undertaken a certain amount of exploratory work in collaboration
with national administrations. It is ready to pursue these studies and to
complete them on the basis of any suggestions which the Member States may

submit as to the adjustments they may consider desirable.

Subject to these qualifications, it seems probable that three Member
States (Belgium, Italy, the Netherlands) would be able to continue to
obtain the same level of total tax revenue from the VAT and excise duty
rates proposed as they currently receive. One Member State (France) would
suffer a slight budgetary loss, thle three Member States (Germany,
United Kingdom and Greece) would obtain small or moderate increases in
budgetary receipts. Two Member States (Ireland and Denmark) would suffer
pronounced budgetary losses, while the other Member States (Luxembourg,= .
Spain and Portugal) would obtain substantial increases in budgetary

receipts.
T Timetable.

It is intended that Community rates for VAT and the excise duties should
enter into force no later than 31 December 1992. It will be the
responsibility of the individual Member States to work towards these

rates in the intervening period. The Commission will monitor the progress
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PROPOSALS TO BE SUBMITTED IN CONNECTION WITH
THE APPROXIMATION OF INDIRECT TAX RATES AND
HARMONIZATION OF INDIRECT TAX STRUCTURES

VAT

1)

2)

3)

4)

EXCISES

1)

2)

3)

4)
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Proposal for a Council Directive supplementing the Common System
of Value Added Tax and amending Directive 77/388/EEC - approxi-
mation of VAT rates. COM(87) 321 ‘

Proposal for a Council Directive supplementing the Common System
of Value Added Tax and amending Directive 77/388/EEC - Abolition
of Fiscal Frontiers. COM(87) 322

Outline Working Paper for a Community VAT clearing mechanism.

CcCoM(87) 323

Proposal for a Council Directive instituting a process of
convergence of rates of value added tax and excise duties.

coM(87) 324

Proposal for a Council Directive;;oncerning the approximation of

taxes on cigarettes. COM(87) 325

Proposal for a Council Directive concerning the approximation of

taxes on manufactured tobacco other than cigarettes. COM(87) 326

Proposal for a Council Directive concerning approximation of the

rates of excise duty on mineral oils. COM(87) 327

Proposal for a Council Directive concerning approximation of the
rates of excise duty on alcoholic beverages and on the alcohol

contained in other products. COM(87) 328
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That effort, the Commission acknowledges, will be a considerable one.
The Commission has done as much as possible to minimise it, but is
nevertheless well aware that for some Member States the measures
proposed will create problems, even though-they allow a degree of
flexibility and a reasonable period for adjustment (i.e., until the end
of 1992). The Commission has, therefore, always acknowledged that there
may be a need for derogations since these difficulties cannot be allowed
to jeopardize the fundamental objective of creating a single European
market. Nevertheléss, it is in the general interests of the Commuhity

%
that such derogations should be kept to the minimum.

The Commission is nonetheless convinced that the present proposals for
the approximation of the VAT and excise.rates, taken in conjunction with
the proposals already on the table, will serve two major purposes. They
will firstly permit the abolition of fiscal frontiers; they will thus
contribute towards the attainment of an integrated and expanding
European economy. They will also satisfy, so far as possible, the
legitimate concern of individual Member States that their existing

economic and taxation systems should not be unduly disrupted.
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FUTURE FINANCING: PRESENT POSITION AND LIKELY COURSE OF THE
NEGOTIATIONS

This note summarises where we have got to in the ex novo review
of the Community's financing arrangements, and discusses briefly

the timetable for negotiations during the rest of the year.

The European Council

*

2% The Brussels European Council on 29/30 June considered all
the main elements in the future financing dossier: improved budget
discipline and management, reform of the CAP, the increase in
the own resources ceiling, more effective use of the structural

funds, and the UK's budget imbalances mechanism.

Siz The Council could not really be described as a success.
Although there was considerable agreement on the steps to be
taken to resolve the main problems, the UK could not agree:

(i) that there should be discussion at that stage on the
size of any increase in the own resources ceiling.
Before that question could be addressed, agreement
was needed on effective and binding controls over
Community spending, particularly agricultural spending;

(ii) that the 1level from which we start to calculate the
agricultural guideline should include all the 1987

overrun.

4, The text of the Council conclusions agreed by the eleven

was helpful insofar as it said that:

= the use of the Community's resources should be subject
to effective and binding budget discipline;
= additional measures were required to stop surplus

agricultural production, and so reduce costs and keep




expenditure within the budget framework.
One interesting point is that the conclusions refer to the need
to express the new own resources ceiling as a fixed percentage

of Community GNP.
5. One unhelpful point is that they can be interpreted as saying
that structural fund expenditure should grow faster than the

maximum rate.

The Commission's five papers

6. Since the European Council, the Commission have produced

five papers on future financing issues.

7 The first of these is a draft new own resources decision
(CoM(87)420). This incorporates the Commission's proposals on
own resources, including a new own resources ceiling of

1.4 per cent of Community GNP, annual sub-ceilings (rising from
1.2 per cent of GNP in 1988 to 1.3 per cent in 1992), the
introduction of the diff tax, a 1 per cent ceiling on VAT, the
abolition of own resources refunds, and the conversion of customs
duties on coal and steel imports into own resources. The draft
ORD does not refer to the UK's abatement mechanism so as not

to prejudice future discussion on this topic.

g There are no real surprises here. Our main concern over
the months ahead will be to 1limit the increases in the own
resources ceiling and to ensure that whatever abatement mechanism
is agreed leaves us at least as well off as we are under the

Fontainebleau financing arrangements.

9. The Commission's communication on agricultural reform

(COM(87)410) reviews past agricultural reforms, proposes new

automatic stabilisers for each of the main commodity regimes,
and outlines a policy for preserving the structure of European
agriculture. The section on automatic stabilisers is considerably
more helpful than it might have been (and represents a welcome
response to UK pressure in this area), though we shall still
need to tighten up the proposals in certain areas. The key thing,

of course, will be to convince other member states that radical



reform really is essential.

105 s The Commission's communication on budget discipline

(COM(87)430) contains little that is new. As far as agricultural

spending 1is concerned, the call for new automatic stabilisers
and the plea for agricultural spending to be kept within the
financial guideline are helpful. But the definition of the
agricultural guideline is still not water-tight (because, for
example, too much is allowed for exceptional circumstances and
exchange rate movements), and the Commission are still wedded
to the idea that the guideline should take account of the full

amount of the 1987 overrun.

1l1. The proposals for containing DNO expenditure are no better
than those put forward previously. Far too much reliance is
placed on the possibility of restricting expenditure by having
an inter-institutional agreement between the Council and the
Parliament at the beginning of the budgetary procedure, and on
the part to be played by the Commission's multi-annual forecasts.
In general, the Commission's proposals on DNO represent a weakening

of the budget discipline arrangements agreed at Fontainebleau.

12. The Commission's communication on the structural funds

(COM(87)376) covers a draft framework regulation incorporating

the main elements in the Commission's proposals set out in

~CoM(87)100 and 101. The Commission calls for a doubling of

structural fund commitments in real terms by 1992. It argues
that the funds should -be targeted more effectively, and that
upto. 80 per cent. of the regional fund ‘should be devoted to
assisting backward regions. Over the coming months, we shall
want to secure agreement to a much lower growth of total structural

fund expenditure (notwithstanding what was said in the Brussels

, European Council conclusions), but with a rather higher proportion

of that expenditure devoted to regions suffering industrial

decline.

13. 7 The Commission's revised draft financial regulation
(COM(87)400) provides for the Commission's main proposals on

budget management and for a permanent switch from advances to




reimbursement of agricultural expenditure. Although the budget

management proposals represent a step in the right direction
(eg by restricting carry-forwards so as to reinforce the annuality
principle of Community expenditure), they do not go far enough.
For example, the draft regulation denies the Council the last
word on carry-forwards, and ignores entirely our concerns about
"action ponctuelle". It also provides for a general budgetary

reserve, to which we are opposed.

Timetable for future discussions

l14. At working 1level, the main forum for further discussion
will be the special COREPERs. Nine meetings are planned between
7 September and 17 November. Attention will be focused initially
on budget discipline, the structural funds and the new own
resources decision. Other official 1level working groups will
take a first 1look at agricultural reform, the revised draft
financial regulation and (possibly) the structural fund framework

regulation.
15. At ministerial level, the key dates are as follows:

= 10 September: PMG to meet Christophersen

= 11 September: PMG to meet Danish budget minister
= 11-13 September: informal ECOFIN

= 14-15 September: FAC

= 21-22 September: Agriculture Council

= 18 September: PM to meet Goria =

= 23 September: PM to meet Danish PM

= 24-25 September: PM to meet Kohl

= 1 October: OD(E) on future financing

= 3-4 October: informal FAC

= 12 October: ECOFIN

= 19-20 October: FAC

= 19-20 October: Agriculture Council

= 16 November: ECOFIN

= 16-17 November: Agriculture Council

= 23-24 November: FAC

= early December: possibility of FAC conclave

= 4-5 December: Copenhagen European Council.
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P ‘ 16. At present, future financing does not feature on the agenda

of any of the ECOFIN meetings. The Agriculture Council has been
asked to 1look at the "specifically agricultural elements" of
budget discipline. They will need to work quickly. The Presidency
have expressed the view that, if there is to be a chance of an
agreement at the European Council, the Agriculture Council will
need to reach decisions on agricultural stabilisers and some
other difficult issues at the meeting of the Council on
19/20 October (in practice, there might be scope for a 1little
slippage, but not much). The Presidency will want to submit
a report on future financing questions to the European Council.
This report will need to be finalised at, or immediately following,
the FAC meeting on 23/24 November.

UK objectives

17. Our main objectives will be:

(i) to 1limit the increase in the own resources ceiling
to a defensible level;

(ii) to reach a good settlement on budget discipline. Bt
will be particularly important to. reach agreement
on effective automatic stabilisers to limit agricultural
expenditure on specific regimes. We also want to
secure agreement on the lowest realistic figure on
which to base the agricultural guideline and on
effective means for ensuring that it is respected
in practice;

(iii) to ensure that, overall, the new financing arrangements
and corrective mechanism leave the UK at least as
well off (and preferably better off) than with the

continuation of the Fontainebleau arrangements.
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‘ COUNCIL DISCUSSION ON INSURANCE UNDER THE DANISH PRESIDENCY
Attached are:
(1) EC's submission of 1 September
(2) Ms Ryding's minute of 2 September
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We enclose two notes, that we have received from
the President of the Commission for the informal ECOFIN
meeting in Nyborg September 12, relating to respectively
item 1 and 2 on the agenda.

With best regards
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\// Palle Simonsen Anders Andersen
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The Complete Liberalisation of Capital Movements
and Strengthening the EMS

I. Introduction

The Community has set itself the goal of completing the internal
market in which goods, persons, services and capital will move freely by
1992. In May 1986 the Council adopted a communication from the
Commission which presented a programme for the liberalisation of capital
movements in the Community. The first stage of that programme resulted
in the enactment of a Directive in November 1986 which came into force
in February 1987. Already some of the Member States concerned have gone
further than required by this Directive, and a number of Member States
have removed all restrictions on capital movements. The complete
freedom of capital movements should be possible among a majority of
Member States, before the 1992 target date.

The final stage of the liberalisation of capital movements will take
place against a background of a rapidly changing international financial
system. The volume, volatility and velocity of financial transactions
has increased enormously over the Llast few years despite the
disappointing performance of the world economy. Financial transactions
have become increasingly disassociated from the real economy; and at the
same time there have been unprecedently Llarge external imbalances
between countries and huge swings in real exchange rates. There has been
an increase in systemic volatility and fragility. Furthermore, financial
and technological innovation, as well as some significant policy changes
have led to a globalisation of financial markets, with the result that
the number of cross-border and cross-currency transactions is increasing
at least as fast as financial activity within any one country. More
attention should be given to the potential risks associated with this
situation.

The final stage of the liberalisation of capital movements within the
Community, which is only one element in the process of creating an
integrated financial market, will not add significantly to the risks
which are associated with these overall developments, but it should not
be undertaken without using the opportunity to minimise those risks.

The strategy should neither be to resist inevitable changes nor to
opt for wholesale deregulation; instead it 1is necessary to manage
change. Further liberalisation of capital movements will in most cases
reinforce the dynamic process through which the financial systems in the
Member States will fuse together; but uncontrolled, this process could
lead to a gradual drift towards a Llowering of prudential standards,
through a competition in laxity. Those nations with the most stringent
regulation and supervision would be under pressure from their financial
jnstitutions, whose costs must partly reflect these rules, to relax
controls. To achieve a balance with the interest of the users of
financial services, the Commission has proposed a comprehensive

Provisional address: Rue de la Loi 200, B-1049 Brussels — Telephone 2351111 — Telegraphic address: "COMEUR Brussels”
Telex: "COMEU B 21877"
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programme which will ensure a sufficient degree of harmonisation of
regulation of financial services so that all Community countries can
have confidence 1in each other's systems. The needs of the internal
market and the EMS require that these risks are treated at a Community
as well as a world Llevel.

Special transition measures will have to be made for the minority of
members whose financial systems do not allow them to proceed as quickly

as the others with capital Lliberalisation. The arrangements would
include a binding time-table; and 1in some cases there could be
Community assistance. The Commission has already announced its plan to
broaden the scope of the Community instruments which provide
medium-term balance of payments assistance. In the past these

instruments have been activated to assist members which have introduced
or tightened exchange controls at a time of a balance of payments
crisis. It is now proposed that their use could be extended, with the
appropriate conditionality, to support a Member State which is moving
towards further Lliberalisation of capital movements, despite a difficult
external position.

Further Lliberalisation of capital movements has far-reaching
implications for the EMS, which must in any case be strengthened in the
Light of recent experiences and of developments in the international
system. On the one hand increased capital mobility will reinforce the
external constraint which already exists on exchange and interest rate
management for all Member States. On the other hand it increases the
potential for destabilising capital flows and market volatility. To
ensure that increased exchange rate instability does not undermine the
progress towards the ultimate objectives of monetary stability and the
achievement of a unified market that has already been made, it is
necessary to increase the co-ordination of monetary policy through a
strengthened EMS.

II. Scope of the next stage

The next stage of Lliberalisation of capital movements will also be
the final stage. Innovation has already eroded the barriers between
markets to such an extent that it 1is not possible to make any
differentiation between transactions to be Lliberalised in the next
stage. It will also involve more than the removal of exchange controls.
Restrictions and distortions which prevent the effective exercise of the
liberty to transfer capital, must also be removed, 1in conformity both
with recent rulings of the Court of Justice and with Article 67 of the
Treaty, which states that the Member States shall progressively abolish
between themselves all restrictions on the movement of capital belonging
to persons resident in Member States.

It is this formulation which will form the basis of the Directive
that the Commission intends to present shortly to the Council. The
proposed new Directive will contain a specific safeguard clause which
will permit the reimposition of exchange controls, on a temporary basis
and under Community supervision, for monetary transactions if the
national authorities consider that their policies are threatened by
sharp disturbances.
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The purpose of the final stage of liberalisation of capital movements
is to ensure that residents 1in Lliberalising Member States are
effectively and fully entitled to benefit from the opportunities offered
in the financial markets in other Member States.

In practice, as the removal of restrictions will be made "erga
omnes", they will also be entitled to benefit from the opportunities
offered by all other financial markets. This however will not be a
provision in the proposed new Community texts. The 1972 Directive on
regulating international capital flows and neutralising their
undesirable effects on domestic Liguidity, which ensures that
Member States possess the necessary instruments for activating the
safeguard clause referred to above should be modified to enlarge the
scope of the instruments and make their use more symetric. It could also
be modified to provide a further legal basis for the co-ordination of
external policy to allow for a concerted implementation of protective
and/or monetary policy instruments 1in order to regulate short-term
capital movements to or from third countries.

I1.1 Prudential supervision

Given the high level of prudential supervision that is present in all
Member States, further harmonisation is not a precondition for the full
liberalisation of capital movements. Increased capital mobility will not
endanger their financial systems, it will however increase the need for
a minimum degree of harmonisation to ensure both the conditions for fair
competition between financial dintermediaries and the protection of
investors and savers.

A fully dintegrated Community-wide financial area will involve the
free movement of financial services as well as the complete Lliberation
of capital movements. The legislative proposals in the White Paper on
the internal market lay out the Commission's views on what will provide
the necessary basis for the Lliberation of financial services. The
approach followed is to identify the minimum harmonization of essential
prudential and supervisory standards required to underpin the mutual
recognition of standards and thus the principle of home country
control. It should be emphasised that minimum harmonisation does not
mean harmonisation at a minimum Llevel. The Community must offer a high
level of protection which also takes into account the general need to
adapt Member States' Llegislation governing banking and securities
markets to the changing environment; and consider the interests of the
European financial services industry in the global market-place.

Depositors and investors will continue to be protected by their own
national regulatory and supervisory systems for the financial
transactions that they make in their country of residence.
Liberalisation of capital movements will however give them an extra
degree of choice and should as a rule give greater freedom of access to
the financial services offered in other Community countries or indeed
the rest of the world. In exercising this choice, they naturally put
themselves under the prudential regime of that other country.



II1.2 Fiscal questions

In some Member States the domestic financial system is extensively
used for the purposes of control and collection of taxes, especially
those on investment income and capital gains. Although it should be
noted that those states which have already fully Lliberalised have
satisfactorily coped with fiscal problems, and that it is not the
absence or presence of exchange controls which determines the amount of
fiscal evasion, the Community cannot be indifferent to this concern.
For the case of dividend income the Commission's proposals for the
harmonisation of corporate taxation dinclude harmonisation of corporate
tax systems on a partial imputation model and a provision for a common
level of withholding tax. For the case of interest income from deposit
accounts and bonds, for which a common withholding tax is unlikely to be
acceptable, the solution Llies in an enhanced coordination between
national authorities, based in part on the 1977 Directive concerning
mutual assistance between national authorities over direct taxation,
which allows for information to be exchanged where fraud is suspected.

As well as ensuring that the full Lliberalisation of capital movements
does not lead to an increase in fiscal evasion, it is also necessary to
ensure that provisions in national fiscal regimes do not constitute a
disincentive to capital movements. There are a number of schemes in
various Member States which by discriminating in favour of domestic
securities effectively impede the free movement of capital. These will
have to be progressively removed.

III. Strqutheningﬁthe EMS

To reap the full benefits of an integrated financial area which
include : a more efficient allocation of financial resources; Llower
costs and wider choice for dndividual and business consumers of
financial services; deeper and broader markets; and a more dynamic
European financial 1industry which should be better able to compete
world-wide, will also require continued monetary stability through a
strengthened EMS.

The international situation, which combines substantial overshooting
and extreme volatility of exchange rates and massive payments
imbalances, clearly demonstrates the inconveniences of combining
increased capital mobility with a lack of monetary order. Experience
has shown that floating exchange rates do not allow different countries
to pursue their national policies independently. There are no techniques
that allow countries both to insulate themselves from the rest of the
world and to capture the gains that are potentially available from
increased trade and higher Llevels of interdependence. Nor ds it
sufficient that individual countries independently pursue stability
oriented policies. Certainly that 1is necessary, but international
stability also requires co-operation and co-ordination, as is now
generally accepted. 1Indeed a great deal of progress has been made,
especially since the Tokyo summit of May 1986.

The international monetary system is 1in some important respects,
tending towards a direction which the Community already took in 1979
with the setting up of the EMS. Further Lliberalisation of capital
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movements however reinforces the need to strengthen the EMS. By
allowing increased mobility of short-term and monetary assets, the final
phase increases the potential for destabilising speculative flows which
could jeopardise the achievements that have been made with regard to
price and exchange rate stability.

The System must be strengthened in such a way as to minimise the
possibilities that such flows will 1in practice materialise, and to
ensure that their potentially harmful effects can be attenuated as much
as possible.

A balanced approach, relying on both tighter policy co-ordination and
strengthening the system's mechanisms will be necessary for three
principal reasons. First, it is accepted at a theoretical level that if
a group of countries have both fixed exchange rates and completely free
capital movements between themselves, there would be no scope for
separate national monetary policies. As the EMS is not a fixed rate
system, some flexibility at each of the points of the triangle composed
of : mobility of capital movements, exchange rate stability and unity of
monetary policy, is vital. Second, policy co-ordination, although a key
ingredient to overall success, cannot in itself eliminate the
possibility of destabilising capital flows triggered by non-policy or
external shocks. Finally it is essential to complement increased capital
mobility and the progressive creation of a unified financial market by
strengthening the system's mechanisms 1in such a way as to ensure a
reasonable degree of symmetry.

II1.1 Policy co-ordination and indicators

Macro-economic indicators can help to strengthen policy co-ordination
both through making the surveillance process more concrete, and by
providing a detailed and quantified view on the consistency of
objectives. They can also facilitate the attainment of a pattern of
policy mixes between each country which are mutually compatible and
consistent with the overall aims of growth and stability through
providing a background for the necessary decisions on which instruments
are to be used, when, and by whom, as well as on the relative weight to
be given to the various dinstruments.

Progress in this area is being made at both an international and
Community Llevel. At the Venice summit it was agreed that each of the
G-7 countries should develop medium term objectives and projections
that are mutually consistent; and that performance indicators should be
used to verify that there are no significant deviations from the
intended policy course. Within the Community, an indicator-based
process is under consideration. The Monetary Committee has recently had
a discussion on the basis of a paper submitted by the Commission. The
indicators developed within the EMS need not be the same as those
developed at the international level although both sets should of course
be consistent and complementary.

The Community's battery of indicators should take into account the
special circumstances of the EMS. As well as considering the
sustainability of current account positions, they must give weight to
the objective of exchange rate stability. Also they must be geared to
the need to establish as far as possible a common view of the position
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of the EMS vis-a-vis the exterior. This does not yet imply defining a
target zone or reference range for the ECU vis-a-vis the dollar and yen,
which would not be realistic or significant in the absence of an
agreement with the monetary authorities competent for those two
currencies. But as external shocks have the capacity to cause tensions
both directly and indirectly, the System cannot be indifferent to them.
The Community's procedure should also take into account any decisions
made 1in the context of G-7 surveillance, and should check their
consistency with EMS requirements.

The potential effects of the Community surveillance procedures are
dampened by the Llack of full participation of all currences within the
exchange rate mechanism of the EMS. Any mutual consistency exercice is
clearly affected by the degree of commitment to the existing pattern of
exchange rates.

I11.2 Shorter-term Honitorigg

Increased capital mobility and the further integration of
financial markets will enhance the need for an effective early-warning
system to detect disturbances and tensions in the System. As the
distinctions between domestic and external markets are reduced, shocks
of both a policy and a non-policy nature have more and more direct
repercussions between Member States, making it necessary to take a joint
view of developments and to establish as far as possible a common Line
of action.

Given the exchange rate constraints of the System, this joint view
should concentrate on the following areas:-

- the fluctuation of exchange rates within the bands, as a more
co-operative approach to the use of these margins could both
discourage speculation and could help prevent realignments;

- interest rate differentials, which should play a key role 1in
maintaining the stability of the parity grid in the short-term;

- intramarginal interventions, which can at times be a useful additional
instrument together with interest and exchange rate policy.

The internal management of the System can only take place against a
background of an agreed appreciation of the external situation, which
will also have to concentrate on: the exchange rate of the ECU vis-3-vis
the major international currencies, interest rate differentials, and the
appropriateness of intervention.

Given their respective competences and the differences in
Member States over the body which bears the primary responsibility for
the various decisions that have to be made and implemented, it is normal
that both the Monetary Committee and the Committee of Central Bank
Governors should regularly devote attention to these topics.
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I11.3 Mechanisms and Institutions

The System's mechanisms are continuously evolving in response to
changing internal circumstances, and to developments 1in the world
economy. At times modifications of texts as well as practices is also
necessary. It is also appropriate to ask whether there should not be
some evolution in the institutional arrangements. At this stage these
considerations concern: the practice of intervention and its financing;
the ECU; and the European Monetary Co-operation Fund.

a) Intervention

As increased capital mobility will dncrease the potential for
destablising capital flows triggered by financial rather than by
fundamental shocks, Larger interventions may at times be necessary. It
should be emphasised that this does not at all mean that the occasions
on which intervention is an efficient or desireable policy instrument
will increase; if anything, the contrary may be the case because
increased co-operation will ensure a better coherence of fundamentals.
The necessary magnitudes, when intervention is called for, may however
be larger. Also in a strengthened system, based on a higher Llevel of
co-ordination, there is an increased justification for some common
financing.

At the fluctuation Llimits dintervention is automatic, potentially
unlimited, and the financing arrangements are predetermined using the
Very Short Term Financing Facility (VSTF). Some strengthening of the
VSTF is however appropriate. As experience has shown that capital
reflows can take some time, the duration of the credit should be
extended and the ceiling 1increased for the amount which can be
automatically renewed.

Intramarginal interventions also have a role to play within the
System. The total size of interventions will in many cases be smaller if
intervention is undertaken early rather than if currencies are allowed
to reach their bilateral Llimits. The weaker currency Lloses Lless
reserves, and the stronger has to support a smaller potential disruption
to its domestic money market. Intramarginal intervention can also spread
the monetary consequences of intervention if it is undertaken in ECU
rather than an individual currency. As the gains are flowing to the
whole system, there seems to be little reason why the procedures should
not be better co-ordinated. Also the resulting interventions could, at
least in some cases, be financed by Community mechanisms, especially in
cases where the decisions had been made in the context of the joint
monitoring of the shorter term tensions in the System, which could have
taken into account the divergence indicator.

b) The ECU

The System loses an element of symmetry because the ECU is not at
its centre as was initially envisaged. The official ECU is at the moment
subject to an acceptability limit of 50 percent. This should be raised
to 100 percent. Also its use is limited by the mechanism used for its
creation. This mechanism could be improved both by increasing the
duration of the swap periods - i.e increasing it from 3 months to for
example a year - and by making the swap system permanent.
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The status of the private ECU can also be improved. Links between the
private and the official ECU should be tightened. It should be possible
to use the mobilisation mechanism to obtain private ECU as well as
dollars or Community currencies. Especially if it was agreed in the
context of the regular monitoring procedure that intramarginal
intervention in ECU would be in the interests of the System, there
should not be this discrimination against the ECU.

As with the use of any monetary instrument, the decision to intervene
in ECU should be based on an overall view, but an improved divergence
indicator could provide a useful additional element in the
decision-making process. This indicator, which was intended to add a
further element of symmetry to the system, has not been used mainly
because of the extent of unilateral unco-ordinated intervention, which
biases its signals. If intramarginal intervention was to become more
co-operative and co-ordinated, the technical problems with the indicator
could be rectified and its threshold Llowered.

c) The EMCF

Although it could be possible to obtain private ECU for intervention
through the mobilisation of official ECU, it would be more simple to
create them through a deposit of Community currencies with the EMCF, as
was envisaged in the Annex to the Conclusions of the European Council
held in Bremen in July 1978. It was there suggested that member state
currencies would be transferred in an amount of a comparable order of
magnitude to the transfers of gold and dollars. The ECU created against
Community currences could be made indistinguishable from private ECU,
and could be used for intervention. They would not impede in any way on
the existing official ECU circuit.

Under present conditions, interventions in private ECU only have
small monetary effects in the countries of the basket currencies; i.e
their monetary consequences do not differ very much from intramarginal
interventions in EMS currencies. If ECU created through the EMCF were
used for intervention purposes, there would be wider monetary
consequences. This however 1is already the case when national central
banks are involved on both sides of the transaction as in the case of
intervention at the margins. The difference with an ECU intervention
would be that it would spread the monetary consequences more broadly.

It should also be asked whether the shorter-term monitoring process,
which should be at the base of a better co-ordination, should not take
place within the framework of the EMCF. Article 2 of the Regulation
establishing the Fund states that it shall promote the proper
functioning of the margins of fluctuation of the Community currencies
against each other, and interventions in them on the exchange markets.
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' The President

CONFIDENTIAL

Special measures in favour of highly indebted Low-income countries
in sub—Saharan Africa

I. BACKGROUND

1. In preparation for the Venice Summit and at the request of the1 Member
States, the Commission sent COREPER an informal communication on a
Community initiative for certain highly indebted Llow-income countries in
sub-Saharan Africa, stressing:

(i) the exceptional seriousness of the situation of a number of Llow-
income countries in sub-Saharan Africa which have large public-sector
debts, particularly with multilateral bodies;

(ii) the danger that this situation might Llead the authorities of the
countries concerned seriously to consider abandoning the highly
promising reform and austerity policies which they have courageousty
adopted over the last few years and which are now needed more than
ever;

(iii) the urgent need for exceptional measures to reduce the burden of debt
service and restore imports to levels which are more in Lline with
essential consumption and growth requirements;

(iv) the appropriateness of an initiative by the Community and its Member
States, justified not only by the facts of the situation but also by
their particular responsibilities towards this part of the world,
where they account for more than half of total aid from OECD
countries.

2. In this spirit the Commission suggested that:

(i) the Member States declare themselves ready, within the framework of an

overall approach in conjunction with their OECD partners, to take a

| range of measures including: softening the terms of Paris Club
| rescheduling, continuing the retroactive adjustment of aid terms and
| providing further concessional funds, both bilateral and
\
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multilateral (e.g. the proposal for an increase in the resources of
the IMF Structural Adjustment Facility);

(ii) the Community as such help these countries by:

- setting up a 100 million ECU special programme to provide quick-
disbursing aid financed partly by recycling existing and future
funds from the repayment of special Lloans and risk capital
previously granted to ACP States;

- speeding up the commitment and disbursement of the financial
resources available under Lomé III by increasing the proportion of
quick-disbursing operations, particularly in the form of sectoral
import programmes.

In giving its broad approval to the Commission's analysis and the general
framework for future concerted action to deal with this situation, COREPER
indicated its agreement that Community representatives should tell the
Venice Summit that all Member States were ready to take appropriate
measures, provided OECD partners were prepared to take similar measures.

COREPER also noted the Commission's intention of sending a formal
communication in the light of the Venice Summit results spelling out how
the specific Community measures would be implemented.

Thanks to the catalytic effect of speeches by representatives of Member
States and the Community, debt problems received particularly close
attention at the Summit. It was recognized that the problems of the highly
indebted Low-income countries - in particular those in sub-Saharan Africa -
needed to be treated as a special case, and that a position shoud be agreed
before the end of the year on the various proposals put forward.

This analysis and approach were most recently confirmed during a meeting
organized jointly by the IMF and the IBRD (Paris, 10 July) to which members
of the Group of Ten, Switzerland and the Commission were invited.

In order to consolidate this achievement and apply it in practice, the
efforts undertaken before the Summit must be actively continued, both in
the form of concerted action by the Member States and action by the
Community itself, so that decisions are reached and concrete actions
undertaken in the time-scale specified in the communiqué.
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- II. CONCERTED ACTION BY MEMBER STATES

' 6. In this spirit, Member States must:

i)

(ii)

confirm that they are ready, in conjunction with other creditors and

donors, to take special measures in favour of the countries concerned,

to be selected from the range of measures referred to at 2(i) above;

cooperate closely within the relevant Community bodies so that they
can play an active, coordinated part in forthcoming international
discussions (Paris Club; meetings of IMF/IBRD statutory bodies);

7. In this context particular attention should be paid to:

(i)

(i)

Giiid

(iv)

increasing the Structural Adjustment Facility: the meeting on 10 July
showed that the bulk of the work of translating the new impetus given
by the Summit into practical terms remained to be done, both as
regards the size of the proposed increase and the means of financing
e

the terms for Paris Club debt rescheduling: a consensus seems to have
been reached on the need to lengthen grace and consolidation periods.
This was confirmed by the very recent decision on the rescheduling of
Somalia's debt (which follows earlier decisions concerning Zaire,
Mauritania and Mozambique).

However the proposal to reduce interest rates on rescheduled debts
remains completely open, if not blocked. It would be useful to hold
consultations on this point at Community Llevel in advance of the
forthcoming discussions within the Paris Club;

continuing the retroactive adjustment of ODA terms: Canada has just
announced the completion of the exercise cancelling its ODA claims on
sub-Saharan Africa. It would be useful to know exactly how much room
for manoeuvre there is still in the Member States;

increasing quick—disbufsing aid: more detailed knowledge of Member
States' intentions would be useful.

II1 ACTION AT COMMUNITY LEVEL

8. Speci

al programme: the Commission has just sent the Council a formal

communication concerning implementation by the Community in 1988 and 1989
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of a special 100 million ECU programme in the form of quick-disbursing aid,
in addition to funds provided under Lomé III. Part of the funding for this
programme (40 million ECU) would come from the outstanding balances from
earlier Conventions and the rest (60 million ECU) from the partial
recycling of current and future funds from the repayment of special loans
and risk capital granted earlier to ACP countries.

Examination of the proposals contained in this communication must be given
priority in the capitals and relevant Community bodies so that a decision
can be taken as soon as possible, and in any case before the end of the
year.

Speeding up Lomé III payments: the Commission confirms its intention of
increasing the proportion of quick-disbursing aid for these countries to
about 20% of national programmable aid, without changing the priorities and
guidelines agreed during the programming exercise. This figure is an
overall objective, which would vary from country to country depending on
the wishes and needs of the recipients.



From: Sir G.Littler
Date: 25 August 1987

MR PERETZ (o.r.) /

c.C. Mr Alex Allen
Sir P.Middleton

Scholar

Huw Evans

Mountfield

Relly

Ilett

Walsh

Life

Loehnis (B/E)

RERR

RERR

INFORMAL ECOFIN: COMMISSION PAPERS

The Commission have circulated for the informal ECOFIN meeting on
12 September in Denmark a long paper on "Complete Liberalisation
of Capital Movements and Strengthening of the EMS", and a shorter
paper on Sub-Saharan Africa. The second paper could be helpful
to our attempts to promote agreement on the Chancellor's proposals
on Sub-Saharan debt and should be covered in briefing to this end.

In this minute I am concerned with the first paper.

2s As you know there will be other material available for the
meeting on this subject, including a Monetary Committee Report yet
to be written. On some past occasions on much the same subject we
have had Commission papers which have attracted little attention
in the discussion. Not all Ministers have read the documents in
advance. Comments have been made haphazardly (in keeping with
the informal nature of the discussion). The Chairman has given a
(frequently idiosyncratic) summary. The Commission have been

left to take note or not as they wished.

S On this occasion I shall recommend the Chancellor to take
this particular paper rather more seriously. It sets out quite a

range of ideas about progress towards the future internal market
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in which we have a strong interest, and some of them are not at

all what we would wish to see. The meeting will be much the best

opportunity for getting some UK views on the record, I hope with

support, which all of us can then press the Commission to take

into account as they develop their ideas.

4.

We should aim for a short speaking-note specifically aimed

at the Commission paper. After some words welcoming the thrust,

careful thought, etc, we want some crisp comments addressed to any

significant points of worry. Ones which strike me are listed

below, but please would you and others, especially Mr Scholar and

Mr Ilett and Mr Loehnis, see whether you agree or have other ideas

to offer.'

My List ig:

- Section I: The last paragraph foreshadows prolongation of

the 1972 Directive on a basis which could well require
members to retain an exchange control capability: we must
speak against this.

Section II.1l: I think the 'anti-laxity' theme attacks
Italy, Greece, etc rather than the UK; but is there any
comment made which worries us? Let us not appear to
endorse the 'White Paper' by default, if there are any
unacceptable propositions in it.

Section II.2: On the fiscal front we need to think about
both the evésion pfoblem (the Danish Presidency are keen
on this because they apparently rely on reporting by
banks, etc, to disclose taxable incomesl and about any
harmonisation of tax systems, e.g. treatment of dividend

and interest incomes, which may be advocated.



- Section III.l: No need to rise to the passing allusion to
the absence of sterling from the ERM! The indicators
stuff is pretentious but need not be discussed in this
context.

- Section III.3: I suggest leaving VSTF and intra-marginal
intervention until my bilateral with Trichet, but could
you and the Bank please advise on the ECU and EMCF ideas
(which I regard with scepticism and which I guess will be

hotly opposed by the Bundesbank).

§ N
-z

~(Geoffrey Littler)
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INFORMAL ECOFIN 11-13 SEPTEMBER: BRIEFING
The agenda for the informal ECOFIN, which the Chancellor will
attend, is likely to be as follows:

1. Strengthening the EMS and liberalisation of capital
movements

2. Preparation for the IMF/IBRD annual meetings, especially:
(a) approval of the EC presidency speech;
(b) international economic situation;
(c) international debt and the proposed increase in the

| resources of the Monetary Fund's Structural Adjustment
Facility;

(d) G10 business.

3. The economic outlook in the Community.

4. Tax approximation.

5. 1988 Community budget and reference framework.

6. Economic situation in Greece.

BRIEFING

Strengthening the EMS and liberalisation of capital movements
2. There will be reports from the Monetary Committee and the
Committee of Central Bank Governors. There is also a Commission




Qaper which has now been circulated by the Danish presidency. Sir

eoffrey Littler, in conjunction with Mr Peretz, will be providing
briefing separately on this. (I will try to get a draft of the
Bank Governors report from the Bank of England.)

Preparation for the IMF/IBRD annual meetings

3. I understand that the main item under this heading will be sub
Saharan debt (on which the Danish presidency has circulated a
Commission paper) and the proposed increase in the SAF facility,
and that Mr Mountfield (in conjunction with IF1l) is putting
together a special brief for the informal ECOFIN covering these
issues.

4. On the economic situation, the Chancellor will be able to draw
on the material for the continuation of the July ECOFIN discussion
(see paragraph 5 below). I would be grateful if Mr Batt could

let me know if we need any material on the presidency speech
(usually the final Monetary Committee agreed text is acceptable to
us). On Gl0, Sir Geoffrey Littler will brief the Chancellor
~separately.

The economic outlook in the Community

5. This was discussed at the July ECOFIN on the basis of the
Commission's second quarterly review paper. The Danish presidency
concluded that the economic situation in the Community should be
carefully monitored and reconsidered at this informal ECOFIN (see
UKREP telno 2455 of 13 July). I would be grateful if Mr Savage
could provide a brief on the Commission's paper taking account of
recent developments, together with the usual set of economic
statistics on the EC, US and Japan.

Tax approximation

6. The possibility of a discussion of tax approximation at this
ECOFIN was mentioned by the Germans at the informal ECOFIN in
April. The Danes were not particularly keen, and talked about a
general debate on principles ranging wider than indirect tax (eg
social security) rather than a discussion of concrete proposals.
The Danes did not mention tax approximation in the agenda note
they circulated at the July ECOFIN, but given German enthusiasm
(see UKREP telno 2458 of 13 July), and the fact that this is the
first ECOFIN since the Commission produced its proposals, there
may be some discussion. I would be grateful therefore if Ms
French could provide a brief.

The 1988 Community budget and reference framework

7. According to UKREP telno 2458 of 13 July, the Commission, at
the July ECOFIN lunch, asked how the Budget Council could set a
budget for 1988 constrained by the Council's unrealistic reference
framework for agricultural market support. It was agreed that the
informal ECOFIN might discuss this matter further. I would be
grateful if Mr Bonney could arrange for briefing on this.

Economic situation in Greece

8. Following discussion of the economic situation in Greece at its
meeting on 15 July, the Monetary Committee chairman will write to
the Greek Finance Minister, and report orally to ECOFIN at lunch.
There was no indication that there would be much substantive
discussion, but I would be grateful if Mr Savage could provide a
short brief.
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BILATERAL DISCUSSION

9. Informal Councils provide a good opportunity for the Chancellor
to have marginal discussions with other finance ministers. Perhaps
copy recipients would consider whether there is anything they wish
the Chancellor to raise with his colleagues, or anything that
might be raised with him, and provide briefing accordingly.

10. Mr Board has suggested that the Chancellor might raise
banking supervision with Stoltenberg, and I would be grateful if
he could provide briefing as necessary.

1l1. I would be grateful if Mr Cooke could provide a short brief
on the proposed Belgian toll on foreign cars, if there is any
chance of anyone raising this with the Chancellor.

FORMAT AND TIMING

12. Briefs should follow the standard format (attached). The aim
is to submit the briefing by close on Wednesday 9 September, so
individual briefs should as far as possible reach me by close on

Monday 7 September.

13. Many thanks for your help

ot Benllen

JANET BARBER
EC1l
HM TREASURY

Tel 270-4441



ANNEX B

a ECOFIN BRIEFING:STRUCTURE OF BRIEFS

General note: be as brief .as poésible, and try to get

objectives and line to take/point to make on first page.

UK OBJECTIVES

These should be stated in a short paragraph. It should
be made clear whether the Minister is required to intervene,
or whether he will just be participating in a general

discussion.
POINTS TO MAKE/LINE TO TAKE

(1) Line  -to - take  is appropriate when a proposal
is being discussed, and when the Minister 1is

asked to intervene.

(ii) Points to make are for discussion documents

where no operational decisions will be reached.

(iii) Line to take/points to make should not include
editorial comment except where absolutely

essential and square bracketed; they- should

be set out in skeleton speaking note form, so

that the Minister can read from them without

further editing.

(iv) Points to make should be interesting i.e not
simple restatements of UK policy where that
is well known. It should be remembered that

a Minister is 1limited in the number of points

he can make e.g three.
(v) Short Q/A defensive material should be included

only if necessary e.g where the Minister will

have to argue out a particular point.

BACKGROUND NOTE

Where possible, this should be confined to two sides.

only
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SUBJECT

Relevant document:

UK objectives
[If =zny]

Line to take/Points to make

Defensive briefing

[if necessary]

Background.
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CATHY RYDING

25 August 1987

B & N

SIR G LITTLER

Now you are back from leave, I wonder if you could advise me where

we stand on a couple of outstanding issues:

(i) on the informal ECOFIN meetings in September, Alex Allan
has asked me to enquire whether you have managed to fix a

time fer=the=Chancellor to see Trichet; and

(ii) the Chancellor would be grateful to know the state of

play on the Littler/Lebegue Task Force on Sub-Saharan
Debt and other matters, post the Balladur meeting.
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FROM: JANET BARBER
DATE: 1 SEPTEMBER 1987
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Economic Secretary
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Sir G Littler
Mr Lavelle
Mr Edwards
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Mr Mortimer
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T G Mr Ilett
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/./

Mr Bostock - UKREP

EC INTERNAL MARKET: PROPOSED TRANSFER OF INSURANCE FROM ECOFIN TO
INTERNAL MARKET COUNCIL

We have heard from UKREP and other sources that, during their
presidency of the Community, the Danes are likely to want to
pursue discussion of insurance matters (and possibly some other
financial services) in the Internal Market Council (IMC) rather
than in ECOFIN, reflecting their own departmental
responsibilities. An informal Internal Market Council is being
held in Denmark on 7 September, and the proposed transfer may be
discussed or announced. Mr Clark will attend this Council, and we
understand that he is in favour of a transfer. We need therefore
to decide whether we should ask DTI officials to brief Mr Clark to
object or acquiesce. This submission seeks your views.

INSURANCE TOPICS DUE FOR COUNCIL DISCUSSION

2. The major insurance item on the table at the moment is the
proposed non-life services directive. This would lay down rules
for the writing of direct non-life insurance across frontiers by
insurers not established in the country of the risk being insured.
Adoption of a liberal directive has been a UK priority for some
time. The last substantive ECOFIN discussion was in December 1984,
but then discussion was held up pending the outcome of several
relevant European Court of Justice cases. Judgements on these were
given in December 1986, but, on grounds of policy holder
protection, were not as liberal as we (and the Commission) had
hoped. Since then discussion has resumed at working group level,
and the Danes hope to obtain Council agreement on a text during
their presidency.

3. In addition there are the following insurance items in the
current internal market rolling programme:

(a) insurance contract law;
(b) annual accounts of insurance undertakings;
(c) winding up of insurance undertakings.

However DTI do not expect any Council discussion on these during
the next year. There may also be discussions in the near future on
the EEC-Switzerland insurance agreement, but, again, DTI think




that the Council may not need to get involved.

TRANSFER OF INSURANCE TO INTERNAL MARKET COUNCIL

4. You will recall that just before the UK presidency in the
second half of 1986, DTI officials asked if they could sound out
other member states about taking insurance in the IMC instead of
in ECOFIN. When consulted (Mr Mortimer's submissions of 2 and 14
May 1986) you felt then that insurance should stay in ECOFIN
because:

(a) since in two key member states, France and Germany,
insurance is handled by Finance Ministers, a transfer to
the IMC might have impeded progress to liberalisation;

(b) UKREP's advice was that to transfer at the start of the UK
presidency might suggest to other member states that you
did not attach high priority to progress on insurance.

DTI therefore took the matter no further.

5. This time the position is somewhat different, as we do not hold
the presidency. It is also rather confused, as neither the Danes,
nor DTI ministers, have made a formal approach to us about
transferring insurance (or any other financial services) item to
the IMC.

6. On procedure, the presidency does take the lead in deciding
Council agendas and allocating Council responsibilities. In
principle any member state can ask for a topic to be discussed in
any Council if the request is made in time, but exercise of this
right in the face of presidency opposition would make Council
business unmanageable. In practice therefore the Danes could
probably make the transfer unilaterally. Similarly the next
presidency (in this case German) could reverse it.

7. On balance, however, we expect the Danes to give some
indication of their intention at IMC. Insurance was one of the six
key internal market areas identified for early progress at the
Brussels European Council, and IMC discussion is to focus on
these, and on working methods following the implementation of the
Single European Act.

8. On the merits of the transfer, DTI support it mainly because
they believe that the UK's aim, the adoption of as liberal a
non-life services directive as possible, is more likely to be
achieved by co-operating fully with the Danes. The Danes are very
much towards the liberal end of the spectrum of member states, and
have targetted Council agreement on a text of the directive for
their presidency. Although DTI think that agreement this quickly
is unlikely, antagonising the Danes in this matter could run
counter to UK interests. In addition, DTI feel that their
ministers, being responsible for insurance domestically, are
better placed to pursue UK priorities in the Council.

9. In the past we have argued that a transfer from ECOFIN to the
IMC might impede progress to liberalisation on insurance, since in
about half the member states, including France and Germany,
insurance is handled by finance ministers, who might be reluctant
to give their industry ministers the necessary flexibility. The
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DTI argue now that since last year the Germans have become more
liberal, and that Italy, where insurance is handled by the
industry ministry, has become a more crucial obstacle to
liberalisation. France has been making enthusiastice noises about
the internal market generally, but it is not clear yet whether
they have become more liberal on insurance. Informal contacts with
the Germans via UKREP suggests that their finance ministry will
not be in favour of transferring Council discussion of insurance
to the IMC. (Consultation with the French permanent representation
has not been possible because of holidays).

10. A major Treasury concern is that keeping insurance, and other
financial services items, in ECOFIN allows the Treasury (and
finance ministries in other member states) to keep a central watch
on developments, and exercise some control without getting too
involved in the detailed work. Allied to this is the worry about
DTI ambitions on financial services generally, both in Europe and
domestically, and the possibility of pressure to transfer other
financial services items, perhaps even those on which in the UK
the Treasury leads, to internal market ministers. Therefore FIM
feel that although taken in isolation there might be something to
be gained by transferring non-life insurance to the IMC during the
Danish presidency, they would prefer most other items, including
life insurance, to remain in ECOFIN, and believe that a concession
on non-life insurance might threaten this.

11. UKREP are neutral about which Council should handle insurance,
but would tend to agree with DTI that UK aims on insurance would
be best served by co-operating with the Danish presidency. The FCO
and Cabinet Office are fairly neutral about the issue.

OTHER FINANCIAL SERVICES

12. Here we have even less idea of what the Danes may be
considering. The financial services items currently in the
internal market rolling programme, some of which could be expected
to come to ministers during their presidency, include the
following:

DTI items

(a) UCITS (undertakings for collective investment in
transferable securities - ie unit trust type devices) -
directives on jurisdiction and investment policy

(b) directive on prospectuses for securities offered to the
public for the first time

(c) annual accounts of foreign branches of credit institutions

Treasury items

harmonisation of the concept of banks own funds
re-organisation and winding up of credit institutions
directive on mortgage credit
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As indicated above, FIM would prefer to keep all of these in
ECOFIN's purview. On the other hand, we understand that DTI
ministers do want to be involved in Council discussion of
financial services generally, whether in ECOFIN or the IMC.

13. Apart from the strategic argument set out in paragraph 10
above, FIM/Bank of England views on the individual items are as



follows:

(1) we should oppose any transfer to the IMC for banking and
mortage credit. This is predominantly finance ministry
business in the Community, and in the UK has little
relevance to DTI. If banks own funds was transferred to the
IMC, banking supervision and solvency ratios would probably
follow. We could however contemplate a transfer on
re-organisation and winding up of credit institutions (on
which we hope no progress will be made anyway), because of
its relationship to insolvency policy (for which DTI are
responsible).

(2) there is a good case for the annual accounts of foreign
branches of credit institutions following the bank
accounts Directive into ECOFIN. On the other hand, this
could equally well be kept with the expected 11lth branch
accounts directive, which might well go the IMC.

OPTIONS

14. On insurance, the prospect of progress on the non-life
services directive must be set against the strategic argument set
out in paragraph 10. The practical options are as follows:

(a) oppose a transfer to the IMC (in the face of the
presidency's de facto power). However, we could not
necessarily rely on Mr Clark to do this at the informal
IMC, and would probably have to make our views known
through other channels eg through UKREP or at the informal
ECOFIN on 11-13 September. If we took this line, DTI
ministers would probably want to write to you about it.

(b) indicate that we will not stand in the way of a transfer
if all other member states are happy. Mr Clark would
‘probably beé content to take this line at the IMC. However
we could ask him in addition to suggest that the Danes
consult ECOFIN ministers, especially those which handle
insurance themselves. This could be done bilaterally, or at
the informal ECOFIN.

15. On other financial services the presidency plans are less
clear, and DTI have no special reasons for supporting transfers to
the IMC at this particular time. Therefore if option (a) above on
insurance were preferred, we would want to make known our
opposition to any transfers of financial services topics to the
IMC. If option (b) on insurance were preferred, Mr Clark could be
asked to say at the IMC (if appropriate) that while we are
prepared to see the non-life insurance services directive
processed in the IMC during the Danish presidency, we would not
want any other financial services items transferred from ECOFIN
without discussion in Coreper of the particular circumstances
involved, and that in particular we would have a very strong
presumption against the transfer of banking and mortgage credit
topics.

RECOMMENDATION

16. Given DTI's conviction that UK interests on non-life insurance
will be best served by acquiescing in the Danes plan to transfer



discussion from ECOFIN to the IMC, and taking into account the
presidency's role in allocating Council responsibilities, we
suggest that DTI should be asked to brief Mr Clark along the lines
of option (b) above.

17. This submission has been agreed with FIM division.

wae, Bioder

JANET BARBER
ECLE
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Economic Secretary
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Mr Edwards
Mrs Lomax
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Mr Ilett
Miss Noble

Mr Bostock - UKREP

EC INTERNAL MARKET: PROPOSED TRANSFER OF INSURANCE FROM ECOFIN TO
INTERNAL MARKET COUNCIL

We have heard from UKREP and other sources that, during their
presidency of the Community, the Danes are likely to want to
pursue discussion of insurance matters (and possibly some other
financial services) in the Internal Market Council (IMC) rather
than in ECOFIN, reflecting their own departmental
responsibilities. An informal Internal Market Council is being
held in Denmark on 7 September, and the proposed transfer may be
discussed or announced. Mr Clark will attend this Council, and we

) understand that he is in favour of a transfer. We need therefore
to decide whether we should ask DTI officials to brief Mr Clark to
object or acquiesce. This submission seeks your views.

INSURANCE TOPICS DUE FOR COUNCIL DISCUSSION

2. The major insurance item on the table at the moment is the
proposed non-life services directive. This would lay down rules
for the writing of direct non-life insurance across frontiers by
insurers not established in the country of the risk being insured.
Adoption of a liberal directive has been a UK priority for some
time. The last substantive ECOFIN discussion was in December 1984,
but then discussion was held up pending the outcome of several
relevant European Court of Justice cases. Judgements on these were
given in December 1986, but, on grounds of policy holder
protection, were not as liberal as we (and the Commission) had
hoped. Since then discussion has resumed at working group level,
and the Danes hope to obtain Council agreement on a text during
their presidency.

3. In addition there are the following insurance items in the
current internal market rolling programme:

(a) insurance contract law;
. (b) annual accounts of insurance undertakings;
(c) winding up of insurance undertakings.

However DTI do not expect any Council discussion on these during
the next year. There may also be discussions in the near future on
the EEC-Switzerland insurance agreement, but, again, DTI think



that the Council may not need t® get involved.

TRANSFER OF INSURANCE TO INTERNAL MARKET COUNCIL

4. You will recall that just before the UK presidency in the
second half of 1986, DTI officials asked if they could sound out
other member states about taking insurance in the IMC instead of
in ECOFIN. When consulted (Mr Mortimer's submissions of 2 and 14
May 1986) you felt then that insurance should stay in ECOFIN
because:

(a) since in two key member states, France and Germany,
insurance is handled by Finance Ministers, a transfer to
the IMC might have impeded progress to liberalisation;

(b) UKREP's advice was that to transfer at the start of the UK
presidency might suggest to other member states that you
did not attach high priority to progress on insurance.

DTI therefore took the matter no further.

5. This time the position is somewhat different, as we do not hold
the presidency. It is also rather confused, as neither the Danes,
nor DTI ministers, have made a formal approach to us about
transferring insurance (or any other financial services) item to
the IMC.

6. On procedure, the presidency does take the lead in deciding
Council agendas and allocating Council responsibilities. In
principle any member state can ask for a topic to be discussed in
any Council if the request is made in time, but exercise of this
right in the face of presidency opposition would make Council
business unmanageable. In practice therefore the Danes could
probably make the transfer unilaterally. Similarly the next
presidency (in this case German) could reverse it.

7. On balance, however, we expect the Danes to give some
indication of their intention at IMC. Insurance was one of the six
key internal market areas identified for early progress at the
Brussels European Council, and IMC discussion is to focus on
these, and on working methods following the implementation of the
Single European Act.

8. On the merits of the transfer, DTI support it mainly because
they believe that the UK's aim, the adoption of as liberal a
non-life services directive as possible, is more likely to be
achieved by co-operating fully with the Danes. The Danes are very
much towards the liberal end of the spectrum of member states, and
have targetted Council agreement on a text of the directive for
their presidency. Although DTI think that agreement this quickly
is unlikely, antagonising the Danes in this matter could run
counter to UK interests. In addition, DTI feel that their
ministers, being responsible for insurance domestically, are
better placed to pursue UK priorities in the Council.

9. In the past we have argued that a transfer from ECOFIN to the
IMC might impede progress to liberalisation on insurance, since in
about half the member states, including France and Germany,
insurance is handled by finance ministers, who might be reluctant
to give their industry ministers the necessary flexibility. The



DTI argue now that since last year the Germans have become more
liberal, and that Italy, where insurance is handled by the
industry ministry, has become a more crucial obstacle to
liberalisation. France has been making enthusiastice noises about
the internal market generally, but it is not clear yet whether
they have become more liberal on insurance. Informal contacts with
the Germans via UKREP suggests that their finance ministry will
not be in favour of transferring Council discussion of insurance
to the IMC. (Consultation with the French permanent representation
has not been possible because of holidays).

10. A major Treasury concern is that keeping insurance, and other
financial services items, in ECOFIN allows the Treasury (and
finance ministries in other member states) to keep a central watch
on developments, and exercise some control without getting too
involved in the detailed work. Allied to this is the worry about
DTI ambitions on financial services generally, both in Europe and
domestically, and the possibility of pressure to transfer other
financial services items, perhaps even those on which in the UK
the Treasury leads, to internal market ministers. Therefore FIM
feel that although taken in isolation there might be something to
be gained by transferring non-life insurance to the IMC during the
Danish presidency, they would prefer most other items, including
life insurance, to remain in ECOFIN, and believe that a concession
on non-life insurance might threaten this.

11. UKREP are neutral about which Council should handle insurance,
but would tend to agree with DTI that UK aims on insurance would
be best served by co-operating with the Danish presidency. The FCO
and Cabinet Office are fairly neutral about the issue.

OTHER FINANCIAL SERVICES

12. Here we have even less idea of what the Danes may be
considering. The financial services items currently in the
internal market rolling programme, some of which could be expected
to come to ministers during their presidency, include the
following:

DTI items

(a) UCITS (undertakings for collective investment in
transferable securities - ie unit trust type devices) -
directives on jurisdiction and investment policy

(b) directive on prospectuses for securities offered to the
public for the first time

(c) annual accounts of foreign branches of credit institutions

Treasury items
(d) harmonisation of the concept of banks own funds
(e) re-organisation and winding up of credit institutions
(£) directive on mortgage credit

As indicated above, FIM would prefer to keep all of these in
ECOFIN's purview. On the other hand, we understand that DTI
ministers do want to be involved in Council discussion of
financial services generally, whether in ECOFIN or the IMC.

13. Apart from the strategic argument set out in paragraph 10
above, FIM/Bank of England views on the individual items are as



follows:

(1) we should oppose any transfer to the IMC for banking and
mortage credit. This is predominantly finance ministry
business in the Community, and in the UK has little
relevance to DTI. If banks own funds was transferred to the
IMC, banking supervision and solvency ratios would probably
follow. We could however contemplate a transfer on
re-organisation and winding up of credit institutions (on
which we hope no progress will be made anyway), because of
its relationship to insolvency policy (for which DTI are
responsible).

(2) there is a good case for the annual accounts of foreign
branches of credit institutions following the bank
accounts Directive into ECOFIN. On the other hand, this
could equally well be kept with the expected 11lth branch
accounts directive, which might well go the IMC.

OPTIONS

14. On insurance, the prospect of progress on the non-life
services directive must be set against the strategic argument set
out in paragraph 10. The practical options are as follows:

(a) oppose a transfer to the IMC (in the face of the
presidency's de facto power). However, we could not
necessarily rely on Mr Clark to do this at the informal
IMC, and would probably have to make our views known
through other channels eg through UKREP or at the informal
ECOFIN on 11-13 September. If we took this line, DTI
ministers would probably want to write to you about it.

(b) indicate that we will not stand in the way of a transfer
if all other member states are happy. Mr Clark would
probably be content to take this line at the IMC. However
we could ask him in addition to suggest that the Danes
consult ECOFIN ministers, especially those which handle
insurance themselves. This could be done bilaterally, or at
the informal ECOFIN.

15. On other financial services the presidency plans are less
clear, and DTI have no special reasons for supporting transfers to
the IMC at this particular time. Therefore if option (a) above on
insurance were preferred, we would want to make known our
opposition to amy transfers of financial services topics to the
IMC. If option (b) on insurance were preferred, Mr Clark could be
asked to say at the IMC (if appropriate) that while we are
prepared to see the non-life insurance services directive
processed in the IMC during the Danish presidency, we would not
want any other financial services items transferred from ECOFIN
without discussion in Coreper of the particular circumstances
involved, and that in particular we would have a very strong
presumption against the transfer of banking and mortgage credit
topics.

RECOMMENDATION

16. Given DTI's conviction that UK interests on non-life insurance
will be best served by acquiescing in the Danes plan to transfer



discussion from ECOFIN to the IMC, and taking into account the
presidency's role in allocating Council responsibilities, we

suggest that DTI should be asked to brief Mr Clark along the lines
of option (b) above.

17. This submission has been agreed with FIM division.
t;kmui. Bamlzu

JANET BARBER
EC1
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MPSSTU BARBER . cc Paymaster General
Economic Secretary
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Mrs Lomax
Mr Mortimer
Mr Ilett
Miss Noble

Mr Bostock - UKREP
EC INTERNATIONAL MARKET: PROPOSED TRANSFER OF INSURANCE FROM
ECOFIN TO INTERNAL MARKET COUNCIL
The Chancellor was grateful for your minute of 1 September.

21 The Chancellor is content with your recommendation, but with
the caveat that all other Member States should be happy.

@ =

CATHY RYDING
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BELGIAN PROPOSAL TO TAX FOREIGN VEHICLES USING BELGIAN ROADS (DEFENSIVE)

UK Objectives

The Germans or Dutch may €riticise-~-the Belgian proposal to introduce
a tax on all foreign vehicles using Belgian motorways. The UK should
lend low-key support to any such criticisms, but should not associate

itself with any threats to retaliate.

Line to take (Only if raised.)

- Hope Belgians will drop this idea. Surh a tax would create an

obstacle to free movement and run counter to completion of the internal

market.

Difficult to see how this tax could be applied in a way which did

not discriminate against foreign vehicles contrary to the EEC Treaty.

Also unhelpful in EEC dealings with Switzerland (who have such a
scheme of their own which we should like to see removed) and Austria

(who are working on similar proposal@.

Background

Belgian Government are considering requiring foreign vehicles to
purchase a tax disc (vignette) to pay for their use of Belgian motor-
ways. The disc would be valid for a year and the proposed charge

is reported to be 750 Francs (£12.45) for cars and 1,500 Francs
(£24.90) for lorries. This is a revenue-raising measure rather

than afransport measure.

Dutch and German Transport Ministers have already made strong protests
to Belgian Government and Minister of State in DTp (Mr David Mitchell)
has also written to the Belgian Transport MInister to express concern.
The Germans have asked for the matter to be put on the agenda of

a Transport Council. There are some indications that these protests

are causing the Belgians to think again.

Tolls on certain UK bridges and tunnels are not comparable with
the general tax which the Belgians have in mind, as they apply to

all vehicles using those specific crossings.
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@ PERSONALITY NOTES

Belgium

g Mr Philippe Maystadt Minister for Economic Affairs

e Mr Mark Eyskens Minister for Finance

Denmark

Si% Mr Anders Andersen Minister for Economic Affairs

4. Mr Palle Simonsen Minister for Finance

France

‘5. Mr Edouard Balladur Minister for the Economy, Finance

Germany

6% Dr Gerhard Stoltenberg Minister for Finance

s Dr Martin Bangemann Minister of the Economy

8Jl. Dr Otto Schlecht State Secretary - Federal Ministry
of the Economy

Sl Dr Hans Tietmeyer State Secretary - Federal Ministry
of Finance

Greece

08 Mr Dimitris Tsovolas Minister for Finance



4k ' Mr- Cs Samitis

A Mr Athanasopoulos
Ireland

13. Mr R llacSharry
14. Maurice F Doyle
Italy

15.  Mr Giuliano Amato
Luxembourg

16 Mr Jacques Santer
I Mr Jean Claude Juncker
18 % Mr Jacques Poos
.96 Mr Pierre Werner
Netherlands

2107 Dr Ruding

Portugal

s, Dr Miguel Jose Ribeiro Cadilhe

Spain

202 Mr Carlos Solchaga Catalan

Secretariat

283 . Mr Ersbdli
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Minister of National Economy

Alternate Minister of Finance

Minister for Finance

Secretary - Department of Finance

Minister for the Treasury

Prime Minister and Minister of
Finance

Minister of Labour, Minister
Delegate for Finance, responsible
for the Budget

Vice-President of the Government
Minister of the Economy

Honorary Minister of State

Minister for Finance

Minister of Finance

Minister of the Economy and Finance

Secretary General of the Council
Secretariat
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Commission of the European Communities
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255

Mr Jacques Delors

Lord Cockfield

Mr Christophersen

Mr Andriessen

Mr Willy De Clercq

President

Vice President (fy? aHending )

Vice President

Vice President

Member
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Born 1948. Spent 2
the Universitv of Los Angzle
the Walloon rezoa L@cteber

Seinsiheal’s w"‘s:"e he gained a degree in Public Administration at
e "Bo has a law deuree from Louvain University. State Secretary ior
T0-April 1‘*‘0).

A voung and articulate politician with an important portfolio, who has an enthusiastic
following among the younger members of the PSC. One of the few members of his party to improve
| his standing in the November 1981 elections and a possible future leader.

Married with three young children. Speaks quite good English.



EYSKENS, MARK
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Minister for EconomieAffairs. Former Prime Minister (April-December 1981) and Minister
of Finance (October 1980-April 198 1). CVP Deputy for Leuven since April 1977.

Born Leuven 1933.

Son of former Prime Minister, Gaston Eyskens. Doctorate from Leuven University (KUL)
and MA from Columbia University. Adviser to Finance Minister 1962-65 , Professor of Economics at
KUL since 1966. Commissaire-Génerale responsible for links between the French and Dutch
speaking universities of Leuven (UCL-KUL) since 1972.

Held office in both Tindemans’ governments, first as State Secretary for Land Management
and then as State Secretary for the Budget and Flemish Regional Economy. Served as Minister for
Cooperation and Development under Martens, April 1979-October 1980.

An eminent economist and influential adviser to his party on economic matters, on which
he generally takes a conservative line. As State Secretary for the Flemish Regional Economy he was
active in seeking new investments for Flanders, especially from the United States, whose diminished
confidence in Belgian economic prospects he tried hard to revive. He brought a change of style to
the Cooperation and Development Ministry where he attempted to alter the pattern of Belgian aid,
hitherto directed almost exclusively to francophone countries.

He is married. Both he and his charming wife speak excellent English. are very sociable, and
are seen about more than any other Belgian Minister.

CONFIDENTIAL

T e RGN R e RS R S




CONFIDENTIAL

ANDERSEN, ANDERS

Minister of Ecomomic Affairs (Venstre) since September
LD

Born 1912. Member of the Folketing since 1953. Chairman

-of Federation of Jutland Agricultural Societies 1959-73.

President of Agricultural Council 1960-73. Co-Chairman of
Federation of Danish Agricultural Societies (the 'middle size'
farmers' union) 1960-73. Member of the Board of Representatives
of National Bank 1970-73 and since 1976. Declined to compete
for leadership of Venstre in 1965 and turned down the post of
Minister of Agriculture 1968. Minister of Finance 1973-75.

Minister of Economic Affairs and Taxation 1978-79.

A dogged parliamentarian and negotiator, he operates very
much behind the scenes in the present administration, taking on
the tough task of pursuading recalcitrant trade unions and
employers' groups to swallow the Government's nastiest medicine.
Married. He is polite but unforthcoming in conversation - not

very easy to extract information from. Limited English.

CONFIDENTIAL
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Minister for Social Affairs (Conservative).since September 1982, WNTiL JulY (98¢

Born 1933. After training at a business school in Jutland, worked in industry. Member of
the Folketing 1968-75 and since 1977. Chairman of the Defence Committee for several years.
Deputy Chairman of the Conservative Party since 1975. Member of the Radio Councjl and the
Civil Defence Council. Would have preferred Defence portfolio, but was pressed to take what was
seen as the more difficult Social post, where he seems to be doing well. Met Mr Norman Fowler
briefly in March 1983. Visited Britain as guest of Government to study defence early 1982. Some
tip him for high office. Helpful over visit by House of Commons Select Committee on Social
Affairs 25-26 April 1983, when they studied Danish policy on children in care.

Married: both speak English. Very approachable and ready to accept invitations. Active in
local charities in Gentofte. '

72
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BALLADUR, EDOUARD
Minister of the Economy, Finance and Privatisation.

As the only Minister of State in the Government,
clearly the most important figure after Chirac. He will
supervise Junior Ministers for the Budget. Privatisation
and Foreign Trade. Born 1929. ENA. 1963-74 worked for
Pompidou, first as Social Affairs Adviser (alongside
Chirac) when Pompidou was Prime Minister, later Assistant
Secretary-General of the Elysee in 1969 and Secretary-
General in 1973. After Pompidou's death in 1974, Head
of a Subsidiary of the CGE Electronics Group before
moving back into the political world in the late 1970s

as an increasingly influential adviser to Chirac.

Although—largetyunknown—to—the Freneh—publie—(the
Jhad not-steod—for—eltected-offiecebefore—last—Sunday),.
He is intelli gent, calm and discreet and has a high
reputation for efficiency and good sense. He has little
direct experience of the Ministry he now directs or of
financial affairs and, while open-minded, is generally
seen as prudent rather than particularly liberal in his
approach to economic affairs. This is in contrast to the
more obviously liberal approach of other ministers in
the economic field, notably Juppé (Budget), Noir (Foreign
Trade) and Madelin (Industry).

CONFIDENTIAL



. STOLTENBERG, DR GERHARD, HON GCMG

Federal Minister of Finance. i

Born 1928 in Kiel, the son of a clergyman. War Service
1944-45, Studied history, social science and philosophy at
Kiel University, taking his doctorate in 1954 with a thesis
on the work of the Biirs't Reichstag. Thereafter worked as an
assistant at Kiel University. Appointed Lecturer in Modern
History in 1960, his special topic being Tirpitz and his naval
poliecy. 19658 and again 1969-70, a Director of Friedrich Krupp,
and Head of the company's Economic Policy Department .

He entered politics through the Young CDU, 0f which he was
Federal Chairman from 1955-61. A member of the Schleswig-
Holstein Land Parliament from 1954-57, and dgain Sinece 971"

A member of the Bundestag from SRS 1965-69 TFederal Minister

for Scientific Research, Flected a Vice-Chairman of the CDU in

1969 and from 1969-71 was Vice-Chairman of the CDU-CSU Parliamentary

Party. He resigned from the Bundestag in 1971 to lead the CDU
compaign in the Schleswig-Holstein Land elections, as a resuli
0f which he became Minister-President. Re-elected in 1979 after

a2 hard and close-fought contest . Returned to Bonn as Finance Minister

on the formation of the CDU/CSU/FDP Government in October 1982,

Stoltenberg was the first of the younger generation of CDU

politicians from North Germany to reach the top rank. He appeared

Lo be Dr Kohl's main rival within the CDU for the nomination in
Fo975% as CDhU/CSU Chancellor-Candidate. -But in the ecvent Kohl's
control of the party machinery allowed him to out-manoceuvre

Stoltenberg completely, and the latter's candidature never got

off the ground. This has reportedly “left ia legacy of some bitter-

Ness between them. His age and abilities should ensure him an
important future in” the "ODU, N The DU & unimpressive showing in

Schleswig—Holstein in the 1976 and 1980- Federal elections slightly

tarnished his image but in the latter contest his loyal support
for Herr Strauss' cause (he stood as Vice-Chancellor candidate)
earned him much credit with the Union as a whole particularly

in Bavaria. The obvious choice as Finance Minister in Chancellor

Kohl's Cabinet .

Stoltenberg is tall, well-built and good-1looking. Reserved,

evens al Sttt cool , but an effective speaker. He is normally

courteous and friendly, but occasionally shows signs of impatience

Or a touch of arrogance. As Minister for Scientific Research,
he favoured European'cooperation in the scientific field and
showed himself well-disposed to the UK. He often refers to the

fact that the Angles came to Britain from his Land. Visited the

UK as the guest of HMG in 1974 .

Protestant. Married. One daughter and son. His wife is
quiet and takes little part in her husband's pub¥ie life. He
Speaks good English.



CONT'IDENTTAL 7

MARTIN BANGEMANN

Born in 1934. A lawyer by profession, he joined the Liberal
Free Democrat Party (FDP) in 1963 and rose quickly to become
Chairman of the Baden-Wuerttemberg party (the FDP's most important
region) in 1974. He was elected to the Bundestag in 1969 and

became a Member of the Foreign Affairs Committee.

Genscher (Vice Chancellor and TForeign Minister) made him FDP
Secretary-General in September 1974. Bangemann never settled in
the job. He stands well to the right in the FDP and was out of
tune with the party at a time when it was committed to a coalition
with the Social Democratic Party (SDP). He felt strongly that the
FDP should keep open the option of future coalition with the
Christian Democrats (CDU/CSU). His reluctance to lead his party
in to the Baden-Wuerttemberg Regional (land) election in 1976 with
a commitment to‘the SPD caused Genscher to engineer his resignation
as Secretary-General. Bangemann was subsequently rejected by the

Baden-Wuerttemberg party and resigned as regional Chairman in 1978.

- He has spent the last four years as leader of the FDP Parliamentar
Group in the European Parliament. As a result he has been out of
touch with Federal politids and out of the public eye. He re-emerged
with his energetic campaign as the FDP's leading candidate in this
year's European election. Although the FDP failed to clear the
S5 per cent hurdle necessary for representation at Strasbourg, the
blame for this has been laid on Genscher, and Bangemann has managed

to emerge relatively unscathed,

Bangemann was an effective member of the European Parliament and
leader of the FDP group there. He is a genuinely dedicated European.
A strong character and a man brimming with bright ideas. He played

a leading role in forming the Federation of European’ Liberal Parties.

In so far as Bangemann has taken an interest in Economics, his
views are Liberal. But in a typical German way he also has a strong

soctal conscience. He is a strong believer in détente.

Bangemann is stout, bespectacled, friendly and a keen traveller.

He speaks English and French. .

ONFIDENTTAL



.;E"LE “HT, DR OTTO

. - “fcial State Secretary in the Fodery! Manistrv of the Economy. - T

oy

Born 1926 in Biberach (Swabia}. The son ¢f y hutcher. War service: American POW. From
1947--52 studied economics at Freiburg Univopgity. Joined the Federal Ministry of the Economy
in 1953 and has risen rapidly by sheer ability. A non party figure who has served Ministers of
different parties with equal success, impressing each in turn. The right hand man of the Economics
Minister, Graf Lambsdorff. : .

In 1967 Professor Schiller made him Head of the Department dealing with €conomic policy.
Following the General Election in 1972 and the resignation of Dr Mommsen he was promoted to
his present position where he is responsible for general domestic economic policy and European
Community policy. !

Schlecht has consistently held the line against attempts to erode the social market economy
from within, and although pragmatic in his private vicw of the policies of others can be relied upon
to voice opposition of what he regards as protectionist trends.

”~
f

a
A tall, bulky human man, who retains a strong Swabian accent and simple tastes. His
Bonheomie and sometimes coarse humour do not mask his ability. Friendly and well disposed
towards Britain, but a firm defender of German interests.

Married, no children. Understands English quite well, although prefers to speak through an
interpreter. His wife speaks English quite well. Both are keen, not very good, golfers. :
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TIETMEYER, DR HANS e ,
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Bomm 1931 in Metelen (Westphalia). Studied economics at Munster, Bonn and Cologne.
1956—62 Secretary of Catholic Church organisation. Joined Federal Ministry of the Economy in
1962. 1970 Head of the department dealing with the European Communities and relations with
third ccuntries. 1972 Head of the department dealing with economic and growth policy. 1973
promoted to present position.

A South Gemman, friendly and easy in manner if a bit professorial (he spends quite a bit of
the time lecturing to professional bodies on behalf of his Minister). Has SPD sympathies, though
not a Party man, and has in the past taken a relatively less restrictionist view than some of his

- economic colleagues. Has a good academic reputation, is highly articulate, and outspoken on his
own subject. His views are widely respected. As Chairman of the EC Economic Policy Committee
was deeply involved in the EMS and Concurrent Studies and reportedly played fair.

A good contact with an enquiring and objective mind. Married with two children by a first
@ ife who died in 1978. Catholic. Good English.
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TSOVOLAS, DIMITRIS

Finance, ' Deputy for Arta

Minister cf
Born 1942 near Arta. Studied law at Salonica University then
practiced in Arta until 1977 when he was elected as PASOK

Deputy.

As a Deputy he has been active in promoting PASOK's interests
and before his ministerial appointment he was a lively
parliamentarian. Since his appointment as Under Secretary of

Finance in 1981 he has kept a low profile. But his promotion

in 1984 to Rlternate Minister follow

that he is well regarded.

Married with a son and a daughter.



[
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SIMITIS, PROFESSOR CONSTANTINE (COSTAS) now Minister of National
previously Minister of Agriculture. Not a Deputy. Economy

Bomn Athens 1936. Studied politics in Athens and law in Germany, where he later pursued
an academic career. Spent two years at the LSE in the 1960s. Professor of commercial law at the
Panteios Higher School of Political Science since 1977, he also maintained a commercial law
practice in Athens. A founding member of ‘“Democratic Defence” in 1967, he left Greece secretly
in September 1969 and became a leading member of PAK in Germany. A founder member of
PASOK, he was 2 member of the Central Committee and Executive Bureau and one of the party’s
. leading ideologists until he fell out of favour with Papandreou in 1978. Much to his regret. he was
not adopted as a parliamentary candidate in 1981, and his apparently sudden return to favour took
many by surprise.

His removal from the Executive Bureau in 1978 apparently reflected concern about a
possible challenge to Papandreou’s authority. But, in or out of favour, Simitis has never wavered in
loyalty to the party and its line. Intelligent with a strong personality but an unassuming manner.
One of the most capable of the Government. His inner political convictions are difficult to fathom.

Married. Good English and German. Charming wife Daphne also speaks English.



ATHANZSOPOULOS, NIKOS

Alternate Minister of Finance. Deputy for Salonica. "a’.

Born 1923 in Arkadia. Attended Patras Agricultural College

and the University of Athens, where he studied law. Worked

as Deputy Public Prosecutor at the Court of Appeal.

Elected Deputy in 1977, 1981 and 1985. Appointed to his

present pvost in July 1985.

Married with two sons.



MACSHARRY, RAYMOND TD MEP

Fianna Fail Deputy and Honorary Treasurer.

Born Sligo 1948. Educated Summerhill College, Sligo. Member of Sligo County Council
since 1967 and of Northern Western Health board since 1971. Deputy since 1969 for Sligo/Leitrim.
Opposition front bench spokesman on the Office of Public Works 1973-75. Member, Committee
of Public Accounts 1969-77. He was nominated as a Minister of State at the Department of the
Public Service in December 1977, in recognition of his outstanding poll in the general election of

June 1977. A loyal supporter of Mr Haughey, he was Minister for Agriculture from 1979-81 where
he proved his ability.

A relatively competent Minister of Finance in 1982, he came unstuck when he was found to
have bugged a meeting with an anti-Haughey deputy. Resigned from the front-bench. Mr Haughey’s
most loyal supporter in the leadership contests of 1982 and 1983, he is now regarded as a rising
candidate for the succession to Mr Haughey. A hawk on Anglo-Irish relations, but argued for
abstention on the Anglo-Irish Agreement, 1985.

Married Elaine Neilan. Three sons, three daughters.
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MAURICE F DOYLE

Secretary, Department of Finance

Born in Dublin, 1932. Educated at the O'Connell Christian
Brothers School; University College Dublin (BA in Economics),
and Kings Inns Dublin (Barrister at Law).

Mr Doyle entered the Irish Civil Service as an Administrative
Officer and, apart from two years in the Office of the Revenue
Commissioners, has worked exclusively in the Department of
Finance. He was involved in the preparation of Dr Whitaker's
paper "Economic Development" which laid the foundation for
Irish industrialisation and rapid economic growth. For a

time he was Assistant Secretary to the National Industrial

and Economic Council. He led the official Irish negotiating |
team on the establishment of the EC Regional Development Fund
and was elected the Vice Chairman of the EC Regional Policy
Committee. In 1976 he was appointed Second Secretary in
charge of economic policy and in 1977 assumed responsibility
for control of public expenditure. He was appointed Secretary
of the Department on 1 November 1981.

He is an impressive official, frank and friendly. He has not
been linked to either political party and has a civil servant's |
somewhat cynical view of the motives of his political masters. .

He is married with two children.
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QATO, ONOREVOLE GIULIANO
Under-Secretary in Prime Minister’s Oftice (Socialist).

Born at Turin in 1938, but lives in Rome. Professor of Constitutional Law at Rome
University. Joined the PSI in 1958 and became a member of the Party Central Committee in 1978.
Author of a number of books on constitutional questions. President of the Commission for the
Review of the Office of the Prime Minister in 1979 and President of the Commission for the
Reform of State Holdings in 1980. Has held university teaching posts in the USA.

Elected Deputy for Turin-Novara-Vercelli in June 1983. Diminutive, intelligent and very
hard-working: known as ‘“the subtle doctor”. His big chance came after the 1983 elections when
Craxi took him to Palazzo Chigi to be Secretary to the Council of Ministers (Cabinet). A follower
of Giolitti (qv) and bitter critic of Craxi during the 1970’s, he has now burnt his boats with the
PSI left and become Craxi’s right-hand man. In the absence of any formal structure for
interministerial coordination, Amato has built up an active role for himself as Prime Ministerial
“Chief of Staff”. Respected for his skills in negotiation and public presentation of policy, he has
played a central rSle at times of crisis (such as the Achille Lauro hijacking in 1985), and has
general oversight under Craxi of coordination of action against terrorism.

Speaks English well.

16
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SANTER, JACQUES

Prime Minister since July 1984

Minister of State, President of the Government, Minister of
Finance, of National Development, and of Posts, Telecormunications
and Information Technology. Leader of the Christian Social Party.

Born 1937. Education in Luxembourg, Strasbourg and Paris, where
he obtained a doctorate in law. 1961-65 Lawver at the Luxembourg
Court of Appeal. 1963-65 worked as a Civil Servant in the Private
Office of the (Socialist) Minister of Labour and Social Affairs.
Government Attaché to the Ministry 1965. 1966 Secretary to the
Christian Social Party's parliamentarv group. 1970 Assistant General
Secretary of the Party. 1972 State Secretary for Labour, Social
Services and Culture. The same year becare General Secretary of the
Christian Social Party, and its President from 1974-84. Member of
the Luxembourg Chamber of Deputies since 1974. DMember of the
European Parliament from 1974-79, when he was re-elected but appointed
Minister of Labour, Social Securitv and Finance. Elected leader of
the Christian Social Party in December 1983 in succession to Pierre
Werner.

A strong performer on EC matters, he is now the doven of EC
finance ministers. He is able and friendly. Although in the past
he was accused of lack of substance, he has shown himself a competent
administrator and is growing in assurance. His public bonhomie
conceals a good brain.

Speaks English but prefers French. COI visitor C LT3
Has an attractive and vivacious Irench wife who teaches biology,

but is something of a liability for her husband's political prospects
(eg in speaking not a word of Luxembourgish).
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JUNCKER, JEAN CLAUDE . 17

Minister of Labour. Minister Delegate for Iinance, responsible
for the Budget.

He is a lawyer. In 1979 he became Secretary of the Christian-
Social parliamentary group and National President of the Christian-
Social Youth Organisation. Appointed State Secretary for Labour
and Social Security in December 1982 at the age of 28, the voungest
ever member of a Luxembourg government.

A capable and forthright young man.

CONTIDENTIAL
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POOS, JACQU )

~ Vice-President of the Government, Minister of Foreign Affairs. Forein Trade and
Cooperation, of the Economy. of the Middle Classes and of the Treasury. (Socialist).

Born 1937. Educated Lausanne University where he obtained 2 Doctorate in Economic and
Commercial Science. 1959-62 Attaché at Ministry of Economic Affairs: 1962-64 Head of Research
at the Government Statistical Service. In 1964 appointed Director of the Socialist daily,
‘Tageblatt’, though he relinquished day-to-day editorial responsibility when elected to the Chamber
of Deputies in 1974. He became Leader of the Parliamentary Group of the POSL in 1975 and in
June 1576 was elccted to the party’s Executive Committee. Minister of Finance 1976, at the same
time becoming a director of the World Bank, IMF and the EIB and of the Banque Continentale de
Luxembourg and Paribas. Re-elected to the Chamber of Deputies in 1979, and appointed one of
two Vice-Presidents of the Socialist Parliamentary Group. Led the POSL in the 1984 elections,
gained the highest personal vote of all the candidates, and played a large part in the formation of

the coalition with the PCS.

He is a clever, though rather vain man and an ambitious politician. As editor of the
‘Tageblatt’ he occasionally advocated extreme policies, but he mellowed after entering the Chamber
- of Deputies and proved an uncontroversial Minister of Finance.

His chief interests at the MFA are economic and financial matters. He leaves political affairs
outside the EC largely to his State Secretary, but he has the reputation of always reading and
commenting on his briefs and being willing to learn.

Has written several books on economic and financial matters. Married for the second time.
His wife devotes herself to her family and seldom accompanies her husband to official functions.
3 children, one of them by the first marriage.

Speaks good English. His wife prefers French.



WERNER, PIERRE

‘ Honorary Minister of State (Christian Social).

. Born near Lille in 1913. Educated in Paris. Doctor of Law (1938), but soon left the Bar for
the Banque Generale. 1945 appointed Banking Control Commissioner. 1953 appointed Minister of
Finance and (1954) of the Armed Forces. Prime Minister from 1959 of successive coalition
governments; with the Democrats (1959-64 and 1969-74); and with the Socialists (1964-69).

A very impressive public servant who has commanded widespread respect and esteem during
his long years of office, not least for the patience he showed in allowing decisions to emerge by
consensus. An excellent speaker. In the 1974 elections his party lost a number of seats and though
it was still the largest party, he decided to resizn, devoting a year to the organisation of the party.
The considerable success of his Party in the 1979 elections was largely due to his efforts. Following
M Thorn’s departure from Luxembourg politics at the end of 1980, M Werner’s commanding
political position increased and there was general regret when he left politics after the 1984
elections. He is extremely well-informed on Luxembourg affairs but since his retirement he seems to
have lost some of his interest in politics, and tires more easily.

He is well-known internationally as a speaker and writer, especially on financial matters.
Much of the credit for the growth of Luxembourg as a financial centre belongs to him. Paid an
official visit to the UK with his wife in October 1982.

M Werner has a relaxed, friendly, open and attractive personality. He inspires confidence
with his peasant shrewdness and sophisticated intelligence. From 1979 to 1984 he was Prime
Minister and Minister of Culture, Religious Affairs, Information and the Press, Development and the
Treasury. He speaks fluent English and listens to the BBC every morning. He understands better
than most the British way of doing things. He is a devoted family man, fond also of music (he is a
good pianist) and gardening. His wife died in January 1984 after a long illness. 5 children.
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DE H O C'R RUDING  (CD&)

Iinister of Finsance (since November 1982) %}‘7{6_}¢€ﬁﬁftlggkb

Born in Breda in August 1939. Grew up in a Catholic family.
er

o
Studied at the Rotterdam 3chool of Economics (lat Eraswmus
e

Umiversity). 1965 to 1970 He: I the Internationegl ionetary
S

nffeirs Division of the Ministry of Finance. 1971 to 1977

s

lanaging Director of the AIMRO Bank in .imsterdam, 1977 %o 16
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of the Board of Management of the AMRO Bank.

A friend of the new Prime Minister, Lubbers
Ruding was first offered the Finance Ministry in 1980 when

A

Andriessen resigned, but on that occasion he turned it down.

IS

, Trom University days.
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Dr Miguel Jose Ribeiro Cadilhe

Minister for Finance

Born 10 November 1944 in Barcelos. Graduated in Economics at the
University of Porto and did research at the London School of Economics.
Has pursued a career teaching and writing about economics before serving
as Secretary of State for Planning between 1981 and 1983, and
subsequently headed the Department of Economic and Financial Studies
of Banco Portugues Do Atlanttico in Oporto. Friendly and intelligent,
though his approach can seem more academic than practical. Speaks

fair English.

Married (Antonia) with one son.



SOLCHAGA CATALAN, CARLOS
Ecn AL e ":‘ N i e o e o o S & 4.\—9l,9"
Minister for Industry and Energy since 1982; PSOE Deputy

for Alava since 1979.

Born 1944 in Navarre. After reading Economics at
Madrid University entered the research department of the
Bank of Spain. While in the Bank spent two yYyears at the
MIT in Cambridge, Massachussets, doing further research.
With the Bank of Spain until 1974, when he joined the
Research Department of the State industrial holding, INI,
for a brief spell. Began to take an active interest in
politics in early 1975, when he joined both the PSOE and
the UGT. Head of the Research Department of the Banco de
Vizcava in Bilbao in 1975-77. Joined the Basque Socialist

Party in 1978, and elected to the Executive.

An inte
leading lights of the PSOE in Congress debates on the

=

ligent and fluent speaker, he was one of the

=

economy. He made his name during the debates on the vote
of censure mwotion against Suarez (g.v.) in May 1980. He
was influential in drafting the PSOE's economic programme

before the 1982 elections.

As Industry Yinister he has borne the brunt of
criticism arising from the government's programme of
industrial restructuring in the steel and shipbuilding
sectors. Gonzalez (qg.v.) refused his offer to resign in
1983, when criticism reached a peak. Solchaga's talent
is unquestioned and in the event of a government reshuffle

he would expect another job.

MYarried with two children. Speaks English and French.



ERSBOLL, NIELS (DANISH)

Sccretary-General of the Council since October 1980.

Born 1926. Graduated in Law. Joined MFA 1955, served Paris (Mission to NATO) 1958-60,
EFTA Sccretarat, Geneva 1960-63 MFA 1964-73. Permanant Represeatative to EC 1973-77.
Second Permanent Secretary for Forzign Economic Affairs in the Ministry of Foreign Affairs
1977-80, responsible for economic and Communiry affairs. Chiairman of the International Eveng
Agency in Paris 1979-80.

A charming man, who speaks excellent English. Always calm, courteous and intelligent,‘Hé ;

had much to do to clear up tie staff troubles which his predecessor bequeathei to him.

Married; his wife is an economic journalist.
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DELORS, JACQUES
Minister for the Economy and Finance. (Ministre de ’Economie et des Finances).

Born 1925. Worked for the Banque de France and later the Economic and Social Council.
Counsellor for Social Affairs in the Commissariat-Géneral of the Plan, 1962-68. A member of the
French equivalent of the Consumers’ Association (a Government body) 1968-70. Secretary-General
of the Inter-ministerial committee for Industrial Training and Social Affairs 1969-73. Appointed
adviser to the Prime Minister on Social and Cultural Affairs, June 1969 and from 1971-72 Charge de
Mission in the Cabinet of M. Chaban-Delmas when he played an important part in the development
of Chaban’s ‘new society’ policy. M. Delors is in particular credited with the idea of long term
progressive wage contracts (contrats de progres) in the public sector. He left the Inter-Ministerial
Committee in 1973 to take a position at the University of Paris-Dauphine where he lectured on
social policy and became an Associate Professor. Founded the "Association 1973-80° to study
economic, social and environmental planning in 1973. Member of the Board ot the Bank of France,
1973-79. Joined the PS at the time ot the Presidential eslection in 1974. 1976-81 he was the Party’s
National Delegate for international economic affairs. Elected an MEP in 1979, he was President of
Economic and Monetary Commission of the European Parliament. During the 1981 Presidential
election campaign, he acted as one of M. Mitterrand’'s principal advisers on economic afrairs.
Member of Management Committee of the PS since 1981. Appointed to present post May 1981.

Although a member of the Mitterrand taction, M. Delors is on the social-democratic wing of
the PS. He is therefore suspect to his colleagues on the Left. But he retains M. Mitterrand’s ear.

Delors is intelligent, hard-working and pleasant to deal with. His backeround is modest (he
is of Christian trade union stock).

Married with 2 children. Has a slight knowledge ot Enelish.

h
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Erancis. Arthur! Cocktielid.t Born 28 September LIl6.

Married Aileen Monica Mudie, choreographer. Created Life Peer 1978.

Graduate London School of Econcmics (LLB, ESc (Econl))}. Called to the ,/
Bar (f.e. gualified as Barrister) 1942. <Cabinet Minister since 18582. I

Previous appointments: Home Civil Service, Inland Revenue 1938;
Assistant Secretary to' Beoard ef Inland Revenue 19455 8Director of
Statistics and Intelligence to Board of Inland Revenue 1945-1952;
Commission of Inland Revenue 1951-1952; Financial Director, then
Managing Director and Chairman of Executive Management Committee,
Boots Pure Drug Co 1953-1967; Member National Economic Development
Council 1962-1964 and 1982-1984; Member, Court of Governors of
University of Nottingham 1963-1967; President, Royal Statistical
Society 1968-1969; Adviser on Taxation Policy to Chancellor of
Exchequer 1970-1973; appointed Honorary Fellow, London School of
‘.Economics 1972; Chairman, Price Commission 1973-1977; Minister of

State, HM Treasury 1979-1982; Secretary of State for Trade 1982-1983.
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CHRISTOPHERSEN, HENNING ,%FWJLJ&J A-AJ(S

Finance and Deputv Prime Minister
Septembei 1982 — iqgy

Born 1939. Graduated in political science 1965. Head of the
Industrial Economy Division of the Artisans Council 1965-70.
Principal of a liberal 'high school' 1971-72. Subsequently

an economic consultant for various organisations and an
economic and political journalist for the leading weekly
'Weekendavisen'. Member of the Folketing since 1971. Deputy
chairman of the Venstre (Liberal) Party Organisation from 1972-77
when he became provisional chairman on Mr Poul Hartling's
departure. He was confirmed in office at the Party Congress
in September 1978. Visited Britain as a FCO sponsored visitor
1975. Minister of Foreign Affairs 1978-80.

3

Although his previous experience was more with internal than
external affairs he took the Foreign Ministry as the senior
post offered to Venstre in the coalition Government formed in
August 1978. Although not formally appointed Deputy Prime
Minister, he deputises for the Prime Minister in the latter's
absence. During the difficult early stages fof ithe coalition,
he had to give much of his attention to party and government
business centering on domestic economic and financial issues.
But his senior officials soon spoke admiringly of his rapid
grasp of foreign affairs briefs. Venstre is the most pro-
European of Danish political parties and Mr Christophersen
takes a keen personal interest in work in Brussels as well as
in political cooperation.

He displayed courage and politieal skill in bringing about

a major realignment in policy within his party, and grew in
public esteem during the negotiations for the! formation of the
coalition. The odds must be that he will be prominent on the
Danish political scene for many years to come,

Personally friendly, with more than passable English. Married.
His wife's sister is the widow of Sir Donald Hopson.



ANDRIESSEN Frans H.J.J.

born

SIS

1954

el

77

1980
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on 2 April 1929 at Utrecht - Married: 4 children

to

to

(Sheds Al

12872

1967

ST

ILSAT

15979

Degree in law at the State University of

Litrecht ;

Discharged various duties at the Catholic
Institute for Housing (last position

held: Director)

Member of the Utrecht Provincial States

Member of the Second Chamber of the States-
General (specializing initially in matters

relating to low-cost housing

President of the KVP Group of the Second

Chamber

Minister for Finance

Member of the First Chamber of the States-

General (Senate)

Member of the Commission of the European
Communities with responsibility for
relations with the European Parliament

and for the competition sector

Mr Andriesen is a knight of the Order du Lion Néerlandias and an

officer of the Order of Orange-Nassau.
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DE CLERCQ, WILLY
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fzrwmer Deputy Prime Minister, Minister of Finance and Foreign Trade. Former President of the
PVV. Former Minister of Finance in the 1974-77 Tindemans government. President of the Liberal
group to European Parliament since 1981. Chairman of IMF’s Interim Committee, He-ts-to-be-the
next Belgian-memberof-the EuropeanCommission.

\O

Born 1927

A brilliant student, and Doctor of Law summa cum laude. Studied at Syracuse, USA (MA in
Social Sciences). He is a lawyer. He entered politics when he was very young, and became a town
councillor of Ghent in 1952. He entered Parliament in 1958 and was elected leader of the PLP
Parliamentary group after the elections of May 1965. In 1960 he was an Under-Secretary in charge
of the Budget in the Eyskens government. He was Deputy Prime Minister in charge of the Budget
under Vanden Boeynants and established a reputation as an able economist. In 1973 Leburton re-
appointed him Deputy Prime Minister and Minister of Finance and he continued to hold the latter
post during the Tindemans government (1974-77). During the Belgian EC Presidency in 1977 his
handling of the Finance Ministers’ meetings was much superior to the performance of his colleague,
Foreign Minister Van Elslande. He enjoys considerable popular support in Ghent and was largely
responsible for the PVV’s gains in the communal elections of 1976. However, in the April 1977
national elections, De Clercq unexpectedly failed to be re-elected, partly because of the unpopular
economic measures he had had to take as Minister of Finance, but, more importantly, because of
his long-standing friendship with a local judge, who had shortly before the elections, been arraigned
on corruption charges. He is considered to be a moderate Fleming and tolerant in his general

outlook.

Friendly, speaks good English. His intelligent wife (also a lawyer) helped to run his
chambers when he was a Minister, and is involved in PVV activities in the Ghent area.
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g '5. .eneral Government fiscal deficits (per cent of GNP)

2 1986 1987 1988 o !
* Belgium — 83 -61 -6% S t/ﬁ—b

Denmark 3% 21 A

France -3 -2% € =2t
Germany -1% =11 e
Greece -10% -9 ~10%

Ireland -10% =9 -7%

Ttaly 2174 —104 -9%
Luxembourg - 2 2

N etherlands -6 -61 -6

Portugal -8% =9 =2

Spain -6 ~54 o I 2
UK -3% -23 (g b
EC =5 -41 -413

Us =31 -23 e e il
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